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THE OPPORTUNITY

$10.7B

by 2033

22.5% CAGR

The Al in Observability market is projected to grow from
$1.4B (2023) to $10.7B (2033)
- -

37.4% 25.47% $172B

North America Share Alt. CAGR Forecast Total Obs. Tools 2035
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Market Size Landscape

Segment Market Size Period

Al in Observability $1.4B - $10.7B 2023-2033
General Observability $4.1B - $18.1B 2024-2034
Observability Tools $23.6B - $164.3B 2024-2035
Data Observability $1.9B - $6.9B 2025-2034
OpenTelemetry Market $1.2B - $6.1B 2024-2033

KEY INSIGHT:

Multiple analyst firms project consistent 15-25% CAGR across all
observability segments, signaling strong sustained demand through 2035.
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Key Market Drivers

Cloud-Native Explosion

Microservices architectures generate 10-100x more telemetry data than monolithic systems, requiring
sophisticated observability.

AlI/ML Model Production

Only 23% of organizations are prepared for Al governance - creating urgent demand for LLM observability
solutions.

Digital Transformation

Enterprise digitization at all-time highs in 2024; even short outages cause major business disruption.

Regulatory Compliance

SOX, HIPAA, PCI-DSS, and emerging Al regulations mandate comprehensive monitoring and audit trails.

Cost of Downtime
Average cost of IT downtime exceeds $5,600/minute for enterprises; observability reduces MTTR by 2.8x.
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Industry Adoption Rates

IT & Telecom

e requirements

Financial Services

gulatory compliance, fraud detection

Healthcare

Telehealth, Al diagnostics, patient safety

Manufacturing

Smart factories, 0T observability

Retail & E-commerce

Customer experience, transaction monitoring

Healthcare shows fastest growth trajectory at 22.6% CAGR

driven by Al diagnostics, telehealth expansion, and strict regulatory oversight
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Market Intelligence
OpenTelemetry adoption reaches 58% in 2024, becoming de facto industry standard
97% of organizations now use AlI/ML in their observability practices
Leading organizations resolve issues 2.8x faster than beginners
Observability leaders achieve 2.6x annual return on investment

86% of respondents plan to increase observability investments

Al Observability is no longer a supplementary function — it is an operational necessity.
Enterprises are under pressure to ensure their Al systems are explainable, fair, and

reliable in real-time settings.

— Prabhat Mishra, Analyst, QKS Group
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KEY TAKEAWAY

The Al Observability market
represents one of the fastest-

growing segments in enterprise
software at 22-25% CAGR

Driven by cloud complexity, AI/ML production requirements,
and the critical need for system reliability in digital-first enterprises

7.6X $10.7B 2.6X

Market Growth 2033 Market ROI for Leaders
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STRATEGIC QUESTION

How Is your organization
positioned to capitalize on the
Al Observability opportunity?

Do you have full-stack observability across cloud environments?
Are you monitoring Al/ML models in production?

Is your observability strategy OpenTelemetry-native?

What's your current MTTR and how does it compare?
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Competitive Landscape

Vendor Revenue Growth Segment Share Strength

Datadog $2.68B 51.8% Full-stack leader
Dynatrace $1.5B* 3.4% Al automation
New Relic $900M* 24% Developer-friendly
Splunk (Cisco) $4.0B* 63.6% Log analytics
Grafana Labs $300M* — Open source

*Estimated based on public filings and analyst reports

Datadog dominates with 51.8% market share in data center management

but open-source alternatives are gaining rapid traction

Global Gauntlet Al « bit.ly/jjshay



10/20

Datadog: Market Leader

$2.68B 26% 462 $4.2B

FY2024 Revenue YoY Growth $1M+ ARR Customers Cash Position

2024-2025 Strategic Initiatives
® LLM Observability launched for AI/ML model monitoring
@ Database Monitoring expanded to MongoDB (5 major DB types)
® Kubernetes Active Remediation for automated troubleshooting
@ Cloud Security Management and Audit Trail enhancements

@® Event Management for alert aggregation and remediation
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OpenTelemetry: The New Standard

58% 2nd 85%

Organization Adoption Largest CNCF Project Use for Data Collection

What is OpenTelemetry?

A vendor-neutral, open-source framework for collecting, processing, and exporting telemetry data
(metrics, logs, traces). It eliminates vendor lock-in and provides consistent instrumentation across
diverse technology stacks.

Key Developments (2024-2025)

® Profiling added as 4th signal type alongside traces, metrics, logs
® GenAl semantic conventions for LLM observability
® eBPF integration for kernel-level insights with minimal overhead

® Al Agent observability standards emerging
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LLM Observability: Emerging Frontier

LLM market: $5.6B (2024) — $35B (2030) at 37% CAGR

Why LLM Observability is Critical

@ Hallucination Detection:Monitor for factually incorrect or nonsensical outputs
@® Cost Attribution: Track token usage and spending across models

@® Latency Monitoring: Ensure response times meet SLA requirements

@ Prompt Engineering:  Evaluate effectiveness of prompt variations

@® Model Drift: Detect degradation in output quality over time

Specialized LLM Observability Players

Arize Al ML observability, drift detection, enterprise scale
LangSmith LangChain ecosystem, developer-focused
Weights & Biases ML experiment tracking, extended to LLMs
Galileo LLM evaluation and debugging

WhyLabs Data and model monitoring
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Regional Market Analysis

North America 37.9% Share $1.5B (2024)

Early cloud adoption and mature DevOps practices
Strong regulatory frameworks (SOX, HIPAA)

Home to major vendors (Datadog, New Relic, Splunk)

Europe 30% Share $1.2B* (2024)

GDPR driving data observability requirements
Germany leads with Dynatrace, Prometheus origins

UK cybersecurity investments post-Brexit

Asia Pacific 25% Share $1.0B* (2024)

Fastest growing region for cloud adoption
India: digital transformation and financial services

China: Al governance frameworks driving demand

*Estimated based on regional market share data
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Technology Trends 2025

AlOps Integration

Al-powered root cause analysis, anomaly detection, and predictive analytics becoming standard. 97% of
organizations now use Al/ML in observability.

Unified Platforms

Consolidation of metrics, logs, traces, profiles, and security signals into single-pane-of-glass solutions.

eBPF Revolution

Extended Berkeley Packet Filter enabling kernel-level observability with minimal overhead.

Edge Observability

Monitoring extending to 10T devices and edge computing as distributed architectures proliferate.

Cost Optimization

Intelligent sampling, data tiering, and observability pipelines reducing 60-80% of costs.

Security Integration

SecOps merging with observability for unified threat detection and response.
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Investment Thesis

Bull Case

A Digital transformation accelerating demand for real-time insights
A AI/ML production requirements creating new monitoring needs
A Regulatory compliance mandates driving enterprise adoption

A Cloud complexity ensuring sustained demand growth

A High switching costs and sticky revenue models

Bear Case / Risks

v OpenTelemetry commoditizing data ingestion layer
Y Open-source alternatives gaining enterprise traction
Y Pricing pressure from consumption-based models

¥ Economic headwinds impacting IT budgets

¥ Consolidation reducing number of vendors
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Emerging Players to Watch

LLM Observability Specialists

Arize Al CB Insights Al 100, DoD contracts
Galileo LLM debugging and evaluation
Patronus Al LLM trustworthiness

Data Observability

Monte Carlo Data reliability pioneer
Bigeye Al-powered anomaly detection
Acceldata $35M Series B, 2024

Open Source Disruptors

Grafana Labs 50%-+ growth, visualization leader
SigNoz OpenTelemetry-native alternative
OpenObserve Cost-efficient log analytics

2024 saw continued VC interest in observability despite broader

market slowdown, with LLM observability attracting significant funding
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Strategic Recommendations

Adopt OpenTelemetry as foundation to avoid vendor lock-in
Implement LLM observability before scaling Al initiatives

Consolidate tools to reduce complexity and costs

Build internal OpenTelemetry expertise and champions

Focus on Al-native observability platforms
Watch for open-source monetization opportunities

Consider picks-and-shovels plays in data infrastructure

Monitor consolidation activity for M&A opportunities

Accelerate Al/ML observability capabilities
Embrace OpenTelemetry as strategic imperative

Differentiate on analytics and automation, not data collection

Target healthcare and financial services verticals
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THREE KEY TAKEAWAYS

Massive Growth Trajectory

The Al Observability market is projected to grow 7.6x from $1.4B (2023) to $10.7B (2033),
representing one of the fastest-growing enterprise software segments at 22.5% CAGR.

OpenTelemetry is the Future

With 58% adoption and status as the 2nd largest CNCF project, OpenTelemetry is becoming
the de facto standard, commoditizing data collection and shifting competition to analytics and
automation.

LLM Monitoring is Critical

As Al systems move to production, only 23% of organizations are prepared for Al
governance. LLM observability tools will be essential for ensuring reliability, compliance, and
cost control.
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Market Forecast Summary

Segment Base Yr Base Value Target Yr Target Value

Al Observability 2023 $1.4B 2033 $10.7B 22.5%
General Observability 2024 $4.1B 2034 $18.1B 16.0%
Obs. Tools & Platforms 2024 $23.6B 2035 $164.3B 19.3%
Data Observability 2025 $1.9B 2034 $6.9B 15.4%
OpenTelemetry 2024 $1.2B 2033 $6.1B 19.8%

Consistent 15-25% CAGR across all segments signals

strong structural demand through the end of the decade
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