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IN BRIEF -

SPECIAL REPORT

An open model just reached the published
frontier. That is a gift to every buyer of
intelligence, and a problem for the sellers.

On 16 July 2026, Moonshot Al released Kimi K3, a 2.8-trillion-parameter open-weights model that trades

blows with America's best released systems on public tests and can be downloaded, run privately, and fine-

tuned by anyone. Eighteen months after DeepSeek, this is the second Sputnik moment, and the more

consequential one, because this time the frontier is not just cheap. It is free to own. What the release does not

show is that the underlying research lead has closed: the comparison is with models the American labs have

chosen to publish, and a model trained in part on their outputs follows the leader rather than passing it.

01

02

03

The published gap closed. The research gap
did not.

Kimi K3 was preferred over Anthropic's Fable 5 in

04

blind coding tests and ranks with the top released US
models. The best open model now sits at, not
behind, the public frontier, which is the frontier buy-
ers can actually rent, and is not the same thing as
the internal one. 05
Believe the direction, discount the
scoreboard.

Vendor benchmarks flatter their author, K3 still
trails on hallucination, and a model that learns from
the leaders' outputs tracks them at a lag by construc- 06
tion. The direction of travel is real even where the

parity claim is not independently confirmed.

The windfall is ownership, not price.

Self-hosting and fine-tuning an open model keeps
data in-house, kills the per-token bill, and removes
the single-vendor dependency the rest of this series
warns about.

FAIR Labs Frontier Series

Therisk is who is carrying the economy.

Al-linked investment drove roughly three-quarters
of US growth last quarter. Commodity intelligence
pressures the margins that justify a $725B capex bet,
and it is the published frontier, the one enterprises
actually buy, that is being commoditized.

The best model in your stack may be
Chinese.

Chinese open models already take close to half the
tokens routed on one major US developer platform.
Weights, once posted, cannot be recalled.

Own the model, own the obligations.
Self-hosting answers the privacy question but not the
provenance, security, or censorship ones. Owner-
ship moves the duty in-house; it does not dissolve it.
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01

The signal

Every so often a competitor ships something that reorganizes the map. On a Thursday in July, a
Chinese lab did it with a file anyyone can download.

The Soviet Union launched Sputnik in October 1957, and the shock was never really about the satellite. It
was eighty-three kilograms of aluminium and a radio beep, but it announced that a rival could do the
thing everyone assumed only America could do. Eighteen months ago, when the Chinese lab DeepSeek re-
leased a reasoning model trained for a reported fraction of Western budgets, the venture capitalist Marc
Andreessen reached for exactly that word: it was, he wrote, "Al's Sputnik moment."t*! The market agreed
in the bluntest possible terms. In a single session, Nvidia shed about $593 billion in value, the largest one-

day loss for any company on record, and the tech-heavy indices fell with it.[*]

EXHIBIT S.1 - REPORTED FIGURES

The last Sputnhik moment repriced the market in a day

Nvidia -16.9%
Philadelphia Semiconductors

Nasdaq Composite
One-day price move (%), 27 Jan 2025

One-day price moves on 27 January 2025, following DeepSeek's R1 release. Nvidia's roughly $593B single-session decline was the largest
on record. Nvidia lost about $593 billion of market value in a single session, a record. Figures as reported by financial press at the time.

On 16 July 2026, Moonshot Al released Kimi K3, and the beep sounded again, louder.[?) K3 is a 2.8-trillion-
parameter model built as a sparse mixture of experts, activating a small fraction of its weight for any given
token; it takes a million tokens of context and reads images as well as text. (3] In blind, head-to-head tests
where developers judged front-end coding without knowing which system produced what, they preferred
Kimi over Anthropic's Fable 5 and OpenAl's GPT-5.6 Sol; on broader text tasks it out-ranked Opus 4.8 and
tied Sol.[?] This was not a cheap imitation making up on price what it lacked in quality. It was a credible

claim on the frontier that the public can see and buy.

That qualification is not a hedge, and the next chapter takes it seriously. Every system K3 was measured
against is a deployed product. The American labs do not ship their best work the day it exists: models are

trained months before release, held back for safety evaluation, red-teaming and capacity, and the
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strongest internal systems are described publicly long before, or instead of, being sold. A challenger that
matches the shipped models has matched the part of the frontier the market touches. It has not been

shown to have matched the part the leaders keep.

And then Moonshot did the thing that makes this a Sputnik moment rather than a product launch: it
announced that the weights would be posted, under a permissive license, on 27 July.[®] DeepSeek proved a
rival could reach the frontier cheaply. Kimi K3 proposes to give it away. The distinction is the whole
subject of this report. A cheap frontier model rented from a competitor is a pricing event. A capable
frontier model that any company can download, run inside its own walls, and reshape to its own purposes
is a structural one, and it lands on an American economy that has spent two years arranging itself around

the opposite assumption.

$593B ~74% ~45%

Nvidia's record one-day market-cap loss in of US Q12026 real GDP growth attributable of tokens routed on OpenRouter, a major
Jan 2025, the last time an open Chinese to Al-linked investment, by one analyst es- US developer platform, now going to
model repriced the trade timate Chinese open models

The Mozilla technologist Raffi Krikorian, watching the reaction inside American labs, put the stakes
plainly: "Right now, it's a U.S. versus China question," and the US labs were, he said, "clearly worried."[?]
They have reason to be, though, as the next chapter argues, the worry and the scoreboard are not quite the
same thing. This is the frame the rest of the series has been building toward: the capability-assurance gap
that Volume 01 named has a twin, a capability-control gap, and open weights widen it by putting frontier

capability in everyone's hands at once.
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02

Is it really at the frontier?

The honest answer is: at the published frontier, close enough that the difference no longer

changes most decisions. That is a different claim from "best," and a much weaker one than
"ahead."

Extraordinary claims deserve a skeptic's reading, and model launches invite the most generous possible
numbers. Moonshot's own benchmark table shows K3 winning some contests and losing others against
the American systems: on one software-engineering suite it trails Fable 5 and GPT-5.6; on another it beats
both; on an agentic terminal task the three are within a few points. 3] Read the scoreboard with the cau-
tion it deserves. These are vendor-reported figures, and the same reporting that carried the launch also

cautioned that such benchmarks routinely overstate real-world performance. [?]

EXHIBIT S.2 - VENDOR-REPORTED BENCHMARKS

Trading blows, not running away: K3 against two US systems

H Kimi K3 [ Fable 5 GPT-5.6 Sol

100

87 89

81
75

Vendor-reported score
wn
o

DeepSWE FrontierSWE Terminal Bench 2.1

Moonshot-reported scores on three coding and agentic suites; higher is better. These are the model author's figures, not independent evalu-
ations, they cover a narrow slice of what "capability" means, and the American systems in the comparison are the publicly released ones.

Two things, though, are harder to wave away than a benchmark table. The first is the blind test. When
developers preferred Kimi's output without knowing its provenance, that removed the home-team
advantage a vendor's own numbers can never shed.!?! The second is the trend line behind the moment.
This did not come from nowhere: as recently as April 2026, the strongest open-weights model sat at 54 on
one widely-watched intelligence index, three points behind the American leaders clustered at 57.[4] Three
points, closing. K3 is what the closing looks like when it arrives.
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TWO THINGS THIS COMPARISON CANNOT SHOW

It compares against what has been released, not against what exists. Every American system in the table is a
shipped product. Frontier labs train months before they deploy, hold capability back through evaluation and
capacity planning, and reserve their strongest configurations for internal use and selected customers. A
challenger level with the shipped models is level with the commercial frontier, which is the one that sets
prices and the one this report's economic argument turns on. Whether it is level with the research frontier is
a question the public record cannot answer, and this report does not claim it does.

It cannot separate independent capability from inherited capability. Distillation, training a model on a
stronger model's outputs, transfers much of what the stronger model knows at a fraction of the cost, and it is
the standard reason a fast follower arrives at the leader's position shortly after the leader gets there. Neither
the release materials nor any independent audit cited here establishes how much of K3's capability was
obtained this way. If a substantial share was, the release demonstrates something narrower but still con-
sequential: that the published frontier can be replicated cheaply and then given away, not that a second
research frontier now exists. A distilled model tracks the leader; it does not overtake one.

EXHIBIT S.3 - THE COMPARISON SET

What K3 was measured against, and what it was not

SYSTEM DEVELOPER STATUS IN MID-JULY 2026 WHERE IT APPEARS IN THE EVID-

ENCE

Fable 5 Anthropic Released 9 June; access re- Blind coding preference test;
voked for all customers on 12 vendor benchmark table
June under a US Commerce
directive; restored 1

July (5 6.7
GPT-5.6 Sol OpenAl Announced 26 June as a vet-  Blind coding preference test;
ted limited preview; general vendor benchmark table

availability 9 July [8]

Opus 4.8 Anthropic Shipped product, priced Broader text-task ranking
below Fable 5%

Leading open-weights model, Various Published weights Intelligence-index trend: 54

April 2026 against 57 for the American lead-
ers

Kimi K3 Moonshot Al Released 16 July; weights an-  The subject of the comparison

nounced for 27 July

Not in the comparison Any system trained but not yet deployed; any configuration served only internally or to
selected partners; any capability shown in a research announcement but not sold. No
public source establishes the size of that gap, in either direction.

Every American system in the evidence base is a product a buyer could have licensed on 16 July 2026, but each had been generally available
for roughly two weeks. Fable 5 was withdrawn from all customers between 12 and 30 June under a US export directive, and GPT-5.6 reached
general availability on 9 July after a government-vetted limited preview. That makes this the right comparison for pricing, procurement and
self-hosting decisions, and the wrong one for inferring the state of the research frontier.
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The timing is worth pausing on, because it cuts against the simple reading in both directions. The
American systems K3 was measured against had barely been on sale. Anthropic released Fable 5 on 9 June
and revoked access for every customer three days later, when the Commerce Department prohibited ac-
cess by any non-US national anywhere; the restriction was lifted on 30 June and the model returned on 1
July.[5 6 71 OpenAl announced GPT-5.6 on 26 June as a vetted limited preview and only reached general
availability on 9 July.®! One week later a Chinese lab published a model that traded blows with both and
announced it would give the weights away. The American public frontier that K3 matched was, at that
moment, two weeks old and had spent much of the preceding month either withdrawn or gated by the US

government, which is a fact about export policy and release strategy as much as about capability.

HOW DISTILLATION WORKS, AND WHY IT PRODUCES A FOLLOWER

The mechanism. A strong model, the teacher, is prompted at scale across a wide distribution of tasks, and its
answers, and often its intermediate reasoning, are collected. A second model, the student, is then trained to
reproduce those answers. The student inherits much of the teacher's behavior without repeating the search
that produced it, and ordinary API access is enough to gather the material. No weights change hands, which
is why nothing crosses a border that a customs officer could inspect.

Why it is cheap. The expensive part of frontier training is finding the capability: the failed runs, the data
curation, the reinforcement signal. Copying an answer that already exists costs a small fraction of producing
it the first time, which is why a distilled model can be trained for a reported fraction of Western budgets and
still perform near the level it was copied from.

Why it yields a lag rather than a lead. A student can only learn what the teacher has demonstrated. It arrives
after the teacher, inherits the teacher's blind spots along with its strengths, and contains no mechanism for
going past it. A field of distilled models converges on the leader's position and stops there until the leader
moves again. This is the precise sense in which "the gap closed" can be true of the scoreboard and false of the
research.

Why the question cannot be settled from outside. Distillation leaves no reliable public signature; the vendors
whose outputs would be copied generally prohibit it in their terms of service, and detection turns on training
data that neither side publishes. This report therefore treats it as an open question that bounds how the
release should be read, not as an accusation against Moonshot. The consequence for policy is in chapter five:
export controls reach compute, and reach nothing at all through this channel.

Neither qualification rescues the position American sellers are in, and this is the point at which the
report's argument becomes uncomfortable rather than reassuring. A buyer does not purchase the model a
lab holds internally. A buyer purchases what is on the price list, and what is on the price list now has a
free substitute that most workloads cannot distinguish from it. Commoditization does not require the
challenger to be first. It requires the challenger to be close enough, soon enough, at zero price. That

condition is now met.

A capable open model is a windfall for everyone who buys intelligence and a reckoning for
everyone who sold the promise that intelligence would stay scarce.
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Where the American systems still lead is instructive. The same index that put the leading open model
within three points also recorded it hallucinating more often than the closed frontier, a reminder that the
last increments of reliability, the ones that matter most for regulated and safety-critical work, are exactly
where the gap persists. [*) Volume 06 made the case that in systems that cannot fail, the final few points of
assurance are worth more than the first ninety; that logic still favors the frontier labs, for now. But for the
enormous middle of enterprise work, drafting, coding, summarizing, routing, classifying, "within three
points" and "preferred in a blind test" mean the capability question is effectively settled. What remains is a
question about ownership, and that is where the windfall lives.

FAIR Labs Frontier Series 10
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03

The abundance case: owning your
intelligence

The headline is not that open models are cheaper. It is that you can hold them, run them in
your own walls, teach them your own work, and stop renting the thing your business
increasingly runs on.

Volume 02 called abundance a dividend that has to be claimed rather than received, and Kimi K3 is a
dividend sitting on the table. Start with the number everyone notices. Frontier capability rented through a
proprietary API is priced at thirty to fifty dollars per million output tokens: fifty for Fable 5, thirty for
GPT-5.6 Sol.[3] The same class of work, run on a self-hosted open model, has been costed in public deploy-
ment guides at well under a dollar, and one enterprise guide puts the blended saving at roughly 86 percent
for the use cases open models now cover.[?] Kimi K3's own hosted API is cheaper again: three dollars per
million input tokens and fifteen per million output, under a third of Fable 5's output rate.*] Two cautions
belong with that number. Per-token price is not per-task cost, and K3 runs at maximum reasoning effort
by default, which inflates the tokens a task consumes.®} And the launch coverage, pricing a blended
token, put K3 at roughly twelve dollars per million and called it not the bargain Chinese models are
typically known for. 2]

EXHIBIT S.4 - COMPILED / ILLUSTRATIVE

The floor fell out of unit cost

Claude Fable 5, API (output) $50

GPT-5.6 Sol, API (output) $30
Kimi K3, hosted API (output) $15
Qwen3-235B, self-hosted $0.42
DeepSeek V3.2, self-hosted

Llama 3.3 70B, self-hosted

$1 $10

Cost per million tokens (log scale)

Published output-token list pricing for the two American frontier APIs and for Kimi K3's hosted API, against amortized self-hosted unit-cost
estimates from a 2026 deployment guide. Hosted-API and self-hosted figures are not identical measures, since self-hosting trades the per-
token bill for hardware and operations, so read the gap as direction, not as a like-for-like quote.

FAIR Labs Frontier Series 1"
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But price is the least interesting part of the case, because a Chinese lab can cut its hosted price tomorrow
and the dependency would remain. Ownership is the structural gain. When the weights live on your hard-

ware, three things change at once, and each maps to an argument this series has already made:

+ Your data stays yours. Nothing leaves the building to be reasoned over. The privacy and provenance
duties of Volume 09 and the concentration risk of Volume 06 both ease when inference happens
inside your own perimeter.

* You can fine-tune. A general model becomes your model, taught on your contracts, your code, your
tickets, with domain gains that public guides put in the low tens of percent for the tasks that matter
to you. ¥

« The meter stops. Cost moves from a per-token bill that scales with success to a fixed cost of
hardware you control, the economics that flip, in the same guides, once a workload clears roughly

two million tokens a day or a few hundred dollars a month. [%!

WHAT "OPEN WEIGHTS" ACTUALLY BUYS, AND BILLS YOU FOR

Owning the model means owning the stack beneath it. Kimi K3 is not a thing you run on a laptop: serving it at
full size has been described as needing supernode configurations of 64 or more accelerators. (3] Self-hosting
trades a vendor's bill and a vendor's SLA for your own capital, your own uptime, and your own security
patching. For many firms the right answer is a smaller fine-tuned model, or a hosted open model, rather than
the flagship. The point is that the choice now exists, and with it, leverage.

This is the genuinely liberating turn. For two years the strategic question for most companies was which
frontier lab do we bet on, a bet on a vendor's pricing, roadmap, terms, and willingness to keep serving you.
An open model at the published frontier retires that question for most workloads. The buyer of intelli-
gence stops being a tenant and starts being an owner, with all the freedom, and all the responsibility, the

word implies. The responsibility is the subject of chapters five and seven. The freedom is real today.
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04

The dependence problem

A windfall for buyers is a question mark for sellers, and the American economy has quietly
become one enormous seller.

Here is the uncomfortable symmetry. Everything that makes Kimi K3 good news for a company that uses
Al makes it a harder question for an economy that has staked its growth on producing it. Over the last two
years American output and equity value have leaned on the AI build-out to a degree that has few preced-
ents. By one analyst's decomposition of the first-quarter 2026 national accounts, Al-linked investment,
data-center equipment and the software and intellectual property around it, accounted for something like
three-quarters of real GDP growth in the quarter.[*®) That figure is contested by construction; as its own
author notes, the Bureau of Economic Analysis publishes no single "AI" line, and the number is assembled
from sub-components.[*®! But even discounted heavily, it describes an economy leaning hard on one

cycle.

EXHIBIT S.5 - ANALYST-DERIVED

Where last quarter's growth came from

Everything else ~26%

Al-linked investment - ~74%

Total: +2.1% annualized real GDP growth (Q1 2026, third estimate)

Approximate share of Q12026 real GDP growth (third estimate) attributable to Al-linked investment, summing information-processing equip-
ment and intellectual-property products. The BEA publishes no official "Al" decomposition; treat this as a directional analyst estimate, not a
measured line.

The spending behind that growth is staggering and still accelerating. Guidance from the largest hyper-
scalers points to something like $725 billion of capital expenditure in 2026 alone, up from a figure already
near $670 billion only weeks earlier.[**] The table below sizes the commitment. What has changed in its
character is the financing: after years of funding the build-out from prodigious free cash flow, Big Tech
has begun tapping the debt markets to keep pace,**! a tell that the internal cash the boom generates no

longer covers the boom's appetite.
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REPORTED GUIDANCE

The 2026 commitment, and how it is being paid for

COMPANY 2026 CAPEX GUIDANCE NOTE

Amazon ~$200B April: plan "largely the same" as prior projection
Microsoft ~$190B ~$25B tied to higher component pricing

Alphabet $180-190B 2027 outlook: capex to rise "significantly"

Meta $125-145B Raised on component and data-center costs
Hyperscaler total (2026E) ~$725B Up from ~$670B pre-earnings; increasingly debt-funded

Reported guidance as compiled in mid-2026 (source cited in the text). Figures are company guidance, not outturns.

Now put the two facts together. The capex is justified by a thesis: that frontier capability is scarce,
defensible, and therefore priced at a durable premium, that the tokens flowing out of those data centers
will command frontier margins for years. An open model at the published frontier is a direct argument
against that thesis, and the published frontier is precisely what the premium is charged on. If a download-
able file does eighty or ninety percent of the work at a fraction of the price, the premium on the marginal
token compresses, and the return on a three-quarter-trillion-dollar annual bet gets harder to underwrite.
This is precisely the mechanism that erased $593 billion of Nvidia in a single day in 2025: not a fall in

demand for intelligence, but a sudden doubt about who would capture its value.

THE INSIGHT THIS REPORT EXISTS TO DELIVER

America's exposure is no longer mainly that a rival might build a better model. It is that the rival's model is
free, and a large share of US growth and market value is underwritten by the assumption that frontier intelli-
gence stays scarce and dear. Commoditization from abroad is not felt as a product loss. It is felt as a repricing
of the thesis the economy is leaning on. Note that this holds whether or not the challenger is doing original

frontier research: a fast follower that distils the leader and gives the result away compresses the same

margin. The compute build-out of Volume 07 does not stop being necessary; it stops being obviously
profitable, which for a debt-financed cycle is the more dangerous condition.

None of this means the build-out was a mistake, or that demand for intelligence will fall, the opposite is
nearer the truth. Cheaper, ownable capability will pull far more of it into the economy, exactly the
abundance Volume 02 anticipated. The risk is narrower and sharper: that the value of frontier ATl migrates
from the handful of firms that make the models to the many that use them, faster than the market that
financed the makers has priced in. A good outcome for the country and a bad quarter for its most crowded

trade can be the same event.
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The un-bannable import

The most capable open model in an American company's stack may now be Chinese, and unlike
a chip, a weight file cannot be stopped at the border.

There is a geopolitical wrinkle inside the windfall, and it is not small. The open models arriving at the
published frontier are, for now, disproportionately Chinese, from DeepSeek, from Alibaba's Qwen line,
and now from Moonshot. Adoption has followed capability and price with remarkable speed. On Open-
Router, a major US developer platform, Chinese-developed models have gone from a 4.5 percent average
share of routed tokens in the first half of 2025 to 45 or 46 percent by July 2026, a tenfold shift in about
eighteen months, and have not fallen below thirty percent since 8 February.*?] On the open-model repos-

itories, Chinese releases have overtaken American ones in downloads outright. (3]

EXHIBIT S.6 - REPORTED FIGURES

Adoption followed capability faster than policy could

45%

40%

20%

4.5% ~10x in about 18 months

0%
H12025 Feb 2026 Jul 2026

Approximate share of tokens routed to Chinese-developed models on OpenRouter, a major US developer platform, per public reporting; the
line is stylized between reported readings.

The instinct in Washington has been to reach for the export-control playbook that worked on chips. It does
not transfer. As one Brookings analyst put the technical reality, it is "ultimately impossible to ban China's
open-source Al models because their model weights are available freely on the internet."*?] A weight file
is not a machine that can be embargoed; it is closer to speech, and US courts have treated published code
as protected expression since the 1990s.[*?) Once posted, the model is loose. This is the deep asymmetry
of the moment: the United States can restrict the hardware China buys, but it cannot restrict the software
China gives away, and giving it away is, as analysts have noted, partly the strategy, a way to seed the

world's Al stack with Chinese standards while offloading the cost of serving it. [*3]
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The same asymmetry runs in the other direction, and it is the reason the distillation question in chapter
two is a policy question and not only an analytical one. Hardware controls can slow the training of a
model from scratch. They do very little against a challenger that learns from the outputs of models the
leaders publish and sell, which is a channel no export licence reaches. If the fast-follower lag is set by how
quickly the leader's capability can be copied rather than by how much compute the follower can buy, then
the American lead is a function of what the American labs choose to release, and of nothing else that

policy currently controls.

OWNERSHIP ANSWERS PRIVACY, NOT PROVENANCE, SECURITY, OR CENSORSHIP

Self-hosting a Chinese model stops your prompts from flowing to a Chinese server, which is real and worth
having. It does not tell you what is baked into the weights. US officials have warned that such models can
reflect state-aligned narratives and censor politically sensitive outputs;[*?] one 2026 study reported that sev-
eral Chinese code models produced markedly more security vulnerabilities when prompted as if for a US-
government user, with the flaws well hidden beneath clean-looking code.*?) Owning the file moves these du-
ties in-house, evaluation, red-teaming, provenance, exactly the assurance work Volumes 04 and 06 assign. It
does not retire them. And a vulnerability discovered in weights you cannot retrain is not easily patched.

So the realistic policy path is not a wall but friction. The mechanism analysts converge on is procurement:
restrict federal contractors and agencies from deploying the models, rather than attempt to ban the files
outright, a lever that shapes the most sensitive uses without inviting a fight the government would lose. [*?!
For the enterprise, the calculus is now a permanent part of the job. The most capable, most affordable
option on the menu may carry a flag the business would rather not depend on, and "don't use it" is not a
stable answer when competitors will. The stable answer is to treat model provenance as a governed de-
cision, which workloads may run on which models, under what evaluation, made deliberately and revis-

ited often. Volume 03's atlas of Al risk gains a new continent this month, and it is drawn in the geometry of

supply.
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06

What to do how

Eight moves for the people who buy intelligence, the people who govern its use, and the people
who have financed its production, each with an owner.

$5-01 Run the self-host pilot you have been deferring

Stand up one real workload on a self-hosted open model this quarter and measure it against your incum-
bent API on cost, quality, and latency. The capability question is close enough that only your own
numbers will settle it.

OWNERS: CIOS - CTOS - HEADS OF PLATFORM - SEE ALSO: VOL 07

SS-02 Make model provenance a governed decision
Decide explicitly which classes of workload may run on which models, domestic frontier, open-weight, or
Chinese-origin, under what evaluation. Write it down, assign an owner, and revisit it as the frontier
moves.

OWNERS: SECURITY & RISK OFFICERS - GENERAL COUNSEL - SEE ALSO: VOL 04

SS-03 Treat downloaded weights as unaudited code

Any open model entering production gets provenance review, red-teaming for embedded behavior and
hidden vulnerabilities, and an evaluation you run yourself. Ownership moves the assurance duty in-
house; budget for it.

OWNERS: CISOS - SECURITY ENGINEERING - SEE ALSO: VOL 06

SS-04 Fine-tune where the moat is your data, not the base model

The durable advantage is a general open model taught on proprietary material you alone hold. Prioritize
the workloads where domain adaptation, not raw frontier capability, decides the outcome.

OWNERS: CHIEF DATA OFFICERS - ML LEADS - SEE ALSO: VOL 08

SS-05 Stress-test the portfolio for commodity intelligence

Ask directly what a durable collapse in frontier-token margins does to your Al-exposed holdings and your
own Al-linked revenue. Price the scenario in which the value migrates from model-makers to model-
users.

OWNERS: INVESTORS - CFOS - CORPORATE STRATEGY - SEE ALSO: VOL 10
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SS-06

SS-07

SS-08

Separate the demand story from the margin story

Rising use of intelligence and falling price per unit are both true at once. Underwrite the compute build-
out on volume and utility, not on an assumption that per-token premiums hold, the assumption an open
published frontier attacks.

OWNERS: BOARDS - INSTITUTIONAL INVESTORS - SEE ALSO: VOL 07

Choose friction over prohibition in policy

Bans on published weights will not hold. Focus limited authority where it works: procurement rules for
sensitive and government uses, evaluation standards, and support for capable open models developed
under domestic and allied governance.

OWNERS: POLICYMAKERS - STANDARDS BODIES - SEE ALSO: VOL 04

Keep the American edge where it is still real, and measure the lag

The frontier labs still lead on the last increments of reliability, and they lead on whatever they have not
yet shipped. Both are perishable: a follower that learns from published outputs closes the distance at the
speed of publication, not the speed of research. Direct public and private investment toward assurance,
evaluation and safety-critical performance, and track the interval between a capability appearing in an
American product and appearing in an open competitor, because that interval is the edge.

OWNERS: RESEARCH FUNDERS - POLICYMAKERS - FRONTIER LABS - SEE ALSO: VOL 01
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A self-host decision battery

Not every workload should move, and not every workload should stay. Eight questions to sort
the two, used per workload, not per company.

The abundance of chapter three and the caution of chapter five resolve, in practice, into a single recurring
decision: for this workload, does an owned open model beat a rented frontier one? The answer is rarely
uniform across a business. The battery below is a sorting instrument, not a verdict. The more a workload's
honest answers fall in the middle column, the stronger the case to bring it in-house; the more they fall on

the right, the more a frontier API still earns its price.

DECISION BATTERY

Own it or rent it, workload by workload

ASK ABOUT THE WORKLOAD LEANS TOWARD SELF-HOSTED OPEN LEANS TOWARD FRONTIER API

Sensitivity of the data Regulated, proprietary, or must not leave Low-sensitivity or already public
your perimeter

Volume & steadiness High, sustained, past ~2M tokens/day Low, spiky, or experimental
Reliability demanded Good-enough is genuinely good enough Safety-critical; last points of assurance
decide it

Value of adaptation Your proprietary data is the real moat Generic capability is what you need

In-house ops capacity You can run 64+ accelerators and patch No platform team to own uptime and security
them

Provenance tolerance You can evaluate and govern model origin You need a vendor's assurances and SLA
yourself

Frontier headroom needed  Published capability is sufficient for the task You want whatever the leading lab ships next

Net read Own it: bring the model in-house Rent it: keep the frontier API

FAIR Labs framework. A sorting instrument for workload-level decisions, not a scoring model.
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Most companies will find their answer is both, split by workload: a fine-tuned open model owning the
high-volume, data-sensitive core, and a frontier API reserved for the hardest and most safety-critical
edges, and for the cases where being on the newest capability matters more than owning it. That is not
indecision. It is the portfolio the moment calls for, and it is only possible because, as of this month, the
open option is finally good enough to sit on the same shelf as the frontier one.

WHERE THIS SITS IN THE SERIES

This Special Report is a field note between volumes, not a replacement for them. For the compute economics
beneath the capex thesis, read Volume 07; for the governance of model choice, Volume 04; for assurance in
systems that cannot fail, Volume 06; for the board's fiduciary duty over all of it, Volume 10; and for the
abundance this release accelerates, Volume 02. The published frontier just became something you can own.
The series is about owning it wisely.
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VERSION HISTORY

Corrections and updates

This report is republished at its original address when it changes. Every change that alters a finding, adds
or withdraws evidence, or changes a figure the report relies on is listed below with its date. Copy-editing,

wording and layout revisions are not listed individually and never alter a finding.

VERSION HISTORY - FL-2026-SR1

What changed, when, and of what kind

VERSION DATE TYPE CHANGE

1.0 July 20, 2026 First publication Published at fairlabs.ai.

1.1 September 8, Exhibit S.3 described Claude Fable 5 and GPT-5.6 Sol as settled
2026 shipped products. Both were newly available. Fable 5 was released

on 9 June, withdrawn from every customer between 12 and 30 June
under a US export directive, and restored on 1 July; GPT-5.6 reached
general availability on 9 July after a vetted limited preview an-
nounced on 26 June. The rows, the exhibit caption and a new para-
graph in Section 02 now carry those dates. Four sources added.

11 September 8, Section 03 put frontier capability rented through a proprietary API at
2026 fifteen to twenty dollars per million output tokens. The rate at the time

was thirty to fifty: fifty for Fable 5, thirty for GPT-5.6 Sol. The pas-
sage now states the correct range, gives Kimi K3's published rates of
three dollars input and fifteen output, and carries two cautions it had
omitted: that per-token price is not per-task cost because K3 runs at
maximum reasoning effort by default, and that the launch coverage,
pricing a blended token, put K3 at roughly twelve dollars per million
and called it no bargain.

11 September 8, The 45 percent figure for Chinese-developed models was described
2026 as a share of enterprise API traffic. It is a share of tokens routed on
OpenRouter, a developer platform, and the underlying series runs
from a 4.5 percent average in the first half of 2025. Corrected in the
key points, the statistics band, Section 05 and Exhibit S.6.

11 September 8, Editorial Three citations that pointed at publication landing pages now point at
2026 the articles themselves; publication dates were added to six source
entries.

Corrections policy: a substantive change is one that alters a finding, adds or withdraws evidence, or changes a figure the report relies on, and
each is logged here and on fairlabs.ai/corrections with a version number and date. Copy-editing, wording and layout revisions are not logged.
Version 1.0 was not separately archived, because this policy postdates it; from version 1.1 onward each version is preserved at its own
address, with the unversioned address always serving the current text.
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SOURCES & NOTES

What this report is built on

Unlike the ten evergreen volumes of the Frontier Series, whose quantitative exhibits are FAIR Labs analytical constructs,
this Special Report is a rapid-response analysis of publicly reported events as of mid-July 2026. Figures are attributed
below and in the text; benchmark numbers are the model author's own unless noted; the GDP and cost exhibits are ana-
lyst-derived or compiled estimates, not FAIR Labs measurements, and are labeled as such on each exhibit. Where report-
ing was preliminary, a not-yet-released license, a benchmark not independently reproduced, the text says so. Two limits
apply throughout and are stated where they bite: all capability comparisons are with publicly released models, and no
source cited here establishes how much of Kimi K3's capability derives from distillation of other models' outputs. Where
this report describes distillation as a possibility, it is an analytical caveat, not a finding. Numbered in order of first citation.
Sources were re-checked against their own pages on September 8, 2026; each entry carries the publication date shown
on the source.

Business Standard, "DeepSeek sparks Al
stock selloff; Nvidia loses record $593 bn in
mcap,” January 28, 2025; “Sputnik moment"
attributed to Marc Andreessen. https://
www.business-standard.com/markets/
news/deepseek-sparks-ai-stock-selloff-
nvidia-loses-record-593-bn-in-
mcap-125012800095_1.html

Axios, “China's open-weight Kimi model
stuns Al world with frontier-level results,”
July 16, 2026. https://www.axios.com/
2026/07/16/moonshot-kimi-ai-china-model-
openai-anthropic

Digital Applied, “Kimi K3 Release: Open
Frontier Intelligence at 2.8T Scale,” July 17,
2026; architecture, serving requirement,
published API pricing. https://www.digitalap-
plied.com/blog/kimi-k3-open-frontier-
model-release-2026

Artificial Analysis, "Kimi K2.6: the new lead-
ing open weights model,” April 20, 2026. ht-
tps://artificialanalysis.ai/articles/kimi-k2-6-
the-new-leading-open-weights-model
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Suspends Claude Fable 5," June 15, 2026. h
ttps://www.infog.com/news/2026/06/
claude-5-release/

Anthropic, “Redeploying Claude Fable 5,"
June 30, 2026 (access restored July 1). ht-
tps://www.anthropic.com/news/
redeploying-fable-5

9to5Mac, “Claude Fable 5 cleared to return
as US lifts Anthropic's export control restric-
tion,” July 1, 2026. https://9to5Smac.com/
2026/07/01/claude-fable-5-cleared-to-re-
turn-as-us-lifts-anthropics-export-control-
restriction/

OpenAl, "GPT-5.6: Frontier intelligence that
scales with your ambition” (Sol, Terra and
Luna; general availability July 9, 2026, fol-
lowing a limited preview announced June
26). https://openai.com/index/gpt-5-6/

Swfte Al, "Open Source LLMs: How Enter-
prises Save 86% on Al Costs in 2026"; a
continuously updated guide, figures as read
in July 2026. https://www.swfte.com/blog/
open-source-lim-cost-savings-guide

10

11

12

13

TFTC, "Al Capex Drove ~74% of U.S. GDP
Growth in Q12026" (BEA third estimate),
June 25, 2026, updated July 8, 2026. ht-
tps://www.tftc.io/ai-capex-gdp-growth-
q1-2026-bea-third-estimate

Yahoo Finance, "'"Magnificent 7' earnings
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2026," April 29, 2026 (Q1 2026 earnings). h
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in-2026-224901707.html

TechTimes, "Washington Wants Chinese Al
Out of Corporate America: Open Weights
Block the Ban,” July 11, 2026; OpenRouter
token share, Brookings and CNAS analysis,
Booz Allen study, State Department state-
ment. https://www.techtimes.com/articles/
320171/20260711/washington-wants-
chinese-ai-out-corporate-america-open-
weights-block-ban.htm

CSIS, "What to Know About Chinese Al
Models," July 2, 2026. https://www.csis.org/
analysis/what-know-about-chinese-ai-mod-
els
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Fair Artificial Intelligence Research Labs (FAIR Labs) is an independent research institute working to ensure
that advanced artificial intelligence is developed safely, governed wisely, and shared fairly. Through rigorous
technical research, policy analysis, and public engagement, FAIR Labs works with scientists, governments,
companies, and communities to widen the circle of people who benefit from, and have a say in, the most

consequential technology of our time.

This Special Report is a field note in the Frontier Series, FAIR Labs' flagship collection of stakeholder briefings
on advanced AL The ten volumes form a standing map; special reports track the moments that redraw it.

VOL 01 - The Safety Horizon VOL 06 - When Systems Can't Fail

VOL 02 - The Abundance Dividend VOL 07 - The Compute Compact

VOL 03 - Atlas of AI Risk VOL 08 - Work in the Age of Cognition

VOL 04 - Governing the Frontier VOL 09 - The Trust Infrastructure

VOL 05 - The Alignment Agenda VOL 10 - The Director's Dilemma

SPECIAL - The Open Frontier (this report) SPECIAL - The Backlash Against Data Centers
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