The Artificial Intelligence Bubble: What Happens If the Al Boom
Bursts and How Could It Impact Global Financial Markets?

1. Introduction: Is Artificial Intelligence Becoming the Next Financial Bubble?

Artificial Intelligence has become one of the biggest investment themes in the global
economy. From semiconductor manufacturers and cloud computing companies to software
developers, data centres and electricity infrastructure providers, businesses worldwide are
investing billions of dollars to establish their position in the Al revolution.

Companies such as NVIDIA, Microsoft, Alphabet, Amazon, Meta and Oracle have become
central to this investment cycle. Investors have rewarded companies expected to benefit from
the rapid adoption of Al, resulting in substantial capital inflows into technology-related
businesses.

However, an important question is emerging: Are the financial returns from Al
investments growing at the same pace as the capital being invested in this technology?

This question is becoming increasingly relevant because building Al infrastructure requires
enormous capital expenditure (CAPEX), including investments in GPUs, servers, data
centres, cooling systems, electricity and networking infrastructure.

The concern is not that Artificial Intelligence has no future. Rather, the concern is that
investors may have priced in future growth too aggressively, while the actual financial returns
could take considerably longer to materialise.

If companies fail to generate sufficient revenue, profitability and free cash flow from these
investments, the market could witness a significant valuation correction.

This situation could create an Al bubble burst, potentially affecting technology stocks, global
indices, institutional investors, credit markets and emerging economies

2. Understanding the Al Bubble: Why Are Investors Concerned?

To understand the potential risk, we need to examine three major developments.
A. Massive capital expenditure

According to J.P. Morgan Global Research (October 2026):

o Global Al-related capital expenditure is projected to reach approximately $900 billion
in 2026.

e Cumulative global Al CAPEX could reach $5.5 trillion by 2030.

e Five major hyper-scalers—Amazon, Alphabet, Meta, Oracle and Microsoft—are
undertaking exceptionally large infrastructure investments.

The concern is that investment expenditure is growing rapidly, but the timeline for generating
adequate returns remains uncertain.



For example, when a company invests $100 billion in data centres, GPUs and other
infrastructure, investors eventually expect that investment to generate additional revenue,
operating profit and cash flow. If the investment generates lower returns than expected, the
company's valuation may come under pressure.

B. Increasing dependence on debt financing

Historically, major technology companies relied heavily on their operating cash flows to
finance business expansion.

However, the scale of Al infrastructure investment is increasing the requirement for external
financing.

According to the Bank of England’s July 2026 Financial Stability Report, Al-related
infrastructure financing is increasingly involving public debt markets, private credit, bank
lending and other financial structures.

This introduces an additional risk.

If Al companies experience lower-than-expected returns while borrowing costs remain
elevated, their interest obligations and financing requirements could put pressure on financial
performance.

The risk is not limited to technology companies. It could spread to lenders, bond investors,
data centre operators and other financial institutions.

3. Current Global Market Warning Signs: What Does the Data Tell Us?
The concern surrounding Al investments is no longer purely theoretical.

Recent market developments provide some evidence of increasing investor caution.

Indicator Reported data What it indicates

Nasdaqg 100, October |[More than $2 trillion in market value|  Investor concerns about Al
2026 wiped out spending and returns

Nasdaq 100 monthly Weakness in technology-related

Declined over 5.8% during October

movement stocks
Global 'ZA‘OIZ%:APEX’ Approximately $900 billion Masg;@g;{:ﬁ:tr:tu cture
Global AélOg’OAPEX by Approximately $5.5 trillion Long‘;;e;)rgt;r;\i/;s;ment

Source: Reuters, 30 October and 3 November 2026; J.P. Morgan Global Research, 19
October 2026.



An important development is that concerns are spreading beyond equity valuations into the
credit market.

Investors are increasingly questioning whether the companies building Al infrastructure can
generate sufficient returns to justify the scale of their investments.

However, this does not establish that an Al bubble has definitively burst. It indicates that the
market is reassessing the financial sustainability of the Al investment cycle.

4. How Could an Al Bubble Burst Affect the Global Economy?

If the Al investment cycle experiences a severe correction, the impact could spread through
several interconnected channels.

A. Global technology stocks could face valuation corrections

Companies involved in semiconductor manufacturing, cloud computing, software and Al
infrastructure could experience selling pressure.

The initial impact may be concentrated in businesses whose valuations depend heavily on
future Al-related growth.

A decline in major technology companies could also affect global indices because technology
stocks represent a substantial portion of the US equity market.

B. Semiconductor demand could slow
The Al industry requires advanced chips, GPUs, memory, servers and networking equipment.

If hyper-scalers reduce or postpone their capital expenditure plans, semiconductor
manufacturers and equipment suppliers could experience lower order growth.

This could affect the global semiconductor supply chain, particularly economies with
significant exposure to chip manufacturing and exports.

C. Debt and credit markets could experience additional pressure
Al infrastructure is increasingly financed through borrowing.

If companies cannot generate expected returns, their ability to service debt and refinance
existing obligations could become a concern.

This could increase credit spreads, raise borrowing costs and reduce investor appetite for
riskier assets.

D. Global investors could move towards safer assets

During a major market correction, institutional investors may reduce their exposure to
equities and emerging markets.



This could result in capital outflows from developing economies, including India.

The impact would depend on the severity of the correction, global interest rates, currency
movements and investor risk appetite.

5. Conclusion: Is the Al Bubble a Threat or an Opportunity?

The Atrtificial Intelligence revolution could become one of the most significant technological
transformations of this generation. However, technological success does not automatically
guarantee investment success.

The dot-com bubble of the early 2000s provides an important historical lesson. Several
internet businesses failed, and many technology stocks experienced severe corrections. Yet
the internet continued to transform the global economy, creating some of the world's largest
and most successful companies.

A similar distinction may be important when analysing the current Al investment cycle.

If the Al bubble bursts, the global market could experience a significant correction,
particularly in technology stocks, semiconductor companies and businesses dependent on
aggressive infrastructure spending.

For India, the immediate risks could include FII outflows, IT sector pressure, currency
volatility and valuation corrections in Al-linked infrastructure companies.

At the same time, lower technology costs, more disciplined capital allocation and
opportunities in fundamentally strong businesses could create favourable conditions over the
longer term.

My key takeaway is that investors should differentiate between the future of Artificial
Intelligence and the current valuation of companies participating in the Al revolution.

Al may continue to transform the global economy even if some of the companies benefiting
from the current investment boom fail to deliver the returns investors expect.

Ultimately, the market will reward businesses that can convert technological innovation into
sustainable revenue growth, profitability and free cash flow—not simply those investing the
largest amount of money in Al.

The real question is not how much companies are investing in Artificial Intelligence, but
how much economic value they can generate from that investment.
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My additional perspective
Here are three important things | would particularly emphasise when analysing this subject:

e Do not confuse Al technology risk with Al valuation risk. A correction in Al stocks
does not necessarily mean a decline in Al adoption.

o Separate cyclical and structural risks. Lower global technology spending is a cyclical
risk for Indian IT companies, whereas Al replacing traditional billable services is a
potentially structural risk.

e Focus on cash flow rather than announcements. CAPEX announcements, order books
and revenue growth should ultimately translate into sustainable operating cash flow
and returns on capital.

Use this as a research article, not as a prediction that the Al bubble will definitely burst. The
evidence supports rising financial risks and valuation concerns, but the timing and severity of
any correction remain uncertain.
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