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Questions mount over how to regulate Al

Policymakers face a significant challenge in regulating artificial intelligence (Al) as
innovations quickly expand while citizens demand action to ensure Al applications don't
endanger their safety, according to Dr Kevin Hebner, managing director, global investment
strategist with Epoch Investment Partners.

Given the market imperative, big technology companies have turbocharged their Al efforts
to ensure they are on the front of the wave, more interested in speed than safety. Given the
economic imperative to be first, it is not surprising the public wants increased transparency
and is supporting increased regulation. However, regulators should not act too quickly to
clamp down on Al, according to Mr Hebner.

“The track record of regulation suggests one major risk is a rush to action, without the
benefit of rigorous cost-benefit analysis and a firm understanding of how the technology is
evolving. As often occurs, regulators would inflict a lot of harm in their vain attempt to do a
little good,” Mr Hebner said in a new whitepaper, Al: How to Regulate an Emerging Tech?

“A second risk is strangling innovation, as frequently transpires in Europe, while a third is
regulatory capture, which seems likely given the high stakes and dearth of Al expertise in
government,” he said.

According to Mr Hebner, a balance needs to be struck between encouraging innovation in
Al and ensuring safety for citizens. The US is usually much better at this than Europe, which
has stifled innovation through regulation.

“This helps explain why most of the top Al professionals are based in the US or Canada
even though they were born abroad. It also clarifies why America captures the lion's share
of private sector investment in Al,” he said.

"Mistakes will be made, and they will have important implications for the evolution of Al,
the structure of the industry and the cash flow earned by investors. Implementing a rigid
and complex regulatory framework is likely to impose excessive costs but do little to
protect society. Unfortunately, such an outcome seems highly likely given the political
pressure to act, even though we have little idea what the Al ecosystem is going to look like
just a few years down the road,” he said.

The whitepaper notes that populations globally are apprehensive about Al and demanding
regulation.

"Regarding the economic impact of Al, most people are concerned it could eventually
replace their jobs and result in further concentration and power in the technology sector.
On a more positive note, many people are optimistic Al will improve the quality of services
they receive, especially in healthcare.”



But caution is needed before laws are made to regulate the unknown. “Nobody possesses
a crystal ball and we do not know which startup companies will become the next titans, and
which current superstars will fall. This level of uncertainty means we are regulating what we
do not really understand, which is, which governments need to be cautious now about
introducing restrictive laws.

When it comes to investing in Al for long term returns, Mr Hebner says only a small number
of companies will be winners, and will successfully capture the value inherent in Al.

"Nevertheless, we have previously said we view Al as the fourth wave of digital technology
after the PC, internet and mobile phones, and this view hasn't changed.

“We believe Al will be the key driver of equity markets over the next decade, significantly
impacting the labour market, productivity and sector concentration, as well as margins and
free cash flow generation,” Mr Hebner says.
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GSFM was established in 2007 as a subsidiary of the Grant Samuel Group. In 2016 Canadian wealth
manager Cl Financial Corp (Cl) purchased an 80 per cent stake in the business, previously held by
Grant Samuel.

GSFM specialises in marketing funds managed by high calibre local and international managers to
Australian and New Zealand institutional and Australian retail investors, and has formed partnerships
with eight specialist investment managers:

e New York based Epoch Investment Partners, Inc.

e Tribeca Investment Partners, a successful Australian boutique manager headquartered in
Sydney

e Payden & Rygel, a Los Angeles based independent investment management firm

e Munro Partners, an independent global equity manager based in Melbourne

¢ London-based Man Group plc

e Tanarra Credit Partners, a specialist in private credit instruments

e Access Capital Partners, European independent private asset manager

e Australian Entertainment Partners, to produce the AEP Screen Fund, an investment vehicle
dedicated to supporting Australian film and television endeavours.

GSFM represents approximately $9.39 billion funds under management (as at 29 February 2024). For
more information about GSFM please visit the website: www.gsfm.com.au

About Epoch Investment Partners

Epoch Investment Partners Inc. (TD Epoch) manages a variety of investment strategies with different
investment objectives, but they share a common philosophy centred on the belief that the generation
and allocation of free cash flow represents the best predictor of shareholder return. The Epoch
Global Equity Shareholder Yield Fund (Hedged) and The Epoch Global Equity Shareholder Yield
Fund (Unhedged) are distributed by GSFM in the Australian Market. For more information, please
visit: www.td.com
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