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RESULTS SUMMARY

Alphabet delivered a strong second quarter, with revenue growth ahead of market expectations. Google
Search, YouTube Ads, Subscriptions, Platforms, and Devices grew revenue by 17%, 13% and 15%,
respectively. Google Cloud remained the standout performer, with revenue surging 82% to US$24.8bn.
Overall group revenue rose 24%.

Operating income increased 30% to US$40.7bn, driven largely by Google Cloud, where operating income
more than tripled to US$8.8bn. Management remains exceptionally bullish on the group’s AI opportunity
and is accelerating investment to meet strong demand. Capital expenditure doubled to US$44.9bn during
the quarter, while full-year 2026 capex guidance was increased to US$195bn – US$205bn (up from
US$180bn – US$190bn). Management reiterated that these investments continue to be assessed under a
strict return on invested capital (ROIC) framework.

Despite the strong quarterly results, the share declined as investors become increasingly concerned about
the pace, scale and potential returns of AI-related spending by hyperscalers. Even after raising both equity
and debt, Alphabet retains a strong balance sheet, ending the quarter with a net cash position of
US$144bn. Management continues to see significant long-term growth opportunities driven by advances in
AI.

 

OUR LONG-TERM INVESTMENT VIEW

Alphabet remains well positioned to benefit from the continued structural shift toward digital advertising.
While growth may fluctuate with economic cycles, the long-term migration from traditional to online
channels remains intact. AI is reinforcing Google’s advertising ecosystem by improving targeting,
measurement and automation, driving stronger returns for advertisers and supporting the resilience of its
core revenue base.
Google Search continues to dominate, and the integration of generative AI enhances rather than
disrupts this position. AI expands the range of queries Google can address, deepens engagement and
increases monetisation opportunities. In this context, AI serves as both defence and offence - protecting
market share while unlocking incremental growth.
Beyond Search, YouTube and Google Cloud provide additional engines of expansion. AI-driven
optimisation supports advertiser performance and content discovery on YouTube, while Cloud is
increasingly benefiting from enterprise demand for AI infrastructure and applications.

 

UNPACKING THE Q2 2026 RESULTS

High level numbers
Revenue (of US$119.8bn) was up 24% driven by
double-digit growth in both Services (+15%)
and Google Cloud (+82%).
Alphabet’s research and development
expenditure increased 32% to US$18.2bn
contributing to a 21% increase in the group’s
total costs and expenses. Despite this,
operating income rose 30% to US$40.8bn and
the operating margin strengthened from 32.4%
to 34%.
A US$99bn fair value gain on equity
investments buoyed earnings; this resulted in
diluted EPS of US$9.11. Excluding the once-off

Google Cloud was the stand-out performer with
revenue growth of 82% to US$24.8bn. The division
reported an exceptional operating performance
as operating income rose from US$2.8bn to
US$8.8bn and the margin expanded from 20.7%
to 35.6%.
Management reiterated that the Cloud remains
capacity constrained. In order to satisfy the
demand of large clients, the group will continue
to lease third party cloud capacity which will
weigh on profitability. Management remain
bullish on the growth trajectory of the Cloud.

 



fair value gain, adjusted diluted EPS growth
was in line with revenue growth at ~24%.
Capital expenditure ballooned to US$44bn
during the quarter and is expected to amount
to between US$195bn to US$205bn for FY 2026.
Free cash flow turned negative (-US$5.8bn) on
the back of the increased level of capex.
Capex is expected to remain elevated in 2027.
The balance sheet remained healthy with a
net cash position of US$144bn.

 Operational Performance
Google Services (includes Advertising,
Subscriptions, Platforms and Devices) revenue
of US$94.5bn increased 15% driven by Google
Search (+17%) and YouTube Ads (+13%).
Growth was supported by the incorporation of
AI that drove Search query growth and
improved advertising effectiveness.
Operating income grew 19.6% to US$39.5bn
and the operating margin expanded 170bps
to 41.8%.

 

Management remains optimistic about the group’s
growth opportunities and increased full-year capex
guidance to US$195bn – US$205bn.

The bottom line
While investors remain concerned about the scale
of Alphabet’s AI investment and the returns it could
ultimately generate, we continue to view the long-
term outlook positively. Search and YouTube
remain highly resilient, with AI enhancing rather
than disrupting growth and supporting margin
expansion. The sharp improvement in Google
Cloud profitability also provides an encouraging
early sign of AI monetisation.

As with previous investment cycles, elevated
capital spending is likely to weigh on cash flow and
profitability in the near term before additional
capacity is fully utilised. Given the improving
operational performance and management's
confidence in the AI opportunity, we maintain
strong conviction that these investments will
strengthen Alphabet's competitive position and
support long-term growth.
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