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2024 GDP Growth: Returning to the 3% Norm
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The 2025 Economic Environment

Interactions and Themes Between Economic and Technology Cycles

Provider Market share Growth at

Tailwinds .
consolidation capture all costs

% Expected direction:
) Economic stability
R . Portfolio Efficient Demand and acceleration
5 Middle divesti B .
° ivestiture growth building will support
5 demand-building
S strategies in 2025.
Headwinds Cost Portfolio Market
cutting rationalization building

Negative Stable Positive

Technology cycle

Source: Gartner
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Budget Increases Absorbed by Price Increases

What percentage of your organization total 2025 central IT Spending will be allocated to cover Price increase
for reoccurring expenditures (eg: hardware, software, services, licenses and other contractual spending)?

I Median 8.5%
| B I I -

Less than 3% 3 to less than 7% 7 to less than 10% 10 to less than 15% 15 to less than 20% 20% or more
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Global IT Spending & Growth for 2025
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2.2%
Devices
8.7%
8.2%
cC
IT Services
7.3%
Software
12.9%

Source: “Gartner Market Databook, 4Q24 Update”, December 2024



Global IT Spending - 2025 O

laaS
: 20% - o
Devices [l 9.1% © | 2023-2028 Growth 23.5%
CAGR Enterorise Anplication Soft CAGR 23.6%
Data Center Systems [} 21.9% nterprise Application Software
Communications Services 0.9% Application Implementation and Managed Vertical-Specific Software ‘
Servers

Infrastructure Software Growth 29.2%

Services $1,731B 7.3%
, _ ) 0
Business Process Services CAGR 26.1%
Consumer $1,628B 4.7% )
Consulting
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10% infrastructure Implementation :

and Managed Services I
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5%
External Controller-Based Storage

Fixed Data \

PCs (desktop and laptops)

Mobile Phones Enterprise Network Equipment

-5% /‘ 0/00% 5% i 10% 15%
! 2025 Growth
Fixed Voice |
Fixed Voice 5% PCs (desktop and laptops) I
/ Mobile Network Services Databook IT spend forecasted to grow

Unified Communications 82% in 2023 and 77% in CAGR*

Mobile Network Services

-10% '  Bubble Size represents 2025 Spending
Source: “Gartner Market Databook, 4Q24 Update”, December 2024
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Gartner’s 2024 Generative Al Hype Cycle

Retrieval-Augmented Generation
Prompt Engineering

Al TRiSM

Vector Databases

Al-Augmented « GenAl drew investments

Software Engineering

Smtreto ot from TSPs in 2024 >

e tators Hype #* Revenue foundational spending
o to build Al Optimized

Capacity & Products

Open-Source LLMs

Multimodal Generative Al

Transfer Learning

Artificial General Intelligence
Generative Al-Enabled Applications
GraphRAG

Autonomous Agents
Self-Supervised Learning
Embedding Models

Model Hubs

Domain-Specific GenAl Models
Al Supercomputing

Al Simulation

Reinforcement Learning
From Human Feedback
GenAl Application
Orchestration

Frameworks
Disinformation Security

Large Language Models

GenAl-Enabled
Virtual Assistants

 GenAl enable solutions
will become more widely
available in 2025

EXPECTATIONS

« Services contracts &
pipeline: Good Number,
Small Value.

Edge GenAl

As of July 2024

Innovation () Peak of Inflated (© Trough of () Slope of O Plateau of ()
Trigger Expectations Disillusionment Enlightenment Productivity
TIME

Source: “Gartner Al Hype Cycle
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The Progress of GenAl

On the At the
Rise Peak

Sliding Into
the Trough

r— Activjty beyond early adopters

2024,

Negative press begins

Supplier proliferation _rL
Mass media hype begins —HZ}

Second round of venture
capital funding

Early adopters
investigate \ Supplier consolidation

. : and failures
First-generation

products, high
price, lots of
customization
needed

EXPECTATIONS

Third round of
() venture capital

Startup
companies, (first
round of venture
capital funding

R&D

2026

\\funding 2@2

Climbing Entering the

the Slope Plateau
High-growth
adoption

phase starts:
20% to 30% of
the potential
audience has
adopted the
innovation

Methodologies
and best
practices
developing

Third-generation
products, out-of-the-
box, |product suites

Second-generation products,
some services

Less than 5% of the potential audience

has adopted full
P y As of September 2020

Innovation Peak of Inflated Trough of

Trigger Expectations Disillusionment

TIME
Source: Understanding Gartner’s Hype Cycles
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Slope of Plateau of
Enlightenment Productivity

2022 — early GPT

2023 Release of ChatGPT
capture the globes
attention

2024 massive investment
in H100 based servers
and the creation of LLM

2025 TSP bring GenAl
based products and
services to market.
Governments pass Al
regulations

2026 CIO refocus on
delivering value from
GenAl while containing
costs

2027/28 -
transformational Use
Cases emerge

Gartner


http://www.gartner.com/document-reader/document/5429963

Expectations Down,

On therise At the peak Sliding into the trough

Maximizing
publicity
value

Climbing the slope

Entering the plateau

2028
$1,320,273 Imagining the

Finding your angle implications
, @
‘é’ P Expanding
o) & a niche
= ”
e Optimizin -’
< p ng P
- supplier _
Y relationships Planning your ¢
o purchases Leveraging lower
x 4 costs and risks
w 4
s Leading the
P Banking your mainstream
Getting the experience wave
iump on 2023 >
competitors $82’638 P
o
/ As of July 2024
Innovation Peak of Inflated Trough of Slope of Plateau of
trigger expectations disillusionment enlightenment productivity
TIME
= 2022 = 2023 = 2024 = 2025 2026 = 2027/28

Source: Gartner
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Spending Up: $1.3 Trillion USD

The GenAl Cycle will change the context
of spending, and what will be purchased
- but not the total spend

2025

+ CIOs start year with full Al Budgets,
and declining expectations

* COTS solutions now available from
incumbent software providers.

« Staff & Skill limitation leads to pacing &
prioritization for GenAl applications

2026

+ CIO refocus on delivering value from
GenAl existing products/services while
containing costs

+ Skepticism on new GenAl purchases —
ROI & Value focused decisions

2027/28

» GenAl features become embedded and
predictable of existing software products

» Transformational use cases emerge

Gartner



2025 GenAl Spending Is All About the Hardware

Only 20% of overall IT Spend is on Hardware

80% of GenAl Spending Goes Toward Hardware Enterprise Spending Breakdown

Business

wsultmg

smartphones

\\ Software and

.
\ services
— ¥
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/ Enterprise
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[
I
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ClOs have no clear outcome for GenAl

What are the top three business outcomes your organizations hopes to achieve
from your Al Spending in 20257

Increased Operational Efficiency - cost reduction 38%

38%

Increasing Operational Efficiency - productivity
Improved Data Management and Insights I 33%
Enhanced Customer Experience and/or Service I 332
Increasing workforce productivity I 3290
Growing Revenue I 3290
Enhanced Cybersecurity I 500
Innovation and New Product Development [ 50
Competitive Advantage I 1%

Understanding and managing business risk [ N 13%
2025 IT Spending Survey
N=596
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Everyone Will Own an Al Enable Smartphone
Al Enable Smartphone will be Sold not Bought

 Consumers and CIOs are not
100% 100% demanding GenAl features and will

700,000
not pay extra for them.

600,000 * Without groundbreaking

applications, businesses and
consumers are unlikely to pay a
premium for GenAl smartphones.

500,000

400,000 » Smartphone producers are

marketing GenAl enablement in an

300,000 attempt to build demand

40%
* Buying a Smartphone without GenAl
capabilities will be difficult in 2025
and impossible outside of the
price sensitive basic phone market
by 2027.

200,000

Gen Al Smartphone Market Share

100,000

2023 2024 2025 2026 2021 2028 « The integration of Gen Al capabilities
mmmm Gen Al Premium Phones Units mmmm Gen Al Basic Phones Units will be crucial in ensuring the current
= Gen Al Premium Phones = Gen Al Basic Phones lifecycle of 4.1 years does not

extend.

Source: Gartner
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How long will the Al Optimized Server wave last?

500,000
450,000 ™ Traditional Servers « Server Spending triples from

. 2022 to 2028 due to demand for
400,000  mAI-Optimized Servers Al Optimized Servers
350,000 « Al Optimized servers reach $321B

in 2028, compared to traditional

300,000 servers $126B
250,000 » Early Adoption of Al Optimized

Servers is over in 2025

Mainstream Adoption

200,000 « By 2028, Services providers will

operate $1T worth of Al Optimized

150,000 Servers

Server End-User Spending ($m)

100,000

50,000 Traditional Server Capacity
0 | | | |
2023 2024 2025 2026 2027 2028

Source: Gartner
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laaS Global Spending

$450
ITS di

$400 |In $pBeTJS"|ljg . Inferencing

330 fremne * laaS grow at 23.5% in

$300 2025 and 23.6% CAGR

$250 « Al Optimized laaS grows
from 1% of laaS market to

5200 19% by 2028

— laaS .

$150 « Spending on laaS for

5100 Inferencing surpasses
Training in 2026

$50

$0

2023 2024 2025 2026 2027 2028

Source: Gartner
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Al Optimized Servers Fail Simple ROI

The Al Optimized Server Capacity of Service Providers will be primarily focused internally

Al Optimized Servers

Al Optimized laaS I J
| J

wn
c_‘E $41,542
=
© $148,458
(0))]
D)
Is) $297,971
wn
[
s
= $467,712
=
=
= .
0 Cumulative $654.525
c ..
S Deficit
()
e
$852,045
2023 2024 2025 2026 2027 2028

Source: Gartner GenAl Forecast
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« Service Providers will spend over
$750B on Al Optimized Servers
between 2023 and 2028

« Spending on Al Optimized laaS
has a 140% CAGR reaching
$79B by 2028

* The combined deficit between
revenue from and spending on
Al Optimized Servers will be

$852B by 2028

Gartner



Al Optimized Servers Won’t Generate Revenue

The $700 Billion spend by Service Providers will generate a cumulative $300 Billion in Revenue

IT spending

S vamg b

Tech companies with Al-optimized data
centers will predominantly use that capacity
to train and run generative Al models for
their own products and services.

Internal value

Inferencing

Source: Gartner
Full data can be found here
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Al Optimized laaS Revenue and Value

The $700 Billion spend by Service Providers will generate $200 Billion in Revenue

IT Spending

Internal Value

Training

Training

Inferencing

2023 2024

Source: Gartner
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2027 2028

$79B
IT spending

| $224B

Internal value

By 2027, Service Providers will
have spent more on Al Optimized
servers than

all other servers ever purchased.

Until 2026, Training will take
more workloads than inferencing

Revenue producing will be
secondary to internal use of Al
Optimized Server based laaS
workloads

By 2028, Al Optimized laaS will
represent 19% of the total $419B
laaS Market

Gartner



Global Spending on GenAl Models $38.9B in 2028

In 2028, Foundation Model Growth Stalls and Specialize Models Takeover as the Growth Driver

$40,000 9398 .« The Market for Foundation GenAl

Models will be an Oligopoly before
Specialized 2028

Models
« Specialized models will demand a
price premium over Foundation
GenAl Models

« In 2028, Specialized Models take
over as the Driver of Growth from

$20,000

Foundational

Models Foundational Models

Incremental

Specialized « Consumer based products and
services will rely on Foundational
Incremental MOdels

Foundational

2022 2023 2024 2025 2026 2027 2028

Source: Gartner
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Factors Driving GenAl Competitive Environment

Cost/Benefit limited to

: Value is only o Value and use cases Expected and
Business : usage to high impact :
attainable from most : range across all levels embedded in most
factors functions and new "
advanced Al Models : of the organization processes
revenue generation
Prohibitive capital Complexity of Broad range of Tools -
: . Training tools, data and
Technology costs, technology and Al Models dictated and Techniques : )
: : : : IT skills are universally
factors skills are required to by capital, technology available to : o
available and simplified

develop Al Models and skills create/extend Al models.

v v v v

Source: Gartner
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Factors Driving GenAl Competitive Environment

Expected and

Value is only
embedded in most

attainable from most
advanced Al Models

Business
factors

processes

Prohibitive capital

Training tools, data and
IT skills are universally
available and simplified

Technology costs, technology and
factors skills are required to
develop Al Models

h 4

Everybody

Foundation models Specialized models

Source: Gartner
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Global Spending on Software 2022-2028

By 2026, spending on Software with GenAl will surpass spending on Software without GenAl

Software without GenAl as the majority Software with GenAl as the majority

$697B

$4398
$407B e $408B

—® $188B

$39B
I I I .
2022 2023 2024 2025 2026 2027 2028

B Spending on GenAl software

Source: Gartner
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First Mover Advantage Has Already Been Claimed

The ability to easily monetize GenAl in Software has already past

Applications

Infrastructure

Source: Gartner

ailable b able sta 0% Over >80%
Analytic Platforms 2027
Customer Experience and Relationship Management | 2027
Enterprise Resource Planning i After 2028
Supply Chain Management 2028
Application Development ® il 2027
Application Infrastructure and Middleware [ 2028
Communications Platform as a Service il After 2028
Data Management Software ® After 2028
Database Management Systems ® il After 2028
IT Operations ® il 2028
Storage Software _ After 2028
2022 2023 2024 2025 2026 2027 2028
RESTRICTED DISTRIBUTION Ga rtn er
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Key Takeaways

1

2
3
A

Expectations for GenAl will fall,
but, spending on GenAl will rise

All GenAl Products & Services will
compete for CIO time and attention

GenAl will be Sold not Bought

Foundation GenAl Models will become
an Oligopoly Market



Global IT Spending - 2025 O

laaS
: 20% - o
Devices [l 9.1% © | 2023-2028 Growth 23.5%
CAGR Enterorise Anplication Soft CAGR 23.6%
Data Center Systems [} 21.9% nterprise Application Software
Communications Services 0.9% Application Implementation and Managed Vertical-Specific Software ‘
Servers

Infrastructure Software Growth 29.2%

Services $1,731B 7.3%
, _ ) 0
Business Process Services CAGR 26.1%
Consumer $1,628B 4.7% )
Consulting

1

|

|

1

|

1

|

15% Services !
Software $1,2478 12.9% |
1

|

1

|

|

10% infrastructure Implementation :

and Managed Services I

Fixed Data
Tablets

Tablets

)

5%
External Controller-Based Storage

Fixed Data \

PCs (desktop and laptops)

Mobile Phones Enterprise Network Equipment

-5% /‘ 0/00% 5% i 10% 15%
! 2025 Growth
Fixed Voice |
Fixed Voice 5% PCs (desktop and laptops) I
/ Mobile Network Services Databook IT spend forecasted to grow

Unified Communications 82% in 2023 and 77% in CAGR*

Mobile Network Services

-10% '  Bubble Size represents 2025 Spending
Source: “Gartner Market Databook, 4Q24 Update”, December 2024
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Gartner Tech
Growth & Innovation
Conference

March 10 — 11, 2025 | Grapevine, TX

Join the only conference that’s designed
specifically around the unique challenges
facing technology and service providers,
backed by unbiased research. Visit the link
below to learn more and sign up for 2025
updates.

Learn more: gartner.com/us/tech

#GartnerTGl

Register today with code GARTNERWEB
for an exclusive discount.

RESTRICTED DISTRIBUTION
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At this year’s conference, you’ll learn how to:

users. Design, price, and launch products and services to drive

@ Create the product strategy for highest impact with buyers and
adoption and deliver high value outcomes.

experiences, determine the best GTM strategies, and enable partners,

é Grasp the range of buyer intent, create captivating customer
‘s sellers, and buyers with confidence to drive pipeline and revenue.

Evolve from customer service to customer success, ensure your
customers derive value from products and services, and
determine the best product or customer-led initiatives to drive growth.

1)

Determine where and when to place your GenAl and key
=0 emerging tech bets for products and services, and which GenAl
use cases are best suited to your products and target markets.
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Your detailed guide to the Gartner Top 10
Strategic Technology Trends for 2025

Uncover this year’s 10 top strategic technology Top 10 Strategic Technology Trends
trends, organized across three key themes: . .
Al imperatives and risks \ andrisks
New frontiers of computing

Human-machine synergy New frontiers

of computing

— Learn More © JErna

Gartner.
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Gartner for IT on
social media

Want to stay in-the-know? Connect

Insight that drives

with us on LinkedIn and Twitter to smarter decisions

Gartner

receive the latest Gartner IT insights
and updates across research, events Gartnerform
and more. It’s all curated specifically

for IT leaders and decision-makers.

Home About Posts

About

F O | I OW u S O n Gartner for IT is the place to discuss key topics, including data and analytics, artificial intelligence,
machine learning, culture, customer experience, cybersecurity and more. Gartner enables IT leaders and
their teams with actionable, objective insight, expert guidance and practical tools to enable f ... see

more

Looking for insights delivered to
your inbox?
Subscribe to our bi-weekly newsletter
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Become a Client

Clients receive 24/7 access to proven management
and technology research, expert advice,
benchmarks, diagnostics and more.

Fill out the form to connect with a representative
and learn more.

Learn More

Or give us a call: +441784614280 | +1 855 637 0291
8am.—-7p.m.ET
8a.m.-5p.m. GMT
Monday through Friday

Gartner
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Get more Gartner insights

Download the research slides

at gartner.com/webinars

Rate this session

D View upcoming and on-demand Gartner webinars
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Rate this session

Rate Session

RATE THISSESSION (1-5) QPOOOV
LEAVE FURTHER FEEDBACK

| loved the speaker’s insight on this
topic!

Cancel
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HOME AGENDA

Ask the speaker

Gartner
Webinars

Gartner equips leaders like you with
indispensable insights, advice, and
tools to help you achieve your mission
crtcal priorities

» LIVE 00:32:32 / 01:00:00

This session allows the audience to clap in real time.

e co000 |

« LIVE Tue Nov 15, 11:00 AM - 12:00 PM EST (1 Hour)

The Future of Cloud in 2027: From Technology to Business
Innovation
As cloud computing evolves from technology enabler to business disruptor, IT leaders must ensure they
understand their organization’s business strategy. Only then can they seek opportunities to leverage new and
emerging cloud capabilities to accelerate that strategy. This free webinar reveals Gartner’s top predictions for
where cloud computing will be by 2027, and explores how these predictions will shape your cloud value
proposition.

« Explore what cloud computing will look like in 2027

« Discover how multi-cloud and cloud native can affect organizations’ cloud efforts

= Ensure a successful cloud journey for your organization

Return to this web page to watch this webinar. Contact us at gartnerwebinars@gartner.com with questions
about viewing this webinar.
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