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China Equity Strategy
Time to get back in tech?

AI narrative improved and  sentiment stabilised… we think it's time 
Our tracking of selective AI tech hardware names in China (see Appendix) shows that 
their share prices declined 32% in the month of July, with 36% of stocks we track 
having declined 40% or more in the month. At the same time, A-share margin financing 
balance has retraced from a peak of RMB3trn back to RMB2.6trn, similar to the level in 
early April when the recent increase in leverage occurred. As such, it would seem that 
the worst of the technical selling / deleveraging is behind us. Meanwhile it appears that 
the global AI narrative has shifted positively on the back of the US hyperscaler results. 
With valuation of China AI tech hardware names having eased significantly to be only 
slightly above the historical average while EPS continues to be upgraded, we think it is 
time to get back in. With that said, our sense is that investors are unlikely to embrace 
AI tech hardware to the same extent as before given the recent share price volatilities 
and lingering concerns around AI monetization. As such, we think the breadth of stock 
performance going forward is likely to be broader than what we have experienced YTD 
and that we may see some flows coming back to some of the previously beaten up 
sectors such as China internet, power equipment and non-ferrous metals.

Deleveraging process nearing an end, we think
With the margin financing balance having declined to April levels and with many tech 
stocks having also seen share prices drawdown close to the level in April, it would 
suggest that the market is through with the worst of the technical selloff. Overall A-
share collateral coverage seems to remain healthy at 280% of margin lending, 
suggesting some downside protection should we experience another episode of 
technical selling. Recent government support in the tech ETFs could also help anchor 
confidence while the stabilization in share prices could draw some fundamental 
investors back in – our conversations with investors (see our Europe investor feedback) 
suggest China tech remains a key focus for global investors given the semi localisation 
drive. Globally, it would also seem tech stock leverage has declined with margin loan 
balance in Korea now close to the level in early 2026 and leveraged ETF AUM having 
fallen c.50% in Korea and c.30% in the US (see Figures 10 & 12).

Global AI narrative has improved
The AI narrative has improved globally as evidenced by: 1) Microsoft and Amazon results 
suggesting strong growth from OpenAI and improved monetization from AI investment 
and  (see here and here), 2) strong demand from AI natives (see Karl's note), 3) increasing 
backlog for hyperscalers suggesting improved growth outlook for cloud providers (see 
Figure 26), and 4) enterprise adoption accelerating, with avg AI spend up 25% 
sequentially (see here). For many of the China AI stocks, their share prices have been 
dragged down by the global selloff; nevertheless, their narrative and fundamentals have 
not changed during this process – China‘s domestic tech supply chain is catching up and 
we expect an acceleration in the AIDC build-out in 2H of this year as domestic GPU 
availability improves (see WAIC tour takeaways). The stabilisation in the global narrative 
is helpful in shifting investors’ attention back to the fundamentals of the Chinese AI 
supply chain names.  

Market breadth may be less narrow in the 2H
While we remain positive on tech fundamentals, the recent share price volatilities and 
some lingering uncertainties around AI monetization could hamper their share price 
performances in the near term. As such, we think that 2H cross-sector performances 
could be less narrow than what we have experienced in the 1H. Within AI tech 
hardware, the preferences remain in semi cap equipment, networking chips and 
advanced packaging (i.e. the less cyclical part of the AI theme). Outside of tech 
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hardware, our preferences are: 1) internet on the back of improving earnings trends, 
shifting AI narrative around hyperscalers and cheap valuation, 2) power equipment 
given cheap valuation, beneficiary of AIDC build-out and energy independence, 3) non-
ferrous metals given strong earnings trends, and 4) 'going abroad' stocks as the 
currency appreciation impacts start to wear off. Our model portfolio is shown in Figure 2 
while in Figure 31, we have also provided a screen of stocks with accelerating revenue 
and earnings growth into 2H26.
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Figure 1: Sector preferences 

Source: UBS 

Figure 2: Changes to model portfolio 

Source: FactSet, UBS 
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Leverage, positioning and flows 

Figure 3: China margin financing balance  as % of A share total market cap 

Source: Bloomberg, UBS 

Figure 4: Tech sector’s margin financing flows vs share price performance 

Source: Wind, FactSet, UBS, AI tech hardware stocks shown in the Appendix 
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Figure 5: A share margin financing average guarantee ratio 

Source: CSData, UBS 

Figure 6: Onshore mutual funds positioning in greater tech sector vs benchmark

Source: Wind, UBS  Note: The greater tech sector includes electronics, telecom, computers and national defence
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Figure 7: Greater tech weekly turnover and market as % of total A share market 

Source: Wind, UBS Note: Greater tech sector includes electronics,telecom, computers and national defence

Figure 8: Cumulative net inflows into STAR 50 ETFs 

Source: Wind, FactSet, UBS 

Figure 9: Cumulative net inflows into ChiNext ETFs 

Source: Wind, FactSet, UBS 

Figure 10:  Total Korea leveraged ETFs AUM

Source: Bloomberg, UBS 

Figure 11: Korea margin financing outstanding balance as 
% of total market cap 

Source: KOFIA, UBS 
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Figure 12: US leveraged ETF exposure 

Source: Bloomberg, UBS 

Figure 13: UBS crowding scores high vs low momentum 
stocks

Source: UBS Quant, Crowding scores range +/-30 with std dev around ~7. Note:The 
above calculations are basedon a simple average
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Fundamentals intact while valuations now more 
reasonable
Figure 14: FY26 EPS trend - China vs global AI tech 
hardware 

Source: FactSet, UBS 

Figure 15: Forward EPS 3M revision - China vs global AI 
tech hardware 

Source: FactSet, UBS 

Figure 16: Forward earnings revision by sector in the past 3 months 

Source: FactSet, UBS 

Figure 17: FY26 consensus EPS trend for other major sectors 

Source: FactSet, UBS 
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Figure 18: YTD performance of major sectors/ themes 

Source: FactSet, UBS 

Figure 19: China AI tech hardware forward P/E 

Source: FactSet, UBS 

Figure 20: Global AI tech hardware forward P/E 

Source: FactSet, UBS 

Figure 21: China AI tech hardware P/B 

Source: FactSet, UBS 

Figure 22: Global AI tech hardware  P/B

Source: FactSet, UBS 



China Equity Strategy 10 August 2026 ab 10

Figure 23: Global AI tech hardware (ex-memory) forward 
P/E 

Source: FactSet, UBS 

Figure 24: Global AI tech hardware (ex-memory) forward 
P/B

Source: FactSet, UBS 

Figure 25: US hyperscaler cloud   revenue growth consensus forecast 

Source: Visible Alpha

Figure 26: US Cloud backlog as % of total sales 

Source: Visible Alpha, UBS 
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Figure 27: US real IT equipment spend YoY growth

Source: BEA, Haver, UBS

Figure 28: Compute still increasing at a rapid pace

Source: Epoch AI, UBS. Normalized to 100 at end 2023.

Figure 29: S&P 500 earnings estimate for 2026, with contribution by key driver

Source: UBS estimates 
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Figure 30: S&P 500 earnings estimate for 2027, with contribution by key driver

Source: UBS estimates 
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Figure 31: UBS Buy-rated stocks with accelerating revenue and earnings growth in 2H26 

Source: Visible Alpha, UBS Note: based on consensus estimates 
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Figure 32: Sector valuation 

Source: FactSet, UBS 
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Figure 33: China AI tech hardware names 

Source: UBS 
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Figure 34: Global AI tech hardware names 

Source: UBS 
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Valuation Method and Risk Statement

For various stocks across the industries we cover in the Hong Kong and mainland China stock 
markets, we use a variety of valuation approaches, including DCF models, Gordon growth 
model analysis and relative valuation analysis using various multiples such as PE, EV/EBITDA 
and P/BV.
We think the risks facing China's equities include a hard landing for the property market, a 
capital exodus associated with currency depreciation and slow structural reform progress. In 
our view, any government policies that do not adequately address these risks could result in a 
shock to the market. For example, an excess of stimulus policies could pose a risk to the 
transition from an investment-driven to a consumption-driven economy and increase the 
debt of government and state-owned enterprises.


