
A: Vik Heerah, Chief Marketing 
Officer: Xuesong, we are in a period of 
geopolitical instability at the moment, 
but the AI trade has remained intact. 
What has driven that?

A: Xuesong Zhao (XZ), Manager of 
the Polar Capital Artificial Intelligence 
Fund: Model development last year 
had a profound impact on the demand 
side. Leading-edge model developers 
improved the architecture of the model, 
so that the hallucination rate declined 
quite meaningfully. As a result of this 
improvement, from Q3 last year enterprise 
adoption hit an inflection point, increasing 
significantly, which provided a very strong 
backdrop for CapEx investment. That, 
perhaps, is a key reason why you have 
seen the hyperscalers revise up CapEx quite 
meaningfully, and the capacity-related trade 
has been doing very well. At the same time, 
more and more enterprises embracing AI 
tells investors how great the technology is, 
but more importantly how it is starting to 
show some P&L impact. That perhaps is the 
reason why you have seen the AI-related 
trade been isolated from the macro noise. 

Q: VH: You have been managing an 
artificial intelligence fund for a number 
of years now. Has the model progress 
and its rate of change surprised you?

A: XZ: Yes, definitely, particularly from 
Q3 last year. The model development 
improvement means it actually costs less 
for you to use the model. Even though 
the model may occasionally still give you 
mistakes, you do not need to hire dedicated 
people to cross-check the results.

That is why enterprise adoption has 
increased quite significantly, and the pace 
of adoption has surprised us on the upside. 
At the same time, the pace of development 
for agentic AI actually surprised us most. This 
means now quite a lot of workloads can run 
with large language models without human 
intervention, and that is going to have an 
impact across whole sectors.

Q: VH: A misconception about your 
Fund is that it is a tech fund. It is not – 
it’s a global equity fund and you invest 
across a number of sectors. How has 
business adoption of AI been so far, and 
how is that pace of change?

A: XZ: Last year, for Q3, when companies 
reported their results close to the end of the 
year, around 15% of S&P 500 companies 
were talking about tangible evidence to 
show they were adopting AI. e This was 
right after the new model launches, so 
we expect this number to increase more 
significantly because we have been talking 
about AI being a discontinuous technology 
breakthrough for a very long time. One of 
the unique features of this technology is 
that once it hits inflection point, you should 
expect a very steep adoption curve and we 
believe that is what is happening now. 

Q: VH: Looking ahead on the horizon, 
are there any other events coming up 
that you have got an eye on? NVIDIA 
Blackwell for example, I don’t think we 
have yet seen the impact of that. What 
are you thinking about at the moment? 

A: XZ: New models coming out of the 
developers using Blackwell is something we 
look very closely at, as you alluded to.

We have not really seen any models that 
have been trained with the most advanced 
GPU yet, i.e. the Blackwell generation. We 
hope both Meta and OpenAI can launch this 
model quite soon, and we think performance 
should improve quite significantly – that is 
the first thing. The second thing is, at the 
moment, all these leading edge models are 
built on something called the transformer 
model, which was invented by Google back 
in 2017 and we want to make sure that the 
architecture of this model will not change 
significantly. That is something we look at 
very closely as well.

Q: VH: In terms of the non-tech areas in 
the Fund, can you give us a feel for the 
sectors that you are exposed to and the 
opportunities that you are finding?

A: XZ: One of the interesting philosophical 
ideas we have is that we think physical asset 
owners can benefit more from adopting AI. 
We look at industrial companies including 
airlines, airports, manufacturing,  chemicals, 
and also transportation companies. We 
see quite a significant AI adoption in these 
areas. More importantly, some of the 
companies have demonstrated tangible 
evidence of benefits from AI and that is why 
they have had a very strong rerating in the 
past few quarters.
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Q: VH: As you are running a global 
equity fund, a key part of it, particularly 
with a disruptive technology like AI, is 
avoiding the losers. How much do you 
think about that?

A: XZ: That is actually quite important. I 
can give you one example: the entire model 
architecture was changed or redesigned, 
so the hallucination rate declined very 
dramatically. As a result of that, enterprises 
started using AI to do things very 
differently. One example is that they can 
replicate quite a lot of the functionality 
from existing packaged software, and that 
is why, once we realised that was the case, 
we thought unique data points may not 
be the advantage anymore. As a result, 
we significantly reduced our exposure to 
application software and also the business 
analytics segment, which helped us avoid 
some of the multiple compression that 
happened after we sold those stocks.

Q: VH: I am sure you get a lot of 
questions about valuations, as 
technology has had a strong run.  
What do you say to investors  
concerned about these levels?

A: XZ: We should look at whether this 
is multiple driven or earnings driven. 
Since ChatGPT was launched, the super 
majority of the returns specific for tech 
(Nasdaq) has been driven by earning 
revisions – slightly over 80%. Less than 
20% of the returns came from valuation 
multiples rerating. When you look at 
non-tech sectors for companies who 
can demonstrate they benefited from 
AI by changing business models, for 
example Walmart, who have enjoyed a 
very significant rerating. We think the 
rerating is fair because they permanently 
changed their business model. For certain 
companies which use AI and  benefit 
from it, but are still in the early stage of 
demonstrating the return you see the multiple 
move up a little bit but not significantly, 
which is why we still see the potential. 

If we split tech versus non-tech, we think 
tech has been doing very well in terms of 
returns, but it is earnings driven. We think 
it is more interesting to find opportunities 
outside the tech sector for companies which 
use AI to do things differently and we think 
you should see a very meaningful rerating 
happening. That is the reason why we feel 
quite excited about opportunity there.

Q: VH: Finally, looking ahead, how have 
you positioned the portfolio? What 
does it look like at the moment?

A: XZ: At the moment, slightly over 40% 
in the technology sector, mainly investing 
in enabling technology. Around 60% is 
invested outside the tech sector. Industrial 
is one of the sectors we look at very closely 
and also the consumer sector, that is mainly 
offline merchants. Lastly, the chemical and 
energy sector, where we think can benefit 
from AI-related demand. So the portfolio 
is quite well balanced and we have a bias 
towards growth.
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Risks 

•	 Capital is at risk and there is no guarantee 
the Fund will achieve its objective. Investors 
should make sure their attitude towards risk 
is aligned with the risk profile  of the Fund 
before investing. 

•	 Past performance is not a reliable guide to 
future performance. The value of invest-
ments may go down as well as up and you 
might get back less than you originally 
invested as there is no guarantee in place. 

•	 The value of a fund’s assets may be affected by 
uncertainties such as international political de-
velopments, market sentiment, economic condi-
tions, changes in government policies, restrictions 
on foreign investment and currency repatriation, 
currency fluctuations and other developments in 
the laws and regulations of countries in which 
investment may be made. Please see the Fund’s 
Prospectus for details of all risks. 

•	 The fund is exposed to Sustainability risks which 
are environmental, social and governance factors 
that could have an actual or potential material 
negative impact on the value of the Fund and its 
risk factors.

•	 The Fund invests in the shares of companies and 
share prices can rise or fall due to several factors 
affecting global stock markets.

•	 The Fund uses derivatives which carry the risk of 
reduced liquidity, substantial loss, and increased 
volatility in adverse market conditions, such as 
failure amongst market participants.

•	 The Fund invests in assets denominated in curren-
cies other than the Fund’s base currency. Changes 
in exchange rates may have a negative impact on 
the Fund’s investments. If the share class currency 
is different from the currency of the country in 
which you reside, exchange rate fluctuations may 
affect your returns when converted into your 
local currency. 

•	 The Fund invests in emerging markets where 
there is a greater risk of volatility due to political 
and economic uncertainties, restrictions on 
foreign investment, currency repatriation and 
currency fluctuations. Developing markets are 
typically less liquid which may result in large price 
movements to the Fund.

Important Information: This is a marketing 
communication and does not constitute a solicitation 
or offer to any person to buy or sell any related 
securities or financial instruments. Any opinions 
expressed may change. This document does not 
contain information material to the investment 
objectives or financial needs of the recipient. 
This document is not advice on legal, taxation or 
investment matters. Tax treatment depends on 
personal circumstances. Investors must rely on 
their own examination of the Fund or seek advice. 
Investment may be restricted in other countries and 
as such, any individual who receives this document 
must make themselves aware of their respective 
jurisdiction and observe any restrictions. 

A decision may be taken at any time to terminate the 
marketing of the Fund in any EEA Member State in 
which it is currently marketed. Shareholders in the 
affected EEA Member State will be given notification 
of any decision and provided the opportunity to 
redeem their interests in the Fund, free of any 
charges or deductions, for at least 30 working days 
from the date of the notification. 

Investment in the Fund is an investment in the shares 
of the Fund and not in the underlying investments 
of the Fund. Further information about fund 
characteristics and any associated risks can be found 
in the Fund’s Key Information Document or Key 
Investor Information Document (“KID” or “KIID”), 
the Prospectus (and relevant Fund Supplement), the 
Articles of Association and the Annual and Semi-
Annual Reports. Please refer to these documents 
before making any final investment decisions.  These 
documents are available free of charge at Polar 
Capital Funds plc, Georges Court, 54-62 Townsend 
Street, Dublin 2, Ireland, via email by contacting 
Investor-Relations@polarcapitalfunds.com or by 
visiting www.polarcapital.co.uk. The KID is available 
in the languages of all EEA member states in which 
the Fund is registered for sale; the Prospectus, Annual 
and Semi-Annual Reports and KIID are available in 
English. 

The Fund promotes, among other characteristics, 
environmental or social characteristics and is classified 
as an Article 8 fund under the EU’s Sustainable 
Finance Disclosure Regulation (SFDR). For more 
information, please see the Prospectus and relevant 
Fund Supplement. 

ESG and sustainability characteristics are further 
detailed on the investment manager’s website: 
- https://www.polarcapital.co.uk/ESG-and-
Sustainability/Responsible-Investing/. 

A summary of investor rights associated with 
investment in the Fund can be found here.

This document is provided and approved by both 
Polar Capital LLP and Polar Capital (Europe) SAS. 

Polar Capital LLP is authorised and regulated by 
the Financial Conduct Authority (“FCA”) in the 
United Kingdom, and the Securities and Exchange 
Commission (“SEC”) in the United States. Polar 
Capital LLP’s registered address is 16 Palace Street, 
London, SW1E 5JD, United Kingdom. 

Polar Capital (Europe) SAS is authorised and 
regulated by the Autorité des marchés financiers 
(AMF) in France. Polar Capital (Europe) SAS’s 
registered address is 18 Rue de Londres, Paris 75009, 
France. 

Polar Capital LLP is a registered Investment Advisor 
with the SEC. Polar Capital LLP is the investment 
manager and promoter of Polar Capital Funds plc – 
an open-ended investment company with variable 
capital and with segregated liability between its 
sub-funds – incorporated in Ireland, authorised by the 
Central Bank of Ireland and recognised by the FCA. 
FundRock Management Company (Ireland) Limited 
acts as management company and is regulated by 
the Central Bank of Ireland. Registered Address: Percy 
Exchange, 8/34 Percy Place, Dublin 4, Ireland.

For UK investors: The Fund is recognised in the 
UK under the Overseas Funds Regime (OFR) but it 
is not a UK-authorised Fund. UK investors should 
be aware that they may not be able to refer a 
complaint against its Management Company or its 
Depositary to the UK’s Financial Ombudsman Service. 
Any claims for losses relating to the Management 
Company or the Depositary will not be covered by 
the Financial Services Compensation Scheme, in the 
event that either entity should become unable to 
meet its liabilities to investors. For information on the 
complaint process to the Management Company, 
please see the Country Supplement for this fund 
available at https://www.polarcapital.co.uk/

Benchmark: The Fund is actively managed and 
uses the MSCI ACWI Net TR Index as a performance 
target and to calculate the performance fee. The 
benchmark has been chosen as it is generally 
considered to be representative of the investment 
universe in which the Fund invests. The performance 
of the Fund is likely to differ from the performance 
of the benchmark as the holdings, weightings 
and asset allocation will be different. Investors 
should carefully consider these differences when 
making comparisons. Further information about 
the benchmark can be found here. The benchmark 
is provided by an administrator on the European 
Securities and Markets Authority (ESMA) register of 
benchmarks which includes details of all authorised, 
registered, recognised and endorsed EU and third 
country benchmark administrators together with their 
national competent authorities. 

Third-party Data: Some information contained 
herein has been obtained from third party sources 
and has not been independently verified by Polar 
Capital. Neither Polar Capital nor any other party 
involved in or related to compiling, computing or 
creating the data makes any express or implied 
warranties or representations with respect to such 
data (or the results to be obtained by the use 
thereof), and all such parties hereby expressly disclaim 
all warranties of originality, accuracy, completeness, 
merchantability or fitness for a particular purpose 
with respect to any data contained herein.

Country Specific Disclaimers: Please be aware that 
not every share class of every fund is available in all 
jurisdictions. When considering an investment into 
the Fund, you should make yourself aware of the 
relevant financial, legal and tax implications. Neither 
Polar Capital LLP nor Polar Capital Funds plc shall be 
liable for, and accept no liability for, the use or misuse 
of this document. 

The Netherlands: This document is for professional 
client use only in the Netherlands and it is intended that 
the Fund will only be marketed to professional clients in 
the Netherlands. Polar Capital Funds plc is authorized 
to offer shares in the Fund to investors in the 
Netherlands on a cross border basis and is registered as 
such in the register kept by the Dutch Authority for the 
Financial Markets (“AFM”) www.afm.nl.

Spain: The Fund is registered in Spain with the 
Comisión Nacional del Mercado de Valores (“CNMV”) 
under registration number 771. 

Switzerland: The principal Fund documents (the 
Prospectus, Fund Supplement, KIDs, Memorandum 
and Articles of Association, Annual Report and 
Semi-Annual Report) of the Fund may be obtained 
free of charge from the Swiss Representative. The 
Fund is domiciled in Ireland. The Swiss representative 
is FundRock Switzerland SA, Route de Cité-Ouest 
2, 1196 Gland, Switzerland. The paying agent in 
Switzerland is Banque Cantonale de Genève, 17 quai 
de I’Ile, 1204 Geneva, Switzerland. 

Austria / Belgium / Denmark (professional 
only) / Finland / France / Germany / Gibraltar / 
Guernsey / Ireland / Italy / Jersey / Liechtenstein 
/ Luxembourg / Netherlands / Norway / Portugal 
/ Spain / Sweden / Switzerland and the United 
Kingdom: The Fund is registered for sale to investors 
in these countries. 
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