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Executive Summary

We see today’s Chinese technology sector as a Compressed Spring. As of early 2026, a deep disconnect
has opened up between how the market prices Chinese equities and what is actually happening on the
ground. While global investors remain fixated on the soaring valuations of U.S. tech, Chinese

technology is quietly transforming in what we would describe as the valuation basement. (see Figure
1).
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February 4, 2025 Structural review of the disconnect between market pricing and fundamental shifts

Figure 1. The compressed spring in the skyscraper basement

Key takeaway: Our view is that Chinese tech is priced for pessimism while fundamentals are improving—creating an
asymmetric setup.
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In our view, this is one of the most compelling strategic opportunities in the current global capital
cycle. The sector offers an asymmetric risk-reward: the downside is structurally constrained, while the
upside is still largely unrecognized and unpriced.

Our thesis for a 2026 recovery is built on three core pillars. First, artificial intelligence is undergoing a
paradigm shift—from brute-force, capital-intensive scaling to extreme architectural efficiency. Second,
we are seeing a clear regulatory pivot away from involution and toward high-quality growth, which is
enabling a meaningful margin recovery for leading platforms. Third, we expect a structural rotation of
household savings—between $4 trillion and $10 trillion—as long-term deposits mature and capital
searches for higher yields. (see Figure 2).

THE THESIS: ASYMMETRY & DISCONNECT

THE PENTHOUSE
(Global Perception)

» Focus: US 'Magnificent
Seven’ & SPX (P/E 27.85x).

» Sentiment: Euphoria /
Priced for Perfection.

¢ Metric: High Valuations,
crowded trades.

THE BASEMENT
(Chinese Reality)

» Focus: Chinese Tech

($KWEB ~$35.90, $BABA ~$173). ,:

« Sentiment: Despair /
Ignored.

* Metric: Deep Value,
Structural Shift.

THE CONVERGENCE OF FORCES (2026)

ANTI-INVOLUTION:
End of Price Wars.

CAPITAL ROTATION:
$23 Trillion Repricing.

REFLATIONARY POLICY:
Austerity to Stimulus.

Al EFFICIENCY SHOCK:
DeepSeek Moment.

Figure 2. The thesis: asymmetry & disconnect

Key takeaway: We frame the opportunity around (i) Al efficiency gains, (ii) a regulatory pivot toward high-quality growth,
and (iii) household savings rotation into risk assets.

With the KraneShares CSI China Internet ETF ($KWEB) trading near $35.90, we believe valuations
have reached a fundamental floor. The interplay of fiscal stimulus, capital rotation, and technological
breakthroughs is creating a vacuum of value that contrasts sharply with saturated U.S. markets. While
most investors remain captivated by the shining floors of the U.S. skyscraper, we think the real stored
energy lies in the compressed spring in the basement.

Impact on U.S. Markets: The Valuation Divergence
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The strategic gap between the U.S. Magnificent Seven and Chinese Big Tech has, in our view, reached a
critical tipping point. U.S. markets continue to trade at a substantial premium, but the efficiency of
Chinese innovation is increasingly challenging the sustainability of the enormous capex cycles in the
West. This is no longer just a geographic split; it is fundamentally about capital productivity.

We see the rise of Intelligence Dumping as a serious competitive threat to U.S. hyperscalers. The
development of the DeepSeek-R1 model is emblematic: it has achieved performance in line with GPT-4
for under $6 million, versus estimates of around $3 billion for OpenAl. This dramatic cost advantage is
powered by architectural advances such as Multi-Head Latent Attention (MLA) and MoE (Mixture-of-
Experts) architectures. These innovations allow Chinese players to set a new global price benchmark
for Al services. (see Figure 3).

THE DEEPSEEK MOMENT: EFFICIENCY > BRUTE FORCE

OpenAl GPT-4
Cost: ~$3 Billion+

Paradigm Shift (Jan 20, 2025)
* Metrics: 1,600-1,850 tokens/s on

H800 GPU.
Capital » Efficiency: ~10x vs Nvidia H200
Efficiency reference. ‘
Shock » The Shift: From 'More Compute' to

'‘Better Architecture' (MLA, MoE).

« Implication: China establishes a new
DeepSeek R1 global cost benchmark for
Cost: <$6 Million Intelligence Dumping.

Chinese Tech Majors (Baidu, Alibaba, Tencent) are not catching up;

they are changing the unit economics of Al.

Figure 3. The DeepSeek moment: efficiency over brute force

Key takeaway: DeepSeek-R1’s cost curve highlights an efficiency shock that could reset Al pricing and challenge the
sustainability of Western capex intensity.

Against that backdrop, the roughly $240 billion in aggregate capex by U.S. firms—including Microsoft’s
deployment of 485,000 GPUs—may rest on a less efficient model, especially when we compare it with
Chinese firms delivering similar levels of intelligence at 10-15x lower cost.

In semiconductors, Nvidia’s software moat remains powerful, but Chinese challengers such as
$Cambricon and $SMIC are advancing quickly. Progress on 7-nm N+2 processes signals that China is
finding workarounds to export controls. This domestic capacity build-out gradually reduces long-term
dependence on U.S. hardware and chips away at the absolute dominance of Western chipmakers.
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Comparative Market Valuations (Early 2026)

Index / Market Forward P/E Ratio Strategic Context

S&P 500 ($SPX) 27.85 Premium pricing near historical
highs.

Nasdaq Composite 40+ Driven by extreme Al
infrastructure spend.

Hang Seng Tech 22.6 31st percentile of historical range;
deep value.

$KWEB ~24.5 Historically suppressed relative to
earnings.

A further layer of support comes from FX. A stronger Yuan (CNY = 6.96) offers a natural tailwind for
U.S.-based holders of Chinese ADRs. With Morgan Stanley targeting 6.80 by year-end, we read the
PBOC'’s stance as a signal of confidence in trade health and a reduction in capital flight risk.

Impact on Europe and Global Markets: The New Export Paradigm

China is now moving into what we call Going Global 2.0. The country is transitioning from exporting
low-cost goods to exporting high-end technological ecosystems. We are no longer simply seeing
hardware shipments—we are seeing the rollout of full-stack service infrastructures across the Global
South and the Middle East.

Autonomous systems are a leading example. The expansion of $BIDU Apollo Go in Abu Dhabi, in
partnership with K2 AutoGo, is emerging as a blueprint for global Al service exports. The domestic
numbers validate the maturity of this ecosystem: by early 2026, Apollo Go has completed over 17
million trips, running at a pace of roughly 320,000 trips per week. By launching fully driverless,
commercial robotaxi services offshore, these companies are establishing early, scalable footprints in
emerging markets—often ahead of Western peers. (see Figure 4).
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BAIDU ($BIDU): UNLOCKING HIDDEN VALUE

SUM-OF-THE-PARTS (SOTP)
Total Market Cap (~$55B)

Catalyst:
Kunlunxin IPO Filing (Jan 1, 2026).

: Valuation Logic:
SRR | £t Value $15-228 + Kunlunxin Rev (2026E): ~6.58 RMB.
(Chips) (30-40% of Cap) « Sector Multiple: 30-40x P/S.

» Implied Unit Value: $25-378.

Operational Highlights

Search + ; : : - :
g,z:fd + * Apollo Go: First driverless service outside China

« Scale: >17M cumulative rides.
+ Price Target: Fair Value $150-205 (Current ~$157).

Total Market Cap (~$55B)

Figure 4. Baidu: unlocking hidden value via SOTP

Key takeaway: We see Apollo Go’s offshore expansion as early proof of exportable Al services, while Kunlunxin’s IPO is a
potential SOTP catalyst for Baidu.

At the same time, this new export paradigm faces friction. We observe what we describe as ASEAN
Rerouting: China’s record $1.19 trillion trade surplus is increasingly sustained via transshipment
through countries such as Vietnam and Thailand. While this preserves trade volumes, it also heightens
the risk of regulatory pushback from Europe and the U.S., where policymakers are paying closer
attention to the true origin of goods. This geopolitical tension forms an important backdrop to the
domestic sector shifts we are tracking.

Sectoral Movements and Tactical Watchlist

We believe 2026 marks the end of the involution cycle. Years of hyper-competition and aggressive
price wars have steadily eroded margins. Now, regulators are actively discouraging destructive
subsidies, allowing leading platforms to pivot from pure scale to margin expansion and high-quality
growth.

Deep Dive: The Al Powerhouse ($BIDU)

We see the upcoming IPO of Kunlunxin, Baidu’s Al chip subsidiary, as a major catalyst for a Sum-of-the-
Parts (SOTP) revaluation. We estimate Kunlunxin’s valuation at $25-37 billion, driven by revenues
rising from 3.5 billion yuan in 2025 to 6.5 billion yuan in 2026, an 85% YoY growth rate. With Baidu
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owning 59%, this unit alone represents roughly 30-40% of Baidu’s $54 billion market cap. In our view,
Baidu should be understood as a vertically integrated Al powerhouse, not a legacy search company in
decline.

Deep Dive: Margin Recovery (Meituan & $BABA)

The food delivery price wars are finally cooling. Following anti-monopoly actions in January 2026, we
expect Meituan’s Core Local Commerce margins to continue recovering from the H1 2025 low of 0.2%.
By Q4 2025, margins had already rebounded to 8-9%, and we see a path toward the 12-15% target
range. This pivot from volume-at-all-costs to profit-per-order is, in our view, a structural positive for
sector valuations. (see Figure 5).

MEITUAN: THE END OF ‘INVOLUTION’

Regulatory Pivot from Price Wars to Profitability

Core Local Commerce Operating Margin

Anti-Involution
Policy Effect

s 13.7%

12.0%

Scenario Analysis:

10.0%

» Base Case (65-70% Prob):
Margin returns to 12-15%.
Upside: 15-25%.
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« Aggressive Case (30% Prob):
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[ Insight: The government mandate for “High-Quality Growth" stops capital incineration. Reduced subsidies = Instant profitability. ]

Figure 5. Meituan: the end of involution

Key takeaway: In our view, the policy pivot away from destructive subsidy wars is enabling a durable margin recovery for
leading consumer platforms.

Deep Dive: Import Substitution ($Cambricon)

We currently maintain a hold stance on “the Chinese Nvidia”. Cambricon stands out as a key
beneficiary of the projected $98 billion total Chinese Al spend in 2026. At the same time, we need to
weigh its 500,000-unit production goal—including Siyuan 590/690 chips—against current 7-nm yield
issues, which we estimate at roughly 20%. The software moat remains a challenge relative to Nvidia,
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but we see government procurement catalogues as providing a guaranteed demand floor. (see Figure
6).

CAMBRICON: THE IMPORT SUBSTITUTION PLAY

- The “Chinese Valuation & Reality
'+ Nvidia” Check
' « Strategic Position: « Market Cap: ~$70-80B.
Primary beneficiary of « Verdict: STRATEGIC
US sanctions. HOLD.

« Production: Tripling « Rationale: Price assumes
output to 500k perfection. Limited upside
units/year in 2026. (0-10%) in base case.

= « Financials: Turnaround e« Risks: SMIC 7nm yield
- to Profit (H1 2025 Net issues (~20%) & lack of
Income 1.04B RMB). CUDA software ecosystem.

Figure 6. Cambricon: the import substitution play

Key takeaway: We keep a disciplined stance: the demand backdrop is strong, but yield constraints and software ecosystem
gaps remain the core gating factors.

Tactical Watchlist
e $TCEHY - We are monitoring the resilience of cloud services and gaming margins.

e $JD - We are watching for supply chain efficiency gains as the economy reflates.
e $TLT - We use this as a macro benchmark for global rate sensitivity.

The Grey Rhinos: Underestimated Macro Risks

Our outlook is constructive, but we remain attentive to what we call the Grey Rhinos—high-
probability risks that are still being discounted by the broader reflation narrative. (see Figure 7).
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‘GREY RHINOS’: RISKS & INVALIDATION

Anti-Involution Tax: Higher prices may depress low/mid-income demand.

ASEAN Rerouting: US/EU crackdowns on transshipment could stifle exports.

:. Property Trap: Failure to stabilize in 2026 = Negative Wealth Effect.
4. Geopolitics: 10-15% probability of major shock (Taiwan/Sanctions).

Biotech Volatility: High promise, extreme information asymmetry.

The Geopolitical Premium driving the 50% discount is the source of the asymmetry.

Figure 7. Grey rhinos: risks and invalidation

Key takeaway: Our constructive view is conditional: property, geopolitics, and policy-side consumer drag remain the
primary downside vectors.

First, the Anti-Involution agenda effectively acts as a hidden tax on consumers. By rolling back
subsidies on delivery and online services to protect corporate margins, policymakers are implicitly
raising prices. That supports corporate balance sheets but risks softening consumer demand. To offset
this drag, the government has leaned into reflationary policy, including a 300 billion yuan trade-in
subsidy program and a 62.5 billion yuan front-loaded bond issuance in late 2025. (see Figure 8).
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MACRO IMPULSE: REFLATION REALITY

Fiscal Stimulus (2026) ™,
Total Impulse: ~8.0-8.5% of GDP |:> DEReiI
Breaking the 3% implicit ceiling.

The “Trade-In” Program

» Scope: 300B RMB subsidies.
* Mechanism: 12-15% subsidy for NEVs & Smart Electronics.
» Goal: Drive demand for mid-to-high-end tech manufacturing.

Currency Tailwind

* RMB Strength: PBOC fixing <7.00.
 Forecast: Morgan Stanley targets 6.85 in Q1 2026.
¢ Investor Impact: Stronger RMB supports USD-denominated returns.

Figure 8. Macro impulse: reflation reality and FX tailwind

Key takeaway: Policy reflation is a key offset to the ‘anti-involution tax’ on consumers, while FX stability is an additional
support for offshore holders.

Second, the Property Trap remains a heavy structural drag. We expect 3-4% annual declines in home
prices through 2027. This steady erosion of the wealth effect narrows fiscal space and may prevent a
full consumer recovery, even if the tech sector performs strongly.

Third, geopolitical risk is a constant presence. After the 2025 Trump-Xi summit, we assign a 10-15%
probability to a major shock event—such as an escalation around Taiwan or a meaningful tariff hike.
Taken together, these dynamics help explain why Chinese equities still trade at roughly a 50%
discount to U.S. peers.

MoatPeak Scenarios and Probability Weighting

In a volatile 2026 environment, we put more weight on probabilities than binary calls. We frame our
expectations in three core scenarios: (see Figure 9).
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2026 SCENARIO PLANNING

BEAR CASE

¢ Probability: 10-15%

e Narrative: 1he Trap

(Property crisis
deepens).

» Target: SKWEB
$30-33.

BASE CASE
* Probability: 55-60%

* Narrative:
(Structural
re-rating).

« Target: SKWEB
$38-45.

e HSTECH: 5,800-6,500.

BULL CASE
¢ Probability: 25-30%

¢ Narrative: The
Breakout (Stimulus +
IPOs).

o Target: SKWEB
$50-55.

¢ Upside: >30-50%.

Figure 9. 2026 scenario planning: base, bull, bear

Key takeaway: We frame positioning through scenario probabilities, with policy follow-through and geopolitics as the key

swing variables.

Scenario

Probability

Outlook and Triggers

Base Case

55-60%

The Spring releases. SKWEB
moves to $38-45. The GDP
deflator improves to around -
0.3%. A phase of controlled
reflation takes hold.

Bull Case

25-30%

Breakthrough IPOs (e.g.,
Kunlunxin) ignite the market.
$KWEB advances to $50-55.
Household savings rotate
aggressively into equities.

Bear Case

10-15%

Geopolitical unplugging. $KWEB
falls to $30-33. The property crisis
extends beyond 2027 and deepens.

Invalidation Points

e A move toward the Bear Case would likely be triggered by a major expansion of the Entity List or
by the failure of trade-in subsidies to meaningfully lift consumption.

e A shift to the Bull Case would be indicated by a step-change improvement in 7-nm yields beyond
the current 20% level, or by the GDP deflator reaching +0.2-0.5% before 2027.
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Even after we factor in these risks, we see current pricing as skewed to Limited Downside and High
Upside.

MoatPeak Insights: Second-Order Thinking

Through the lens of Capital Cycle Theory, the heavy capital outflows from Chinese tech between 2022
and 2024 have, in our view, laid the groundwork for high returns in 2026. The theory suggests that
capital starvation forces innovation and efficiency. The lean operating models we now observe at firms
like DeepSeek are a direct product of that period of scarcity. The result is a surplus of intelligence that
we expect to drive performance in 2026.

We are especially focused on the upcoming Household Savings Rotation. Trillions of dollars in long-
term deposits are set to mature in Q1 2026. With bank deposit rates stuck around 1.5-1.7%, even a 3-
5% reallocation into equities would constitute a very large liquidity injection, with a disproportionate
benefit to tech-heavy indices. (see Figure 10).

THE $23 TRILLION ROTATION

$23T Deposit
Household Maturity Wall $24-150 Billion
Financial (Q12026) Net Inflow into
Assets @ 1.5% Yield Tech Equities

» Rate Shock: Re- » The Flow: Even a 3-5% » Market Signal: « Control Valve: QDI|
investing at ~1.5-1.7% rotation creates Turnover hitting 4 Quotas ($170.9B) used
vs previous 3-5%. massive equity Trillion RMB/day to manage

inflows. (Jan 19, 2026). onshore/offshore
pressure.

Figure 10. Household savings rotation: the liquidity catalyst

Key takeaway: Even a modest reallocation out of low-yield deposits can translate into outsized marginal flows for tech-
heavy indices.
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We also see Reflexivity at work. Rising prices in early 2026 are already feeding risk appetite, as
evidenced by record-high turnover of 4 trillion yuan. We are watching the market plumbing closely.
Regulators raised margin requirements from 80% to 100% on January 14, 2026, to guard against over-
leveraged volatility. From our perspective, intellectual honesty requires acknowledging that this
recovery is still fragile and heavily reliant on continued policy support.

Strategic Outlook for the Retail Investor

We approach the 2026 China thesis as a strategic allocation, not a short-term speculative trade. (see
Figure 11).

INVESTOR CHECKLIST: DECISION FRAMEWORK

I:‘ Time Horizon: Willing to hold for 18-24 months?
I:I Volatility Tolerance: Can you withstand 20-30% drawdowns?
[ ] Atlocation Size: s this a STRATEGIC allocation (not an all-in bet)?

D Sector Focus: Concentrated in Tech/Al (Reflationary)?

I:I Catalyst Watch: Monitoring Kunlunxin IPO & Industrial Profits?

China 2026 is a strategic allocation in a global portfolio, offering asymmetric payoff if the spring releases.

Figure 11. Investor checklist: decision framework

Key takeaway: We think sizing, time horizon, and volatility tolerance matter as much as the thesis—this is an allocation
decision, not a trade.

To succeed here, we believe investors need to look beyond near-term volatility and focus on the
structural plumbing of the economy, including the gradual end of the deflation narrative as the GDP

deflator moves from -0.7% toward positive territory. (see Figure 12).
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DEFLATION MASKING SECTORAL REFLATION

New Economy
(Al, Cloud, Robotics, Biotech)

¥~ The Sectoral Split

Old Economy
(Real Estate, Steel, Solar)

« Data Signal: Industrial Profits +5.3% Y/Y (Dec 2025)

» GDP Deflator Forecast: Turns positive (+0.2% to +0.5%) in 2027

» Thesis: Aggregate deflation is a mask. “Anti-Involution” policy is C
successfully restoring pricing power in Tech.

Figure 12. Deflation masking sectoral reflation

Key takeaway: We expect the anti-involution shift to restore pricing power in Tech even as legacy sectors remain
pressured—supporting a gradual exit from deflation.

Actionable Monitoring Steps

1. 1. Watch the QDII quota valve. Any expansion of the SAFE QDII quota (currently $170.9 billion) will
show how policymakers are managing offshore capital pressure.

2. 2.Track the 36.4 level. A sustained move above 36.4 would, in our view, signal technical
confirmation of the recovery. (see Figure 13).
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- TECHNICAL SETUP: THE COIL TIGHTENS

$KWEB DAILY CHART

ﬂ 0 Valuation Disconnect Table
A 200-day SMA ($36.4)
‘ﬁ’ﬂ i $36.4 1| HangSeng |  22.6x Q
ﬁu It | “n ‘M}' ' Tech P/E | (31st Percentile)
\ - 2 | Nasdaq P/E|  ~40x (X
Support Holding Expensive
% 3 | Discount ~50% vs US Peers R
She e

= S
3% « Sentiment: Morgan Stanley A-share Sentiment Index >90%. -

« Margin Debt: Regulators raised requirements to 100% -> Sign of ‘Controlled Releasef.'(f 1t

Figure 13. Technical setup: the coil tightens

Key takeaway: We treat the 36.4 level as a practical confirmation threshold, alongside policy ‘valves’ such as the QDII quota
and RMB fixing.

3. 3.0bserve PBOC Yuan fixing. A stable or strengthening Yuan (target ~6.80) would reinforce the
narrative of healthier trade dynamics and lower capital flight risk.

For us, the So What? of 2026 is straightforward: the real edge for the retail investor is patience—and
the willingness to go down into the basement and see the compressed spring. While global attention
remains fixed on the gleaming skyscrapers of U.S. tech, the real energy, in our view, is stored in the
value below. (see Figure 14).
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. :
The question is not if the spring
releases, but if'you are brave

enough to enter the basement.
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Figure 14. Final word: patience and positioning

Key takeaway: Our view is that the opportunity sits where sentiment is still depressed—investor discipline is the
differentiator.

At MoatPeak, we believe there is significant value in looking where others are unwilling—or too
tired—to look. The spring is already coiled; the only remaining question is whether you are positioned
for its release.

Disclosures & Disclaimer

This report is provided for informational and educational purposes only and does not constitute
investment advice, (see Figure 15).
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MoatPeak — Independent Research
MoatPeak is an independent macroeconomic and sector-focused research platform dedicated to helping investors navigate
complex market regimes through scenario-based analysis, institutional synthesis, and disciplined risk frameworks.
Our research integrates insights from global investment banks, asset managers, and macroeconomic data sources, translated
into clear, actionable perspectives for long-term, strategic investors.
MoatPeak is not affiliated with any financial institution, broker-dealer, or asset manager.

Important Disclosures & Disclaimer
This report is provided for informational and educational purposes only and does not constitute investment advice, a
recommendation, an offer, or a solicitation to buy or sell any securities, financial instruments, or investment products.

All views expressed reflect the author’s judgment at the time of publication and are subject to change without notice. Past
performance is not indicative of future results. Investing involves risk, including the potential loss of principal.
MoatPeak does not provide personalized investment advice and does not consider the investment objectives, financial situation,
or specific needs of any individual reader. Readers are encouraged to conduct their own research and consult with professional
advisors before making any investment decisions.

While the information contained herein is believed to be reliable, it is derived from publicly available sources and third-party
materials. MoatPeak makes no representation or warranty as to the accuracy, completeness, or timeliness of the information
provided.

Intellectual Property & Usage
© 2025 MoatPeak. All rights reserved.
This report, including its content, structure, analysis, charts, and visual elements, is the intellectual property of MoatPeak and may
not be reproduced, redistributed, or transmitted, in whole or in part, without prior written permission.
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Figure 15. Important disclosures and disclaimer
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