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Jaws dropped earlier this year when NVIDIA
announced it was expecting its next quarter

revenues to suddenly surge to $11bn - more than 50

per cent higher than Wall Street estimates. In

August, it stunned the market again when it reported
that its revenue in the quarter had, in fact, surpassed

its own forecasts, reaching over $13bn - a doubling
from the year prior. The resultant rise in share price
has catapulted NVIDIA’s market capitalisation into
the $1tn club, making it one of the most valuable
companies in the world.

Clues to NVIDIA’s meteoric ascent were already
apparent in 2016 when we were conducting our
original research on the company. At that time,
graphics processing units (GPUs) were specialised,
niche chips used mainly for graphics-intensive
processes, notably gaming. Qur investment thesis
was predicated on the likelihood that the GPU
market leader, NVIDIA, would benefit from growth in
industries such as virtual reality and autonomous
driving, for which we believed graphics and image
recognition would undoubtedly matter. However, by
pushing ourselves to be more optimistic, our blue-
sky case in 2016 also led us to posit that GPUs’
“ability to quickly process tasks in parallel makes
them ideally suited to deep learning”.

Full disclosure: We didn’t pretend to understand the
full range of possible outcomes for deep learning
and artificial intelligence (Al) back then (nor do we
today). We frankly didn’t know if we were reading
too much science fiction or being too conservative.
But it did seem likely that if an explosion in Al were
to occur, it would presumably require a massive

amount of computing power. Per our investment
process, we therefore outlined a potential upside
scenario whereby NVIDIA’'s GPUs - which could
perform calculations hundreds of times faster than
other chips - might take at least a fraction of the
resulting market.

This scenario began to play out in the years that
followed. By 2020, half of NVIDIA’s profit came by
selling GPUs into massive data centre networks to
perform ultra-high-end computing tasks, such as
deep learning, which simulates the ways the human
brain processes data. It was now widely recognised
that GPUs happened to be much better at this kind
of job than other chips. NVIDIA started to view itself
as an Al business with a gaming segment, not the
other way around. By late 2021, the share price had
risen five-fold since our first purchase five years
earlier.

Within months, however, investor confidence in
global equity markets had crumbled when faced with
rising inflation, geopolitics, deglobalisation and the
spectre of economic slowdown. NVIDIA’s share price
halved from its 2021 peak. But when reviewing our
investment thesis in summer 2022, something much
more troubling was on our minds: the potential death
of Moore’s Law.

Moore’s Law states that the number of transistors on
a chip doubles every two years, meaning the speed
and capability of computers will increase
exponentially while costs will decline over time. This
phenomenon has underpinned the vast progress in
computing over the past several decades, from
smartphones to cloud computing to cryptocurrency
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to ecommerce and much more. Thanks almost
singlehandedly to the innovations of another LTGG
holding, the lithography equipment manufacturer
ASML, there fortunately still appears to be a path to
achieving exponential growth in computing power by
fitting ever more transistors onto chips. But it seems
that this will not come at the same, or lower, cost.

Jensen Huang, NVIDIA’s founder and CEO,
therefore, believes that the future of computing will
shift away from dependence on the engineering of
the individual chip towards system configuration.
Systems, it should be said, designed by NVIDIA.
These systems help to address soaring demand from
Al applications for dramatically faster computer
processing. One upside scenario for NVIDIA from
here is that it adapts its business model from
dominating the GPU market to bundling systems for
entire data centres, along with much of the software.
As per our original 2016 research, virtual reality and
autonomous driving remain compelling growth
avenues, too. There will likely be others.

At the time of writing, NVIDIA’s share price has not
only recovered from its 2022 nadir; it has powered
upward to new highs. This begs the inevitable
question: is its future value now fully priced in? We
don’t think it’'s anywhere close. Society is still early in
digitisation, and it is still lacking in machine
intelligence. Al is undeniably the next phase of
computing. NVIDIA has a proven track record of
taking genuinely long-sighted existential bets, which
have positioned the company at the heart of the Al
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development ecosystem in terms of both hardware
and software. Moreover, with the advent of powerful
Al, the machine is now capable of something new. It
can perform cultural commentary, creation,
programming, teaching, customer service, and more
- with superhuman performance and on demand. It
can deliver a whole new quantum of growth by
enabling new types of mineral recovery, robotics,
energy generation and therapeutic treatments.
Trying to define NVIDIA’s total addressable market
and model its growth, therefore, feels dangerously
unimaginative and somewhat futile.

Let’s look at it another way. If NVIDIA can deliver 30
per cent annual top-line growth for the coming
decade, it could achieve a $5tn market
capitalisation. If one assumes the US economy
grows by around 4 per cent per annum during that
period, NVIDIA would, therefore, be worth 1.7 per
cent of the US GDP by 2033. That might sound
outlandish, but Apple is already worth 1.7 per cent of
US GDP. GE and IBM were each 1.2 per cent in 2001
and 1990, respectively.

Growth is likely to remain lumpy. The share price is
likely to remain volatile. In periods when we feel that
near-term market euphoria is overdone, we will be
minded to trim - just as we have done on average
once per year since our initial purchase, recycling
the proceeds into other holdings. However, looking
to the long term, we believe NVIDIA’s potential
upside could be vast in ways one cannot yet
appreciate. That is rare and hugely exciting.

2019 2020 2021 2022 2023

LTGG Composite 0.1 56.4 61.7 -48.9 24.2
MSCI ACWI 6.3 2.6 39.9 -15.4 1741
Annualised returns to 30 June 2023 each year (net %)

1Year 5 Years 10 Years Since Inception*
LTGG Composite 24.2 9.9 15.9 11.6
MSCI ACWI 171 8.6 9.3 7.8
*Inception date 29 February 2004.
Source: Baillie Gifford & Co and MSCI. US Dollars.
Past performance is not a guide to future results. Changes in the investment strategies, contributions or withdrawals may materially alter the performance

and results of the portfolio.
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Risk factors and important information

The views expressed should not be considered as
advice or a recommendation to buy, sell or hold a
particular investment. They reflect opinion and
should not be taken as statements of fact nor should
any reliance be placed on them when making
investment decisions.

This communication was produced and approved
in July 2023 and has not been updated
subsequently. It represents views held at the time
of writing and may not reflect current thinking.

Potential for profit and loss

All investment strategies have the potential for profit
and loss, your or your clients’ capital may be at risk.
Past performance is not a guide to future returns.

This communication contains information on
investments which does not constitute independent
research. Accordingly, it is not subject to the
protections afforded to independent research, but is

classified as advertising under Art 68 of the Financial

Services Act (‘FinSA’) and Baillie Gifford and its staff
may have dealt in the investments concerned.

All information is sourced from Baillie Gifford & Co
and is current unless otherwise stated.

The images used in this communication are for
illustrative purposes only.

Important information

Baillie Gifford & Co and Baillie Gifford & Co Limited
are authorised and regulated by the Financial
Conduct Authority (FCA). Baillie Gifford & Co
Limited is an Authorised Corporate Director of
OEICs.

Baillie Gifford Overseas Limited provides investment
management and advisory services to non-UK
Professional/Institutional clients only. Baillie Gifford
Overseas Limited is wholly owned by Baillie Gifford
& Co. Baillie Gifford & Co and Baillie Gifford
Overseas Limited are authorised and regulated by
the FCA in the UK.

Financial intermediaries

This communication is suitable for use of financial
intermediaries. Financial intermediaries are solely
responsible for any further distribution and Baillie
Gifford takes no responsibility for the reliance on this

document by any other person who did not receive this

document directly from Baillie Gifford.

Europe

Baillie Gifford Investment Management (Europe)
Limited provides investment management and
advisory services to European (excluding UK) clients.
It was incorporated in Ireland in May 2018. Baillie
Gifford Investment Management (Europe) Limited is
authorised by the Central Bank of Ireland as an AIFM
under the AIFM Regulations and as a UCITS
management company under the UCITS Regulation.
Baillie Gifford Investment Management (Europe)
Limited is also authorised in accordance with
Regulation 7 of the AIFM Regulations, to provide
management of portfolios of investments, including
Individual Portfolio Management (‘IPM’) and Non-Core
Services. Baillie Gifford Investment Management
(Europe) Limited has been appointed as UCITS
management company to the following UCITS
umbrella company; Baillie Gifford Worldwide Funds
plc. Through passporting it has established Baillie
Gifford Investment Management (Europe) Limited
(Frankfurt Branch) to market its investment
management and advisory services and distribute
Baillie Gifford Worldwide Funds plc in Germany.
Similarly, it has established Baillie Gifford Investment
Management (Europe) Limited (Amsterdam Branch) to
market its investment management and advisory
services and distribute Baillie Gifford Worldwide Funds
plc in The Netherlands. Baillie Gifford Investment
Management (Europe) Limited also has a
representative office in Zurich, Switzerland pursuant
to Art. 58 of the Federal Act on Financial Institutions
(FinlA’). The representative office is authorised by the
Swiss Financial Market Supervisory Authority (FINMA).
The representative office does not constitute a branch
and therefore does not have authority to commit
Baillie Gifford Investment Management (Europe)
Limited. Baillie Gifford Investment Management
(Europe) Limited is a wholly owned subsidiary of Baillie
Gifford Overseas Limited, which is wholly owned by
Baillie Gifford & Co. Baillie Gifford Overseas Limited
and Baillie Gifford & Co are authorised and regulated
in the UK by the Financial Conduct Authority.

Japan

Mitsubishi UFJ Baillie Gifford Asset Management
Limited (MUBGAM’) is a joint venture company
between Mitsubishi UFJ Trust & Banking
Corporation and Baillie Gifford Overseas Limited.
MUBGAM is authorised and regulated by the
Financial Conduct Authority.
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Australia

Baillie Gifford Overseas Limited (ARBN 118 567 178)
is registered as a foreign company under the
Corporations Act 2001 (Cth) and holds Foreign
Australian Financial Services Licence No 528911.
This material is provided to you on the basis that you
are a ‘wholesale client’ within the meaning of section
761G of the Corporations Act 2001 (Cth)
(‘Corporations Act’). Please advise Baillie Gifford
Overseas Limited immediately if you are not a
wholesale client. In no circumstances may this
material be made available to a ‘retail client’ within
the meaning of section 761G of the Corporations
Act. This material contains general information only.
It does not take into account any person’s objectives,
financial situation or needs.

North America

Baillie Gifford International LLC is wholly owned by
Baillie Gifford Overseas Limited; it was formed in
Delaware in 2005 and is registered with the SEC.
Itis the legal entity through which Baillie Gifford
Overseas Limited provides client service and
marketing functions in North America. Baillie Gifford
Overseas Limited is registered with the SEC in the
United States of America. The Manager is not
resident in Canada, its head office and principal
place of business is in Edinburgh, Scotland. Baillie
Gifford Overseas Limited is regulated in Canada as a
portfolio manager and exempt market dealer with
the Ontario Securities Commission (‘OSC’). Its
portfolio manager licence is currently passported
into Alberta, Quebec, Saskatchewan, Manitoba and
Newfoundland & Labrador whereas the exempt
market dealer licence is passported across all
Canadian provinces and territories. Baillie Gifford
International LLC is regulated by the OSC as an
exempt market and its licence is passported across
all Canadian provinces and territories. Baillie Gifford
Investment Management (Europe) Limited (‘BGE’)
relies on the International Investment Fund Manager
Exemption in the provinces of Ontario and Quebec.

Baillie Gifford

Calton Square, 1 Greenside Row, Edinburgh EH1 3AN
Telephone +44 (0)131275 2000 / bailliegifford.com

South Africa

Baillie Gifford Overseas Limited is registered as
a Foreign Financial Services Provider with the
Financial Sector Conduct Authority in South Africa.

Israel

Baillie Gifford Overseas Limited is not licensed under
Israel’s Regulation of Investment Advising,
Investment Marketing and Portfolio Management
Law,5755-1995 (the Advice Law) and does not carry
insurance pursuant to the Advice Law. This material
is only intended for those categories of Israeli
residents who are qualified clients listed on the First
Addendum to the Advice Law.

Hong Kong

Baillie Gifford Asia (Hong Kong) Limited

TR () A TR/A T is wholly owned by Baillie
Gifford Overseas Limited and holds a Type 1licence
from the Securities & Futures Commission of Hong
Kong to market and distribute Baillie Gifford’s range
of collective investment schemes to professional
investors in Hong Kong. Baillie Gifford Asia (Hong
Kong) Limited A2 a5 1 (F ) AR can be
contacted at Suites 2713-2715, Two International
Finance Centre, 8 Finance Street, Central, Hong
Kong, Telephone +852 3756 5700.

MSCI Legal Disclaimer

Source: MSCI. MSCI makes no express or implied
warranties or representations and shall have no
liability whatsoever with respect to any MSCI data
contained herein. The MSCI data may not be further
redistributed or used as a basis for other indexes or
any securities or financial products.

This report is not approved, endorsed, reviewed or
produced by MSCI. None of the MSCl data 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.

Copyright © Baillie Gifford & Co 2023.
58724 10035867



