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AN IPHONE MOMENT?

Christopher Gannatti — Global Head of Research
04/04/2023

Is ChatGPT the f‘iPhone Moment’ for artificial intelligence? The 1iPhone catalyzed many
different things all in one device:

e It is hard to remember a time before smartphones, but the iPhone was only introduced
in 2007. Apple is one of the world’s Tlargest companies by market capitalization, and
there are many companies making smartphones that are also quite large.

e It is also hard to remember a time before apps, but there is now a so-called app-
economy. Spending in 1i0S and Android apps in 2022 is estimated at almost $130

billion.!

why did the iPhone so successfully change the world? It combined an aura of excitement
with an incredibly flexible set of potential future capabilities and an ease of use that
competitors in 2007 struggled to match. Today, the iPhone is not even really a device
but rather a key into an ecosystem where many different services can be consumed.

will ChatGPT become something similar?

It is a bold prediction to say ChatGPT is the next iPhone. It would mean OpenAI has a
chance at becoming the world’s most highly valued company by market capitalization and
at staying in that position for numerous years, similar to what Apple has done. Apple
created both hardware and software-it is T1ikely that if Apple focused solely on either
hardware or software, it wouldn’t have been as successful.

Microsoft vs. Alphabet

In 2023, it is clear the world’s Tlargest companies see the potential value of the
ChatGPT software and are acting to capitalize on their slices of the economic pie.
Microsoft has been the most direct, dinvesting around $10 billion 1into OpenAI and
indicating the technologies underpinning GPT-4 will be incorporated into programs 1ike
office 365. If Microsoft charges a small amount more for the oOffice 365 subscription
that includes access to GPT-4, this could equate to tens of billions 1in idincremental

annual revenue.?

Alphabet, through its Google platform, is seeking to create its own version of ChatGPT,
but it does not seem to be moving as quickly as OpenAI. This 1is possibly due to the
Innovator’s Dilemma—as no other company has a greater-than-90% market share of 1internet
search, it is tough to imagine Google desiring a new way of searching.3

Microsoft CEO Satya Nadella was masterful in creating the perception of a possible
‘search war’ before any behaviors actually shifted away from Google search.

Both companies will deploy generative AI 1into their cloud services, seeking to
invigorate growth 1in this dimportant part of their revenues after 2022 posted slower
growth than had been seen 1in prior years. This too could add tens of billions in
incremental annual revenue.

AI’s Pie of Economic Vvalue
Oon a recent episode of the Lunar Society podcast, posted on March 27, 2023, Ilya
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Sutskever, OpenAI’s Chief Scientist, noted AI is going to be increasingly more valuable
year after year, and that this could continue exponentially.*

who will capture all the value created by AI? Being involved with both software and
hardware elements, as well as the app store, Apple captured lots of different slices of
an ecosystem sparked by the introduction of the iPhone, and also maintained its staying
power as the environment continued to evolve. In the case of generative AI, the
technology that underlies systems such as ChatGPT, we see a catalyst for 1increased
demand for cloud computing. It is not coincidental OpenAI has a significant relationship
with the world’s second-largest provider of cloud computing infrastructure with
Microsoft’s Azure where AI models of this size can be efficiently trained, stored and
run.

AlT the cloud infrastructure players—Amazon Web Services, Microsoft Azure, Google Cloud,
oracle and others-are surely seeking to create an Apple-like ecosystem that is not
‘friction free’ for a user to shift from i0S to Android. The more value-added services
provided, the Tess Tikely customers would be enticed to switch their provider or bring
more of their workload back on premise. They want cloud customers to get used to the
cloud computing equivalents of air pods, the Apple watch, Apple Tv, etc.

The largest tech-oriented companies in the world are also ramping up their investments®:

e In 2022, Alphabet, Amazon, Apple, Meta and Microsoft spent $223 billion on research
and development (R&D), up from $109 billion in 2019. This was in addition to $161
bil1lion in capital expenditures (CAPEX)-which represented a tripling in three years.

e These five companies were spending roughly 16% of their annual combined revenues on
R& and CAPEX in 2015, which had risen to 26% in 2022.

e Meta 1indicated AI is 1its biggest investment category, and Alphabet is planning to
reveal the size of 1its AI 1investment for the first time as part of its Ql 2023
earnings announcement.

we also see various partnerships and integrations with ChatGPT being announced, a subset
of which we mention here:

e Shopify 1is an interesting use case, where one can “Make [an] AI-Powered Store.”
Think of customer service-ChatGPT-powered chatbots do not need to operate in terms
of hours so it would be possible that Shopify merchants could immediately access

24/7 customer support.®

e Salesforce has referenced technology it is calling EinsteinGPT, which would combine
its proprietary AI with that of outside partners, Tike OpenAI, to help businesses

generate email drafts, customer-account information and computer code.’

e The Coca-Cola company will Teverage OpenAI’s generative AI technology for marketing
and customer experiences. This includes personalized ad copy, images and messaging.?®

smaller Companies for Specialized Services and Acquisitions

smaller start-up companies may use different large language models as a base, but then
allow their users to more easily 1incorporate a chatbot directly onto their website to
help with customer service queries.

In regulated industries, such as financial services, companies can feed past requests
and questions, so large language models can read and then Tlearn from the questions and
responses, thereby readying themselves for the future.

Nuance Communications, for example, was acquired by Microsoft for 1its specific expertise
in natural Tanguage processing related to healthcare services. Medical transcription is
a huge, but also quite the specific market.

Bottom Line: Be Ready for Diversified value Creation Across Many Different
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Industries

when generative AI ultimately is consumed through the cloud computing platforms, the
impact will not be Timited to any single area of the economy. Back in 2021, wisdomTree
Taunched an ETF to capitalize on these burgeoning uses cases.

The WisdomTree Artificial Intelligence & Innovation Fund (WTAI) is designed to track the
returns of an 1index that seeks to consistently have exposure to a wide range of
different activities that could be impacted by AI. Semiconductors, software and
innovative use cases-these are but some of the examples of investments that would
benefit if generative AI really takes hold globally.

on March 27, 2023, the wall Street Journal cited U.S. authorities responsible for
antitrust enforcement felt it important enough to mention their intention to protect the
AI market from actions that might yet be taken by large incumbents, fearing threats to
their dominance in the space.9 This is yet another 1indication this technology has far-
reaching implications.

1 source: https://www.businessofapps.com/data/app-revenues/

2 patrick McGee & Madhumita Murgia, “Microsoft to Add AI Co-Pilot to its Office Software
suite,” Financial Times, 3/16/23.

3 “Is Google’s 20-Year Dominance of Search in Peril?” Economist, 2/8/23.

4 source: https://podcasts.apple.com/us/podcast/ilya-sutskever-openai-chief-scientist-
building-agi/id15160933817i=1000606122602

5 “Big Tech and the Pursuit of AI Dominance,” Economist, 3/26/23.

6 Source: https://community.shopify.com/c/ecommerce-marketing/chatgpt-for-shopify-store-
make-ai-powered-store/td-p/1961298

7 “salesforce to Add chatGPT to Slack as Part of OpenAI Partnership,” Reuters, 3/7/23.

8 Lisa Johnston, “Coca-Cola Signs as Early Partner for OpenAI’s ChatGPT, DALL-E
Generative AI,” Consumer Goods Technology, 2/21/23.

9 jan wolfe & Dave Michaels, “FTC cChair Lina Khan Vows to Protect Competition in AI
Market,” wall Street Journal, 3/27/23.

Important Risks Related to this Article

Click here for a full 1ist of Fund holdings. Holdings are subject to change.

There are risks associated with investing, including the possible Toss of principal. The
Fund invests 1in companies primarily dinvolved in the 1investment theme of artificial
intelligence (AI) and 1innovation. Companies engaged 1in AI typically face 1intense
competition and potentially rapid product obsolescence. These companies are also heavily
dependent on 1intellectual 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 1is no guarantee that the
products or services produced by these companies will be successful. Companies that are
capitalizing on 1innovation and developing technologies to displace older technologies or
create new markets may not be successful. The Fund invests 1in the securities included
in, or representative of, its Index regardless of their investment merit and the Fund
does not attempt to outperform 1its 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 the top 10 holdings of WTAI please visit the Fund's fund detail page at https://www.

wisdomtree.com/investments/etfs/megatrends/wtai
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For standardized performance and the most recent month-end performance click here NOTE,
this material 1is 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 Blogs
+ Behind the Markets Podcast: A1l about Artificial Intelligence

+ Artificial Intelligence May Be the Hottest Topic of Early 2023

Related Funds
+ WisdomTree Artificial Intelligence and Innovation Fund

+ WisdomTree Cloud Computing Fund
+ WisdomTree Cybersecurity Fund

View the online version of this article here.
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IMPORTANT INFORMATION

U.S. 1dinvestors only: Click here to obtain a WisdomTree ETF prospectus which
contains investment objectives, risks, charges, expenses, and other information;
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 1investments 1in 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 1indicative 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 1its
affiliates, nor Foreside Fund Services, LLC, or 1its affiliates provide tax or Tegal
advice. Investors seeking tax or legal advice should consult their tax or Tlegal 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 dinstruments 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 1indication 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 1its 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 Tiability for any direct, 1indirect, special, incidental, punitive,
consequential (including Toss 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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DEFINITIONS

Artificial intelligence : machine analysis and decision-making.

openAI : An artificial intelligence (AI) research laboratory consisting of the for-

profit corporation OpenAI LP and its parent company, the non-profit OpenAI Inc.

Market capitalization : Market cap = share prices x number of shares outstanding.
Firms with the highest values receive the highest weights in approaches designed to
weight firms by market cap.

Capital expenditures : Spending by a company typically made to enhance Tonger-term
productive capacity.

Semiconductor : A semiconductor 1is 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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