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Nvidia has become the must-have name when it comes to investing into the 
artificial intelligence theme. But there are other options to consider. Including 
vigilance...

Charles-Henry Monchau Chief Investment Officer

Investing in AI beyond Nvidia
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2023, the year of AI
Since the announcement of ChatGPT 3.5 in November 2022, 
the financial markets and much of the public have been 
captivated by the seemingly limitless possibilities of AI. How 
can we explain such enthusiasm?

Firstly, the free availability of ChatGPT has enabled everyone 
to realize the tremendous potential of generative AI. Unlike 
traditional AI models, which operate within predefined 
parameters, generative AI uses algorithms (such as 
ChatGPT) to create new content, including audio files, 
coding, images, text, simulations, and videos.

Another factor explaining the buzz around AI: wage 
pressure in an inflationary context unseen since the 
1980s and geopolitical upheavals forcing companies to 
relocate their formerly foreign-based entities ("reshoring" 
or "nearshoring"). Both contribute to creating a sense 
of urgency to improve productivity in order to preserve 
margins. In this context, the explosion in the number of AI 
tools comes at just the right time for many companies, who 
are setting up task forces or specialized entities before 
reinventing their business models.  

What about investment opportunities?

The AI bubble
Bank of America doesn't hesitate to speak of the birth of a 
new investment bubble on par with the Internet bubble, the 
Biotech bubble, Ark Invest stocks, bitcoin or GAFAs. 

While some AI-related stocks have the potential to deliver a 
growth rate in line with current market expectations, history 
tells us that most of them will not. As explained in a recent 
article by Research Associates, picking future AI winners 
is the equivalent to investing in Amazon, Apple and ADP in 
early 2000. These three stocks are the only ones among the 
40 biggest names in the technology sector at the turn of the 
century to have recorded double-digit performances in the 
23 years since.

Since ChatGPT 3.5 was released by Open AI in November 
2022, companies deemed likely to be AI leaders in the 
coming years have seen their share prices significantly 
outperform the rest of the market. 

In fact, a new term has emerged on Wall Street - "The 
Magnificent Seven", or the seven large-cap tech companies 
considered to be the likely AI winners.  At the time of writing, 
these seven stocks account for almost 28% of the S&P 
500's market capitalization. 

Indeed, since the start of the year, the performance 
of the major US stock market indices has been heavily 
concentrated on a small number of stocks. As the chart 
below shows, 5 stocks are responsible for over 60% of the 
Nasdaq 100's gains in 2023. AI is a common denominator for 
these American market behemoths.

Many investors tend to see these stocks as the sole 
beneficiaries of the AI revolution, not only because of 
their ability to attract talent, but also because of their 
financial strength, which enables them to make huge R&D 
investments in their AI branches. This is an important 
difference from the dot-com bubble of the 2000s, when 
not only large-cap companies were riding the ".com" wave; 
indeed, numerous IPOs of Internet stocks had broadened 
the spectrum of available investment opportunities.

Should we deduce from the above that the best way to 
invest in AI is to be positioned in a very limited number of 
stocks? Are there other stocks and sectors that stand to 
benefit from this technological transformation?

The potential winners of the AI revolution
We believe there are two types of beneficiaries:

1. The Innovators
First and foremost, these are the companies that stand to 
benefit from the immense investment capital expenditure 
associated with AI. A vast ecosystem of industries and 
sectors is poised to benefit directly from the rise of AI, each 
playing a unique role in technological transformation. 

We can identify 3 distinct sub-categories: 

i. The model builders or the so-called "platform" 
companies: these include Microsoft, Alphabet, Baidu, 
MetaPlatform, Amazon, Tencent, Alibaba and others. 

The software industry is undergoing a metamorphosis 
driven by the demands of generative AI. The total market 
for generative AI software is estimated at $150 billion, 

Source: Bloomberg
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opening up a veritable boulevard for software developers 
and companies specializing in AI-based applications. The 
tools and platforms these companies develop will certainly 
prove essential for harnessing the power of AI in a variety of 
sectors. 

ii. Infrastructure and database companies: ServiceNow, 
Snowflake, Cloudflare, Datadog, Altassian, MongoDB, 
Altervx, etc.

The recent craze for AI has highlighted its insatiable thirst 
for data. Storing, managing and accessing this data requires 
a solid infrastructure. This is where data centers and cloud 
service providers come into play. These entities ensure that 
AI algorithms have uninterrupted access to the vast data 
sets they need, making them indispensable cogs in the AI 
machinery.

iii. Semiconductor companies: Nvidia, AMD, Intel, 
Marvell, SK Hynix, Samsung Electronics, Taiwan 
Semiconductors, etc.

At the heart of AI’s computing prowess are, of course, 
semiconductor companies. They provide the essential 
hardware that powers AI’s complex algorithms. With the 
growing demand for AI algorithms, the need for computing 
power is increasing massively. Semiconductor companies, 
beyond Nvidia, are well placed to reap major benefits. 
Their role in making generative AI work, places them at the 
forefront of AI's direct winners.

Beyond the established players, a new generation of 
startups and innovators are making their way into the 
AI landscape. These smaller entities are pushing the 
boundaries of what's possible with AI. Their innovations, 
whether niche AI applications or revolutionary algorithms, 
position them as future nuggets. As investors look 
to diversify their portfolios, identifying these direct 
beneficiaries offers a roadmap for navigating the AI 
investment landscape.

Whichever path the investor decides to take, he must do 
so by implementing a diversified approach and adopting 
all necessary measures to avoid idiosyncratic risk. One 
way of doing this is to include ETFs in the portfolio. ETFs 
with exposure to the AI theme include BOTZ, the Global X 
Robotics & Artificial Intelligence ETF, and ROBO, the ROBO 
Global Robotics and Automation Index ETF.

2. The beneficiaries of innovation
The AI technology revolution also affects the businesses 
that adopt and implement this technology. From retail giants 
leveraging AI to create personalized shopping experiences 
to healthcare facilities harnessing AI for diagnostics, the 
spectrum of end-user companies likely to benefit is vast. 
Investments by these companies in AI-based software and 
infrastructure services will not only improve operational 
efficiency, but also redefine customer and workforce 
engagement paradigms.

AI beyond the United States
The USA has long been at the forefront of AI innovation, 
thanks to its tech giants and pioneering research 
institutions. It is precisely these tech giants, such as Nvidia, 
Microsoft and Alphabet, that are not only shaping the 
discourse on AI, but also setting benchmarks in the research 
and application of these technologies.

But the USA does not have a monopoly on innovation. China 
is rapidly establishing itself as a formidable player in the AI 
field. The country has drawn up ambitious plans to become 
the world's leading center of AI innovation by 2030. Its own 
tech giants, such as Baidu, Alibaba and Tencent, are by no 
means mere regional players, but rather global competitors 
pushing the boundaries of AI research and use. The country 
has made AI a strategic priority, recognizing its potential in 
sectors ranging from healthcare to national security. 

Although Europe has recently lagged behind the USA and 
China in terms of innovation, it has a rich history of research 
and scientific discovery and is making its mark in the AI 
world. It may not have comparable technological behemoths 
, but Europe's strength lies in its regulatory foresight and 
its focus on AI ethics. In many ways, the EU is regarded 
as the global standard for regulatory guidelines, and this 
is no exception in the field of AI, as it strives to ensure 
accountability and fairness while emphasizing transparency. 

Countries such as Singapore, South Korea and India are 
also emerging as important players in the AI world, thanks 
in part to government support, a talent pool and strategic 
collaborations.

Conclusion and Forewarn
From our point of view, the potential of AI is enormous, and 
we have probably entered a new era. Like the Internet, AI will 
revolutionize the business world and our daily lives.  

The history of financial bubbles tends to repeat itself. As 
was the case during the Internet boom, financial markets 
tend to pay very high valuation multiples for companies that 
seem best positioned to benefit from the new technological 
revolution. 

Never before has a mega-cap traded on the basis of Nvidia's 
current multiple (nearly 45 times sales and over 100 times 
earnings). Looking at relative valuation ratios, like in the 
example below, with relative PEG - i.e. P/E compared with 
expected earnings growth rate, the S&P 500 technology 
index is trading at a valuation premium similar to that of the 
dot.com bubble. The potential for correction is therefore 
significant.
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Another characteristic of financial bubbles is that 
investors too often tend to overlook the fact that the main 
beneficiaries of technological innovation are the customers 
of that innovation, and not necessarily the innovators 
themselves.

Finally, the companies that initially appear to be the leaders 
of a technological revolution are not necessarily those 
of tomorrow. In a recent article, Research Associates 
highlighted the example of the Smartphone. In 2000, Palm's 
market capitalization was briefly worth more than that of 
General Motors. But in 2003, Palm Pilot was supplanted by 
the Blackberry, which in turn was replaced by the iPhone in 
2008. Often, it's the disruptors who pay the highest price 
for disruption.

Today, Nvidia is the most emblematic stock of the AI bubble. 
But it is also perhaps the one most likely to disappoint 
investors' very high expectations. As mentioned above, 
investors can consider other stocks and instruments to 
invest in AI innovators and should consider the impact of AI 
on companies as a whole. This means identifying companies 
capable of using AI to generate the greatest productivity 
gains and/or transform their business model. Investing in AI 
is likely to be more of a marathon than a sprint.

NB: These are not investment recommendations. 
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