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DEEPSEEK: WHAT IT MEANS FOR CHINESE AND U.S. COMPANIES’ STRATEGIES IN THE Al RACE

The launch of DeepSeek’s R1 Al model on January
27, 2025 shook global markets, wiping out $1 trillion
from the tech and energy industry players!

The arrival of DeepSeek’s model exposes at least
three fundamental developments in the U.S.-
China tech race. First, it shows that it is possible
to develop more efficient Al models with less
advanced chips and with models training at a
fraction of the cost.? Second, it highlights that
China’s tech ecosystem is capable of innovating
and working around constraints from U.S. export
controls on chip manufacturing equipment in the
race for Al dominance.® Third, it indicates that China
has developed an open model that is catching up
with the well-known OpenAl proprietary products.*

As the pressure for both American and Chinese
tech companies to deliver the latest Al breakthrough
increases, they are asked to do so in an increasingly
fractured global economy — fraught with a tech
trade war, volatile protectionist policies, and ever-
shifting supply chains. Just twelve days after
DeepSeek’s launch, U.S. President Donald Trump
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U.S. President Donald Trump holds up a chart while
speaking during a “Make America Wealthy Again”
trade announcement event in the Rose Garden at the
White House on April 2, 2025 in Washington, DC. | Chip
Somodevilla | Getty Images

introduced a fresh set of 10 percent tariffs on
Chinese goods that were swiftly followed by China
imposing 10 to 15 percent tariffs on American coal,
liquified natural gas (LNG), crude oil, and agricultural
machinery, as well as the launching of an antitrust
probe against Google.> "8 The tech trade fight
continues to quickly escalate, with the United
States raising levies on Chinese imports to 145
percent and China retaliating by raising tariffs on
U.S. goods to 125 percent in early April 2025.%.1°

In sharp contrast with 2018, when Chinese tech
giants ZTE and Huawei were the first companies
brutally hit by U.S. trade bans, 2025 shows a more
resilient and agile Beijing that has updated its laws
and learned its lessons from the early tech trade
war to now be able to respond in time."

“Export controls have only
delayed, not stopped, Chinese
Al supply chain innovation,
meaning that Washington will
need to reassess its strategy.”

Additionally, the tech trade war and the case of
DeepSeek has renewed national security concerns
in the White House and Congress regarding
economic and technological dependency with
China? White House Press Secretary Karoline
Leavitt notes that DeepSeek “is a wake-up call to
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the American Al industry... The last administration
sat on their hands and allowed China to rapidly
develop this Al program,” and that the U.S.
National Security Council was “looking into” the
national security implications of DeepSeek’s
model to the United States.® The White House
announcement came right after R1’'s launch and
was followed by Australia,* South Korea,”® Italy,®
and the State of New York deciding to ban the app
from locally hosted app stores due to privacy and
“unacceptable” national security concerns.”

As U.S. and Chinese industries grapple with
measures to deter each other’s Al development,

it is tempting to focus on government action

and narratives in the tit-for-tat tech trade war.
Ultimately, any response will rely on the capacity
of these governments to effectively leverage and
create the conditions for competition among
private companies, which begs the following
questions: How have companies in China and

the United States responded to the “DeepSeek
moment?” Are companies in China ready for the
pressure of a post-DeepSeek push? What is Silicon
Valley’s response —and is it at all coordinated?
What are the implications of the tech trade war for
other countries in the Indo-Pacific?

THE PRESSURE OF RENEWED
OPTIMISM IN CHINA

DeepSeek has injected a renewed momentum and
morale in Chinese industry amid the Al race. It has
not only promoted a sense that China is no longer
constantly lagging behind the United States, but
also that DeepSeek’s cost-effectiveness could
outmaneuver U.S. competitors. Since DeepSeek’s
R1 launch, Beijing has pushed for a nationwide
dissemination of the model’s use, which has led

to at least 13 city governments, 10 state-owned
energy companies, and three state-owned
telecommunications operators deploying the Al
model into their systems®

Companies in China now face renewed pressure to
accelerate adoption of models such as DeepSeek’s
while trying to develop equal or superior models
and products. DeepSeek itself is in the frontline

of innovation pressures. Less than a month after
announcing its R1 model, the Chinese company had
already indicated its ambition to release a new R2
model planned for May 2025.2°

Despite DeepSeek’s domestic and international
impact, China’'s competitiveness will rely on how
avidly the Chinese government decides to push
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Huawei at Shanghai Automobile Industry Exhibition on
April 27, 2021 in shanghai China. | THINK b | Adobe Stock

other parts of the Al supply chain to deliver more
rapidly. This includes meeting its ambition to
become less reliant on Nvidia chips following U.S.
export controls measures limiting access to high-
end chips since 2022.>"

“Since the first Trump term,
export controls and tariffs —
also tightened during the Biden
administration — have forced
companies to swiftly reshuffle
supply chains while maintaining
competitive prices.”

The positive momentum in Beijing has also
provided the stage for Huawei to more boldly
promote their own Ascend chips and increase
the yield — the percentage of functioning chips in
the line of production to make them profitable.??
After the U.S. Department of Commerce blocked
Huawei from accessing manufacturing that used
U.S. technology in 2020, chipmaker TSMC had to
stop producing Huawei’s Ascend chips, which led
Huawei to partner with also-sanctioned Chinese
Semiconductor Manufacturing International Corp
(SMIC) in order to relaunch Ascend.?® In February
2025, the chip achieved a yield of 40 percent,
bringing it closer to the 60 percent yield of Nvidia.?*
While Huawei’s progress is unlikely to change

Nvidia’s prominence in the short and medium term,
Huawei’s chips can boost competition in specific
subfields of the market, especially inference chips
that are usually used for lightweight Al applications
in smartphones.?s 2¢

The accelerated pace from Beijing to narrow

the U.S.-China gap on Al modelling also means
that companies in China will compete among
themselves for the spotlight with the government.?”
Chinese companies benefit from government
backing if they demonstrate they can overcome
Washington’s export controls and help China
enhance self-sufficiency in Al supply chains. Days
before the R1 model was announced, Chinese
premier Li Qiang invited DeepSeek founder

Liang Wenfeng to represent the Al sector in a
closed-door meeting with other businessmen.?®

A year earlier, Baidu’s CEO Robin Li attended a
similar meeting when Baidu was still considered

a top Chinese contender to rival OpenAl’s
ChatGPT model.?%3°

On the one hand, the post-DeepSeek moment
has left the Chinese tech sector with renewed
confidence that should be handled with caution.
As they compete for their own DeepSeek-like
moment in the sun, Chinese firms risk overselling
potential and under delivering. That is the case
of Chinese startup Butterfly Effect’s release of
Manus Al in March 2025. Unlike ChatGPT, Manus

Liang Wenfeng, founder of Deepseek. | Chinatlk Media/Sohu.



Al has been described by its co-founder Yichao

Ji as “the world’s first general Al agent,” meaning

it could independently perform tasks without
human prompts for every step.3' While some media
outlets, such as Forbes, portrayed Manus Al as a
breakthrough similar to DeepSeek, it has so far
received mixed reviews.®? The Economist and Tech
Crunch have criticized it for not delivering on its
promise: “[iIn releasing it, its makers have obviously
prized a job done first over a job done well.”33 34

On the other hand, DeepSeek’s open weights
model has also provided a first-step opportunity
for public and private services in China to use it

as a baseline. While Al and tech companies will
continue to develop their own models and become
more competitive, many have nonetheless rushed
to integrate DeepSeek as part of their existing
products. This includes big tech companies such
as Alibaba, Tencent, and Huawei, as well as electric
vehicles companies such as BYD.35 36

Export controls have only delayed, not stopped,
Chinese Al supply chain innovation, meaning that
Washington will need to reassess its strategy.®”
There are now three important trends for the
United States to watch: First, with slightly
optimistic Hong Kong market performance in the
tech sector, foreign investors might look more
favorably at the Chinese market. Analysts at
Morgan Stanley note that DeepSeek’s rise has led
investors to start further scrutinizing companies’
Al investments with the hopes that it will lead to
more efficient and accountable spending from Al
companies.®® Second, as argued by Tobias Feakin,
former Australian cyber and tech ambassador,
the emergence of cheaper high-performance
models could redefine cost structures and lower
subscription prices, making them more competitive
in developing country markets.3® Moreover,

Feakin argues that DeepSeek has shown that
competitiveness does not rely solely on access

to the high-end chips.*°

Trump announces a $500 billion Al infrastructure
investment in the US. | AP Photo Julia Demaree Nikhinson

TWISTED INCENTIVES IN SILICON
VALLEY

DeepSeek’s shock came only a few days after
OpenAl, Oracle, and Japanese investor SoftBank
Group lined up behind President Trump at the
White House as he announced Stargate, a massive
$100 billion joint private venture to develop data
centers in Texas.*" 42

Even though such efforts indicate that companies
are coming together to pursue a U.S. strategic
advantage in the Al race, make no mistake: these
companies are still market players who will seek to
maximize their own gains —and that became clear
in the different ways in which they reacted to the
DeepSeek moment.

Sam Altman, CEO of OpenAl, stated on X that it
was “legit invigorating to have a new competitor.™?
24 hours later, the company stated that they were
concerned that their proprietary model had been
used to train DeepSeek’s model, thus raising fears
of breaches of OpenAl intellectual property and
terms of use.** OpenAl’s terms of use note that
users are prohibited from “using the Output to
develop models that compete with OpenAl” — this
section provides the initial basis for determining
whether DeepSeek’s use of OpenAl’s service was
inappropriate.*> However, in 2023, Twitter owner
Elon Musk cut off both Microsoft and OpenAl




NVIDIA’s CEO Jensen Huang has publicly addressed China’s
DeepSeek for the first time, claiming that the investors
overreacted and got the “paradigm wrong.”

for “illegally” using Twitter data and API to train

its own Al technologies.*¢ 4" The difference with
DeepSeek is that, for OpenAl, it rapidly went from
a “legit competitor” to being accused of intellectual
property theft via distillation.*®

Other U.S. tech giants shrugged off DeepSeek’s
achievements and impact, seeing them as a
temporary blip. Two days after DeepSeek’s release,
Zuckerberg dismissed the low-cost training
efficiency narrative and announced that Meta
would spend $60 billion on capital expenditure.*®
Nvidia joined the “shrugging off” momentum by
welcoming DeepSeek’s open model innovation
only a few weeks after its market valuation plunge.
Moreover, Nvidia CEO Jensen Huang noted that

R1 was an “excellent innovation” during an earnings
call while also noting that this is a business
opportunity for fewer chips to be used more
efficiently.5° Anthropic’s CEO, Dario Amodei, also
notes that even if the cost of training a specific
model declines, the overall investments would

be “eaten up” immediately to train other more
sophisticated and efficient models.®

Reactions from tech companies also make it clear
that the benefits of the U.S.-China Al competition are
not evenly distributed across Silicon Valley. Some

tech companies benefit from stronger restrictions
on Chinese tech while others benefit from the shock
of Chinese innovation. As CEO of Tesla, Musk is
potentially caught in the crossfire: tariffs and export
controls on Chinese-made electric vehicles (EV) hurt
Tesla’s Shanghai-based EV factory production—a
key source for European supply of EVs.52 At

the same time, U.S.-China competition creates
opportunities for securing competitiveness in global
markets for the Starlink satellite communications
service — also owned by Musk.53

Companies such as Microsoft and Amazon Web
Services have taken a more acquiescent approach
and integrated DeepSeek’s R1 model into their
cloud and Al platforms. These platforms provide
developers with access to a library of Al models
and environments to test them.54 55

Apple experienced the other side of the DeepSeek’s
shock as it saw its shares rise right after the

R1 release. Small and efficient models such as
DeepSeek’s provide a glimpse at what could make
Apple more competitive.5¢ By engaging not in a
crowded market of Big Tech investments in capital
expenditure, but as a distribution platform for smaller
Al models in smartphones, Apple could become less
vulnerable to any potential Al bubble burst.
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“Whether through regulatory frameworks, investment incentives, or
fostering homegrown Al innovation, regional players will be crucial
in shaping the trajectory of Al development beyond the immediate
contest between Washington and Beijing.”

As with any shock, DeepSeek’s market disruption is
temporary but sends purposeful waves, and there
are two clear messages resulting from DeepSeek’s
conundrum. The first message is that models can be
potentially developed at a lower cost. The second
message is that if it can be done more cheaply,

it raises concerns that investors —who have so

far been generous — might wonder whether it is a
question of when, not if the Al bubble might burst.5”

The low-cost efficiency presented by DeepSeek
has renewed concerns about the sustainability

of continuous injections of capital into Al supply
chains and infrastructure. Meta and Nvidia’'s
persistent investment show that there is no
immediate change to the investment mantra. This
continuous cash flow is important in maintaining
the market perceptions about the value of these
companies, but it is not necessarily driving actual
results. As hedge fund investor Ray Dalio noted:
“there’s a major new technology [Al] that certainly
will change the world and be successful. But some
people are confusing that with the investments
being successful.”®®

Despite Trump’s apparent support, his fluctuating
trade policies have also significantly impacted the
Al supply chain market, with some tech companies
delaying going public due to expectations of tariffs
and export controls.5® € Since the first Trump term,
export controls and tariffs —also tightened during
the Biden administration —have forced companies
to swiftly reshuffle supply chains while maintaining
competitive prices.

Many unicorns, such as OpenAl, have oddly been
able to delay going public and continue receiving
rounds of bigger investments — growing their

speculative private valuation. This has also excused
them from certain levels of accountability that
come with the pressures and volatility of publicly
trading in the open market.’' The trend of delayed
initial public offerings (IPOs) has also meant that
there might be a discrepancy between firms’ real
value and the value set by the private market —
which only feeds the speculative Al bubble.f?

IMPLICATIONS IN THE INDO-PACIFIC
Both the U.S. and Chinese markets have developed
their own government-backed investment strategies.
That is the case of China’s Digital Silk Road or
groupings such as the Quadrilateral Security
Dialogue (Quad) informally leveraging such fora to
discuss Al%3 84 However, across the Indo-Pacific —
as in other parts of the Global South — countries
have continuously used hedging strategies to
manage risks and avoid exclusive entanglements
with the U.S. or China by being more opportunistic
about Washington and Beijing’s offers.®® Strategic
ambiguity and pragmatism is something that has
also benefited tech development in the region. For
example, Singapore and Malaysia have partnered
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with both OpenAl and Alibaba to boost domestic
Al companies and local capacities, as well as with
Nvidia to develop Al infrastructure.®¢ 6768

Al models such as DeepSeek R1 can further
stimulate Al innovation across the Indo-Pacific in

at least two ways. First, the cost-effectiveness of
DeepSeek’s R1 model training provides a benchmark
against which companies in the region can further
optimize and test at smaller scales through
partnerships with U.S. and Chinese companies.
Second, rather than being seen as national security
threats, open weights models such as DeepSeek’s
R1 can further stimulate innovation around other
open models or innovative applications. Local

and regional Large Language Models (LLMs) in
Southeast Asian countries have been built on

top of Big Tech LLM architectures. From 2020 to
2024, cross-regional and country-based initiatives
in Malaysia, Indonesia, Vietnam, Thailand have
released 35 LLMs, with 21in 2024 alone.®®

More importantly, rather than solely taking foreign
technologies from China and the United States,
countries in the region have sought to develop their
own models as well. Al companies in the region have
been harnessing the potential to develop models

more sensitive to other languages and dialects.
That is the case of homegrown indigenous LLMs
such as Al Singapore’s SEA-LION, VinAl's PhoGPT,
Mesolitica’'s MalL.LaM, and India’s Sarvan Al.”®

At the start of 2025, all eyes were focused on
understanding what the new Trump administration’s
posture would be on the U.S.-China trade tech
war. Trump started his second term by easing
Biden-era regulations on the domestic Al industry
before tightening on China.” Then, starting on
February 27, 2025, Trump announced an extra
set of tariffs on Chinese goods, accounting for a
total of 20 percent tariffs in less than two months
since his start — all of which escalated following
his reciprocal tariffs announcement on “Liberation
Day” on April 2, 2025.72

Despite DeepSeek-triggered turbulence, this
context might be good news for tech companies
working on Al. Growing competition will push
innovation on both sides, with China more actively
seeking to mainstream and test services such as
DeepSeek and the United States promoting their
own companies in conjunction with what could be
further tariffs (and potentially export controls) at
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the heart of Trump’s strategy to economically and
technologically deter China.”®

However, it is clear that China has been making the
most out of its DeepSeek moment by emboldening
private companies across the Al supply chain,
encouraging local deployment of the model,

and savoring advances in the semiconductor
supply chain. The clock is ticking on how long the
economic coercion tools in the U.S. toolbox can
endure, or whether we are slowly reaching a tipping
point where intended economic disruption has
boosted innovation in China —making them rapidly
more competitive than before.

“As the pressure for both
American and Chinese tech
companies to deliver the latest
Al breakthrough increases,
they are asked to do so in an
increasingly fractured global
economy — fraught with a tech
trade war, volatile protectionist
policies, and ever-shifting
supply chains.”

From a regional perspective, the Indo-Pacific
remains a dynamic arena where countries seek
to balance opportunities and risks amid the U.S.-
China tech rivalry. With DeepSeek’s model setting
new benchmarks, Indo-Pacific nations will need
to carefully assess their engagement with both
U.S. and Chinese Al ecosystems. Whether through
regulatory frameworks, investment incentives,

or fostering homegrown Al innovation, regional
players will be crucial in shaping the trajectory of
Al development beyond the immediate contest
between Washington and Beijing.

Trump’s second term also inaugurates another
phase in the long-term power struggle between the
United States and China, with economic deterrence

at its forefront. However, both sides face risks
that can critically affect the Al race: American
protectionism stifling Silicon Valley growth and
provoking and exodus of investors; economic
coercion measures backfiring if they remain the
primary tool for delaying Chinese innovation; China’s
overconfidence in the Al race amid the DeepSeek
moment leading them to favor rapid delivery

over quality; and a lack of agility in adjusting and
responding to growing tariffs and export controls
inhibiting Chinese progress in the Al race.
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