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1) does the (Artificial Intelligence) AI investment theme still offer significant long-term potential? 2) will 

the market leadership broaden beyond technology names into other sectors? and 3) what are the 

main risks and challenges equity investors may face in the remainder of 2024? 
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Q1: Does the AI investment theme still offer significant long-term potential? 

When we are confronted with truly significant change, we can often react in ways that are not entirely rational.  If the 
change represents a perceived threat, our fight or flight response can be triggered, leading us to resist the change or 
ignore it in the hope that it might go away. While there are clearly risks, resisting the opportunities presented by 
artificial intelligence (AI) and ignoring its development would seem to be dangerous for investors. 

Bill Gates has been quoted as saying that the impact of new technologies is often overestimated on a two-year view 
but greatly underestimated over time periods of ten years or more.  When we view technological development in its 
long-term context, the change it represents can become less overwhelming and we can see patterns from history 
which might give us a clue as to where we stand today, what might happen next and who the big winners might be. 

It should be fairly obvious to investors today that we are in the middle of a very strong, AI-driven cycle for IT hardware 
as the infrastructure for an AI based platform of computing is being developed at a rapid pace.  Yet, obvious questions 
remain, such as how long will this last?  and are we once again overestimating the short-term significance and 
underestimating the long-term impact?   To put this in context, it might be useful to look at previous hardware cycles 
and their characteristics as the various computing platforms have evolved over the last 60 years or so. 
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In a transitioning and transforming world, change truly is the 
only constant.  However, change can bring both opportunity and 
threat.  How we respond to these changes as investors is clearly 

crucial to our long-term success. 
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Chart 1: The evolution of computing platforms 

 

Source: Jeffries Equity Research, June 23 

Chart 1 above shows the evolution of computing platforms since the 1950s.  We can see that each era lasts around   
10 to 15 years and with each passing cycle, the number of devices connected to the network has increased tenfold.  
As a result, technology has penetrated more and more industries and been applied to more and more aspects of 
everyday life. What is less clear from the chart is that in each era, there has been one or two companies that have 
typically captured 80% or more of the hardware value chain. IBM in the mainframe era, DEC in mini-computers, 
Microsoft /Intel in PCs, Nokia and then Apple in cell phones and so far Nvidia in the parallel processing / Internet of 
Things (IoT) era powered by an AI datacentre at its core. 

It's probably fair to assume that we are likely in the early stages of the AI-related infrastructure build, perhaps at a 
point equivalent to the mid-1990s when the internet was still being constructed. While this rapid growth phase for 
hardware is likely to slow down, there is still a long runway of adoption to go if prior cycles are any guide. One 
significant difference between the AI infrastructure boom and the growth in fixed and mobile internet infrastructure 
is the fact that the Internet rollout was largely financed by debt raised by telecom companies and Initial public 
offerings (IPOs) raised by often loss-making early-stage , however, is being built 
using cash flows from large and very profitable businesses. This factor alone may give the hardware cycle more 
longevity than its predecessors. 

In terms of applications and profitable use cases for AI, it appears that we are in a position similar to the mid-to-late 
1990s when the Internet was being developed. Back then, we expected navigation, entertainment and e-commerce 
would likely become the main applications for the Internet. It took a further decade for the smartphone to reach the 
mass market and fully enable the potential of the network, allowing companies like Apple, Meta Platforms, Alphabet, 
Amazon and others to flourish.  AI may yet be applied to new industries and revolutionise the competitive landscapes 
therein. Drug discovery, self-driving cars, media content production and software code writing could all become the 
main applications for AI in the longer term.  However, it is too early to make definitive predictions.   

The emerging risk of a classic hype cycle seems fairly clear. If profitable use cases are not delivered soon enough, this 
may slow the infrastructure boom. This was certainly the case in the late 1990s early 2000s.  However, back then the 
Internet infrastructure collapsed under an unsustainable mountain of debt, which was paid out in the form of 
expensive 3G licences. During this period, Apple disrupted the telecom value chain with the power of iTunes and then 
the smartphone. This time, the spending is funded by cash flow and earnings, and while it may slow down, it seems 
unlikely to collapse any time soon. 

In conclusion, the impact of AI clearly has the scope to be far-reaching and is likely a factor investors will have to 
contend with for a long time to come. * Reference to any particular securities is purely for illustrative purposes only and does not constitute a recommendation to buy, sell or hold any 

securities or to be relied upon as financial advice in any way.  
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Q2: Will the market leadership broaden beyond technology names into other 

sectors? 

The possibility of stock market leadership broadening beyond technology names and into other sectors, in our view, 
depends on several factors. These include economic conditions, the level of real rates, sector-specific earnings, cash 
flow developments and investor sentiment. 

In general, market leadership so far in 2024 has been driven by upgrades in earnings and cashflow. Five mega-cap AI 
stocks Nvidia, Alphabet, Amazon, Meta and Microsoft
However, value stocks in areas such as energy, banking and insurance have also performed well, while defensives 
such as consumer staples and healthcare have largely underperformed. The market seems to be assuming that we 
are in the middle of a business cycle of indeterminate length all underpinned by a gradual disinflationary 
environment. It is only natural to question if this is a fair assessment.  Does it all add up? How should we construct 
portfolios in this environment? 

So far in 2024, changes in earnings have had a greater influence on the market than changes in real interest rates 
(Chart 2). The chart shows how much of the returns can be explained by changes in earnings. Rather ominously, 
similarly high readings were seen just before major market events, such as the Asian financial crisis of 1998, the 
dot.com bust of 2000, and arguably, the Global Financial Crisis (GFC) of 2007/2008 and the European debt crisis of 
2012. 

Chart 2: Proportion of large-cap stock returns attributable to changes in earnings  

 

L e-month windows 
from 1993 through mid-May 2024. Past performance is not indicative of future performance. 

Source: Empirical Research Partners, June 2024 

Naturally, investors are wondering if there is something equally damaging around the corner which may cause this 
benign central scenario to unravel.  If we examine each factor, listed below, we may be able to draw some conclusions. 

1. Sustainability of the AI boom and technology valuations 

As mentioned in the answer to the previous question, we are still relatively early in the roll out of the next generation 
of a global computing platform with AI data-centres at its core. Given that the capital expenditure is largely being 
funded via cash f
juddering halt any time soon.  There may be disappointment over the lack of profitable applications (similar to the 
experience during the Internet boom), which may cool investor sentiment. However, so far, the improvements in 
earnings and cash flow appear sustainable and far more attractive than those being produced by many other parts 
of the economy. 

 

 

 

 

* Reference to any particular securities is purely for illustrative purposes only and does not constitute a recommendation to buy, sell or hold any securities 
or to be relied upon as financial advice in any way.  
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2. Is the disinflationary consensus appropriate? 

four years since the pandemic stopped the global economy in its tracks.  The unprecedented economic 
standstill and the incredible degree of stimulus that supported the recovery meant that these circumstances were 
truly unique.  But is this still the case?  There are signs that we are approaching a new normal. The US labour market 
is coming back into balance following the large-scale retirements of baby boomers during the pandemic and low 
immigration levels, which led to the tightest labour conditions since World War 2. Now, a recovery in net migration 
and higher female labour participation has brought the jobs market into balance, leading to a cooling of wage 
inflation. 

In addition to a modest cooling in labour conditions, the shelter component of the Consumer Price Index (CPI) is also 
beginning to moderate.  The increase in mortgage rates has caused homeowners in the US to stay put, as moving 
could result in mortgages being repriced to unaffordable levels. This has dramatically cut the supply of single-family 
homes in the market.  However, the number of apartments under construction is now at highs not seen since the 
1970s1 ; vacancy rates are normalising, suggesting the pressure on the CPI from the shelter component should 
continue to ease. 

, which are 
now nearly exhausted. Despite the rapid tightening in monetary policy by the Federal Reserve, consumers, in general, 
have remained in reasonable shape. Conditions have undoubtedly been tough for those in the lowest parts of the 
income distribution, but even here, wage growth is at least keeping pace with inflation in necessities and debt service 
costs. In addition, consumers in the top quintile of the income distribution, who account for nearly 40% of all spending, 
actually benefit from higher rates2. 

3. What are the prospects for other sectors? 

If our central scenario suggests that we are in the middle of a cycle where corporate earnings power is beginning to 
accelerate as the economy achieves a soft landing, then we must consider the prospects for other sectors and the 
longer-term level of real interest rates when we think about these opportunities. 

Given the context of challenging geopolitical conditions, trade barriers and the prospect of a heavy supply of US 
Treasuries (USTs), it may be prudent to assume that the level of real rates should be higher in the next decade than it 
has been for the last 10 years. If this is the case, then the prospect for cyclical value sectors could be quite positive, 
provided that credit quality remains strong. Banks, insurers, some industrials and potentially energy sectors could see 
their earnings prospects fare relatively well in this scenario. Given the compelling valuation starting point, earnings 
upgrades for these industries could be accompanied by rising share prices. If this were to occur during a slowdown 
in the AI boom, these industries could take the lead in the market. 

4. But what about defensives? 

In 2024, sectors historically correlated with the fortunes of the bond market have proven something of a disaster as 
their yield advantage has been eroded. The valuations of these sectors, such as consumer staples and healthcare, are 
now arguably reaching levels where the risk-reward looks very attractive. For this to bear fruit however, we need a 
major dislocation in the market from a growth perspective and for the economy to endure a hard landing.  This seems 
unlikely today but given the tense state of geopolitics and the major election cycle currently taking place, the benefits 
of diversification should not be underestimated over the longer term. 

Q3: What are the main risks and challenges equity investors may face in the 

remainder of 2024? 

about the level of the CPI, the direction of economic growth, credit quality in the consumer and corporate 
sector, the housing market, supply of USTs, elections, geopolitics or even an outright stock market bubble, the list of 
investor worries and concerns seems as long as one can remember.  Yet the market continues to push higher.  Are we 

 

 

 

 

1 Source: US Census Bureau - US Total Homes Under Construction 31/7/2024 
2 Source: Empirical Research Partners - June 2024 
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headed for a fall or are we in an economic sweet spot with moderate growth and declining inflation that could go on 
for some time? 

Like any journey, to really understand the benefits of the destination, we should also understand our starting point.  
Taking a long-term view makes this a little more straightforward and likely helps us draw some better insights, given 
the myriad of potential outcomes which exist in the short-term. The last 15 years have been characterised by 
unprecedented fiscal and monetary stimulus to keep the cost of money low following the GFC and more recently to 
support economies during the pandemic.  The low cost of capital reached a pinnacle in a 2021 stock market bubble 
of money-losing growth stocks, which burst spectacularly as the cost of money increased. 

The next 15 years seem unlikely to be a repeat of the last 15, with the direction of real rates being the primary concern 
for investors. Our best guess is that we are now faced with a sustainably higher cost of capital than the abnormally 
low level we witnessed following the GFC. A number of factors contribute to this, including (but not limited to) the 
high forthcoming supply of government debt to fund a burgeoning fiscal deficit, the impact of geopolitics on trade 
restrictions and the inflationary implications of the energy transition. 

If real rates are indeed set to rise over the next decade or so, this will have implications for stock picking as immediate 
profits become more valuable to investors than the hope of potential profit a decade from now.  This might explain 
why the companies in the market related to the AI theme perform so well, as they are also experiencing sharp 
increases in earnings and cash flow. This contrasts sharply with long-duration growth stocks, which continue to lag 
the market as the anticipated earnings for 2025 or beyond remain just that hope. 

Yet, perhaps the biggest risk to investors with time horizons of 10 years or more is missing out on the opportunities 
a well-diversified portfolio of global equities can offer.  As a smart investor once said, time in the market is far more 
important than timing the market .  This seems as true today as ever.  We are on the verge of a further breakthrough 
in productivity, enabled by the ongoing evolution of computing platforms, and we stand ready to tackle arguably the 
most pressing challenge in human history climate change. Throughout history, equity investors have benefitted 
from maintaining a long-term view and an optimistic outlook on to prevail in the face of adversity.  
This might once again be the case, meaning that the biggest risk might be not having exposure to the highest quality 
earnings streams through a diversified portfolio of global equities.   
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Important information: This document is prepared by Nikko Asset Management Co., Ltd. and/or its affiliates (Nikko AM) and is for distribution 

only under such circumstances as may be permitted by applicable laws. This document does not constitute personal investment advice or a 

personal recommendation and it does not consider in any way the objectives, financial situation or needs of any recipients. Al l recipients are 

recommended to consult with their independent tax, financial and legal advisers prior to any investment. 

This document is for information purposes only and is not intended to be an offer, or a solicitation of an offer, to buy or sell any investments or 

participate in any trading strategy. Moreover, the information in this document will not affect Nikko AM’s investment strategy in any way. The 

information and opinions in this document have been derived from or reached from sources believed in good faith to be reliabl e but have not 

been independently verified. Nikko AM makes no guarantee, representation or warranty, express or implied, and accepts no responsibility or 

liability for the accuracy or completeness of this document. No reliance should be placed on any assumptions, forecasts, projections, estimates or 

prospects contained within this document. This document should not be regarded by recipients as a substitute for the exercise of their own 

judgment. Opinions stated in this document may change without notice. 

In any investment, past performance is neither an indication nor guarantee of future performance and a loss of capital may oc cur. Estimates of 

future performance are based on assumptions that may not be realised. Investors should be able to withstand the loss of any principal investment. 

The mention of individual securities, sectors, regions or countries within this document does not imply a recommendation to buy or sell. 

Nikko AM accepts no liability whatsoever for any loss or damage of any kind arising out of the use of all or any part of this  document, provided 

that nothing herein excludes or restricts any liability of Nikko AM under applicable regulatory rules or requirements. 

All information contained in this document is solely for the attention and use of the intended recipients. Any use beyond that intended by Nikko 

AM is strictly prohibited. 

Japan: The information contained in this document pertaining specifically to the investment products is not directed at persons in J apan nor is it 

intended for distribution to persons in Japan. Registration Number: Director of the Kanto Local Finance Bureau (Fin ancial Instruments firms) No. 

368 Member Associations: The Investment Trusts Association, Japan/Japan Investment Advisers Association. 

United Kingdom: This document is communicated by Nikko Asset Management Europe Ltd, which is authorised and regulated in the United 

Kingdom by the Financial Conduct Authority (the FCA) (FRN 122084). This document constitutes a financial promotion for the pu rposes of the 

Financial Services and Markets Act 2000 (as amended) (FSMA) and the rules of the FCA in the United Kingdom, and is directed a t professional 

clients as defined in the FCA Handbook of Rules and Guidance.  

Luxembourg and Germany: This document is communicated by Nikko Asset Management Luxembourg S.A., which is authorised and regulated in 

the Grand Duchy of Luxembourg by the Commission de Surveillance du Secteur Financier (the CSSF) as a management company autho rised 

under Chapter 15 of the Law of 17 December 2010 (No S00000717) and as an alternative investment fund manager according to the Law of 12 July 

2013 (No. A00002630). 

United States:  This document may not be duplicated, quoted, discussed or otherwise shared without prior consent. An offering of any investments, 

securities or investment advisory services with respect to securities may only be made by receipt of relevant and complete of fering documentation 

and agreements, as applicable. Any offering or distribution of a Fund in the United States may only be conducted via a licensed and registered 

broker-dealer or a duly qualified entity. Nikko Asset Management Americas, Inc. is a United States Registered Investment Adviser. 

Singapore: Nikko Asset Management Asia Limited (Co. Reg. No. 198202562H) is regulated by the Monetary Authority of Singapore. 

Hong Kong: This document is for information to professional investors as defined in the Securities and Futures Ordinance, and intermediaries only. 

The contents of this document have not been reviewed by the Securities and Futures Commission or any regulatory authori ty in Hong Kong. Nikko 

Asset Management Hong Kong Limited is a licensed corporation in Hong Kong. 

New Zealand: This document is issued in New Zealand by Nikko Asset Management New Zealand Limited (Company No. 606057, FSP22562). It 

is for the use of wholesale clients, researchers, licensed financial advisers and their authorised representatives only.  

Kingdom of Bahrain: The document has not been approved by the Central Bank of Bahrain which takes no responsibility for its contents. No offer 

to the public to purchase the Strategy will be made in the Kingdom of Bahrain and this document is intended to be read by the  addressee only 

and must not be passed to, issued to, or shown to the public generally. 

Kuwait: This document is not for general circulation to the public in Kuwait. The Strategy has not been licensed for offering in Kuwait by the Kuwaiti 

Capital Markets Authority or any other relevant Kuwaiti government agency. The offering of the Strategy in Kuwai t on the basis a private placement 

or public offering is, therefore, restricted in accordance with Decree Law No. 7 of 2010 and the bylaws thereto (as amended). No private or public 

offering of the Strategy is being made in Kuwait, and no agreement relating to the sale of the Strategy will be concluded in Kuwait. No marketing 

or solicitation or inducement activities are being used to offer or market the Strategy in Kuwait.  

Kingdom of Saudi Arabia: This document is communicated by Nikko Asset Management Europe Ltd (Nikko AME), which is authorised and regulated 

by the Financial Services and Markets Act 2000 (as amended) (FSMA) and the rules of the Financial Conduct Authority (the FCA)  in the United 

Kingdom (the FCA Rules). This document should not be reproduced, redistributed, or sent directly or indirectly to any other party or published in 

full or in part for any purpose whatsoever without a prior written permission from Nikko AME. 

This document does not constitute investment advice or a personal recommendation and does not consider in any way the suitabi lity or 

appropriateness of the subject matter for the individual circumstances of any recipient. In providing a person with this do cument, Nikko AME is 

not treating that person as a client for the purposes of the FCA Rules other than those relating to financial promotion and t hat person will not 

therefore benefit from any protections that would be available to such clients. 
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Nikko AME and its associates and/or its or their officers, directors or employees may have or have had positions or material interests, may at any 

time make purchases and/or sales as principal or agent, may provide or have provided corporate finance services to issuers or may provide or 

have provided significant advice or investment services in any investments referred to in this document or in related investments. Relevant 

confidential information, if any, known within any company in the Nikko AM group or Sumitomo Mitsui Trust Holdings group and not available to 

Nikko AME because of regulations or internal procedure is not reflected in this document. The investments mentioned in this document may not 

be eligible for sale in some states or countries, and they may not be suitable for all types of investors. 

Oman: The information contained in this document nether constitutes a public offer of securities in the Sultanate of Oman as contemplated by 

the Commercial companies law of Oman (Royal decree 4/74) or the Capital Markets Law of Oman (Royal Decree80/98, nor does it constitute an 

offer to sell, or the solicitation of any offer to buy non-Omani securities in the Sultanate of Oman as contemplated by Article 139 of the Executive 

Regulations to the Capital Market law (issued by Decision No. 1/2009). This document is not intended to lead to the conclusion of any contract of 

whatsoever nature within the territory of the Sultanate of Oman. 

Qatar (excluding QFC): The Strategies are only being offered to a limited number of investors who are willing and able to conduct an independent 

investigation of the risks involved in an investment in such Strategies. The document does not constitute an offer to the pub lic and should not be 

reproduced, redistributed, or sent directly or indirectly to any other party or published in full or in part for any purpose whatsoever without a prior 

written permission from Nikko Asset Management Europe Ltd (Nikko AME). No transaction will  be concluded in your jurisdiction and any inquiries 

regarding the Strategies should be made to Nikko AME. 

United Arab Emirates (excluding DIFC): This document and the information contained herein, do not constitute, and is not intended to constitute, 

a public offer of securities in the United Arab Emirates and accordingly should not be construed as such. The Strategy is onl y being offered to a 

limited number of investors in the UAE who are (a) willing and able to conduct an independent investigation of the risks involved in an investment 

in such Strategy, and (b) upon their specific request. 

The Strategy has not been approved by or licensed or registered with the UAE Central Bank, the Securities and Commodities Aut hority or any 

other relevant licensing authorities or governmental agencies in the UAE. This document is for the use of the named addressee only and should 

not be given or shown to any other person (other than employees, agents or consultants in connection with the addressee's consideration thereof). 

No transaction will be concluded in the UAE and any inquiries regarding the Strategy should be made to Nikko Asset Management  Europe Ltd. 

Republic of Korea: This document is being provided for general information purposes only, and shall not, and under no circumstances is, to be 

construed as, an offering of financial investment products or services. Nikko AM is not making any representation with respec t to the eligibility of 

any person to acquire any financial investment product or service. The offering and sale of any financial investment product is subject to the 

applicable regulations of the Republic of Korea. Any interests in a fund or collective investment scheme shall be sold after such fund is registered 

under the private placement registration regime in accordance with the applicable regulations of the Republic of Korea, and the offering of such 

registered fund shall be conducted only through a locally licensed distributor. 

Canada: The information provide herein does not constitute any form of financial opinion or investment advice on the part of Nikko AM and it 

should not be relied on as such. It does not constitute a prospectus, offering memorandum or private placement memorandum in Canada, and 

may not be used in making any investment decision. It should not be considered a solicitation to buy or an offer to sell a security in Canada. This 

information is provided for informational and educational use only. 

 

 

 


