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Change is one of few constants throughout history. The technology sector is a good example of how history never 
repeats, but it does rhyme. Looking back, there has been a clear evolution in computer platforms. Since the 1950s, 
new computing platforms that innovate and progress how humans interact with computers have 
emerged, dramatically expanding use cases. Bill Gates' vision of “a computer on every desk and in every home” 
was ridiculed at the time, yet now there is a computer in every pocket.  

It started in the 1950s and 60s with the introduction of mainframe computers; in the 70s we had microcomputers 
(not so micro by today’s standard); while the 80s and 90s ushered the era of personal computers; and then this 
century we have lived through the ubiquity of smartphones. Each computing platform built on the shoulders of the 
previous generation and saw a 10x adoption increase. Now we appear to be on the precipice of another computing 
platform: artificial intelligence (AI). 

Sifting through the AI noise 
Since the launch of ChatGPT in November 2022, stock markets have been driven by the disruptive potential of this 
new computing platform. Like each previous computing platform, there is the promise to revolutionise many 
industries. As Future Quality investors, we look through the noise to focus on where the cashflows will accrue, on 
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an enduring basis. Either by reinforcing existing business models to build higher moats or allow disruptors to unseat 
incumbents or create new markets.  

Is there a bubble? History is full of cautionary tales. There are two key points of difference when analogies are drawn 
to the dot com bubble. Firstly, there are cornered resources in the technology and secondly the customers and 
funders of AI are the largest and most profitable companies. Neither of these factors were true for the internet 
bubble of the late 90’s. The development of the Internet era from the mid-1990s saw a significant infrastructure 
build-out that lasted for around 5-10 years.  

One of the key enabling technologies for the internet was the shift of digital communication through copper to 
glass. The glass in our fibre optical fibre today is a marvel and key innovations were developed through the 1970s. 
These innovations included production of the purest glass, alongside optical amplifiers and wavelength division 
multiplexing that enabled vastly increased latency, volume and reliability of the data infrastructure. These crucial 
technologies were contributed to by a broad range of research institutions and private companies.  So, companies 
were unable to establish a technological edge as the technologies were open and accessible to all. In fact, 
homogeneity was important to ensure a common network and adherence to industry standards was enforced by 
new regulations such as the Telecommunications Act of 1996 in the US, which ensured there was little to 
differentiate the infrastructure. With the benefit of hindsight, we know few profits accrued to those infrastructure 
builders. In fact, it was the applications that were built on top of the commoditised infrastructure that emerged to 
take advantage of the internet era.  

Today, the AI ecosystem is very different to that of the internet era. Technological innovation is driving adoption 
and the regulatory environment is not as prescriptive or involved. Companies such as Nvidia are highly 
differentiated with incredible technological and strategic barriers built over many years. The vertical integration 
cutting across software, networking and GPUs has created incredible sticking points for customers by creating 
incredibly compelling solutions for customers, which few competitors can match.  

Secondly, during the internet build out, as there were no technological barriers, companies viewed scale as the 
primary competitive vector. Whoever had the biggest network would win, was the thinking. In order to reach scale, 
huge sums of capital were required, and debt investors were more than happy to oblige. It is estimated over US 
dollar (USD) 500 billion was invested into internet infrastructure in the 5 years following the Telecommunications 
Act of 1996. This was just in the US and translates to just shy of USD 1 trillion inflation adjusted. Debt investors were 
more than happy to oblige. Leverage is an amplifier. In the downturn it was risk that was amplified, and many 
bankruptcies ensued. Compared to today, we have a very different set of funders. The majority of spend with AI 
today comes from rational cash-rich, highly profitable companies which are already enjoying a return on their 
investment spend.  

In our view, we are at that very initial infrastructure-building stage of AI platforms. So, for us, we are not trying to 
identify the next generation of dominant AI players of a future unproven use case, or new product category.  Instead, 
we are focused on finding those businesses that will be intrinsic to the development of AI’s infrastructure where we 
can have higher confidence of the company’s earnings power from today. We review these companies through our 
Future Quality framework to find the high-quality companies that are enablers of AI that offer sustainable and 
growing cash returns on investment. Today, we are drawn to the key infrastructure providers.  

Case study: Synopsys  
Synopsys—a supplier of Electronic Design Automation (EDA) software tools to the semiconductor industry—is an 
example of a business that meets our Future Quality criteria. Its EDA tools are crucial to the design of semiconductors. 
The most advanced chips today such as GPUs used for AI workloads, contain over 100bn transistors. Without EDA 
tools like Synopsys’, these semiconductors would be impossible to design or manufacture. And it is this constant 
march of progress which continuously demands more complex semiconductor designs and therefore more 
sophisticated EDA software. So as AI semiconductors drive this next wave of complexity, Synopsis revenues will be 
a significant beneficiary of this AI demand tailwind.  

Further, our research has found that not only the product offering, but Synopsys’s business itself is also changing 
by adopting AI. From the product side, their first AI tool was released in 2020, the Design Space Optimisation AI, 
which optimises surface layout. Area optimisation is a key consideration in chip design, when considering the 
billions of transistors and the immense challenge their placement and design presents. Currently, one in five 
customers have adopted this tool which has a 20% uplift to pricing for Synopsys. Synopsys has also begun utilising 
AI to improve the efficiency of its own operations, having already identified more than 20 use cases.  

  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. 
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In short, we have found that this is a business franchise that looks set to fully embrace and benefit from the AI trend, 
its management is clearly innovative and forward-thinking, while its return profile looks set to remain robust and 
sustainable over the long term.   

Chart 1: Synopsys current and projected cash return on investment 

 
Source: Nikko AM, data as of 30 September 2023. Forecasts are not guaranteed. 

Is technology becoming quasi-defensive? 

But change within an industry doesn’t all have to be about disruptive trends; some changes relate to how investors 
view a particular sector or stocks within that sector. For obvious reasons, technology has traditionally always been 
considered a growth sector. Investors are generally happy to pay a premium for such stocks due to the potential for 
above-average earnings growth. Yet, the dynamics of some areas of the sector are changing.  

Firstly, two of the leading technology giants—Meta and Alphabet—have recently announced their first-ever 
dividend payments. This is a significant milestone as technology companies have a history of hoarding their 
outsized profits to use for investment or acquisitions, with money usually only being returned to investors via share 
buybacks. Secondly, certain areas of the sector are experiencing more dependable earnings patterns, with earnings 
being less driven by cyclical economic drivers. For example, in order to compete with rapid digitisation and remain 
competitive, companies have little choice but to spend on software updates and invest in the latest technology 
developments. The roll-out of AI could be an additional spur here, with governments already investing heavily in AI 
applications in a modern-day equivalent of defence spending in the past. Rather than being growth attributes, 
stocks that provide regular dividends and consistent earnings regardless of the state of the underlying economy 
have traditionally been categorised as defensive by investors. So, while the technology sector can’t be entirely 
considered a defensive play just yet, certain areas are demonstrating more defensive qualities.  

Envisioning tomorrow’s investment opportunities 

Part of our Future Quality ethos is to look at the big picture and identify themes or structural shifts to determine 
which companies could benefit profitably over time. Our philosophy is adaptable and recognises that pathways can 
shift in response to new or altered inputs. This awareness and pragmatic approach to change has been particularly 
valuable in our response to the ongoing and rapid evolution of technology. With a disciplined process that is 
centred on seeing further and envisioning tomorrow’s investment opportunities, we strive to keep ahead of the 
pack with investments that will do well in both good times and bad.  

For more information on our global equity investment process, please download Nikko AM’s new investment guide: 
Seeing Further in Changing Times. 
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If you have any questions on this report, please contact: 
 
Nikko AM team in Europe 
Email: EMEAenquiries@nikkoam.com 
 

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. 

 

https://hub.nikkoam.com/en/global-equity-investment-guide
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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. 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. An offering of any investments, 
securities or investment advisory services with respect to securities may only be made by receipt of relevant and complete offering 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: 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. 
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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 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. 

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. 
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