
 

 FOR QUALIFIED INSTITUTIONAL INVESTORS ONLY  
 

YOUR GOALS, 
OUR COMMITMENT. 

 

By the Nikko AM Global Equity team   
14 February 2024 

 

 

As investment managers, one of the most important—but also one of the hardest—things to do is knowing when 
to admit you have made a mistake. And errors of judgment can happen frequently in investment. In depth research, 
strictly applied investment philosophies and disciplined portfolio execution are all critical tools that can help 
minimise risk and create robust investment portfolios capable of generating strong long-term returns, but they 
cannot predict the future.  

So, recognising the need to revisit an investment thesis, or when to reverse a trade entirely is a lesson all investment 
managers need to learn. For us, that time came midway through last year.   

AI: a technology game changer 
We started 2023 being wary of the technology sector. Many of these firms had benefited from the prior cycle of 
cheap money, so we were concerned that such firms would suffer in a tighter spending environment compounded 
by higher capital costs. 

What we had not anticipated was the rapid emergence of a new form of technology that would structurally change 
the prospects not only for the tech sector itself, but could also have much wider economic and social implications.  

Key Takeaways 
 

— The emergence of AI has dramatically shifted the future pathway for the 
technology sector. 

— Our research has found that the emerging AI structural trend chimes with 
our Future Quality principles.  

— Our focus remains on finding Future Quality businesses with a visible 
pathway to future growth, regardless of whether they are AI-aligned, 
affiliated with another megatrend or have their own robust idiosyncratic 
business case. 
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Artificial intelligence (AI) is not a new technology—in fact, its history can be traced back to the 1950s. But what 
changed on 30 November 2022, with the launch of ChatGPT, was the emergence of usable generative AI and 
machine-learning tools that have the potential to completely transform the business world in the decades ahead.    

Suddenly, the future pathway for the technology sector shifted dramatically. AI will likely define a new era of 
technology adoption, making it a secular driver of growth that is independent of broader economic trends. 
Businesses and governments will need to invest in AI or risk being left behind. AI has become the new arms race.  

Applying a Future Quality lens to AI 
Having discerned that there is more to AI than hype, we conducted rational and focused research to ascertain the 
extent to which AI overlaps with the principles of our Future Quality philosophy. Not only did we conclude that AI 
is a tangible, long-term trend, but we were also able to identify a host of reasons for why capital expenditure on AI 
should grow rapidly.  

The cost of undertaking machine learning and AI is massive; leading-edge computers are required to handle these 
models and datacentres will need to be scaled up. The tech titans are leading this AI spending, dipping into their 
deep pockets as they perceive AI as a way to deepen the moats around their franchises. Similarly, governments are 
also allocating funds to capture the military capabilities of AI and its utilisation in modern warfare.  

This deep dive into AI clearly established that the sector would benefit from a very real and tangible tailwind that 
would likely endure for the next decade or longer. While our bottom-up, stock-picking investment approach centres 
around finding Future Quality companies—those which are able to grow, attain and sustain superior returns on 
invested capital and have key quality pillars in place (Franchise, Management, Balance Sheet and Valuation)—we 
are not averse to harnessing long-term structural themes that will help drive that growth.  

AI undoubtedly represents one such driver, but we also track several other so-called “mega themes” in order to 
identify other investment prospects and ensure our portfolio benefits from a diversified set of independent growth 
drivers. At present, we see long-term alpha opportunities from enablers of the energy transition; the normalisation 
and structural growth in global travel following pandemic-imposed restrictions; and among the providers of more 
efficient healthcare at a time when the world’s population is ageing rapidly and there is a great need to reduce the 
cost of health services worldwide. 

A Future Quality case study: Nvidia 

Once a trend has been robustly ascertained, the next step is to look at the set of players to identify who will be the 
likely winners and losers. To do this, we looked back at previous waves of technology adoption, and there have 
already been several over the last few decades, and found that leading hardware providers have dominated, often 
having had first mover advantage and have taken the lion’s share of profitability. In the mainframe era, the winner 
was IBM; in terms of PC adoption it was Intel, and for smartphones it has undoubtedly been Apple.  

So, when we looked at hardware spend on AI, we found that one name currently leads the pack: Nvidia. 

Nvidia ticks all the boxes of our Future Quality thesis: it has long-term leadership in the provision of the GPU/DPU 
technology needed for leading-edge AI, making it the partner of choice for many key technology customers 
(Franchise). It has stable management and scores highly in terms of both corporate governance and human capital 
development (Management). Its balance sheet is strong, with net cash, high free cash flow returns and further share 
buybacks are expected (Balance Sheet). As one of the magnificent seven stocks that led the stock market advance 
last year, its share price may have already appreciated significantly, but we forecast an enduring period of high 
growth (Valuation).  

 

 

 

 

 

 

Any reference to a particular security is purely for illustrative purpose only and does not constitute a recommendation to buy, sell or hold any security. 
Nor should it be relied upon as financial advice in any way. There can be no assurance that any performance will be achieved in any given market 
condition or cycle. Past performance or any prediction, projection or forecast is not indicative of future performance. 
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Chart 1: Nvidia cash return on equity (%), 2023 – 2027 Nikko AM estimate 

 
Source: Nikko AM cash return on equity forecasts, as of August 2023 

Having affirmed Nvidia’s Future Quality credentials, we purchased the stock in August 2023. As the dominant TAM 
semiconductor provider, we believe Nvidia will maintain its growth trajectory amid an acceleration in the market 
for AI-compatible chips, as well as its additional software services. In short, we see this as a trillion-dollar opportunity.  

Chart 2: the opportunity for Nvidia 

 
Source: Nvidia IR 2023 

How AI helped re-focus a business: Meta 

We also considered how AI is being applied by other technology businesses.  

While Meta—the owner of Facebook and Instagram—was always on our watchlist, at one time we removed the 
stock from our portfolio as we felt its heavy investment in developing the metaverse represented a poor return on 
capital and perceived that the business had taken its eye off the real revenue driver of its business model of selling 
advertising to large and small businesses around the world. 

Fortunately, Meta’s management recognised the error of its ways, redeploying capital into AI and using AI to 
reinforce its core franchise. This is already delivering a notable impact; people are spending more time on its 
platforms and Meta has already seen its share of global advertising revenue go up—a particularly notable feat 
during a time when the advertising cycle is under strain from a more depressed economic environment.  
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This change in business strategy has resulted in a notable improvement in Meta’s returns on capital and better 
growth prospects. We now believe that Meta once again meets our Future Quality criteria, as its outlook now aligns 
with our expectations of sustained and superior returns, and we reintroduced the stock back into our portfolio. 

Identifying the leaders of the AI revolution 

Investing is not an exact science. Trying to pick winning businesses over a 5–10-year horizon is not an easy task and 
errors will inevitably be made, especially when new trends emerge. However, for seasoned investors, the ability to 
acknowledge such mistakes and take appropriate action is the key to long-term successful investing. For us, that 
means re-evaluating an investment thesis based on our Future Quality criteria. Our research shows that AI is a new 
paradigm that will have significant investment implications for the future and should not be ignored or avoided. 
However, as with every nascent development, the successful adopters of AI and the ultimate winners are not yet 
evident, so we will proceed with caution rather than run with the herd. Our focus remains on finding Future Quality 
businesses with a visible pathway to future growth, regardless of whether they are AI-aligned, affiliated with another 
megatrend or have their own robust idiosyncratic business case, but all are connected by our Future Quality 
investment philosophy. 

  

 

 

 

 

 

 

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. All 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 reliable 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 occur. 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 Japan nor is it 
intended for distribution to persons in Japan. Registration Number: Director of the Kanto Local Finance Bureau (Financial 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 purposes of the 
Financial Services and Markets Act 2000 (as amended) (FSMA) and the rules of the FCA in the United Kingdom, and is directed at 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 authorised 
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. 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. 

Any reference to a particular security is purely for illustrative purpose only and does not constitute a recommendation to buy, sell or hold any security. 
Nor should it be relied upon as financial advice in any way. There can be no assurance that any performance will be achieved in any given market 
condition or cycle. Past performance or any prediction, projection or forecast is not indicative of future performance. 
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Singapore: This document is for information to institutional investors as defined in the Securities and Futures Act (Chapter 289), and intermediaries 
only. 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 authority 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 Kuwait 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 suitability or 
appropriateness of the subject matter for the individual circumstances of any recipient. In providing a person with this document, 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 that person will not 
therefore benefit from any protections that would be available to such clients. 

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 public 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 only 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 Authority 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 respect 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. 

 


