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Will the Magnificent 7 go the same way as the
Seven Samurai?
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At a glance



— 2024 market activity was defined by Al spending, and the spending continues apace.
— The key Al leaders faced disruption at the start of 2025.

— DeepSeek doing the same in Al for much less adds in much uncertainty.

It's only a slight oversimplification to say that what mattered most in equity markets in 2024
was: how much you were spending on Al, how much your Al clients were buying from you and
how close your CEO was to the incoming US president.

To reiterate, it is not normal for half of the S&P 500’'s annual performance to come from just
seven names. It is even more unusual for 20% of gains to come from just one company, in this
case Al chip manufacturer Nvidia. But this is what happened in 2024. These huge companies
(Apple, Microsoft, Nvidia, Alphabet, Amazon, Meta and Tesla) have been dubbed the
Magnificent Seven and it's not just their share prices that have been magnificent. Their
operating businesses have also impressed. Apple’s operating profit rose 6% year-on-year in the
recently reported quarter to the end of December, driven by 14% growth in their highly
profitable services business, such as iCloud, the App Store and Apple Pay.

Alphabet’'s Q4 2024 revenue rose 12%, and operating profit rose a whopping 30% as the
company saw sales, general and advertising costs fall over the year. Meta faired even better,
with 21% revenue and 43% operating profit growth.

By contrast, Tesla saw only a 2% increase in revenue and a 23% decrease in operating profit as
their average car prices continue to fall. Not that this affected the share price. (See the “How
close was your CEO to the incoming US President” comment above).



Tesla's share price and EPS
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And Amazon? They reported 11% revenue growth and a massive 60% increase in operating
profit as their huge (and hugely profitable) cloud business grew another 19%.

Big spenders

It's just as well these companies are seeing such impressive revenue and profit growth. Many
say tech is the new oil, and those big tech firms have been consistently spending more on
capital expenditure than energy major Exxon for the past five years. Way more. While Exxon
spends $7-8 billion per quarter, Alphabet spent $14 billion in their latest quarter, Meta $14
billion, Microsoft $16 billion and Amazon $28 billion. If we include research and development
costs too, then Alphabet spent $17 billion, Meta $23 billion, Microsoft $24 billion and Amazon
an astonishing $54 billion. And that’s just in one quarter! As big technology companies race to
stay ahead of the Al game they are investing huge amounts in infrastructure, and a lot of this is
being spent on Nvidia's Al chips. (Nvidia reports at the end of February.)

Risky business

We believe these large technology companies are prudent to invest heavily in Al to increase the
economic moat around their businesses and to ensure they remain at the cutting edge of this
technology. That said, the seemingly much cheaper DeepSeek Al model released a couple of
weeks ago, and the sheer size of their current Al spending demonstrates that these companies
are not without risk. Does it also foretell an East/West split on Al? These are the biggest
companies in the world with some of the largest revenues and highest profits. And yet, even
they are spending substantial amounts of revenue on capex and research and development.

Alphabet spent 28%, Meta 48%, Microsoft 34% and Amazon 27% in the most recent quarters.

These substantial investments show that maintaining a competitive edge is not only a massive



financial strain but also carries a degree of uncertainty, which could have long-term implications
on their profitability.

Conclusion

Perhaps markets will be more selective in rewarding companies for their Al investment in 2025,
given the volatility following the launch of DeepSeek’s model. Magnificent 7 stocks have
recovered somewhat but questions are arising about some of these companies’ lofty valuations.
Nvidia had $350 billion in market capitalisation wiped off in January, compared to Meta’s gain
of $270 billion and Alphabet’s $180 billion. Concentration was the buzzword of 2024; will this
year be about diversification? Perhaps the Magnificent Seven'’s rise is Hollywood’s version of the
Japanese classic, the Seven Samurai. However, time will tell if the ending will be the same—only
three of the seven samurai were left standing by the end.
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