Morgan Stanley

INVESTMENT MANAGEMENT

China's DeepSeek
Moment

TALES FROM THE EMERGING WORLD | TALES FROM THE EMERGING WORLD | March 2025

For a government seeking to reinvigorate its economy and AUTHORS
infuse its youth with optimism, DeepSeek'’s emergence is more
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than just an artificial intelligence (Al) milestone — it's a timely ~ Co-Head
symbol of China's ambition to claim a leadership role in the tech “ Emerging Markets
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revolution. DeepSeek's breakthrough will likely inspire a new
generation of Chinese talent at a time of renewed nationalism. f. ) samsonHung
With China’s strengths in consumer technologies and cost A, ,:Y;;‘;’;f,;’jj';’jkets
efficiency, we believe a new path has opened for emerging ‘\ Equity Team

market (EM) investors to participate in the Al wave, beyond the
supply chain-centric thematic offered by Taiwan and Korea.

In Silicon Valley, the prevailing belief has been that while China excelled

at scaling and commercializing emerging technologies, it lagged the U.S. in
innovation. This perception was especially strong in Al, where it was assumed
that developing cutting-edge models required immense technical expertise,
advanced semiconductors and massive financial resources—areas where
American tech giants seemingly held the upper hand. However, DeepSeek is
challenging that narrative.

DeepSeek R1, a Chinese large language model (LLM), reportedly trained

for under $6 million—compared to the hundreds of millions spent by U.S.
firms—~has achieved near-parity with top Al models. Its low-cost, high-efficiency
approach is already being adopted by Chinese enterprises in telecom and data
centers, proving that China can develop competitive Al solutions even without
access to the most advanced semiconductor hardware. By optimizing model
architecture and leveraging more modest computing resources, DeepSeek'’s
ability to navigate U.S. export restrictions, demonstrated China’s resilience and
ingenuity in Al. This has sparked fresh enthusiasm in Chinese tech stocks, with
the MSCI China Index surging 26% in the month since DeepSeek was unveiled as
investors anticipated an Al-driven economic boost (Display 7).

DeepSeek is not alone. In March, Chinese startup Butterfly Effect released a demo
of the Manus Al agent, claiming that it has surpassed OpenAl model performance.
The name Manus, which means hand in Latin, comes from the motto “Mens et




Manus" meaning “mind and hand," reflecting its integration of
knowledge and application. The company claims Manus is “a
general Al agent that turns your thoughts into actions.”

Alibaba has already inked a deal with the startup to develop
a Chinese version of the application. The company's demo

Al agents, seen as the next technology evolution, are more
advanced than chatbots. These programs can perform various
tasks by thinking through a problem using a more complex
reasoning abilities without human intervention. Rather than
provide responses to prompts from users through chat-style
interface, Manus is able to execute tasks such as sorting
through resumes or booking travel. As of now, Manus Al is
under a closed invitation-only Beta test and not yet available
for the public to test the results.

Back in January, OpenAl also announced its Al agent “Operator”
and is open for its U.S. based Pro subscribers. Al agents have
been widely seen as the next big thing in Al development in 2025
and beyond and are expected to drive more innovative user
cases, edge Al adoption and more demand for computing power.

Policy Shift

Beyond financial markets, DeepSeek’s emergence comes
at a moment of national pride. The box-office triumph of “Ne
Zha 2" and video game “Black Myth: WuKong" have given rise

to a grassroots confidence, rather than a top-down directive
from Beijing, reinforcing newfound belief in national identity
and tradition. Time will tell if this confidence translates into a
structural shift in the collective mindset to abandon currently

aspirational Western labels and embrace local brands.

DeepSeek’s breakthrough was also welcomed by the
country's political leadership. President Xi Jinping's February
meeting with top tech executives, including Alibaba's Jack
Ma and DeepSeek’s founder Liang Wenfeng, signals a
renewed commitment to fostering private-sector innovation.
This policy shift from regulatory crackdowns to a more
supportive stance, combined with increased private capital
expenditure in the tech sector, should pave the way for long-
term investment opportunities.

For EM equity investors, China's Al ecosystem presents

a unique opportunity beyond the semiconductor-driven
markets of Korea and Taiwan. Unlike these hardware-focused
hubs, China's strength lies in consumer-facing Al applications,
where its massive digital ecosystem and cost efficiencies
provide a competitive edge. U.S. downloads of rednote
(Xiaohongshu) as an alternative to TikTok highlights the
global reach of Chinese consumer tech, further reinforcing
its investment potential.

DISPLAY 1

China's Magnficent 7 Has Outperformed the U.S.'s Magnificent 7

Past performance is no guarantee of future results.
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Source: MSIM, Bloomberg. As of Feb 28, 2025. The U.S. Magnificent 7 are Alphabet, Amazon, Apple, Meta Platforms, Microsoft, Nvidia, Tesla. China's

Magnificent 7 are Alibaba, Baidu, BYD, Meituan, SMIC, Tencent, Xiaomi.
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The Dual-Track Future of Al

While DeepSeek’s success establishes the viability of
cost-optimized Al development, premium Al research—
requiring vast computing resources—will remain critical

for breakthroughs in artificial general intelligence (AGI) and
complex multi-modal tasks. This sets the stage for a dual-
track Al market: China's efficiency-driven approach versus
the capital-intensive, high-performance Al models being
developed in the U.S. and other advanced economies. While
China refines its ability to build powerful Al with limited
resources, firms that are not limited by U.S. chip restrictions

will continue to push the boundaries of Al research through
massive cloud investments.

Rather than an “either-or” scenario, we believe both models
can thrive. Emerging market investors now have access to
a diversified Al opportunity set—one that balances the
high-cost, high-performance Al segment with China's more
accessible, cost-efficient solution. As Beijing intensifies its
tech ambitions, DeepSeek represents more than just an Al
milestone—it's a symbol of China's broader resurgence in
innovation, investment and global competitiveness.

RISK CONSIDERATIONS

There is no assurance that a Portfolio will achieve its investment objective. Portfolios are subject to market risk, which is the possibility that the
market values of securities owned by the Portfolio will decline and that the value of Portfolio shares may therefore be less than what you paid
for them. Market values can change daily due to economic and other events (e.g. natural disasters, health crises, terrorism, conflicts and social
unrest) that affect markets, countries, companies or governments. It is difficult to predict the timing, duration, and potential adverse effects
(e.g. portfolio liquidity) of events. Investments in foreign markets entail special risks such as currency, political, economic, market and liquidity
risks. The risks of investing in emerging market countries are greater than the risks generally associated with investments in foreign developed
countries. The risks associated with emerging markets are magnified when investing in frontier emerging market securities. Diversification

does not eliminate the risk of loss.

INDEX DEFINITIONS

The MSCI China Index captures large and mid-cap representation across
China A-shares, B-shares, H-shares, Red-chips and P-chips. It reflects the
Mainland China and Hong Kong opportunity set from an international
investor's perspective.

IMPORTANT DISCLOSURES

There is no guarantee that any investment strategy will work under all market
conditions, and each investor should evaluate their ability to invest for the
long-term, especially during periods of downturn in the market.

A separately managed account may not be appropriate for all investors.
Separate accounts managed according to the particular Strategy may
include securities that may not necessarily track the performance of a
particular index. Please consider the investment objectives, risks and
fees of the Strategy carefully before investing. A minimum asset

level is required.

For important information about the investment managers, please refer
to Form ADV Part 2.

The views and opinions and/or analysis expressed are those of the author

or the investment team as of the date of preparation of this material and

are subject to change at any time without notice due to market or economic
conditions and may not necessarily come to pass. Furthermore, the views will
not be updated or otherwise revised to reflect information that subsequently
becomes available or circumstances existing, or changes occurring, after the
date of publication. The views expressed do not reflect the opinions of all
investment personnel at Morgan Stanley Investment Management (MSIM)
and its subsidiaries and affiliates (collectively “the Firm"), and may not be
reflected in all the strategies and products that the Firm offers.

Forecasts and/or estimates provided herein are subject to change and may
not actually come to pass. Information regarding expected market returns
and market outlooks is based on the research, analysis and opinions of the
authors or the investment team. These conclusions are speculative in nature,
may not come to pass and are not intended to predict the future performance
of any specific strategy or product the Firm offers. Future results may differ
significantly depending on factors such as changes in securities or financial
markets or general economic conditions.

This material has been prepared on the basis of publicly available information,
internally developed data and other third-party sources believed to be
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reliable. However, no assurances are provided regarding the reliability of such
information and the Firm has not sought to independently verify information
taken from public and third-party sources.

This material is a general communication, which is not impartial, is for
informational and educational purposes only, not a recommendation to
purchase or sell specific securities, or to adopt any particular investment
strategy. Information does not address financial objectives, situation or
specific needs of individual investors.

The indexes are unmanaged and do not include any expenses, fees or sales
charges. It is not possible to invest directly in an index. Any index referred to
herein is the intellectual property (including registered trademarks) of the
applicable licensor. Any product based on an index is in no way sponsored,
endorsed, sold or promoted by the applicable licensor and it shall not have
any liability with respect thereto.

This material is not a product of Morgan Stanley's Research Department and
should not be regarded as a research material or a recommendation.

The Firm has not authorised financial intermediaries to use and to distribute
this material, unless such use and distribution is made in accordance with
applicable law and regulation. Additionally, financial intermediaries are required
to satisfy themselves that the information in this material is appropriate

for any person to whom they provide this material in view of that person'’s
circumstances and purpose. The Firm shall not be liable for, and accepts no
liability for, the use or misuse of this material by any such financial intermediary.

This material may be translated into other languages. Where such a
translation is made this English version remains definitive. If there are any
discrepancies between the English version and any version of this material in
another language, the English version shall prevail.

The whole or any part of this material may not be directly or indirectly
reproduced, copied, modified, used to create a derivative work, performed,
displayed, published, posted, licensed, framed, distributed or transmitted
or any of its contents disclosed to third parties without the Firm's express
written consent. This material may not be linked to unless such hyperlink
is for personal and non-commercial use. All information contained herein is
proprietary and is protected under copyright and other applicable law.

Eaton Vance, Atlanta Capital, Parametric and Calvert are part of
Morgan Stanley Investment Management. Morgan Stanley Investment
Management is the asset management division of Morgan Stanley.

MORGAN STANLEY INVESTMENT MANAGEMENT 3



DISTRIBUTION

This material is only intended for and will only be distributed to persons
resident in jurisdictions where such distribution or availability would not
be contrary to local laws or regulations.

MSIM, the asset management division of Morgan Stanley (NYSE: MS),
and its affiliates have arrangements in place to market each other's
products and services. Each MSIM affiliate is regulated as appropriate

in the jurisdiction it operates. MSIM's affiliates are: Calvert Research and
Management, Eaton Vance Management, Parametric Portfolio Associates
LLC, Parametric SAS, and Atlanta Capital Management LLC.

This material has been issued by any one or more of the following entities:

EMEA:
This material is for Professional Clients/Accredited Investors only.

In the EU, MSIM materials are issued by MSIM Fund Management (Ireland)
Limited ("FMIL"). FMIL is regulated by the Central Bank of Ireland and is
incorporated in Ireland as a private company limited by shares with company
registration number 616661 and has its registered address at 24-26 City Quay,
Dublin 2, DO2 NY19, Ireland.

Outside the EU, MSIM materials are issued by Morgan Stanley Investment
Management Limited (MSIM Ltd) is authorised and regulated by the Financial
Conduct Authority. Registered in England. Registered No. 1981121. Registered
Office: 25 Cabot Square, Canary Wharf, London E14 4QA.

In Switzerland, MSIM materials are issued by Morgan Stanley & Co.
International plc, London (Zurich Branch) Authorised and regulated by
the Eidgendssische Finanzmarktaufsicht (‘FINMA"). Registered Office:
Beethovenstrasse 33, 8002 Zurich, Switzerland.

Italy: MSIM FMIL (Milan Branch), (Sede Secondaria di Milano) Palazzo
Serbelloni Corso Venezia, 16 20121 Milano, Italy. The Netherlands: MSIM
FMIL (Amsterdam Branch), Rembrandt Tower, 11th Floor Amstelplein
11096HA, Netherlands. France: MSIM FMIL (Paris Branch), 61 rue de
Monceau 75008 Paris, France. Spain: MSIM FMIL (Madrid Branch), Calle
Serrano 55, 28006, Madrid, Spain. Germany: MSIM FMIL Frankfurt Branch,
GroBe GallusstraBe 18, 60312 Frankfurt am Main, Germany (Gattung:
Zweigniederlassung (FDI) gem. § 53b KWG). Denmark: MSIM FMIL
(Copenhagen Branch), Gorrissen Federspiel, Axel Towers, Axeltorv2, 1609
Copenhagen V, Denmark.

MIDDLE EAST:

Dubai International Financial Centre: This information does not constitute
or form part of any offer to issue or sell, or any solicitation of any offer to
subscribe for or purchase, any securities or investment products in the UAE
(including the Dubai International Financial Centre and the Abu Dhabi Global
Market) and accordingly should not be construed as such. Furthermore,

this information is being made available on the basis that the recipient
acknowledges and understands that the entities and securities to which it
may relate have not been approved, licensed by or registered with the UAE
Central Bank, the Dubai Financial Services Authority, the UAE Securities
and Commodities Authority, the Financial Services Regulatory Authority or
any other relevant licensing authority or government agency in the UAE.
The content of this report has not been approved by or filed with the UAE
Central Bank, the Dubai Financial Services Authority, the UAE Securities and
Commodities Authority or the Financial Services Regulatory Authority.

morganstanley.com/im

Saudi Arabia

This financial promotion was issued and approved for use in Saudi Arabia by
Morgan Stanley Saudi Arabia, Al Rashid Tower, Kings Sand Street, Riyadh,
Saudi Arabia, authorized and regulated by the Capital Market Authority
license number 06044-37.

us.

NOT FDIC INSURED. OFFER NO BANK GUARANTEE. MAY LOSE
VALUE. NOT INSURED BY ANY FEDERAL GOVERNMENT AGENCY. NOT
A DEPOSIT.

ASIA PACIFIC

Hong Kong: This document has been issued by Morgan Stanley Asia
Limited, CE No. AAD291, for use in Hong Kong and shall only be made
available to “professional investors” as defined under the Securities
and Futures Ordinance of Hong Kong (Cap 571). The contents of this
document have not been reviewed nor approved by any regulatory
authority including the Securities and Futures Commission in Hong
Kong. Accordingly, save where an exemption is available under the
relevant law, this document shall not be issued, circulated, distributed,
directed at, or made available to, the public in Hong Kong.

Singapore: This material is disseminated by Morgan Stanley Invest-
ment Management Company, Registration No. 199002743C. This
material may not be circulated or distributed, whether directly or
indirectly, to persons in Singapore other than to (i) an accredited
investor , (i) an institutional investor as defined in Section 4A of the
Securities and Futures Act, Chapter 289 of Singapore (‘SFA"); or (i)
otherwise pursuant to, and in accordance with the conditions of, any
other applicable provision of the SFA. This publication has not been
reviewed by the Monetary Authority of Singapore.

Australia: This material is provided by Morgan Stanley Investment
Management (Australia) Pty Ltd ABN 22122040037, AFSL No.
314182 and its affiliates and does not constitute an offer of interests.
Morgan Stanley Investment Management (Australia) Pty Limited ar-
ranges for MSIM affiliates to provide financial services to Australian
wholesale clients. This material will not be lodged with the Austra-
lian Securities and Investments Commission.

Japan

This material may not be circulated or distributed, whether directly
or indirectly, to persons in Japan other than to (i) a professional
investor as defined in Article 2 of the Financial Instruments and Ex-
change Act ("FIEA") or (i) otherwise pursuant to, and in accordance
with the conditions of, any other allocable provision of the FIEA.
This material is disseminated in Japan by Morgan Stanley Investment
Management (Japan) Co,, Ltd, Registered No. 410 (Director of Kanto
Local Finance Bureau (Financial Instruments Firms)), Membership:
the Japan Securities Dealers Association, the Investment Manage-
ment Association of Japan and the Type Il Financial Instruments
Firms Association.
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