
 

Welcome to Morgan Creek Digital's digital asset update. It is comprised of a thought piece
from our team. We hope you find this content interesting. Please let us know if you have any
comments or questions or if you would like to speak to a member of the Morgan Creek
Digital team. 

DeepSeek's AI Breakthrough Shakes Silicon Valley and Reignites U.S.-China Tech
Rivalry

Unless you are a chatbot lacking real-time data sources or were trained with outdated training
data (sorry for the pun!), you have likely heard of the release of DeepSeek's open-source
reasoning model. This announcement continues to reverberate through Silicon Valley and
Washington, D.C., challenging the dominance of industry giants like OpenAI, Meta, and
Google and reigniting tensions in the U.S.-China rivalry. In short, the breakthrough has
sparked a fresh wave of competition in the global artificial intelligence (“AI”) arms race,
particularly as DeepSeek’s models, including the V3 and R1, offer striking performance at a
fraction of the cost of existing models. As these innovations unfold, they could reshape the
AI landscape, creating new opportunities for market access and competition— something we
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should not shy away from as investors in innovation.

Recap of the Headlines

The DeepSeek team pre-trained its V3 model using just 2,000 dated Nvidia H800 graphics
processing units (“GPUs”)—a fraction of the computational resources required by
“traditional” AI models, which rely on tens of thousands of GPUs.1 Further, DeepSeek’s
team trained its AI model in just 55 days for $5.58 million, a potential game-changer in
efficiency.2 In contrast to the classical approach of attempting to solve a computational
challenge by throwing more hardware at it—or, more accurately, a data center—DeepSeek
focused on software optimizations. This innovative software also bypasses Nvidia’s standard
CUDA framework.3 Instead, it relies on assembly-like PTX programming, allowing for fine-
grained control over GPU operations and significant optimization without enormous
computational power.

As a result, we believe the market (overreacted as many hardware companies recorded a
material decline in market value (e.g., Nvidia, ASML, Broadcom, Marvell). Given that
DeepSeek developed a foundation model competitive with the incumbents’ state-of-the-art
models, like Google’s Gemini, at about 1/40 of the estimated $200 million in capital
expenditure, the market assumed that the current demand for truckloads of GPUs has
ceased.4 It is worth mentioning that there is much debate over the reliability of DeepSeek’s
V3 model cost estimates; some challengers argue that the calculus only factors hardware
training costs and not people, development, and other infrastructure costs. However, rather
than quibble, let us discount the 40x claims and assume that cost efficiency was improved by
at least a factor of ten.

The Significance

DeepSeek had a moment in the computing world that may be analogous to supercomputing's
acceleration in the early 1990s. At the time, high-performance computing was a capitally
intensive game, costing millions and locking out most researchers. Then, in 1994, Thomas
Sterling and Don Becker set out to challenge the exclusive cohort of companies dominating
supercomputers like Cray, IBM, and SGI.5 With just $50,000 from NASA, the
computational scientist and systems software developer sought to link multiple low-cost PCs
to create a parallel computing system capable of competing with supercomputers.6 Sure
enough, they ditched the proprietary hardware, used off-the-shelf PCs, connected them with
Ethernet, and ran the Linux operating system to create Beowulf. The revolutionary cluster of
16 Intel DX4 processors worked in parallel with Becker’s networking software to coordinate
tasks across machines, creating a scalable system.7 Further, Beowulf’s hardware-based
clusters, which were both open-source and modular, democratized supercomputing and laid
the foundation for researchers developing modern parallel computing, cloud computing, and
large-scale data processing. Commodity-based High-performance computing  (“HPC”)
reduced the barrier to entry and boosted hardware sales by offering raw computational
capacity at a fraction of the price.

DeepSeek’s models have caused a stir not only because of their cost efficiency but also
because of their performance. Its reliance on reinforcement learning (“RL”) provides a clear
advantage in terms of adaptability and efficiency compared to traditional machine learning
approaches, especially supervised learning.8 In supervised learning, models are trained using
large, labeled datasets, where every input comes with a predefined correct output. The model
learns to map inputs to outputs based on this labeled data, and its performance is directly tied
to the quality and quantity of the provided data. This method requires substantial human
effort in labeling data and may struggle in environments where data is incomplete,



unstructured, or too complex to label effectively.

On the other hand, reinforcement learning works through a fundamentally different approach.
Rather than relying on labeled examples, RL models learn by interacting with their
environment and receiving feedback through rewards or penalties based on their actions.9

This feedback loop is what drives the model's learning process. The key difference is that RL
enables agents to explore, experiment, and discover the best strategies or behaviors
autonomously. The models are not told precisely what to do or how to do it but are guided
by the consequences of their actions. Over time, the agent refines its decision-making policy
to maximize long-term rewards, improving its performance incrementally.

If others can replicate it, the DeepSeek news could serve as a Beowulf moment for the
GenAI market. The many organizations that were previously barred by cost can now join the
market. In addition, RL models can be designed to deliver the specific performance users
need. For example, this approach may empower enterprises to fully leverage AI at the edge,
facilitating quicker and more informed decision-making. It may also enhance the agility and
resilience of organizational cloud and data center infrastructures, enabling them to adjust to
shifting conditions and demands, as well as emphasizing hybrid and distributed models.

Click Here to listen to the latest episode of Digital Currents

Podcast feed: subscribe to Digital Currents in your favorite podcast app, and follow us
on Apple Podcasts, or Spotify
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Important Disclosures
The above information reflects the opinions of Morgan Creek Digital as of the time this is written and all such
opinions are subject to change. No representation or warranty, express or implied, is given by Morgan Creek Digital
as to the accuracy of such opinions, and no liability is accepted by such persons for the accuracy or completeness of
any such opinions.
 
No Warranty
Neither Morgan Creek Capital Management, LLC nor Morgan Creek Digital warrants the accuracy, adequacy,
completeness, timeliness, or availability of any information provided by non-Morgan Creek sources.

This information is neither an offer to sell nor a solicitation of an offer to buy interests in any investment fund
managed by Morgan Creek Capital Management, LLC or its affiliates, nor shall there be any sale of securities in any
state or jurisdiction in which such offer or solicitation or sale would be unlawful prior to registration or qualification
under the laws of such state or jurisdiction. Alternative investments involve specific risks that may be greater than
those associated with traditional investments.
 
Forward-Looking Statements
This presentation contains certain statements that may include "forward-looking statements" within the meaning of
Section 27A of the Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934. All statements,
other than statements of historical fact, included herein are "forward-looking statements." Included among
"forward-looking statements" are, among other things, statements about our future outlook on opportunities based
upon current market conditions. Although the company believes that the expectations reflected in these forward-
looking statements are reasonable, they do reflect all assumptions, risks and uncertainties, and these expectations
may prove to be incorrect. Actual results could differ materially from those anticipated in these forward-looking
statements as a result of a variety of factors. One should not place undue reliance on these forward-looking
statements, which speak only as of the date of this discussion. Other than as required by law, the company does not
assume a duty to update these forward-looking statements. Past performance is no guarantee of future results. The
illustrations are not intended to predict the performance of any specific investment or security.

General
This is neither an offer to sell nor a solicitation of an offer to buy interests in any investment fund managed by
Morgan Creek Capital Management, LLC or its affiliates, nor shall there be any sale of securities in any state or
jurisdiction in which such offer or solicitation or sale would be unlawful prior to registration or qualification under
the laws of such state or jurisdiction. Any such offering can be made only at the time a qualified offeree receives a
Confidential Private Offering Memorandum and other operative documents which contain significant details with
respect to risks and should be carefully read. Neither the Securities and Exchange Commission nor any State
securities administrator has passed on or endorsed the merits of any such offerings of these securities, nor is it
intended that they will. This document is for informational purposes only and should not be distributed.

Risk Summary
Interests in the Morgan Creek Digital Fund IV, LP ("Fund") are speculative and involve a significant degree of risk.
Cryptocurrencies and related businesses have limited performance histories, can be extremely volatile, and are not
subject to many of the regulatory oversights over which other investable assets are subject. An investment in the
Fund is suitable only for sophisticated investors and requires the financial ability and willingness to accept the high
risks and limited liquidity inherent in the Units.

There can be no assurance that the Fund will be successful or that losses will not be incurred by the Fund. Each
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investor in the Fund must have the ability to bear the risk of loss of their entire investment and must be prepared to
bear such risks for an extended period of time. Investors are strongly urged to consult with their professional
advisors and to carefully review the risk prior to investing.

Performance Disclosures
There can be no assurance that the investment objectives of any fund managed by Morgan Creek Capital
Management, LLC will be achieved. Past performance is not indicative of the performance that any fund managed
by Morgan Creek will achieve in the future. Although Morgan Creek Capital Management, LLC has been presented
with co-investment opportunities in the past, there can be no assurance that Morgan Creek will be presented with
similar opportunities in the future. Further, there can be no assurance that co-investment opportunities will be
available in the future.
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