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Each earnings season, we become accustomed to certain patterns. One pattern involves the biggest
tech companies reporting earnings before many other smaller and medium sized firms. In what we know
is a very difficult economic backdrop, it's important to look for signals that some of the world’s largest
companies are giving us.

Additionally, since Microsoft Azure, Amazon Web Services, and Google Cloud are three of the world’s
largest providers of public cloud infrastructure, it's possible that these reports contain details about how
companies are spending more broadly on technology. Combining the annual revenues of just these busi-
nesses (recognising that they are each part of larger companies) we see spending on cloud infrastructure
annually in the hundreds of billions of dollars.

We believe that there is a difference between these three large public-cloud infrastructure providers and
the much greater number of far smaller Software-as-a-Service (SaaS) providers. These three firms, for
instance, are a major part of most market capitalisation-weighted benchmark indices. They are at a point
in their life cycles where they should exhibit sensitivity to broad, global economic activity and growth
expectations.

 What can they tell us? The most important thing that we think the results of the big public-cloud
providers can tell us regards trends in broad-based information technology spending on cloud
computing. Eventually, the enterprise market will have ‘moved to the cloud’ and the growth rates of
these large players should drop significantly. We are not yet there so, in this type of environment, we
really want to see the resilience of cloud spending in the face of a tougher economic backdrop. There
haven’t been that many economic slowdowns since the genesis of the cloud business model, and
there certainly haven’t been sustained periods of inflation or central bank tightening.

 What don’t they tell us? The smaller SaaS providers tend to help their customers with much more
specific business initiatives. It may be accounting, compliance, cybersecurity, data analysis...the list
is becoming endless. These companies are more idiosyncratic, in that their individual results do not
translate to broad trends as clearly as the biggest company results would. However, we might see
strong spending in cybersecurity, for example, and this may not be as clearly visible in the results of
the biggest companies.
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Our initial sense is that it is important to remember that, in many cases, businesses transitioning to the
cloud is done to create efficiency and to accomplish more while investing either less time, less money or
less of both. We think that this overall trend will continue, but it likely won't continue at the rates seen in
recent years if the global backdrop is characterised by a deteriorating economic picture. It's also the case
that many cloud-focused companies have seen their share prices drop significantly in 2022. This doesn’t
mean that all the risk is ‘priced-in’ by any means, but it does tell us that the valuation risk of the space is
lower relative to the much higher valuations seen towards the end of 2021.

Microsoft is a leader in the cloud space, and it's important to note that the Azure infrastructure platform is
one piece of the overall ‘Intelligent Cloud’ effort. Most attention goes to the year-over-year revenue growth
rates, so it is instructive to first ground any discussion in some of the recent quarterly figures, which are
shown in year-over-year terms for Azure specifically below1:

e 30 September 2021: 50%
» 31 December 2021: 46%
* 31 March 2022: 46%

e 30 June 2022: 40%

e 30 September 2022: 35%

It also helps to look at the overall revenue base to help ground any further thoughts about reasonable
growth. While the quarterly results do look at more than the pure Azure revenues, broadening the picture to
‘Intelligent Cloud’, we see that Microsoft’s Intelligent Cloud revenue was $16.91 billion as of 30 September
2021, and that this figure increased to $20.33 billion as of 30 September 2022. This is a quarterly figure,
and it is beginning to be quite large, so part of the growth rate deceleration that we may be seeing could
be attributed to the size and scale of these figures.

Analysts are seeing Azure customers very focused on optimising their cloud workloads, which helps them
to save money, and it's also the case that there is evidence that customers are pausing on new workloads.
It is reasonable to think that, in an environment of slower economic growth, consumption-based business
models like public cloud infrastructure may indicate shifts in customer-behaviour toward more essential
workloads2.

Amazon Web Services (AWS) is the leading public cloud infrastructure platform based on market share,
often cited as having a figure around 40% of the total. If we consider the year-over-year growth rates from
recent quarters3:

30 September 2021: 39%.

31 December 2021: 40%

31 March 2022: 37%

30 June 2022: 33%
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e 30 September 2022: 27%

Similar to the case of Microsoft, we are seeing decelerating growth rates. However, if we look to 30
September 2021, the trailing 12-month net sales for AWS was at $57.2 billion, and this same figure as
of 30 September 2022 is $76.5 billion. These are getting to be quite large numbers.

Also similar to the story with Microsoft, enterprise cloud customers are looking to reduce costs within the
AWS ecosystem. Analysts are continuing to note the long-term potential and how this differs from the
situation within the shorter-term macroeconomic backdrop4.

Alphabet—Google Cloud in focus

Google Cloud, within Alphabet, does trail both Microsoft Azure and AWS in terms of market share, but
Alphabet as a whole runs a formidable, cash-rich business, so they have been known to make large,
splashy deals to gain high-profile cloud customers. If we note the year-over-year growth figures5:

e 30 September 2021: 45%
* 31 December 2021: 45%
* 31 March 2022: 44%

e 30 June 2022: 36%

e 30 September 2022: 38%

The growth rates are similar to what we noted with Microsoft Azure and AWS, but the dollar figures are
much lower. As of 30 September 2021, the quarterly revenue from Google Cloud was reported at $4.99
billion, and then as of 30 September 2022, this figure had grown to $6.87 billion.

It is notable that, while Microsoft and Amazon saw quarter-to-quarter decelerations in growth rates, Google
Cloud is cited as a bright spot of growth acceleration in Alphabet’s results. However, we note that Alphabet’s
core business was certainly not immune to deteriorating economic conditions, and that the revenue figures
are growing from a smaller overall base.

Conclusion: the economy matters but this is not the year 2000

The primary conclusion that we reach at this point is that economic conditions do matter for cloud
computing companies. We have already seen their share price performance for 2022; it is crystal clear
that market participants have re-assessed the appropriate valuation multiples for these firms considering
higher inflation and higher interest rates. We will be watching closely to see how much revenue growth
these companies can maintain as they continue to report earnings for the period ended 30 September
2022. The biggest companies, so far, have reported a range of 27% to 38%. It clearly isn’t the euphoric
environment of 2020 any longer, but we don’t think it appropriate to say a ‘tech bubble is bursting’ either.

1 Source: Microsoft’s First Quarter Fiscal Year 2023 Results, 25 October 2022. Revenue figures presented
in the generally accepted accounting principles (GAAP) format.

https://www.wisdomtree.com/gb/insights/blog/cloud-computing-what-are-the-big-players-telling-us
WISDOMTREE



WISDOMTREE BLOG

2 Source: Sills, Brad & Adam Bergere. “Expected Azure decel likely temporary, cyclical; model largely
derisked.” Bank of America Securities. 26 October 2022.

3 Sources: Amazon's Quarterly Earnings Conference Call Slides for the specific periods ended: 30
September 2022, 30 June 2022, 31 March 2022, 31 December 2021 and 30 September 2021. The revenue
growth figure is taken as the year-over-year growth without foreign exchange adjustment.

4 Source: Post, Justin & Michael McGovern. “Expecting Less this Holiday.” Bank of America Securities. 28
October 2022.

5 Sources: Alphabet’s Quarterly Earnings Announcements which specify the revenues from different
business units on a quarterly basis for the periods ended: 30 September 2022, 30 June 2022, 31 March
2022, 31 December 2021 and 30 September 2021. Percentage growth is calculated directly from the
figures that Alphabet reports for Google Cloud, all in USD terms.
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Important Risks Related to this Article

Important Information

Marketing communications issued in the European Economic Area (“EEA”): This document has
been issued and approved by WisdomTree Ireland Limited, which is authorised and regulated by the
Central Bank of Ireland.

Marketing communications issued in jurisdictions outside of the EEA: This document has been
issued and approved by WisdomTree UK Limited, which is authorised and regulated by the United Kingdom
Financial Conduct Authority.

WisdomTree Ireland Limited and WisdomTree UK Limited are each referred to as “WisdomTree” (as
applicable). Our Conflicts of Interest Policy and Inventory are available on request.

For professional clients only. The information contained in this document is for your general
information only and is neither an oer for sale nor a solicitation of an oer to buy securities or
shares. This document should not be used as the basis for any investment decision. Investments
may go up or down in value and you may lose some or all of the amount invested. Past performance
is not necessarily a guide to future performance. Any decision to invest should be based on the
information contained in the appropriate prospectus and aer seeking independent investment, tax
and legal advice.

The application of regulations and tax laws can oen lead to a number of dierent interpretations. Any views or
opinions expressed in this communication represent the views of WisdomTree and should not be construed
as regulatory, tax or legal advice. WisdomTree makes no warranty or representation as to the accuracy of
any of the views or opinions expressed in this communication. Any decision to invest should be based on
the information contained in the appropriate prospectus and aer seeking independent investment, tax and
legal advice.

This document is not, and under no circumstances is to be construed as, an advertisement or any other
step in furtherance of a public oering of shares or securities in the United States or any province or territory
thereof. Neither this document nor any copy hereof should be taken, transmitted or distributed (directly or
indirectly) into the United States.

Although WisdomTree endeavours to ensure the accuracy of the content in this document, WisdomTree
does not warrant or guarantee its accuracy or correctness. Where WisdomTree has expressed its own
opinions related to product or market activity, these views may change. Neither WisdomTree, nor any
ailiate, nor any of their respective oicers, directors, partners, or employees accepts any liability whatsoever
for any direct or consequential loss arising from any use of this document or its contents.
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