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Overinvestment Bubbles: Vendor Financing, Prevalent During Dotcom Bubble

Vendor financing in 1999 vs. OpenAl’s fund-raising in 2025

On September 22, OpenAl announced plans to set up data centers via fund-raising from Nvidia of as much as USD100.0bn, which,
in turn, will finance chip purchases from Nvidia in a circular financing structure. Subsequently, OpenAl also signed hundreds of
billions of dollars worth of contracts with Oracle, Broadcom, and AMD.

This resembles the so-called vendor financing common during the dotcom bubble, when vendors with financial firepower lent
money to their clients. The practice spread rapidly in the internet/telecom sectors among competitive local exchange carriers
(CLECs) struggling to secure funding during that era.
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Examples of vendor financing during dotcom bubble period

The table below summarizes representative cases of vendor financing during the dotcom bubble. (1) The companies that provided
the loans were mainly telecom equipment makers such as Cisco, Lucent, and Nortel. (2) After the bubble burst, a considerable
portion of the vendor financing was written off, and many companies went bankrupt.

Among them, an interesting case is Cisco Systems Capital—interesting in that Cisco owned a capital subsidiary. In the late 1990s,
this company provided large-scale loans and guarantees for telecom infrastructure investments, but sharply downsized after the
dotcom bubble burst. According to available data, the company’s vendor financing volume declined dramatically—from USD1.9bn
in 2001 to USD950mn in 2002, and then to just USD90mn in 2003.

As Sam Altman put it, conviction and investment “almost to the point of delusion” are necessary for success. Investors, too, are
likely aware of the need for a bubble of some degree.

Vendor Financing During the Dot-com Bubble: Cisco’s Capital Subsidiary Is a Notable Case

Case Period
Cisco Systems Capital 1999-2002
Winstar-Lucent 2000-2005
Pathnet-Lucent 1999-2001
NextWave-Lucent*Nortel : 1997-2003
Lucent 1999-2002
Nortel 1999-2001

Source(s): KB Securities

Structure/Scale
Unused loan commitment of USD948mn (USD209mn withdrawable)
Up to USD2bn in equipment purchases + vendor financing provided
Initial package of USD440mn, total loan commitment of max. USD2.1bn over 7 years
Vendor financing for FCC spectrum license (USD4.7bn), network buildout
Vendor financing commitment down from USD5.3bn to USD1.3bn

Vendor financing accounting for 10.8% of 2001 sales; 63.8% amortized

Outcomes
Operated program-based vendor financing
Winstar filed for bankruptcy in Apr 2001; USD249mn in compensation paid
Filed for Chapter 11 on Apr 2,2001
US. Supreme Court ruling in 2003 led to license revocation
Sharp decline in liquidity/credit exposure

Surge in loan loss provisions

1. OpenAl’s recent large-scale investment shares many similarities with vendor financing during the dotcom bubble.

2. At the time, due to shortage of investment capital, telecom equipment makers (i.e., Cisco, Lucent, and Nortel) lent money to
client companies to fund investment—a practice that became widespread.

3. We bring up the case of Cisco Systems Capital—interesting in that Cisco even established a capital subsidiary to manage its

financing operations.
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