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China Exporting Al Globally

e China could end up writing much of the rulebook of international norms around the deployment of Al,

especially for nations that are aligned ideologically with Beijing.

e Chinese Al is already crossing borders — Cloudwalk is helping to build a national facial database in
Zimbabwe, and Yitu has begun selling image recognition tech to the Malaysian police; Kuala Lumpur,
Malaysia’s capital, is integrating with Alibaba’s City Brain product.

e Being the unambiguous world leader in Al would broaden China’s sphere of influence amongst an
international community that increasingly looks to the pragmatic authoritarianism of China and
Singapore as an alternative to Western liberal democracy.

o  The global balance of power is shifting — as the US tilts increasingly isolationist, and Pax

Americana potentially gasps its last breaths, an opportunistic China dreams of filling the void.
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Too soon to say what will happen: Most cutting-edge research
and development is still happening in the West for both algorithms
and semiconductors; and history is littered with well-funded,

centrally planned initiatives that have failed spectacularly.

The big question: Could unique conditions around Al, such as
data collection and privacy regulation, distinguish this initiative

from the wide assortment of failed Chinese mega-projects?
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9) Bytedance



TikTok goes global

e TikTok is a short video app from Chinese. 1B users

o  Takeaway: The hottest digital media fad since Snapchat originated in China, not the US.
e Controversies have also coincided with huge global traction for Chinese media apps. |n

the Play Store...

o  2017: 2 of the top 10 apps in India are Chinese, 18 of the top 100.

o 2018, 5 of the top 10 apps in India are Chinese, 44 of the top 100

o Many of these are media apps that are not well known in the West (i.e. TikTok, NewsDog,

Vigo Video, LiveMe)
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Moederation

e Bytedance moderation issues... These moderation issues are not limited to China.
o  Major controversy in Q2 2018 led to the Chinese government temporarily banning
their apps for showing content deemed harmful to society.
o Inthe US journalists have found a plethora of hate speech on TikTok. Radicalization
of youth is a clear concern.
o Bytedance’s Helo app in India (Toutiao-like newsfeed) is being lampooned for being a
breeding ground for sensationalist inflammatory content.

o Indonesian authorities temporarily banned Chinese video app Tik Tok for containing
“pornography, inappropriate content and blasphemy”. (SCMP) (Tech in Asia)
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The Future of Global Media Distribution

e Prediction: within the next 5 years, there will be international scandals in the media space
similar to what is happening with Facebook (e.g. 2016 Election, Myanmar with the Rohingya
Muslims) but instead of occurring on Western platforms some issues will also occur on
Chinese platforms, with a company based in China bearing responsibility and making

decisions.

e  What decisions will they make? Who will make them? To what extent will the Chinese
government be involved? And how will the response differ from what western platforms would

do? In the near future, these are the questions we will be asking for the first time.
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They refer to themselves as an “Al first content platform.”

e Core competence of Bytedance = applied machine learning

for the content lifecycle (creation, moderation,

Al first

dissemination, consumption).
e With 3000 engineers and data scientists, Toutiao is one of
the largest applied machine learning projects in the world.

o  They're aiming to hire >200 more Al engineers.
o See also: Toutiao Al Lab Website, a Bloomberq article
about Bytedance’s $1M -$3M pay for Al engineers. This sounds familiar...

e Toutiao’s feed is living proof that algorithms can drive massive

usage without human curation or much of a social graph.
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The Recommendations Engine is their Core

e Onboarding is seamless and the app jumps straight into
content with no need to register an account, follow users, or
tell Toutiao what topics you are interested in.

e Retention threshold = 100 headlines. If a user sees 100

headlines they are likely to retain long term. This is similar to

Facebook’s famous “10 friends” rule.

e Virtuous Cycle: More usage -> more data -> better

“The things you care about are the real

recommendations -> more engaging feeds -> more usage. o o
real headlines.” -Toutiao’s slogan

e Toutiao claims to be able to learn a user’s preferences after
just 24 hours of use. The recommendations engine is built on a

deep understanding of users, content and context.

epic.org EPIC-19-09-11-NSCAI-FOIA-20200331-3rd-Production-pt9 000638
EPIC-2019-001-000706



But Toutiao is afflicted by many of the same issues as
Facebook’s Newsfeed. Serving users what they want
leads to rabbit holes and echo chambers. In a study, 14%
of users claimed to receive more than 50% of content
from the same category. Additionally, engagement over

everything is a slippery slope to trashy clickbait.
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So in a major philosophical reversal, Bytedance has hired
over 4000 human moderators with future plans to have a

staff of over 10,000 on their moderation team.
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10) Legacy Systems



01/ UNHINDERED BY LEGACY SYSTEMS

A In user experience drives adoption

Shopping at Not available in my
Shopping Online Walmart small Chinese city
Great experience Good experience Terrible experience
e Super convenient e Fairly convenient When buying online is
e Unbeatable prices e Good price literally the only way to
e Infinite selection e Good selection get what you want,

consumers go online.

Online shopping is great! A consumer might
choose this option over
buying online. (need the
product ASAP, a great
discount, see it in person
etc)
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01/ UNHINDERED BY LEGACY SYSTEMS

"In America, e-commerce is dessert.

In China, it is the main course."
-Jack Ma, Founder of Alibaba
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China’'s Consumer Economy is Unhindered by Past Prosperity

e “China's e-commerce market is now bigger than
those of the U.S,, U.K, Japan, Germany, France and
South Korea combined, according to consultancy
McKinsey." -WSJ

o And 71% of Chinese e-commerce is on mobile
vs. 19% of US e-commerce.

e Digital Media > TV - social media influencers run
5 out of the top 10 female clothing brands on
China’s largest e-commerce platform.

o These influencers are the Chinese equivalent of

E

Clickahotics 1]

Retail e-commerce sales, worldwide
Share of total, %

FORECAST
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Rest of world
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Leapfrogging in emerging markets is not
driven by individual brilliance. Instead it's the
natural consequence of structural

conditions that exist within certain markets.
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China E-Commerce Companies =

Dominate Top Retailer Rankings vs. USA Peers...

China Top 7 Retailers
by Revenue*, 2015

USA Top 7 Retailers
by Revenue®, 2015

waiart |
cvs D
croger [N
Walgreens -

Amazon

Pure-Play
E-Commerce
wakmart [ Target [N
Auchan -
Group Costco
$B $50B $100B $150B $B $100B $S200B S300B S400B
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01/ UNHINDERED BY LEGACY SYSTEMS

Singles Day T1/11

Alibaba’s massive shopping holiday

Amazon on Prime Day: $525 million
Alibaba on Singles Day: $14.3 billion (1!
American companies have a lot to gain
by adopting ideas from Chinese

companies also

Actor Daniel Craig (aka James Bond) at
the 11/11 Global Shopping Festival.
Broadcasted across China.
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01/ UNHINDERED BY LEGACY SYSTEMS

And when no one has a credit
card to pay for all of this...
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China Smartphone-Based Payment Solutions =

High Engagement

Estimated Monthly Payment Transactions per User

WeChat Payment

AliPay

USA Credit Card _

0 10 20 30 40 50 60

. @KPCB  Soies e r S L A a e, A ey Hillhouse Capital
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01/ UNHINDERED BY LEGACY SYSTEMS

The US, has many legacy systems that are
‘good enough”

Retail - Malls, Walmart

Messaging - Unlimited texting plans

Payments - Credit cards

Banking - Retail banking locations

Video - TV networks

Computing - Widespread use and understanding of the PC
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01/ UNHINDERED BY LEGACY SYSTEMS

And “good enough” hinders adoption of new things
That's why in China...

E-Commerce leapfrogs mass retail
WeChat leapfrogs SMS

Alipay leapfrogs the credit card system
Mobile banking leapfrogs retail banking
Online video leapfrogs TV

Smartphone leapfrogs PC

epic.org EPIC-19-09-11-NSCAI-FOIA-20200331-3rd-Production-pt9 000651
EPIC-2019-001-000719



01/ UNHINDERED BY LEGACY SYSTEMS

MPesa (Mobile Payments) in Kenya

An even better example

e Only15-20% of Africans have bank accounts

but 60-70% have mobile phones

e Eighty-seven percent () of the country’s
$55-billion GDP passed through M-Pesa in NO RAMSACTON
2014
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11) Semiconductor

Independence



ZTE: The Cautionary Tale of Semiconductor Import Dependency

ZTE is one of the largest telecommunications equipment makers in the world. Consequently they're key

to China’s One Belt One Road initiatives to export infrastructure and grow China’s geopolitical power.

ZTE depends on chips from American companies to manufacture their products. So in the heat of the

trade war, when the Commerce Department banned US companies from selling to ZTE, they were

forced to shut down their operations.

The ban was eventually lifted, but the situation underscored China’s dependence on foreign chips.
o  Historical Corollary: Members of the Organization of Arab Petroleum Exporting Countries
proclaimed an oil embargo on the US causing a crisis in October 1973. After the 1973 oil crisis,
the United States Department of Energy and Synthetic Fuels Corporation was created to address

the problem of fuel import dependency.
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e 2 IS e Inside a Heist of American Chip
Designs, as China Bids for Tech Power

Promise. Then A Chinese Customer
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Semiconductors and Reunification with Taiwan

e Reunification with Taiwan is a non-negotiable issue for China. Deng
Xiaoping proclaimed that China could wait 100 years to reunify.

e Taiwan is the 3rd biggest semiconductor maker in the world. The desire
to lessen dependency on foreign rivals like the US and South Korea,

could provide pressure for China to reunify with Taiwan sooner.

e A modern corollary is infrastructure One Belt One Road which aims to
build eastwards. But needs to go through Xinjiang, home to a minority
group that wants to secede from China.

e  One Belt One Road provides more pressure to crack down in Xinjiang.
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TPUs: An Obvious Target for IP Transfer

e  “Asaresult, in order to comply with Chinese law, AWS sold certain physical
infrastructure assets to Sinnet, its longtime Chinese partner.” ~AWS Spokesperson
o  To be clear this is not IP transfer (yet) AWS still has owns and controls all of their
tech, but they have taken the first step down what could be a slippery slope.
e If we take Amazon’s approach, we need to situation plan for the possibility where

we are asked to give TPU technology to a local partner company.

e Regardless of if this materializes, the perception risk in policy circles is guaranteed --

In March 2017, 50 US lawmakers wrote a letter to China’s Ambassador to the US

Cartoon thief stealing
TPUs for comedic relief :)

expressing concern about Chinese regulations around forced collaboration with rivals

and technology transfer in cloud computing.
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