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Emerging Market Equities — Lessons from Dot-Com Bubble and Al Boom

The parallels between today's Al boom and the late 1990s dot-com era are hard to ignore. Both periods were
characterised by transformative technology, abundant capital, strong investor optimism, and a belief that future growth
could justify almost any valuation. The internet delivered on its promise, but many early market leaders did not. In this
paper, our investment specialist, Northcape Capital explores why as Al adoption accelerates investors may need to focus
less on predicting the technology's impact and more on identifying which businesses can convert that impact into

sustainable returns.
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This information has been prepared by Northcape Capital, the underlying investment manager for the Warakirri Global Emerging Markets Fund.

Introduction - Right Technology, Wrong Stocks

A technological revolution has the potential to create
enormous economic value. But it can also create
speculation, over investment, and periods where investor
expectations run ahead of reality. The dot-com bubble is
often remembered as a cautionary tale about irrational
exuberance, but that interpretation misses an important
point: investors were broadly correct about the internet
with the technology transforming the world in ways that
exceeded even the most optimistic forecasts.

It was correct to believe in the internet. However, it was
wrong to assume every company associated with the
internet would become enormously valuable and that any
price could be justified in the future.

Today, artificial intelligence (“Al”) presents investors with
a similar challenge. Al is already demonstrating real-world
applications across software, search, coding, office
administration, healthcare, and scientific research. The
qguestion is no longer whether Al will have a place in
society. The question is whether the economic returns
generated by Al will justify the extraordinary valuations,
capital expenditure programs, and investor expectations
currently embedded in markets.

For investors, the most valuable lesson from the dot-com
era is not simply that bubbles are dangerous. Rather, it is
that being right about a transformative technology does
not necessarily translate into being right about the
investments tied to it.

There will undoubtedly be attractive investment
opportunities within the Al ecosystem. To date, many of
the largest beneficiaries of the Al capital expenditure boom
have been the "picks and shovels" providers, particularly
memory and semiconductor companies. However, the
experience of the dot-com era reminds us that not every
company exposed to a powerful technological trend will
generate attractive long-term returns.

Not all internet-related investments from that period
proved unsuccessful. Amazon is a notable example of a
company that not only survived the bursting of the
dot-com bubble but went on to become one of the
most successful businesses in the world. The challenge
for investors is distinguishing between the enduring
winners and the many participants whose valuations
fail to justify the enthusiasm surrounding a new
technology.

The Conditions that Created the Dot-Com Boom

The dot-com bubble emerged against the backdrop of
one of the greatest bull markets in history. Following
the recession of the early 1980s, American
corporations restructured aggressively, improving
profitability and shareholder returns. Inflation fell,
interest rates declined, and equity ownership
expanded dramatically.

At the same time, the internet emerged as a genuinely
transformative technology. As adoption accelerated
throughout the 1990s, investors became convinced
that the economy was entering a new era of growth
and productivity.

Much of this optimism was justified. What proved
more problematic was the assumption that
technological progress would automatically translate
into shareholder returns.

This distinction remains highly relevant today. The
economic impact of Al may ultimately exceed
expectations, but investor returns could fall short if
valuations, competition, or capital intensity prove
unsustainable.
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Exhibit 1: The Road to the Dot-Com Bubble

The Road to the Dot-Com Bubble Burst: 18-24 Months of Euphoria
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A New Class of Investors

One of the defining features of the late 1990s was the
democratisation of investing. The rise of 401(k)
retirement plans, mutual funds, and online brokerage
accounts brought millions of new participants into equity
markets. For the first time, retail investors could trade
directly from their homes at low cost, and with immediate
access to information.

This influx of capital coincided with extraordinary
optimism surrounding internet companies. Day trading
became commonplace. Financial media celebrated and
worshipped technology entrepreneurs and retail investors
who appeared to be generating fortunes overnight. Rising
prices attracted new investors, which pushed prices even
higher (see Exhibit 1).

The parallels to today are striking. Financial media's
fascination with Al founders and technology leaders has
become a defining feature of the current cycle. Figures
such as Sam Altman, Jensen Huang and Elon Musk
increasingly command the kind of public attention once
reserved for celebrities reflecting their growing cultural
influence as much as their business achievements.

drive prices higher. setting the stage for the bust

At the same time, zero-commission trading, social media,
online investing communities and mobile trading
applications have once again lowered the barriers to
participation, allowing enthusiasm to spread more quickly
and broadly than ever before. While the technology has
changed, the behavioural dynamics remain remarkably
familiar.

Liquidity Became the Fuel

Whilst the technology was thought to be the key catalyst
driving investor enthusiasm, first came the abundance of
liquidity.

Following the Asian Financial Crisis, Russia's default, and
the collapse of Long-Term Capital Management in 1998,
the Federal Reserve cut interest rates three times to
stabilise financial markets. These cuts reassured investors
that policymakers would respond quickly to market stress
and encouraged a renewed appetite for risk.

Capital flowed aggressively back into technology stocks,

particularly early-stage internet businesses, despite many
having little revenue or proven business models.
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Capital Became Easier Than Profits

As financial conditions eased, investor enthusiasm became
increasingly detached from business fundamentals.

Following a near-shutdown of the US IPO market during
the financial turmoil of August-October 1998, internet
offerings resumed strongly in the final months of the year,
allowing young companies with limited operating histories
to raise substantial amounts of capital.

By mid-1999, internet IPOs routinely doubled or tripled on
their first day of trading, reinforcing the belief that simply
participating in the internet revolution was sufficient to
create shareholder value. The ease with which companies
could raise equity reduced the pressure to demonstrate
profitability and instead rewarded growth at almost any
cost. Echoes of this dynamic are visible today in the
intense demand for exposure to Al and other frontier
technologies. SpaceX completed a record-setting IPO in
June 2026, while OpenAl and Anthropic have also taken
formal steps towards public listings.

Although many of today’s leading companies have greater
scale and stronger revenues than their late-1990s
counterparts, investors are again placing high valuations
on capital-intensive businesses based largely on their
expected role in a transformative technological future
rather than near-term profitability.

Index Concentration and Passive Flows

An important difference between 1999 and today is
market structure. During the dot-com era, concentration
was largely driven by active investors crowding into
technology stocks. The rapid appreciation in internet
stocks created a powerful behavioural feedback loop.
Across the country, many Americans saw relatives,
colleagues, and acquaintances earn substantial profits
from stocks such as Yahoo! and Amazon.com. As stories of
effortless wealth spread, investing became less about
analysing businesses and more about avoiding the fear of
missing out. Rising prices attracted new investors, whose
buying pushed valuations even higher.

While the psychology remains remarkably similar today,
the mechanism through which capital enters the market
has changed. Concentration is now increasingly reinforced
by passive investment vehicles.

As money flows into market-capitalisation-weighted
indices, the largest companies receive the largest share of
incremental capital. This creates a reinforcing dynamic in
which large companies become larger, receive greater
index weights, and attract even more investment.

-100
-200
-300 -

< Waraklrrl

ASSET MANAGEMENT

While passive investing is unlikely to be the primary
cause of concentration, it may amplify existing trends.
As an example, Exhibit 2 and 3 below exemplify just
how concentrated the MSCI EM Index has become. The
rise of thematic, Al related EM Equity ETFs has
coincided with an increasingly concentrated index.

Exhibit 2: EM flows — ETFs vs Non-ETFs
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Exhibit 3: MSCI EM Index Concentration
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When Valuation Stopped Mattering

As enthusiasm surrounding internet companies
intensified, traditional valuation frameworks
gradually broke down. Many internet businesses
generated little revenue and no profits, making
conventional valuation metrics difficult to apply.

An answer to this was instead to focus on website
traffic, customer acquisition, market share, and
future potential. Thus "eyeballs" became more
important than earnings. Analysts argued that early
losses were irrelevant because market leadership
would eventually produce enormous profits.
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This shift in thinking helped justify valuations that would
have appeared absurd under traditional frameworks. The
assumption was simple: if the internet was going to
transform the world, then the companies leading that
transformation would eventually “grow” into any
valuation.

The same question confronts investors today; with Exhibit
4 illustrating how increasingly optimistic long-term
earnings growth expectations are once again leaving
valuations dependent on an exceptionally favourable
future.

Exhibit 4: Earnings expectations at record highs
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Not everyone viewed this logic as irrational. Jeff Bezos
during Amazon’s formative years famously observed that
"human beings aren't good at understanding exponential
growth" and that technologies growing exponentially can
appear "invisible today and ubiquitous tomorrow." The
internet did transform the global economy and created
some of the most valuable businesses in history. The
challenge for investors was not recognising the
technology's potential but determining how much of that
future success was already reflected in share prices.

Today's Al cycle exhibits some similar characteristics.
Investors are often willing to look through current
earnings and focus instead on future addressable markets,
model capabilities, compute infrastructure and potential
productivity gains. This does not necessarily mean
valuations are wrong. It does mean investors should
remain cautious whenever future possibilities become
more important than present economics.
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The Winner-Takes-All Narrative

Perhaps the most powerful idea of the dot-com era
was that the internet would create winner-takes-all
markets. Investors believed that first movers would
establish dominant positions, benefit from network
effects, and eventually enjoy monopoly-like economics.
This thesis was partially correct. The internet did
produce highly dominant businesses. However, many
investors identified the wrong winners:

¢ Netscape pioneered the web browser market but
ultimately lost to Microsoft.

¢ Yahoo! dominated internet search before Google
emerged.

e Myspace was a first mover in social media until
Facebook came along and destroyed it.

Numerous early e-commerce businesses disappeared
despite operating in markets that eventually became
enormous. The lesson for Al investors s
straightforward. Even if Al proves every bit as
transformative as many expect, it does not necessarily
follow that today's leaders will be tomorrow's winners.
Distribution, scale, ecosystems, capital resources and
execution often matter more than first mover
technological leadership alone.

Moreover, it remains unclear whether the leading Al
models benefit from the kind of powerful network
effects that historically protected dominant technology
platforms. Unlike social networks and marketplaces,
the value of a large language model does not obviously
increase as more users join the platform. Switching
costs remain relatively low, model capabilities are
converging rapidly, and users can often access multiple
models through the same interface. As a result,
competitive advantages may prove less durable than
investors currently assume.

If this proves correct, a significant portion of the value
created by Al may ultimately accrue not to the model
providers themselves but to the companies that
successfully integrate Al into products, workflows, and
distribution channels.

Al Capex and the Telecom Analogy
The most important lesson from the late 1990s may

not come from internet companies at all. It may come
from telecommunications infrastructure.
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As demand for internet connectivity exploded, telecom
companies invested enormous sums building fibre
networks. The underlying thesis was correct - data usage
would grow dramatically. The mistake was assuming that
demand would grow quickly enough to justify the capital
invested.

Some investors have drawn parallels between today's Al-
driven memory boom and the telecom and fibre buildout
of the Ilate 1990s. While the comparison s
understandable, there are important differences. The fibre
boom was characterised by fragmented competition,
aggressive debt-funded expansion and capacity growth
that ultimately far exceeded demand. In contrast, the
memory industry is highly concentrated, with Samsung, SK
Hynix and Micron controlling the vast majority of
advanced DRAM production. More importantly, demand is
being driven by some of the world's most profitable
companies, including Microsoft, Amazon, Alphabet and
Meta, which are investing hundreds of billions of dollars
into Al infrastructure who view this investment as mission
critical.

The nature of the technology is also different. Fibre
capacity eventually became commoditised, whereas high-
bandwidth memory (HBM) remains a technologically
complex product requiring advanced manufacturing,
packaging, and qualification processes. HBM is increasingly
becoming a critical bottleneck in Al systems, with
performance gains often dependent as much on memory
bandwidth and capacity as on computing power itself. As
Al models become larger and inference workloads scale,
memory content per system continues to rise, creating a
structural demand tailwind that extends beyond the
current training cycle.

While cyclical risks remain and periods of oversupply are
inevitable, the more relevant comparison may be less with
fibre and more with the semiconductor equipment and
foundry industries, where a small number of
technologically sophisticated suppliers have been able to
sustain attractive returns over extended periods. The key
question is not whether Al demand is real, but whether
advanced memory has become a sufficiently scarce and
strategically important component to earn higher and
more durable returns than memory has historically
generated.

Stock as Currency

A hallmark of speculative periods is that highly valued
companies begin using their shares as acquisition
currency. During the dot-com era, elevated valuations
allowed companies to acquire real businesses using stock
rather than cash. The most famous example was AOL's
acquisition of Time Warner, a transaction that became
emblematic of the excesses of the period.
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With a P/E ratio of approximately 245x, AOL used its
inflated equity valuation to acquire Time Warner in a
$165 billion all-stock deal, effectively converting
market optimism into ownership of real assets.

The irony is that the company whose stock market
valuation briefly exceeded that of many established
media businesses ultimately proved far less durable
than the assets it acquired. While AOL has lost most of
its former relevance, many of the legacy Time Warner
assets — including HBO, Warner Bros., CNN and its
extensive film and television libraries — remain major
media franchises more than two decades later.

The AOL-Time Warner merger remains one of the
clearest examples of a market placing extraordinary
value on a disruptive technology platform while
underestimating the enduring value of high-quality
content and intellectual property.

Today, a similar dynamic is emerging in artificial
intelligence. Unlike many internet companies of the
late 1990s, today's technology leaders are highly
profitable and generate substantial cash flow.

Nevertheless, elevated valuations have increased their
strategic flexibility. OpenAl, Google, Microsoft, Meta,
and others are often paying billions of dollars through
equity, compensation packages, investments, and
“acqui-hires” for researchers, models, datasets, and
software capabilities. History suggests that periods of
technological disruption often encourage aggressive
acquisition activity. Whether these investments
ultimately prove visionary or excessive will depend on
whether future returns justify today's prices.

Pets.com Became The Symbol of Speculative Success

Perhaps one of the most famous IPOs of the Dot-Com
era was that of Pets.com. The online pet retailer is one
of the most outstanding examples of speculative
excesses of the dot-com era. Pets.com listed in
February 2000 with a market capitalisation of almost
USS300 million despite generating less than USS6
million of annual revenue, implying investors were
willing to pay around 50x sales for a business that had
no path to profitability.

Investors were prepared to overlook these
shortcomings because market share, website traffic
and customer acquisition had become the dominant
measures of success. The company had lost more than
USS$60 million over the previous year and was spending
aggressively on marketing, including a Super Bowl
advertisement, in the hope that scale would eventually
overcome weak economics.
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Just 268 days after listing, Pets.com entered
liquidation. The failure was not because consumers
would never buy pet products online but because
investors dramatically overestimated how quickly
revenue growth could overcome an inherently
uneconomic business model.

The Fed, Financial Conditions and the Wealth Effect

One of the most important developments during the
late stages of the dot-com bubble was the increasing
interaction between financial markets and the real
economy. Rising stock prices boosted household
wealth, encouraged spending, supported investment,
and contributed to stronger economic growth.

Today, a similar dynamic exists. Strong equity markets
loosen financial conditions even when central banks
are attempting to tighten them. Rising asset prices
support confidence, spending, and corporate
investment.

This creates a difficult challenge for policymakers. Asset
price inflation may create economic vulnerabilities
even when traditional measures of inflation remain
contained.

Household exposure to equities is now at or near
record highs. US household equity allocation has risen
from ~30% of financial assets in 2001 to ~50% today,
increasing the transmission of equity market moves to
consumption, confidence and economic activity.

What Is Different This Time?

There are important differences between today's Al
leaders and the internet companies of the late 1990s.
Microsoft, Alphabet, Amazon, Meta and Nvidia
generate enormous cash flows, possess genuine
competitive advantages and operate businesses with
proven economics. Unlike many dot-com companies,
they are largely funding investment from existing
profitability although external financing is increasing at
the margin. For example, Alphabet has recently raised
USS$105bn by way of corporate equity and bonds.

Yet similarities remain. Investor expectations are rising
rapidly. Capital expenditure is increasing at
unprecedented rates, which is starting to exert
pressure on cash flows. The companies are increasingly
tapping the debt markets to fund their investment.
Spending from just four tech giants including Meta,
Microsoft, Amazon, and Alphabet is on track to hit a
combined S$5.3 trillion by the end of 2030.
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That amount is larger than the GDPs of Japan, United
Kingdom, India, and France, among more than 200
other countries, according to data from the
International Monetary Fund. As outlined in George
Soros' The Alchemy of Finance (1987), markets are not
merely reflections of fundamentals; they can also
shape them. Rising share prices validate increasingly
optimistic expectations, lower the cost of capital, and
support larger investment programs, which can further
reinforce valuations. As long as investors believe Al
spending will generate extraordinary future returns,
prices and fundamentals may continue to strengthen
together.

Market concentration is approaching historic extremes.
Competitive dynamics remain uncertain; investors are
once again being asked to pay today for profits that
may not emerge for many years.

Conclusion

The internet transformed the world, but many
investors still lost a lot of money. That is perhaps the
most important lesson from the dot-com 1990’s era for
today’s technology boom with Al.

Technological revolutions can create extraordinary
opportunities, but they also create periods in which
capital allocation, valuation discipline, and stock
market behaviour becomes irrationally detached from
economic reality. The challenge for investors is not
determining whether Al will change the world. It
almost certainly will. The challenge is determining
where the economic value will ultimately accrue, how
much competition will erode returns, and whether
today's market prices already reflect much of that
future success?

Being right about the technology is only the beginning.
The harder task is being right about the investment.

At Northcape, we have gradually been reducing our
exposure to Al-linked semiconductor companies to the
point we are deeply underweight the sector and
reallocating the proceeds to companies that we believe
have in many cases been indiscriminately sold down to
fund the Al trade.

Crucially, we see many of these companies being
potentially significant beneficiaries of Al, by way of
improved productivity and potential revenue gains.
Moreover, many of these stocks have been trading at
valuation multiples approaching 10-year lows.

The information in this document is published by Warakirri Asset Management Limited ABN 33 057 529 370 (Warakirri) AFSL 246782 and issued by Northcape Capital ABN 53 106 390
247 AFSL 281767 (Northcape) representing the Northcape’s view on a number of economic and market topics as at the date of this report. Any economic and market forecasts presented
herein is for informational purposes as at the date of this report. There can be no assurance the forecast can be achieved. Furthermore, the information in this publication should only be
used as general information and should not be taken as personal financial, economic, legal, accounting, or tax advice or recommendation as it does not take into account an individual's
objectives, personal financial situation or needs. You should form your own opinion on the information, and whether the information is suitable for your (or your clients) individual needs
and aims as an investor. While the information in this publication has been prepared with all reasonable care, Warakirri and Northcape do not accept any responsibility or liability for any
errors, omissions or misstatements however caused. PAGE 6
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