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Semiconductors
Thematic investing and megatrends: China’s

hyperscalers accelerate Al infra. buildout amid

strengthening cloud demand

China’s major hyperscalers (Alibaba, Tencent, and Baidu, all covered by our ) )

internet team) are intensifying their investments in Al infrastructure, with capex China Semiconductors Sector

doubling YoY in 1Q25. While their combined spending still trails overseas

hyperscalers, the sharp increase indicates a clear strategic focus on scaling Lily YANG, Ph.D

compute capacity to support LLM training and inference. Despite near-term (852) 3916 3716

headwinds from export restrictions from the US on Al GPUs, these domestic lilyyang@cmbi.com.hk

players remain committed to long-term Al growth. In particular, early signs of Kevin ZHANG

returns are emerging, with all three reporting solid cloud revenue growth driven (852) 3761 8727

py rising enterprise adoptlor_1 of Al services. Looking forward, we e_xpect this kevinzhang@cmbi.com.hk

investing momentum to continue throughout the rest of 2025E, benefitting local

players on Al supply chain, such as Innolight (300308 CH, BUY, TP: Jiahao Jiang

RMB151), Shengyi Tech (600183 CH, BUY, TP: RMB34.5), and SCC (852) 39163739

(002916 CH, BUY, TP: RMB146.8). JiangJiahao@cmbi.com.hk

B Robust capex across the board from China’s hyperscalers. Alibaba, Related reports: ,
Tencent, and Baidu collectively invested ~RMB55bn (US$7.5bn) in capex L ;f’/z‘s';z”d““‘;f f meT;‘tf;aJ'sc_
during the quarter, 2x YoY, despite a fraction of the US$73bn was deployed Resi”en? 1025 capexg among
by overseas hyperscalers (Amazon, Meta, Microsoft, Google) over the hyperscalers (link)
same period. Alibaba’s capex rose 120% YoY to RMB24.6bn but declined 2. Semiconductors Thematic
22.5% QoQ, likely due to the US restriction on Nvidia’s H20 GPU exports. g bol;';ipex mﬁga;fgg;
This fell short of its earlier RMB380bn capex roadmap for 2024-26E to domestic Al infrastructure
expectations (translating to ~130bn in FY25E). Tencent’s capex jumped suppliers (link)
91.4% YoY to RMB27.5bn, with a similar sequential slowdown, also likely 3. .Semisonducgors t dT'_‘Gi/".“a“C
tied to component constraints. Baidu saw steadier growth, with capex rising on Ese'engsaezk (Tiﬁ;)a rends: Yiews
42.3% YoY and 24.1% QoQ to RMB2.9bn, as it continues to scale up its Al 4. Semiconductors Thematic
cloud and model R&D capabilities. isntvestirtw anté t megatrlendtS:

B Accelerating cloud revenue growth underscores early returns on Al- g|§t;g?:| a:)rglssface Mcceerae
focused capex. In 1Q25, Ali Cloud, Tencent Cloud, and Baidu Al Cloud 5. Semiconductors - TSMC: Surging
posted robust YoY revenue growth of 17.7%, low-teens, and 42%, ﬁsuﬁfmgii dgggge(ﬂ) strong
respectively, reflecting strong enterprise demand for Al model training and 6. Semiconductors - Nvidia’s 3Q
inference. These gains suggest that recent heavy capex outlays targeting earnings  takeaway:  Strong
GPU clusters, inference hardware, and scalable Al infrastructure are demand for Blackwell well into
beginning to translate into commercial traction. . g‘:ﬁﬁéi%g%}rs AMD

B Constructive outlook for domestic Al capex going forward. A key “Advancing Al event (link)

. Ly . . . 8.  Semiconductors - Sector valuation
catalyst will be Nvidia's upcoming rollout of its Blackwell-architecture Al revisit after recent rally: Potential
GPUs, specifically tailored to comply with the US export restrictions for the rerating opportunities ahead (link)
Chinese market following the H20 ban. The chip (cost US$6.5-8k vs. 10- 9. Semiconductors Nvidia 2Q
12k for H20) uses a conventional memory (GDDR7) and omits advanced review: A strong beat-and-raise

X . L - L quarter; eyes on Blackwell
TSMC packaging, per Reuters. Despite weaker specs, it helps Nvidia retain shipment and margin (link)
a foothold in the Chinese market. Aside from overseas suppliers, we are 10. Semiconductors - PCB  sector:
also positive on domestic Al supply chain players. We notice that 1H24 earnings preview (link)
Cambricon (688256 CH, NR) has increased its inventories from RMB1.8bn 1 Sem fdtusrg';’rofvi‘;"('{i‘r?s HBM to
in 4Q24 to RMB2.8bn in 1Q25 likely for preparing a broader rollout of its 12. Semi - Thematic investing and
domestic Al GPU solutions amid growing geopolitical risks. We believe that megatrends: Al exposure update
the robust Al capex from Alibaba, Tencent, Baidu, and ByteDance will drive 13 g'g—r‘;)i  Marvell FY1Q25 eamings:
a structural growth cycle for domestic Al infra. supply chain with increased Harnessing the Al revenue (link)
need of supply chain domestication and more cost-effective solutions. 14. Nvidia: To keep growing for longer
link
15. é;m)i - Global SME investment set
to accelerate on tech
advancements, China localization;
Initiate Naura w/ BUY (link)
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Figure 1: Domestic hyperscalers’ capex and growth

Figure 2: Domestic cloud revenue growth
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