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US companies still dominate artificial intelligence (Al) capital and model production, but having an Al
advantage is not a single leaderboard. In 2024, US private Al investment reached US$109 billion,
dwarfing activity in China and the United Kingdom, which ranked as distant runners-up.' Yet as Al
investment moves from model creation to physical buildout and enterprise deployment, value creation
increasingly extends beyond the United States, flowing to companies tied to global hardware supply
chains, industrial systems and real-economy adoption. This shift has important implications for how
investors think about global equity exposure.

China: infrastructure, manufacturing Al and platform-led deployment

China’s position in the Al stack is arguably less about dominance in proprietary frontier models and
more about scale, infrastructure investment, and deployment across digital platforms and
manufacturing. While US firms continue to lead in Al capital at the research frontier, China is
advancing a different model centered on cost-efficient, open-source and application-driven Al,
exemplified by DeepSeek, which highlighted the country’s ability to develop competitive large
language models with far lower training costs and compute intensity.

This approach has lowered barriers to adoption and accelerated diffusion across enterprises. At the
same time, China’s largest internet and digital services firms are entering a renewed multi-year capital
expenditure cycle, collectively set to invest more than US$78 billion through 2027, with spending
increasingly concentrated on Al infrastructure, data centers and cloud capacity.? Annual Al-related
capex is projected to rise steadily through the middle of the decade, signaling a structural commitment
to scaling compute rather than a one-off investment wave.

China’s Al strategy is tightly integrated with its manufacturing upgrade roadmap. National policies
emphasize embedding Al into smart factories, robotics and supply-chain optimization to improve
productivity, reduce labor intensity and enhance global competitiveness. As a result, industrials,
materials and hardware-oriented technology sectors play a central role in China’s Al exposure.
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Source: 2026 Stanford Human-Centered Artificial Intelligence (HAI) Al Index, Global Al Vibrancy Rankings (2024, G20 latest available countries data). The Global Al Vibrancy Ranking includes
a default weighting schema based on the Al Index team’s assessment of the relative importance of various pillars and indicators.

Government Al
Investment
Rank Top 10 Commitments Primary Strategic Focuses
(cumulative 2013-
2024)

1 United States $471 B Generative Al, semiconductors and national security infrastructure
2 China $119B Autonomous systems, smart manufacturing, health care Al
3 United Kingdom $28 B Public services integration, Al safety research and health care
4 Canada $15B Supercomputing infrastructure, SME Al access, research capacity
5 Israel $13B Defense technologies, cybersecurity Al, R&D facilities
6 Germany $13B Industrial automation, manufacturing Al and legal frameworks
7 India $11B Health care, agriculture, education and computing infrastructure
8 France $11B Ethical Al frameworks, transportation and cybersecurity
9 South Korea $9B Semiconductor Al chips, robotics and smart cities
10 Singapore $7B Urban management, finance Al and responsible Al governance

Source: Artificial Intelligence Index Report 2025, in USD.
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The Top 10 government investment commitments highlight that Al leadership is geographically
diverse. The United Kingdom, Germany and India each reflect distinct strategic approaches—from
public services integration and industrial automation to digital public infrastructure and computing
expansion—while China’s cumulative commitment underscores the scale of its long-term industrial
Al ambitions. We will examine these ecosystems, including the United Kingdom’s regulatory-first
framework, Germany’s manufacturing integration and India’s digital public stack in greater detail in
an upcoming commentary. Here, we focus more directly on where the Al stack intersects with equity
market exposure, particularly across Asia and energy-enabled infrastructure markets.

Taiwan sits at a critical chokepoint in the Al compute stack, producing roughly 90% of the world’s
most advanced logic chips. The concentration is often described as Taiwan’s “silicon shield” for its
strategic global importance.

While Taiwanese manufacturers have expanded production footprints in the United States and other
regions, replicating the full level of sophistication found in Taiwan’s semiconductor ecosystem is
expected to take many years. Advanced chip manufacturing depends not only on fabrication
facilities, but also on dense networks of specialized suppliers, experienced engineering talent,
advanced packaging capabilities, and rapid production learning cycles. This ecosystem depth
remains difficult to reproduce quickly, reinforcing Taiwan’s competitive advantage as Al-driven
demand for high-performance computing accelerates.

South Korea’s memory-chip segment plays a central role in the Al hardware stack, with global
leadership in dynamic random-access memory, including high-bandwidth memory, and a top
position in NAND flash storage. As Al spending increasingly shifts toward graphics processing units
and accelerator-based servers, demand tilts toward higher-value memory configurations, and this
shift toward more memory-intensive Al workloads should benefit South Korea’s tech sector. But
South Korea also illustrates how Al advantage does not require leading the race to build the largest
global models. Instead, domestic firms are focusing on localized and industry-specific Al systems,
particularly for non-English languages and regionally tailored enterprise use cases. In late 2025, the
country climbed seven places in global Al diffusion rankings, driven by increased workplace
integration and digital skills uptake. A new report from the Al Economy Institute identifies South
Korea'’s two largest sectors, technology and industrials, as embedding Al tools at a faster pace than
many global peers.3

South Korea'’s Al opportunity is increasingly visible in heavy industry, not just software. In late 2025,
a major Korean industrial group touted that Al and big-data systems are being integrated across
shipyard design, planning, and production workflows, with the goal of creating fully connected
“smart yards” capable of predicting and optimizing output. The country’s major shipbuilder already
deploys digital twin replicas of physical shipbuilding facilities and is expanding these systems into
end-to-end, Al-enabled production platforms. By 2030, they aim to operate an intelligent
autonomous shipyard expected to boost productivity by roughly 30% and reduce construction
timelines by a similar magnitude. These initiatives are designed not only to address expected labor
constraints in shipbuilding, but also to strengthen Seoul’s competitive position relative to Beijing. For
investors, South Korea'’s position in the Al stack is defined by deployment over dominance.

Japan: industrial Al and productivity capture

Japan'’s position in the Al stack is defined less by capital intensity and more by industrial
deployment, execution and policy alignment. That backdrop has become more constructive
following Prime Minister Sanae Takaichi's sweeping electoral victory, which markets have
interpreted as a strong mandate to push through structural reforms and long-term growth initiatives.
Gauging by strong year-to-date net inflows into Japan-focused exchange-traded funds, early
investor response has reflected optimism that clearer leadership and policy continuity could
accelerate implementation in areas such as Al, advanced manufacturing and semiconductors.
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While Japan does not rank among the largest government spenders on Al in absolute terms, it
consistently places among the world’s top Al economies in Stanford’s Al Vibrancy rankings,
reflecting strength across research, infrastructure and private-sector adoption. Under Takaichi’s
leadership, the government approved Japan'’s first national Al plan, committing roughly US$6.3
billion over five years, to strengthen foundational Al capabilities, robotics integration and industrial
deployment. The emphasis is not on chasing frontier models, but on embedding Al into sectors that
already anchor Japan’s economy.

Importantly, Japan is also pursuing a strategy to recapture semiconductor leadership across critical
parts of the value chain. Government-backed efforts, such as Rapidus, are targeting 2-nanometer
production later this decade, while Japan retains world-class strength in semiconductor materials,
wafers, test equipment and precision manufacturing inputs that are essential to advanced chip
fabrication globally. This ecosystem depth reinforces Japan’s strategic relevance within Al hardware
supply chains. This positions the nation not only as a manufacturing location, but as a foundational
supplier of the tools and materials every advanced fab depends on.

This matters from an equity-market perspective. Japan’s market is heavily geared toward industrials
(roughly 28%), financials (about 16%) and consumer discretionary firms (around 14%), with
technology close behind (near 14%).* This tilt reflects an economy built on manufacturing depth and
capital discipline. Few countries are as comfortable integrating robotics into daily life and industrial
production, and that long familiarity with automation shapes how Al is deployed.

Brazil and Saudi Arabia: Energy abundance as an Al infrastructure
advantage

Brazil's Al exposure extends beyond commodities. As we recently noted in our Brazil commentary,
the country’s energy mix is among the cleanest globally, with renewables accounting for roughly
90% of electricity generation. This clean energy advantage is increasingly relevant for enterprise-
scale Al infrastructure, where power cost and stability directly affect data center economics.

Brazil has also emerged as a leading Latin American Al hub. With more than 7,000 kilometers of
coastline, the country has direct access to major submarine cable systems linking the Americas,
Europe and Africa—an increasingly important structural advantage as data intensity and cross-
border digital traffic expand.

For investors, Brazil’s role in the Al stack is less about frontier research and more about
infrastructure conditions: clean power, connectivity, and a growing domestic digital ecosystem that
supports regional Al deployment.

Saudi Arabia is pursuing one of the most ambitious state-led Al infrastructure strategies outside the
United States and China. Under Vision 2030, Riyadh is leveraging abundant low-cost energy,
capital and land to position itself as a regional hub for Al infrastructure and computing capacity.

In 2025 alone, the government announced nearly US$15 billion in Al and digital transformation
investments, with significant capital directed toward data centers, cloud buildout and Al
commercialization.

For investors, Saudi Arabia’s position in the Al stack lies in its ambition to become a supplier of
enabling infrastructure—power, data center capacity and digital connectivity—rather than solely an
end user of Al systems.

More broadly, Al should be viewed as a geographically dispersed, layered buildout across
semiconductors, power, automation and digital infrastructure. As spending shifts from model
development to deployment, the set of beneficiaries broadens—and so does the corresponding
investment map.
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https://franklintempletonprod.widen.net/content/tdibmvjdd5/pdf/global-capital-is-rotating-back-to-Brazil-heres-why.pdf

Endnotes

1. Source: Artificial Intelligence Index Report 2025.

2. Source: Bloomberg Intelligence, February 9, 2026.

3. Source: “Global Al Adoption in 2025—A Widening Digital Divide.” Microsoft: Al Economy Institute. January 8, 2026.
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Source: Bloomberg, as of February 2026. The MSCI Japan Index is designed to measure the performance of the large- and mid-cap segments of the Japanese market. With 183
constituents, the index covers approximately 85% of the free float-adjusted market capitalization in Japan. The FTSE Japan RIC Capped Index represents the performance of
Japanese large- and mid-capitalization stocks. Securities are weighted based on their free float-adjusted market capitalization and reviewed semi-annually. Indexes are unmanaged
and one cannot invest directly in an index. Important data provider notices and terms available at www.franklintempletondatasources.com.

WHAT ARE THE RISKS?
All investments involve risks, including possible loss of principal.
Equity securities are subject to price fluctuation and possible loss of principal.

ETFs trade like stocks, fluctuate in market value and may trade at prices above or below their net asset value. Brokerage commissions and ETF expenses
will reduce returns. ETF may not readily trade in all market conditions and may trade at significant discounts in periods of market stress.

International investments are subject to special risks, including currency fluctuations and social, economic and political uncertainties, which could increase
volatility. These risks are magnified in emerging markets. Investments in companies in a specific country or region may experience greater volatility than
those that are more broadly diversified geographically. The government’s participation in the economy is still high and, therefore, investments in China will be
subject to larger regulatory risk levels compared to many other countries.

Investment strategies that incorporate the identification of thematic investment opportunities, may be negatively impacted if the investment manager does
not correctly identify such opportunities or if the theme develops in an unexpected manner. Investments focused in the technology and information
technology industries carry much greater risks of adverse developments and price movements than investments in a wider variety of industries.
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IMPORTANT LEGAL INFORMATION

This material is intended to be of general interest only and should not be construed as individual investment advice or a recommendation or solicitation to
buy, sell or hold any security or to adopt any investment strategy. It does not constitute legal or tax advice. This material may not be reproduced, distributed
or published without prior written permission from Franklin Templeton.

The views expressed are those of the investment manager and the comments, opinions and analyses are rendered as of the publication date and may
change without notice. The underlying assumptions and these views are subject to change based on market and other conditions and may differ from other
portfolio managers or of the firm as a whole. The information provided in this material is not intended as a complete analysis of every material fact regarding
any country, region or market. There is no assurance that any prediction, projection or forecast on the economy, stock market, bond market or the economic
trends of the markets will be realized. The value of investments and the income from them can go down as well as up and you may not get back the full
amount that you invested. Past performance is not necessarily indicative nor a guarantee of future performance. All investments involve risks,
including possible loss of principal.

Any research and analysis contained in this material has been procured by Franklin Templeton for its own purposes and may be acted upon in that
connection and, as such, is provided to you incidentally. Data from third-party sources may have been used in the preparation of this material and Franklin
Templeton (“FT”) has not independently verified, validated or audited such data. Although information has been obtained from sources that Franklin
Templeton believes to be reliable, no guarantee can be given as to its accuracy and such information may be incomplete or condensed and may be subject
to change at any time without notice. The mention of any individual securities should neither constitute nor be construed as a recommendation to purchase,
hold or sell any securities, and the information provided regarding such individual securities (if any) is not a sufficient basis upon which to make an investment
decision. FT accepts no liability whatsoever for any loss arising from use of this information and reliance upon the comments, opinions and analyses in the
material is at the sole discretion of the user.

Franklin Templeton has environmental, social and governance (ESG) capabilities; however, not all strategies or products for a strategy consider “ESG” as
part of their investment process.

Products, services and information may not be available in all jurisdictions and are offered outside the U.S. by other FT affiliates and/or their distributors as
local laws and regulation permits. Please consult your own financial professional or Franklin Templeton institutional contact for further information on
availability of products and services in your jurisdiction.

Brazil: Issued by Franklin Templeton Investimentos (Brasil) Ltda., authorized to render investment management services by CVM per Declaratory Act n. 6.534, issued on October 1, 2001.
Canada: Issued by Franklin Templeton Investments Corp., 200 King Street West, Suite 1400 Toronto, ON, M5H3T4, Fax: (416) 364-1163, (800) 387-0830, www.franklintempleton.ca.
Offshore Americas: In the US, this publication is made available by Franklin Templeton, One Franklin Parkway, San Mateo, California 94403-1906. Tel: (800) 239-3894 (USA Toll-Free),
(877) 389-0076 (Canada Toll-Free) and Fax: (727) 299-8736. US: Franklin Templeton, One Franklin Parkway, San Mateo, California 94403-1906, (800) DIAL BEN/342-5236,
franklintempleton.com. Investments are not FDIC insured; may lose value; and are not bank guaranteed.

Issued in Europe by: Franklin Templeton International Services S.a r.I. — Supervised by the Commission de Surveillance du Secteur Financier— 8A, rue Albert Borschette, L-1246 Luxembourg
— Tel: +352-46 66 67-1, Fax: +352-342080 9861. Poland: Issued by Templeton Asset Management (Poland) TFI S.A.; Rondo ONZ 1; 00-124 Warsaw. Saudi Arabia: Franklin Templeton
Financial Company, Unit 209, Rubeen Plaza, Northern Ring Rd, Hittin District 13512, Riyadh, Saudi Arabia. Regulated by CMA. License no. 23265-22. Tel: +966-112542570. All investments
entail risks including loss of principal investment amount. South Africa: Issued by Franklin Templeton Investments SA (PTY) Ltd, which is an authorized Financial Services Provider.

Tel: +27 (21) 831 7400, Fax: +27 10 344 0686. Switzerland: Issued by Franklin Templeton Switzerland Ltd, Talstrasse 41, CH-8001 Zurich. United Arab Emirates: Issued by Franklin
Templeton Investments (ME) Limited, authorized and regulated by the Dubai Financial Services Authority. Dubai office: Franklin Templeton, The Gate, East Wing, Level 2, Dubai International
Financial Centre, P.O. Box 506613, Dubai, U.A.E. Tel: +9714-4284100, Fax: +9714-4284140. UK: Issued by Franklin Templeton Investment Management Limited (FTIML), registered office:
Cannon Place, 78 Cannon Street, London EC4N 6HL. Tel: +44 (0)20 7073 8500. Authorized and regulated in the United Kingdom by the Financial Conduct Authority.

Australia: Issued by Franklin Templeton Australia Limited (ABN 76 004 835 849) (Australian Financial Services License Holder No. 240827), Level 47, 120 Collins Street, Melbourne, Victoria
3000. Hong Kong: Issued by Franklin Templeton Investments (Asia) Limited, 62/F, Two IFC, 8 Finance Street, Central, Hong Kong. Japan: Issued by Franklin Templeton Investments Japan
Limited. Korea: Issued by Franklin Templeton Investment Advisors Korea Co., Ltd., 3rd fl., CCMM Building, 101 Yeouigongwon-ro, Yeongdeungpo-gu, Seoul, Korea 07241. Malaysia: Issued by
Franklin Templeton Asset Management (Malaysia) Sdn. Bhd. & Franklin Templeton GSC Asset Management Sdn. Bhd. This document has not been reviewed by Securities Commission
Malaysia. Singapore: Issued by Templeton Asset Management Ltd. Registration No. (UEN) 199205211E, 7 Temasek Boulevard, #26-03 Suntec Tower One, 038987, Singapore.

Please visit www.franklinresources.com to be directed to your local Franklin Templeton website.
CFA® and Chartered Financial Analyst® are trademarks owned by CFA Institute.

The views and opinions expressed are not necessarily those of the broker/dealer; or any affiliates. Nothing discussed or suggested should be construed as permission to supersede or
circumvent any broker/dealer policies, procedures, rules, and guidelines.
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