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Semiconductors

Thematic investing and megatrends: 1H25 Al demand
check; Compute demand continues to grow

We remain structurally bullish on Al infrastructure investment supported by
sustained momentum in compute-intensive investments. Major hyperscalers’
capex continue to grow, at 43% YoY for overseas Big Four
(MSFT/AMZN/GOOG/META) and 44% YoY for domestic Big Three
(Alibaba/Tencent/Baidu) in 2025, per Bloomberg consensus estimates. Recent
earnings results across the supply chain confirms Al-related spend. TSMC’s
(TSMC US, NR) 1H25 revenue was NT$ 1,773bn, up 40% YoY. Foxconn
Industrial Internet (601138 CH, NR) also expects 2Q25 NP to shareholders to
reach RMB6.7bn-6.9bn, up 37%-39% YoY. Riding the Al tailwinds, domestic
supply chain names have seen meaningful share price recovery. Concurrently,
multiple domestic computing chip providers plan to go public, showing the
semiconductor localization trend is intact. Maintain BUY on Innolight (300308
CH, TP: RMB151) and Shengyi Tech (600183 CH, TP: RMB34.5), two core Al
hardware beneficiaries (Optical transceivers and PCB) under our coverage.

M Al infrastructure demand remains robust, driven by sustained
hyperscaler capex and surging reasoning workloads. TSMC reported
June results on Friday, with the latest monthly sales topping NT$263.7bn, up
26.9% YoY. 2Q sales added up to NT$933.8bn (slightly exceeding
Bloomberg consensus of NT$928.2bn), up 38.6% YoY. TSMC is the
bellwether of Al supply chain and its solid results reaffirm the Al investing
boom. Foxconn Industrial Internet also expects its 2Q25 NP to shareholders
to reach RMB6.7bn-6.9bn, up 37%-39% YoY. Mgmt. highlighted strong
growth in the Cloud Computing segment (>50% YoY), fuelled by accelerated
production scale-up, an optimized product mix, and hyperscaler demand for
Al data centers (Al server sales growth exceeding 60% YoY and Q2 800G
switch sales alone nearly tripled full-year sales in 2024, per mgmt.).
These dynamics are cascading downstream into the PCB and optical module
players. Innolight’s high-speed optical transceivers (800G/1.6T) are seeing
heightened demand amid accelerated Al datacenter cluster buildouts.
Meanwhile, Shengyi’s high layer-count and frequency PCBs stand to benefit
from the growing material complexity from GPU architecture upgrades.

B China’s domestic Al supply chain is accelerating, driving the
substitution trend. China’s Al hardware landscape is rapidly scaling,
supported by rising local compute demand and growing geopolitical
pressures that are catalysing the development of homegrown alternatives
(the ban on Nvidia’s H20 in China has provided opportunities for domestic
XPU names). Domestic hyperscalers such as Alibaba, Tencent, and Baidu
doubled their capex in 1Q25, and we believe this strong investment
momentum will continue throughout 2025. On the hardware side, leading Al
chipmakers, such as Moore Threads and MetaX (cum. GPU shipments 25k+
as of 1Q25), are actively advancing towards IPOs, reflecting clear signs of
policy endorsement and increasing capital market confidence in China’s Al
ecosystem, which have also favored the domestic Al supply chain.

B In our view, Al infrastructure investment theme remains the most
compelling one across global tech. Recent earnings from upstream
foundries to downstream hyperscalers and Al enablers’ capex both validate
the strong compute demand. Maintain BUY on key domestic Al beneficiaries
such as Innolight (300308 CH, BUY) and Shengyi Tech (600183 CH, BUY).
We expect these names to benefit directly from Al cluster buildouts,
GPU/ASIC cycle upgrades, and accelerated domestic substitution.
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Figure 1: TSMC’s monthly revenue in 2024/2025

Figure 2: TSMC’s revenue YoY growth
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Figure 3: Overseas hyperscalers’ capex Figure 4. Domestic hyperscalers’ capex
(US$bn) (RMBmn)
30 4 SauBl. 63% - 80% 80,000 - 25306 [ 300%
4B% - 60% 70,000 - L 250%
i 36%
20 30% N [ 40% 60,000 - L 200%
%, L 20% 50,000 L 150%
10 7 % | b
DY L 0% 40,000 L 100%
5 0,
| 20% 30,000 50%
20,000 - 0%
10,000 L -50%
= AMZN US MSFT US 0  -100%

s GOOGL US
Overall capex growth

s META US

mmmm Ali+Tencent+Baidu capex

1022 3Q22 1Q23 3Q23 1Q24 3Q24 1Q25

YoY%

Source: Bloomberg consensus, CMBIGM

Source: Bloomberg consensus, CMBIGM

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE



CME INTERMATIONAL

14 Jul 2025 @g,ﬁgﬁ

Disclosures & Disclaimers

Analyst Certification

The research analyst who is primary responsible for the content of this research report, in whole or in part, certifies that with respect to the securities or issuer
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

OUTPERFORM : Industry expected to outperform the relevant broad market benchmark over next 12 months
MARKET-PERFORM : Industry expected to perform in-line with the relevant broad market benchmark over next 12 months
UNDERPERFORM : Industry expected to underperform the relevant broad market benchmark over next 12 months

CMB International Global Markets Limited

Address: 45/F, Champion Tower, 3 Garden Road, Hong Kong, Tel: (852) 3900 0888 Fax: (852) 3900 0800

CMB International Global Markets Limited (“CMBIGM”) is a wholly owned subsidiary of CMB International Capital Corporation Limited (a wholly owned
subsidiary of China Merchants Bank)

Important Disclosures

There are risks involved in transacting in any securities. The information contained in this report may not be suitable for the purposes of all investors. CMBIGM
does not provide individually tailored investment advice. This report has been prepared without regard to the individual investment objectives, financial position
or special requirements. Past performance has no indication of future performance, and actual events may differ materially from that which is contained in the
report. The value of, and returns from, any investments are uncertain and are not guaranteed and may fluctuate as a result of their dependence on the
performance of underlying assets or other variable market factors. CMBIGM recommends that investors should independently evaluate particular investments
and strategies, and encourages investors to consult with a professional financial advisor in order to make their own investment decisions.

This report or any information contained herein, have been prepared by the CMBIGM, solely for the purpose of supplying information to the clients of CMBIGM
or its affiliate(s) to whom it is distributed. This report is not and should not be construed as an offer or solicitation to buy or sell any security or any interest in
securities or enter into any transaction. Neither CMBIGM nor any of its affiliates, shareholders, agents, consultants, directors, officers or employees shall be
liable for any loss, damage or expense whatsoever, whether direct or consequential, incurred in relying on the information contained in this report. Anyone
making use of the information contained in this report does so entirely at their own risk.

The information and contents contained in this report are based on the analyses and interpretations of information believed to be publicly available and reliable.
CMBIGM has exerted every effort in its capacity to ensure, but not to guarantee, their accuracy, completeness, timeliness or correctness. CMBIGM provides
the information, advices and forecasts on an "AS IS" basis. The information and contents are subject to change without notice. CMBIGM may issue other
publications having information and/ or conclusions different from this report. These publications reflect different assumption, point-of-view and analytical
methods when compiling. CMBIGM may make investment decisions or take proprietary positions that are inconsistent with the recommendations or views in
this report.

CMBIGM may have a position, make markets or act as principal or engage in transactions in securities of companies referred to in this report for itself and/or
on behalf of its clients from time to time. Investors should assume that CMBIGM does or seeks to have investment banking or other business relationships with
the companies in this report. As a result, recipients should be aware that CMBIGM may have a conflict of interest that could affect the objectivity of this report
and CMBIGM will not assume any responsibility in respect thereof. This report is for the use of intended recipients only and this publication, may not be
reproduced, reprinted, sold, redistributed or published in whole or in part for any purpose without prior written consent of CMBIGM.

Additional information on recommended securities is available upon request.

For recipients of this document in the United Kingdom

This report has been provided only to persons (I)falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005
(as amended from time to time)(“The Order”) or (Il) are persons falling within Article 49(2) (a) to (d) (“High Net Worth Companies, Unincorporated Associations,
etc.,) of the Order, and may not be provided to any other person without the prior written consent of CMBIGM.

For recipients of this document in the United States

CMBIGM is not a registered broker-dealer in the United States. As a result, CMBIGM is not subject to U.S. rules regarding the preparation of research reports
and the independence of research analysts. The research analyst who is primary responsible for the content of this research report is not registered or qualified
as a research analyst with the Financial Industry Regulatory Authority (“FINRA”). The analyst is not subject to applicable restrictions under FINRA Rules
intended to ensure that the analyst is not affected by potential conflicts of interest that could bear upon the reliability of the research report. This report is
intended for distribution in the United States solely to "major US institutional investors", as defined in Rule 15a-6 under the US, Securities Exchange Act of
1934, as amended, and may not be furnished to any other person in the United States. Each major US institutional investor that receives a copy of this report
by its acceptance hereof represents and agrees that it shall not distribute or provide this report to any other person. Any U.S. recipient of this report wishing to
effect any transaction to buy or sell securities based on the information provided in this report should do so only through a U.S.-registered broker-dealer.

For recipients of this document in Singapore

This report is distributed in Singapore by CMBI (Singapore) Pte. Limited (CMBISG) (Company Regn. No. 201731928D), an Exempt Financial Adviser as defined
in the Financial Advisers Act (Cap. 110) of Singapore and regulated by the Monetary Authority of Singapore. CMBISG may distribute reports produced by its
respective foreign entities, affiliates or other foreign research houses pursuant to an arrangement under Regulation 32C of the Financial Advisers Regulations.
Where the report is distributed in Singapore to a person who is not an Accredited Investor, Expert Investor or an Institutional Investor, as defined in the Securities
and Futures Act (Cap. 289) of Singapore, CMBISG accepts legal responsibility for the contents of the report to such persons only to the extent required by law.
Singapore recipients should contact CMBISG at +65 6350 4400 for matters arising from, or in connection with the report.

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 3



