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CIO remains bullish on the prospects for Al, and suggest investors continue to focus on industry fundamentals. (UBS)

Geopolitics will continue to inject
volatility into tech

09 January 2025, 2:05 pm CET, written by UBS Editorial Team US Editorial Team

If 2024 was the year of Al, the first full trading week of 2025 is feeling a bit familiar. In its final days, the
Biden administration is said to be preparing yet another round of stringent new Al tech export restrictions,
according to Bloomberg.

Al chipmaker NVIDIA fell sharply after a lukewarm reception to its 2025 product unveiling and keynote presentation at
the Consumer Electronics Show (CES) in Las Vegas. Samsung Electronics rallied despite a big miss on its fourth-quarter
profit estimates and continued delays to launching its Al-friendly memory. Chat Al startup Anthropic is reportedly raising
a new round of private funding at a significantly higher valuation.

Alongside all this, strong US data and worries over the incoming Trump administration’s plans have pushed US yields
higher, capping rate-sensitive tech stocks. Concerns over valuations have also come back to the fore, after a powerful
tech rally that has delivered annual gains for the S&P 500 of over 20% for two straight years.

Without taking any single-name views, we see several takeaways for investors:

Focus on capital spending, not keynotes. NVIDIA CEO Jensen Huang at CES 2025 revealed new plans to use Al for
training robots and autonomous cars, next generation gaming chips, and its first desktop Al computer. Investors responded
with a 6% sell-off, the company’s worst single-day decline in four months. Samsung’s rally by contrast came on both a
new focus on profitability and after the NVIDIA CEO endorsed its prospects of supplying Al-friendly memory chips. We
think it is still the early stages of the Al tech cycle, with strong evidence of continued robust demand for the technology
and its supply chain. We see no end in sight to heavy spending on advanced Al chips, and recently raised our estimates for
the Big 4's combined capex growth to USD 224bn in 2024 (+51% y/y) and USD 280bn in 2025 (+25%y/y). The prospect
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of wider Al adoption into other major industries like auto or robotics suggests further upside to capex as more companies
outside of large-cap tech build capabilities.

Geopolitics will continue to inject volatility into tech. The Biden administration’s new rules will reportedly seek to
control the sale of Al chips “on both a country and company basis,” with a tiered approach that rewards compliance with
American standards and security policies. The first tier of the US and 18 allies will have fairly free access but must limit
computing power outside tier 1 countries. Tier 2 nations (most other countries) will face limits on overall Al computing
power, according to the report, while tier 3 nations (such as China) will face broad prohibitions. So far, President-elect
Trump’s geopolitical rhetoric has focused on tariffs and trade instead of sanctions or tech export restrictions. Investors
should expect heightened sensitivity to any early Trump policy moves around tech export curbs on advanced chips and
chip-making equipment.

Al remains the hottest ticket in venture capital. Anthropic’s latest funding round reportedly raised its valuation from
USD 8bn to USD 60bn, against revenue of around USD 875mn, according to media reports. Large funding rounds at high
valuations are the new normal for Al startups. Al accounted for nearly half of all US venture capital flow in 2024, according
to Pitchbook, and almost 36% of global venture deals. On average, 11% of initial Al companies raising a first round of
funding make it to the seventh round, versus only 5% for VC overall. This funding longevity is reflected in their scale, with
Al now accounting for roughly 15% of all unicorns, according to CB Insights data. While questions over high valuations
for Al startups may be justified, we expect more Al unicorns to be created in the near to medium term.

So we remain bullish on the prospects for Al, and suggest investors continue to focus on industry fundamentals. We
think any pockets of near-term volatility, whether on geopolitics or rising yields, may offer a chance to build exposure
to quality Al stocks via buy-the-dip and structured strategies. Without taking any single-name views, we continue to like
semiconductors and software segments within the thematic Al universe. Memory makers rank third in our pecking order,
with signs of a potential bottom in the cycle, followed by semi equipment manufacturers, which have more exposure
to tech curbs.

For investors considering VC exposure, we do think early-stage Al may deliver attractive absolute returns, with particular
opportunity in natural language interfaces, Al agents, Al core platforms for data training, development and management,
and in media content creation. However, venture investors must also be willing to accept a long-term time horizon and
have sufficient risk appetite to stomach sizable failure rates. Strong investor demand for early-stage Al exposure also means
the terms on offer tend to be less investor-friendly in aggregate.

Main contributors: Solita Marcelli, Mark Haefele, Sundeep Gantori, Delwin Kurnia Limas, Jon Gordon, Matthew Carter,
Dean Turner

Original report: How to ride the Al wave in 2025, 9 January 2025.

Disclaimer

This document is prepared and published by the Global Wealth Management business of UBS Switzerland AG (regulated by
FINMA in Switzerland), its subsidiaries or its affiliates ("UBS"), part of UBS Group AG ("UBS Group"). UBS Group includes former
Credit Suisse AG, its subsidiaries, branches and affiliates. In the USA, UBS Financial Services Inc. is a subsidiary of UBS AG and a
member of FINRA/SIPC. Additional Disclaimer relevant to Credit Suisse Wealth Management follows at the end of this section.
This document and the information contained herein are provided solely for your information and UBS marketing
purposes. Nothing in this document constitutes investment research, investment advice, a sales prospectus, or an offer or
solicitation to engage in any investment activities. This document is not a recommendation to buy or sell any security, investment
instrument, or product, and does not recommend any specific investment program or service.

Information contained in this document has not been tailored to the specific investment objectives, personal and financial
circumstances, or particular needs of any individual client. Certain investments referred to in this document may not be suitable
or appropriate for all investors. In addition, certain services and products referred to in the document may be subject to legal
restrictions and/or license or permission requirements and cannot therefore be offered worldwide on an unrestricted basis. No
offer of any product will be made in any jurisdiction in which the offer, solicitation, or sale is not permitted, or to any person
to whom it is unlawful to make such offer, solicitation, or sale.

Although all information and opinions expressed in this document were obtained in good faith from sources believed to be
reliable, no representation or warranty, express or implied, is made as to the document’s accuracy, sufficiency, completeness or
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reliability. All information and opinions expressed in this document are subject to change without notice and may differ from
opinions expressed by other business areas or divisions of UBS Group. UBS is under no obligation to update or keep current the
information contained herein. The views and opinions expressed in this material by third parties are not those of UBS.
Accordingly, UBS does not accept any liability over the content shared by third parties or any claims, losses or damages arising
from the use or reliance of all or any part thereof.

All pictures or images ("images") herein are for illustrative, informative or documentary purposes only and may depict objects or
elements which are protected by third party copyright, trademarks and other intellectual property rights. Unless expressly stated,
no relationship, association, sponsorship or endorsement is suggested or implied between UBS and these third parties.

Any charts and scenarios contained in the document are for illustrative purposes only. Some charts and/or performance figures
may not be based on complete 12-month periods which may reduce their comparability and significance. Historical performance
is no guarantee for, and is not an indication of future performance.

Nothing in this document constitutes legal or tax advice. UBS and its employees do not provide legal or tax advice. This document
may not be redistributed or reproduced in whole or in part without the prior written permission of UBS. To the extent permitted
by the law, neither UBS, nor any of it its directors, officers, employees or agents accepts or assumes any liability, responsibility or
duty of care for any consequences, including any loss or damage, of you or anyone else acting, or refraining to act, in reliance
on the information contained in this document or for any decision based on it.

Additional Disclaimer relevant to Credit Suisse Wealth Management: Except as otherwise specified herein and/or
depending on the local entity from which you are receiving this document, this document is distributed by UBS Switzerland AG,
authorised and regulated by the Swiss Financial Market Supervisory Authority (FINMA). Your personal data will be processed
in accordance with the Credit Suisse privacy statement accessible at your domicile through the official Credit Suisse website
https://www.credit-suisse.com. In order to provide you with marketing materials concerning our products and services, UBS
Group AG and its subsidiaries may process your basic personal data (i.e. contact details such as name, e-mail address) until you
notify us that you no longer wish to receive them. You can optout from receiving these materials at any time by informing your
Relationship Manager.

Please visit https://www.ubs.com/global/en/wealth-management/insights/chief-investment-office/marketing-material-
disclaimer.html to read the full legal disclaimer applicable to this document.
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