
POST-NVIDIA’S Q2 2023 EARNINGS—POST-NVIDIA’S Q2 2023 EARNINGS—
WILL THE ‘AI HYPE’ KEEP DRIVINGWILL THE ‘AI HYPE’ KEEP DRIVING
EQUITY PERFORMANCE?EQUITY PERFORMANCE?
Christopher Gannatti — Global Head of Research

09/05/2023

On August 23, we saw another set of incredible results from Nvidia.

The company’s data center business grew revenues by more than three times in six months,

hitting $10.323 billion and a year-over-year growth figure of more than 171%. Guidance

for the current quarter is now $16 billion, while consensus was for around $12.6

billion.1 

Take a look at figure 1, where we see Nvidia’s year-to-date return alongside Taiwan

Semiconductor Manufacturing Co. (TSMC), SK Hynix and the Nasdaq 100 Index.

At WisdomTree, when we build the semiconductor exposure in the WisdomTree Artificial Int

elligence and Innovation Fund (WTAI), this is the type of thing we are thinking about—

for AI accelerators to work, it’s not solely Nvidia, it’s an ecosystem.

Figure 1: Year-to-Date Performance, Select Companies in the AI SemiconductorFigure 1: Year-to-Date Performance, Select Companies in the AI Semiconductor

EcosystemEcosystem

It’s clear that the train of AI adoption has left the station, but it’s possible that

the journey itself is still in the early stages.

As investors consider Nvidia’s valuation in the fall of 2023, it is rational to think of

two primary factors. One is whether this forecast—that the total market size for AI-

accelerating semiconductors in 2027 will be around $150 billion,2—will prove true. It

might be too high…or too low. The other regards how much market share Nvidia itself will

be able to maintain.
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From what we can see today, the biggest risk to Nvidia’s continued domination of AI

computational resources are the Big 3 cloud providers 1) designing their own chips and

2) incentivizing their customers to use them for their AI workloads. We say this because

it is difficult to picture either AMD or Intel, on their own, making a significant dent.

While Nvidia might be perceived as being at the center of the AI megatrend, exemplifying

its hopes and predictions of many, Nvidia GPUs do not operate in isolation. Nvidia

doesn’t even fabricate the physical chips.

TSMC fabricates the actual H100 chips that firms are presently racing to buy. TSMC is

the most significant fabricator of semiconductors in the world. With all the attention

on AI, one would assume that TSMC would be on fire as Nvidia has been, but that has not

been the case.

Even if AI-related semiconductors are dominating the headlines, they do not dominate,

yet, the full global market for semiconductors.

Consider this—in 2023, are people or companies racing to buy new smartphones or personal

computers?

These are two important areas to monitor if one is thinking about the totality of the

semiconductor market, and while they have been hot in recent years, in the ongoing

cyclical trend, 2023 is one of the colder years for this type of demand.

Some might be surprised to learn that AI chips are only responsible for about 6% of

TSMC’s total revenue. This is one of the signals that tell us that we are still early in

our AI adoption journey. However, TMSC has also stated that this figure should compound

at roughly 50% per year for the next five years, and in 2027, AI-related chips should be

roughly 13% of TSMC’s total revenue.3 

Another consideration regards the relative sizes of TSMC’s customers, as it helps in

understanding the revenue picture that much better. With all the Nvidia attention, we

might be tempted to assume that it is TSMC’s biggest customer, but that honor actually

goes to Apple. In fact, if we add up the estimated share coming from Qualcomm, AMD and

Nvidia together, it would be very similar to Apple’s estimated revenue contribution.4 

TSMC does get some attention by virtue of being in Taiwan amid the “US vs. China”

geopolitical tensions, but Nvidia’s H100 also needs high bandwidth memory to function.

SK Hynix is the primary provider. Its next generation chips can process the equivalent

of 230 high definition, full-length movies in a second. The dynamic random-access memory

(DRAM) market that relates to AI is about 16% of revenue today, but should grow to

roughly 41% of the total by 2025.5 

How Might Performance of the AI-Theme Evolve from Here?How Might Performance of the AI-Theme Evolve from Here?

As we approach the latter part of 2023, we know that AI has been a catalyst for some of

the world’s largest tech companies to drive U.S. equity markets higher for the better

part of the year so far. After a rough 2022, the change in performance from negative to

positive was welcome. However, we know that investors overestimate the short term and

underestimate the long term, so there is a chance that the AI journey will take longer

and we’ll have some ups and downs, performance-wise. The funny thing is that we’re

already seeing a diverse performance experience across the space.

Conclusion: Riding the Multi-Year Trend in AIConclusion: Riding the Multi-Year Trend in AI

It’s interesting to consider that AI research and advancement occurs all the time. In a

year like 2022, it was nearly impossible to talk about it due to poor market performance

and a rough macro backdrop, and then in 2023, it’s nearly impossible not to talk about

it and people are reaching for exposure in myriad ways. We can think about it like this:

1.  Nvidia has moved a lot and may continue to move, but in the second half of 2023,

it is difficult to rationalize chasing Nvidia as a single stock too much further in

the near term. We have seen a lot of interest in strategies focused on

semiconductors, but there is really only one Nvidia.

2.  The Nasdaq 100 Index is extremely top-heavy in terms of putting lots of weight

in a narrow set of very large tech companies. Many of these companies have developed
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or are developing large language models to push AI forward. It’s possible that AI is

the catalyst that keeps growth in favor within U.S. equities in the coming decade

and leads to these companies continuing in the veritable equity driver’s seat.

3.  Software is an interesting area for consideration. During the first part of

2023, many were thinking about a potential recession later in the year. Spending on

software was not necessarily in an upward trend. In the second half of 2023, while

the idea of a recession is fading away, the idea of spending on software has shifted

more towards spending on AI. One of the areas we continue to look at is

cybersecurity, in that any time customers are expanding access to new technologies,

it needs to be accompanied by increased focus on security.

 

 

1 Source: Moore et al., “NVDA Reports Another Exceptional Quarter as AI Spending Surges,”

Morgan Stanley Research, 8/24/23. 
2 Source: Martin Baccardax, “AMD Leaps as Chipmaker Takes on Nvidia in $150 Billion AI

Market,” TheStreet.com, 6/14/23.
3 Source: Chan et al., “Correction: AI Semi Demand Outshines; Keep OW,” Morgan Stanley

Research, 7/20/23.
4 Source: Chan, 2023. 

5 Source: Jiyoung Sohn and Yang Jie, “This Company Is Nvidia’s AI Chip Partner—and Its

Stock Is Soaring,” Wall Street Journal, 8/27/23.

Important Risks Related to this ArticleImportant Risks Related to this Article

For current Fund holdings, please click here. Holdings are subject to risk and change.

There are risks associated with investing, including the possible loss of principal. The

Fund invests in companies primarily involved in the investment theme of artificial

intelligence (AI) and innovation. Companies engaged in AI typically face intense

competition and potentially rapid product obsolescence. These companies are also heavily

dependent on intellectual property rights and may be adversely affected by loss or

impairment of those rights. Additionally, AI companies typically invest significant

amounts of spending on research and development, and there is no guarantee that the

products or services produced by these companies will be successful. Companies that are

capitalizing on innovation and developing technologies to displace older technologies or

create new markets may not be successful. The Fund invests in the securities included

in, or representative of, its Index regardless of their investment merit and the Fund

does not attempt to outperform its Index or take defensive positions in declining

markets. The composition of the Index is governed by an Index Committee and the Index

may not perform as intended. Please read the Fund’s prospectus for specific details

regarding the Fund’s risk profile.

For standardized performance and the most recent month-end performance click here NOTE,

this material is intended for electronic use only. Individuals who intend to print and

physically deliver to an investor must print the monthly performance report to accompany

this blog.

Related FundsRelated Funds

+ The Long-Term Winning High-Multiple Stocks

+ What Cisco Teaches Us for Today’s AI Darling, Nvidia

View the online version of this article here.
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IMPORTANT INFORMATIONIMPORTANT INFORMATION

U.S. investors only: Click U.S. investors only: Click herehere to obtain a WisdomTree ETF prospectus which to obtain a WisdomTree ETF prospectus which

contains investment objectives, risks, charges, expenses, and other information;contains investment objectives, risks, charges, expenses, and other information;

read and consider carefully before investing.read and consider carefully before investing.

There are risks involved with investing, including possible loss of principal. Foreign

investing involves currency, political and economic risk. Funds focusing on a single

country, sector and/or funds that emphasize investments in smaller companies may

experience greater price volatility. Investments in emerging markets, currency, fixed

income and alternative investments include additional risks. Please see prospectus for

discussion of risks.

 

Past performance is not indicative of future results. This material contains the

opinions of the author, which are subject to change, and should not to be considered or

interpreted as a recommendation to participate in any particular trading strategy, or

deemed to be an offer or sale of any investment product and it should not be relied on

as such. There is no guarantee that any strategies discussed will work under all market

conditions. This material represents an assessment of the market environment at a

specific time and is not intended to be a forecast of future events or a guarantee of

future results. This material should not be relied upon as research or investment advice

regarding any security in particular. The user of this information assumes the entire

risk of any use made of the information provided herein. Neither WisdomTree nor its

affiliates, nor Foreside Fund Services, LLC, or its affiliates provide tax or legal

advice. Investors seeking tax or legal advice should consult their tax or legal advisor.

Unless expressly stated otherwise the opinions, interpretations or findings expressed

herein do not necessarily represent the views of WisdomTree or any of its affiliates.

 

The MSCI information may only be used for your internal use, may not be reproduced or

re-disseminated in any form and may not be used as a basis for or component of any

financial instruments or products or indexes. None of the MSCI information is intended

to constitute investment advice or a recommendation to make (or refrain from making) any

kind of investment decision and may not be relied on as such. Historical data and

analysis should not be taken as an indication or guarantee of any future performance

analysis, forecast or prediction. The MSCI information is provided on an “as is” basis

and the user of this information assumes the entire risk of any use made of this

information. MSCI, each of its affiliates and each entity involved in compiling,

computing or creating any MSCI information (collectively, the “MSCI Parties”) expressly

disclaims all warranties. With respect to this information, in no event shall any MSCI

Party have any liability for any direct, indirect, special, incidental, punitive,

consequential (including loss profits) or any other damages (www.msci.com)

 

Jonathan Steinberg, Jeremy Schwartz, Rick Harper, Christopher Gannatti, Bradley Krom,

Tripp Zimmerman, Michael Barrer, Anita Rausch, Kevin Flanagan, Brendan Loftus, Joseph

Tenaglia, Jeff Weniger, Matt Wagner, Alejandro Saltiel, Ryan Krystopowicz, Jianing Wu,

and Brian Manby are registered representatives of Foreside Fund Services, LLC.

 WisdomTree Funds are distributed by Foreside Fund Services, LLC, in the U.S. only.

You cannot invest directly in an index.
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DEFINITIONSDEFINITIONS

Nasdaq 100 IndexNasdaq 100 Index  : Includes 100 of the largest domestic and international non-financial

companies listed on The Nasdaq Stock Market based on market capitalization. The Index

reflects companies across major industry groups including computer hardware and

software, telecommunications, retail/wholesale trade and biotechnology. It does not

contain securities of financial companies, including investment companies.

Artificial intelligenceArtificial intelligence  : machine analysis and decision-making.

ValuationValuation  : Refers to metrics that relate financial statistics for equities to their

price levels to determine if certain attributes, such as earnings or dividends, are

cheap or expensive.

SemiconductorSemiconductor  : A semiconductor is a material product usually comprised of silicon,

which conducts electricity more than an insulator, such as glass, but less than a pure

conductor, such as copper or aluminum. Their conductivity and other properties can be

altered with the introduction of impurities, called doping, to meet the specific needs

of the electronic component in which it resides.
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