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GC Tech: Outlining growth potential and opportunities by sub-sector

We review 11 sub-sectors within China Tech amid current volatility and seasonality,
and highlight our key investment theses, supported by constructive fundamentals:
(1) Generative Al drives Al servers shipment growth and specification upgrades,
benefiting global champions across semiconductors (e.g. TSMC), optical (e.g.
Innolight), PCB (e.g. Victory Giant), and ODM (e.g. Hon Hai / Fll), (2) Al spending is
expanding from leading CSPs to NeoCloud / Enterprises, supporting ongoing Al
infrastructure upcycle, and (3) Leading brands and premium models to be impacted
less under the high memory costs in the consumer electronics space. Geopolitical
tensions / policies remain a swing factor in the Al server supply chain, although
model transition in Al server racks is coming to an end, supporting growth in coming
quarters. We review demand/ supply and opportunities by segment.

We reiterate Buy on: (1) Semiconductors: TSMC, Mediatek, SMIC, Hua Hong, CXMT,
AMEC, Naura; (2) Optical Networking: Innolight, Robotechnik, Eoptolink, Landmark,
VPEC, Largan, FOCI; (3) Al Sever: Hon Hai/ Fll, Wiwynn/ Wistron, AVC/ Fositek, King
Slide, Luxshare; (4) PC: Lenovo, Huagin; (5) Smartphones and iPhones: SZS, Lingyi; (6)
PCB/ CCL/ ABF: Shengyi Technology, Victory Giant, WUS, Shennan, Elite Material; (7)
Satellite: UMT, WNC, Tongyu; (8) Autonomous driving/ Robotaxi: Pony Al, WeRide,
Horizon Robotics (9) Power: Delta, InnoScience.

Semiconductors: We expect to see rising Semis Capex spending on memory and
advanced node ahead, driven by Generative Al which drives both shipment and
specification upgrades, and the “local for local” strategy to diversify suppliers and
secure supply (Report link). We expect capacity expansion from advanced nodes and
memory to benefit the Semis supply chain across Foundry, memory, Al chips, SPE,
advanced packaging, SPE etc. On memory, we expect to see strong growth of China
DRAM and HBM, driven by strong Al server shipments and growing Al models, with
companies’ capacity expansion to fulfill clients’ demand to diversify supply chain
Report link: CHIPS IV: China Semis self-sufficiency builds; Changes in coverage. Buy:
TSMC, Mediatek, SMIC, Hua Hong, CXMT, AMEC.

Optical Networking: We are positive on optical transceiver growth ahead, driven by
growing Al spending, product mix upgrade towards high-speed transmission of 800G
/ 1.6T and above, and rising adoption of optics in connection. We expect 800G /
1.6T shipment volumes at 45m/33m units in 2026E, growing to 49m/71m in 2027E,
with 3.2T shipment ramping up to 23m/ 68min 2027/ 28E (Report link). With Al
infrastructure ramp up and rising computing power per track, we expect growing
TAM to expand from scale-out to scale-up, benefiting products across pluggable
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optical transceivers, NPO and CPO (Report link). Buy: Innolight, Robotechnik, Eoptolink,
Landmark, VPEC, Largan, FOCI.

Al Server: We expect to see Al server ramp up ahead, driven by ongoing Gen-Al
infrastructure investments and specification upgrades with migration to new platforms.
We expect Al server racks shipment to grow 238%/ 75%/ 49% YoY in 2026-28E (Report
link) and expect global leading CSPs to be the major customers. On Al server (8-GPU)
equivalent, we expect shipments toreach 2.7m/ 3.3m in 2027/ 28E, mainly driven by
rising ASIC-based Al server demand, as the custom design enables ASIC Al servers with
better efficiency. Buy: Hon Hai/ Fll, Wiwynn/ Wistron, AVC/ Fositek, King Slide, Luxshare.

PC: We model global PCs shipment at -14%/ -5%/ 0% YoY in 2026-28E to 255m/ 243m/
244m units (Report link), considering the near-term pressures of higher memory and
CPU costs, and the flattening replacement cycle following the end of Win 10. We remain
positive on the Al PC penetration ramp up ahead, with continuous introduction of new
Al applications and Al scenarios. Buy: Lenovo, Huaqin.

Smartphones and iPhones: We model the global smartphones shipment at -10%/ 2%/
2% YoY in 2026-28E (Report link), considering the saturated market and rising memory
costs that should weigh on consumer purchases. With continuous cost pressures, we
expect to see rising contribution from high-end smartphones that are less sensitive to
price increases. We remain positive on the rising penetration of foldable phones ahead,
with new product launches from leading brand makers (for example, foldable iPhaone
DUO, report link), along with new form factors and features that bring new use cases and
enhance user experience. Buy: SZS, Lingyi, Fositek.

PCB/ CCL/ ABF: We expect the demand for Al server PCB/ CCL will continue to grow and
expect specification upgrades to drive rising dollar content on surging demand and
technology advancements, with continuous capacity expansion and utilization rate
maintaining at a high level. Overall, we expect the global PCB/ CCL market for Al servers
to reach US$38bn/ 22bn by 2027E (from US$27bn/ 19bn), then US$84/ 48bn by 2028E,
implying a 148%/161% 2026-28E CAGR for Al PCB/CCL TA (Report link). Buy: Shengyi
Technology, Victory Giant, WUS, Shennan, Elite Material.

LEO satellite: We have seen the accelerated LEO satellite launches with growing LEO
installed base, and expect this momentum to be sustained, supporting a global LEO
satellite installed base of 24k/ 305k unitsin 2028E/ 31E in our base case (Report link),
benefiting the satellite supply chain across operators, ground stations, user terminals,
components etc. Global satellite operators are actively updating their satellite launch
plans, and expanding satellite applications, including in-flight communication and space
data centers, to support commercialization. Buy: UMT, WNC, Tongyu.

Autonomous Driving/ Robotaxi: We see continuous fleet deployment in both China
and overseas Robotaxi market, with reducing costs, increasing service available areas,
improving software, and growing acceptance by the public. We expect the China
Robotaxi fleet to increase from 5k units in 2025 to 705k/ 3.1m unitsin 2030/ 35E
(Report link), with Robotaxi penetration rate at 0.1%/ 12%/ 36%in 2025/ 30E/ 35E.
Overall, we remain constructive on the adoption rate of autonomous driving, supported
by more affordable solutions and spec upgrades to drive consumers’ interests. Buy: Pony
Al, WeRide, Horizon Robotics.

Al Software: The China software industry’s 8M26 growth was at 8.8% YoY, slowing down
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from 8M25 at 12.6% YoY. While we see software spending remaining under pressure
with higher allocation to Al foundational models and computing platforms, we believe
accelerated monetization and expanding use cases of Al agents will gradually drive
clients’ IT spending. With improving Al features and higher Al efficiency, we see higher
willingness of enterprise clients to use Al (for example, Al interview, Al manufacturing to
drive production sites efficiency).

Telecom: 5G base station deployment and newly added 5G base stations in 7M26
continued to see YoY decline. With lower capex investment in 5G infrastructure in China,
we expect to see 540k new 5G base stations in 2026E (vs. 588k new 5G base stationsin
2025, per MIIT). Besides slower 5G BTS deployment, we see China telcos also facing
pressures from the higher value-added tax at 9% (vs. previously at 6%, effective from
Jan 2026), however, we expect them to develop new applications to partially offset the
impact. China Telcos recently launched Al token plans for both ToC (Consumer) and ToB
(Business) users, charging clients via a subscription fee or token consumption.

Power: With the migration to Al server platform with stronger computing power and
higher requirements in power efficiency and power density, we expect to see gradual
shipment ramp up of the 400vDC and 800VDC solutions. Overall, we see meaningful
incremental opportunities of the HVDC solution, with dollar content upgrade. We also
see growing adoption of GaN products to enable higher switching frequencies to meet
the 800V HVDC power density requirements, supporting clients in reducing power
losses. Buy: Delta Electronics, InnoScience.

With this note, we make the following changes to our coverage. Our ratings, price targets
and estimates are unchanged (for our current view on each security, please see Exhibits
1-3).

®  Chao Wang assumes primary coverage of the following stocks: 1) from Allen Chang:
Shengyi Tech (600183.SS), AVC (3017.TW), Victory Giant (300476.SZ), WNC
(6285.TW), ASUS (2357.TW), Gigabyte (2376.TW), Quanta (2382.TW), HTC Corp.
(2498.TW); 2) from Verena Jeng: Auras (3324.TWO), Fositek (6805.TW), WUS
(002463.5Z), Chenbro (8210.TW), Compal (2324.TW), E Ink (8069.TWO), Inventec
(2356.TW), Pegatron (4938.TW); 3) from Ting Song: Shennan Circuits (002916.5Z).

®  Verena Jeng assumes primary coverage of the following stocks from Allen Chang;:
Insta360 (688775.5S), Lingyi (002600.5Z), SZS (3376.TW), AAC (2018.HK),
OmniVision (603501.SS), Sunny Optical (2382.HK), Wiwynn (6669.TW), Kematek
(301611.52), LandMark (3081.TWO), Inspur (000977.52).

B Ting Song assumes primary coverage of the following stocks: 1) from Allen Chang:
Hikvision (002415.SZ), Tongyu Communication (002792.5Z), WeRide (0800.HK),
China Mobile (0941.HK). EHang (EH), iFlytek (002230.5Z), Meitu (1357.HK), Ruijie
Networks (301165.5Z), ZTE (0763.HK/ 000063.5Z), Sensetime (0020.HK), Kingsoft
Office (688111.5S); 2) from Verena Jeng: Desay SV (002920.5Z), Huace Navigation
(300627.5Z), Chinasoft Intl (0354.HK).
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