
The technology sector has significantly outperformed the broader market over the past 10 years (264% vs. 125%)
and has been the best performing sector in the past 5 years (152% vs. 69%). Cloud computing is the next major 

transformation in technology since the advent of the internet, and is a major factor behind this outperformance.

The Basics of Cloud Computing

Cloud computing refers to on demand delivery of computing services like processing capacity, data storage, applications 
(software) and other IT resources over the internet with pay per use pricing.  In its simplest form, cloud computing 
refers to the way of storing, accessing and processing data over the internet instead of a local server or a personal 
computer.  Cloud computing is possible due to virtualization, which allows multiple virtual (guest) machines to run on 
one physical (host) server and share its resources at the same time without significant additional costs. 

Advantages of Cloud computing

1. Lower costs: It eliminates the upfront expense for a company to buy hardware and software. This
expense is now transferred to the cloud service vendor.

2. Scalability: As cloud computing is typically priced on a pay as you go model, companies can scale up
or down their capacity as needed.

3. Performance: The largest cloud providers use worldwide data center networks which are frequently
upgraded for the latest hardware and software. This improves performance for all customers.

4. Pay per use: This allows companies to pay for only the workloads and resources they use.

Deployment Models

There are three main deployment models.

Public Clouds: These are owned and operated by third party service providers. A public cloud allows 
companies to benefit from economies of scale as infrastructure costs are spread across multiple users 
who pay as they use the services. 

Private clouds: These are built entirely for one customer and can be hosted internally by that customer 
or by a service provider. When hosted by the customer, it is responsible for all the hardware and software 
along with updates and security. When hosted by the provider, the customer is not responsible for 
hardware and software maintenance. A private cloud costs more and offers greater security. 

Hybrid cloud: This is made of both public and private clouds which are technologically connected. Data 
as well as applications can be transferred between the clouds. Companies can use the private cloud for 
sensitive information and the public cloud for all other workloads. Hybrid clouds offer the most flexibility.

Service Models 

Most Cloud Service providers offer three types of services (Figure 1). 

Infrastructure-as-a-Service (IaaS): In IaaS, companies rent computing capacity from a cloud provider 
but install and manage all applications and software. Examples include Amazon Web Services (AWS), 
Microsoft Azure, Oracle, Google. 
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Platform-as-a-Service (PaaS): In addition to the computing capacity, companies can also rent the 
platform software which includes database management software, middleware, web servers and 
systems management software. However, the company creates, installs and manages all applications. 
Examples include Amazon Web Services (AWS), Microsoft Azure, Oracle, Salesforce, Workday.

Software-as-a-Service (SaaS): In SaaS, the vendor manages the entire tech stack including the 
computing platform (IaaS), software platform (PaaS) as well as all applications. The customer simply 
logs into their account via the internet. Examples include Microsoft, Oracle, Salesforce, SAP.

Figure 1. Comparison of On-Premise (traditional) and Cloud Service Models1

The Investment Case

Cloud computing is considered the next big revolution in technology since the advent of the internet. Low costs and 
scalability are some of the major drivers for its adoption. As companies migrate to a cloud based service, they do not 
have to invest in expensive hardware or software. Also, companies can add capacity as needed and can pay based 
on usage. This is creating a shift in IT spending. While overall enterprise IT spending is expected to grow at a CAGR 
of 3% over the 2016-2020 period, spending on public cloud computing is expected to grow 25% during this period 
(Table 1). This growth is coming at the expense of traditional IT (PCs, servers).  As a result, spending for traditional IT, 
as a percent of the total IT budget, is expected to decline from 73% in 2016 to 55% in 2020, while spending on cloud 
computing is expected to increase from 15% in 2016 to 31% in 2020 (Table 1).
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Enterprise IT Spending $2,771 $2,658 $2,691 $2,773 $2,863 $2,956 $3,053 3% 
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Major Players:

Public cloud computing is dominated by three players.

Amazon (AMZN) is the largest player. Amazon Web Services 
(AWS) has 34% market share, followed by Microsoft’s 
(MSFT) Azure cloud with 13% market share and Alphabet’s 
(GOOG) Google Cloud platform at 8% market share (Figure 
2). 

Revenue from cloud services is becoming more significant 
for these players (Table 2). Google does not break out its 
cloud revenue.

Table 2. Cloud Services Revenue as Percent of Total Revenue4

Conclusion

Cloud computing is changing the way companies are utilizing technology. As a result, technology spending is shifting 
from traditional IT companies to cloud service vendors.  Cloud service market is dominated by three major companies 
whose revenue growth is also becoming more aligned to this change.▲
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