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With a strong near-term visibility for tech, CIO remains bullish on the AI theme and maintain its positive view on AI semiconductors and leading cloud
platforms. (UBS)

AI valuations aren’t as stretched
as you might think
06 January 2025, 08:36 am CET, written by UBS Editorial Team US Editorial Team

The AI rally has helped drive two consecutive years of strong returns for the Nasdaq Composite, including a
28% rally last year. The Magnificent 7 group of large-cap tech stocks was responsible for more than half of
the S&P 500’s gains in 2024. The Nasdaq's market capitalization now exceeds USD 32tr, with more than USD
13.5tr added in the past two years alone.

Some investors are asking if they should lock in gains now, given the strong performance and potential headline risks in
2025. While the easy gains in AI may be behind us, we believe this rally is far from over:

Expect more upward revisions from large-cap tech on AI capex spending. Last year, continued upward revisions
in AI capital expenditures from the Big 4 tech companies helped keep the AI rally on track amid periodic questions over
its durability. We expect the upward revisions to continue in the near term, leading us to raise our estimates for their
combined capex growth to reach USD 224bn in 2024 (+51% y/y), and USD 280bn in 2025 (+25% y/y). While these
updated estimates suggest Big 4 spending could match their historical peak capex intensity level (as measured by capital
spending divided by sales), we believe fourth-quarter earnings results could potentially detail even larger investment plans.

Big tech firms will likely make more headway in monetizing their AI spending this year. While AI revenues are
likely to again lag capex in 2025, we see evidence that AI monetization is primed to improve sharply in 2025. Cloud
growth is accelerating for the leading three platforms, and a solid backlog supports AI monetization hopes. AI adoption is
picking up across industries and is set to broaden in 2025, and the arrival of more clearly useful AI agents should further
support return on investment (ROI). We anticipate the gap between AI capex and revenues will narrow in 2025. Companies
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adopting AI will use it to both increase their revenue and reduce their costs, which suggested measuring the economic
value add from AI will grow in importance as a measure of monetization.

AI valuations aren’t as stretched as you might think. Over the past two years, most of the gains in AI stocks have
come from impressive earnings performance, not from a significant expansion in price-to-earning ratios. In fact, many AI
stocks have seen their price-to-earnings multiples decrease even as their shares have risen, indicating a relatively healthier
market dynamic. We anticipate this revenue-led rally will continue in the year ahead, with our forecast for robust earnings
growth near 25% in 2025. While we see several positive and negative drivers that could potentially change AI’s valuations,
we believe strong underlying earnings growth should be enough to support solid near-term share price performance.

So with strong near-term visibility for tech, we remain bullish on the AI theme and maintain our positive view on AI
semiconductors and leading cloud platforms. We remain constructive on quality large-cap AI names in particular, with
strong seasonality in the first quarter another near-term driver. While it will remain essential to monitor regulatory risks
(such as export controls) ahead, we believe that any significant corrections on geopolitical or regulatory developments
could offer attractive buying opportunities. Underallocated investors should consider using bouts of volatility as a means
of buying stocks via structured strategies or by purchasing quality AI stocks on dips. Within US equities, we rate the
information technology sector as Attractive, and we expect improved breadth and wider participation in the tech rally
this year.

Main contributors: Solita Marcelli, Mark Haefele, Sundeep Gantori, Jon Gordon

Original report: Why the AI rally is likely to continue in 2025, 3 January 2025.

The document and the information contained herein is intended for UBS internal use only and solely for the UBS employee to whom it was provided. It may in no circumstances be distributed outside of
UBS. Information contained in this document has not been tailored to the specific needs, investment objectives, personal and financial circumstances of a client or any other recipient outside of UBS. This document
shall not be construed to include any legal or tax advice, investment research, sales prospectus, an offer or a solicitation of an offer to enter in any investment activity. Neither UBS nor its directors, employees or
agents accept any liability for any loss or damage arising out of the use of all or any part of this document. For further information, please contact the document owner.

Important information
As a firm providing wealth management services to clients, UBS Financial Services, Inc is registered with the U.S. Securities and Exchange Commission (SEC) as an investment adviser and a broker-dealer, offering
both investment advisory and brokerage services. Advisory services and brokerage services are separate and distinct, differ in material ways and are governed by different laws and separate contracts. It is important
that you carefully read the agreements and disclosures UBS provides to you about the products or services offered. For more information, please visit our website at www.ubs.com/workingwithus.
© UBS 2024. All rights reserved. UBS Financial Services Inc. is a subsidiary of UBS AG. Member FINRA/SIPC.
There are two sources of UBS research. Reports from the first source, UBS CIO Global Wealth Management, are designed for individual investors and are produced by UBS Global Wealth Management (which
includes UBS Financial Services Inc. and UBS International Inc.). The second research source is UBS Group Research, whose primary business focus is institutional investors. The two sources operate independently
and may therefore have different recommendations. The various research content provided does not take into account the unique investment objectives, financial situation or particular needs of any specific individual
investor. If you have any questions, please consult your Financial Advisor. UBS Financial Services Inc. is a subsidiary of UBS AG and an affiliate of UBS International Inc.

https://secure.ubs.com/public/api/v2/investment-content/documents/FkyvXWoUO4DdPFcWfF09Iw?apikey=1AS8wxGGWLjxy6J92ees52Uz5ZrWmy6m

	Important Disclosures

