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Semiconductors

Thematic investing and megatrends: 2H25 Al
capex on track; positive on supply chain

The big four overseas hyperscalers (Amazon, Meta, Microsoft, and Alphabet, _ .
covered by our internet team) have reported their CY2Q25 earnings, China Semiconductors Sector
highlighting another quarter of stronger-than-anticipated capex (US$89bn, beat
BBG consensus by 12.8%) and guiding further increases in spending for Lily YANG, Ph.D
CY3Q25/CY2H25. Google has raised 2025 capex guidance by 13% to (852) 3916 3716
US$85bn. Meta expects 2026 capex to grow significantly again (2025: 68%- lilyyang@cmbi.com.hk
84% YoY), shifting to shorter-lived assets. The strong momentum confirms our Kevin ZHANG
previous view that compute demand will continue to grow (report). We expect (852) 3761 8727
the supply chain to remain a direct beneficiary of the ongoing Al cluster kevinzhang@cmbi.com.hk
buildouts and GPU/ASIC cycle upgrades, with 43% YoY capex growth Jiahao Jiang
projection for 2025/26E per BBG. We maintain our positive outlook for (852) 39163739
Innolight (300308 CH, BUY, TP: RMB225) (link) and Shengyi Tech (600183 JiangJiahao@cmbi.com.hk
CH, BUY, TP: RMB41.1) (link), two core Al beneficiaries (optical transceivers Related reports:
and PCB) under our coverage. 1. Semiconductors -  Thematic
B The Big Four spent US$89bn capex in 2Q (+67%/+22% YoY/QoQ), with Jvestng and "C’Eg?lt(r.endg‘;r#;'uztg
further upside guided for 3Q/2H. All of them guide capex increases in demand continues to grow (link)
following 1-2 quarters except for Amazon (flattish in 3Q/4Q): 1) Google’s 2 i?m';?gggggﬂf - i"'é‘i Z%r:es‘#]tz
2H capex to be US$45bn (+14% HoH), 2) Microsoft’s 3Q capex to exceed development of Al irﬁerence (link)
US$30bn (+24% QoQ), and 3) Meta’s 2H capex to be US$35-41bn (up 3. Semiconductors - Nvidia’s 1Q beat
15% to 34% HoH). In our view, this robust capital deployment reflects a and solid 2Q guidance conifirm Al
i . . X emand remains resilient (link)
persistently tight supply-demand environment for computing power. 4. Semiconductors -  Thematic
. investing and megatrends: China’s
B The Blg. Four hypersca}ers are .e'xpected to see a 43% YoY capex hyperscglers acfelerate Al infra
growth in 2025 (a meaningful revision from Dec. estimate of 18% YoY), buildout amid strengthening cloud
per BBG. The spending trajectory is in-line with their cloud business demand (link) .
. . . 5. Semiconductors -  Thematic
growth trend, despite a record capex-to-revenue ratio (22.9% in 2Q vs. investing and  megatrends:
20.3% in 1Q). We see Google Cloud and Microsoft Cloud revenue rise EesilientI 1Q&) capex among
: : yperscalers (lin
32%/ 11% YqY/QoQ and 27%/10% YoY/QoQ in CY2Q25, agceleratlng 6. Semiconductors . -  Thematic
from the previous quarter. Amazon lags in capex growth, while AWS'’s investing and  megatrends:
revenue growth was also lower (17%/5% YoY/QoQ). The accelerated Alibaba’s bold capex hike a boost
. . to domestic Al infrastructure
cloud revenue growth should help alleviate investor concerns suppliers (link)
regarding ROI. These hyperscalers have begun to demonstrate tangible 7. Semiconductors -  Thematic
H P investing and megatrends: Views
returns from previous investments. on DeepSeek (ink)
B On the domestic front, we believe Alibaba, ByteDance, Tencent, and 8. _Semiqonductorsd - Themadtic
. : : - t t :
Baidu are also ramping up Al infrastructure and compute capabilities, gg;g’:ﬁ poggd o s
supported by the recent easing of restrictions on Nvidia’s H20 shipments global Al arms race (link)
to China and growing domestic capabilities. Reuters reports a 300k unit 9. Semiconductors - TSMC: Surging
- . . Al demands propelled strong
order was recently placed by Nvidia with TSMC, showing strong market results and guidance (link)
demand. 10. Semiconductors - Nvidia's 3Q
. . . . . earnings takeaway: Strong
B We believe this robust capex cycle, both globally and in China, will demand for Blackwell well into
benefit the entire Al supply chain. Recent earnings from upstream next year (link)
foundries, supply chain suppliers (optical transceivers, PCB, etc.), to - ?fé::ﬁ;g;%’fzvem(l}nk AMD
downstream hyperscalers all validate the strong Al infrastructure 12. Semiconductors - Sector valuation
investment theme. Maintain BUY on Innolight (300308 CH, TP: RMB225) :2:'/;::1 a‘ger g‘:tzi?t‘ier:gﬁegg‘m'
and Shengyi Tech (600183 CH, TP: RMB41.1) as key beneficiaries. 13, Semicgnﬁctors - Nvidia 20
review: A strong beat-and-raise
quarter; eyes on Blackwell
shipment and margin (link)
14. Semiconductors - PCB sector:

OUTPERFORM

(Maintain)

1H24 earnings preview (link)
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Meta’s (META US) capex doubled YoY and grew by 24% QoQ in Q2 to US$17.0bn,
which was allocated primarily to servers, data centers, and networking infrastructure,
per mgmt. Meta is aggressively scaling its Al infra., including Prometheus (a
gigawatt+ cluster expected for launch in 2026), Hyperion (scalable to 5GW), and
multiple Titan clusters. It is also expanding its Al talent base through Meta
Superintelligence Labs. The company has raised its CY2025 Capex guidance to
US$66-72bn, up ~US$30bn YoY at midpoint, and expects a similarly aggressive
ramp in 2026.

Alphabet’s (GOOGL US) capex surged by 70% YoY/31% QoQ to US$22.4bn in Q2,
and the company raised its full-year capex guidance from US$75bn to US$85bn,
citing accelerated server deliveries and faster datacenter buildouts. The investment
supports both capacity expansion and advanced Al workloads, including the
deployment of Google’s own TPUs and support for large model training. Mgmt.
forecasts a tight supply-demand dynamic in its cloud business segment going
forward in 2026, further driving its capex growth. Google Q2 cloud sales increased
by 32% YoY/11% QoQ.

Microsoft (MSFT US) increased its capex by 23.1% YoY / 2.0% QoQ in CY2Q25 to
US$17.1bn (cash paid to PP&E), citing that over half of the investment was allocated
to long-lived assets, while the remainder was directed primarily to short-lived assets,
namely servers, GPUs, CPUs, networking, etc. to meet continued demand across
its cloud and Al businesses. The company expects its capex growth to moderate in
FY2026 vs. FY2025, with first half more heavily loaded. Also, mgmt. forecasts a
US$30bn (inclu. financial leases) in CY3Q25, reflecting ongoing Al infrastructure
scale-out amid sustained demand in Al. Microsoft's Q2 cloud sales increased by 27%
YoY/10% QoQ (Azure growth ~39% YoY).

Amazon (AMZN US) reported Q2 capex of US$31.4bn, allocated towards AWS
infrastructure expansion to support accelerating demand for Al compute. Key
investments included custom Al silicon (Trainum 2), datacenters, and power
infrastructure. The company guided that Q2 capex should remain consistent
throughout the rest of 2025. Amazon cited substantial growth opportunities in Gen-Al
highlighted by AWS’s comprehensive Al ecosystem spanning infrastructure platform,
and application layers, as key to maintaining competitive edges. AWS saw 17.5%
YoY/5.5% QoQ growth due to higher demand than its current capacity can

accommodate.
Figure 1: Hyperscalers’ capex and capex intensity Figure 2: Hyperscalers’ cloud rev. and growth
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