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Expert drivers on slippery roads know that a skid is best navigated by turning into
it rather than fighting it. The index dominating US tech sector, particularly semis
and chips, are on a somewhat slippery path. Idiosyncratic risks ranging from trade
restrictions, emerging threat from China and potential deceleration in growth are

driving a rare under-performance.

Diversification is a proven way to mitigate industry specific risk — the question is
what does one diversify into? Aside from a barbells positioning incorporating
defensives, we see two other opportunities - broader Al ecosystem and China tech

- when the roads are slippery, drive into what’s causing the skid!
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Idiosyncratic Risk - for Tech Hyper-scalers
Idiosyncratic risk, a.k.a.,unsystematic risk, is the risk specific to an individual company or
industry that is not correlated with the overall market. Risks include product issues,

competitive landscape, regulatory changes and operational challenges.

e Competitive Landscape - The “Deepseek Moment” raises the spectre of weakened
demand for high end GPUs (impacts NVDA), reduction in data centre demand (also impacts
NVDA aside from data centre majors such as AMZN, MSFT, GOOGL, META) as well as
associated industries (advanced cooling -VRT). No surprise, these industry majors have

seen sharp pullback in absolute and relative share price performance.

e Regulatory & Geopolitical Challenges - Trade friction, specifically involving the US and
China is driving restrictions and retaliation on either side, potentially impacting demand as
well as margins. An associated side effect of US restrictions has been to spur the

development of the Al ecosystem in China.

* Hype Cycles - Can The Investment Be Monetized? While upstream demand has thus far
remained robust, the big question is whether the committed capex can be monetized -
often as much as a year’s free cash flow, especially downstream. Over-investment and

capital misallocation is the bane of every hyped-up trend.
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Managing The Risk - Driving Into The Skid

Diversification, aside from hedging strategies, is a proven way to mitigate idiosyncratic risk. The
key question is what to diversify into?

¢ Cross-Sector Diversification - Defensive Sectors - This is a classic approach and currently
offers opportunities across the defensive spectrum (healthcare, staples and utilities),
especially the healthcare sector, now reversing a substantial under-performance over the
last two years.

Defensives - Performing After A Prolonged Decline
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¢ Drive Into The Skid - Al Ecosystem - While there may be doubts on how much will the
demand curve for high end GPUs shift (and impact margins), this is balanced by a likely
broader adoption through open source models),ultimately needing even greater compute
power - all one has to do is look at the latest model releases by OpenAl and Anthropic.
Associated with the increasing compute power needed, is the demand for energy. A
sharp share price decline across the Al ecosystem, following Deepseek’s
announcements late Jan’25, opens up opportunities away from the hyper-scalers.
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Declines in Tech Stocks
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e Drive Into The Skid - China Tech - If China’s tech majors area source of threat, well,
diversify by buying into them. While the debate rages on whether Deepseek really did
manage to develop their models on a shoestring budget, a greater adoption of their open-
source models creates a competitive threat for US hyper-scalers and an opportunity for
global investors. Besides, with trade restrictions, this is a complementary investment

strategy to US Tech.
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China Tech - Unlocking Performance

brenFlyLtd published on TradingView.com, Mar 02, 2025 1203 UTC
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