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Semiconductors

Thematic investing and megatrends: Alibaba’s
bold capex hike a boost to domestic Al
infrastructure suppliers

Alibaba released its 3QFY25 earnings (see our internet team report) with a ) .

significant step-up in capex plan for the next three years, the total of which is China Semiconductors Sector

expected to surpass the company’s cumulative capex of the past decade, per

mgmt., reaching as high as ~RMB120bn per year during CY2026-28E, Lily YANG, Ph.D

according to our calculation. We believe cloud service providers (CSPs) in (852) 3916 3716

China are trying to pick up the pace in capex in compute infrastructure to keep lilyyang@cmbi.com.hk

up with the relentless investment strides of overseas CSPs (Amazon, Meta, -

. - . - . Kevin ZHANG

Microsoft, and Google). We believe the ripple effects of Alibaba’s increased (852) 3761 8727

capex plan will benefit domestic Al infrastructure supply chain names, such as kevinzhang@cmbi.com.hk

Innolight (300308 CH, BUY, TP: RMB186) and Shengyi Tech (600183 CH,

BUY, TP: RMB34.5), which supply critical components (e.g., high-speed Related '_ePOCEtS: et

optical transceivers, ultra-low-loss CCL) for datacenter buildout. L iﬁg‘s'tclﬂg :ﬁzorrflega;rendz:f/nﬂfxg

B Overseas CSPs collectively spent over US$228bn (54.2% YoY) on , o D_eepieef(ﬂ) Themati
capex in 2024 and the investments are expected to grow another 30% ' mf,g’s'tcfr’]g ST megatfgl%'sc:
in 2025. According to Bloomberg, Amazon, Google, Microsoft, and Meta'’s Stargate poised to accelerate
capex grew by 57.4%/62.9%/57.8%/33.6% in 2024, and their capex is global Al arms race (link) _
expected by BBG consensus to further increase by 30% YoY in 2025E 3. Semiconductors - TSMC: Surging
(revised up from 18% YoY previously). Notably, their capex-to-rev. ratio Al demands propelled strong
\ i " ! g : results and guidance (link)
increased to 16.6% in 2024 (vs. 11.9% in 2023) and is expected to reach 4. Semiconductors - Nvidia’s 3Q
19.5% in 2025, per Bloomberg consensus. Among those four CSPs, Google earnings  takeaway:  Strong
has set the most ambitious capex plan at US$75bn for its Al investment in ﬂiﬂlil‘ir f(‘ﬁ'MB'a"kwe" well into
FY25 (vs. US$53bn in FY24), beating consensus estimate by 27%. Its cloud 5. Semiconductors . AMD
segment sales grew by 30.6% in 2024. Amazon and Microsoft each saw “Advancing Al" event (link)
their cloud segment sales grow by 18.5% and 22% YoY in 2024. 6. Semiconductors - Sector valuation

m libab d BvteD to lead d ti di We beli rewsyt after recerjt_ rally; Poteptlal
Alibaba and ByteDance to lead domestic capex spending. We believe rerating opportunities ahead (ink)
the total compute power needed domestically is bound to surge on adoption 7. Semiconductors - Nvidia 2Q
of Al models which are transforming industry productivity across the board, review. A strong beat-and-raise
driving domestic demand for compute power. Alibaba would spend atotal g;’fp‘)ﬂht a%e;arg‘i’:(nlg“kwe"
of ~RMB360bn during FY2016-25E. Based on its latest capex plan and 8. Semiconductors - PCB  sector
assuming 50% of the capex is cloud-related, Alibaba should invest 1H24 earnings preview (link)
over RMB60bn in cloud and Al infrastructure per year during FY26- 9. je_m'f't Solid ﬁ;”'r‘gks? HBM to
28E, far exceeding consensus estimate of RMB47bn in total capex for 10, Semi - Thomatic %e)stmg and
FY26E. ByteDance has also recently announced a bold capex plan of over megatrends: Al exposure update
RMB150bn for 2025E aimed at boosting compute hardware. (link) |

X . . . . 11. Semi - Marvell FY1Q25 earnings:

B We belle_ve dome_stlc Al mfrastructu.re suppliers are set to ride a Harnessing the Al revenue (link)
second tide following the overseas Al infrastructure investment cycle, 12. Nvidia: To keep growing for longer
benefitting from the DeepSeek-driven Al investment cycle. We think the (link) _
key beneficiaries include Innolight (300308 CH, BUY), Shengyi Tech 13. ;em":c'ggf‘;r:t'\é'E'”"gitme”:;:;
(600183 CH, BU_Y), ZTE (000063 CH/763 HK, BUY), Eoptolink (300502 advancements, China localization:
CH, NR), Cambricon (688256 CH, NR), TFC (300394 CH, NR), etc. Initiate Naura w/ BUY (link)

14. InnoLight (300308 CH) - 1Q24
results set stage for accelerated
growth in 2024 — 24 Apr 2024 (link)

15.  Semi— Semi - Nvidia GTC 2024: A
quick take — 20 Mar 2024 (link)

16. Semi — Nvidia continues to
impress — 22 Feb 2024 (link)

17. Semi - Hyperscalers’ FY23 results
review — 7 Feb 2024 (link)
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Figure 1: Alibaba Cloud revenue and growth

Figure 2: Alibaba’s capex and growth
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Figure 3: Amazon’s capex and growth Figure 4. Google’s capex and growth
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Figure 5: Microsoft’s capex and growth

Source: Company data, Bloomberg consensus

Figure 6: Meta’s capex and growth
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Figure 7: Overseas CSPs’ capex and growth

Figure 8: Amazon, Microsoft, and Google’s cloud
revenue and growth
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that the analyst covered in this report: (1) all of the views expressed accurately reflect his or her personal views about the subject securities or issuer; and (2)
no part of his or her compensation was, is, or will be, directly or indirectly, related to the specific views expressed by that analyst in this report.

Besides, the analyst confirms that neither the analyst nor his/her associates (as defined in the code of conduct issued by The Hong Kong Securities and Futures
Commission) (1) have dealt in or traded in the stock(s) covered in this research report within 30 calendar days prior to the date of issue of this report; (2) will
deal in or trade in the stock(s) covered in this research report 3 business days after the date of issue of this report; (3) serve as an officer of any of the Hong
Kong listed companies covered in this report; and (4) have any financial interests in the Hong Kong listed companies covered in this report.

CMBIGM Ratings

BUY : Stock with potential return of over 15% over next 12 months

HOLD : Stock with potential return of +15% to -10% over next 12 months

SELL : Stock with potential loss of over 10% over next 12 months

NOT RATED : Stock is not rated by CMBIGM
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