Dell Technologies' AI server surge fuels record revenues amid soaring memory costs
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Dell Technologies Inc. (NYSE: DELL) has re-emerged as a focal point for investors and analysts following its impressive fiscal third-quarter 2026 earnings report and an upbeat forecast driven largely by the surging demand for artificial intelligence (AI) servers. As of late November 2025, Dell's stock traded in the low $130s, reflecting moderate gains after a volatile year marked by strong AI infrastructure growth but tempered by concerns over rising memory costs and a cyclical PC market.
The company reported record Q3 revenue of $27 billion, an 11% increase year-over-year, with significant contributions from its Infrastructure Solutions Group (ISG), responsible for servers, storage, and networking solutions. This segment alone posted revenue of $14.1 billion, a robust 24% rise, powered by a 37% increase in servers and networking sales. In contrast, Dell's Client Solutions Group (CSG), which encompasses PCs and client devices, grew modestly by 3%, highlighting persistent softness in consumer PC demand, with commercial PCs up 5% but consumer sales down 7%.
Central to Dell's growth narrative is its meteoric rise in AI server sales. The company revealed $12.3 billion in AI server orders during Q3, more than doubling from the previous quarter's $5.6 billion, and a year-to-date total of approximately $30 billion. This has led to an AI server backlog of about $18.4 billion, with management describing the pipeline as multiples of that figure spanning the next five quarters. Dell has accordingly raised its fiscal 2026 AI server shipment guidance to roughly $25 billion, projecting over 150% year-over-year growth. This surge underpins the company's raised full-year revenue guidance to about $111.7 billion, reflecting approximately 17% growth, along with a 31% increase in midpoint GAAP EPS guidance to $8.38.
Industry analysts have broadly responded positively, with several firms increasing their price targets following Dell’s earnings. Goldman Sachs lifted its price target to $185, citing stronger AI-driven margins and raised EPS outlooks, while Mizuho and Bank of America also raised targets amid a positive growth outlook. However, some caution persists. UBS lowered its target but retained a "Strong Buy" rating, suggesting valuation concerns after a recent rally, and Morgan Stanley issued the most conservative stance by upgrading its price target modestly to $113 but maintaining an "Underweight" rating. Morgan Stanley highlights that while Dell's AI server segment is a significant driver of revenue and EPS upside, the premium is offset by escalating costs, specifically an "unprecedented" inflation in memory prices caused by soaring demand for high-bandwidth memory and tighter supplies of DRAM, NAND flash, and hard drives.
This memory cost inflation poses a substantial margin and demand risk for Dell as rising component prices in FY27 could pressure profitability despite strong AI infrastructure sales. Dell COO Jeff Clarke acknowledged the rapid escalation of component costs and anticipated that some of those expenses would inevitably be passed on to customers, even as the company works to recalibrate pricing and product configurations. This cost backdrop contrasts with Dell’s strong supply-chain execution, which has allowed it to outperform peers like HP in managing margin pressures during the current cycle.
Beyond the immediate financials, Dell is positioning itself as a major player in the AI infrastructure arms race. Under CEO Michael Dell and COO Jeff Clarke, the company has transformed from a PC-focused enterprise into a diversified $90 billion-plus firm centred on AI, cloud infrastructure, and sustainability. Notable developments include strategic partnerships with Nvidia to deploy advanced AI-optimised servers, such as the PowerEdge XE9780/XE9785 equipped with Nvidia’s Blackwell Ultra GPUs. Its AI Factory has attracted over 3,000 customers, reinforcing Dell's foothold in high-value AI computing. The Apex platform extends Dell’s reach into cloud services with flexible, as-a-service offerings catering to the evolving multi-cloud landscape.
From a shareholder perspective, Dell exhibits a mixed but confident profile. Institutional ownership remains dominant at around 76%, with recent 13F filings revealing notable buying by funds such as Quadrature Capital and Vinva Investment Management, though Korea Investment Corp trimmed its stake. Insider selling has been significant, with roughly 4.5 million shares sold in the past 90 days, amounting to over $640 million in value, yet insiders still hold approximately 42% of the stock. Meanwhile, Dell has been aggressively repurchasing shares, buying back nearly 9 million shares in recent months, signalling management’s confidence in long-term value.
Looking forward, three scenarios crystallise the market’s outlook for Dell. The bullish case supposes sustained AI server demand growth with easing memory cost inflation, potentially driving the stock nearer to the $170–200 range. The base case assumes continued AI momentum, tempered by component cost pressures and cyclical PC sales, with the stock orbiting current consensus price targets of around $160. The bearish scenario contemplates prolonged memory supply constraints and weakening enterprise deployments, pushing earnings and valuations lower, in line with Morgan Stanley’s underweight stance near $113.
In summary, Dell Technologies stands as a profitable and cash-generative infrastructure giant in transition to an AI powerhouse. The company continues to harness surging AI server demand to fuel record revenues and raised guidance while simultaneously grappling with inflationary pressures in memory components that cloud margin visibility. Investor interest remains solid, with the majority of analysts maintaining optimistic ratings and price targets well above current levels. Ultimately, Dell’s ability to navigate component cost inflation, sustain its product mix and pricing strategy, and execute on complex, high-value infrastructure contracts will shape its trajectory in the dynamic AI technology landscape.
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