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Our Thoughts on the Selloff

The construction machinery sector's selloff was driven by
multiple market concerns, including a potential reduction in the
export VAT refund. However, companies are unaware of such a
change and see steady operations. These concerns may weigh on
sentiment, but we remain positive on fundamentals.

Sany-A -6.7%, Hengli Hydraulic -6.3%, Zoomlion-A -3.7%, and XCMG (not covered) -
2.9% all sold off yesterday, vs CSI300 +0.7%. Our conversations with investors
point to several market concerns:

1. Export VAT refund reduction risk — Neither we nor the companies we
spoke with were aware of such a potential change, but this could remain a
lingering concern in the near term.

2. US antidumping duty/countervailing duty investigations into certain
linear hydraulic cylinders from China, Canada, Mexico, India, and Korea —
Hengli expects a limited impact given the company doesn't price low and
also has several mitigating factors. We think it will be difficult for US clients
to replace Hengli with other suppliers in the short to medium term. While
any potential tariff could have a negative impact on margins, we don't
expect a significant impact, and Hengli should be able to pass through a part
of it.

3. Weakening domestic sales — companies see steady operations and growth.

4. Fed rate hike concerns — we think this is already known by the market.

We detail our thoughts & company comments in the sections below.

Our positive sector view, based on resilient fundamentals, remains unchanged -
We anticipate a stronger domestic replacement cycle in 2027, continued overseas
market share gains, margin expansion (easing FX pressure, price hikes, higher
margins from overseas), and attractive valuations. However, market sentiment
could remain low especially given the concerns on VAT refund reduction and US

AD/CVD risks mentioned above, which are not in our base case.
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Market Concerns — Our Thoughts & Company Comments

1) Export VAT refund reduction risk: Construction machinery companies are unaware of
such a potential change, and we haven't seen any news reports on this. If such an
adjustment were to happen, we see a potentially material impact on margins —
construction machinery currently enjoys a full export VAT refund of 13%, and overseas
sales are a significant part of the revenue mix (eg, 64% for Sany, 59% for Zoomlion in
FY25). We think this could remain a lingering concern in the near term, especially amid
the recent regulatory tightening seen elsewhere (outbound investment controls, taxation
and reporting around offshore wealth, and retrospective tax collection for domestic
companies).

* Previous adjustments on other products — such as batteries, solar PV products,
certain refined oil products, and certain non-metallic mineral products — were done
in phases, but some were reduced to 0% directly, such as aluminum and copper
products. Taking batteries as an example, the VAT refund was lowered from 13% to
9% in Dec-24, 9% to 6% in Apr-26, and 6% to 0% in Jan-27.

2) New US antidumping duty (AD) and countervailing duty (CVD) investigations into
certain linear hydraulic cylinders from China, Canada, Mexico, India, and Korea were
initiated by the US Department of Commerce on Sep 9 (link). Any imported cylinders or
parts attached to equipment and machinery is also in scope. The department's preliminary
determinations will be made on Nov 12 for CVD and Jan 26, 2027 for AD, with possible

extensions.

» Management thinks the impact is limited given: 1) Hengli focuses on high-end
products with higher ASPs than some peers — in other words, not low-cost
competition; 2) overseas factories, such as in Indonesia (not within the AD/CVD
scope and could be used to supply the US) and Mexico (in scope but management
thinks any potential tariff could be lower than China's); 3) direct export revenue
mix to the US is low at <5%; for indirect sales (machinery exported to the US
equipped with Hengli cylinders), Hengli could share the tariff (if any) with their
clients. Based on our estimates, Hengli's indirect sales are also low.

e Our view: 1) Limited risk of clients shifting to other suppliers in the short to
mid term. High-end cylinder manufacturers such as Hengli are relatively better
positioned, given very limited alternative suppliers. In addition, replacing key
components like cylinders with other suppliers' products would require a long
period of product testing. 2) Margin impact is hard to quantify currently, but we
don't expect a significant impact given Hengli's prices are not low in the US. In
addition, in the event that AD/CVD are levied, we think Hengli can pass through
part of the tariffs to its clients, as mentioned above. We understand the market
could be more concerned, referencing aerial working platform's (AWP) AD/CVD
tariffs (~51% for Dingli, ~178% for Zoomlion and most other Chinese brands
currently). However, we think hydraulic cylinder are in different position compared
to AWP, given the irreplaceability. US machinery companies Caterpillar/CNH and
JLG/Genie (not covered) use Hengli's hydraulic cylinders, and high tariffs would
meaningfully hurt their margins as well; and Chinese players' AWP sales to the US
could be more easily replaced by local suppliers compared with cylinders.
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* Other machinery equipped with hydraulic cylinders sourced from the above
countries, such as agricultural machinery, mining equipment, and certain types of
commercial vehicles and trucks will face tariffs for their hydraulic cylinder value (if
AD/CVD take effect), although the impact could be less than on hydraulic products

alone.

3) Concern over weakening domestic sales: Jul-Aug has been weak due to seasonality
and near-term factors (severe weather, slower local government special bond issuance in
Apr-May). However, the companies have seen a steady performance so far in 3Q, with
XCMG expecting stronger growth in September and 4Q than in July-August. Sany,
Zoomlion, and XCMG all remain constructive on the overseas growth outlook, with easing
margin pressures (details below).
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Takeaways From Recent Company Calls

In the wake of sharp stock price movements recently, leading construction machinery

companies hosted update calls to reiterate their confidence in the growth outlook. Below
are the key highlights.

Hengli Hydraulic

* Management believes the investigation is not targeting companies like Hengli

which focuses on the high-end market, rather targeting low-end products.

* Management has several plans to mitigate any potential impact:

Sany

° Production capacity could be reallocated to Mexico faster than previously
planned. Currently ~40% of direct hydraulic cylinder sales to the US is
manufactured in Mexico, and management thinks 100% is achievable towards
year-end or 1Q27, if needed to counter any AD/CVD tariffs. Although Mexico is
also in the scope of the investigation, management thinks the tariff levels
could be lower vs China (if any), given its "market economy" status is
recognized by the US and other major cylinder manufacturers in Mexico are
US firms (Caterpillar, John Deere) likely with compliant operations.

o The Indonesia (not in scope) factory could be expanded to manufacture
products sold to the US.

o Any tariff burden could be shared with customers through price hikes, evident
from the previous rounds of US tariffs where Hengli bore less than half of the
tariffs.

AD/CVD tariffs might even benefit Hengli, as its competitors from the US may face
higher costs if they import cylinder parts from China.

The Mexico factory's overall operating costs are 20-30% higher than in China, with
a ~15% higher ASP. As the scale ramps up, especially if accelerated by AD/CVD
concerns, management aims to lower costs to levels <20% higher than China,
resulting in similar gross margins. However, management does not have much
visibility on the timeline of achieving this given various uncertainties.

FY26 revenue target of ~20% remains unchanged, with overseas growth above
20%.

Overseas revenue growth momentum will be sustained in 2H, led by Southeast
Asia, Europe, and North America; Africa growth will decelerate off a tough base
but stay elevated at >30%. Overseas geographic exposure is well diversified, thus
limiting the impact from certain regions' slower growth and higher volatility. Non-
excavator growth has been better than expected, but this could weigh on margins
due to product mix.

Overseas growth will sustain at 15-20% over the next few years, given ample
market share gain potential.

Domestic growth could decelerate in 2H vs TH, with weak Jul-Aug, but margins will
likely improve on easing competitive pressure and price hikes.

Overall margins will be largely steady, with easing FX pressure (stabilizing USD/
CNY and an easier comp vs 2H25).
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Zoomlion

¢ QOverseas demand remains strong, led by Europe, Southeast Asia, and LatAm.
Middle East should gradually recover as construction restarts.

* Qverseas margin pressure is easing as price hikes start to materialize.

¢ Domestic sales will see a gradual recovery in coming years, driven by replacement
demand, large national infrastructure projects, urban renewal demand, and
product electrification.

XCMG (not covered)

¢ Qverseas growth in Jul-Aug sustained the strong momentum seen in TH, but with
some moderation owing to the rainy season in Africa and South Asia, as well as El
Nino. Management expects 3Q growth to sustain at ~20% yoy (vs TH +21%), led by
Africa, Europe, Southeast Asia, and Central America.

* Domestic sales improved in Sep after a weaker Jul-Aug. Management expects 3Q
growth to be flattish or to slightly decline yoy, and 4Q to grow modestly. Volume
was weaker in 3Q, but ASP and margins will likely improve thanks to price hikes.

* FX pressure on costs is easing.
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No. INHOO000T105); Stock Broker (SEBI Stock Broker Registration No. INZ000244438), Merchant Banker (SEBI Registration No. INMOO0Q11203), and depository participant with National
Securities Depository Limited (SEBI Registration No. IN-DP-NSDL-567-2027) having registered office at Altimus, Level 39 & 40, Pandurang Budhkar Marg, Worli, Mumbai 400018, India;
Telephone no. +91-22-61181000; Compliance Officer Details: Mr. Tejarshi Hardas, Tel. No.: +31-22-61181000 or Emall: tejarshi.hardas@morganstanley.com; Grievance officer details: Mr. Tejarshi
Hardas, Tel. No.: +91-22-6T181000 or Email: msic-compliance@morganstanley.com. Morgan Stanley India Company Private Limited (MSICPL) may use Al tools in providing research services.
All recommendations contained herein are made by the duly qualified research analysts; in Germany and the European Economic Area where required by Morgan Stanley Europe S.E., authorised
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and regulated by Bundesanstalt fuer Finanzdienstleistungsaufsicht (BaFin) under the reference number 149169; in the US by Morgan Stanley & Co. LLC, which accepts responsibility for its
contents. Morgan Stanley & Co. International plc, authorized by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and the Prudential Regulation Authority,
disseminates in the UK research that it has prepared, and research which has been prepared by any of its affiliates, only to persons who () are investment professionals falling within Article
19(S) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (as amended, the "Order”); (i) are persons who are high net worth entities falling within Article 49(2)(z)
to (d) of the Order; or (iii) are persans to whom an invitation or inducement to engage in investment activity (within the meaning of section 21 of the Financial Services and Markets Act 2000,
as amended) may otherwise lawfully be communicated or caused to be communicated. RMB Morgan Stanley Proprietary Limited is a member of the JSE Limited and A2X (Pty) Ltd. RMB Morgan
Stanley Proprietary Limited is a joint venture owned equally by Morgan Stanley International Holdings Inc. and RMB Investment Advisory (Proprietary) Limited, which is wholly owned by
FirstRand Limited. Morgan Stanley Research is disseminated in Canada by Morgan Stanley Canada Limited and Morgan Stanley Wealth Management Canada Inc., members of the Canadian
Investment Regulatory Organization (CIRO). The information in Morgan Stanley Research is being disseminated by Morgan Stanley Saudi Arabia, regulated by the Capital Market Authority in
the Kingdom of Saudi Arabia, and is directed at Sophisticated investors only.

Morgan Stanley Hong Kong Securities Limited is the liquidity provider/market maker for securities of China State Construction Engineering, WeiChai Power, Zoomlion Heavy Industry listed on
the Stock Exchange of Hong Kong Limited. An updated list can be found on HKEx website: http:/fwww.hkex.com.hk.

The information in Morgan Stanley Research is being communicated by Morgan Stanley & Co. International plc (DIFC Branch), regulated by the Dubai Financial Services Authority (the DFSA)
or by Morgan Stanley & Co. International plc (ADGM Branch), regulated by the Financial Services Regulatory Authority Abu Dhabi (the FSRA), and is directed at Professional Clients only, as
defined by the DFSA or the FSRA, respectively. The financial products or financial services to which this research relates will only be made available to a customer who we are satisfied meets
the regulatory criteria of a Professional Client. A distribution of the different MS Research ratings or recommendations, in percentage terms for Investments in each sector covered, is available
upon request from your sales representative.

The information in Morgan Stanley Research is being communicated by Morgan Stanley & Co. International ple (QFC Branch), regulated by the Qatar Financial Centre Regulatory Authority
(the QFCRA), and is directed at business customers and market counterparties only and is not intended for Retail Customers as defined by the QFCRA.

As required by the Capital Markets Board of Turkey, investment information, comments and recommendations stated here, are not within the scope of investment advisory activity. Investment
advisory service is provided exclusively to persons based on their risk and income preferences by the authorized firms. Comments and recommendations stated here are generalin nature. These
opinions may not fit to your financial status, risk and return preferences. For this reason, to make an investment decision by relying solely to this information stated here may not bring about
outcomes that fit your expectations.

The trademarks and service marks contained in Morgan Stanley Research are the property of their respective owners. Third-party data providers make no warranties or representations relating
to the accuracy, completeness, or timeliness of the data they provide and shall not have liability for any damages relating to such data. The Global Industry Classification Standard (GICS) was
developed by and is the exclusive property of MSCl and S&P.

Morgan Stanley Research, or any portion thereof may not be reprinted, sold or redistributed without the written consent of Morgan Stanley.

Indicators and trackers referenced in Morgan Stanley Research may not be used as, or treated as, a benchmark under Regulation EU 2016/101, or any other similar framework.

The issuers and/or fixed income products recommended or discussed in certain fixed income research reports may not be continuously followed. Accordingly, investors should regard those
fixed income research reports as providing stand-alone analysis and should not expect continuing analysis or additional reports relating to such issuers and/or individual fixed income products.

Morgan Stanley may hold, from time to time, material financial and commercial interests regarding the company subject to the Research report.

Registration granted by SEBI and certification from the National Institute of Securities Markets (NISM) in no way guarantee performance
of the intermediary or provide any assurance of returns to investors. Investment in securities market are subject to market risks. Read
all the related documents carefully before investing,

INDUSTRY COVERAGE: China Industrials

COMPANY (TICKER) RATING (AS OF) PRICE* (09/16/2026)

Chelsea Wang
China Railway Group (601390.SS) E (05/12/2022) Rmb4.28
China Railway Group (0390.HK) E (08/11/2025) HK$3.35
China State Construction Engineering (601668.SS) U (08/11/2025) Rmb4.24
Han's Laser (002008.57) 0(10/02/2025) Rmb95.54
Hefei Meyer Optoelectronic Technology (002690.SZ) E (09/08/2025) Rmb15.50
iRay Technology Company Limited (688301.SS) 0(07/07/2026) Rmb91.70
Neway Valve (Suzhou) Co., Ltd (603699.5S) 0(09/12/2025) Rmb43.62
Shanghai BOCHU Electronic Technology (688188.SS) 0 (08/22/2024) Rmb94.99
Shenzhen Envicool Technology Co Ltd (002837.52) 0(08/19/2024) Rmb62.03

Sheng Zhong
Beijing Geekplus Technology Co., Ltd. (2590.HK) 0 (08/07/2025) HK$8.18
Centre Testing International Group (300012.52) E(11/18/2024) Rmb14.72
CRRC Corp Ltd (1766.HK) U (01/22/2026) HK$5.12
CRRC Corp Ltd (601766.SS) U (01/22/2026) Rmb5.96
DR Laser (300776.52) E (12/17/2021) RmMb117.69
Estun Automation Co Ltd (002747.52Z) E (08/25/2026) Rmb29.17
Haitian International Holdings Limited (1882.HK) E (09/08/2025) HK$17.68
Hongfa Technology Co Ltd (600885.SS) 0 (05/23/2023) Rmb34.46
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Jiangsu Guomao Reducer Co Ltd (603915.SS) U (01/08/2025) Rmb12.91
Jiangsu Hengli Hydraulic Co.Ltd (601100.SS) 0 (05/23/2023) Rmb92.60
Jingsheng Mechanical & Electrical Co (300316.5Z) U (01/08/2025) Rmb40.93
Leader Harmonious Drive Systems (688017.SS) 0(01/22/2026) Rmb287.93
Sany Heavy Industry Co., Ltd. (600031.SS) 0(01/08/2025) Rmb18.18
Shenzhen Inovance Technology (300124.57) ++ Rmb51.44
Shenzhen SC New Energy Technology Corp (300724.5Z) U (09/08/2025) Rmb52.50
Sinotruk (Hong Kong) Limited (3808.HK) E (05/19/2025) HK$38.72
Suzhou Maxwell Technologies Co Ltd (300751.52) U (09/15/2023) Rmb197.00
Times Electric (3898.HK) E (01/22/2026) HK$29.04
WeiChai Power (2338.HK) 0 (03/30/2026) HK$29.56
WeiChai Power (000338.52) 0 (03/30/2026) Rmb25.52
Wuxi Autowell Technology Co Ltd (688516.SS) U (09/08/2025) Rmb41.90
Wugxi Lead Intelligent (300450.52) 0 (09/08/2025) Rmb31.70
Zhejiang Dingli Machinery Co Ltd. (603338.5S) 0(11/05/2025) Rmb54.91
Zhejiang Hangke Technology (688006.SS) 0 (09/08/2025) Rmb20.60
Zhejiang Shuanghuan Driveline Co. Ltd. (002472.52) 0 (08/25/2023) Rmb35.64
Zoomlion Heavy Industry (1157.HK) 0 (09/08/2025) HK$5.78
Zoomlion Heavy Industry (000157.SZ) 0 (09/08/2025) Rmb6.22

Stock Ratings are subject to change. Please see latest research for each company.
* Historical prices are not split adjusted.
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