
How to profit from the current bull market and AI hype

In early 2024, global stock markets soared to record highs. The US S&P 500 broke new ground
in January, February, and again in late February fueled by Nvidia's impressive earnings.
Europe's Stoxx 600 and Japan's Nikkei 225 also reached new all-time peaks.

Stock markets rebounded strongly from 2022's struggles, delivering solid returns despite
economic challenges. Since 2010, equities have consistently outperformed other asset classes,
such as bonds and housing, even with middling growth and the pandemic.

Nvidia's phenomenal earnings report on February 22nd 2024, fueled by booming demand for AI
chips, sent shockwaves through the stock market. The company's profits rose 5-fold in just a
few quarters.1This surge wasn't driven by speculation, but by Nvidia's dominant position in the
AI market. Nevertheless, while AI is being explored and implemented, it's still early days. Like
the personal computer, it may take a while before we see its full impact on productivity. This is
reflected in the US where adoption is low, with only 5% of businesses using AI. However, a
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report by AWS suggests that over a third of companies in the EU have already embraced AI for
tasks like marketing, data analysis, and customer service.2

Despite facing various challenges, the stock market continues to surge. Bond markets even
doubt an immediate rate cut.3 Geopolitical tensions simmer with the US-China trade war,
ongoing conflicts across the globe, and a shift away from free markets towards protectionism.
Even these headwinds haven't stopped the rally. So what could finally end this surge? Here are
some reasons why the market might be due for a correction.

Firstly, according to the Economist, even with reasonable forecasts for valuations, interest rates,
and taxes, achieving a 4% annual real return on stocks over the next decade requires a
significant boost in corporate profits. Companies need to grow underlying earnings by around
6% a year, which is near their post-war peak. This explains why even Warren Buffett doubts his
portfolio will see "super returns."4

Secondly, a small group of tech giants, the "Magnificent Seven" (Apple, Amazon, Alphabet,
Meta, Microsoft, Nvidia, and Tesla), are driving most of the S&P 500's gains. These top
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companies averaged a 107% return in 2023, compared to the broader MSCI USA Index's 27%.
They also contribute almost all the profit growth in the S&P 500. If you remove their profits, the
rest of the index actually saw declining profits in 2023.5This heavy reliance on a few companies
creates a vulnerability. For instance, Nvidia's recent 10% drop in April in a single day, wiping out
billions, shows how sensitive the market is to these giants. Similar drops have been seen with
Nvidia's competitor, AMD.
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Thirdly, consumer prices are still rising at 3.5%, which is too high for the Federal Reserve to
even consider lowering interest rates soon, unless something drastic happens.6This continued
tightening of monetary policy could reduce investor enthusiasm, as interest rates and the stock
market generally have an inverse relationship.

Finally, the CAPE ratio, a measure of a stock's overvaluation, is currently higher than it was
even in the late 1920s, a period that preceded a market crash. 7

In conclusion, while the stock market continues its remarkable run, several factors could bring
an end to the surge. Profit growth concerns, a concentration of gains in a few tech giants, high
inflation, and historically high valuations all pose potential threats to the market's continued
upward trajectory.

What are the real effects of the current AI bull market around the world?

The current AI bull market has sparked a surprising economic trend. While initial fears of
inflation and recession subsided, with growth staying positive in most developed economies –
annual core inflation falling from 5-8% to 3-5%, growth varying from booming to tepid – the
benefits are far from evenly distributed.8 This unevenness becomes clear when we look at stock
markets.

The US stock market is on a tear, fueled by AI hype. However, this might be an overvaluation as
shown by the high price-to-earnings ratio compared to the rest of the world (40 in the US vs 10
elsewhere, according to Victor Haghani of Elm Partners). Interestingly, despite these high
valuations, a significant chunk of US company earnings comes from overseas (around 40%),
highlighting the interconnectedness of the global economy.9 In other words, even if the US
market is overheated, companies there should benefit from international markets.

This interconnectedness cuts both ways. Other developed economies haven't seen the same
boom as the US. Some, like South Korea, which is the second-largest semiconductor producer
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in the world, (KOSPI up only 2.14% in 2024, still 20.8% lower than its all-time high in 2021),
haven't even reached their previous highs.10 This suggests the AI boom is concentrated in
specific areas, and not all developed countries are reaping the rewards.
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However, even countries capitalizing on the "friendshoring" trend aren't seeing a surge in
growth. Mexico, the biggest exporter to the US in 2023, exemplifies this. Its GDP growth of 3.4%
in 2023 falls short of the average for emerging and developing economies.11This highlights that
the AI boom itself might not be having a major impact on emerging markets, with projected
growth to decline slightly from 4.1% to 4.0%.

Overall, the AI boom paints a picture of a two-speed global economy. The US is experiencing a
strong stock market, but the impact on the rest of the world is uneven. China, the world's
number two economy based on GDP, saw its stock market struggle in 2023. The MSCI China
Index dropped 20% over the year. Some countries are benefiting from related trends, while
others haven't seen a significant effect. It's a situation where the long-term effects of AI on the
global economic landscape remain to be seen. For instance, the productivity gains from the
personal computer did not come until a decade later.
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