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China Industrials

Multiple headwinds weighing on sentiment:
how should investors be positioned?

China industrials tracked the CSI 300, while subsectors diverged

China industrials (including companies under our coverage) performed broadly in line
with the CSI 300 last quarter, but subsector returns diverged. Shipbuilding led on strong
freight rates, while heavy duty trucks and diversified industrials lagged. Construction
machinery rebounded from July before a recent sharp correction, while automation and
renewable-energy eguipment underperformed but have begun to stabilise.
Construction machinery weakness reflected concerns over potential export-tax-rebate
changes, soft domestic demand, higher US rates and earlier FX losses; automation was
weighed down by softer capex intentions, and lithium-battery equipment by production
cuts. Client interest improved modestly versus Q226, led by Al-related captial outflow,
shipbuilding and mining equipment, although earnings-visibility concerns persist,
particularly in construction machinery and automation.

Gauging Rmb appreciation and export tax rebate risks for China industrials

Further Rmb appreciation and potential export tax rebates are key concerns for China
industrials given many of them have meaningful overseas exposure. We ran a sensitivity
analysis (see Figure 1) in which we conservatively assume companies take no action to
mitigate FX or tax-rebate risks. A 5% Rmb appreciation and a 4ppt export-tax-rebate cut
(benchmarked against the December 2024 policy, which reduced rebates for selected
products from 13% to 9%) would weigh most on export-heavy, low-margin companies,
while domestic automation and testing names appear relatively insulated. Construction
machinery (excluding Hengli Hydraulic and Lonking), Suzhou Maxwell and Shenzhen
Megmeet would be the most negatively affected. In practice, however, many companies
are likely to take steps to reduce these risks, such as passing on costs, establishing
overseas production facilities, and settling transactions in renminbi wherever possible.

Latest feedback from CM peers: OEM growth intact, policy risks overpriced

After last week's share-price correction, Sany, XCMG and Zoomlion continue to expect
solid overseas growth and a gradual domestic recovery, with easing FX headwinds and
improving margins supporting earnings in H226. Although potential US AD/CVD
measures on hydraulic cylinders, export tax rebate changes and higher freight costs
remain key concerns, management broadly views the impact as manageable through
diversified exposure, localisation and cost pass-through. Hengli Hydraulic similarly sees
limited direct exposure, as the investigation excludes motors, pumps and valves, and
plans to mitigate the risk through production transfers to Mexico, capacity expansion in
Indonesia and pricing actions; the Mexico plant should turn profitable next year, while
robotics offers an additional medium-term growth driver.

Prefer selected names with earnings visibility or structurally-driven growth

Macro weakness, soft domestic demand, higher US rates and policy risks could continue
to weigh on industrials, particularly construction machinery and automation, where
investors may be concerned about slowing demand and order growth. In our stock-
picking strategy, we divide industrials into three categories. We favour Category 1
names with earnings visibility and cyclical upside—CSSC and CRCC A/H—and
Category 2 structural growers with limited near-term headwinds—Sany International,
Hongfa, OPT, CTI, JDI, Sinotruk-H and Dingli. The Al supply chain (e.g. Hongfa) should
benefit from near-term catalysts, including constructive Rubin and Gemini commentary
and the U.S. OCP Conference.

Global Research
22 September 2026

China

Industrial

Phyllis Wang
Analyst

phyllis wang@ubs.com
+86-21-3866 8964

Robin Xu

Analyst
$1460511010012
bin xu@ubs.com
+86-21-3866 8872

Kunlun Li

Analyst
$1460520080002
kunlun li@ubs.com
+86-21-3866 8894

Yuhua Li

Analyst

yuhua li@ubs.com
+852-2971 6491

Wei Shen

Analyst
$1460518060001
wei shen@ubs.com
+86-21-3866 BB97

Grace Wang

Analyst
$1460525030001
grace-zb.wang@ubs.com
+86-21-3866 8857

Zed Sheng

Analyst
51460525030003
zed.sheng@ubs.com
+86-21-3866 8730

Cheryl Wen
Analyst
$1460525030002
cheryl. wen@ubs.com
+86-21-3866 8916

Tao Wang

Analyst
$1460523110002
tao-za.wang@ubs.com
+86-21-3866 8341

This report has been prepared by UBS Securities Asia Limited. ANALYST CERTIFICATION AND REQUI

O e

INCLUDING INFORMATION ON THE QUANTITATIVE RESEARCH REVIEW PUBLISHED BY UBS, BEGIN ON



China Industrials

LIBS Research

Figure 1: Impact of Rmb appreciation and export tax rebate reduction across our industrial coverage
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Call takeaways

Leading construction machinery OEMs remain confident in top-line growth;
market concerns about policy risks overdone

Sany, XCMG and Zoomlion all remain confident of achieving their respective 2026 full-
year sales targets. On overseas demand, Sany expects revenue growth of more than
20% in Q326, with further acceleration in Europe and North America, while retaining its
medium-term overseas growth target of 15-20%. Zoomlion sees healthy demand driven
by Belt and Road markets, mining and sovereign-backed projects, with a stronger USD
supporting Chinese OEM competitiveness and overseas share gains. XCMG expects
overseas demand to remain solid, with full-year growth of more than 20%.
Domestically, management teams expect a gradual recovery after softer Q3 demand,
with improving ASPs, easing price competition and a broader recovery beyond
excavators, while maintaining a greater focus on profitability and product mix rather
than pure volume. On FX, the companies expect headwinds to ease materially in H226,
with losses narrowing in Q3 vs Q2 and, in some cases, FX potentially turning into a
tailwind as a stronger US dollar improves Chinese OEM competitiveness. On tariffs and
other issues, potential US anti-dumping and countervailing duty (AD/CVD) measures on
hydraulic-cylinder components, changes to export tax rebates and rising freight costs
remain key factors to watch, but the companies generally view the impact as
manageable given their diversified geographic exposure, localisation initiatives and
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tighter control over local logistics costs. Broadly stable gross margins, continued
operating-margin expansion and further earnings improvement are therefore expected
in H226.

Hengli Hydraulic believes US AD/CVD risks are manageable

Management sees resilient core demand, manageable direct exposure to US trade
measures , and robotics entering a volume ramp-up. The US AD/CVD investigation
covers hydraulic cylinders only , excluding motors , pumps , and valves , and
management believes it is not specifically targeted at the company; given Hengli's mid
-to-high-end positioning and pricing, the impact should be concentrated in lower-end
cylinders . Mitigation measures include accelerating production transfers to Mexico,
expanding Indonesian capacity , and passing through incremental costs . US
competitors ' reliance on Chinese components could also create market -share
opportunities for Hengli as their tariff costs rise. The Mexico plant remains constrained
by ramp-up costs, employee training and depreciation, but should turn profitable next
year as US-bound production transfers are completed, utilisation improves, and the
North American customer base expands. Robotics could become a key medium-term
growth catalyst if orders ramp up as planned . Key factors to monitor incdude the
outcome of the US AD/CVD investigation and final tariff rates around end-Q127, a
profit inflection at the Mexico plant and robotics delivery execution.

Valuation Method and Risk Statement ) . - _
Investment downsizing at the macroeconomic level remains a key risk for China’s industrial

sector . If China's economy remains weak, demand for industrial goods or import/export
volume could shrink, resulting in slow growth. If preferential policies, such as tax incentives
for high-tech companies, are cancelled it could affect earnings. Intense competition with
domestic or foreign enterprises could cause market share losses.
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