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What is Artificial Intelligence? 

AI is often seen as the most revolutionary technology transition 

humanity has yet experienced, but for many people AI is still a bit 

of a mystery. We define traditional AI simply as automation often 

coupled with machine learning to perform specific tasks. That 

automation can take many forms. Think of smart phone applications 

like Google Maps, or language translators, or autonomous cars. The 

machine is trained to analyze data and offer an optimized solution, 

like the fastest route home given the traffic of the day. This type of 

predictive AI has already been shown to be effective in improving 

efficiency and continues to be widely adopted. 

The more recent form of AI, known as generative AI, is less well-

developed and requires significantly more data to become an 

effective tool. Most generative AI models today are trained on large 

quantities of data and when given a prompt by the user generate 

new data. Models are making word-by-word predictions using the 

context from a user’s prompt and all the data they were trained on. 

The promise of generative AI is that with specific inputs, you can 

receive high quality analysis and content. To be sure, AI will continue 

to evolve to more closely mimic human learning, comprehension, 

and problem solving. 
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Advances in Artificial Intelligence (AI) have ushered in a new era of innovation in technology. 
For investors, AI has become a hard-to-ignore market theme. Given the size and scale of market 
movements and the breathless coverage in the media, it is no wonder that everyone from the retail 
investor to sophisticated institutional investors has a point of view. In this paper, we will examine the 
growth and influence of AI and provide our thoughts on investing in this evolving technology.
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Key Takeaways 

•  Artificial intelligence (AI) is 
anticipated to drive innovation and 
productivity for years to come. 

•  Advances in AI make it easier for 
people to leverage technology for 
automation and analysis.

•  AI investing is at an early stage, 
with companies currently focused 
on building out the needed 
infrastructure.

•  As investors, our job is to 
understand the risks and 
opportunities for existing 
companies and find the next 
leaders and innovators.

•  We believe that in most cases AI 
will augment human intelligence, 
rather than completely replace it.
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The challenge with AI is that for it to continue to improve, it needs more and more data (ideally generated by humans) 

and more and more computing power to process these predictive calculations. This is why we see large companies 

spending billions to build out the amount of computing power necessary to process these queries. For reference, a 

prompt on ChatGPT takes anywhere from seven to ten times the level of computing power as a traditional Google search. 

EXHIBIT 1: TRADITIONAL AI VS. GENERATIVE AI

AI Investment Challenges and Spending Fears 

An acronym commonly used to describe the phases of technological transitions is “IPA”, or Infrastructure, Platform, and 

Application. We are currently in the Infrastructure stage. In our view, this early phase has benefitted larger companies in 

the data center, hardware, and semiconductor sectors. This is a bit unusual as it is typically smaller disruptive companies 

that lead technology transitions. But because AI requires such large amounts of computing power and data to train the 

models as well as engineering talent to design them, only the largest and most-capitalized companies have been able 

to pursue training the most expensive AI models, what are often referred to as “Foundational Models.” Foundational 

Models are called this because they seek to provide the foundational intelligence that future AI applications will later be 

built upon, and presently only large companies can afford to train those Foundational Models that will have the greatest 

impact on generative AI going forward. 

While the infrastructure layer of AI is being built out, enterprise companies are setting aside capital to invest in the new 

technology. The challenge is we still do not have a unified Platform (e.g. Microsoft Windows) or many Applications 

Generative AI:

Traditional AI:

ChatGPT

Traditional AI:

“Help me plan my Christmas dinner for 8 people 
that’s gluten free with two picky kids and a vegan 

option for Aunt Harmony. I want to sit down to 
dinner at 6pm, give me a schedule.”

Data is obtained from systems believed by KAR to be reliable. This material is not intended to be relied upon as a forecast, research or investment advice, and is not a 
recommendation, offer, or solicitation to buy or sell any securities or to adopt any investment strategy. KAR does not undertake to update the information presented. KAR makes 
no warranty as to the accuracy or reliability of the information contained herein. Past performance is no guarantee of future results.

FOODSTUFFS
Fresh vegetables
 Asparagus
 Broccoli 
 Carrots
 Cauliflower
 Celery
 Corn
 Cucumbers
 Lettuce / Greens
 Mushrooms
 Onions
 Peppers
 Potatoes
 Spinach
 Squash
 Zucchini
 Tomatoes*
 ________________
 ________________
 
Fresh fruits
 Apples
 Avocados
 Bananas
 Berries 
 Cherries
 Grapefruit
 Grapes
 Kiwis
 Lemons / Limes
 Melon
 Oranges
 Peaches
 Nectarines
 Pears
 Plums
 ________________
 ________________
 
Refrigerated items
 Bagels
 Chip dip
 English muffins
 Eggs / Fake eggs
 Fruit juice
 Hummus
 Ready-bake breads
 Tofu
 Tortillas
 ________________
 ________________

Frozen
 Breakfasts
 Burritos
 Fish sticks
 Ice cream / Sorbet
 Juice concentrate
 Pizza / Pizza Rolls
 Popsicles
 Fries / Tater tots
 TV dinners
 Vegetables
 Veggie burgers
 ________________
 ________________

Condiments / Sauces
 BBQ sauce
 Gravy
 Honey
 Hot sauce
 Jam / Jelly / Preserves
 Ketchup / Mustard
 Mayonnaise
 Pasta sauce
 Relish
 Salad dressing
 Salsa
 Soy sauce
 Steak sauce
 Syrup
 Worcestershire sauce
 ________________
 ________________

Various groceries
 Bouillon cubes
 Cereal
 Coffee / Filters
 Instant potatoes
 Lemon / Lime juice
 Mac & cheese
 Olive oil
 Pancake / Waffle mix
 Pasta
 Peanut butter
 Pickles
 Rice
 Tea
 Vegetable oil
 Vinegar
 ________________
 ________________

Canned foods
 Applesauce
 Baked beans
 Chili
 Fruit
 Olives
 Tinned meats
 Tuna / Chicken
 Soups
 Tomatoes
 Veggies
 ________________
 ________________

Spices & herbs
 Basil
 Black pepper
 Cilantro
 Cinnamon
 Garlic
 Ginger
 Mint
 Oregano
 Paprika
 Parsley
 Red pepper
 Salt
 Spice mix
 Vanilla extract
 ________________
 ________________

Dairy
 Butter / Margarine
 Cottage cheese
 Half & half
 Milk
 Sour cream
 Whipped cream
 Yogurt
 ________________
 ________________

Cheese
 Bleu cheese
 Cheddar
 Cottage cheese
 Cream cheese
 Feta
 Goat cheese
 Mozzarella / Provolone
 Parmesan
 Provolone
 Ricotta
 Sandwich slices
 Swiss
 ________________
 ________________

Meat
 Bacon / Sausage
 Beef
 Chicken
 Ground beef / Turkey
 Ham / Pork
 Hot dogs
 Lunchmeat
 Turkey
 ________________
 ________________

Seafood
 Catfish
 Crab
 Lobster
 Mussels
 Oysters
 Salmon
 Shrimp
 Tilapia
 Tuna
 ________________
 ________________

Beverages
 Beer
 Club soda / Tonic
 Champagne
 Gin
 Juice
 Mixers
 Red wine / White wine
 Rum
 Saké
 Soda pop
 Sports drink
 Whiskey
 Vodka
 ________________
 ________________

Baked goods
 Bagels / Croissants
 Buns / Rolls
 Cake / Cookies
 Donuts / Pastries 
 Fresh bread
 Sliced bread
 Pie! Pie! Pie!
 Pita bread
 ________________
 ________________

Baking
 Baking powder / Soda
 Bread crumbs
 Cake / Brownie mix
 Cake icing / Decorations
 Chocolate chips / Cocoa
 Flour
 Shortening
 Sugar
 Sugar substitute
 Yeast
 ________________
 ________________

Snacks
 Candy / Gum
 Cookies
 Crackers
 Dried fruit
 Granola bars / Mix
 Nuts / Seeds
 Oatmeal
 Popcorn
 Potato / Corn chips
 Pretzels
 ________________
 ________________

Themed meals
 Burger night
 Chili night
 Pizza night
 Spaghetti night
 Taco night
 Take-out deli food
 ________________
 ________________

Baby stuff
 Baby food
 Diapers
 Formula
 Lotion
 Baby wash
 Wipes
 ________________
 ________________

Pets
 Cat food / Treats
 Cat litter
 Dog food / Treats
 Flea treatment
 Pet shampoo
 ________________
 ________________

HOUSEHOLD  
Personal care
 Antiperspirant / Deodorant
 Bath soap / Hand soap
 Condoms / Other b.c.
 Cosmetics
 Cotton swabs / Balls
 Facial cleanser
 Facial tissue
 Feminine products
 Floss
 Hair gel / Spray
 Lip balm
 Moisturizing lotion
 Mouthwash
 Razors / Shaving cream
 Shampoo / Conditioner
 Sunblock
 Toilet paper
 Toothpaste
 Vitamins / Supplements
 ________________
 ________________

Medicine
 Allergy
 Antibiotic
 Antidiarrheal
 Aspirin
 Antacid
 Band-aids / Medical
 Cold / Flu / Sinus
 Pain reliever
 Prescription pick-up
 ________________
 ________________

Kitchen
 Aluminum foil
 Napkins
 Non-stick spray
 Paper towels
 Plastic wrap
 Sandwich / Freezer bags
 Wax paper
 ________________
 ________________

Cleaning products
 Air freshener
 Bathroom cleaner
 Bleach / Detergent
 Dish / Dishwasher soap
 Garbage bags
 Glass cleaner
 Mop head / Vacuum bags
 Sponges / Scrubbers
 ________________
 ________________

Office supplies
 CDRs / DVDRs
 Notepad / Envelopes
 Glue / Tape
 Printer paper
 Pens / Pencils
 Postage stamps
 ________________
 ________________

Other stuff
 Automotive
 Batteries
 Charcoal / Propane
 Flowers / Greeting card
 Insect repellent
 Light bulbs
 Newspaper / Magazine
 Random impulse buy
 ________________
 ________________

Carcinogens
 Arsenic
 Asbestos
 Cigarettes
 Radionuclides
 Vinyl chloride

Other
_________________
_________________
_________________
_________________
_________________
_________________

IMPORTANT: Please leave this list in the cart when you’re done :-) When you go...
• Take reusable bags!
• Plastic bags to recycle?
• Clip coupons!
• Propane refill for grill?
• Need to return anything?

Before you check out...
• Need ice?
• Rent a movie?
• Stock up on sale items?
• Use customer reward card?
• Hand over your coupons!

If found, please mail to Grocerylists.org, P.O. Box 752, St. Louis, MO 63188 USA

THE ULTIMATEST GROCERY LIST: THE DELUXE VERSION (v3.1) ©2007-2013 BILL KEAGGY & GROCERYLISTS.ORG
*Yes, I know tomatoes technically are classified as fruits, not vegetables. Also, this list is comprehensive but not complete. I squeezed everything I could into one page. Friendly suggestions for improvements are welcome.

Grocerylists.org is the world’s largest online collection of found grocery lists. Visit our blog, our hilarious Top 10 lists, check out our 
book of found shopping lists, or just waste time browsing the thousands of discarded lists in the collection: grocerylists.org.

The Ultimatest Grocery List! {Compliments of www.grocerylists.org}



Kayne Anderson Rudnick Investment Management

Thinking About Artificial Intelligence     3

September 2024

(e.g. Microsoft Word). Companies are still experimenting with how to apply AI. We believe it could take time to see use 

cases that will justify the tremendous spending we are seeing today. 

Investors and companies are waiting for the emergence of the “killer application” that could lead to new businesses that 

would generate material revenue. While we understand the promise of AI is to make us more productive or efficient, how 

that technology is monetized at scale remains uncertain. The technology is certainly exciting, but we believe that we are 

still a long way from viability, particularly for enterprise applications. In our view, we see three truly viable enterprise use 

cases for generative AI today: chat bots, summarization, and automation. While these have the potential to provide cost 

savings for businesses adopting them, we have not yet seen the true potential of generative AI’s impact on enterprises. 

We would characterize the current phase of AI as synonymous with 1996 for the Internet—there are some interesting 

applications, but we are likely still in the very early innings. This uncertainty is what can make directed investments in AI 

a bit challenging.

For the current dollar amount spent on Generative AI investments to square financially, most enterprises will need to see 

ways to drive incremental demand and not just cut costs.

EXHIBIT 2: CLOUD GIANTS AVERAGE 30% ANNUAL INVESTMENT GROWTH
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Source: Newmark’s 2023 U.S. Data Center Market Report, January 2024. Data is obtained from systems believed by KAR to be reliable. This material is not intended to be relied 
upon as a forecast, research or investment advice, and is not a recommendation, o�er, or solicitation to buy or sell any securities or to adopt any investment strategy. KAR does 
not undertake to update the information presented. KAR makes no warranty as to the accuracy or reliability of the information contained herein. Past performance is no 
guarantee of future results.

At this early stage, it is hard to know which company’s model will be the most impactful. To provide an idea of the type of 

spending occurring in the AI space, The Wall Street Journal1 reported that recent earnings reports for Microsoft, Amazon, 

Meta Platforms and Google’s parent, Alphabet, reported combined capital spending of $58.5 billion just for the June 2024 

quarter—up 64% year over year. All four companies projected AI infrastructure spending as the main driver. We have seen 

early investor concern that these investments are being made without revenue models to justify the spend. Generative 

AI has promise both for improved human-machine-interactions as well as more intelligent automation, but we believe it 

could take time for market-proven use cases to emerge.

1 NVIDIA Can’t Escape Shadow of AI Spending Fears. The Wall Street Journal, August 30, 2024. 
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EXHIBIT 3: AMAZON, MICROSOFT, GOOGLE AND META CAPEX IS EXPECTED TO EXCEED THE TOTAL CAPEX OF THE 
OTHER 90 TECHNOLOGY & COMMUNICATION COMPANIES WITHIN THE S&P 500® INDEX THIS YEAR
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Source: Bloomberg and Bernstein Analysis, May 2024. Data is obtained from systems believed by KAR to be reliable. This material is not intended to be relied upon as a forecast, 
research or investment advice, and is not a recommendation, o�er, or solicitation to buy or sell any securities or to adopt any investment strategy. KAR does not undertake to 
update the information presented. KAR makes no warranty as to the accuracy or reliability of the information contained herein. Past performance is no guarantee of future 
results.

KAR Looks to Distinguish Opportunity from Pure Hyperbole 

What we have seen from the AI market is that it is easy to get caught up in the hype and the fear of missing out 

(“FOMO”). We like to say we have “OMO” or that it is “OK to miss out.” Our investment team believes the risk in trying 

to predict the leaders in AI is not currently justified by potential for meaningful returns. Instead, we believe investment 

opportunities exist in budding AI beneficiaries, who do not have the same all-or-nothing risk attached to them. From our 

perspective, these beneficiaries include both companies in the AI supply chain who stand to benefit regardless of which 

platforms become leaders as well as companies who stand to benefit from applying new AI technologies to improve their 

business growth or profitability.

As investors, we do not rush in and out of stocks to match secular growth trends. These changes are inherently difficult 

to predict and in our experience the companies at the center of the change are not the ultimate beneficiaries of their 

substantial investment. Take for example aviation, where globally, many companies benefited from the adoption of air 

travel, whereas the airlines and airplane manufacturers took decades to recoup their initial investment. 

Rather than trying to anticipate uncertain technology transitions, we continue to focus on the long-term quality 

and sustainability of a company’s earnings. We are careful in distinguishing between what is knowable and what is 

unknowable at present moment. We are willing to be patient in understanding how a technology transition will impact 

fundamentals for a business as well as its financial results. Since we tend to own more concentrated portfolios, we want 

to have high conviction in the companies we own.

As a result, KAR does not structure its portfolios around any technology shift as a mandate. Rather, when we see a large 

technology transition, we begin by looking across our portfolios to determine which of our businesses could be at risk of 

disruption. This is mission one for our entire investment team. 
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From that point, we can ascertain opportunities, strengths, and weaknesses to seek out the leaders and innovators that 

could benefit from this shift. But we need to have confidence that a disruptive company can maintain its leadership 

through an entire economic cycle. Rather than trying to predict the outlook of any given technology, our focus is always 

centered on identifying a small number of companies that we consider to be high-quality businesses that possess 

competitive protections. We believe we are better served focusing on companies that can adapt not just to technology 

transitions, but also constantly changing economic conditions to drive performance over the long-term. However, this 

does not mean that our companies are devoid of AI opportunities.

We Believe KAR Companies Have Unique Data Assets to Leverage AI 

Despite this uncertainty regarding generative AI’s applications, timeline, and the viability of returns, we do have 

confidence that proprietary data will be a differentiated competitive advantage as organizations seek to train generative 

AI models while keeping their business intelligence protected and secure. Companies that own unique proprietary data 

that cannot be replicated or accessed by competitors will retain that differentiation regardless of how the AI technology 

landscape ultimately plays out. With this framework, we actively seek to identify ex-ante sustainable advantages such as 

these in AI beneficiaries. This is like our “pre-AI” view that proprietary data can be a powerful and sustainable competitive 

advantage.

Examples of this include a company that uses AI software to optimize how its refinery customers process raw materials. 

By analyzing both historical data and making future commodity pricing forecasts, the software can help customers 

decide how much of each type of product to make to maximize its profit potential. Another company uses AI to review 

large amounts of historical claims data it has aggregated to help customers to optimize their own pricing. These are just a 

few examples of companies that have historically built a competitive moat around their proprietary data and leverage that 

data further using new “generated” content to improve customer outcomes.

These examples also highlight one area of sustainable advantage we believe exists in the face of uncertainty related 

to the rapid development of AI: companies that own unique proprietary data that cannot be replicated or accessed by 

competitors have the potential to retain that differentiation regardless of how the AI landscape plays out. This point 

reinforces why we seek to actively identify ex-ante sustainable advantages such as those in AI beneficiaries. 

The Bottom Line 

The launch of ChatGPT in November 2022 was the dawn of a new era for technology. While we believe the promise of 

the technology is substantial, we are of the mind that some healthy prudence is warranted. It is our view that broad-

based adoption of AI will take time as the industry addresses challenges with hallucinations and high costs, which we 

believe will improve over time. We also believe some of our existing holdings will be beneficiaries of AI both in terms of 

efficiencies gained or new business opportunities. We will continue to actively monitor how AI changes the competitive 

landscape as well as the opportunities it presents for new investments. That said, we do not have a mandate to invest 

in AI technology specifically. Our primary focus is researching and seeking out the highest-quality businesses that can 

adapt in any type of market to generate meaningful returns through an entire cycle. This has been our approach since 

1984 and has produced high conviction portfolios through several technology transitions in the past.



6     Thinking About Artificial Intelligence

Kayne Anderson Rudnick Investment Management September 2024

 kayne.com 
800.231.7414

This information is being provided by Kayne Anderson Rudnick Investment Management, LLC (“KAR”) as an illustration and should only be used for informational purposes only. 
This report is based on the assumptions and analysis made and believed to be reasonable by KAR at the time of publication. However, no assurance can be given that KAR’s 
opinions or expectations will be correct. Information in this article is not intended by KAR to be interpreted as investment advice, a recommendation or solicitation to purchase any 
securities mentioned, or a recommendation of a particular course of action and has not been updated since the date listed on the article. KAR does not undertake to update the 
information presented. KAR makes no warranty as to the accuracy or reliability of the information contained herein. The companies mentioned in this article were chosen based 
upon objective, non-performance-based criteria and are current holdings of certain KAR strategies as well as third-party managers utilized by KAR. The companies were chosen 
to exemplify the impact of AI on the Information Technology sector as well as the broader market. We typically select companies that operate in large, vast industries, but have 
overwhelming market share for their particular niches. It should not be assumed that securities discussed in the future will be profitable. Holdings are subject to change. Individual 
investors’ holdings may differ slightly. The S&P 500® Index is a free-float market capitalization-weighted index of 500 of the largest U.S. companies. The index is calculated on a 
total return basis with dividends reinvested. The index is unmanaged, its returns do not reflect any fees, expenses, or sales charges, and is not available for direct investment. Data 
is assumed to be reliable. Past performance is no guarantee of future results.
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