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GLOBAL X ETFs INSIGHTS

Artificial Intelligence: From Fiction to Reality

From Bladerunner to The Matrix, the idea of artificial intelligence (Al) has long captivated popular culture

and the public’simagination. Milestones like IBM’s Deep Blue in 1997 and Google Deepmind’s AlphaGo in
Authored by: 2016 demonstrated the ability of Al to surpass human performance in specific tasks. However, it was not
until the publiclaunch of ChatGPT in November 2022 that Al arguably captured mainstream global attention.
ChatGPT quickly became the fastest app ever to reach 100 million users, achieving this milestone in just
two months.! This mainstream global attention could be said to have exemplified the emergence of Al as a
megatrend, driven by record investmentin its development and infrastructure . The Global X Artificial
Intelligence UCITS ETF (AIQU LN) aims to capture companies that may stand to benefit from the potential

ic: Thematic, Physical growth and rapid commercialisation of Al.
Environment

m = - Key Takeaways

=  The progress of Al can be measured through the growth in the size of datasets, number of
parameters and sophistication of algorithms, which requiring increasing computing power to enable
models to identify patterns in larger unstructured datasets.

= Al hasthe potential to add significantvalue to the global economy, with applications across a broad
range of sectors, including Healthcare, Retail and E-commerce, and Finance.

= Aninvestmentapproach focused on four key sub-categories can capture the growth potential in the
Al value chain and which could benefit from the still nascent commercialisation of the theme.

Global X Investment
Strategy Team

What A(m)I?

Alan Turing, the British mathematician who deciphered the German Enigma code, famously asked the
question “Can machines think?”3 Al is the concept of machines performing tasks once thought to require
human intelligence. As the number of applications and forms of Al continue to expand, Al models can be
classified into three levels to better understand its progress:

e Artificial Intelligence (Al): a broad term encompassing models that can perform tasks typically
requiring human intelligence. Al can be divided into two further categories: Artificial General
Intelligence (AGI) and applied Al. AGI refers to a model that can apply its prior knowledge and
skills to learn and execute any intellectual task that a human can perform, without requiring
humansto retrain the underlying models.*While Al has made significantstrides due to advances in
computing power, AGI has not yet been achieved. Current applications of Al fall under applied Al,
or narrow Al, which is designed to excel at a specific task but struggles outside of its specialised
domain.®

e Machine Learning: a subset of Al that uses algorithms to learn from and make predictions or
decisions based on data thatis usually more structured. Classic or “nondeep” machine learning
requires human intervention to identify relevant features in the data.

e Deep Learning: a specialised subset of machine learning that uses neural networks with many
layers to identify patterns in large unstructured datasets, emulating the human brain. It typically
requires more computing power and larger datasets than machine learning models, butless human
supervision, as deep learning models will identify features of the data by itself. This has driven
significantprogressin fields like image and speech recognition, as demonstrated by technologies
like Apple’s Siri.® Given unstructured data is estimated to account for 90% of data butis only
allocated 40% of organisations’ technology spend,” deep learning models could present new
opportunities for Al implementation across the wider economy.
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Al: Unlocking Economic Growth and Capabilities Across a Wide Range of
Industries

Al is poised to be a transformative technology, with the potential to reshape economies on a global scale. By
2030, Al has the potential to contribute $15.7 trillion to the global economy, a figure nearly on par with the
European Union's entire GDP of $18.3 trillion in 2023.8 In addition, one report estimates that generative Al
alone could contribute between $2.6 trillion and $4.4 trillion to the global economy annually.® These
projections highlightthe potential for Al to unlock efficiencies across a wide range of sectors and companies,
and drive growth in the global economy.

Al COULD ADD $16 TRILLION TO THE GLOBAL ECONOMY BY 2030

Source: Global X ETFs lllustration with information derived from Bank of America (8 March 2023) and Medium
(31 August 2023).
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There is no guarantee that any trends observed in this material will continue. Any views and opinions are based on
current market conditions and are subject to change.
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The spend on Al and Al-related infrastructure has increased significantly in the past few years and looks set
to increase in the nearterm. A useful proxy for this is the growth in capital expenditure (capex) of the largest
technology companies, the ‘Magnificent 7°, several of which house large hyperscaler businesses such as
AWS (Amazon), Google Cloud (Alphabet) and Azure (Microsoft), or are investing heavily in Al infrastructure
(Meta Platforms). Nvidia noted in its Q1 2024 earnings call that large cloud providers represented “the mid-
40s” as a percentage of its Data Centre revenue.® As seen in the chart below, Magnificent 7 capex has
increased significantly in the past ten years, and especially in the past five years. Commentary from the
Magnificent 7’s management has highlighted that a large portion of the increase in capex in the past few
years is Al-related, and that this is expected to continue in the near term.*! In Alphabet's Q2 2024 Earnings
Call, CEO SundarPichai commented thatthe risk of underinvesting in Alwas “dramatically greater” than the
risk of overinvesting in it.*2 In Meta Platform’s Q2 2024 results, CEO Mark Zuckerberg increased the lower
end of FY24 capex guidance from $35 billion to $37 billion and stated that he expected “significant” capex
growth in 2025.13

CAPEX OF THE '"MAGNIFICENT 7' HAS MORE THAN DOUBLED SINCE 2019

Source: Global X ETFs illustration with information derived from Bloomberg, n.d.; Amazon, Microsoft, Nvidia,
Alphabet, Apple, Meta and Tesla financial reports.
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There is no guarantee that any trends observed in this material will continue. Any views and opinions are based on
current market conditions and are subject to change.

Who is driving the demand for Al computing power and infrastructure? In addition to their internal
businesses, the Magnificent 7 are seeing demand for their Al capabilities from a variety of companies across
a broad range of sectors.!* Three sectors expected to potentially benefit from Al are manufacturing,
healthcare, and finance. These sectors are already experiencing significant transformations due to Al, with
the range of applications expected to increase as described below:

1. Healthcare: Alis transforming healthcare by improving diagnostics, personalising treatments, and
accelerating drug discovery. One report estimates that the global Al in healthcare marketsize could
reach almost $190 billion by 2030, up from $19 billion in 2023.15 Machine learning models were
integral to the speed of Pfizer's COVID-19 vaccine development, accelerating the identification of
novel molecules, and helping it predictyields and analyse discrepancies in participant symptoms. 16
AstraZeneca noted that Al systems could help pathologists cut analysis time by over 30%, and is
using machine and deep learning models to analyse outputs of its CRISPR screens. 8 With a 2023
Microsoft-commissioned study through IDC estimating that 79% of healthcare organisations are
utilising Al technology,® there is significant potential for the sector to be disrupted by Al.
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2. Retail and e-commerce could experience anincrease in sales through personalisation and unlock
operational efficiencies using Al. Amazon is well known for the proprietary ranking algorithms that
power its e-commerce website and offer relevant suggestions to customers.? Interestingly, it now
offers “Amazon Personalize”, an AWS service, through which it helps corporate clients like Warner
Brothers Discovery, Bundesliga and Ticketek provide personalised experiences to their
customers.? In its Q2 2025 earnings call (held in August 2024), US retail giant Walmart highlighted
thatit used large language models to create or improve over 850 million data points in its
catalogue, work that would have required 100x more headcount without the use of generative Al.%
McKinsey estimates that generative Al alone could unlock between $400 billion and $660 billion of
value in the retail and consumer packaged goods sector, equivalentto 1-2% of its global revenue.®

3. Finance: In the finance sector, Al is being used for fraud detection, risk management, and
personalised financial services. McKinsey estimates thatgenerative Al could unlock between $200
billion and $340 billion of value in the banking sector, equivalent to 3-5% of its global revenue.? In
his 2023 annual shareholder letter (released in 2024), JPMorgan Chase CEO Jamie Dimon wrote
that JPMorgan has 2,000 Al/Machine Learning experts and data scientists, with over 400 use
cases across the firm in areas like marketing, fraud and risk.? He also noted the transition of its
applications to the cloud.

Gaining Exposure to the Al Value Chain

Al sits at the intersection of several disruptive themes. As Al capabilities and computing power increase, a
growing number of companies across some sectors are looking to integrate Al features and insights into
their products. Companies involved in the Al value chain are well-positioned to potentially benefit from the
growth of this theme. This value chain could include companies that own large proprietary data sets, are
developing cutting-edge Al programs, or building the hardware and infrastructure capable of performing
these complex computations.

These companies can be categorised into the following four key sub-categories:

e Al Developers: Companies that have developed Al capabilities (either organically or through
acquisition) and are applying Al technology to enhance their products and services.

e Al-as-a-Service (AlaaS): Companies that provide Al solutions as a service to customers. These
firmstypically offer cloud-based platforms thatenable customers to utilise Al techniques withoutthe
need for directinvestment in Al-related infrastructure.

e Al Hardware: Companies that produce semiconductors, memory storage, and other hardware
utilised for artificial intelligence applications.

e Quantum Computing: Companies atthe forefront of developing quantum computing technology,
which is in the process of being commercialised.

Unsurprisingly, tech giants score well across most categories. Most of the Magnificent 7 companies have
investments and/or exposures to two or three of the above categories.?® Many possess vast pools of
proprietary data that can be used effectively to improve and monetise their offerings through Al, creating
deep economic moats. As these companies refine their products, they collect even more data, and their Al
becomes increasingly powerful.

Given their application of Al to their current offerings, most of the tech giants would be considered Al
developers. In addition, there is a broader universe of companies that are harnessing Al capabilities to
improve their offerings. Application vendors such as Adobe, Salesforce and ServiceNow have released Al
features and functionalities to customers.?22° As computing power and Al investment continues to
increase, Al developers are expected to continue to improve their offerings.
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Cloud computing companies offering Al-as-a-Service to customers that bring their own data, are
expanding the reach of Al to more sectors and customers. The increase in cloud computing demand is
reflected in the forecast growth in data centre spending, which could reach almost US$600 billion by
2027.3031 Hyperscalers such as AWS, Azure and Google Cloud, are expected to play an important role in
providing Al capabilities to their customers. For example, in Microsoft's Q4 2024 earnings call, CEO Satya
Nadella commented that 8% of the 29% growth in Azure and cloud services could be attributed to Al
services and that it had over 60,000 Azure Al customers, representing almost 60% year-on-year growth.3
The growing demand for Al could spur future growth for cloud computing companies as they lower the cost
of entry to Al, becoming the gateway to Al implementation.

DATA MANAGEMENT SPEND EXPECTED TO GROW AT 18% CAGR

Source: Global X ETFs lllustration with information derived from Gartner (19 April 2023) and Research and Markets
(24 March 2023).
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There is no guarantee that any trends observed in this material will continue. Any views and opinions are based on
current market conditions and are subject to change.

Al hardware firms, including companies developing cutting-edge processors, infrastructure and pioneering
guantum computing, are considered essential to satisfy the growing computing demands for Al. Due to the
growing size of training datasets and the number of parameters in Al models,**% generative Al and deep
learning models require significantamounts of computing power to perform training and inference on data.
To meetthe growing demand for Al computing power and handle Al workloads, new data centres require a
diverse array of specialised hardware, potentially creating favourable conditions for component providers
like Nvidia, Broadcom and SK Hynix. This is demonstrated by the significantgrowth of Nvidia’s GPU sales to
data centres, which totalled nearly $66 billion in the twelve months leading up to March 2024.% Demand for
Al chips alone is estimated to grow at a nearly 30% annual growth rate to US$227 billion by 2032.36.37
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Al CHIP MARKET ESTIMATED TO REACH $227 BILLION BY 2032

Source: Global X ETFs with information derived from Precedence Research. Accessed 21 August 2024,
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There is no guarantee that any trends observed in this material will continue. Any views and opinions are based on
current market conditions and are subject to change.

Conclusion: Capturing the Al Opportunity with AIQU

While the Al headlines have been dominated by the significant price appreciation of a few prominent
companies, the broader Al ecosystem, though less well known, represents a valuable opportunity. By
investing in companies exposed to one or more of the four groups discussed above, itis possible to capture
the potential value that will be created by the wider Al theme. Furthermore, an investment approach
unconstrained by sector or geography could enable us to better capture the breadth of the beneficiaries of
the Al theme.

The risks of investing in this ETF are Currency Risk, Derivatives Risk, Equities Risk, Concentration Risk,
Market Risk, Operational Risk (including safekeeping of assets), Risks associated with the ability to track an
indexand Liquidity Risk. More details regarding the risks of investing and in this ETF specifically is available
in the ‘Risk Factors’ section of the Prospectus.

Global X insights do not take into accounta person’s own financial position or circumstances of any person or
entity in any region or jurisdiction. This information should not be relied upon as a primary basis for any
investmentdecision. Its applicability will depend on the particular circumstances of each investor. Any views
and opinions are based on current market conditions and are subject to change. This information is not
intended to be, nor does it constitute, investment research.

The ETF is an Article 6 Fund pursuantto the EU Sustainable Finance Disclosure Regulation (‘SFDR’). It does
not have a sustainable investmentobjective norisit an ESG fund. However, disclosure in accordance with the
requirements of Article 6 in relation to the integration of sustainability risks is set out in the Prospectus.
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