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Asia marketing feedback: Cheap
isn't a catalyst

During our recent co-marketing with our Korea/Japan auto/
battery teams, we found Asian investors were cautious and
under-engaged on China autos, with what conviction there is
concentrated in export-led globalization, physical Al/
autonomous driving/robotaxis, and US energy storage.

Auto stock valuations undemanding, but market remains reluctant to engage:
Investor engagement with the China auto sector has faded amid Al trades taking
precedence and ongoing thematic rotation. Most long-only funds we met were
cautious-to-bearish on the China theme, and the recurring line we heard is that
although auto stocks were cheap they were likely to get cheaper. With flows
chasing Al and portfolios being judged on relative performance, the diversifier trade

into autos was much discussed but little acted on.

China autos - Globalization the main story. China’s anti-involution policies
introduced in 2Q25 have arguably had the most impact on global OEMs, as they
pushed Chinese competition offshore rather than resolving it at home. Domestic car
sales volumes are down ~20% YoY over 8M26 vs. our full-year wholesale call of -
4%, this would imply overseas sales need to rise ~50% YoY and reach 9-10mn units
this year, to meet our forecast. With overseas gross margins running 5-10ppt above
domestic, OEMs are keen to export oversupply. We see three key battlegrounds for
market share - Europe, Latin America (Brazil), and ASEAN, with head-to-head
competition against Japanese brands in ASEAN.

Stock-wise, BYD dominated discussions in light of its steady global share gains as
well as looming policy/geopolitical uncertainty for the industry. BYD's launch of
its RACCO "k car" model in July in Japan also attracted a strong market reception.
Investors were also interested in the overseas synergies between Geely and Volvo.
Investor interest in the EV trio (Nio/Li Auto/Xpeng) has cooled somewhat, which has
been reflected in weaker share price performance, though their in-house chip-
making efforts and embodied Al roadmaps remain focal points. After Waymo's
global expansion, engagement on robotaxis and autonomous driving was higher than
we had expected, though investors remain curious as to whether policy rather than
technology will continue to constrain the rollout of driverless cars. Fuyao Glass
remains a well-received name among long-only funds, while Minth and Hesai
were seen as the "pick-and-shovel" plays on embodied Al, offering structural
growth that may offset cyclical headwinds.
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Could two policy overhangs, i.e. VAT rebate and EU tariffs, frame an entry point for
China auto stocks? Our Asia marketing suggested a potential export VAT-rebate cut by
China is now increasingly base case among investors we talked to. On EU tariffs, the major
OEMs we talked to were unanimous about the looming risk for PHEVs, and the buy-side
awaits the sector's response to such overhangs, potentially creating an opportunity to re-
engage. Localization and contract manufacturing (renting global OEMs’ underutilized
capacity) were the mitigants for policy overhangs, in our view; and we reiterate our view

that collaboration is the new competition.

Anti-involution has capped price, not competition... Although prices have stabilized,
auto makers are now resorting to upgraded specs to attract customers (e.g., computing
power and LiDAR count). Investors viewed Huawei as the most plausible consolidator of
SOEs, despite constraints on its export ability, and is ultimately viewed as a competitor
rather than a partner to industry heavyweights, like BYD.

... and cost is the 2H swing: On cost, we think memory, battery, and copper inflation
should take an additional 1-2ppt off margins in 2H as low-cost inventory unwinds, with
higher raw-material prices taking effect from June and felt by most from 3Q; bargaining

power against supply chains could accelerate the bifurcation among OEMs.

Investor debate has moved from cyclical recovery to autonomy and embodied Al. In
China, the government is implementing a measured, low-profile domestic scale-up of
driverless vehicles alongside a push to export robotaxis to global ride-hailing names, which
are looking to use Chinese robotaxi solutions as global robotaxi makers, such as Tesla and
Waymo, seek to enter the ride-share market. Investors wondered if adoption of AV could
be subsidized. Investors also showed greater interest in structural opportunities, such as
US energy storage and India production opportunities, although Chinese players have
limited market access here.

Embodied Al: Investors we spoke to believe humanoid robotics has become the default
lever on which to anchor a potential re-rating of auto names, but as this remains in its
early stages the trip left us feeling disciplined rather than excitement. We note the bull
case for investors rests on two pillars: 1) auto OEMs can lend manufacturing scale and
~50-60% supply-chain overlap to humanoid production, and 2) physical Al offers the same
halo the market is paying for elsewhere in Al. However, we think the missing piece is the
"brain", not the "body", so OEMs that cannot yet resolve autonomous driving issues are
unlikely to be able to solve embodied intelligence in-house. Several Asian auto OEM
teams flagged that first-gen humanoids will go to dealerships to collect human-interaction
data before they are reliable enough for the plant floor, pushing meaningful factory
deployment to 2028 or beyond. We view the setup as an EV-style "hockey stick" for
revenues with near-term forecasts likely being revised down before an inflection, so
scarcity value rather than fundamentals is doing most of the work in current

valuations.

Looking forward, the harder question is whether embodied Al can be a profit pool and not
just a revenue pool, given China's cost lead and ambition, as was the case with EVs.

BYD (1211.HK, OW) - The stock dominated discussions as the benchmark export and
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battery play, and its K-car launch in Japan gained a lot of investor traction. With rich
upside potential, most see it as the default long for the sector but reckon that near-term
headwinds such as weak macro, EV tariffs and weaker domestic market will require
patience. However, we think the risk-reward has been improving with the bear case
increasingly due to policy and valuation. We see the domestic business as the more likely
catalyst, with Sept-Oct seasonality and battery de-bottlenecking aligning, and we look for
exports to remain robust at 180-200k units/month and domestic sales to strengthen on
rising battery supply and a rich order backlog. We believe the combination of an under-
modelled overseas mix, a solid ultra-fast charge order book, and a free cash inflection
anchor a compelling risk-reward profile.

EV start-ups - the embodied-Al call option. Stock underperformance for EV start ups
YTD has dampened investor interest, although they were generally seen as more aligned
to the physical Al/robotics thesis with the potential for transformation into in-house chip
making and embodied intelligence. The key question is whether the still loss-making core
auto businesses can sustainably finance their Al ambitions and retain key staff.

Traditional OEMs - structural, not cyclical pressure. Names without a defensible tech
moat or a credible export story face headwinds that cyclical policy support are unlikely to
reverse. The center of gravity has shifted from how many cars a company sells in China to

how effectively it can protect its profitability amid operating de-leverage.

Auto parts - The on-ramp trade. AD/AI chips and LIDAR drew most attention, with the
debate shifting decisively from a cyclical OEM recovery to structural beneficiaries of
autonomy and embodied Al. We are constructive on share gains and rising value content in
China and overseas; the offset is that parts cannot escape the sector's inherent cyclicality -
price/cost shocks and competitive pressure. Fuyao (3606.HK) remains our powertrain-
agnostic quality pick, but we are EW given a balanced risk-reward.

This report references export controls and/or entities that may be subject to export
control restrictions. Readers are solely responsible for ensuring that their investment or
trade activities are carried out in compliance with applicable laws.
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COMPANY (TICKER) RATING (AS OF) PRICE* (09/09/2026)

Joey Xu, CFA
Anhui Jianghuai Automobile (600418.SS) E (08/19/2023) Rmb20.22
BAIC Motor (1958.HK) E (10/02/2025) HK$0.71
Brilliance China Automotive (1114.HK) E (03/31/2025) HK$1.83
Chongging Changan Automobile (000625.57) E (03/03/2026) Rmb7.18
Guangzhou Automobile Group (601238.SS) U (10/23/2019) Rmb5.18
Guangzhou Automobile Group (2238.HK) 0 (05/05/2020) HK$2.18
Huayu Automotive (600741.SS) 0 (09/08/2020) Rmb15.49
Jiangsu Changshu Automotive Trim Group (603035.SS) U (09/01/2026) Rmb10.83
Ningbo Huaxiang Electronic Co., Ltd. (002048.52) E (05/05/2026) Rmb18.71
SAIC Motor Corp. Ltd. (600104.SS) 0 (11/25/2021) Rmb10.93
Voyah Automotive Technology Co. Ltd, (7489.HK) 0 (03/31/2026) HK$2.40
Zhengzhou Yutong Bus Co (600066.SS) E (09/22/2023) Rmb27.87

Shelley Wang, CFA

Beijing Jingwei Hirain Technologies (688326.SS) U (09/27/2024) Rmb59.11
Bethel Automotive Safety Systems Co Ltd (603596.SS) 0(12/11/2023) Rmb29.67
Changzhou Xingyu Automotive Lighting Sys (601799.SS) 0 (09/27/2024) Rmb75.20
China MeiDong Auto Holdings Ltd (1268.HK) U (07/10/2026) HK$0.31
China Yongda Automobiles Services (3669.HK) U (07/10/2026) HK$0.81
Foryou Corporation (002906.SZ) 0 (03/06/2024) Rmb27.75
Fuyao Glass Industry Group (600660.SS) E (12/01/2016) Rmb55.14
Fuyao Glass Industry Group (3606.HK) E (12/01/2016) HK$55.60
Huizhou Desay SV Automotive Co Ltd (002920.SZ) 0 (02/28/2025) Rmb85.42
Keboda (603786.SS) 0 (01/17/2024) Rmb39.00
Minth Group Limited (0425.HK) 0 (08/24/2015) HK$25.10
Navinfo Co Ltd (002405.5Z) U (03/06/2024) Rmb6.24
Nexteer Automotive Group (1316.HK) E (02/28/2025) HK$4.85
Ningbo Joyson Electronic Corp (600699.SS) E (03/11/2026) Rmb19.87
Ningbo Tuopu Group Co Ltd (601689.SS) E (11/12/2025) Rmb45.89
Ningbo Xusheng Group Co Ltd (603305.SS) E (06/18/2025) Rmb11.17
Suzhou Recodeal Interconnect System (688800.SS) 0 (07/02/2026) Rmb67.68
TUHU Car Inc (9690.HK) 0 (07/29/2024) HK$12.50
Zhejiang Sanhua Intelligent Controls (002050.SZ) E (11/12/2025) Rmb36.19
Zhongsheng Group Holdings (0881.HK) E (07/10/2026) HK$3.33
Tim Hsiao
BAIC BluePark New Energy (600733.SS) U (08/07/2024) Rmb4.94
BYD Company Limited (002594.57) 0 (04/14/2025) Rmb85.88
BYD Company Limited (1211.HK) 0 (04/14/2025) HK$81.80
EHang Holdings Ltd (EH.0) 0 (03/13/2025) US$4.56
Geely Automobile Holdings (0175.HK) 0 (06/26/2024) HK$16.60
Great Wall Motor Company Limited (601633.SS) U (03/16/2022) Rmb14.74
Great Wall Motor Company Limited (2333.HK) E (01/08/2024) HKS$7.67
Hesai Group (HSAI.O) 0 (07/28/2025) US$18.30
Horizon Robotics (9660.HK) 0 (12/02/2024) HK$4.37
Li Auto Inc. (LI.0) 0 (08/24/2020) USS$11.91
Li Auto Inc. (2015.HK) 0 (11/16/2021) HK$47.62
NIO Inc. (9866.HK) 0 (10/03/2022) HK$29.72
NIO Inc. (NIO.N) 0 (08/26/2020) US$3.70
WeRide Inc (WRD.O) 0 (11/19/2024) US$5.82
XPeng Inc. (9868.HK) 0 (11/16/2021) HK$42.30
XPeng Inc. (XPEV.N) 0(01/29/2021) Us$10.57

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