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The core claim

When frontier AI models converge to roughly similar capability levels — and in most of the AI tools market

by April 2026, they have — competitive success stops being about the model and starts being about the

application. The application is what users actually touch: the interface, how output fits into their existing

work, the workflow wrapped around it. Models are a necessary condition. Which vendor wins, among

vendors that clear that bar, comes down to the application.

This pattern shows up across categories. Whenever multiple vendors can access capable enough models, the

model stops differentiating them and the application takes over. The developer tools market is currently the

clearest test case: Cursor has been taking share from Visual Studio Code with GitHub Copilot while both

products run the same underlying models. That case is laid out below, followed by supporting evidence from

conversational AI, search, and a few other categories.

The Cursor vs VS Code case

VS Code has dominated software development for at least four consecutive years. The 2025 Stack Overflow

Developer Survey found roughly three out of four developers using it as their primary workspace. Microsoft

owns VS Code, owns GitHub, and ships GitHub Copilot directly inside it, with free tiers, enterprise

compliance certifications, and deep integration into the broader Microsoft developer ecosystem. According

to a 2026 daily.dev analysis, 90 percent of Fortune 100 companies have adopted GitHub Copilot.

And yet: Cursor, a fork of the open-source VS Code codebase built by a small company called Anysphere

starting in 2023, had by early 2026 reached more than one million daily active users, over $2 billion in

annualized revenue, customers in more than half the Fortune 500, and roughly 1,000 percent year-over-year

growth (per DataCamp's analysis, Cursor's own customer figures, and Orbilon Tech's market research). A

startup forking an open-source editor doesn't produce those numbers by going up against Microsoft on

Microsoft's terms. It produces them by building something architecturally different in a market where that

difference turns out to be what users actually care about.

How developers themselves describe the difference

Developers reached the same conclusion independently. A February 2026 DEV Community piece put it this

way:
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"The defining difference between the two editors lies in how they handle artificial intelligence. In VS Code,

AI (usually GitHub Copilot) is a passenger. In Cursor, AI is the driver."

A separate March 2026 piece from the same site extended this into architecture:

"VS Code treats AI as a plugin. Copilot sits on top of the editor — it can suggest completions, answer

questions in a chat sidebar, and with Workspace mode, attempt multi-file edits. But the editor itself wasn't

designed around AI from the start. Cursor treats AI as a core primitive. The entire editor is built around the

assumption that AI will read your codebase, suggest changes, and apply edits."

"Plugin versus core primitive," "passenger versus driver" — these phrases came from people describing their

daily experience, not from analysts retrofitting a framework. The developer community had arrived at the

application-layer insight on its own, and in cleaner language than most analysts use.

Why the architectural difference produces different outcomes

DataCamp's March 2026 comparison spells out the technical consequences:

"VS Code with Copilot provides a context window between 64,000 and 128,000 tokens and primarily relies

on open files and workspace search to determine what context to feed the model. Cursor defaults to

repository-wide indexing. It creates an embedding-based fingerprint of your project using Merkle trees,

stores those embeddings server-side, and supports context windows up to 272,000 tokens. When you ask

Cursor's agent to refactor something, it already has a semantic map of your file relationships, import chains,

and architectural patterns."

A DEV Community piece explains why a plugin can't close this gap:

"Cursor indexes your entire codebase locally using advanced RAG techniques. It doesn't just look at the open

file — it understands the semantic relationship between your frontend components, backend API routes, and

database schema. Because Cursor is the editor rather than an extension running inside it, it has access to

context that plugins simply cannot reach — open tabs, recent edits, cursor position, file history, and full

codebase structure."

A plugin sees what the host application chooses to expose. A native application sees everything. That gap

sits upstream of the model — no amount of model improvement closes it.

Developer testimony on the experience difference

Orbilon Tech's January 2026 analysis collected accounts from developers who switched from VS Code to

Cursor. A frontend developer:

"I didn't think I would give up on VS Code. It's been my go-to for 8 years. Then, Cursor totally changed my

workflow. I just describe the component, and Cursor does the component, styles, tests, and storybook

stories."

A full-stack developer on debugging:



STRAVORIS RESEARCH The Application Layer Thesis

stravoris.com · April 2026 Page 3

"Debugging is the best feature of Cursor. I put the error stack trace and say, 'fix this.' Cursor goes through

the codebase, finds the root cause, and provides the solution. It has helped me find race conditions and edge

cases that I would have spent a lot of time and effort looking for."

From Cursor's own published testimonials: "It was night and day from one batch to another, adoption went

from single digits to over 80%. It just spread like wildfire, all the best builders were using Cursor."

These aren't claims about model quality. The same OpenAI and Anthropic models were available in VS

Code with Copilot. What changed was that the application could now work on the whole codebase instead of

the open file, chain operations across files, and be given goals instead of being prompted line by line.

The incumbent response confirms the pattern

Microsoft's response tells you what the market read into Cursor's growth. Per DataCamp, it launched a free

Copilot tier inside VS Code in December 2024, then shipped Agent Mode, background agents, agentic

browser tools, session memory, and Model Context Protocol support across January through March 2026.

The editor now markets itself as "the home for multi-agent development." DataCamp's own framing:

"GitHub Copilot debuted its Agent mode in January 2026, catching up with Cursor's Composer and

Windsurf's Cascade."

"Catching up" is the tell. Microsoft is adding capabilities Cursor already has, working around the constraints

of an architecture that wasn't built for this. A DEV Community piece notes the plugin architecture "adds

latency for each file operation" because it's structurally slower than a native one. There's even a Towards

Data Science piece by a developer who switched back to VS Code — a reasonable counter-position — but

even that piece frames Microsoft's moves as reactive. The gap existed. Microsoft is responding to it. That's a

different story than building the same thing at the same time.

Models are held constant across the comparison

The whole argument rests on the model layer being held constant. And in developer tools, it is. Cursor and

VS Code with Copilot both give users access to the same frontier models. Per is4.ai's 2026 comparison,

Cursor supports GPT-4, Claude 3.5 Sonnet, and custom models. Per a daily.dev analysis from April 2026,

model flexibility has become standard across editors: "allowing developers to switch between Claude 4.6,

GPT-5.3-Codex, and Gemini 3.1 Pro within a single interface."

That same daily.dev piece describes where the competition has actually moved: "The competition has

shifted from model quality to context management. Cursor uses Merkle tree-based indexing, Windsurf relies

on graph-based dependency models, and Copilot leverages repository-level context."

Developers in 2026 are choosing between applications, not between models. The model question has

become a configuration option. Cursor's homepage makes this explicit: "Choose between every cutting-edge

model from OpenAI, Anthropic, Gemini, xAI, and Cursor." Model selection is a feature because the
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application is the product.

The same pattern in conversational AI

ChatGPT dominated consumer AI despite other companies having models that scored higher on benchmarks

at various points. Claude has frequently outperformed GPT on capability evaluations. Gemini has been more

capable in specific dimensions. None of that translated into category leadership. ChatGPT won by shipping

a conversational interface that general consumers could actually use, before anyone else landed the same

thing. Per IntuitionLabs' April 2026 enterprise comparison, it had reached over one million business

customers by late 2025, with weekly active users going from 400 million in early 2025 to roughly 800

million by late 2025.

Microsoft Copilot runs on the same OpenAI models as ChatGPT. Paid adoption sits at 3.3 percent against a

base of 450 million eligible Microsoft 365 users — 15 million seats, per AI2Work's April 2026 reporting.

The model equivalence isn't in dispute. Corsica Tech: "Both Copilot and ChatGPT use OpenAI models."

Red River's FAQ: "Do they use the same technology? Yes — both leverage OpenAI models, though how

they're accessed and applied varies." IntuitionLabs: "Performance on text and code is equal to ChatGPT in

many respects."

Same models. Massive adoption gap. The difference isn't the model.

The pattern across other categories

Perplexity has taken meaningful share of high-intent search queries from Google despite not having

Google's infrastructure, index, or data advantages. It runs the same frontier models everyone else uses. What

it has is a different application: ask a question, get a synthesized answer with sources. Google's

ten-blue-links interface works well for plenty of things. For "explain this to me and cite your sources," it's

not the right tool. Perplexity built the right tool for that use case, and users found it.

Replit Agent, Lovable, and v0 have captured the "build me an application from a description" category using

the same underlying models that major cloud providers have. AltexSoft's analysis notes that Lovable "lives

in the browser and has a chat-like interface similar to ChatGPT and other AI chatbots" and is specialized for

a specific technology stack. That specialization is what won. Each of these products made focused

architectural decisions for one use case, and beat generalist competitors who had every distribution

advantage but shipped broader, less targeted products.

Notion AI and similar tools embedded in document editors are winning because people don't want to copy

text into a chatbot and paste output back. AI that lives where the work already lives wins. The integration is

the variable, not the model.

Why incumbents systematically underinvest in the application layer



STRAVORIS RESEARCH The Application Layer Thesis

stravoris.com · April 2026 Page 5

This pattern isn't only a description of who's winning. It also explains why incumbents keep losing to

startups with a fraction of their resources — and why this keeps surprising people who expect distribution

advantages to win.

The core problem is that application architecture is upstream of feature work. DataCamp's comparison

makes it concrete: "Because Cursor is the editor rather than an extension running inside it, it has access to

context that plugins simply cannot reach." For a company that built its core product before AI was the

central design consideration, making AI a native primitive isn't a roadmap item — it's a rewrite of a system

that billions of dollars of revenue depends on not breaking. Adding AI as a plugin is rational. It preserves the

revenue base. It also produces a product that loses to native competitors, but that's a future problem when

you're managing the present one.

The velocity problem compounds this. When the application and the AI capability belong to different teams,

every interface improvement needs to be negotiated across an organizational seam. A single integrated team

building a native product ships changes weekly because the coordination cost is zero. A plugin-architecture

organization ships them quarterly, because the coordination cost is real and constant. Over eighteen months,

that compounds into a gap that's hard to close even when the incumbent genuinely wants to.

And when incumbents do try to close it, they're speeding up from a slow baseline. The Towards Data

Science piece notes Microsoft has been shipping Copilot features "weekly, with some days consisting of

more than one new feature" — which sounds fast until you note that Cursor was already fast, has stayed fast,

and didn't have to change culture to get there. Incumbents win that race only if the competition slows down.

None of this is because incumbents don't see the threat. It's because the structural cost of responding

correctly is genuinely higher for them, and they're making rational decisions given their incentives.

The framework

When frontier models are close enough in capability, the application determines who wins. The model is

infrastructure. Users don't care about it directly; they care about whether the tool does what they need.

Vendors that put their energy into the model while shipping a mediocre application will lose to vendors that

built a distinctive application on top of a capable enough model.

A great model doesn't recover a bad application. A good-enough model with a great application consistently

beats it. Because capable models are now available from multiple vendors, the bottleneck has shifted from

"can we build a capable model" to "can we build a compelling application." Companies that don't act on this

will keep overinvesting in the model layer and keep being surprised when smaller competitors with better

applications take their users.

This isn't a permanent law. If models diverge significantly again — if one lab pulls far enough ahead that the

capability gap starts mattering again — the balance would shift back. But based on the current trajectory,

where multiple labs are producing frontier-class models and the gaps are narrowing rather than widening,
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the application layer is where the competition is happening.

The prediction

Over the next eighteen months, the gap between native AI applications built by small integrated teams and

AI features bolted onto existing products by large incumbents should widen. The constraint is structural, not

strategic, and incumbents trying to solve it through reorganization or model investment will find the

constraint upstream of the moves they're making. Expect the same dynamic in developer tools,

conversational AI, search, application builders, document workflows — wherever multiple vendors reach

capability parity.

The products to watch: Cursor, Claude Code, Replit Agent, Lovable, Perplexity, and similar

native-application competitors against the corresponding incumbent in each category. If the application layer

is what matters, native competitors keep taking share and incumbents keep responding with model

investments and feature catch-up that doesn't close the gap. If the thesis is wrong, native competitors plateau

and incumbents recover through distribution and integration. By late 2027, the data will be fairly clear —

and if the incumbents close the gap, it will be worth understanding exactly how they did it.
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