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Justifying the Insatiable Demand for Compute
Following OpenAI's compute commitments over the past few months, we outline
why current demand levels are justified and why, despite investor concern, fears of
overbuilding miss the point.

All we've got is not all we need. We're not here to dispute price tags, though we
get it. Eye-watering commitments that'll require trillions in capex, and the obvious
point that OpenAI can't self-fund their needs with near-term revenues. The more
relevant question we should be asking, independent of financing, is whether the
current compute commitments made by OpenAI are even sufficient for the goals
they have set. If the target is AGI, the answer is simply no. The more interesting
claim that we'd use as a sanity check is that even these insane commitments over
the past few months are readily justified by a narrower goal that we're defining
as job-competent AI (we'd refer the reader to our past note on the capabilities
of these models in response to Andrej Karpathy's appearance on the Dwarkesh
Podcast). Because even a lower bar than AGI would justify building ahead as
partial competence across large slices of knowledge work sits inside markets that in
aggregate can be measured in the trillions. And even that, might be a stretch, which
sounds just as ridiculous writing as it probably does reading it.

Let's just run some quick napkin math. Of the 33GW of compute that has recently
been committed, we can safely assume that 16GW is strictly for inference, provided
by the AMD and Broadcom deals. Then, for the sake of the argument, let's assume
that of the remaining compute, 10 additional GWs are also for inference, leaving us
with 7GW for both training and R&D. That gives OpenAI likely a 2e27 FLOPs budget
for a single training run and ~3.4e15 tokens-per-month ceiling on inference. That
gives OpenAI the capability to train a model at least an order of magnitude larger
than GPT-5 while allowing them to serve a few quadrillion tokens per month which we
think is largely doable under the scenario where models can reliably augment a non-
trivial amount of white-collar work. That being said, none of this proves sufficiency for
AGI, and it doesn't need to, but it does show that present commitments are rational
as a base case while remaining small relative to what AGI, and later, ASI will ultimately
absorb.

This logic only holds if scaling keeps working, which brings us to the Bitter
Lesson. In plain terms, Richard Sutton's Bitter Lesson says that the approaches
which keep improving as you add computation win in the long run, even as the
specific approach changes. We've watched the pattern repeat across various areas
where handbuilt tricks look good for a while, then a learnable, scale-friendly method
overtakes them in areas like games, vision, and now language. The takeaway for
our argument isn't to worship today's architecture, but rather to back the property
that keeps paying off. Right now, scaling the current paradigm of LLMs is working,
even though we agree that it's likely not the architecture to take us all the way. But if
this curve eventually bends, we'll shift to the next viable scaling vector because the
Bitter Lesson travels across paradigms. Either way, if increasing network size, FLOPs
budget, and pre-training data is buying performance, then the rational move is to
provision compute so we can do more of exactly that.

Nobody ever said that research labs made for a good business model. "Big
Token" labs like OpenAI are structurally poor businesses if you expect neat value
capture at the model layer. These companies, and more specifically the researchers
who comprise them, are primarily motivated by accelerating technological progress
and making novel discoveries in areas like material sciences and physics. The best
researchers in the world join labs like OpenAI because they're passionate about
pushing the frontier of the space and finding solutions to difficult problems in
material sciences and physics, not because they're passionate about improving
gross margins on the API business. The problem this creates is that the issues these
labs want to solve, when solved, will not accrue value back to the model layer. So
value will then accrue to the beneficiaries in those respective industries, which may
be the better bets if one knows where to look.
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Potential Risks

Required Disclosures
D.A. Davidson & Co, or any of its affiliates, does or seeks to do business with companies covered in its research reports. As
a result, investors should be aware that the firm may have a conflict of interest that could affect the objectivity of this report.
Investors should consider this report as only a single factor in making their investment decision.
D.A. Davidson & Co. is a full service investment firm that provides both brokerage and investment banking services.
Alexander Platt, the research analyst principally responsible for the preparation of this report has received and is eligible
to receive compensation, including bonus compensation, based on D.A. Davidson’s overall operating revenues, including
revenues generated by its investment banking and institutional equities activities. D.A. Davidson & Co.’s analysts, however,
are not directly compensated for involvement in specific investment banking transactions.
I, Alexander Platt, attest that (i) all the views expressed in this research report accurately reflect my personal views about the
common stock of the subject company, and (ii) no part of my compensation was, is, or will be, directly or indirectly, related
to the specific recommendations or views expressed in this report.

Rating Information
D.A. Davidson & Co.’s Institutional Research Rating Scale Definitions (maintained since October 10, 2017); information
regarding our previous definitions is available upon request:
BUY: Expected to produce a total return of over 15% on a risk adjusted basis over the next 12-18 months
NEUTRAL: Expected to produce a total return of -15% to +15% on a risk adjusted basis over the next 12-18 months
UNDERPERFORM: Expected to lose value of over 15% on a risk adjusted basis over the next 12-18 months

Rating Distribution (as of 9/30/25) Coverage Universe Distribution Investment Banking Distribution

  IR WMR Combined IR WMR Combined

BUY (Buy) 59% 85% 62% 8% 0% 7%
NEUTRAL (Hold) 40% 13% 37% 4% 0% 3%
UNDERPERFORM (Sell) 1% 2% 1% 0% 0% 0%

IR denotes Institutional Research; WMR denotes Wealth Management Research whose rating scale is Buy/Add, Neutral, Sell/Reduce. Investment Banking
Distribution denotes companies from whom D.A. Davidson & Co. has received compensation in the last 12 months. Best-of-Breed: Expected to outperform
on a risk adjusted basis over a five-year time horizon.

Target prices are our Institutional Research Department’s evaluation of price potential over the next 12 months, based upon
our assessment of future earnings and cash flow, comparable company valuations, growth prospects and other financial
criteria. Certain risks may impede achievement of these price targets including, but not limited to, broader market and
macroeconomic fluctuations and unforeseen changes in the subject company’s fundamentals or business trends.
While the Best-of-Breed designation does not contain a separate rating and/or price target from that of the standard ratings
system referenced above, the expectation is that the security, based on the 12 criteria utilized in assessing the “Best-of-
Breed” designation, will outperform over a five-year time horizon, not the standard 12-18 month time horizon.
For a copy of the most recent reports containing all required disclosure information for covered companies referenced in
this report, please contact your D.A. Davidson & Co. representative or call 1-800-755-7848.

Other Disclosures
Information contained herein has been obtained by sources we consider reliable, but is not guaranteed and we are not
soliciting any action based upon it. Any opinions expressed are based on our interpretation of data available to us at the time
of the original publication of the report. These opinions are subject to change at any time without notice. Investors must bear
in mind that inherent in investments are the risks of fluctuating prices and the uncertainties of dividends, rates of return and
yield. Investors should also remember that past performance is not necessarily an indicator of future performance and D.A.
Davidson & Co. makes no guarantee, express or implied, as to future performance. Investors should note this report was
prepared by D.A. Davidson & Co.’s Institutional Research Department for distribution to D.A. Davidson & Co.’s institutional
investor clients and assumes a certain level of investment sophistication on the part of the recipient. Readers, who are not
institutional investors or other market professionals, should seek the advice of their individual investment advisor for an
explanation of this report’s contents, and should always seek such advisor’s advice before making any investment decisions.
Consensus estimates are obtained from Capital IQ. Further information and elaboration will be furnished upon request.

Other Companies Mentioned in this Report

Company Name Ticker Rating Price
Apple Inc. AAPL NEUTRAL $262.82
Amazon.com, Inc. AMZN BUY $224.21
CoreWeave, Inc. CRWV UNDERPERFORM $132.55
Alphabet Inc. GOOGL NEUTRAL $259.92
Meta Platforms, Inc. META BUY $738.36
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Company Name Ticker Rating Price
Microsoft Corporation MSFT BUY $523.61
Nebius Group N.V. NBIS BUY $117.26
NVIDIA Corporation NVDA BUY $186.26
Oracle Corporation ORCL NEUTRAL $283.33
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