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China Al Infra Ecosystem

Unprecedented growth; lingering constraints

China’s Al ecosystem is seeing a fast take-off, as local open-sourced models catch

up with global frontier models, large CSPs increase investments in Al

infrastructure and local Al Infra ecosystem sees rapid development, in response to
restrictions on overseas chips. Domestic Al compute demand is likely to show an

~80% CAGR, to support strong inference token consumption. Looking into 2028,

foundry and HBM capacity are likely the key bottlenecks, despite significant

capacity growth. We expect select Al Chip vendors and SPEs to benefit from the
local buildout. We believe that China can support 80% of its Al infra demand with
local chips by 2028, up from 40% in 2025. To overcome single chip performance
gap, Chinese Al chip vendors are likely to aggressively embrace advanced
packaging, interconnects and system-level optimization — benefiting back-end
service providers and server ODM/OEMs. Beyond tech hardware, this aggressive
localization buildout should also benefit Power, Cooling, and ESS vendors, and
rekindle growth for local Datacenter providers. Our top picks are Iluvatar CoreX,

NAURA, AMEC, JCET, V-Test, Huaqin, VNET, Sungrow, CATL, TGOOD.

e Local AI compute growing rapidly, benefiting AI Chip vendors and SPE.
We expect China local compute demand to show an 80% CAGR, driven by
rising token consumption. This should help support a 40% CAGR in Al Chip
units into 2030E. With overseas GPU availability remaining constrained, the
localization ratio should rise materially, reaching 80%/90% of total supply by
2028E/30E, respectively. We prefer domestic Al chip vendors with secure
foundry capacity and inventory (Iluvatar Core X), and leading domestic WFE
vendors (AMEC, Naura).

e Foundry and HBM primary bottlenecks into 2028, despite strong capacity
growth. We believe local foundries are likely to add 150-200kwpm of
advanced logic capacity over the next 2-3 years, although yield challenges and
technology migration remain bottlenecks, which could keep chip supply below
domestic demand. HBM is another chokepoint, in our view: the transition to
local HBM3/3e production is currently constrained by qualification timelines
and equipment access. The demand supply gap is likely to bridge only
gradually, given slower yield progress in both advanced logic and HBM
manufacturing.

e Advanced packaging, interconnect and system optimization to bridge chip
supply and performance gap. With chip supply remaining constrained, we
expect Chinese vendors to pursue chiplet-based, multi-die designs. Advanced
packaging is likely to grow quite fast, as domestic OSATs can handle CoWoS-
S-like solutions today. Supernode solutions such as CloudMatrix384 that can
boost scale-up density can also help level the single-chip performance gap,
benefiting server ODM/OEMs.

e Local ecosystem building up in Datacenters, Power and Cooling. Wholesale
IDC is robust: strong Al-related orders at leading vendors and tighter power-
quota screening sustain a benign pricing environment. We forecast a ~50%
CAGR (2026-30E) in incremental Al power demand, driving a structural shift
toward liquid cooling, 800V DC/SST architecture and prefabricated power
modules, while ESS and backup-power suppliers gain from "grid-friendly"
configurations.
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Figure 2: Incremental chip demand (annual basis)
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Executive summary

Exponential token consumption growth driving computing
power demand

The emergence of DeepSeek and the proliferation of low-cost, open-source models
has led to a surge in daily token consumption from approximately 100 billion in early
2024 to over 140 trillion by March 2026, a 1,000-fold increase in under two years.

Figure 1: Daily token consumption in China
Billion
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Source: National Data Administration (26 Mar 2026).

We forecast that inference-driven computing power demand will show an ~80%
CAGR through 2030, accounting for 85% of total requirements. We therefore
estimate chip demand required to support the strong token expansion will show a
~40% CAGR during the same period, reaching ~14mn units by 2030E. Based on our
supply evaluation, we expect 2mn/3mn/5mn domestic Al chips to be supplied in
2026/27/28E. The increasing adoption of multi-die packages with smaller die sizes
could improve output levels or use wafer capacity more efficiently but does not
remove the near-term supply constraint.

Figure 3: Shipment forecast of Al chips supplied by domestic
companies
k units (700mm? equivalent)
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Source: J.P. Morgan estimates.

Foundry and HBM the primary supply bottlenecks

At the foundry level, the availability of advanced wafer fabrication capacity
represents the most critical chokepoint. Despite ambition to add 150-200k wafers per
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Figure 4: HBM demand forecast vs capacity per compute die
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month of advanced capacity over the next three years, effective yield improvement
and technology migration present formidable challenges.

Beyond compute dies, High Bandwidth Memory (HBM) availability is another major
bottleneck, in our view. Existing domestic Al chips rely mainly on HBM2e, while
the transition to HBM3/3e remains constrained by qualification timelines and
equipment access limitations. Our HBM demand forecast suggests a ~60% CAGR
during 2026-30E, implying ~200kwpm HBM capacity required to completely meet
the domestic demand by 2030. Although CXMT’s listing could be a positive catalyst,
we are not expecting the self-reliance gap to be rapidly closed, as product
competitiveness is as critical as capacity expansion.

Figure 5: Effective wafer capacity required for HBM base wafer
kwpm
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Source: J.P. Morgan estimates.

Further, owing to front-end constraints, we believe back-end processes are likely to
be an important driver for chip performance improvement. Advanced packaging
capabilities at key domestic vendors are still transitioning toward CoWoS-L-like
technology, with mass production timelines from late 2026 or beyond.

Indigenous packaging and system solutions to mitigate
constraints

Chinese players across the supply chain are pursuing a multi-pronged strategy to
mitigate hardware constraints. On the architecture front, chiplet-based designs and
multi-die packaging are being adopted to circumvent yield limitations and improve
wafer output efficiency. Huawei's Tau Scaling Law and LogicFolding approach
demonstrate that meaningful performance gains remain achievable even when
geometric scaling and advanced lithography access are constrained.

o For instance, rather than pursuing a significantly powerful compute die, Huawei
launched its next generation of Al chips, including Ascend 950PR and Ascend
950DT, which use the same 950 compute die but different memory
configurations to match various workloads - 950PR is dedicated for prefill and
recommendation purposes, and 950DT with higher memory capacity/ bandwidth
will be used for the decode phase of inference and training.
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Table 1: Comparison of Huawei Ascend chips

910C 950PR 950DT

Availability 1Q25 1Q26 4Q26
e SIMD SIMD/SIMT
Data formats FP32/HF32/FP16/BF16/INT8  FP32/HF32/FP16/BF16/FP8/MXFP8/HiF8/MXFP4
Interconnect bandwidth 784 GB/s 2 TBIs
Computing power 800 TFLOPS FP16 1 PFLOPS FP8, 2 PFLOPS FP4
Memory 128 GB, 3.2TB/s 128 GB, 1.6TB/s 144 GB, 4TB/s
Proprietary HBMs HIBL 1.0 HizQ 2.0

Source: Huawei (Company website), J.P. Morgan.

At the system level, supernode architectures, exemplified by Huawei
CloudMatrix384, Alibaba Panjiu AL128, and Sugon scaleX, are increasing scale-up
density to offset individual chip performance gaps through superior y.

On the software front, proprietary toolkits including Huawei CANN, Cambricon
NeuWare, MetaX MXMACA and other proprietary software stacks are being
developed to optimize hardware utilization. Looking ahead, we expect players with
robust inventory positions, secured capacity, and demonstrated software optimization
capability are more likely to outperform in the near term, while product performance
and cost efficiency will be the key differentiators in the medium-to-long term.

Mapping the indigenous Al supply chain

We map out key beneficiaries of Al demand proliferation below (Figure 6) with
focus on infrastructure in China, covering upstream suppliers of tools/services and
manufacturing capacity, midstream component/assembly vendors of server/switch
equipment, and downstream datacenter hosting partners and suppliers for power
generation/storage.

Under JPM coverage, we would like to highlight below names across the ecosystem,
and key theses are discussed in the Key Beneficiaries section:

Sungrow
CATL-A
TGOOD

002371 CH
688012 CH
600584 CH
688372 CH
603296 CH
VNET US

300274 CH
300750 CH
300001 CH

34

830
420
115
260
118
15
140
520
42

72,078 ow 46% 62.0 34.7 10.6 8.2 19% 27% 24%
49,943 ow 92% 52.6 47.0 9.8 8.3 22% 19% 20%
19,509 ow 99% 53.1 33.3 4.3 3.9 8% 12% 57%
3,223 ow 18% 52.2 25.3 4.8 4.2 1% 18% 103%
17,672 ow 24% 21.0 16.4 3.5 3.0 19% 20% 49%
1,771 ow -26% NM 33.4 2.8 1.7 -44% % 141%
27,549 ow -48% 12.9 12.8 3.2 2.7 28% 23% 57%
251,310 ow -1% 17.1 14.1 4.1 3.5 26% 27% 45%
5,361 ow 34% 23.0 18.2 3.7 3.1 17% 19% 23%

Source: J.P. Morgan estimates, Bloomberg Finance L.P. Note: share prices as of Sep 1, 2026.



Gokul Hariharan
(852) 2800-8564
gokul.hariharan@jpmorgan.com

Asia Pacific Equity Research
02 September 2026

J.PMorgan
Figure 6: Key Chinese players in the indigenous Al supply chain
Wafer fab equipment Backend equipment Design service/lP Foundry OSAT
NAURA (002371 CH), AMEC CCTECH (300604 CH), ACCOTEST VERISILICON (688521 CH), SMIC (688981 CHI0981 HK), H- SJ SEMI (688820 CH), JCET
(688012 CH), PIOTECH (688072 (688200 CH), JHT (603061 CH) EMPYREAN (301269 CH), GRACE (688347 CH/1347 HK), (600584 CH), TFME (002156 CH), Semiconductor
CH), ACMSH (688082 CH), PRIMARIUS (688206 CH), NEXCHIP (688249 CH) FHEC (688362 CH), V-TEST "
SKYVERSE (688361 CH), SEMITRONIX (301095 CH) (688372 CH) upstream
HWATSING (688120 CH),
KINGSEMI (688037 CH)
CPUIGPUJAI ASIC
HYGON (688041 CH), CAMBRICON (688256 CH),
MOORE THREADS (688795 CH), METAX (688802 Al accelerator
CH), BIREN TECH (6082 HK), ILUVATAR COREX vendors
(9903 HK), HUAWEI ASCEND, KUNLUNXIN, T-HEAD
Power/ Analog Connectivity Memory PCB Server/Switch ODM/OEM
CRM (688396 CH), INNOSCIENCE (2577 HK), UNT MONTAGE TECHNOLOGY GIGADEVICE (603986 CH/ 3986 VGT (300476 CHI 2476 HK), FIl (601138 CH), ZTE (000063
(688469 CH), SGMICRO (300661 CH), 3PEAK (688008 CH/ 6809 HK), CENTEC HK), LONGSYS (301308 CH), SYTECH (600183 CH), SCC CHI0763 HK), IEIT (000977 CH), GPU board/
(688536 CH), JOULWATT (688141 SH), SOUTHCHIP COMMUNICATIONS (688702 CH), BIWIN STORAGE (688525 CH), (002916 CH), WUS (002463 LENOVO GROUP (0992 HK), server
(688484 CH) LIGHTELLIGENCE (1879 HK) TWSC (001309 CH), CXMT CH), DELTON (001389 CH/ HUAQIN TECHNOLOGY (603296 CH/
(688825 CH) 1989 HK) 3296 HK), UNIS (000938 CH), RIWL
(301165 CH)
Rack/ system
level
IDC/ Telecom operator Power generation and storage
CHINA MOBILE (600941 CH/0941 HK), CHINA TELECOM (601728 CH/0728 HK), SUNGROW (300274 CH), CATL (300750 Datacent
CHINA UNICOM (600050 CH/0762 HK), RANGE TECHNOLOGY (300442 CH), CHI3750 HK), EVE ENERGY (300014 CH), atacenter or
GDS-SW (9698 HK/GDS US), SINNET (300383 CH), VNET (VNET US) WEICHAI POWER (000338 CH/2338 HK), JEREH hosting
(002353 CH), TGOOD (300001 CH), WASION

(3393 HK)
Source: J.P. Morgan. Note: an interactive dashboard (link) to assist with the screening of the indigenous supply chain in China
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Exponential token growth driving domestic
Al chip demand

Rapidly expanding Al inference token usage in China

Chinese AI models are increasingly capable

In the GenAl era, we have soar not observed a major disparity between Chinese
players and global leaders in model capability, despite escalating hardware
constraints. Daily token consumption has grown exponentially, even as the long-term
proliferation of Al demand has yet to fully play out.

Figure 7: Artiicial Analysis Intelligence Index of select models

Source: Artificial Analysis (31 Aug 2026). Note: Chinese models marked in grey.

On the other hand, we have witnessed China's aggressive push into Al agentic
systems, given China's ecosystem is bolstered by massive mobile internet penetration
and deeply integrated super-apps. We believe the key strengths include an enormous
reservoir of Chinese language and multimodal data, engineering talent capable o
rapid productization, and the dramatic collapse in inference costs, which make large-
scale agent deployment economically viable.

Table 3: Al agent tools launched by Chinese companies

Platform / tool Company July MAU (k users, MoM) Remarks
WorkBuddy Tencent 11,152 (304%) Enterprise collaboration Al agent
N . h . .
TraeWork ByteDance 2,660 (51%) Al work asmgtant and Al cgdlng engineer product line
Supports Feishu and web integrations
o § I
Coze ByteDance 2,173 (62%) Zero c_ode Al agent buﬂdllng platform
Deep integration with Feishu ecosystem
o . .
QeodeWork Alibaba 1,886 (49%) Agentic coding platform launched Aug 2025
Desktop-level general agent for autonomous development workflows
Qclaw Tencent 1,593 (8%) Intelligent Q\&A assistant deeply integrated with WeChat, QQ, and WeCom ecosystems
AutoGLM / AutoClaw Zhipu Al (Z.ai) 144 (111%) Supports complex task planning, multi-step execution, and self-correction
DuClaw Baidu Lightweight version of Baidu's agent, targeting individual developers
. . Leverages Baidu's ecosystem resources with multi-industry standardized temnlates for
Wenxin Agent Baidu A ey o D
cducation, e-commerce, and marketing; deeply integrated with Baidt
) Deskfoo agent under Tongyi l-ab 2
QuenPaw / CoPaw Alibaba One-click deployment supporting Ding"elk, Feishu, and cther platfor <
MaxClaw Min Max Multimodal Al agent (text, voice, video, image) -
One-click cloud deployment for short-v d=o creation, virtual anchors,
Kimi Claw / Kimi Code Moonshot '(_)Ioud-hosted agent Ieveragmg Kimi's Iopg-context capgbmty
N £xcels at legal contract review, academic paper analysis, and financ L=
U N
Source: J.P. Morgan, Company dq@, Al CPB (17 Aug 2026).
30
30
10
8
20
o0
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We believe the agentic surge will fundamentally reshape token consumption
dynamics, as agents engage in persistent, multi-turn sessions involving long-context
reasoning and repeated tool-calling loops, causing per-server token volume to rise by
orders of magnitude.

Token consumption surged on unprecedented inference demand

In early 2024, national daily token consumption was approximately 100 billion,
before DeepSeek had launched. DeepSeek’s late-2024 release then fundamentally
transformed the industry ecosystem: with its low cost, lightweight architecture, and
open-source characteristics, it lowered the Al application threshold from big-tech
exclusive to SME-accessible, triggering a nationwide surge in inference compute
demand. By end-2025, the figure had surged to 100 trillion and further breached 140
trillion by March 2026. In two years, daily token consumption grew by over 1,000x,
not merely high growth, but a near-vertical expansion curve.

Figure 8: Daily token consumption in China
Billion
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Source: National Data Administration (26 Mar 2026).

JPM China Internet team is forecasting (link) China token consumption to show a
roughly 330% CAGR over 2025-30, driven by 1) rising penetration across both
consumer users and enterprise workloads, and 2) use cases expanding from
conversational Al toward agents and multimodal output (increasing tokens per
session).

Figure 9: China inference token demand (annual)
Trillion
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Source: National Data Administration, J.P. Morgan estimates.
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Consequently, the LLM development trajectory is pivoting from training-centric
scaling laws toward inference-optimized architectures, such as longer context
windows, efficient reasoning, and edge-cloud hybrid deployment, while shifting the
bulk of Al infrastructure investment from training clusters to distributed and low-
latency inference infrastructure.

Token demand supports 80% computing CAGR

Although token consumption (or processing) could consist of both training and
inference demand, the proliferation of Al applications is driven by inference or
external usage. We believe the first constraint on deploying large LLMs is memory
capacity, which determines deployability. For example, the theoretical memory
requirement of a DeepSeek R1 model with 671 billion parameters is approximately
1TB (for FP8). Inference speed or service level is primarily limited by GPU
computing power and hardware utilization, which is in turn determined by
interconnection and memory bandwidth.

The basics are: 1) the prefill phase of inference is compute-intensive, as it processes
the user's input prompt and determines Time to First Token (TTFT), 2) the decode
phase is memory-intensive, as it generates response tokens and determines service
level or Time per Output Token (TPOT), and 3) in practice, a higher ratio of compute
resources is allocated to the decode queue because decode has more intensive
memory-capacity and memory bandwidth requirements.

Figure 10: lllustration from model deployment to inference execution

Model deployment
First constraint: memory capacity
Ex: 671B parameters = 1TB (FP8)

Prefill Phase
(Compute-intensive)
Input: Process user prompt

Decode Phase
(Memory-intensive)
Input: Generate response tokens

Output Metric: TTFT
(Time to First Token)
Drivers: GPU compute, effective
throughput

Output Metric: TPOT
(Time per Output Token)
Drivers: Memory capacity, bandwidth

Source: J.P. Morgan.

The simplified framework we use to quantify the computing capacity required for
inference demand focuses on throughput (tokens/s) at a given batch size or
concurrency level, and on throughput (tokens/s) per TFLOPS, which we view as a
relatively practical approach. The key prerequisites include deploying a 671B model
and meeting certain service levels, such as TPOT below 50ms, with a batch size of
128 and KV cache length of 4,096.

As rising token consumption is largely driven by inference, based on the token
demand forecast, we expect the incremental compute power required for inference to
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show an ~80% CAGR until 2030E (accounting for 85% of total compute power by
then, remainder being allocated for Training). There is some leeway related to data
format, model optimization, hardware utilization, and average model size deployed.
On the other hand, the incremental demand from training should be marginal
(increasing parameters and multimodal as key catalysts), as the preliminary
requirements have been largely resolved by installed computing capacity, which
could be released or reused.

Figure 11: Compute power required for inference and training
EFLOPS

30,000
25,000
20,000

15,000
10,000 I
5,000 .
0 — [ -

2025E 2026E 2027E 2028E 2029E 2030E
m Compute power for inference ~ m Compute power for training

Source: J.P. Morgan estimates. Note: installation base

This translates into Al chip unit CAGR of 40%

Our forecast of compute power that is needed to support the token demand growth,
translates into a ~40% CAGR of Al chip demand during 2026-30E, assuming a
single-die package and steady performance improvement. To gauge hardware
utilization and algorithmic efficiency, we currently assume 1 Throughput (tokens/s)
per TFLOPS and ~30% CAGR of efficiency gain to 3.3 by 2028E, driven largely by
model architecture innovation and custom hardware optimization. For instance,
despite larger parameters, DeepSeek V4 claims to reduce single-token inference
compute (FLOPs) to 27% and memory (KV cache) usage down to 10% of V3 levels
at long-context lengths through the new Hybrid Attention architecture.

With consideration of diminishing overseas GPU supply, we expect domestic
leading-edge foundry capacity allocated to AI GPU/ASIC chips to reach 50kwpm by
2030. Given physical limits and manufacturing challenges, we believe foundry
technology should continue to migrate to more advance process nodes, which is
likely to keep yields at sub-optimal levels.
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Figure 12: Incremental chip demand (annual basis)
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Figure 13: Effective wafer capacity required for leading edge
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Source: J.P. Morgan estimates.

From a top-down view, we believe these forecasts are achievable, as Chinese players
are targeting to add 150-200k of advanced capacity (in total) in the next 3 years.
However, effective capacity, satisfactory yield achievement, and technology
migration will likely remain challenging. Separately, we observe the increasing
adoption of multi-die packages with smaller (single) die size to overcome yield
limitations and improve output per wafer, which we believe would be a more
efficient way to consume wafer capacity in the near term.
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Supply of computing chips the key
bottleneck

Landscape of China’s Al chip market

After Enflame filed for IPO on the STAR board in late January, all so-called 'Four
Little Dragons' of Chinese GPU players are in increasing focus for public market
investors. Together with increasing demand and investment for Al infrastructures, we
believe we are now entering the phase of nor nof
domestic GPUs or Al ASICs, the system-level hardware, as well as the ecosystem.

Figure 14: Key Chinese suppliers of Al chips separated by architecture

GPGPU Non-GPGPU
Biren (6082 HK) Cambricon (688256 CH)
Hygon (688041 CH) Enflame
lluvatar CoreX (9903 HK) Huawei Ascend
MetaX (688802 CH) Kunlunxin (Baidu)
Moore Threads (688795 CH) T-head (Alibaba)

Source: Moore, MetaX, Biren, Enflame, lluvatar IPO prospectus, J.P. Morgan

While comparing mainstream products provided by key Chinese companies with
legacy NVIDIA chips, we believe the computing performance (FP16) of the majority
is similar to A100 but y is still behind, which indicates a relatively
low bandwidth across GPUs (limiting the utilization of computing power). Also,
most existing Al chips on the market have not yet supported FP8 data format
directly, even though we believe it would likely be introduced with newly designed
chips.

Figure 15: Comparison of computing performance and interconnect bandwidth

1,000

900 ® NVIDIA H200

800 ® HuaweiAscend 910C

700

600 ® NVIDIAA100 ® NVIDIAH100

500
® MetaX C550 ® Hygon BW1000
400 @ Kunlunxin P800
Cambricon MLU 590

Interconnect bandwidth (GB/s)

300

@ Moore Threads S4000
200
100

0
0 200 400 600 800 1,000 1,200 1,400 1,600 1,800
FP16 performance (TFLOPS)

Source: Moore, MetaX, Biren, Enflame, lluvatar IPO prospectus, J.P. Morgan



Gokul Hariharan
(852) 2800-8564
gokul.hariharan@jpmorgan.com

Figure 17: Market cap of key Al chip vendors in China
Rmb mn
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Thanks to the upcoming proliferation of Al applications, we expect China CSPs,
telecom operators, and LLM enterprises to secure computing power proactively,
largely for inference demand. Due to restraints on access to the most advanced Al
chips and fabrication capacity, Chinese companies and institutions will increasingly
need to rely on the indigenous Al supply chain.

However, given the difficulty of building leading-edge capacity and inferior
production yield, we believe the availability or allocation of wafer fabrication would
be the key bottleneck at the current stage. Therefore, Al computing chips including
GPU, ASICs supplied by local companies should remain in a seller's market in the
next 6 to 12 months, and chip players with secured capacity or safety inventory could
be more preferred by customers in the near term, other than performance,
compatibility and cost efficiency.

The lower-tier suppliers are small in business size, compared to the leading AT ASIC
player Cambricon (688256 CH, Not Covered) and the hardware giant Huawei
(private). But we expect substantial investment in Al hardware in the early stage of
building the Al infrastructure to be unlocked for tier-2 players gradually, due to the
limited availability of NVIDIA’s advanced GPU products, which contributed a
significant portion of China’s chip consumption in the past.

Figure 16: Market share of Al computing chips in China by vendor (2024)

= NVIDIA = Huawei = Others

Source: Moore, MetaX, Biren, Enflame, lluvatar IPO prospectus, J.P. Morgan

Figure 18: Revenue size of key Al chip vendors in China (2025)
Rmb mn
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IPO prospectus (Enflame).
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Currently, we believe telecom operators mainly collaborate with Huawei and CUDA-
like solutions such as MetaX and Moore Threads, and Chinese CSP customers are
also seeking to develop in-house Al chip solutions.

Both Alibaba and Baidu have discussed listing their own chip departments (T-head
and Kunlunxin), Tencent invested in Enflame and also has a chip for cloud Al called
Zixiao, and ByteDance is also working with some partners to develop its own Al
ASIC.

Foundry supply assumptions suggest tight supply into
2028

We provide the shipment forecast for Al chips supplied by domestic companies, and
our numbers are based on the package of single-die (700mm? equivalent), which also
include chips provided by local companies but fabricated at overseas foundries. We
now expect 2mn/3mn/5mn Al chips including GPU and ASIC to be supplied in
2026/27/28E, even though the numbers are quite dependent on the size of compute
die and package (ie dual-die). So we expect more effective (domestic) capacity
allocation to other Chinese chip vendors from this year, although wafer-out should be
expected from 2H26 onwards.

Our shipment forecast suggests approximately Rmb230bn/326bn/532bn Al
server/hardware revenue in 2026/27/28E, on the assumption of a stabilized memory
price and an increasing mix of supernode delivery. However, the approval to procure
H200 or other overseas chips could introduce more uncertainties.

Figure 19: Shipment forecast of Al chips supplied by domestic Figure 20: Spending allocated to domestic Al chips/hardware
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We believe the supply/demand of domestic Al chips in China will remain tight in the
next 1-2 years, although the gap (especially inference demand) could likely be filled
through improved utilization/efficiency of hardware installed and software/model
optimization. For instance, DeepSeek-V4-Pro claimed 27% of single-token inference
FLOPS and 10% KV cache, compared to DeepSeek-V3.2 at a one-million-token
context window.

Although demand from model training is expected to grow marginally, improving
the efficiency of training and optimization remains a key challenge. In particular,
most domestic Al chips currently available in China do not support lower-precision
data format such as FP8/FP4. The limitation is likely to undermine the
competitiveness of foundation models and slow the proliferation of Al applications.
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At the same time, we also need to monitor customers' attitudes toward adding
domestic Al hardware, including allocated capital spending, to assess the progress of
optimization and fine-tuning and their satisfaction level with localized Al chips,
given the increasing investment density and price increases of components such as
memory and CPU.

Domestic foundry leading edge capacity ramp critical in the long-run

Despite some chips or wafers being fabricated at overseas fabs (mainly TSMC) with
lower density of transistors or smaller die sizes, the majority will depend on domestic
foundries' leading-edge capacity. While the flexibility of capacity addition is
somewhat stringent, given the inferior production yield caused by a lack of crucial
equipment (and materials) as well as the longer learning curve with varied customers
and chip designs.

In the past several quarters, Cambricon has delivered significant revenue growth, and
market consensus is forecasting over 140% revenue growth into 2026, following a
five-fold expansion in 2025, largely attributed to previously piled-up inventory and
the ramp-up of capacity allocation by domestic foundry partners. Though the release
of advanced capacity by domestic foundries is likely at a very moderate pace, we
believe a certain level of capacity reservation will provide high visibility on revenue
generation (beyond inventory depletion) as well as smooth technology migration in
the future.

Figure 21: Cambricon’s quarterly revenue trend and inventory
Rmb mn

Source: Cambricon (Quarterly financial reports, 1Q22 — 2Q26).

Advanced packaging a key variable in performance optimization

We provide our shipment forecast for domestic Al chips largely based on accessible
wafer fabrication capacity; however, we expect CoWoS capability to materially
impact output numbers and chip performance. Our supply chain study suggests
domestic vendors (mainly OSATSs) can handle packaging of compute dies, HBMs, or
1/0s with CoWoS-S like solutions (or a mix of CoWoS-R), while the transition to
CoWoS-L technology should be expected next year or later, to couple with
customers' product roadmaps and clear engineering issues for mass production.

SJ Semiconductor (688820 CH, Not Covered), a leading advanced-packaging player
in China, disclosed in its IPO prospectus published in October 2025 that its 2.5D
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technology platforms include SmartPoser-Si, SmartPoser-RDL, and SmartPoser-BD.
Our understanding is that SmartPoser-BD as a CoWoS-L like solution is still under
verification. Given traditional OSAT players such as Tongfu (002156 CH, Not
Covered), JCET (600584 CH), and Forehope (688362 CH, Not Covered) have
claimed roadmaps and production readiness for advanced packaging (with heavy
investment planned), we believe capacity may not be an issue to match wafer-out
from upstream foundry, but the progress of technology transition should be closely
monitored.

Figure 22: SJ Semi’s 2.5D package technology by platform
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Availability of competitive HBM chips another constraint

Memory is another key differentiator of Al chip performance, especially High
Bandwidth Memory (HBM), which offers higher bandwidth for faster data access
and retrieval and makes processing more efficient. While we believe HBM or
HBM3/3e availability would be a potential bottleneck in near term, given:

Ml

Source: SJ Semi (IPO prospectus).
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1) The existing Al chips in China are mainly packaged with HBM2e, as the
chips were designed 2-3 years ago, but the new chips are designed to pair
with HBM3/3e.

2) Our supply chain check suggests CXMT’s HBM3 product is still under
qualification, so the availability is likely to depend on inventory depletion or

sourcing from overseas vendors.

Table 4: Comparison of Samsung's HBM products

Bandwidth (per stack) Stack Capacity option Speed
HBM2e 410 GB/s 8H 16GB up to 3.2 Gbps
HBM3 819 GB/s 12H, 8H 24GB, 16GB up to 6.4 Gbps
HBM3e 1,180 GB/s 12H, 8H 36GB, 24GB up to 9.2 Gbps

Source: Samsung (Company website), JP. Morgan.

Our forecast suggests a 60% CAGR in HBM demand from 2026-2030E. We
forecast a 60% CAGR in HBM demand from 2026-30E, based on chip demand and
HBM capacity per compute die. Our underlying assumptions are: 1) domestic Al
chips mainly adopt HBM2e now, and 2) the full transition to HBM3e should be
expected from 2028 onwards. Our trial calculation indicates we will need
approximately 200kwpm capacity for front-end wafer (HBM3e memory die)
installed by 2030E to fully fulfill localized demand. Even though we have quite low
visibility on domestic capacity status, the key challenge is product competitiveness
rather than capacity expansion alone.

Figure 23: HBM demand forecast vs capacity per compute die Figure 24: Effective wafer capacity required for HBM base wafer
PB, GB kwpm
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CXMT (688825 CH, Not Covered), the largest DRAM manufacturer in China and a
single-digit percentage share player in the global market by value, was listed this
July. Due to its high exposure to consumer electronics applications such as mobile
devices and the increasing difficulty of procuring advanced equipment overseas, we
do not expect the self-reliance gap in HBM products to close rapidly.
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Figure 25: CXMT’s revenue and net profit trend Figure 26: CXMT’s Capex vs PP&E
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In addition, Huawei announced two proprietary HBMs for its Ascend 950 series in
September 2025: HiBL 1.0 (1.6TB/s bandwidth and 128GB total capacity) and HiZQ
2.0 (4TB/s bandwidth and 144GB total capacity) for prefill chip and decode chip
respectively. Previously, Huawei also introduced a software solution or algorithm
called Unified Cache Manager (UCM), which allocates data across memory types
such as HBM, DRAM, and SSDs based on latency requirements. We believe this
hierarchical strategy aims to improve the overall system's efficiency while reducing
HBM consumption under constrained resources. The UCM solution has been open-
source since November 2025, even though it might not be easy for external partners
to deploy.

Adopting multi-die package for AI chip design offers upside to Al chip supply
Due to technology and equipment restrictions, domestic Al chips are being forced to
accelerate adoption of chiplet architectures or multi-die packaging by splitting a large
chip into multiple smaller dies, each manufactured at its optimal process node and
then integrated into one package. We have also observed increasing adoption of
multi-chip packages for newly launched or upcoming Al chips, with smaller die sizes
rather than a single 700mm? die, to overcome yield limitations and improve output
per wafer. Therefore, the importance of advanced packaging (2.5D/3D) has increased
significantly, as communication efficiency among chips or dies materially relies on
back-end processes.

Furthermore, Huawei recently presented Tau (1) Scaling Law in May 2026, and
LogicFolding is considered a proof point for T Scaling, demonstrating that
meaningful performance gains remain achievable even when geometric scaling and
advanced lithography access are constrained. For Kirin 2026 (2-tier LogicFolding),
transistor density is expected to improve to 238MTr/mm2 (+55% in one generation)
with +41% SoC performance-core power efficiency. Based on transistor density
alone, Kirin 2026 is demonstrated to be at a similar, or slightly lower, level than
TSMC N3 node. The long-term targets are 400MTr/mm?2 and beyond, on top of
moving towards full-scale multi-layer folding. Beyond foundry availability (closely
coupled manufacturing) and highly customized EDA tools, we believe incremental
processes (such as hybrid bonding, TSV) and complexity would be introduced at
back-end.
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System-level efforts to deliver higher Al
capability

Computing performance is not the only metric to measure
domestic Al competitiveness

Looking beyond short-term capacity constraints, Chinese players are pursuing open-
platform and open-source approaches to improve utilization and optimize limited
resources, covering chip design, y, supernode architecture, software
toolkits, and more. Key highlights include: 1) separating chip offerings for the prefill
and decode phases of Al inference demand, with different memory products
packaged; 2) increasing scale-up density, such as through supernode solutions, to
avoid efficiency loss in scale-out networks; and 3) cultivating proprietary protocols
and toolkits compatible with mainstream solutions to optimize hardware performance
and improve user-friendliness.

Huawei Ascend 950 series

Instead of launching the 910D as the successor of 910C (as speculated), Huawei
announced its novel product roadmap in September 2025, and its next generation of
Al chips includes Ascend 950PR and Ascend 950DT, which use the same 950
compute die but different memory products. Although some may question the
decision not to design the chip with higher transistor density or package multiple
compute dies (i.e., four 910 dies vs. two for 910C), we view this as a desirable
approach to optimize hardware performance under existing circumstances.

Similar to the concept of NVIDIA Rubin CPX, 950PR is dedicated to prefill and
recommendation purposes, and 950D T with higher memory bandwidth (up to 4TB/s)
will be used for the decode phase of inference and training. Given the prefill phase is
compute-intensive with higher demand for parallel computing, Huawei introduced
the proprietary HBM called HiBL 1.0 (claimed as cost-effective compared to
HBM3e), while HiZQ 2.0 with higher memory capacity/bandwidth would be
provided for 950DT, aiming at balancing performance and hardware investment
required. In addition, FP8 data format will be included, targeting more efficient
training of LLMs; similar practices are being observed at other Al Chip companies.

Table 5: Comparison of Huawei Ascend chips

910C 950PR 950DT

Availability 1Q25 1Q26 4Q26
e SIMD SIMD/SIMT
Data formats FP32/HF32/FP16/BF16/INT8  FP32/HF32/FP16/BF16/FP8/MXFP8/HiF8/MXFP4
Interconnect bandwidth 784 GB/s 2 TB/s
Computing power 800 TFLOPS FP16 1 PFLOPS FP8, 2 PFLOPS FP4
Memory 128 GB, 3.2TB/s 128 GB, 1.6TB/s 144 GB, 4TB/s
Proprietary HBMs HIBL 1.0 HizQ 2.0

Source: Huawei (Company website), J.P. Morgan.
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Huawei CloudMatrix384, Alibaba Cloud Panjiu AL128, and Sugon scaleX
Supercluster

We would also like to briefly present how Huawei (chip/hardware vendor), Alibaba
(CSP), and Sugon (supercomputer veteran) combine scale-up and scale-out with
proprietary and open-source protocols/solutions.

o CloudMatrix384:

Launched in March 2025, a single supernode with over 300 PFLOPS computing
power comprises 384 Ascend 910 chips and 192 Kunpeng CPUs, interconnected via
Huawei's own network solution unified bus (UB). The CloudMatrix384 supernode
spans 16 racks: 12 compute racks, which collectively host 48 Ascend 910 nodes, and
4 communication racks housing the second-tier (L2) UB switches that interconnect
all nodes within the supernode.

The UB network enables direct all-to-all data exchange across all compute and
memory components. This peer-to-peer serving architecture facilitates dynamic
resource pooling, streamlined memory management, and better inter-node
communication, effectively addressing the scalability and efficiency challenges
common in traditional datacenter architecture.

Figure 27: Peer-to-peer hardware architecture of a CloudMatrix384 supernode
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Source: Huawei (Serving Large Language Models on Huawei CloudMatrix384).

Huawei has developed the software ecosystem named compute architecture for
neural networks (CANN) for its chips like NVIDIA’s CUDA, which functions as an
intermediary software layer, enabling efficient integration between high-level Al
frameworks (like PyTorch and TensorFlow) and the low-level hardware interfaces of
Ascend chips.

At MWC Barcelona 2026, Huawei then unveiled the latest SuperPoD product Atlas
950 SuperPoD, which integrates 64 NPUs per cabinet and can scale up to 8,192
NPUs.

e Panjiu AL128:

Alibaba Cloud unveiled its new-generation Panjiu Al Infra 2.0 AL128 supernode Al
server at the Apsara Conference 2025 last November. The customized double-wide
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rack can support 128 to 144 GPUs (each GPU node contains four GPUs), and adopts
a flexible, modular, multi-dimensional decoupling system architecture.

The supernode can adapt heterogeneous GPUs for different scenarios and nodes,
which requires higher bandwidth and lower latency for inter-GPU communication.
The system adopts the orthogonal connectors to connect ALink Switch chips, and it
supports the international open standard UALink, and also supports the mainstream
interconnect protocols such as NVLink, xLink, UB, and xCN.

CPUF AT

POWER SHELA

POWER SHELF

PO WA

Source: Alibaba Cloud (Company website).

e scaleX640 and Supercluster:

Sugon showcased its 10,000+ GPU supercluster at HAIC2025 in December,
deploying 10,240 AI accelerator cards with 16 ultra-nodes interconnected (640 GPUs
per ultra-node), which supports multiple accelerator brands and mainstream
computing ecosystems, and claims to deliver over 5 EFLOPS of total computing
power and achieves a PUE as low as 1.04. The inter-communication across the ultra-
nodes is based on scaleFabric, the self-developed 400G native RDMA high-speed
network.

Pushing optimization through interconnected hardware and software

From a hardware perspective, Chinese companies are temporarily not pursuing
significantly more powerful compute dies because of restrictions and physical limits,
while they focus on improving performance efficiency to tackle real-world tasks
(e.g., outperforming NVIDIA processors under specific conditions). Meanwhile, due
to inferior performance of the single GPU or compute die, they are exploring ways of
boosting utilization of computing power via increasing scale-up density with private
or common network protocols or firmware, to offset efficiency loss from scale-out



Gokul Hariharan
(852) 2800-8564
gokul.hariharan@jpmorgan.com

Asia Pacific Equity Research JP Morgan

02 September 2026

connections. However, deployment of supernode or cluster would not be easier for
customers, given the intensive capital spending on hardware and higher power
capacity requiring redesign of traditional data centers (i.e., adding liquid cooling
systems), and the incremental efficiency of cost/performance should also be further
demonstrated.

From a software and ecosystem perspective, NVIDIA CUDA has been an
insurmountable obstacle for Chinese companies given its dominance, as CSPs or data
centers have to cohost various GPU clusters, and CUDA compatibility was the key
enabler to make this cohosting happen. Nowadays, chip companies prefer to launch
their proprietary software stacks, such as Huawei CANN (compute architecture for
neural networks), Cambricon NeuWare, MetaX MXMACA, and Moore Threads
MUSA, to optimize hardware performance for Al applications and enhance customer
loyalty. Huawei also announced plans to open-source the CANN toolkit, although
adoption still depends on how well CANN supports existing Al frameworks in the
long run.

Another key variable beyond technology development in China is the preference on
hardware, software, and ecosystem by domestic CSP customers. We believe Chinese
CSPs are not just customers, they are also shaping the Al industry with hardware and
software capability, and their acceptance of existing chips/hardware might trigger
market reshuffle.

Structural shifts in cooling, power and energy stack from
the Al infrastructure cycle

Compared to traditional data centers, hosting Al server drives a structural step-up in
rack-level power density and total power capacity. The mainstream air- or fan-
cooling paradigm is increasingly challenged, creating a durable shift toward liquid-
cooling systems for server/switch equipment and building-level thermal
management, motivated not only by thermal limits but by the structural need to lower
operating costs and energy expense as power-per-rack rises.

Beyond cooling, higher requirements on more efficient power generation and large-
scale energy storage are emerging as integral features of Al data center infrastructure
rather than optional add-ons. Stability requirements, carbon-free mandates and
operational ROI are converging to demand a re-architected power stack:
prefabricated, factory-tested power modules that compress deployment timelines and
improve reliability; a migration toward 800V DC and solid-state transformer (SST)
architectures to serve higher-density, faster-to-deploy footprints; and a multi-layered
backup-power ecosystem that spans conventional engines, fuel cells and battery-
based ESS. In addition, the growing share of green power in data center energy
mixes is structurally driving investment in distribution networks and smart-grid
infrastructure to support dispatch and grid integration.

Though we believe aggregate power supply in China will not be a binding constraint,
we are now forecasting a ~50% CAGR (2026-30E) for incremental power demand
from Al servers/ data centers, with all data center usage representing ~5% of total
power consumption in China by 2030E. This magnitude underscores a structural re-
coupling of compute and energy infrastructure: Al buildout is no longer merely a
demand driver for semiconductors and servers, but a catalyst for a full-stack
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infrastructure super-cycle spanning advanced thermal solutions, next-generation
power architectures, captive energy storage and intelligent grid integration.

Figure 29: Incremental power demand of AIDC vs power usage of data centers in China
MW, TWh
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Key beneficiaries of China’s indigenous Al
supply chain

Our previous mapping of key beneficiaries of Al demand proliferation with focus on
infrastructure in China covers upstream tools/services and manufacturing capacity
(WFE, foundry, advanced packaging, testing), midstream component/assembly
vendors (server/switch OEM/ODM), and downstream datacenter hosting partners
alongside power generation, storage, cooling, and smart-grid infrastructure.

We prefer domestic Al chip suppliers with sufficient inventory and capacity to
produce leading edge Al chips in the medium term. Key enablers such as advanced
logic/memory WFEs, foundries/back-end partners, and server/switch OEM/ODMs
should outperform. Concurrently, wholesale IDC demand remains robust, supported
by high-power Al cabinet deployments and tighter power-quota screening that
sustains a benign pricing environment.

In the longer run, the increasing complexity of Al hardware systems, growing
localization of peripheral chips/components, and the architectural shift toward low-
latency clustering will sustain supply-chain momentum. This extends beyond
semiconductors to 800V DC/SST-based power architectures and prefabricated power

solutions, Al server liquid cooling, and ESS/backup power, while green-power
adoption drives smart-grid investment.

Table 6: Potential beneficiaries under JPM coverage universe

Market cap ADV Last close PIE

Sector Company name Ticker JPM rating JPM analyst (US$ mn) (Ussmn) c(:::::lg) (2027E) Share price return

5D YTD
Semiconductor lluv atar CoreX 9903 HK ow Billy Feng 13,045 155 380 92.5 4% 163%
Semiconductor MetaX 688802 CH N Billy Feng 40,039 240 673 499.1 2% 16%
Semiconductor NAURA 002371 CH ow Billy Feng 72,078 1310 668 34.7 -5% 46%
Semiconductor AMEC 688012 CH ow Billy Feng 49,943 1554 351 47.0 -5% 92%
Semiconductor SMIC 981 HK N Gokul Hariharan 100,586 127 69 45.4 -1% -4%
Semiconductor JCET 600584 CH ow Billy Feng 19,509 2353 73 33.3 0% 99%
Semiconductor V-Test 688372 CH ow Billy Feng 3,223 223 128 25.3 6% 18%
Server / Datacenter Huagin 603296 CH ow Cherry Liu 17,672 359 79 16.4 3% 24%
Server / Datacenter VNET VNET US ow Albert Hung 1,771 40 6 33.4 -10% -26%
Cooling Envicool 002837 CH uw Alan Hon 12,520 574 66 80.1 6% -20%
Cooling Minth 425 HK ow Rebecca Wen 3,807 19 25 7.2 -14% -18%
Power & ESS Sungrow 300274 CH ow Alan Hon 27,549 1245 89 12.8 -21% -48%
Power & ESS CATL-A 300750 CH ow Rebecca Wen 251,310 1850 358 14.1 -6% -1%
Power & ESS Weichai Power-A 000338 CH ow Karen Li 35,078 465 27 13.3 1% 61%
Electrical equipment Wasion 3393 HK ow Stephen Tsui 2,046 13 15 9.8 -11% 9%
Electrical equipment TGOOD 300001 CH ow Stephen Tsui 5,361 156 34 18.2 -5% 34%
Smart Grid / Green Power Nari Tech 600406 CH ow Stephen Tsui 27,384 220 23 17.9 -2% 4%
Smart Grid / Green Power  Xuji Electric 000400 CH ow Stephen Tsui 3,256 68 21 14.5 -4% -16%
Average -3% 23%

Source: J.P. Morgan estimates, Bloomberg Finance L.P. (market close as of Sep 1, 2026).
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Local semiconductor supply chain set to benefit
immediately

We expect Al chip fabless companies to be key beneficiaries of domestic Al
infrastructure buildout in China (link to report), thanks to 1) opportunities to
commercialize products in a market historically dominated by overseas companies,
2) soaring demand driven by accelerating Al proliferation across LLMs and agentic
Al, and 3) likely continued controlled access to advanced chips from overseas.
Owing to US restrictions, we expect companies with high inventory buffers or
sufficient capacity support and customer breakthroughs at CSPs to outperform. We
are positive on Iluvatar CoreX (9903 HK, OW, covered by Billy Feng) and MetaX
(688802 CH, N, covered by Billy Feng), thanks to their superior product and supply
chain strategies.

Given manufacturing capability or capacity as the key bottleneck, we believe WFE
names in China could sustain the strong sales momentum supported by both
continuous addition of advanced logic and memory capacity (also higher density of
capital spending) and increasing localization rate. We believe NAURA (002371 CH,
OW, covered by Billy Feng) and AMEC (688012 CH, OW, covered by Billy Feng)
could benefit from the upbeat demand.

Leading edge foundry players in China such as SMIC (981 HK, N, covered by Gokul
Hariharan) are key enablers for the buildout of advanced logic manufacturing and
should continue to add leading edge foundry production. A key challenge for
vendors like SMIC remains low yield rates (which keeps blended ASPs at quite low
levels despite rising leading edge Foundry production) and rapidly rising
depreciation costs, which keep Gross Margins under check (link to report). As a
result, we remain Neutral on SMIC, and would recommend investors to gain more
exposure through capex plays and OSAT vendors.

Chinese OSAT players tend to provide full-stack solutions with CoWoS-like
technology. Even though the transition to CoWoS-L-like technology remains a key
uncertainty, we expect top OSAT players to benefit from the buildout of the local Al
supply chain and higher value-added services, and we believe JCET (600584 CH,
OW, covered by Billy Feng and Ri Xu) is gaining share (link to report). In addition,
we believe third-party testing service providers such as V-Test (688372 CH, OW,
covered by Billy Feng and Ri Xu) are also favored (link to report), thanks to the
rapidly increasing volume and testing time of high-end Al chips manufactured by
local foundries. Inferior manufacturing yield and accelerating adoption of multi-chip
packages will likely expand the multiplier effect for the testing market.

We also provide an interactive dashboard of China Semiconductor Ecosystem (link)
to assist with the screening of the indigenous supply chain in China.

Sourcing accessory chips and peripherals is not difficult,
but localization is likely to increase

Because of insufficient local capacity and restricted access to overseas supply, we
believe Al computing chips and HBM could be the key bottlenecks for governments,
institutions, SOEs, and enterprises to build Al infrastructure and power Al
innovation in the visible future. With that said, the availability of other accessory
chips or components to construct Al server/clusters would not be an issue, if there is
no further escalation on import/export regulations, in our view.
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For example, power and analog chips are largely sourced from global IDMs, and
connectivity chips are mainly supplied by international industry leaders. Moreover,
Chinese vendors of other key components like PCB, optical transceivers, and so on
are already on the list of suppliers to top-tier US (CSP/hardware) customers.
Particularly, Al hardware in China is not necessarily adopting the most advanced
products due to less competitive computing chips or smaller cluster scale. Especially,
we observe rising interest by Chinese customers in NPO as the next-generation
solution (3.2T and beyond) for scale-up demand, rather than closely decoupled CPO
solutions.

On the other hand, we believe increasing self-sufficiency in accessory chips or
components should be well expected, given Chinese power/analog IDM/fabless
companies are actively seeking business expansion into higher-margin Al-related
products, as they have swiftly gained shares on consumer and automotive
applications (from overseas peers), which has made the competitive landscape in the
China market quite intensified. However, the progress of localizing connectivity or
networking chips might not be as smooth, due to fewer players with mature or
commercialized products.

Also, we should bear in mind that Huawei is a comprehensive hardware company,
which also owns one of the leading domestic IC design houses HiSilicon offering a
broad product portfolio and its investment subsidiary Hubble with extensive
coverage across the supply chain.

Ecosystem-wide efforts to facilitate China’s data center
infrastructure build-out

Servers

Driven by robust domestic CSPs’ capex and improving localized GPU supply, we
project structural growth for China server ODM/OEM industry. Concurrently, we
anticipate a pronounced architectural shift toward “Superpod” deployments, which is
designed to minimize inter-node latency and effectively mitigate individual GPU
performance gaps through low-latency clustering. This architecture evolution
demands deeper cross-domain hardware integration between high-density compute
platforms and ultra-low latency networking. Underpinned by a rare combination of
full-stack R&D and manufacturing across Al servers, general servers, and high-speed
switches, Huaqin (603296 CH, OW covered by Cherry Liu) commands a superior
competitive moat to emerge as a primary beneficiary of this infrastructure super-
cycle.

Data centers

We have seen strong wholesale IDC momentum across China IDC vendors over the
past 12—18 months, driven by robust domestic demand, evidenced by strong order
bookings, improving visibility, and faster customer move-ins. Management at VNET
indicated ~70%+ of current new orders are Al-related. We believe high-power Al
cabinet deployments should support better pricing and margins, while tighter power
quota screening by regulators (e.g., NDRC) is helping sustain a more benign pricing
environment, which is supportive for leading players. Overall, we believe secular Al-
driven server demand can sustain earnings momentum for China IDC vendors over
the next 23 years. Within the space, VNET (VNET US, OW, covered by Albert
Hung, link to report) is our top pick. Key downside risks include domestic Al chip
supply constraints and lower-than-expected China CSP capex.
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Cooling solutions and systems

We believe cooling solution providers may benefit from Al data center deployment
in China, as they are able to provide room cooling solutions to Al datacenters and
electronics cooling solutions to Al chipsets/servers, both of which are incremental to
their earnings.

Envicool (002837 CH) is a major cooling solutions provider in China, focusing on
data center and energy storage cooling solutions, while it has also expanded into
electronics cooling solutions. Into 1Q26 results, Envicool’s earnings declined by
82% yoy, driven by a decline in GPM (-2.2pcts yoy) and elevated operating
expenses. This partly confirmed our view that it is difficult for Envicool to obtain
market share in global server thermal market. Meanwhile, the margin decline
suggests that the competitive landscape of domestic data center and energy storage
cooling business may have deteriorated. Thus, we cut FY26-27 earnings by 9-15%,
factoring in the weak 1Q26 operating results. Our current assumption implied
Envicool having 3%/6% market share in the global server cooling market in 2027/28,
while the current share price still implies a 25-30% market share in 2027/28 in our
view. We maintain our UW rating on Envicool (Covered by Alan Hon, link to
report).

We also expect Minth (425 HK) to benefit from Al server liquid cooling because of
1) its first batches of Al server liquid cooling product orders from Taiwan-based Al
server manufacturers, and 2) strong synergies between its automotive battery housing
and liquid cooling capabilities. It recently raised its Al liquid cooling revenue
guidance to Rmb300mn in 2026 and Rmb1.5bn in 2027. We believe Minth is well
positioned because its products can achieve high performance while being clean,
leak-free, safe, and reliable, and the company is actively developing opportunities
with Taiwan Al server ODMs. Minth is our top pick in China auto parts (OW,
covered by Rebecca Wen, link to report) and Al liquid cooling support a potential
valuation re-rating.

Power and ESS

We expect data center deployment may potentially lift green power demand, which
may be positive for energy storage system (ESS) manufacturers. Although China
currently has sufficient installed power capacity relative to demand, the benefit of
installing ESS in AIDCs seems incremental in China. Per our checks with industry
experts, most new AIDCs in the US will require ESS for reliability and optimization
(link to report), marking the natural role of ESS in AIDCs’ power solutions. Per our
discussion with Sungrow (300274 CH, OW, covered by Alan Hon), management
framed AIDCs as a new opportunity set, where tight power supply creates a role for
ESS in the DM, including configurations to enable “grid-friendly” data centers,
support rapid-start of AIDCs, etc. We have an OW rating on Sungrow (link to
report).

We expect CATL to be another key beneficiary, thanks to its superior ESS battery
cell and system technologies. Its sodium-ion ESS is structurally well suited for AIDC
use cases where power quality, response time, and redundancy are prioritized. Its
strategic investment in VNET secures a captive, nationwide ESS deployment
channel. We believe CATL can transform from a battery supplier into a strategic
infrastructure partner for AI compute buildout through three moves: a 49% stake in
Zhongheng Electric’s parent for DC-side HVDC and IDC power architecture
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expertise, the world’s largest sodium-ion battery order (60GWh) with Hyperstrong
targeting AIDC deployment from 4Q26, and a ~38.1% strategic stake in VNET
Group to secure a captive, nationwide ESS deployment channel across 889MW of
operational IDC capacity. CATL-H / A is our top pick in China’s battery supply
chain (3750 HK/300750 CH, OW, covered by Rebecca Wen, link to report).

We are also positive on Weichai Power (2338 HK/000338 CH, OW, covered by
Karen Li), given its positioning across AIDC backup engines, gas engines, SOFC,
and integrated onsite power solutions. We understand Weichai supplies diesel
engines into domestic backup gensets serving customers including Alibaba,
ByteDance, Huawei and telco companies, supporting orders as Al capex accelerates
and customers value lead time plus local service. Weichai’s AIDC engine shipments
are expected to reach 3,500—4,000 units in 2026. SOFC capacity is targeted to ramp
from 30MW in 2026 to 1GW by 2030, adding medium term upside if

n stays on track.

Electrical / power equipment

China’s Al infrastructure buildout should also support demand for low-voltage
electrical equipment, including distribution transformers, circuit breakers, etc. The
shift toward 800V DC and SST-based power architectures in Al data centers should
also accelerate the buildout of a localized Al power-equipment supply chain, as
customers seek higher-density, faster-to-deploy and more cost-efficient power
infrastructure. This could provide opportunities to domestic companies with exposure
to the new architecture. TGOOD (300001 CH, OW, covered by Stephen Tsui) has
exposure to this theme.

Pre-fabricated power solutions should be a key beneficiary of China’s AIDC
buildout, as Al data centers require faster deployment, higher power reliability and
lower total system cost than traditional substation construction. Wasion (3393 HK,
OW, covered by Stephen Tsui) and TGOOD are our preferred AIDC power plays
given their direct leverage to these needs (link to report). Wasion supplies critical
digital infrastructure including power distribution containers/modules, IT
containers/skids, power distribution equipment and HVDC systems, while its
prefabricated, factory-tested solutions help customers scale faster and improve
reliability. It is also expanding into HVDC, data center BESS and liquid cooling,
broadening its wallet-share potential. TGOOD is differentiated in high-voltage
prefabricated infrastructure, with AI Powerhouse integrating key substation
equipment into factory-built modules to reduce delivery time, capex and power costs.
Together, they offer strong exposure to the ramping local Al supply chain and AIDC
power infrastructure buildout.

In addition to data center buildouts, rising adoption of green power by China’s data
centers should drive further investment in distribution networks and smart-grid
infrastructure to support power dispatch and integration. Potential beneficiaries
include Nari Tech (600406 CH, OW, covered by Stephen Tsui) and Xuji Electric
(000400 CH, OW, covered by Stephen Tsui).
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