
 
 

 

RADCLIFFE & CO LIFE & PENSIONS LTD 
Meridians House, 7 Ocean Way, Ocean Village, Southampton, Hampshire, SO14 3TJ 

Tel: +44 (0) 2380 222444 Email: enquiries@radcliffe-ifa.co.uk www.radcliffe-ifa.co.uk 

 
Registered office as above. Registered in England and Wales No: 2114114 

Radcliffe & Co Independent Financial Advisers is a trading style of Radcliffe & Co (Life & Pensions) Ltd and is authorised and regulated by the Financial Conduct Authority No: 125160 

Rathbones bespoke quarterly market update – February 2025 
 

The past two years have been dominated by US tech companies, specifically the Magnificent 

Seven (Mag7). The rise of AI and the astounding amounts of money poured into the high-

performance computer chips and data centres that are needed to build and train them have 

driven this ascendancy.  

 

As with any ground-breaking new technology, its effects, uses and consequences are unknown 

at the outset. There's a large window of uncertainty between universal adoption of profitable tools 

that send returns to the moon, and products and services that get superseded or abandoned by 

users before they even get going, levying large losses on investors. 

 

For the titans of AI, this has led to big gains over the past few years. Last year, just over half of 

the S&P 500’s 23% return was attributable to the Mag7. Their average return was 63% in 2024, 

following 75% in 2023. Because of these outsized returns, these companies made up a 

whopping 33% of the benchmark US stock market index as 2025 began. 

  

 
 

Yet they have been very volatile as well – as you would expect from stocks that are betting big 

on a burgeoning technology with an unknown outcome. Investors have been spooked relatively 

often in the past few years, leading to sharp drops in prices. Often these downdraughts have 

been in double-digits or nearing them. 

 

In January, AI companies were rocked once again. This time by the emergence of a new open-

source large language model, R1, created by Chinese start-up DeepSeek. A budding business 

rarely causes such upheaval in global markets, but DeepSeek claims to have built an AI chatbot 

for about $5.6 million and using old, inferior computer chips to build and train its model. Up till 

now, the rise of AI has required ever-increasing computing power. To provide that computing 

horsepower, a massive amount of money has been poured into building data centres that can 
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house stacks of high-performance graphics processors, like those made famous by chip 

designer Nvidia. These chips don’t come cheap. In the third quarter alone, almost $31 billion was 

spent on data centre chips. Often, companies are spending more in a single quarter than they 

used to spend on capital expenditure for a whole year pre-2020.  

 

So DeepSeek’s claims raised questions about the investment intentions of Western giants and 

whether the development models and strategies would need to change, and what that meant for 

the computer chip supply chain, the pre-eminence of US AI champions and what some see as 

their lofty valuations. There’s also a strong argument that lower costs for AI development would 

actually be a boon for the technology. Jevon’s Paradox (first described by English economist 

William Stanley Jevons in his 1865 book The Coal Question) shows that making something more 

efficient and cheaper leads to greater usage. Only time will tell. 

 

The worst AI sell-off in history? 

 

By the close of trading on Monday January 27th trading, computer chip designer Nvidia’s value 

had plummeted by an eye-watering $589 billion, making it the single largest single day market 

cap loss in history. As we noted above, this isn’t the first time Nvidia’s shares have been so 

turbulent. Rather remarkably, Nvidia accounts for seven of the 10 worst single day stock losses 

by value in history, with the 17% sell-off on January 27th leading the way.  

 

Given the exceptional rise in popularity of passive investment over the last decade, many 

investors will have taken the full brunt of this big fall. A full third of a passive US stock portfolio is 

invested in just seven companies, hugely impairing diversification. These market-weighted index 

trackers obviously can’t reduce their holdings when stocks become overvalued or when they 

become a risk through their sheer size. Active managers can though. 

 

As a team, our conviction in US tech varies, we currently own four of the Mag7: digital office tools 

developer Microsoft, e-commerce and cloud computing giant Amazon, gadget maker Apple and 

search titan Alphabet. However, given Nvidia’s large position in the index, it has been an active 

decision not to hold a benchmark position, and it has not always been the right call. 

  

It can be challenging as an active investor to hold your nerve when the market’s insatiable 

appetite for momentum grinds markets higher, led by a small number of stocks however, having 

checks and balances ingrained in the investment process helps keep our valuation focus.  

 

There’s no magic mirror telling investors how DeepSeek will affect chip companies over the 

coming months and years. Could this be a fundamental shift in US dominance in AI? Or just 

another speedbump in the ongoing exceptionalism of US tech? Is this event the line in the sand 

for passive investors, where they realise the risks they are taking? Are global markets too 

complex and fast moving to be investing blind?   

 

As for us, we’re continuing as we have done: focusing on buying quality businesses which we 

believe can grow their profits and their market share throughout the global economy’s ups and 

downs. But, crucially, we’re also ensuring that we are properly diversifying our clients’ 

investments, to protect them from days like January 27th. 
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