
 

 

Alger recently hosted a webinar discussing the impact of DeepSeek’s artificial intelligence (AI) model with 
portfolio managers Dan Chung, CFA, and Dr. Ankur Crawford. As a leader in investing in innovation, we 
wanted to provide clients with insights on today’s market environment as it relates to AI. Below are a few 
of the major takeaways from their conversation. 

What is DeepSeek and why should we care?  
DeepSeek is a Chinese AI research lab that created an open-source AI model that emulates the most 
advanced AI models, delivering similar performance at a fraction of the training cost. This shocked equity 
markets as investors called into question the value of spending hundreds of billions of dollars from major 
cloud service providers (i.e., hyperscalers) on AI infrastructure, including GPUs, data centers, and power 
generation. The announcement triggered an abrupt selloff, with shares of AI infrastructure companies hit 
particularly hard. We believe the market’s knee-jerk reaction was unwarranted and actually find 
DeepSeek’s breakthrough an encouraging milestone for AI.  

In our view, the cost of AI models is driven by three factors: 

1. Compute – Hardware 
2. Algorithms – Software  
3. Quality of Data  

DeepSeek was able to deliver their model at a low cost by optimizing  its training data and employing 
innovative software techniques, effectively compensating for older computing hardware. In contrast to the 
current market narrative, we believe this achievement is positive for AI and highlights that AI training can 
be conducted more efficiently than previously thought. As we have previously written about in AI: The 
Declining Cost to Create, as the pace of AI innovation accelerates, we expect a deflationary shift that may 
undermine the pricing power and margin structure of incumbent businesses—reshaping industries and 
creating a rapidly evolving market environment. 

Does this mean the projected spending on AI infrastructure will come down? 
We believe that the projected spending on AI infrastructure may accelerate as the  declining cost to 
produce AI workloads results in increased usage. In our view, AI adoption  was  initially hampered by cost 
and the resulting unattractive enterprise return on investment (ROI). Today, we believe that as the cost to 
produce and use AI declines, this will lead to increased productivity and, therefore, greater compute 
requirements for AI training and inference (i.e., when the trained model makes predictions or decisions).  
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Can you put this in a historical context and relate it to other emerging technologies? 
We believe the accelerating advancements in AI are similar to prior technological breakthroughs, such as 
the build out of wireless communications in the 1980s, the rollout of PCs and the internet in the 1990s, 
and the cost to sequence the human genome in the 2000s. In the early years of each emerging 
technology, Wall Street forecasted their long-term market potential well below actual outcomes because 
analysts failed to account for how innovation dramatically lowers costs and improves utility. As the cost to 
provide each emerging technology fell, adoption accelerated, driving widespread usage and ultimately 
leading to a high ROI and overall profitability (See Echoes of the Past in Emerging Technologies).  

Today, advances in AI training techniques could dramatically lower training costs going forward, signaling 
a phase shift that analysts may have underestimated. In our view, ongoing AI innovation may further 
accelerate demand for AI applications across all industries, where Wall Street analysts may be 
underestimating AI’s long-term market potential (See Understanding DeepSeek’s Role in AI Evolution).    

What is Alger’s investment framework around AI? 
Alger categorizes companies as either AI enablers—providers of AI infrastructure—or AI adopters—
companies using AI technologies to improve their business operations.  

AI enablers are companies that are laying the groundwork for this technological shift, all of which are tied 
to the data center supply chain. For example, companies like Nvidia and Broadcom provide the 
necessary GPUs and networking for AI computing, while Taiwan Semiconductor manufactures nearly 
every AI processing chip globally. AI computing consumes vast amounts of electricity, generating 
significant heat, where companies like Vertiv play a critical role in thermal management. Further, we are 
finding opportunities within traditionally non-growth related areas like utilities, where companies like 
Constellation Energy provide data centers with reliable, low-emission electricity. Additionally, power 
transmission and distribution companies like Eaton and Quanta Services supply the necessary servicing 
and electrical components to support data center operations.  

On the AI adopters’ side, these are companies leveraging AI to improve efficiencies. For example, GFL 
Environmental is leveraging AI to optimize its waste collection operations to reduce operating expense. 
By using AI-driven route optimization and automation, GFL can improve fuel efficiency, reduce labor costs, 
and enhance service reliability. We believe this gives the company a competitive advantage over smaller, 
less technologically advanced waste management firms, allowing it to either lower prices or maintain 
strong profit margins.  

Is Alger excited about any potential future developments in AI? 
While there are many potential opportunities, AI agents and robotics are becoming increasingly 
compelling. An AI agent is a software-driven system that autonomously perceives, processes, and acts on 
data to perform tasks, make decisions, and interact with users or environments. For instance, coding bots 
may soon handle mid-level programming, while humanoid robotics continue advancing—Tesla, for 
example, expects to deliver 10,000 Optimus robots by the end of 2025.1 In elderly care, medical robots 
could assist with daily tasks, enhancing quality of life rather than replacing jobs. 

We also see opportunities in materials and mining, where AI leverages vast data to optimize resource 
extraction. AI-driven robotics are replacing hazardous tasks such as mine inspections, temperature 
monitoring, and structural assessments, which were traditionally performed manually under dangerous 
conditions. As AI adoption accelerates and costs decline, industrial integration will expand, driving 
efficiency gains and investment opportunities, in our view. 

https://www.alger.com/Pages/OnTheMoney.aspx?pageLabel=AOM-Echoes-of-the-Past-in-Emerging-Technologies
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What is Alger’s competitive edge in navigating AI as it evolves? 
We are witnessing a rapid acceleration of innovation across multiple industries, aligning perfectly with our 
investment philosophy of capitalizing on positive dynamic change. That is, companies experiencing “High 
Unit Volume Growth,” where industry leaders benefit from surging demand, or companies undergoing 
“Positive Life Cycle Change,” typically companies experiencing a growth renaissance driven by 
transformative events like product innovation or a change in management. Through rigorous proprietary 
research, such as speaking with industry competitors, suppliers, and customers, we aim to identify 
businesses poised for sustained growth and adept at navigating market disruption. Ultimately, we believe 
our time-tested investment approach enables us to effectively distinguish between potential winners and 
losers, positioning us to potentially seize compelling opportunities in this evolving landscape. 

1 Tesla, Inc. Q4 2024 Earnings Call 

The views expressed are the views of Fred Alger Management, LLC (“FAM”) and its affiliates as of January 2025. These views are 
subject to change at any time and may not represent the views of all portfolio management teams. These views should not be 
interpreted as a guarantee of the future performance of the markets, any security or any funds managed by FAM. These views are 
not meant to provide investment advice and should not be considered a recommendation to purchase or sell securities. Alger pays 
compensation to third party marketers to sell various strategies to prospective investors. 

Risk Disclosures - Investing in the stock market involves risks, including the potential loss of principal. Growth stocks may be more 
volatile than other stocks as their prices tend to be higher in relation to their companies’ earnings and may be more sensitive to 
market, political, and economic developments. Past performance is not indicative of future performance. Investors whose 
reference currency differs from that in which the underlying assets are invested may be subject to exchange rate movements that 
alter the value of their investments. Companies involved in, or exposed to, AI-related businesses may have limited product 
lines, markets, financial resources or personnel as they face intense competition and potentially rapid product 
obsolescence, and many depend significantly on retaining and growing their consumer base. These companies may be 
substantially exposed to the market and business risks of other industries or sectors, and may be adversely affected by negative 
developments impacting those companies, industries or sectors, as well as by loss or impairment of intellectual property rights or 
misappropriation of their technology. Companies that utilize AI could face reputational harm, competitive harm, and legal liability, 
and/or an adverse effect on business operations as content, analyses, or recommendations that AI applications produce may be 
deficient, inaccurate, biased, misleading or incomplete, may lead to errors, and may be used in negligent or criminal ways. AI 
companies, especially smaller companies, tend to be more volatile than companies that do not rely heavily on technology. Investing 
in innovation is not without risk and there is no guarantee that investments in research and development will result in a 
company gaining market share or achieving enhanced revenue. Companies exploring new technologies may face regulatory, 
political or legal challenges that may adversely impact their competitive positioning and financial prospects. Developing technologies 
to displace older technologies or create new markets may not in fact do so, and there may be sector-specific risks. There will be 
winners and losers that emerge, and investors need to conduct a significant amount of due diligence on individual companies to 
assess these risks and opportunities.  

Important Information for US Investors: This material must be accompanied by the most recent fund fact sheet(s) if used in 
connection with the sale of mutual fund and ETF shares. Fred Alger & Company, LLC serves as distributor of the Alger mutual 
funds. 

Important Information for Investors in Australia: This document is provided to prospective investors and, by receiving it, each 
prospective investor is deemed to represent and warrant that it is a “Wholesale Client” (as those terms are defined in Australian 
Corporations Act 2001 (Cth) (Act)). Fred Alger Management, LLC is exempt from the requirement to hold an Australian financial 
services licence under the Corporations Act (as a result of the operation of ASIC Class Order 03/1100 as amended by the ASIC 
Corporations (Repeal and Transitional) Instrument 2016/396 and extended by ASIC Corporations (Amendment) Instrument 
2023/588) in respect of the financial services it provides to wholesale clients in Australia and is regulated by the Securities and 
Exchange Commission under United States laws which differ from Australian laws. 

Important Information for Investors in Brunei: Fred Alger Management, LLC does not have a capital market service license 
under the Securities Market Order 2013 to provide investment advice to clients in, or to undertake investment business in, Brunei. 
By requesting or accepting  financial services  or financial product information from Fred Alger Management, LLC , you agree, 
represent and warrant that you are engaging our services or in receipt of information wholly outside Brunei and, as applicable, 
subject to the  foreign laws of the contract governing the terms of our engagement. This document does not constitute an offer or an 
advertisement within the meaning of the Securities Market Order 2013 and shall not be distributed or circulated to any person in 
Brunei other than the intended  recipient. 

Important Information for Investors in Hong Kong: Fred Alger Management, LLC does not carry on a business in a regulated 
activity in Hong Kong and is not licensed by the Securities and Futures Commission. This document is issued for information 



purposes only. It is not to be construed as an offer or solicitation for the purchase or sale of any financial instruments. It has not 
been reviewed by the Securities and Futures Commission. Fred Alger Management, LLC accepts no liability whatsoever for any 
direct, indirect or consequential loss arising from or in connection with any use of, or reliance on, this document which does not have 
any regard to the particular needs of any person. Fred Alger Management, LLC takes no responsibility whatsoever for any use, 
reliance or reference by persons other than the intended recipient of this document. Any prices referred to herein are indicative only 
and dependent upon market conditions. Past performance is not indicative of future results. Unless otherwise specified, investments 
are not bank deposits or other obligations of a bank, and the repayment of principal is not insured or guaranteed. They are subject 
to investment risks, including the possibility that the value of any investment (and income derived thereof (if any)) can increase, 
decrease or in some cases, be entirely lost and investors may not get back the amount originally invested. The contents of this 
document have not been reviewed by any regulatory authority in the countries in which it is distributed. The opinions and views 
herein do not take into account your individual circumstances, objectives, or needs and are not intended to be recommendations of 
particular financial instruments or strategies to you. This marketing document does not identify all the risks (direct or indirect) or 
other considerations which might be material to you when entering any financial transaction. You are advised to exercise caution in 
relation to any information in this document. If you are in doubt about any of the contents of this document, you should seek 
independent professional advice. 

Important Information for Investors in India: The strategies offered have not been registered with the Securities and Exchange 
Board of India ("SEBI) or any other regulatory or governmental authority in India and no such authority has confirmed the accuracy 
or determined the adequacy of this document. This document does not constitute an offer to sell or a solicitation of an offer to buy 
the strategies from any person other than Fred Alger Management, LLC, and subscription of the strategies shall not be accepted 
from a person to whom this document has not been addressed or sent by the Fred Alger Management, LLC. This document is not 
and should not be considered as a Prospectus. The strategies are not being offered for sale or subscription but are being privately 
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for or purchase the strategies being offered and comply with all relevant Indian laws in this respect. Any offer or its acceptance is 
subject to compliance in India with applicable Indian law. None of the Fred Alger Management, LLC, their officers, employees [or 
affiliates] are expected to be registered with any regulatory or governmental authority in India in respect to their respective roles or 
functions in relation to the strategies. 

Important Information for Investors in Israel: Fred Alger Management, LLC is neither licensed nor insured under the Israeli 
Regulation of Investment Advice, of Investment Marketing, and of Portfolio Management Law, 1995 (the "Investment Advice Law"). 
This presentation is for information purposes only and should not be construed as an offering of Investment Advisory, Investment 
Marketing or Portfolio Management services (As defined in the Investment Advice Law). Services regulated under the Investment 
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with appropriate disclosure regarding all matters that are material to a proposed transaction or to the advice given; (4) a prohibition 
on preferring certain Securities or other Financial Assets; (5) providing disclosure about "extraordinary risks" entailed in a 
transaction (and obtaining the client's approval of such transactions, if applicable); (6) a prohibition on making Portfolio Management 
fees conditional upon profits or number of transactions; (7) maintaining records of advisory/discretionary actions. This presentation 
is directed at and intended for Qualified Clients only. 

Important Information for Investors in Singapore: Fred Alger Management, LLC is not registered with or licensed by the 
Monetary Authority of Singapore under the Securities and Futures Act 2001 or the Financial Advisers Act 2001, and accordingly, is 
not purporting to conduct any business activity for which licensing or registration is required in Singapore. You acknowledge and 
agree that you have approached Fred Alger Management, LLC at your initiative and that any requests that may be made by you for 
information on any product or service are unsolicited. Nothing in this document shall be construed as an offer to sell or the 
solicitation of the sale of or an offer to purchase any product or to engage any service by Fred Alger Management, LLC referred to 
or discussed in this document. This information contained in this document is for informational purposes only, and was prepared 
without regard to the specific investment objectives, financial situation or particular needs of any particular person.  Nothing in this 
document constitutes investment, legal, accounting, tax or other advice nor a representation that any product, service, investment or 
investment strategy is suitable for any recipient of this document. No legally binding terms are created herein or shall be created 
until definitive documentation is executed and delivered in accordance with any applicable law. The recipients of this document are 
required to maintain the confidentiality of the information contained herein. Under no circumstances may this document and/or its 
contents be reproduced or redistributed in any format without the prior written approval of Fred Alger Management, LLC. 

Important Information for Investors in Taiwan: Fred Alger Management, LLC  is not licensed to engage in an investment 
management or investment advisory business in Taiwan and the services described herein are not permitted to be provided in 
Taiwan. However, such services may be provided outside Taiwan to Taiwan resident clients. 

Important Information for Investors in the UK and EU: This material is directed at investment professionals and qualified 
investors (as defined by MiFID/FCA regulations). It is for information purposes only and has been prepared and is made available 
for the benefit investors. This material does not constitute an offer or solicitation to any person in any jurisdiction in which it is not 
authorised or permitted, or to anyone who would be an unlawful recipient, and is only intended for use by original recipients and 
addressees. The original recipient is solely responsible for any actions in further distributing this material and should be satisfied in 
doing so that there is no breach of local legislation or regulation. 

Certain products may be subject to restrictions with regard to certain persons or in certain countries under national regulations 
applicable to such persons or countries.  

Alger Management, Ltd. (company house number 8634056, domiciled at 85 Gresham Street, Suite 308, London EC2V 7NQ, UK) is 
authorised and regulated by the Financial Conduct Authority, for the distribution of regulated financial products and services. FAM, 
Weatherbie Capital, LLC, and/or Redwood Investments, LLC, U.S. registered investment advisors, serve as sub-portfolio manager 
to financial products distributed by Alger Management, Ltd. 



Alger Group Holdings, LLC (parent company of FAM and Alger Management, Ltd.), FAM, and Fred Alger & Company, LLC are not 
an authorized persons for the purposes of the Financial Services and Markets Act 2000 of the United Kingdom (“FSMA”) and this 
material has not been approved by an authorized person for the purposes of Section 21(2)(b) of the FSMA. 

Important Information for Investors in the U.A.E.: This document is intended for distribution only to Professional Clients. It must 
not be delivered to, or relied on by, any other person. The Dubai Financial Services Authority has no responsibility for reviewing or 
verifying any documents in connection with the advisory services. The Dubai Financial Services Authority has not approved this 
document nor taken steps to verify the information set out in it, and has no responsibility for it. If you do not understand the contents 
of this document you should consult an authorized financial adviser. 

The following positions represent firm wide assets under management as of November 30, 2024: OpenAI, 0.0%, DeepSeek, 0.0%, 
NVIDIA Corporation, 8.89%, Broadcom Inc., 1.48%, Taiwan Semiconductor Manufacturing Co., Ltd. Sponsored ADR, 1.76%, Vertiv 
Holdings Co. Class A, 1.56%, Constellation Energy Corporation, 0.54%, Eaton Corp. Plc, 0.38%, Quanta Services, Inc., 0.37%, 
Tesla, Inc., 1.45%, GFL Environmental Inc, 2.03%.   
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