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Is Al the New China? Three Lessons for Investors

Al's impact could extend far beyond technology, reshaping industries, infrastructure, and
investment opportunities across the global economy.
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E China’s rise may offer a useful lens for understanding Al’s potential
economic reach. Al could reshape energy demand, capital investment,
productivity, labor markets, and national competitiveness.

. Wendy Cromwell, CFA
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® The opportunity set is likely to broaden beyond today’s Al leaders.
Investors may want to consider looking across public and private markets
for potential beneficiaries, such as infrastructure, power, commodities,
water solutions, and companies using Al to improve productivity.

® Leadership could shift as the Al cycle evolves. With bottlenecks,
overinvestment, and winners and losers likely to change over time, active
management, valuation discipline, and a flexible cross-asset approach
may be critical.

What if Al is not simply the next great technology cycle, but a macroeconomic shock
on the scale of China’s rise? Comparisons with railways, telecommunications, and
the internet help illustrate how quickly Al could spread. But China's integration into
the global economy may offer a more powerful framework for understanding the
breadth of the disruption ahead.

Like China’s ascendency, Al could reshape energy demand, capital investment,
productivity, labor markets, and national competitiveness—while producing
winners and losers in unexpected places. For investors, the comparison offers
important lessons about how Al's influence on markets and portfolios may unfold
over time.

1. Look Beyond the Obvious Winners

China's emergence on the global stage was the most significant macroeconomic
development of the first quarter of this century. Its admission to the World Trade
Organization effectively added nearly a billion workers to the global workforce. This
labor-supply shock dramatically increased manufacturing capacity while raising
standards of living in China and around the world. Falling goods prices contributed
to disinflation and, ultimately, higher global profits.

China's industrialization also fueled a commodity supercycle and a prolonged
bond bull market, as disinflation reduced the need for central banks to raise
interest rates. Over time, China’s rise benefited commodity producers, industrial
companies, infrastructure providers, exporters, and, eventually, consumer
businesses.
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| believe Al could be the most significant development of the next quarter century. ‘ ‘

The Al revolution’s “second-order” economic beneficiaries may be found beyond
the chipmakers, cloud platforms, and model developers leading the first wave. As
Al investment drives demand for data centers and power, the effects are already
rippling through utilities, grid equipment, construction, and other areas of the

Al ecosystem (FIGURE 1). Over time, the opportunity should broaden further to
companies that use Al to improve productivity, reduce costs, and strengthen their
existing businesses.

Investment Lesson: Treat Al as a cross-asset, cross-sector theme rather
than a narrowly defined technology equity allocation. For example, consider
infrastructure opportunities and real-asset strategies that hold commodities,
natural-resource equities, and infrastructure-related assets.

FIGURE 1
Al Investments Ripple Across the Economy
Broadening Set of Beneficiaries
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Source: Wellington Management. For illustrative purposes only.

2. Find Opportunity in Al's Growing Pains

China’s industrialization and economic growth were supported largely by coal and
contributed to massive growth in emissions. But those rising emissions ultimately
prompted industrial policy that supported green-energy innovation. Today, China
is the global leader in the production of solar panels, electric vehicles, and other
clean-energy technologies.

Al may create a similar paradox. A single ChatGPT query, for example, requires
roughly 10 times as much electricity as a Google search, while an agentic Al system
can require up to 1,000 times more power than a single chatbot interaction.! | think
there’s little question that Al will increase electricity consumption (FIGURE 2). But
as the China experience suggests, necessity can spur innovation. Al leaders are
investing heavily in renewable energy, storage, and related infrastructure—and are
likely to continue doing so.




FIGURE 2 ‘ ‘
The Al Buildout Is Expected to Reshape Electricity Demand
Electricity Consumption from the Internet (%)
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China’s emergence also showed how economic bottlenecks can become
investment opportunities. As industrialization accelerated, demand surged for
essential inputs needed to build factories, power grids, cities, and transportation
networks.

Al may be creating a similar dynamic. The opportunity lies not simply in identifying
where capital is being spent, but in determining which constraints could limit the
buildout—and which companies are best positioned to relieve them.

Copper illustrates the point. The Al buildout is driving demand for copper

across data centers, power equipment, transmission networks, and supporting
infrastructure. At the same time, copper-mine productivity is declining, and new
supply is difficult to develop. To meet even conservative assumptions for growth
in Al infrastructure, miners may need to increase capital expenditures relative to
operating expenditures (FIGURE 3).

To incentivize that investment, copper prices will likely need to rise. Even then, the
industry may struggle to increase supply because of limited exploration over the
last 15 years, skills shortages, and permitting and environmental challenges. Both
the copper commodity and copper miners could benefit.
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FIGURE 3
Spending Will Be Needed to Avoid Copper Constraint on Al Growth
Copper Capital Expenditures as a % of Operating Expenses (Capex/Opex”)
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For illustrative purposes only. “Capex refers to capital expenditures for major, long-term physical or
intangible assets. Opex refers to operating expenses, i.e., ongoing day-to-day costs required to run a
business and keep it functioning. Sources: Bloomberg, Wellington Management, 11/26.

Water is another emerging constraint. Data centers need it for cooling, while
semiconductor manufacturers rely on it throughout production—often in regions
already facing water stress. These pressures could create investment opportunities
in companies that enable water resilience, whether through liquid cooling, water
treatment, recycling, reclamation, or other technologies.

Investment Lesson: Consider investing in the potential solutions to Al-related
challenges. Public and private markets can each provide access to distinct stages
of innovation. Public markets may provide access to scaled incumbents at later
stages of adoption, with established revenue streams and greater liquidity. Private
markets may provide earlier exposure to emerging categories.

3. Stay Nimble as Al Leadership Shifts

As China demonstrated by turning its emissions problems into green-energy
innovation, an enduring megatrend can bring rotating winners and losers, along
with periods of overinvestment. The companies and sectors that benefited from
China’s rise varied over time as the cycle evolved.

With Al, we've already seen swings in market sentiment and business results
for hyperscalers, model providers, software companies, and other parts of the
ecosystem. These fluctuations underscore how quickly perceived winners and
losers can shift as the technology advances and adoption spreads across the
economy.
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The Al investment cycle may also prove more durable than some expect. Countries
increasingly view Al models, semiconductors, and computing capacity as strategic
assets—critical not only to economic growth but also to long-term competitiveness

and national security.

This strategic dimension matters for investors. Productivity gains may emerge
unevenly, corporate returns may disappoint, and today’s bottlenecks may
eventually become areas of overcapacity. But once a capability is considered
strategically essential, the willingness to invest can persist well beyond a typical

technology cycle.

Investment Lesson: Consider leaning into active management. The China
experience reminds us that a powerful macro trend doesn’t diminish the
importance of valuation, timing, or returns on capital. A compelling growth story
can still produce both spectacular winners and disappointing investments. In such
a dynamic environment, investing in a passive semiconductor or Al index fund may

simply not be enough.

Talk to your financial professional to learn how Al technologies

are transforming market opportunities.

' Sources: Electricity 2024: Analysis and forecast to 2026, January 2024,
IEA; How Do Al Agents Spend Your Money? Analyzing and Predicting Token
Consumption in Agentic Coding Tasks, October 2026, Longju Bai, Zhemin
Huang, Xingyao Wang, Jiao Sun, Rada Mihalcea, Erik Brynjolfsson, Alex
Pentland, Jiaxin Pei.

Important Risks: Investing involves risk, including the possible loss of
principal. ® Focusing on one or more sectors, including the information
technology, consumer discretionary and communication services sectors,
may subject investors to increased volatility and risk of loss if adverse
developments occur. ® Investments in the commodities market may increase
the Fund's liquidity risk, volatility and risk of loss if adverse developments
occur. Investments linked to prices of commodities may be considered
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speculative. ® Foreign investments may be more volatile and less liquid than
U.S. investments and are subject to the risk of currency fluctuations and
adverse political, economic and regulatory developments. These risks may be
greater, and include additional risks, for investments in emerging markets or in
a particular geographic region or country, such as China.

This information should not be considered investment advice or a
recommendation to buy/sell any security. In addition, it does not take into
account the specific investment objectives, tax and financial condition of any
specific person. This information has been prepared from sources believed
reliable, but the accuracy and completeness of the information cannot be
guaranteed.
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