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TPUs Or GPUs: Is Nvidia's Moat Eroding?

Markets have priced Nvidia as the clear winner in Al chip production. To some, its moat appears
impenetrable. Google?s developments suggest there may be some competition. Google has been
training and serving its Al platform with in-house tensor processing units (TPUs). These chips are
more cost-effective and power-efficient than Nvidia?s GPUs. By using TPUs in place of GPUs,
Google appears to be improving its unit economics and, at the same time, is lessening its
dependence on Nvidia chips. &#2013266080;

It?s not just Google developing TPUs. Meta Platform has its own chip, MTIA, to handle its
Generative Al workloads.&#2013266080;Amazon?s Tranium also performs similar tasks. Given
how the stock market has rewarded Google of late, it?s a good bet that efforts to develop further
TPUs will intensify. These new challenges question the assumptions underpinning Nvidia?s
premium margins and the ?everybody wins? narrative embedded in some Magnificent Seven
valuations. To wit, consider the following from John Authers of Bloomberg:

For now, Google?s TPUs remain proprietary. And while Nvidia?s advanced chips are
likely to stay in high demand, aiMotive?s Laszlo Kishonti argues
that&#2013266080;0ther hyperscalers will be encouraged to develop their own custom
silicon, potentially at a fraction of Nvidia?s cost. Google?s chief executive, Sundar
Pichai, announced at the recent earnings that TPUs will be made available for sale
soon:

We are investing in TPU capacity to meet the tremendous demand we are seeing from
customers and partners, and we are excited that Anthropic recently shared plans to
access up to 1 million TPUs.

The graph below shows that the market is paying attention to the rise of TPUs and Nvidia?s
eroding market share. Bear in mind that Nvidia has proven to be incredibly innovative and cutting-
edge, so expect it to offer competing TPU products while maintaining a near-monopoly on its Al
GPUs.

For a complete discussion (very technical) on the advantages and disadvantages of TPUs vs
GPUs, read this article from Uncover Alpha:
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What To Watch Today
Earnings
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Economy
Wednesday November 26 2020 Actual Hrevious Lonsensus korecast
07:00 AM W US  MBAJ0-Year Mortgage Rate 6.37% |
07:00AM m Us MBA Mortgage Applications 52% I
07:00 AM W US  MBAMorigage Market Index 369 n
07:00 AM W US  MBAMorgage Refinance Index 11568 I
07.00AM W US  MBAPurchase Index 1687 h
mUS  Duable Goods Orders MoM 29% 02% 02% 1.
08:30 AM W US  Durable Goods Orders Ex Transp MoM 04% 0.2% 02% w1
08:30 AM W US  Initial Jobless Claims 220K 21K 2406 .
08:30AM w s Continuing Jobless Claims 1974K 19750kl
08:30 AM w US  Durable Goods Orders ex Defense MoM 1.9% 18% 1.3% I
08:30AM S Jobless Claims 4-week Average 224 25K 2006 1l
06:30 AM ® US  NonDefense Goods Orders Ex Air 06% 01% ..
09:45 AM mUS  Chicago PMI 438 4% I
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Market Trading Update

Yesterday, we discussed the market positioning heading into the Thanksgiving holiday. For the
most part, | would avoid making any investment decisions today as most of the major traders are
gone for the Thanksgiving holiday, which leaves the ?inmates running the asylum.?

With that said, this gives me, Michael Lebowitz, Nick Lane, and the rest of the SimpleVisor and RIA
teams the opportunity to wish you a very happy and blessed Thanksgiving holiday.

Given that there is no trading tomorrow and only a half-day of Friday, | thought you might find some
benefit in reading our two recently released E-Books. &#2013266080;(We have a complete
library of E-books covering many topics from Maximizing Retirement Income to our
Investing Manifesto)

The first guide is the Real Investment Advice E-Book,&#2013266080;which covers everything
from the psychological and behavioral pitfalls we often fall into to how to use ?gardening? as a
process to become a better investor.

4 N

Real Investment Advice

Investing appears deceptively simple on the surface.
Buy quality assets, hold them over time, and watch
compounding returns build wealth. Yet history tells a
far different story. Most investors, both...

( Download Now)
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Right below that guide is the&#2013266080;Investors Desktop Trading Guide,
&#2013266080;which gives you 181 investment trading rules for the world?s greatest

investors.

Investors Desktop Trading Guide

Compare how different investing legends approach
investing as compared to your methodologies,
those of your advisor, or what you are told daily by
the...

( Download Now )
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Whether you are a seasoned investor or just starting, | believe you will find something useful in
these two guides to help you become a better investor.

So, in between the Turkey and the naps, you can print out these guides&#2013266080;(all
formatted in PDF for printing)&#2013266080;and provide some additional nourishment for your
portfolio.

Have a very happy and blessed Thanksgiving holiday.

Don't invest alone.

SimpleVisor Tap into the power of Sign up now

Don't invest alone.
Tap into the power of ——

SimpleVisor”

Leveling The Valuation Playing Field

We recently discussed the PEG ratio and how it portrays Nvidia as cheap despite its high P/E ratio.
We received a few emails asking for more details, so we thought it was worth sharing some math
to help you better appreciate valuations. The PEG ratio is the P/E ratio divided by the expected
growth rate. Typically, investors use expected EPS growth for the next 3-5 years. To help
appreciate the PEG ratio, let?s start with Nvidia.

Nvidia has a P/E ratio of 43 and a PEG ratio of .92. We can back into the expected growth rate by
dividing the P/E by the PEG as follows: 43/.92 = 46. The market expects earnings to grow by 46%.
To add context, the PEG ratio on the S&P 500 is 1.82, assuming 12% earnings growth.


https://realinvestmentadvice.com/ria-e-guide-library/
https://simplevisor.com/home

Verizon has a very cheap P/E valuation of 8.5. However, its expected growth rate is only 3%,
making its PEG ratio close to 3.

Apple has a similar P/E as Nvidia at 37. Its expected earnings growth rate of 10% is well below
Nvidia?s, making its PEG ratio higher than Nvidia?s.

We share these examples to help you appreciate that the P/E ratio is a great valuation measure,
but without context for expected growth, it can be very misleading. The FinViz table below shows
the PEG ratios for S&P 500 stocks.
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Tweet of the Day
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Meb Faber £ @MebFaber - Nov 20
Maybe we're not spending enough on Al?

via @UBS

Figure 6

Al capex remains low in GDP terms
Historical investment impulses, % of global GDP

UK railroads (1860s)

Us railroads (1880s)

US auto infrastructure (1910s)
US electric motor {1920s)

US ICT hardware (1990s)
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?Want to achieve better long-term success in managing your portfolio? Here are our 15-trading
rules for managing market risks.?

Please subscribe to the daily commentary to receive these updates every morning before
the opening bell.

If you found this blog useful, please send it to someone else, share it on social media,
or contact us to set up a meeting.
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