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SCenarios.
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Research

Al is a probabilistic tool, trained on large
amounts of data, which can replicate the
outputs of complex tasks.
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Looking back: 2024’s Al predictions

1. Al models are becoming commodified.

2. Al companies are going to have to change their business
models to make money.

5. A crash is coming in the next two years (by November 2026).
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Model commodification has arrived

We have many models available on both the cutting edge...
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OpenAl and Meta have begun to pivot to
consumer business models

Introducing Vibes: A New Way to Discover
and Create Al Videos

ul[lmifin LISTEN TO ARTICLE

et L4 V' RECENTNEWS
> 3 o | P N Bringing More Real-Time News
. ! ¢ L ! and Content to Meta Al
Ve animat \ P

‘Tis the Season: Find the Perfect
Gift on the Facebook Marketplace
Holiday Shop

Making it Easier to Access
Account Support on Facebook and
Instagram

Sora 2is here

Our latest video generation model is more physically accurate, realistic, and more controllable than prior
systems. It also features synchronized dialogue and sound effects. Create with it in the new Sora app.

&) OpenA
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A crash? Not yet...

Why Fears of a Trillion-Dollar Al
Bubble Are Growing

Wall Street Races to Cut Its Risk From
Al's Borrowing Binge

OpenAl Goes From Stock Market
Savior to Burden as Al Risks Mount




Looking ahead: Predictions for 2026

1. Miniature models become much more powerful.
2. R&D focuses on world models.

3. Image model applications proliferate, especially in medical
and industrial markets.
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Miniature models become much more powerful

Miniature models, capable of running on edge devices like regqular desktop computers,

are already roughly as good as ChatGPT 3.5 Turbo.

GPT-3.5 Turbo

Gemma 2 9B

Does Model Size Matter? A Comparison
of Small and Large Language Models
for Requirements Classification

INn Many simple, real-world business
tasks, miniature models already
perform similarly to large LLMs.
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Image models drive hype with nhew applications

Creator Behind Billboard-Charting Al "Artist” Xania
Monet Detends Her Music Against Backlash From

l\ﬁhlﬂl’]l iAI’] d :\-"""[()l‘ff Xania Monet’s vocals are generated by Suno, an Al platform that was sued by major

record labels and the Recording Industry Association of America last year for using

copyrighted material to train its Al tools.

Image diffusion models are the “secret sauce” behind
audio generation.

What else can be done with image models?
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World models get more attention as we reach
the limits of LLMs

€ Machine Learning Research S

The lllusion of Thinking: N
Understanding the Strengths and
Limitations of Reasoning Models via
the Lens of Problem Complexity
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After leaving Meta, French Al pioneer Yann LeCun
will launch start-up in Paris
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Can data center investments really be

profitable?

The major hyperscalers are
committed to spending around
USD 1.1 trillion on capex by 2027.

OpenAl is committed to USD 1.4
trillion in capex spending.

Can this ever work out?
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Capex is critical to overall returns

Representative Capex, 50-MW Data Center
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Opex is dominated by depreciation and energy

costs

Representative Opex, 50-MW Data Center
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Data center returns are highly sensitive to
uptime, GPU life, and rental revenue

We conducted a basic cost modeling exercise to determine data center profitability. The
key factors are:

GPU life Usage/uptime Rental price

If two of these factors are in the red, the data center isn't likely to be profitable — if it's
funded by debt.
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Two major risks to data center returns:

Shrinking demand for compute for more efficient
models.

Oversupply of GPUs due to overaggressive capex
spend.
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Four possible futures for Al

Slop future: The best way to extract profit from Al turns out to be advertising
and social media.

Tech future: Al leads to significant breakthroughs in high knowledge tasks,
including drug development, medical diagnostics, and technology creation.

Trash future: Al remains largely unprofitable, even if it is capable of
automating tasks or successfully solving business challenges.

Work future: Al provides broad-based improvements to economic efficiency.
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Slop future misses the promise of Al

Outlook: In this future, the only real way to make money
with Al is from consumers — business just doesn’t have
hundreds of billions of additional spend in them.

Lux Take: This future primarily benefits the existing
social media platforms — it'll be tough for new apps like
Sora to breakthrough their stranglehold. This outcome is
relatively unlikely; there's no real shortage of online
content, and the social media model mostly works
because content is free.

winners:

@ OpenAl

Losers:

R
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Work future most closely resembles the Al ¢y

promised land -
. : . Winners:
Outlook: In this future, business uses dominate the Al
landscape — and those uses are both profitable and ANTHROP\C
generate meaningful revenue. In this scenario, much of

the frontier of economic productivity gains come from Al,

across both knowledge and physical industries. =. Microsoft

Losers:

Lux Take: The existing business service companies will 0O Meta
benefit the most, as they are best positioned to capture
these flows. A lot has to go right: The technology is one
thing but perhaps more importantly are value creation
and capture.
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Science future will take a long time to 9
mahnifest

Outlook: In this future, the benefits of Al are not in
business efficiency but very high knowledge tasks — the
creation of drugs, the diagnhosis of illnesses, or the
development of new materials and chips. These benefits
will be good for the economy and society but hard for
most current Al companies to capture.

winners:

Google

NVIDIA.

Losers
Lux Take: This is perhaps the most likely future, as it 0O Meta
relies mostly on the technology improving (which it has
done consistently) and less on specific value capture
scenarios. Google and Nvidia — which are investing in @ OpenAI
these longer-term research areas — stand to benefit _

above and beyond the others. = Microsoft
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Failure is always an option b

winners:

Outlook: Al can fail for a lot of reasons; poor economics " A Ie
and value capture are the most likely culprits. pp

Lux Take: This is the other likely outcome, as any IR

number of market failures could push us in this direction.
The best move may be not to play: Apple is not making N Meta GO gle

investments like its tech peers, but it will still take a cut of @ o) IN
any Al success through its walled garden. pen

Microsoft

) © LUX RESEARCH, INC. | Allrightsreserved. | Lux Proprietary and Confidential 24



Key Takeaways

LLM development is
slowing, and there are
major cracks in the
economics of data
center buildout.

There's still a lot of
development left for Al in
areas like image and world
models, but the need for
huge cash flows very soon
makes Al risky.

2

After the boom and bust,
Al is likely to find uses —
but Al companies are
going to struggle to
capture value.

Al may dramatically improve
business operations or
accelerate science — but
can Al companies capture
that value?

3

Don’t overinvest in Al
solutions or a data
center boom.

The cost and size of LLMs are
likely to keep falling, making
INn-house adoption more
likely. Take advantage of
these drops by developing
the abilities to run models at
the edge and continue data
center tech development
without overcommitting.
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About Lux

Lux Research fuels innovators to not only imagine what's possible
in the future but also operationalize innovation success in the
near term. We deliver research and advisory services to inspire,
illuminate, and ignite innovative thinking that reshapes and
grows businesses. Using quality data derived from primary
research, fact-based analysis, and opinions that challenge
traditional thinking, our experts focus on finding truly disruptive
innovations that are also realistic and make good business sense.

The “Lux Take" is trusted by innovation leaders around the
world, many of whom seek our advice directly before placing a
bet on a startup or partner — our clients rely on Lux insights to
Mmake decisions that generate fantastic business outcomes. We
pride ourselves on taking a rigorous, scientific approach to avoid
the hype and generate unique perspectives and insights that
innovation leaders can't live without.

VISIT

www.luxresearchinc.com

FOLLOW

@LuxResearch

CONNECT

LuxResearch

READ

http://www.luxresearchinc.com/blog/

EMAIL

guestions@luxresearchinc.com
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