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Circular Funding in AI: The Hidden Money Loop Fueling 

Sky-High Valuations (and 2026 Bubble Fears)  

 

Summary 
 

Circular funding has quietly become one of the biggest forces behind 

today’s AI boom. Big tech firms, cloud providers, venture capital funds, 

and AI startups are increasingly funding each other in closed loops. This 

keeps money flowing, valuations rising, and headlines bullish — even 

when real profits lag behind. While this system accelerates innovation, 

it also raises serious questions about sustainability. Many analysts now 

see circular funding as a key reason behind growing fears of an AI 

correction in 2026.

What Is Circular Funding (In Simple Terms) 

 

Circular funding happens when the same 

group of players keeps recycling money 

among themselves. For example, a cloud 

giant invests in an AI startup, that startup 

spends most of the money on cloud 

services from the same giant, and venture 

funds reinvest gains into similar AI firms. On 

paper, revenue grows everywhere — but 

much of it comes from inside the same 

ecosystem. It looks like strong demand, but 

real outside cash is limited. 

 

What’s Happening Right Now 

 

In 2024–2025, AI investment exploded. 

Trillions were committed to chips, data 

centers, and AI startups. However, actual 

AI-generated profits remain relatively small 

compared to spending. Circular funding 

helps bridge this gap by keeping growth 

numbers alive. This is why many AI 

companies show rising revenue without 

clear paths to profitability. Markets stay 

optimistic, but cracks are starting to show. 

 

Why Circular Funding Pushes Valuations 

Higher 

 

When money circulates internally, demand 

appears stronger than it truly is. Investors 

see rising usage, rising spend, and rising 

valuations. This creates confidence — and 

attracts more capital. The problem is that 

valuations start pricing in future success that 

hasn’t yet arrived. If real customers don’t 
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replace recycled spending, valuations 

become fragile. 

 

Why This Is Mostly a Bad Thing 

 

Circular funding delays reality. It keeps weak 

models alive longer and hides inefficiencies. 

Companies may focus more on raising 

funds than building sustainable products. 

When external funding slows, the entire 

loop weakens at once. That’s why critics 

compare this structure to past tech bubbles 

— growth driven more by capital flow than 

real demand. 

 

How This Links to AI Bubble Fears in 2026 

 

Many bubble warnings are not about AI 

failing — but about money drying up. If 

interest rates stay high, regulations tighten, 

or ROI disappoints, circular funding loops 

could break. That would expose which 

companies create real value and which 

depended mainly on recycled capital. A 

sharp correction would likely hit startups 

and “AI wrappers” first. 

 

What Could Prevent a Full AI Bubble Burst 

 

AI still solves real problems. Enterprise 

adoption is growing, productivity gains are 

real, and infrastructure leaders are 

profitable. If AI revenue from outside 

customers grows fast enough, it can replace 

circular funding with genuine demand. 

More efficient models, energy 

improvements, and clear business use cases 

could stabilize the sector instead of 

collapsing it. 

 
 

Key Takeaways 

• Circular funding means money 

repeatedly flows within the same AI 

ecosystem 

• It inflates growth metrics and supports 

high valuations 

• Profits lag far behind spending in many 

AI firms 

• This structure increases correction risk in 

2026 

• Not all AI companies are equal — 

fundamentals will matter 

• A slowdown would hurt startups more 

than big platforms 

• Real customer revenue is the key to 

long-term stability 
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Our Take (2026 Outlook) * Speculative 

 
Circular funding won’t kill AI — but it will test it. A correction would likely clean out weak players while 

strengthening real innovators. AI’s future depends less on hype and more on sustainable demand. 2026 

may not be a crash year — but it could be the year reality finally matters. 
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