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All’s fair in love and AI. One of the more interesting ongoing debates we’ve had with
investors and industry contacts relates to the potential for AI-enabled services to shake
up the established order at the top of the Internet funnel. In this note we’ve outlined some
thoughts on the state of play in China, and implications for our coverage. High level, we
expect the leading Chinese devs to remain fast followers on model development. But we
expect unique domain data and entrenched user intent to continue to shape competition.
Reprogramming human behaviour often takes at least as long as programming the AI.

AI chatbots have looked more like search engines than top-funnel disruptors.
The fact Doubao hit 70mn DAUs (per QuestMobile) - and continues to grow rapidly - has
focused investor attention on AI chatbot development. While it certainly behoves peers
to accelerate development, an average of 10-12 minutes of use over 5-7 sessions a day
makes the AI chatbot collective look more like search engine replacements than a new top-
funnel entrance for user traffic. The fact ChatGPT, Gemini, and other top Western leaders
have shown similar usage patterns feels instructive - whether new transactional use cases
can drive engagement growth will be key to watch.

Everyone wants to be a super app. WeChat serves as the template for wannabe super
apps globally, and we expect “everyone uses WeChat because everyone uses WeChat” to
remain a robust moat. Elsewhere, Alibaba’s strategy has pivoted to building a transaction-
based ecosystem around Qwen, and its various consumer-facing ecosystems. Bytedance
has put resources into adding music, text-based content, payments, and an input method
(IME) app. Elsewhere, “big gets bigger” has competitive implications for the smaller
platforms we cover, e.g. Meituan.

Alibaba: can agentic services catalyse engagement growth? On Thursday, Alibaba
unveiled a series of upgrades to its Qwen app, leveraging Taobao, Alipay, Amap, and
Fliggy commercial inventory to enable Qwen users to transact in a broader range of ways.
Alibaba’s shares had already front-run the event, and a consolidation period feels likely. But
the announcement represents a positive strategic move in our view. The extent to which the
Qwen transaction experience can be refined, and drive incremental user engagement in the
coming weeks and months will be important to watch.

Tencent: AI monetisation success vs. the AI narrative issue. Measured on earnings
impact, we think a solid case can be made that Tencent’s AI monetisation in gaming and
ads has been among the sector’s most successful to date. But the fact Tencent is perceived
as having fallen behind on AI chatbot development remains a notable sentiment overhang.
Our bias is it will take much longer for peers to reprogramme top-funnel engagement than
for Tencent to raise its game on model development. In the meantime, we’d urge Tencent
management to be more explicit about the company’s AI investments, the returns thereon,
and product roadmap.
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BERNSTEIN TICKER TABLE

14 Jan 2026 TTM Adjusted EPS Adjusted P/E (x)

Closing Price Rel.

Ticker Rating Cur Price Target Perf. Cur 2024A 2025E 2026E 2024A 2025E 2026E

700.HK (Tencent) O HKD 633.00 820.00 29.3% CNY 23.67 28.64 33.91 23.9 19.8 16.7

NTES (NetEase) O USD 139.00 155.00 26.2% CNY 51.86 60.65 64.32 18.7 16.0 15.1

9999.HK (NetEase) O HKD 220.40 240.00 5.1% HKD 11.41 13.34 14.15 19.3 16.5 15.6

BABA (Alibaba ) O USD 169.90 190.00 91.1% CNY 140,905 85,011 132,319 18.1 27.4 20.4

9988.HK (Alibaba) O HKD 169.00 186.00 75.8% HKD 8.82 5.83 7.84 17.1 25.9 19.3

JD (JD) O USD 29.83 38.00 (32.7)% CNY 31.10 16.73 19.49 6.7 12.4 10.7

9618.HK (JD) O HKD 115.90 150.00 (52.7)% HKD 17.03 9.16 10.67 6.8 12.7 10.9

BZ (Kanzhun) M USD 19.59 23.50 20.9% CNY 6.00 8.05 9.01 22.8 17.0 15.2

PDD (PDD) M USD 107.85 135.00 (8.6)% CNY 82.71 74.14 81.47 9.1 10.1 9.2

3690.HK (Meituan) M HKD 101.50 85.00 (67.0)% CNY 7.03 (2.77) (1.23) 12.9 (32.7) (74.0)

ASIAX 1,711.77

SPX 6,926.60

O - Outperform, M - Market-Perform, U - Underperform, NR - Not Rated, CS - Coverage Suspended

BABA estimate is Operating Earnings (M) Adjusted EPS; BABA, 9988.HK base year is 2025;

Source: Bloomberg, Bernstein estimates and analysis.

INVESTMENT IMPLICATIONS

We’re generally bullish on the Chinese Internet companies’ ability to remain fast followers on AI, and ability to continue to win
share overseas. Domestically, the shift among China’s largest consumer Internet ecosystems towards becoming super-app
ecosystems feels like the most notable development to watch. To date, the top AI chatbots have shown engagement trends
that resemble enhanced search engines rather than true top-funnel disruptors… whether new agentic services can catalyse
engagement growth will likely be key to watch in 2026. We see expansion into alternate form factors like smart glasses and AI
smartphones through the lens of these companies trying to engender incremental user engagement, and potentially one day
change how users transaction and interact with media content.

We remain bullish on Tencent as our top pick in the Internet sector, and on Alibaba as the leader in AI model development.
Grumbling about the former’s lack of progress on chatbot development will probably continue until Vinces Yao and the recently
reshuffled AI team delivers on their promise (and large comp packages). Sentiment headwinds aside, we think Tencent has
plenty of earnings levers to pull to deliver another year of 15-20% core earnings growth. For Alibaba, the latest Qwen update
struck us as promising, though we’d advise caution after the recent jump in AI sentiment. $100-120 for e-commerce plus AI
upside remains our mental heuristic around tactical trading ranges.
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VALUATION COMPS TABLE

EXHIBIT 1: China Internet: Valuation summary
Price Last Market cap 

Rating target price Crncy (US$mn) 2025E 2026E 2027E 2025E 2026E 2027E

China Internet coverage

Tencent O 820 624.50 HKD 732,376 20.0x 16.9x 14.6x 7.4x 6.5x 5.8x
PDD M 135 107.85 USD 153,109 10.4x 9.4x 8.6x 1.6x 1.2x 0.9x
Meituan M 85 100.80 HKD 79,004 n.a. n.a. 22.1x 1.3x 1.2x 1.1x
NetEase O 155 139.00 USD 88,015 16.5x 15.4x 14.1x 4.1x 3.7x 3.3x
Boss Zhipin M 23.5 19.59 USD 9,469 17.4x 15.5x 12.7x 5.5x 4.6x 3.5x
JD O 38 29.83 USD 43,352 12.7x 10.9x 6.9x 0.2x 0.2x 0.2x
Alibaba O 190 169.90 USD 405,402 26.5x 20.2x 15.9x 2.8x 2.6x 2.4x

China Internet other

Kuaishou 79.15 HKD 44,221 14.9x 13.1x 11.3x 2.0x 1.8x 1.7x
Bilibili 33.34 USD 14,077 43.4x 31.4x 23.5x 2.8x 2.6x 2.4x
Baidu 150.50 USD 52,765 20.6x 18.6x 15.9x 2.0x 1.9x 1.8x
VIPshop 18.45 USD 9,500 7.9x 7.4x 7.1x 0.5x 0.4x 0.4x
Tencent Music 17.46 USD 27,044 19.1x 18.0x 15.5x 4.9x 4.3x 3.9x
Trip.com 62.78 USD 43,284 9.6x 14.9x 13.1x 4.1x 3.6x 3.2x
KE Holdings 17.32 USD 20,157 26.8x 21.2x 18.2x 1.2x 1.2x 1.1x

Asian Internet

Sea Ltd. 125.25 USD 74,150 34.7x 24.8x 18.7x 3.1x 2.5x 2.1x
Grab 4.63 USD 18,863 112.9x 44.5x 29.3x 4.1x 3.4x 2.9x
Coupang 20.79 USD 37,976 121.6x 43.6x 24.1x 1.0x 0.9x 0.8x
Naver 258,500 KRW 27,559 19.2x 18.3x 16.3x 3.1x 2.8x 2.5x
Kakao 58,600 KRW 17,625 47.7x 39.6x 33.8x 3.0x 2.7x 2.5x
Nexon 4,232 JPY 22,069 31.0x 27.1x 24.6x 5.8x 5.4x 5.1x

US Internet

Amazon 236.65 USD 2,529,840 27.5x 25.4x 20.6x 3.6x 3.3x 2.9x
Alphabet 335.84 USD 4,055,320 30.7x 28.3x 24.0x 11.7x 10.2x 9.0x
Meta 615.52 USD 1,551,768 21.3x 18.2x 16.1x 7.8x 6.6x 5.7x
Netflix 88.55 USD 404,629 35.9x 30.6x 26.6x 9.1x 8.1x 7.2x
Uber 84.65 USD 175,888 14.2x 20.6x 17.3x 3.5x 3.0x 2.6x
Spotify 528.92 USD 110,272 61.7x 37.6x 29.3x 5.1x 4.5x 3.9x
DoorDash 213.13 USD 91,859 41.7x 36.6x 28.0x 6.6x 5.1x 4.3x

PE EV/sales

The valuation multiples of our China Internet coverage are based on Bernstein estimates; the other companies shown reflect Bloomberg consensus estimates.
Source: Corporate reports, Bloomberg, Bernstein estimates and analysis.
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DETAILS

AI REMAINS THE DOMINANT NARRATIVE IN CHINA INTERNET
In our outlook note for the China Internet sector in 2026 (LINK), we argued for a shift in the AI debate - away from superficial
debates about AI capex dollars and chatbot MAUs to full stack development, and the ability of agentic AI services to drive real
business change. In this note we review the AI ecosystem landscape in China, and try to assess whether currently observable
vectors for AI development pose a threat to the established order at the top of the funnel in China Internet.

In recent years, we’ve argued on various occasions that LLM development as it stands represents a sustaining innovation for
the largest internet platforms, and that differentiated content and entrenched user intent represent the key to victory longer-
term. This view largely persists: programming human users to behave differently can easily take more time and money than
programming new AI capabilities - see Alibaba spending RMB55bn and counting to persuade consumers to use a second food
delivery app. But developments like rising Doubao user traction, Bytedance debuting an AI-enabled smartphone, and Alibaba
launching smart glasses have driven the debate in new directions.

Our world view on AI development: consumer use cases matter as much as model development
In Exhibit 2 we’ve reproduced a framework we drew up in April 2023, shortly after the ChatGPT debut, to assess relative
positioning among China’s Internet giants as they chased US peers on AI development. Bottom up, 2023 us overly simplified
the challenge and lead times associated with leading edge model development. Alibaba and Bytedance have become the
accepted leaders on this front in China, while Tencent management have spoken of retooling HY model development. Our views
on Alibaba execution at the time were coloured by longstanding negativity towards the e-commerce vertical, and we’ve since
turned positive on the company’s AI endeavours. In line with our 2023 views, we remain of the view that industry structure and
competitive environments matter as much for AI monetisation as the underlying tech. Competitive headwinds in e-commerce
for example remain an important drag on Alibaba AI monetisation, while monetising AI gains via ads and gaming has been easier
for Tencent. Putting everything together, we remain of the view that unique and differentiable datasets, and entrenched user
behaviour and commercial intent represent critical components of commercial AI success.

Compared with the US leaders, the gap in frontier model capabilities is generally thought to be in the 6-12 months range.
Between data sources like HuggingFace (e.g. 700mn Qwen downloads) and Open Router, commentary from AirBNB CEO
Brian Chesky pointing to the company’s use of Alibaba’s Qwen model, and Meta reportedly distilling Qwen as part of its own AI
development, we think it’s become clear that Chinese models have found growing traction among global users. The Chinese
preference for open source (and sometimes open weight) models has helped to attract usage as part of freemium business
models. The fact that Chinese models come in a variety of sizes, and with a greater emphasis on vertical domain expertise has
meant (in contrast with the Western preference for large monolithic models) inference is often run on fewer parameters, in turn
translating to lower token costs, adjusted for performance. On the consumer front, the existence of every kind of entrenched
commercial intent within China’s Internet ecosystems should represent an important asset for AI developers.

Thoughts on the supply of compute, geopolitical risks
We’re generally on board with the bull case for global AI development - that frontier AI models are about to experience a step
change in performance as they become trained on next-generation (e.g. Blackwell) GPUs. But both the fact the Chinese Internet
giants have been able to access leading edge compute overseas - and ongoing development in the domestic semis space -
make us believe the Chinese developers we cover can continue to mostly keep pace. Reports that Tencent investee Enflame
had regained a licence to fab chips at TSMC sounded encouraging too. The view that cluster-level matters as much as chip-level
compute should remain important too.

Further twists and turns are probably likely, notably including the Remote Access Security Act (H.R. 2683) currently going
through the US legislative process, which seeks to restrict access to remote and cloud-based services. But the recent
(and ongoing) wave of fundraising for Chinese semis and AI companies probably argues for more capacity over time. In our
conversations, management at our coverage companies mostly pointed to GPU supply becoming a problem on the way to being
resolved over the course of 2026.

Thinking longer term, the tendency for strategically encouraged industries in China (e.g. see solar, EVs) to become overbuilt is
probably a good thing for companies seeking to leverage compute to improve their businesses. In the fullness of time, it would
surprise us if AI inference didn’t become another industry where the Chinese ability to productionise new tech and reduce costs
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drove share gains - especially behind the leading edge.

From Question To Action: our reactions post the Qwen press conference
Top down, we have more sympathy for the “model as a product” mentality in enterprise use cases. For consumer-facing
ones we remain of the view that consumer force of habit - and entrenched commercial intent - matter at least as much as
the model itself. After Alibaba’s Q2 reporting, we argued that the more interesting debate related to “how the company can
consolidate users, merchants, product and service listings, and multi-modal behavioral insights across hitherto fairly disparate
ecosystems… and drive greater visitation to a more coherent consumption super app experience”. The Qwen update unveiled
on Thursday was a concrete move in this direction, integrating Taobao, Amap, Alipay, Fliggy into the range of services the
chatbot is able to cater to.

If we were to nit-pick, the fact the demos shown on stage (food delivery orders, travel and hotel bookings, doing homework…)
were pre-recorded rather than projected live likely detracted from their immediate visual impact. We couldn't help but feel like
the (highly detailed) presentations were more geared towards impressing developers and ecosystem partners (…including
internal ones) as much as creating a moment of magic trying to impress users into using Qwen. But overall we felt the release
painted the picture of much more capable personal assistant which caters to a broader range of transactional use cases.
Whether (or when) Alibaba eventally opens up Qwen to third-party ecosystem partners will be an interesting wrinkle to watch in
the coming months. It’s probably objectively true that (maybe Tencent and WeChat aside) Alibaba has the most complete suite of
transactional ecosystems in the industry - ahead of Bytedance.

Alibaba’s shares had traded up into the event, and it doesn’t surprise us that “sell the news” was the immediate response. The
proof in the pudding remains the extent to which Alibaba has fully integrated data sharing across its internal ecosystems (the
company assures us this is now frictionless), inevitable early glitches are ironed out, and users respond by engaging more with
Qwen (as opposed to simply buying from Taobao directly via what’s already a highly optimised user interface). The extent to
which commercial impact can show through in the face of ongoing e-commerce competition will continue to feature too.

EXHIBIT 2: Tencent, Alibaba, Bytedance have become consensus AI winners among the Internet giants in China…
model development aside, we stand by the importance of entrenched user intent, and favourable industry
structures

0

1

2

3

4

5
Hardware

Platform

ApplicationIndustry structure

Execution

Our 5-point framework for assessing AI leaders in China

Tencent Alibaba ByteDance

Source: Bernstein estimates and analysis.
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EXHIBIT 3: AI has once again become the dominant sector narrative to start 2026, including the growth of AI
chatbots, and how their functionality has evolved over time
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EXHIBIT 4: The Minimax and Zhipu IPOs have driven considerable excitement since the start of the year… we
expect Chinese model developers to remain fast followers in the model layer

0

200

400

600

800

1,000

1,200

1,400

1,600

Jan-25 Feb-25 Mar-25 Mar-25 Apr-25 May-25 Jun-25 Jul-25 Aug-25 Sep-25 Oct-25 Nov-25 Dec-25 Jan-26

To
ke

ns
 (b

n)

2025-2026: OpenRouter Chinese models token consumption

deepseek qwen z-ai minimax xiaomi

Source: OpenRouter and Bernstein analysis.

AI CHATBOTS HAVE NOT LOOKED LIKE A DISRUPTIVE FORCE (…YET?)
For all the excitement around the rise of AI chatbots, we think it’s clear that they’ve yet to become a serious disruptive force
in the Internet sector. Bytedance’s Doubao has seen user traction grow rapidly since it debuted - the latest QuestMobile data
points to 227mn MAUs and 70mn DAUs in December. Comparisons of the ratio between DAUs and MAUs point to growing
engagement. Yuanbao’s inability to date to keep pace with Doubao has become one of the few (we think somewhat misguided,
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but nevertheless) bearish arguments against Tencent’s shares. Looking at the pattern of usage of both Doubao specifically and
AI chatbots more broadly though we think the engagement patterns shown by these apps look most similar to search… rather
than pose a serious threat to dominant top-funnel ecosystems like WeChat or Xiaohongshu.

In Exhibit 6 and Exhibit 7 we’ve shown average usage of a range of the top AI chatbots and AI-enabled browsers in China,
measured on metrics like daily app sessions and time spent. These are generally used somewhere between four and seven
times a day, for 10-12 minutes in total. Interestingly that’s actually well aligned with trends observed among Western AI leaders
like ChatGPT and Google Gemini. All of the AI chatbots in our comparison added up to c. 0.6% of total app sessions in China
in November. In contrast, WeChat is activated over 40 times a day, and used for an average of 100 minutes a day. Douyin and
Xiaohongshu saw 15.6 and 16.4 daily app sessions last month, and 123 and 89 minutes of daily time spent per DAU. Even if
we assume that half of WeChat’s activations reflect users responding to messages and is difficult to leverage commercially, it’s
clear the gap between these top-of-funnel entrances and the AI chatbot collective remains large.

Could things change? The pace of AI development is so rapid that the answer by default is probably… maybe? Charts of the
user scale of Doubao, Yuanbao, and Qwen all look up-and-to-the-right (DeepSeek actually looks rather underwhelming in
comparison, with engagement tracking sideways). One surmises that Bytedance, Tencent, and Alibaba will continue to invest
heavily in their success: for Alibaba how to engender greater visitation to the Qwen app represents one of the most critical
questions for management, given the company’s strategy to build a transaction ecosystem centred around the company’s
AI efforts (whether and when to allow third-party services onto the platform will be an interesting strategic choice). Our base
case is that daily engagement will continue to increase as more functionality is added to these services. The flip side argument
against AI driving top-funnel disruption is chiefly that as all the large Internet platforms roll out AI features, their relative impacts
will eventually cancel each other out. But lead times and speed of iteration will likely drive shifts in user and investor perception,
and stock performance.

EXHIBIT 5: Rising Doubao traction more than anything else has driven talk of disruption at the top of the funnel,
and the idea of “models as a product”
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EXHIBIT 6: To date though most of the AI chatbots remain used for 10-12 minutes over 5-7 sessions a day… more
akin to search engine usage than the current leaders at the top of the funnel
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EXHIBIT 7: Even brower apps like Quark and QQ Browser currently occupy significantly more daily usage than the AI
chatbot collective
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EXHIBIT 8: The top global AI chatbot apps demonstrate similar usage patterns…
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EXHIBIT 9: …though daily time spent has continued to rise over time
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LIFE, LIBERTY, AND THE PURSUIT OF FULL STACK DOMINANCE
The evolution of AI chatbot engagement is worth monitoring both for its own sake as a vector of change in the Internet top
funnel in China, and because it’s become increasingly clear that the giants in the sector - Tencent, Alibaba, Bytedance - are all
pursuing super app strategies. Tencent is the clear incumbent in this regard, with WeChat serving as the template for wannabe
super apps globally. We’ve written about Alibaba’s focus on creating a transactional ecosystem around Taobao/Tmall and Qwen.
Bytedance rounds out the quorum of top consumer apps in China.

It’s through a similar lens that we perceive ongoing attempts from the likes of Alibaba and Bytedance to expand beyond the
Internet application layer. The hope is that Internet users can be retrained to interact with the AI assistants embedded in new

CHINA INTERNET 9

�



Robin Zhu    +852 2123 2659  robin.zhu@bernsteinsg.com 16 January 2026

devices. See Alibaba debuting its Quark smart glasses in November, or Bytedance’s introduction of an AI-enabled phone. With
the smartphone plateauing as the dominant mobile form factor, the tech industry has been trying to will smart glasses adoption
into existence… without much success to date. But data from IDC suggests that growth has at least been rapid from a small
base.

Alibaba and other developers of these devices will hope these surfaces can help to drive incremental visitation to their
ecosystems. Taking a step back though, 4.2mn units sold over the last two years is both a big number in isolation… and a
rounding error compared with the user bases of China’s top user ecosystems. The bull case is that this is a backward-looking
number, and adoption should continue to pick up as AI functionality improves. On the other hand, most of the products in the
market today remain essentially at the prototype stage. In at least some of the cases, we suspect the products were introduced
for the sake of ticking a box in the product line-up chart, before they were truly production ready with a suite of features
attractive to users. Baidu’s smart glasses for example come with several functions where the small print indicate that they “will
be enabled through upcoming OTA updates.”

Hands on with Alibaba’s Quark smart glasses… and related thoughts
We recently had some hands-on time with the Quark smart glasses.

At a high level, both underlying smart glasses technology and the supported user experience remain work in progress, in our
view. The display was monochrome, voice control suffered from notable latency, while shunting all of the controls to one side
struck us as an unusual UI design choice. But what we saw nonetheless raised some interesting questions for what the new tech
could become, given more time to iterate. The Quark glasses currently support Taobao, Alipay, Amap, and enable tasks such
as shopping, payments, and navigation. As it stands the Quark glasses need to be paired with a smartphone, similar to current
smart watches. We’d imagine over time this will change, meaning the smart glasses can be operated independently. But even in
the longer term, the lack of WeChat support makes us doubt it can be a user’s primary device.

Alibaba aside, more or less every smartphone maker in China has committed resources to developing AI assistants of their own.
Rather than committing to a single model provider, they are working with multiple partners. Oppo, for example, has rolled out
AI-enabled phones powered by Qwen while also doing parallel versions using Doubao and DeepSeek. Our bias is the Internet
companies win out (e.g. see how many people use the Google voice assistant on Android phones, versus say the Samsung one),
but it’s probably best to reserve judgment while the technology continues to develop and scale.

Is the Bytedance phone a catalyst for full stack competition?
Compared with smart glasses, we think the Bytedance phone raises the more interesting strategic questions. As far as we
could tell, the phone worked essentially by reading screenshots and simulating human clicks, rather than interact with apps
via the API layer. But strategically it’s clear the project is far more ambitious and broader in scope than just the company’s own
ecosystem. On the flip side, the fact WeChat, Taobao, and other top apps reacted to the phone by essentially locking users out of
their ecosystems was entirely predictable, and demonstrates the power these large consumer ecosystems have over the rest of
the tech stack, which we think will persist.

Our base case is that China’s large consumer ecosystems will continue to withhold API access, and prevent rival agentic AI
services from manipulating their apps. Alibaba gets around this problem via its ownership of a diverse group of transactional
ecosystems. Tencent shareholders can probably take some comfort from the idea that any new hardware device that doesn’t
support WeChat will be niche at best… and more likely just unviable as a primary consumer device. On the other hand, whether
we might see more alliances between the Internet ecosystem giants and hardware device manufacturers makers might
represent the more intriguing question to ponder. The fact Xiaomi, Huawei, Oppo, et al. are all trying to develop their own AI
assistants probably represents the main counter-argument in terms of feasibility.
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EXHIBIT 10: A move towards AI-centric super-app ecosystems is probably the logical direction for the largest
companies in the space… though social and messaging will likely remain hard nuts to crack
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EXHIBIT 11: In November Alibaba debuted its Quark AI
glasses…

Source: Corporate reports.

EXHIBIT 12: …while the new Doubao phone has also
driven questions on competition across the tech stack

Source: Corporate reports.
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EXHIBIT 13: IDC data points to c. 4mn smart glasses sold in China in 2024-2025, a rounding error compared with the
user bases of the top Internet ecosystems… but the tech continues to evolve rapidly
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EXHIBIT 14: Alibaba’s Quark S1 leverages the company’s various ecosystems and brings the most complete set of
features to the table… but generally they remain niche endeavours for early adopters

Alibaba Quark S1 Rokid Xiaomi Baidu Xiaodu Pro

Type AR/VR AR/VR Audio + Camera Audio + Camera

Display Micro-LED display Micro-LED display No display No display

AI Quark AI assistant Multiple (Qwen, Doubao, 
DeepSeek, etc.)

Super Xiao Ai Xiaodu AI

Ecosystem integration Taobao, Alipay, Amap, etc. n.a. Xiaomi phone, vehicle, 
smart home, etc.

Baidu search, maps, 
NetEase Cloud Music, etc.

Functionality

Object recognition ✓ ✓ ✓ ✓

Real-time translation ✓ ✓ ✓ ✓

Meeting transcription ✓ ✓ ✓ ✓

E-commerce ✓

Payments ✓

Navigation ✓ ✓

Smart home control ✓

Teleprompting ✓

Source: Corporate reports and Bernstein analysis.

ON PERCEIVED DISRUPTION RISK… AND STOCK NARRATIVES
On the margin, we expect e-commerce and local service listings to be easier to replicate on these new hardware devices.
Merchants are incentivised to sell everywhere that offers user traffic at a reasonable price. Any notion of “disruption” from new
devices remains a theoretical construct, in our view. In November all of the AI chatbots combined for 0.3% of total Internet time
spent, and 0.6% of app sessions in China… compared with WeChat on 20% and 36%. But we’ve done this job for long enough
to understand the market’s appetite for bite-sized narratives, and the ability to skew perceptions and stock valuations for years
while the event horizon for change edges slowly closer over multiple years.
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The market really wants Tencent to improve Yuanbao; we do too… some perspective
Within our coverage, our base case is that any new hardware device will struggle to gain mainstream traction as users’ main
devices unless they support WeChat. For Tencent, if the bullish argument for is that AI features deemed good enough to ship
can automatically be scaled to over 1bn users, the counter-argument to date has been the relative lack of visible progress. It’s
probably true that Tencent and WeChat (as critical social infrastructure in China) face a higher quality bar when shipping new
features compared with Minimax et al., or even Bytedance. In our minds the company has made good progress realising AI gains
via its gaming and ads businesses (we think the former is especially underappreciated among investors… Quantum Studios
execs talked up user retention, engagement, and ARPU uplift during a December event in Bangkok). But the fact Tencent
finds itself behind on AI chatbot development and traction has represented the main sentiment overhang for a stock where
management has plenty of earnings levers to pull to get to 15-20% core earnings growth.

The high profile hiring of Vinces Yao (ex-OpenAI) and other senior AI researchers has coincided with a broader reset of HY model
development, and will hopefully lead to improvement. In the meantime we’d urge Tencent management to be more forthcoming
on disclosure related to the company’s AI investments, the returns thereon, and the go-forward product release roadmap.

The Alibaba ecosystem growth thesis
After Alibaba’s September quarter print, we called the company’s capex dollars and quarterly cloud growth the “trees” to the
“forest” of a broader strategy to reorganise the company’s user ecosystems around Taobao and Qwen. Amap user traction has
exploded since it pivoted from being a navigation tool to a hub for location-based information more akin to Google Map. We
consider Alibaba’s investments in food delivery and local services partly through the lens of an effort to grab a greater share of
high-intent search traffic - as much as simply trying to eat Meituan’s lunch in food delivery.

The fact that Qwen to date has “merely” served as one of many search alternatives raises some questions on the Alibaba
ecosystem growth thesis. The core e-commerce business remains at the mercy of moribund retail consumption trends in China.
On the other hand, the fact that Zhipu, Minimax, and Kunlunxin are now (or will soon be) worth $10bn or more raises a question
about the value of the Alibaba equivalents. What would a pair of Qwen and T-head/PPU IPOs be worth in the current climate?

EXHIBIT 15: The main shift in Internet usage in China in recent years was driven by the rise of short form video
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EXHIBIT 16: We expect the top AI chatbots to continue to grow in usage, but top down they’ve collectively had a
miniscule impact on how Chinese Internet users interact with their phones
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COMPETITIVE IMPLICATIONS FOR THE SMALLER PLAYERS
One of our main complaints around AI growth to date has been that it’s mainly served to redistribute Internet sector
engagement, rather than grow the whole pie. For all the excitement around DeepSeek and Doubao, their impact on top-down
Internet time spent and app sessions growth has been limited. If we reduce the AI chatbot race to an attempt to redraw top-
of-funnel market share, however, the implications for the smaller platforms we cover are clear too. Conventionally, greater
competition at the top of the funnel benefits the advertising platforms that act as sources of user eyeballs. Alibaba is thought
to have become one of Tencent’s larger ads customers; see also Alibaba’s e-commerce deal with Xiaohongshu, and Bilibili’s
various deals with the large e-commerce platforms. Smaller platforms who rely on paid user acquisition lose as a result of having
to pay higher user acquisition costs.

Meituan remains our primary example of an ecosystem loser
On the flip side, we think the companies most at risk include (1) those that occupy large, contestable markets where the reward
of future market share gains justifies the investment needed to displace existing incumbents; and (2) where homogeneity of
supply means it’s easier for agentic AI services to understand and navigate the transaction process. For Meituan, Alibaba’s
recent commitment to taking a majority share of the market aligns better with our world view than the view held by some
investors that Meituan food delivery was on a path back to profitability in 2026. Elsewhere, we’ve always been somewhat wary
of the travel vertical as one that made sense to be bundled as part of larger super app ecosystems. Whether Ctrip chooses to
expose its commercial inventory to emerging AI chatbot ecosystems - rather than run the risk of being left behind if top-funnel
Internet engagement starts to shift - strikes us as an interesting strategic question to monitor.

Vertical niches might be better protected; we remain fond of first-party content
Some of the smaller platforms in the sector like Boss Zhipin actually feel better insulated to us in the environment we describe
above, given relatively limited exposure to high user acquisition costs, and the fact their smaller markets are less likely to attract
direct competition, and the product being sold (job applicant information) is long tail and highly heterogeneous. But at least over
shorter time horizons, the “don’t buy what Tencent sells” mental heuristic probably applies. Elsewhere in the Internet sector, we
remain fond of video game developers like NetEase, and other developers of first-party content. AI’s inability to create all-new
Internet engagement argues in favour of our view that first-party content (i.e. what to do, watch, play, consume…) will become
increasingly important over time.
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EXHIBIT 17: We increasingly think the convergence of
competition between food delivery and e-commerce…
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Source: QuestMobile and Bernstein analysis.

EXHIBIT 18: …fits into a broader pattern of the largest
Internet companies wanting to build integrated super
apps
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Section 1.1 of NI 31-103.
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+44 (0)20-7170-5000. Registered in England & Wales No OC343985.
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to engage in investment activity (within the meaning of section 21 of the FSMA) in connection with the issue or sale of any securities
may otherwise lawfully be communicated or caused to be communicated (all such persons together being referred to as “relevant
persons”). This document is directed only at relevant persons and must not be acted on or relied on by persons who are not relevant
persons. Any investment or investment activity to which this document relates is available only to relevant persons and will be
engaged in only with relevant persons.

To our readers in the member states of the EEA: This publication is being distributed by BSG France SA, which is authorised
and regulated by the Autorité de Contrôle Prudentiel et de Résolution (ACPR) and Autorité des Marchés Financiers (AMF).

To our readers in Hong Kong: This publication is being distributed in Hong Kong by Sanford C. Bernstein (Hong Kong) Limited
盛博香港有限公司, which is licensed and regulated by the Hong Kong Securities and Futures Commission (Central Entity No.
AXC846) to carry out Type 4 (Advising on Securities) regulated activities and subject to the licensing conditions mentioned in
the SFC Public Register (https://www.sfc.hk/publicregWeb/corp/AXC846/details)). This publication is solely for professional
investors, as defined in the Securities and Futures Ordinance (Cap. 571). The purpose of this report is solely to provide an analysis
of the issuers referred to in this report and is not intended for any purpose contrary to the laws of Hong Kong.

To our readers in Singapore: This publication is being distributed in Singapore by Sanford C. Bernstein (Singapore) Private
Limited, only to accredited investors or institutional investors, as defined in the Securities and Futures Act 2001 of Singapore
("SFA"). Recipients in Singapore should contact Sanford C. Bernstein (Singapore) Private Limited in respect of matters arising from,
or in connection with, this publication. Sanford C. Bernstein (Singapore) Private Limited is regulated by the Monetary Authority of
Singapore and licensed under the SFA as a capital markets services licence holder for dealing in capital markets products that are
securities and collective investment schemes and an exempt financial adviser for advising on, issuing and promulgating analyses
and reports on securities. Sanford C. Bernstein (Singapore) Private Limited is registered in Singapore with Company Registration
No. 20213710W and located at One Raffles Quay, #27-11 South Tower, Singapore 048583, +65-6230-4612.

To our readers in the People’s Republic of China: The securities referred to in this document are not being offered or sold and
may not be offered or sold, directly or indirectly, in the People's Republic of China (for such purposes, not including the Hong Kong
and Macau Special Administrative Regions or Taiwan, the “PRC”) in contravention of any applicable laws of the PRC.

This document does not constitute an offer to sell or the solicitation of an offer to buy any securities in the PRC to any person to
whom it is unlawful to make the offer or solicitation in the PRC.

We do not represent that this document may be lawfully distributed, or that any securities may be lawfully offered, in compliance
with any applicable registration or other requirements in the PRC, or pursuant to an exemption available thereunder, or assume
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any responsibility for facilitating any such distribution or offering. In particular, no action has been taken by us which would permit
a public offering of any securities or distribution of this document in the PRC. Accordingly, the securities are not being offered
or sold within the PRC by means of this document or any other document. Neither this document nor any advertisement or other
offering material may be distributed or published in the PRC, except under circumstances that will result in compliance with any
applicable laws and regulations.
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Finance Bureau (registration number: The Director-General of Kanto Local Finance Bureau (FIBO) No.3387) and regulated by the
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To our readers in Australia: Sanford C. Bernstein (Hong Kong) Limited 盛博香港有限公司 is responsible for distributing research
in Australia. It is regulated by the Securities and Exchange Commission under U.S. laws, by the Financial Conduct Authority under
U.K. laws, which differs from Australian laws. Sanford C. Bernstein (Hong Kong) Limited 盛博香港有限公司 is exempt from the
requirement to hold an Australian financial services license under the Corporations Act 2001 in respect of the provision of the
following financial services to wholesale clients:

• providing financial product advice;

• dealing in a financial product;

• making a market for a financial product; and

• providing a custodial or depository service.

To our readers in India: This publication is being distributed in India by Sanford C. Bernstein (India) Private Limited (SCB India)
which is licensed and regulated by Securities and Exchange Board of India ("SEBI") as a research analyst entity under the SEBI
(Research Analyst) Regulations, 2014, having registration no. INH000006378 and as a stock broker having registration no.
INZ000213537. SCB India is currently engaged in the business of providing research and stock broking services. Please refer to
www.bernsteinresearch.in for more information.

• SCB India is a Private limited company incorporated under the Companies Act, 2013, on April 12, 2017 bearing corporate
identification number U65999MH2017FTC293762, and registered office at Level 3A, 4th Floor, First International Financial
Centre, Plot Nos C-54 and C-55, G Block, Near CBI Office, Bandra Kurla Complex, Bandra (East), Mumbai 400098,
Maharashtra, India (Phone No: +91-22-68421401).

• For details of Associates (i.e., affiliates/group companies) of SCB India, kindly email MUM-BERNSTEIN-
InCompliance@bernsteinsg.com.

• SCB India does not have any disciplinary history as on the date of this report.

• Except as noted above, SCB India and/or its Associates (i.e., affiliates/group companies), the Research Analysts authoring this
report, and their relatives

• do not have any financial interest in the subject company

• do not have actual/beneficial ownership of one percent or more in securities of the subject company;

• is not engaged in any investment banking activities for Indian companies, as such;

• have not managed or co-managed a public offering in the past twelve months for any Indian companies;

• have not received any compensation for investment banking services or merchant banking services from the subject
company in the past 12 months;
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• have not received compensation for brokerage services from the subject company in the past twelve months;

• have not received any compensation or other benefits from the subject company or third party related to the specific
recommendations or views in this report; and

• do not currently, but may in the future, act as a market maker in the financial instruments of the companies covered in the
report.

• do not have any conflict of interest in the subject company as of the date of this report.

• Except as noted above, the subject company has not been a client of SCB India during twelve months preceding the date
of distribution of this research report. Neither SCB India nor its Associates (i.e., affiliates/group companies) have received
compensation for products or services other than investment banking, merchant banking or brokerage services from the
subject company in the past twelve months.

• The principal research analyst(s) who prepared this report, members of the analysts' team, and members of their households
are not an officer, director, employee or advisory board member of the companies covered in the report.

• Our Compliance officer / Grievance officer is Ms. Rupal Talati, who can be reached at +91-22-68421451, or MUM-
BERNSTEIN-InCompliance@bernsteinsg.com / Scbin-investorgrievance@bernsteinsg.com

• The Research investor charter and Terms & Conditions of SCB India are available on its website and may be accessed at Sanford
C. Bernstein (India) Private Limited (https://bernsteinresearch.in/) for your reference.

• Disclaimer: Registration granted by SEBI, and certification from NISM, is in no way a guarantee of performance of the
intermediary or provide any assurance of returns to investors. Investments in securities market are subject to market risks. Read
all the related documents carefully before investing.

To our readers in Switzerland: This document is provided in Switzerland by or through Bernstein Autonomous LLP, and is
provided only to qualified investors as defined in article 10 of the Swiss Collective Investment Scheme Act (“CISA”) and related
provisions of the Collective Investment Scheme Ordinance and in strict compliance with applicable Swiss law and regulations.
The products mentioned in this document may not be suitable for all types of investors. This document is based on the Directives
on the Independence of Financial Research issued by the Swiss Bankers Association (SBA) in January 2008.

To our readers in the Middle East: Bernstein Autonomous LLP, DIFC branch has its principal office at Gate Village 06, DIFC,
Dubai, UAE. Bernstein Autonomous LLP, DIFC branch is regulated by the Dubai Financial Services Authority (DFSA) with the
registration number F008549 and is provisioned for Arranging Deals in Investments and Advising on Financial Products. All
communications and services are directed at Professional Clients and Market Counterparties only (as defined in the DFSA
rulebook). Persons other than Professional Clients and Market Counterparties, such as Retail Clients, are not the intended
recipients of our communications or services.

LEGAL

All research publications are disseminated to our clients through posting on the firm's password protected websites,
bernsteinresearch.com and autonomous.com. Certain, but not all, research publications are also made available to clients through
third-party vendors or redistributed to clients through alternate electronic means as a convenience.

This publication has been published and distributed in accordance with the Firm's policy for management of conflicts of interest
in investment research, a copy of which is available from Bernstein Institutional Services LLC, Director of Compliance, 245 Park
Avenue, New York, NY 10167. Additional disclosures and information regarding Bernstein's business are available on our website
www.bernsteinresearch.com.

The securities described herein may not be eligible for sale in all jurisdictions or to certain categories of investors where that
permission profile is not consistent with the licenses held by the entities noted herein. This document is for distribution only as may
be permitted by law. This publication is not directed to, or intended for distribution to or use by, any person or entity who is a citizen
or resident of, or located in any locality, state, country or other jurisdiction where such distribution, publication, availability or use
would be contrary to law or regulation or which would subject any of the entities referenced herein or any of their subsidiaries
or affiliates to any registration or licensing requirement within such jurisdiction. This publication is based upon public sources
we believe to be reliable, but no representation is made by us that the publication is accurate or complete. We do not undertake
to advise you of any change in the reported information or in the opinions herein. This publication was prepared and issued by
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entity referred to herein for distribution to eligible counterparties or professional clients. This publication is not an offer to buy
or sell any security, and it does not constitute investment, legal or tax advice. The investments referred to herein may not be
suitable for you. Investors must make their own investment decisions in consultation with their professional advisors in light of
their specific circumstances. The value of investments may fluctuate, and investments that are denominated in foreign currencies
may fluctuate in value as a result of exposure to exchange rate movements. Information about past performance of an investment
is not necessarily a guide to, indicator of, or assurance of, future performance.

This report is directed to and intended only for our clients who are “eligible counterparties”, “professional clients”, “institutional
investors” and/or “professional investors” as defined by the aforementioned regulators, and must not be redistributed to retail
clients as defined by the aforementioned regulators. Retail clients who receive this report should note that the services of the
entities noted herein are not available to them and should not rely on the material herein to make an investment decision. The result
of such act will not hold the entities noted herein liable for any loss thus incurred as the entities noted herein are not registered/
authorised/ licensed to deal with retail clients and will not enter into any contractual agreement/arrangement with retail clients.
This report is provided subject to the terms and conditions of any agreement that the clients may have entered into with the entities
noted herein. All research reports are disseminated on a simultaneous basis to eligible clients through electronic publication to
our client portal.

The information in this report was prepared by Bernstein solely for the internal business use of our clients. Clients may store,
display, analyze, reformat and print the information in this report for this limited use only. Clients may not copy, alter, create
derivative works, resell, reverse engineer, commercially exploit, share or distribute any part of the information contained herein
for any purpose without Bernstein’s express written consent. These restrictions include extracting data or using the content to
develop indices or other products. Further, you may not use this report, or any portion of this report, to train or finetune any third-
party machine learning or artificial intelligence system, or as a prompt or input into any such system. You also may not, without
Bernstein’s express written consent, do any of the foregoing in connection with your own internal machine learning or artificial
intelligence system.

Bernstein may use artificial intelligence tools in the preparation of its materials. Any such materials are reviewed by Bernstein’s
research analysts prior to publication.

This report has been prepared for information purposes only and is based on current public information that we consider reliable,
but the entities noted herein do not warrant or represent (express or implied) as to the sources of information or data contained
herein are accurate, complete, not misleading or as to its fitness for the purpose intended even though the entities noted herein
rely on reputable or trustworthy data providers, it should not be relied upon as such. Opinions expressed are the author(s)’ current
opinions as of the date appearing on the material only and we do not undertake to advise you of any change in the reported
information or in the opinions herein.

This publication was prepared and issued by the entity referred to herein for distribution to eligible counterparties or professional
clients. The information in this report is intended for general circulation and does not constitute an offer to buy or sell any security,
investment, legal or tax advice nor a personal recommendation, as defined by any of the aforementioned regulators. It does not
take into account the particular investment objectives, financial situations, or needs of individual investors. The report has not been
reviewed by any of the aforementioned regulators and does not represent any official recommendation from the aforementioned
regulators. The investments referred to herein may not be suitable for you. Investors must make their own investment decisions in
consultation with advice sought from a financial adviser regarding the suitability of the investment product, taking into account the
specific investment objectives, financial situation or particular needs of any recipient of the recommendation, before the recipient
makes a commitment to purchase the investment product.

The analysis contained herein is based on numerous assumptions. Different assumptions could result in materially different
results. The information in this report does not constitute, or form part of, any offer to sell or issue, or any offer to purchase or
subscribe for shares, or to induce engage in any other investment activity. The value of any securities or financial instruments
mentioned in this report may fluctuate subject to market conditions. Information about past performance of an investment is
not necessarily a guide to, indicative of, or assurance of future performance. Estimates of future performance mentioned by
the research analyst in this report are based on assumptions that may not be realized due to unforeseen factors like market
volatility/fluctuation. In relation to securities or financial instruments denominated in a foreign currency other than the clients’
home currency, movements in exchange rates will have an effect on the value, either favorable or unfavorable. Before acting on any
recommendations in this report, recipients should consider the appropriateness of investing in the subject securities or financial
instruments mentioned in this report and, if necessary, seek for independent professional advice.

The securities described herein may not be eligible for sale in all jurisdictions or to certain categories of investors where that
permission profile is not consistent with the licenses held by the entities noted herein. This document is for distribution only as may
be permitted by law. It is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or
located in any locality, state, country or other jurisdiction where such distribution, publication, availability or use would be contrary
to law or regulation or would subject the entities noted herein to any regulation or licensing requirement within such jurisdiction.
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Source: Bloomberg Index Services Limited. BLOOMBERG® is a trademark and service mark of Bloomberg Finance L.P. and its
affiliates (collectively “Bloomberg”). Bloomberg or Bloomberg’s licensors own all proprietary rights in the Bloomberg Indices.
Neither Bloomberg nor Bloomberg’s licensors approves or endorses this material, or guarantees the accuracy or completeness of
any information herein, or makes any warranty, express or implied, as to the results to be obtained therefrom and, to the maximum
extent allowed by law, neither shall have any liability or responsibility for injury or damages arising in connection therewith.

No part of this material may be reproduced, distributed or transmitted or otherwise made available without prior consent of the
entities noted herein. Copyright Bernstein Institutional Services LLC Bernstein Autonomous LLP, BSG France S.A., Sanford C.
Bernstein (Hong Kong) Limited 盛博香港有限公司, Sanford C. Bernstein (Canada) Limited, Sanford C. Bernstein (India) Private
Limited (SEBI registration no. INH000006378), Sanford C. Bernstein (Singapore) Private Limited and Sanford C. Bernstein Japan
KK (サンフォード・C・バーンスタイン株式会社). All rights reserved. The trademarks and service marks contained herein are
the property of their respective owners. Any unauthorized use or disclosure is strictly prohibited. The entities noted herein may
pursue legal action if the unauthorized use results in any defamation and/or reputational risk to the entities noted herein and
research published under the Bernstein and Autonomous brands.
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