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China Healthcare

1H26 Results Wrap: Innovators Led the Rally While
Recovery Broadened, Stay Strong into 2H26

The MSCI China lHealthcare Index rose 33% in the past three months, significantly
outperforming the broader MSCI1 China Index. which held tlat, driven by: sector
rotation to more defensive sectors including healthcare. healthcare companies’
earnings beatand raise. growing enthusiasm for Al-drivendrugdiscovery (AIDD).
and continued globalization progress in China healtheare (innovative drug out-
lcensing deals” total value reached US$110bn in 1H26). During the earnings
season, these tailwinds were evident across the Biotech, CXO and AIDD
segments. In contrast, Big Pharma performance was increasingly determined by
commercialization execution rather than pipeline depth, while healtheare services.
pharmacies and MedTech showed early signs of domestic recovery alongside
continued overseas strength. TCM remained the weakest segment with early signs
of a trough emerging As we move into 2H26, we continue to view China
healtheare as one of the most compelling growth and defensive stories providing
diversitication trom Al themes. The key debate has moved to sustamable earnings
growth, with major clinical readouts (including WCLC and ESMO), globalization
activities and NRDL negotiations likely to drive the next leg of sector performance
(see Figure 1 for catalysts). Our preferred subsectors are Biotech, CX(0 and
AIDD, while our least preferred subsectors are diagnostics and TCM.

¢ Biotech: China biotech stayed the strongest subsector in terms of top-line
growth in 11126 — and what's different this time 1s that profits are also starting
to do the talking. Innovent's product sales rose 37% YoY with non-1FRS net
profitup40%. beating market expectations. Kelun Biotech saw in-line product
sales. but product sales were still up > 100% in 1H26, suggesting the potential
to make recurring net profit in FY27E. Junshi booked its first-ever profitable
half-year, and RemeGen's core business, excluding BD income, was roughly
breakeven in 2Q. We believe this demonstrates a macroenvironment triendly
to mnovative drugs, scaled-up commercial capabilities, operational leverage
and cost discipline among China’s biotech companies. However, Akeso and
Ascentage missed [H26 revenue expectations, suggesting commercial success
no longer simply follows from NRDI. coverage and climical etticacy. As more
Chinese biotech companies become or are close to becoming self-sustained in
funding. the biotech subsector could continue to attract investor focus.

e (XO: CXO appears to be in a growth acceleration phase in |H26 and
continues to be the most discussed subsector in our conversations with
investors. Anumber of companies beat earnings expectations and raised Y26
guidance, suchas WuXi1 AppTec and WuXi Bio, and WuXi1 XDC (beat without
raise), retlecting domestic demand recovery and sustained global demand
growth. New order growth broadened across the group. WuXi AppTec's new
orders rose over 40%, WuXi Biologies accelerated again to +23% (under
constant X)) with raised guidance. and Pharmaron and Tigermed both posted
roughly +30% order growth. According to management. WuXi AppTec, WuXi
Biologics and Pharmaron all raised FY26 revenue guidance mid-vear,
reflecting order to revenue conversion rather than isolated items. WuXi XDC
held guidance despite a record backlog (+50% YoY), citing capacity
constraints ahead of new facility ramp-ups. Margins are expanding on
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operating leverage. richer complex molecule mix(bispecitics. ADCs. TIDES. degraders)
and more late-stage or commercial projects. GenScript stands outas AIDD demand shifts
from a theme to strong business demand, with AIDD-related revenue potentially
doubling in 21126, Tigermed seems to lag peers: clinical CRO recovery is real but slower,
with contract pricing only now turning up after a multi-year decline. Overall, investors
focus much less on geopolitics and we believe there is a strong rationale for that.
However, we are watching for the potential list of “Biotechnology Companies of
Concern™ at end-2026/carly 2027,

e AIDD: The group moved from narrative to monetization in 11126, Insilico swung to
profit: revenue up 287% YoY to US$106mn and net profit at US$35.5mn, powered by
large out-licensing deals (Lilly, Servier, Takeda) worth roughly US$7.3bn Y'I'D. though
management resists formal guidance given lumpy deal timing. We estimate FY26
revenue of Insilico could be around US$180-190mn. XtalPr's Al4S infrastructure
revenue more than doubled (+136%) and 1s now halt of group sales. Metis, newly histed.
reported revenue up 133x ofta verv low base plus its first landmark global licensing deal
of MTS-128, with up to US$1 .6bn in milestones on top of a US$20mn upfront. Across
the group, AIDD platforms are increasingly generating tradeable, licensable drug assets
rather than just providing R&D services.

e Big Pharma: 11126 separated China's imnovative-pharma leaders on commerciahization
execution, not on the depth of their innovation stories. [lansoh beat cleanly with revenue
+11.7%, and 1nnovative drug sales and collaboration income at 853% of total sales,
domestic innovative product sales +21 6%, and net profit +19% ex-one-off items. The
company also provided a 2027-30 roadmap of five new innovative drug launches next
vear and 30 by 2030, Hengrui, by contrast, missed in 2Q, with its first-generation
mnovative portfolio (pyrotimb. hetrombopag. apatimb, PEG-G-CSF) missing sales
expectations due to NRDL renewal price cuts and tougher competition at the same time.
The management moved the FY26E innovative drug growth bar from ~30% to lower
implied by its ESOP. The shared theme 1s that licensing has become a recurring earnings
line. Hansoh booked ~Rmb1.1bn of uptronts from Roche and Regeneron and holds US
$9bn+ of signed deal value since 2023, while Hengrui will start recognizing the BMS
uptront in 3Q26. which will help cushion R&D intensity and extend profit visibility well
past the current headwind.

e Healthcare services: The group was sull capped by soft consumption in 1H26, but
showing early signs of recovery n 2Q26 driven by traffic growth, Gushengtang grew
revenue 10.6% but blended ticket size fell 3.9% as its lower-ticket consumer-healthcare
business ramped faster, while the serious-medical ticket still rose ~2%. Aier's reported
2Q) profit drop of 82% was almost entirely a Rmb756mn back-tax provision, while core
business to watch (refractive surgery and optometry) showed modest growth;
Topchoice's +33% reported profit growth was flattered by a one-oft asset disposal
(recurring +5.7%), while orthodontics and implant surgery volume accelerated in 2QQ
driven by lower-tier city penetration. The structural shifts matter more for the outlook.
Aiter's relractive growth now comes [rom procedure mix (SMILE Pro, ICL V5) and not
case volume: overseas reached 14% of revenue with Brazil consohdating in 3Q. and
optometry gained a policy tailwind as OK-lens fitting rules were relaxed. Gushengtang
is pivoting from same-store growth to M&A and overseas (Singapore revenue up 14x,
Hong Kong and Malaysia entry. 18 acquired stores to consohdate in 211), while
Topchoice's community-grid strategy leaves it well placed for the NHSA's draft to fold
dental implants into nationally unmified reimbursement.

o Medtechs: The subsector sbusiness trends split cleanly by geography in 11126, Overseas
remains the clear growth engine: Mindray's international sales rose 13.7% (+18.4% in
USDterms), United Imaging's overseas revenue jumped 54.5% (now 25% of'total sales),
and SNIBE's overseas sales grew 5%, although the Middle East conllict briefly
disrupted logistics and cost roughly Spp of growth. Domestically, signs ofa China sales
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bottom for a few top medtech companies are emerging. Mindray's China revenue turned
positive in 2Q after seven straight quarters of decline, driven by market share gains (1VD
share rose to 14% [rom 12%) rather than an industry recovery. SNIBE's first-round VBP
categornies are growing at 20%-plus again, According to third-party data cited by United
Imaging. China's overall imaging equipment market fell about 8% in 1H26, however,
tender activity picked up sharply in July, pointing to a potentially better 2H26. Margins
remain pressured by RMB appreciation (FX losses hit Mindray and United Imaging) and
lingering domestic pricing, but a few top China medtech companies expecet gradual
margin improvement into 2126,

e Pharmacy: The pharmacy sector finally delivered a broad-based recovery in 1126, and
it 1s trattic-led rather than pricing-driven.Dashenlin showed the most obvious inflection
(2Q revenue +6 9% vs +0 3% in 1Q, recurring net profit +26.2% YoY), Yifeng's same-
store sales accelerated from 1.53% in 1Q to ~6% in 2Q, and Laobaixing's mature stores
grew over 3% in 2Q and 9% n July, with growth almost entirely organic. Two years of
mdustry exits are pushing customers back to the surviving pharmacy stores. Meanwhile,
ticket sizes have staved tlat and non-drug discretionary sales remain weak. so profit gains
have come from margin discipline and cost control. Expansion models have shifted
decisively toward franchise and M&A: Dashenlin restarted M&A after a six-quarter
pause (+451 stores through 6 deals) and added 458 franchise stores in 2Q. Laobaixing
added 429 tranchise stores. and Yifeng's slow 1H26 M&A (+11 stores) should accelerate
in 2H26 as seller expectations cool. The emerging upside is innovative drugs and GLP-1
in the pharmacy channel - Yileng's innovative sales reached ~2% of mix and Laobaixing
sold Rmb110mn+ ot GL.P-1 productsin TH (+200%+), helping to diversitv their ottering
and attract more traffic.

e Diagnostics: The key leaders in the group posted margin-driven recovery. KingMed
swung to a net profit as gross margins expanded. while Dian also turned to profit with
sharply lower impairment charges. Both recorded revenue declines in the low-single-
digits YoY. Runda narrowed its net loss. but with sales declining by high-single-digit
YoY. The takeaway 1s that earnings are stabihizing via cost control rather than volume-led
growth.

e TCM: The group was again the relatively weak subsector in IH26. Only 24 of 68 listed
A-share TCM companies grew revenue, and the decline widened into 2Q (net protit-24%
YoY in 2Q vs-5.5% in 1Q). based on Wind data. Declines trace 10 OTC destocking after
the 2025 high base. hospital VBP expansion and soft discretionary demand, with gift-
driven premium brands suftering the most. Tongrentang's net protit fell 23%. deepening
aslide that began in 2024 _while Yunnan Baivao (+1.9%) and Tasly (+15%._ helped by 10
essential-drug-list additions) grew, and CR Sanjiu absorbed Kunming Pharma's
Rmb364mn loss. Trough signals are nonctheless building: herbal-matenal prices are
down ~17% YoY leaving less room for turther reduction, sector gross margins should
recover as high-cost inventory clears. and the new essential-drug list adds 48 TCM
products in September.
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Figure 1: Near-term Catalysts for China Biotech
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Figure 2: China Healthcare H-shares: Sales by sector
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Source: Bloomberg Finance LP.

Figure 3: China Healthcare H-shares: Net income by sector
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Source: Bloomberg Finance LP.
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Figure 4: China Healthcare A-shares: Sales by sector
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Figure 5: China Healthcare A-shares: Net income by sector
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