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Foreword  
 

 

 

Dear investors, 

 

Greetings! We are pleased to invite you to kick off the new year with us through the lens of our 

2026 outlook report. 

 

In 2025, tariff frictions continued to unsettle the market, the AI industry chain remained a focal 

topic, new consumer and healthcare sectors offered structural opportunities, while high-

dividend and yield-related plays intermittently captured market attention. Over the past year, 

we have helped investors seize opportunities in growth sectors and provided optimal 

recommendations when the market sought certainty. 

 

The year 2026 may present even greater challenges. The overall market valuation has been 

steadily recovering amidst volatility, with the key focus shifting towards uncovering alpha. 

Despite divergences in views, AI likely remains the most certain opportunity. Both new and 

traditional consumer sectors are breaking new grounds amid challenges, the healthcare sector 

requires more selective stock-picking, while industrial and capital goods may offer more 

thematic investment opportunities. Although high-dividend and yield strategies have become a 

relatively consensus trade, incremental value can still be unearthed by selecting sub-sectors 

with marginally improving fundamentals. 

 

Despite the challenges, it is encouraging that companies with high-quality business models 

possess the resilience to navigate economic cycles; outstanding entrepreneurs have the 

determination to overcome difficulties; the brand influence of Chinese consumer enterprises is 

accelerating its ascent; the depth of the cultural industry is becoming increasingly prominent; 

breakthroughs achieved by technology enterprises are inspiring; and overseas business 

expansion holds promise for long-term incremental growth. 

 

Opportunities always coexist with challenges, and foresight is complemented by execution. 

Staying true to our principles and remaining steadfast leads to lasting achievement. With a 

panoramic perspective spanning entire industry chains, supported by our in-depth research 

framework and forward-looking analytical capabilities, and integrating fundamental insights with 

market trading logic, our Research Department and Institutional Equities Department always 

look forward to walking alongside you. We are committed to helping you capture the most 

valuable investment themes and the most promising, high-quality assets, and guiding you 

towards your long-term investment objectives. 

 

Thank you for your consistent trust and support. Wishing you a joyful new year and prosperous 

returns! 

 

Sincerely,  

 

Saiyi HE, CFA 

Head of the Research Department and Institutional Equities Department, CMB International  



 

2026 Outlook in a Nutshell  

 

Macroeconomics, Ye Bingnan Ph.D/ Frank Liu  

In 1H26, political pressures from US midterm elections, European and Japanese defense 

revitalization agenda, and China’s growth-stabilization efforts are likely to keep policies 

accommodative. However, with interest rates near neutral levels, inflation still above target, 

government debt ratios rising high and demand front-loaded by prior easing, effective policy 

space and marginal efficacy are diminishing; while the AI boom has boosted productivity and 

stock valuations, it has also intensified job market weakness and K-shaped economic 

divergence. In 2H26, the combination of ample global liquidity, a weaker US dollar, and China’s 

anti-involution push may lift inflation, while an inflection point of liquidity expectations could 

unsettle overvalued assets. 

 

China Internet & Software, He Saiyi, CFA/ Frank Tao, CFA/ Lu Wentao, 
CFA/ Joanna Ma  

We expect 2026 to be a pivotal year for competing for user mindshare in the AI era, with key 

focuses on lowering AI adoption thresholds, helping improve decision-making efficiency, and 

creating value. Among internet businesses, companies that: 1) have stable cash flow to support 

AI-related investment and exploration; 2) have rich application scenarios to accumulate data 

and reach users; 3) demonstrate outstanding supply chain capabilities and operational 

excellence to drive overseas expansion for incremental growth are likely to have higher long-

term investment value.  

We still recommend adopting a barbell investment strategy, focusing on both the certainty of 

profit growth and new increments brought by AI. In terms of the AI theme, We favour Tencent 

(700 HK), as we expect the company to see sustained, rapid growth in advertising and cloud 

businesses driven by AI and benefit from the trend of foreign capital inflows; Alibaba (BABA 

US), which will benefit from the AI trend with abundant application scenarios but has a lower 

valuation compared to peers; and Kuaishou (1024 HK), whose positive progress in AI 

application monetization could drive revenue growth and valuation upside. In terms of certainty 

of profit growth, we recommend NetEase (NTES US) and Trip.com (TCOM US), which have 

reasonable valuations, stable fundamental performance, and high earning visibility. 

 

US Internet & Software, He Saiyi, CFA/ Frank Tao, CFA/ Lu Wentao, 
CFA/ Joanna Ma 

Looking ahead to 2026, we expect competition in the LLM industry will further intensify, while 

monetization of AI applications in different verticals should maintain growth momentum. We are 

optimistic about the AI monetization potential underpinned by improved AI agent capabilities, 

as well as increased paid user penetration of advanced text-to-image/video models. We 

currently do not anticipate over-investment risks among cloud service providers, and expect 

2026 earnings growth of leading companies to support their valuations. However, we suggest 

investors adopt a more selective stock-picking approach, focus on investment return cycles, 

and prioritize companies seeing substantial AI monetization progress and those where AI-

related investments efficiently drive revenue and profit growth. We recommend Microsoft 

(MSFT US), Alphabet (GOOG US), Amazon (AMZN US), and Palo Alto Networks (PANW US). 



 

China Semiconductors, Lily Yang, Ph.D/ Kevin Zhang/ Jiang Jiahao  

We maintain four core investment theses for 2026: 1) AI-driven structural growth, 2) China 

semiconductor localization, 3) high-yield defensive plays, and 4) sector consolidation via M&A. 

AI and localization, our top themes since 2024, have delivered substantial returns, with top 

picks Innolight (300308 CH, +338% YTD), Shengyi Tech (600183 CH, +148% YTD), and Naura 

(002371 CH, +56% YTD) outperforming as of 5 December 2025. The global semiconductor 

market is projected to expand 26% YoY to US$975bn in 2026 (WSTS autumn 2025 forecast), 

with AI-centric segments leading growth (logic +32% and memory +39%), and China’s domestic 

semiconductor sector is likely to continue to outperform other sectors/indices. 

China Technology, Alex Ng/ Li Hanqing 

For 2026, we expect distinct divergences in global technology end-markets. While AI computing 

supply chain is set to continue the strong momentum driven by rapid LLM upgrades and 

sustained CSP capex, the edge AI cycle (AI smartphones/PCs/glasses) is just beginning to 

accelerate. However, we expect near-term pressure on low-end consumer electronics demand 

due to macro uncertainty, fading China subsidies and rising memory costs. We believe 

expansion of AI computing demand and edge AI innovation will become major growth drivers 

in 2026, and recommend two key structural themes: 1) AI infrastructure supercycle: Rubin/ASIC 

platform upgrades will unlock significant content value growth for ODMs/components 

(interconnects, thermal, power). 2) Edge AI: Product launches from foldable iPhones and AI 

phones/glasses/PCs are set to drive a mix shift towards higher spec hardware. For stock picks, 

we favor quality leaders such as Luxshare (002475 CH), FIT Hon Teng (6088 HK), BYDE (285 

HK), Sunny Optical (2382 HK), AAC Tech (2018 HK) and Xiaomi (1810 HK). 

China Consumer Staples, Zhang Miao  

We think the core constraints on 2026 household consumption lie in “asset value erosion 

(driven by pressured secondary housing prices) + sluggish income expectation recovery", 

making "downgrade" a key narrative, with spending shifting to non-discretionary demand and 

low-cost emotional comfort. Thus, we recommend three investment themes: 1) Deepening 

consumer stratification, with HNWIs pursuing rational consumption (shifting to affordable/niche 

luxuries) and the mass market prioritizing cost-effectiveness (budget alternatives, hard 

discounts, domestic tech consumer goods). 2) Make the life get by + low-cost emotional comfort: 

focusing on basic livelihood sustainability (staple foods, condiments, bottled water etc.) and 

affordable emotional comfort (low-AOV experiential/companionship consumption for the youth, 

health supplements/wellness travel for the middle-aged and elderly, affordable domestic beauty 

products/fragrances, etc.). 3) Overseas expansion as a hedge against domestic demand 

uncertainty, backed by supply chain advantages in emerging markets or brand penetration in 

European/American niche segments.  

In F&B sector, we recommend Nongfu Spring (9633 HK), a consistent beneficiary of RTD juice 

and functional drinks, and CR Beverage (2460 HK) whose market share decline is narrowing 

and has attractive valuation; in cosmetics sector, we suggest investors watch attractively valued 

Giant Biogene (2367 HK) and Eternal Beauty (6883 HK). 

  



 

China Consumer Discretionary, Walter Woo  

We maintain a “Market Perform” rating on China’s consumer discretionary sector for 2026, 

expecting overall retail sales growth of about 3.5%, slightly slower than 4% in 2025. Our stance 

remains cautious as headwinds outweigh supports: 1) government and delivery subsidies are 

fading, 2) export momentum is weakening, and 3) AI-driven automation may pressure 

employment. Positives include the late Chinese New Year timing, a long holiday period, 

potential property recovery, and a firm stock market. We see 1H26 industry performance under 

pressure with a likely rebound in 2H26. Sector valuations have bottomed in 2025, with current 

P/E at around 15x, still below the 8-year average of 20x. Yet, earnings growth deceleration and 

geopolitical risks may cap re-rating upside. Absent substantial policy stimulus or a clear 

property rebound, valuations may stay range-bound.  

We recommend patience and positioning on the dip. Our investment strategy centers on three 

themes: 1) Essential/Survival Consumption, characterized by thrift, low unit price, and high 

value-for-money spending; 2) Emotional Compensation Consumption, covering “small 

happiness” spending, affordable entertainment, emotional value, and experiential products; and 

3) Hedging & Defensive Consumption, driven by demand for gold, silver, and high-dividend 

yields. At the same time, we are cautious about big-ticket consumption, such as durable goods, 

property-related, luxury and premium travel spending. We may turn more positive if equity 

strength and property stabilization sustain and trigger certain wealth effects. Subsector views: 

Outperform on tea drinks & coffee, pop toys, apparel, and textiles; Market Perform on catering, 

sportswear, tourism-hotel, and home appliances. Top picks include Luckin Coffee (LKNCY US), 

Bosideng (3998 HK), Guoquan (2517 HK), Yum China (9987 HK/YUMC US), Li Ning (2331 HK), 

Topsports (6110 HK), and JS Global (1691 HK).  

China Automobiles, Shi Ji, CFA/ Dou Wenjing, CFA/ Austin Liang  

We expect the NEV match to enter the second half in 2026. Despite subsidy cuts, we project 

2026E China passenger-vehicle retail sales volume to be largely flat YoY and wholesale volume 

to rise 2.9% YoY with possible new stimulus measures, which could be more bullish than market 

consensus. We expect competition to be stiffer in 2026 with a possible record-high number of 

new models. We also believe PHEV sales volume is poised to outpace BEV amid subsidy 

phase-out, more new models and potential battery price hikes. We see China’s NEV 

competition entering the second half in 2026: 1) possible narrowing valuation premiums 

between start-ups and incumbent carmakers; 2) competition expanding beyond car-making to 

AI (e.g. robotaxi, robotics); 3) foreign brands accelerating launches of more competitive NEVs. 

Range trading and contrarian bets are viable as long-term winners remain uncertain. Our top 

picks: 1) Geely (175 HK) is our top pick: strong model pipeline + better product mix to lift margins 

+ accelerating NEV exports + attractive valuation; 2) Zenergy (3677 HK): industry-leading gross 

margin as a latecomer + client mix improvement + potential battery price hikes. 

 

China Healthcare, Jill Wu, CFA/ Huang Benchen, CFA/ Andy Wang/ 
Cathy Wang 

In 2025, the biotech subsector has rallied sharply, mainly driven by out-licensing deals. 

However, given the industry's long-cycle nature, we expect future catalysts to shift from upfront 

payments to milestone achievements, reflecting substantial clinical progress and 

commercialization efforts by global partners. Meanwhile, supported by capital market recovery 



 

and active BD deals, domestic R&D demand is picking up. Alongside U.S. rate cut expectations, 

we expect the CXO subsector to see continued recovery into 2026. Healthcare services 

subsector has underperformed due to macro headwinds and cost-control pressures. However, 

valuations for certain companies have become highly attractive. We recommend focusing on 

companies with solid earnings growth and appealing dividend yields. In medical devices, 

domestic growth remains constrained by policies, making overseas markets the key growth 

driver going forward. 

China Capital Goods, Wayne Fung, CFA/ Jake Zhang   

Key themes in 2026: Focus on mining equipment + power for data centres + replacement cycle. 

We believe mining machinery (in particular large-size excavators & trucks) will become a key 

growth area for Chinese machinery players in 2026E, given (1) the elevated miners’ capex 

supported by the strong metal prices, declining ore grades and aging machinery fleets; (2) rising 

Chinese investment in overseas mines to drive more Chinese machinery demand. We believe 

Zoomlion (1157 HK / 000157 CH, BUY), SANY Heavy (6031 HK / 600031 CH, BUY) and SANYI 

(631 HK, BUY) are the key beneficiaries. In China, we expect the overall machinery 

replacement cycle will continue and expect tenders for the Yarlung Zangbo hydropower project 

will speed up in 2026E, which will serve as a driver for new demand. On the power side, we 

forecast the global demand for backup power engines for data centres to surge 70% between 

2025E and 2030E, offering excellent opportunities for Weichai Power (2338 HK / 000338 CH, 

BUY) to penetrate. 

Uranium, Wayne Fung, CFA/ Jake Zhang   

Tight uranium supply continues to support a multi-year upcycle. Our bottom-up industry 

analysis suggests that uranium demand in 2026-30 will likely see upside surprise on the back 

of power plant resumption in the US, with structural AI-driven demand growth in the long run 

(post-2030). On the supply side, however, we forecast existing uranium mines’ output to peak 

in 2027, while new mines’ contribution will increase from 4% in 2027 to 17% in 2030, making 

the overall supply vulnerable to potential delays in commencement. The analysis implies that 

uranium pricing will be well-supported by the tight supply that could last longer than expected, 

which reaffirms our positive stance on the uranium sector. We maintain BUY on CGN Mining 

(1164 HK).  

China Insurance, Nika Ma   

China’s insurance sector is embarking on a comprehensive transition towards a path of high-

quality development, focusing on more balanced value growth and improved asset-liability 

matching. For life insurers, the PIR cuts in recent years with a market-oriented benchmark 

issued by the China Insurance Association (IAC) have steadily lowered the liability cost and 

fueled upticks in participating insurance, which is likely to take the place of the increasing whole-

life insurance (IWLP) in 2026E in our view. The participating insurance product could return to 

the spotlight during the 2026 jumpstart sales, and we expect to see a comeback of the era of 

floating yield products starting from 2026. For P&C insurers, the non-auto commission 

restructuring taking effect on Nov 1 could strengthen the sector’s underwriting performance, 

while in the near term it could weigh on premium income growth in our view. Overseas 

expansion of auto insurance business opens up the space for sector premium growth.  



 

Given the changing dynamics in life and P&C insurance sectors, we see two key themes in 

2026E: 1) for life insurers, eye on investment-driven earnings flexibility, and progress on the 

transition to floating yield products; 2) for P&C insurers, focus on non-auto CoR improvement 

and overseas expansion of the auto insurance business. We maintain an “OUTPERFORM” 

rating on the sector, given 1) an accelerated transition to participating insurance products 

among top players; 2) increasing allocation of insurance portfolio funds to equity investments; 

and 3) the policy-induced COR improvement on non-auto corporate lines.  

As of 3Q25, total net profit of the five major listed insurers increased 68% YoY to RMB 247.8bn, 

and net investment results contributed 76% of pre-tax income. The sector is currently trading 

at 0.2-0.6x FY26E P/EV and 0.6-1.2x FY26E P/B with a yield of 2.2%-6.3%. We expect the 

sector’s earnings in 4Q25 to benefit from a low base of insurance service results given the 

interest rate shock in the last fourth quarters. Key catalysts may include 1) the jumpstart sales 

performance on PAR products in 4Q25-1Q26E; 2) A-share market performance and a rising 

10-year China government bond yield. Recommend BUY on key insurers including: 1) China 

Life (2628 HK, BUY, TP: HK$31.0), 2) Ping An (2318 HK, BUY, TP: HK$71.0), 3) PICC P&C 

(2328 HK, BUY, TP: HK$23.6), and 4) AIA (1299 HK, BUY, TP: HK$89.0). 

China Property and Property Management, Zhang Miao 

Against 2025’s lower-than-expected incremental policy easing, housing demand weakened 

further, with total primary and secondary home sales forecast to drop 6% YoY to RMB14.78tn 

(new homes: -11% YoY to RMB7.53tn, GFA -9%, ASP -3%; secondary homes: flat at 

RMB7.25tn, GFA +15%, ASP -13%) based on our estimates. For 2026, we project overall sales 

to fall 8% to RMB13.55tn: new home sales decline may narrow to -6% to RMB7.09tn (GFA -

5%, ASP -1%) based on increased developer land acquisition, Q1 policy easing and continued 

unsold housing purchases by the government; secondary home sales may drop 11% to 

RMB6.46tn (GFA +5%, ASP -15%) due to supply-side pressures (nearly-new home supply in 

tier-1 cities, banks’ bulk property asset disposal). Against this backdrop, we see two main 

investment themes: 1) Re-rating of secondary market ecosystem builders/service providers, 

with property management firms such as CR MixC (1209 HK) offering defensive value and KE 

Holdings (BEKE US) benefiting from turnover growth and lifecycle opportunities in the existing 

home market; 2) asset-heavy players with balanced development and operations (counter-

cyclical resilience, financing advantages) and developers with reasonable/excellent land 

acquisition. 
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Bingnan Ye, Ph. D – yebingnan@cmbi.com.hk 

Frank Liu – frankliu@cmbi.com.hk 

2026 Global Macro Outlook             
 

 

Rising Volatility, Fading Tide  

In 2025, restocking demand, AI boom, policy rate cuts and fiscal stimulus helped the 

global economy recover from the tariff shock. In 1H26, political pressures from US 

midterm elections, European and Japanese defense revitalization agenda, and 

China’s growth-stabilization efforts are likely to keep policies accommodative. 

However, with interest rates near neutral levels, inflation still above target, 

government debt ratios rising high and demand front-loaded by prior easing, 

effective policy space and marginal efficacy are diminishing; while the AI boom has 

boosted productivity and stock valuations, it has also intensified job market 

weakness and K-shaped economic divergence. In 2H26, the combination of ample 

global liquidity, a weaker US dollar, and China’s anti-involution push may lift inflation, 

while inflection point of liquidity expectations could unsettle overvalued assets.  

 US GDP growth may slow from 1.9% in 2025 to 1.8% in 2026. Growth might rebound 

in 1H26 as tariff headwinds fade and fiscal tax cuts and monetary easing provide 

support, before decelerating in 2H26 amid diminishing policy impulse and a rebound in 

inflation. Unemployment ratio will moderately rise to 4.5%. Consumption growth is 

expected to slow with deepening K-shaped divide. AI investment should remain robust. 

Home sales might pick up while prices will be flat. Inflation may first dip and then 

rebound. Fed may remain dovish in 1H26 before a cautious shift in 2H26, with possible 

two rate cuts in next 12 months. Treasury yields may mildly fall with a steepening curve. 

The dollar index may fall in 1H26 before rebounding in 2H26. US equities may rise first 

before falling later in the year. 

 Eurozone GDP growth may slow from 1.4% in 2025 to 1.2% in 2026. Global trade 

slowdown and tighter financial conditions would weigh on growth, but low interest rates, 

resilient labor markets, healthy private-sector balance sheets, and fiscal support should 

offset risks. Housing market will continue to recover. Inflation would trend toward 2%. 

ECB may cut rates once while industrial policy would focus on green transition, 

digitalization and supply chain security. Government bond yields are likely to rise and 

EUR might first appreciate before weakening. Equity markets might gain mildly. 

 Japan's GDP growth may slow from 1.3% in 2025 to 0.6% in 2026 as low-base effect 

fades, global trade slows and rates rise. Wage growth should support consumption and 

housing market would remain hot with lower gains. Higher export prices will lift nominal 

export growth, while volumes soften. Inflation might fall to 2.1%. BOJ may hike rates 

twice to 1% by year-end. Fiscal deficit ratio might rise to 3.4%, focusing on social, tech 

and defense. 10Y bond yields may hit 2%. Yen might first strengthen and then 

depreciate to 152 at end-2026. Equity gains will narrow. 

 China's GDP growth may slow from 5% in 2025 to 4.8% in 2026. New policy stimulus 

might be launched in 1Q26 after GDP growth remains below 5% in 2H25. 2026 may 

see slowing exports growth, narrowing property declines, flat consumption growth and 

moderating infrastructure investment. Broad fiscal deficit ratio might reach 8.5% in 

2026. Monetary policy will remain accommodative with RRR cuts by 50bps and LPR 

cuts by 20bps. Treasury bond yields might mildly rise. USD/CNY may rise to 7.02 at 

end-2026. The bull market are in the latter stage of a bull cycle and may rise initially 

before correcting, with A-share market possibly outperforming HK. 

 

mailto:yebingnan@cmbi.com.hk
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The US 

The US economic growth is projected to slow modestly in 2026. In 2025, tariff impacts, 

government spending cuts, and a decline in residential investment led to a significant 

slowdown in US economic growth. In 1H26, QoQ economic growth is expected to rebound 

temporarily, driven by a low base effect, tax cuts, monetary easing, and a moderation in 

the drag from net imports. In the second half, growth may fall back again with diminishing 

policy effects, the emergence of demand exhaustion, and inflation bottoming out and 

starting to rise. The labor market may continue to cool down, with the unemployment rate 

edging up to 4.5%. AI-driven substitution for entry-level positions may noticeably push up 

youth unemployment rate. Consumption growth may decline, with K-shaped divergence 

becoming more pronounced. The housing market is expected to see higher transaction 

volume but broadly flat prices, and corporate AI investment may remain strong, though its 

growth rate may moderate. Inflation may moderately decline, exhibiting a “down-then-up” 

pattern over the year. Fiscal expansion may intensify, while monetary policy may ease 

initially and then stabilize, pushing money-market rates roughly 50 bps lower. Treasury 

yields may drift down, also showing a “down-then-up” trajectory, and the yield curve may 

steepen. The US Dollar Index may first depreciate and then appreciate. US equities may 

first rise and then fall, with cooling inflation and expectations of monetary easing boosting 

the stock market in the first half, while a rebound in inflation and expectations of liquidity 

tightening triggering a correction in the second half. 

Economic Outlook  

US economic growth is projected to slow modestly. We expect US GDP growth to 

decrease from 1.9% in 2025 to 1.8% in 2026. In 2025, US economic growth showed a 

noticeable slowdown, with GDP growth falling from 2.4% in 4Q24 to an estimated 1.7% in 

4Q25. This was primarily due to tariff impacts, federal government spending cuts, and 

weakening residential investment. Tariff impacts hit exports but stimulated pre-emptive 

imports, expanding the drag of net imports on GDP growth from 0.5ppt in 2024 to an 

estimated 0.8ppt in 2025. Federal government layoffs and temporary shutdowns curbed 

government spending, reducing its contribution to GDP growth from 0.6ppt in 2024 to an 

estimated 0.3ppt in 2025. Due to rising housing inventory, declining immigrant labor, and 

increasing material costs, residential investment weakened, with its contribution to GDP 

growth falling from 0.1ppt in 2024 to an estimated -0.1ppt in 2025. Personal consumption 

growth remained largely flat; while goods consumption growth rebounded due to tariff 

expectations and the expiration of EV subsidies overdrawing future demand, services 

consumption growth declined due to slower income growth and weaker consumer 

confidence. Business investment growth is expected to rise, with AI capital expenditure 

continuing its explosive growth. The contribution of non-residential investment to GDP 

growth is expected to rise from 0.4ppt in 2024 to an estimated 0.6ppt in 2025.  

Economic growth is expected to rebound in 1H26. Firstly, the temporary federal 

government shutdown in 4Q25 created a low base effect and delayed spending. Secondly, 

tax cuts under the White House's "Big and Beautiful Act" may boost consumption, adding 

0.3ppt to GDP growth. Thirdly, the drag from net imports on economic growth may narrow. 

Finally, declining rental inflation and oil prices may offset the impact of tariffs on consumer 

goods inflation, and further Fed interest rate cuts may boost the stock market and real 

estate, leading to continued growth in personal consumption and AI capital expenditure. In 

the second half, economic growth may gradually slow down as the low base effect and tax 

cut policy effects begin to wane. The overdraft of future demand by 2025 tariff expectations 

and the expiration of EV subsidy policies may bring downward pressure on personal 

consumption growth, while the inflationary pressures from earlier tariff increases and 

monetary easing may materialize. Expectations of marginal monetary policy tightening may 
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rise, short-term Treasury yields may rebound, stock prices may see a significant correction, 

and corporate capital expenditure may slow.  

The US labor market is expected to cool modestly, with both labor demand and 

supply slowing down. The unemployment rate is projected to rise from 4.4% at end-2025 

to 4.5% at end-2026. Since 2H25, the labor market has softened significantly. Average 

monthly non-farm payroll additions decreased from 168,000 in 2024 and 123,000 in 

January-April 2025 to 39,000 in May-September. The unemployment rate rose from 4.1% 

in December 2024 to 4.4% in September 2025. The ratio of job-openings-to-unemployment 

fell from 1.1 in December 2024 to 1.0 in August 2025, already below the pre-pandemic 

2018-2019 level of 1.2.  

On the demand side, new hiring demand has decreased, with the hiring ratio and job 

openings falling from 3.4% and 7.5 million respectively in December 2024 to 3.2% and 7.2 

million in August 2025. On the supply side, new labor inflows declined sharply, with net 

immigration expected to plummet from 2.8 million in 2024 to 400,000 in 2025. Currently, 

the decline in new labor demand is reflected in companies being more cautious about new 

hires, but it has not yet evolved into large-scale layoffs. Therefore, the job search period 

for the unemployed has lengthened, and the number of continuous unemployment claims 

has increased, while the layoff rate and initial unemployment claims remain low. At the 

same time, the reduction in new labor supply partially offset the decline in new labor 

demand, keeping the unemployment rate at a historically low level. Wage growth only 

moderately declined, from 3.8% in 4Q24 to 3.6% in 3Q25, which is close to the 3.5% wage 

growth consistent with the 2% inflation target (assuming 1.5% labor productivity). AI 

applications have a certain negative impact on labor demand. A recent MIT study shows 

that AI can already replace 11.7% of jobs in the US labor market. However, the overall AI 

adoption rate nationwide in the US is still only 10%. A New York Fed survey indicates that 

companies currently limit AI applications to information gathering and marketing, with 

limited use in workflow restructuring or automation. Our analysis of AI adoption rates across 

industries and non-farm employment growth for 2024-2025 found no statistically significant 

correlation. Currently, AI's impact on labor demand is concentrated in entry-level positions 

that absorb recent graduates. The unemployment rate for workers aged 20-24 in the US 

has risen from 7.5% in December 2024 to 9.2% in September 2025, significantly exceeding 

the overall unemployment rate increase. In 2026, due to economic uncertainty and broader 

AI adoption, new labor demand may continue to decline, while the impact of immigration 

policies on new labor supply may gradually diminish. The unemployment rate may further 

rise, and wage growth may further decline. 

US personal consumption growth may decline. Real personal consumption growth is 

projected to decrease from 2.6% in 2025 to 2.1% in 2026. In 2025, personal consumption 

growth exceeded our expectations but declined quarter-over-quarter. Goods consumption 

growth at constant prices increased from 2.8% in 2024 to an estimated 3.9% in 2025, while 

services consumption growth at constant prices decreased from 3% in 2024 to an 

estimated 2.1% in 2025. Due to expectations about tariff hikes and the expiration of EV 

purchase subsidies at the end of September, real-term consumption growth for motor 

vehicles and parts rose from -0.3% in 2024 to an estimated 4% in 2025. Tariffs and price 

hike expectations also boosted consumption of goods like food and apparel. However, 

consumption growth exhibits a K-shaped pattern. High-income households maintain 

relatively fast consumption growth, benefiting from wealth effects from rising home and 

stock prices. In contrast, consumption growth for low-income households is declining, as 

high living costs and slowing wage growth increase financial pressure, pushing consumer 

loan delinquency rates to historically high levels. Major retailers serving middle-to-low-

income consumers, such as Home Depot (HD US) and Chipotle (CMG US), reported in 
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their latest earnings that personal consumption growth is slowing, particularly among the 

25-35 age group. 

In 2026, we expect personal consumption growth to fall to around 2.1%. Firstly, the cooling 

labor market and slowing wage growth may exert downward pressure on personal 

consumption growth. Due to factors such as declining new labor demand and AI's 

substitution for entry-level positions, the unemployment rate for young people, who have 

the highest marginal propensity to consume, may significantly rise. Furthermore, the full 

resumption of federal student loan repayments in October 2025 will increase financial 

pressure on young people. Secondly, the demand overdraft effect from 2025 tariff 

expectations and the expiration of EV purchase subsidies, which boosted 2025 personal 

consumption growth, could reduce 2026 personal consumption growth. Finally, while the 

"Big and Beautiful Act" tax cuts and further Fed interest rate cuts will provide some boost 

to personal consumption in 2026, they will not fully offset the negative impacts of the first 

two factors on personal consumption. 

The US housing market will see increased volume but flat prices. Existing home and 

new home sales are projected to grow by 10% and 5% respectively in 2026, leading to a 

more balanced housing supply and demand and largely stable home prices. In 2025, new 

mortgage rates fell to 6.2%-7% but remained relatively high. Home prices, after four years 

of increases, were at elevated levels, and household housing affordability was low, 

resulting in near-zero growth in home sales. However, inventory of existing and new homes 

continued to rise, leading to a more balanced housing supply and demand and a slowdown 

in home price appreciation. The median existing home sale price increased by 2.1% year-

over-year in the first 10 months of 2025, a significant deceleration from the 4.5% increase 

in 2024. In 2026, new mortgage rates may fall to 5.5%-6%, which will, on one hand, boost 

home sales by improving household housing affordability, and on the other hand, unfreeze 

the lock-up of second-hand housing market by narrowing the interest rate differential 

between new and old mortgages, thereby increasing both supply and demand. As housing 

inventory growth outpaces sales growth, housing supply and demand may become more 

balanced, and home price appreciation may approach zero. Weakening home prices and 

reduced immigrant labor will curb housing starts, and residential investment may slightly 

decline. 

US corporate investment growth will slow modestly. We project non-residential 

investment growth at constant prices to decrease from 4% in 2025 to 3% in 2026. AI-related 

capital expenditure has become the core driver of corporate investment growth. Benefiting 

from the industrialization and expanded application of AI, private sector investment in 

information processing equipment is expected to grow by over 20% in 2025, significantly 

higher than the 7.3% in 2024. Private sector investment in industrial equipment is projected 

to rise from 3.7% in 2024 to an estimated 5.5% in 2025. However, corporate commercial 

and industrial construction investment remains weak. Due to the high base effect and 

demand overdraft from the CHIPS Act and Inflation Reduction Act, manufacturing 

construction investment growth is expected to fall from 64.1% in 2023 and 16.9% in 2024 

to an estimated -3% in 2025. The commercial real estate market continues to face pressure, 

with commercial and healthcare construction investment declining by 6.4% in 2024 and 

projected to fall further by 6.7% in 2025. In 2026, AI-related investment demand will remain 

strong; CreditSights forecasts that AI-related capital expenditure by the five major tech 

giants will grow by 36% in 2026, a slowdown compared to 2025 but still rapid. The "Big and 

Beautiful Act" includes provisions for 100% accelerated depreciation, expensing of R&D 

costs, and incentives for eligible production facilities, which will provide some stimulus to 

corporate investment. However, due to the high base effect, corporate investment growth 

may slow down in 2026. 



30 Dec 2025  
 

 
 
PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 7 

US inflation may moderately decline. We project PCE inflation and core PCE inflation to 

decrease from 2.5% and 2.8% respectively in 2025 to 2.3% and 2.5% in 2026. Monthly 

PCE price growth may decline in 4Q25 and 1H26, then rise again in 2H26. Since 2H24, 

disinflation has shown signs of stalls, with monthly PCE price growth flattening after a 

decline. YoY growth rates of PCE and core PCE prices rose from 2.4% and 2.8% 

respectively in 3Q24 to 2.7% and 2.9% in 3Q25. In 4Q25 and 1H26, growth of home prices 

and rent may continue to moderate, oil prices may further decline, and weakening wage 

growth may lead to a modest decrease in services inflation excluding rent and energy. After 

earlier pre-emptive imports and stockpiling, a short-term destocking cycle could follow, and 

monthly PCE price growth may fall. The impact of rising tariffs on inflation is lower than 

market expectations because tariff exemptions resulted in a lower actual increase in tariff 

rates than anticipated, imported consumer goods only account for 21.6% of US retail goods, 

and retailers are hesitant to raise prices easily amidst weakening consumer demand and 

the White House's threat of price scrutiny. Assuming a 60% pass-through rate of tariffs to 

downstream retail prices, a 10ppt increase in tariff rates would push inflation up by about 

0.3ppt, but a 10% drop in oil prices would completely offset the impact of a 10ppt increase 

in tariff rates. In 1H26, oil prices may fall further, and rents in the CPI still have significant 

room for further decline compared to market rents. These factors could fully offset the pass-

through of tariffs to inflation, driving down monthly PCE price increases. In 2H26, the lagged 

effects of tax cuts and loose dollar liquidity on prices will become apparent, monthly PCE 

price growth may rise, and with a lower YoY base for oil prices, PCE inflation may bottom 

out and rebound. The impact of reduced immigration on inflation is complex: on one hand, 

it can lower inflation by reducing demand for food, housing, education, etc.; on the other 

hand, it can create cost-push pressure in labor-intensive industries like construction, 

wholesale, and retail by reducing labor supply. The long-term impact on inflation may be 

close to neutral.  

Macro Policies  

US fiscal expansion may intensify. The US fiscal deficit rate is projected to rise from 6% 

in 2025 to 6.4% in 2026. In 2025, the pace of fiscal expansion slowed, with the federal 

government experiencing layoffs, spending cuts, and a temporary shutdown. Federal 

government revenue growth increased from 8.2% in 2024 to 10.1% in the first ten months 

of 2025, while federal government spending growth simultaneously decreased from 9.6% 

to 3.6%. The federal government deficit for the first ten months was US$1.35 trillion, down 

13.8% YoY. Fiscal deficit ratio is expected to fall from 6.4% in 2024 to 6% in 2025. In 2026, 

fiscal expansion may intensify as the White House implements tax cut policies to 

consolidate the Republican advantage in Congress during the November midterm elections. 

We estimate that the "Big and Beautiful Act" could lead to tax cuts of approximately US$160 

billion in 2026 (equivalent to 0.5% of GDP). These cuts include raising the cap on state and 

local tax deductions for individuals, tax exemptions for consumption and overtime pay, child 

tax credits, special deductions for seniors, and auto loan interest deductions. For 

businesses, the Act proposes permanent full expensing of equipment, immediate full 

deduction of R&D expenses, and making permanent the corporate tax rate reduction from 

35% to 21% from the 2017 Tax Cuts and Jobs Act. Concurrently, the White House may 

strengthen immigration enforcement, which is expected to increase related expenditures 

and reduce tax revenues from immigrant economic activities, potentially expanding the 

2026 fiscal deficit by US$100 billion. The White House may also temporarily ease the trade 

war to boost the economy and employment, and improve the situation for groups affected 

by the trade war, such as farmers. There is a 75% probability that the Supreme Court will 

rule reciprocal tariffs unconstitutional under the International Emergency Economic Powers 

Act, meaning the White House might be forced to refund tariffs. However, the White House 

could still invoke other statutory authorities to re-impose tariffs, including Section 122 
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(serious balance of payments deficits), Section 232 (national security), and Section 301 

(unfair trade practices), though these tools are temporary or industry-specific. 

US monetary policy may first ease and then stabilize. We expect the Federal Reserve 

to cut rates twice by a total of 50bps in December 2025 and June 2026, and to cease 

Quantitative Tightening (QT) from December 2025. In 2025-2026, the Fed is expected to 

cut rates four times by a total of 100bps, bringing the federal funds rate target down from 

4.25%-4.5% at end-2024 to 3.25%-3.5% at end-2026. Currently, there is significant 

disagreement within the Fed regarding a December 2025 rate cut, primarily due to differing 

assessments of inflation trends, employment risks, and the neutral rate. Dovish officials 

believe inflation will continue to decline and gradually approach the target with the slowing 

labor market and restrictive monetary policy and it is necessary to launch risk-management 

rate cuts to prevent a sharp rise in unemployment. Hawkish officials, however, note the 

slight rebound in inflation over the past few months, fearing a stall or reversal of disinflation, 

and argue that rates are already very close to the neutral level, implying further cuts risk 

reigniting inflation. They advocate for maintaining current rates for some time. Due to the 

federal government shutdown, October non-farm payroll and CPI data are permanently 

unavailable, and the release of November non-farm payroll and CPI data has been delayed 

until after the Fed's December FOMC meeting. This lack of hard data will complicate the 

Fed's decision-making at the December meeting, making it more cautious on additional 

rate cuts. Given the expected significant rebound in economic growth in 1Q26, the Fed 

may keep rates unchanged in March and April 2026. The Fed Chair replacement in May 

2026 could see candidates competing on dovish stances to show their loyalty to Trump, 

making expectations for monetary easing strongest in December 2025 and 1Q26. After the 

transition, the new Chair, with a secured tenure, may become more political neutral as he 

has to build his credibility. With inflation potentially rebounding in 2H26, expectations for 

an end of Fed easing will significantly increase. 

The Fed decided at its October 2025 meeting to stop its QT policy starting in December, 

ending the 29-month balance sheet reduction cycle that began in June 2022. The Fed's 

total assets decreased from a peak of nearly US$9 trillion to US$6.6 trillion, still above the 

pre-pandemic level of US$4.1 trillion, but now at a reasonably ample level. Money market 

liquidity has marginally tightened, with the overnight reverse repurchase agreement 

balance falling from a high of US$460 billion to less than US$6 billion, and bank reserve 

ratio dropping to 12.2%, close to the critical level during the mini liquidity crunch in 2019. 

Given the White House's view that current Treasury yields are too high and its continuous 

pressure on the Fed to resume its responsibility of maintaining appropriate long-term 

interest rates, the market is highly attentive to whether the Fed will restart QE in 2026 to 

artificially suppress long-term Treasury yields. However, as inflation is still above target in 

2026, we believe the conditions for restarting QE may not yet be met. 

Financial Markets 

US money market rates may decline while treasury yields may first fall before 

rebounding with a steepening yield curve. The Fed is likely to cut rates twice in 

December 2025 and June 2026, leading to a 50 basis point decline in money market rates. 

Money market fund yields are expected to fall to around 3.5% by end-2026. Short-term 

Treasury yields will reflect market expectations for policy rates, gradually decreasing with 

the rate-cutting cycle. Long-term Treasury yields reflect market expectations for future 

inflation, economic growth and fiscal policy. Under an adaptive expectations model, they 

are influenced by short-term inflation, growth and fiscal policy trends. In 1H26, inflation may 

decline, but fiscal expansion may intensify, potentially leading to a modest decline in long-

term Treasury yields. In the second half, inflation may bottom out and rebound, and long-
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term Treasury yields may rebound. We project 2-year and 10-year Treasury yields to fall 

from 3.5% and 4.1% respectively at end-2025 to 3% and 3.9% at end-2026. 

The US Dollar Index will see fluctuations with a moderate decline. We project the US 

dollar index to fall from 98 at end-2025 to 92 by end-1H26, then rise to 95 by year-end. The 

Dollar Index primarily reflects changes in the relative strength of US nominal economic 

growth compared to Europe and Japan. When the US economy strengthens relative to 

non-US economies, the Dollar Index tends to rise; when it weakens, the Dollar Index tends 

to fall. Since interest rates reflect changes in nominal economic growth, interest rate 

differentials and exchange rate movements are generally consistent. The Euro/USD 

exchange rate accounts for nearly 60% of the Dollar Index, and the USD/JPY exchange 

rate is the second largest component with significant volatility. Therefore, changes in the 

relative strength of the US economy compared to Europe and Japan determine the Dollar 

Index's trend. Since 2025, US nominal GDP growth has slowed significantly, and the labor 

market has weakened, while nominal GDP growth in the Eurozone and Japan has 

exceeded market expectations, and their labor markets have been relatively stable. Both 

the US-Euro and US-Japan interest rate differentials have narrowed, leading to a 

depreciation of the Dollar Index. In 1H26, despite a rebound in US economic growth, 

inflation may continue to decline. Trump’s threat to the Fed’s independence and the highly 

dovish stance of the next Fed Chair candidates will weigh on the Dollar Index. In the second 

half, inflation might rebound after bottoming out, and the new Fed Chair's policy stance 

may be more based on economic fundamentals, potentially leading to a rebound in the 

Dollar Index. 

US stock market might rise and then fall with increased volatility. In the first half of 

2026, with declining inflation, strong expectations for rate cuts, and ample dollar liquidity, 

the US stock market may rise. In the second half, as inflation rebounds and expectations 

for tighter dollar liquidity emerge, the US stock market may decline. Leading US companies 

demonstrate strong profitability and earnings growth, with the MSCI USA Index's latest 

ROE at 18.9%, exceeding the 10-year average of 15.4%. The median forecast for the MSCI 

USA Index's annual EPS growth for 2025-2026 is 13.4%, also significantly higher than the 

10-year average of 7%. However, US stock valuations are high, with the MSCI USA Index's 

2025 forward PE at 24.4x, significantly exceeding the 10-year average of 21.1x. The S&P 

500 Shiller PE ratio is close to 40x, approaching the peak levels of the dot-com bubble in 

2000. The US stock market has seen astonishing gains over the past five years, with the 

S&P 500's annualized compound return reaching 15.4%, far surpassing its 30-year 

historical average, suggesting a risk of mean reversion. Based on monthly Shiller PE and 

future 10-year annualized returns for the S&P 500 since 1990, when the Shiller PE reaches 

40x, the index's future 10-year returns are zero or even negative. As the Shiller PE uses a 

10-year average of earnings to reduce the impact of economic cycles, the explosive 

earnings growth of leading US tech companies over the past few years due to increased 

monopolization might lead to an underestimation of current earnings and thus inflate the 

Shiller PE. However, the historical pattern of higher current valuations leading to lower 

future returns will not change. We advise investors to reduce their allocation to high-

valuation tech stocks and increase allocation to defensive and undervalued sectors to 

achieve a more balanced portfolio. We are relatively optimistic about Information 

Technology (2025 forward PE 32.5x, latest ROE 29.3%), Financials (2025 forward PE 

16.8x, latest ROE 13.5%), Industrials (2025 forward PE 26.8x, latest ROE 24.3%), 

Healthcare (2025 forward PE 23.5x, latest ROE 24.1%), and Consumer Staples (2025 

forward PE 22.2x, latest ROE 23.6%). 
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Figure 1: US Economic Indicators 

 
Source: Bloomberg, Wind, CMBIGM estimates   

2025F 2026F 2027F 2025F 2026F 2027F

Nominal GDP(US$trn) 18.3 18.8 19.6 20.7 21.5 21.4 23.7 26.1 27.8 29.3 30.7 32.1 33.4 30.6 31.9 33.3

GDP per Capita(US$th) 56.8 57.9 60.0 62.8 65.2 64.4 71.4 77.9 82.5 86.1 - - - 89.6 92.8 96.0

Nominal GDP (YoY % ) 3.9 2.8 4.3 5.3 4.3 (0.8) 11.0 9.8 6.7 5.3 4.7 4.6 4.1 4.6 4.2 4.1

Real GDP (YoY % ) 2.9 1.8 2.5 3.0 2.6 (2.1) 6.2 2.5 2.9 2.8 1.9 1.9 2.0 1.9 1.8 1.9

PCE(YoY % ) 0.2 1.0 1.7 2.0 1.4 1.1 4.1 6.5 3.8 2.6 2.6 2.6 2.2 2.5 2.3 2.1

Core PCE(YoY % ) 1.2 1.6 1.6 1.9 1.6 1.4 3.5 5.3 4.2 2.9 2.9 2.8 2.2 2.8 2.5 2.3

Unemployment(%) 5.0 4.7 4.1 3.9 3.6 6.7 3.9 3.5 3.8 4.1 4.3 4.4 4.3 4.4 4.5 4.6

Federal Deficit(%) 2.4 3.1 3.4 3.8 4.6 14.7 12.1 5.4 6.2 6.4 6.1 6.4 6.5 6.0 6.4 6.3

Government Debt/GDP(%) 72.2 76.0 75.7 77.1 78.9 98.6 96.9 95.0 96.0 97.8 101.3 102.4 104.5 99.9 102.0 104.0

Fed Funds Rate(%) 0.20 0.55 1.33 2.40 1.55 0.09 0.07 4.33 5.33 4.33 3.83 3.26 3.17 3.58 3.33 3.33

10-Year Bond(%) 2.3 2.5 2.4 2.7 1.9 0.9 1.5 3.9 3.9 4.6 4.09 4.06 3.99 4.10 3.90 3.80

US$ Index(year-end) 98.7 102.4 92.3 96.1 96.4 90.0 96.0 103.5 101.4 108.5 98.3 95.5 94.7 99.0 102.0 98.0

Bank Asset(YoY % ) 3.8 3.2 4.8 1.6 4.3 15.6 10.2 1.2 1.8 1.3 - - - 3.6 4.2 3.3

Housing Price(YoY % ) 7.2 4.5 5.7 3.3 7.8 12.6 16.0 2.1 4.1 5.8 - - - 1.5 0.0 (0.7)

2019 2020 2021 2022 20232015 2016 2017 2018 2024
Bloomberg Median CMBI Forecast
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Eurozone  

The GDP growth in Eurozone exceeded market expectations in 2025, driven by a 

successful disinflation, rapid interest rate cuts by the ECB, accelerated corporate 

investment, and low base effects. In 2026, we project Eurozone economic growth to slightly 

moderate due to slowing global trade, a modest tightening of financial conditions, and 

diminishing low base effects. Nevertheless, supported by a low-interest-rate environment, 

a robust labor market, healthy private sector balance sheets, a more active fiscal policy, 

and a potentially improving situation in the Ukraine crisis, the Eurozone economy is 

expected to remain resilient, with its growth rate staying close to its potential. Household 

consumption should continue to be the core driver of economic growth; the real estate 

market could see a continued mild recovery; while the growth rates of international trade 

and corporate investment are expected to slow. Inflation may gradually return to the ECB's 

target level, creating favorable conditions for stable economic operation. The ECB is 

expected to cautiously conclude its easing cycle after one more rate cut. Fiscal policy will 

become more proactive, increasing investment in defense, infrastructure, and strategic 

industries. Industrial policy will focus on green transition, digital applications, and supply 

chain security, aiming to enhance the Eurozone's strategic autonomy and global 

competitiveness. Money market rates are expected to decline slightly, government bond 

yields to rise moderately, the EUR/USD exchange rate to first appreciate then depreciate, 

and the stock market to experience moderate gains. 

Economic Outlook 

Eurozone economic growth may moderate slightly. We project GDP growth to 

decrease from 1.4% in 2025 to 1.2% in 2026. In 2025, Eurozone economic growth beat 

market expectations, with a YoY GDP growth of 1.5% in the first three quarters, higher than 

its potential rate. Eurozone was the first large developed economy to see its inflation fall to 

the target, prompting the ECB to implement more substantial interest rate cuts than peers. 

Low interest rates boosted real estate, durable goods consumption, and corporate 

investment. Due to low base effects, anticipated tariff increases, and the AI revolution, 

goods exports and corporate investment grew rapidly. Household consumption growth was 

resilient as the labor market remained robust, with declining unemployment and stable 

wage growth. In 2026, we expect Eurozone economic growth to moderate slightly due to 

base effects, weakening foreign trade, and moderately tightening financial condition.  As 

GDP growth increased from 0.4% in 2023 and 0.9% in 2024 to 1.4% in 2025, the year-on-

year base for 2026 will be higher. Rising global tariffs and strengthened export controls will 

lead to cooling demand and supply chain disruptions, causing Eurozone foreign trade to 

weaken and negatively impacting economic growth. With the ECB's rate-cutting cycle 

nearing its end and countries like Germany expanding fiscal stimulus, Eurozone 

government bond yields may rise moderately, leading to a slight tightening of financing 

conditions. However, Eurozone interest rates remain low, the labor market and private 

sector balance sheets are healthy, fiscal expansion is increasing, and the Ukraine crisis 

may improve, all of which could support Eurozone economic growth to come close to its 

potential rate. 

Household consumption should remain the main driver of economic growth. we 

project household consumption at constant price to grow by 1.3% in 2026, contributing over 

60% to GDP growth. The labor market is expected to remain robust, with the unemployment 

rate projected to fall from 6.3% at end-2025 to 6.2% at end-2026, and wages continuing to 

grow steadily. Recent PMI data indicate a continuous contraction in manufacturing, but the 

services sector, which absorbs the most employment, continues to expand, with the 

services employment index remaining stable. Oil prices are expected to decline further, 

and inflation may moderate slightly, leading to continued increases in real-term income. 
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Low interest rates are conducive to the expansion of consumer credit, thereby supporting 

sustained consumption growth. A downside risk for consumption is the gradual rise in the 

household savings rate, which may reflect consumer concerns about future economic 

uncertainty and the instability caused by social security reforms in some member countries. 

The housing market is expected to continue its recovery, though at a slower pace. 

We forecast Eurozone housing sales and price growth to decrease from 7% and 4.5% in 

2025 to 5% and 3.5% in 2026, respectively. As the ECB's rate-cutting cycle nears its end 

and the Eurozone collectively increases fiscal expansion, government bond yields will rise 

moderately, leading to a slight rebound in mortgage rates. Coupled with continuously rising 

home prices, household housing affordability may slightly decline, slowing the growth of 

housing sales. Concurrently, high inflation over the past three years, reduced immigrant 

labor, and green environmental regulations have suppressed new housing starts and 

construction, resulting in slow housing supply growth. This will also hinder the pace of 

housing sales but will provide support for house prices. 

Merchandise trade growth is likely to decline. Eurozone goods trade volume growth is 

projected to decrease from 3% in 2025 to 2% in 2026. Slower global growth and inflation, 

together with rising trade barriers and tighter export controls, will slow global goods trade. 

The Eurozone's export competitiveness continues to weaken, and its share in global 

exports may further decline. If a peace agreement is reached between Russia and Ukraine, 

trade between the Eurozone and Russia could potentially resume in phases, becoming a 

future growth highlight, but this would not alter the overall trend of Eurozone trade growth. 

Corporate investment growth is expected to slow significantly. The growth rate of 

fixed capital formation at constant price in the Eurozone is projected to decrease from 3.3% 

in 2025 to 1.3% in 2026. The low base effect that supported corporate investment growth 

is diminishing. Following the Russia-Ukraine war, capital formation at constant price in the 

Eurozone declined by over 2% for two consecutive years in 2023-2024, creating a low base 

effect. In the first half of 2025, year-on-year growth turned positive, reaching 5.2%, with a 

full-year growth possibly at 3.3%. This low base effect will recede in 2026. While slowing 

trade growth will have a negative impact on corporate investment, sustained economic 

expansion, profit growth, a low-interest-rate environment, and more expansionary fiscal 

policies will positively influence corporate investment. The increasing importance of supply 

chain security should also provide a boost to corporate investment. 

Inflation may decline slightly. We forecast Eurozone CPI and core CPI growth rates to 

decrease from 2.1% and 2.4% in 2025 to 1.9% and 2.1% in 2026, respectively. Energy 

prices may continue to fall,  first at an accelerating pace, then at a slower pace, due to 

increased crude oil production from OPEC+ and the US, and global electrification replacing 

oil demand. The year-on-year growth of Eurozone CPI for electricity, gas, and other fuels 

decreased from 2.5% in 1Q25 to 0.4% in 2Q, -0.6% in 3Q, and -1.2% in October. It is 

projected to fall to -1.5% in 1H26 and then rise to -0.5% in 2H26. Food inflation may 

moderate slightly, with Eurozone food and beverage CPI growth rising from 1.85% in 2H24 

to 2.5% in 1H25 and 2.8% in October, before potentially falling to 2.4% in 2026. The 

widespread application of AI may partially substitute elementary labor, potentially reducing 

employment demand and lowering wage growth, which could contribute to a decline in 

services inflation. 

Macro Policies 

Eurozone fiscal expansion is likely to intensify. The Eurozone's fiscal deficit rate is 

likely to increase from 3.2% in 2025 to 3.4% in 2026, and the government debt ratio may 

rise from 89.4% in 2025 to 91.3% in 2026. The increase in the fiscal deficit rate is primarily 
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due to increased defense spending, rising interest expenditures, and widening fiscal 

revenue gaps in some member states. With Trump's "America First" policy potentially 

reducing US defense commitments to Europe, Europe is compelled to strengthen its 

autonomous defense capabilities, leading to a significant increase in defense spending. 

The EU plans to raise defense spending as a percentage of GDP from 1.9% in 2024 to 3.5% 

by 2035, with Germany's 2026 defense budget seeing a substantial 32% increase to €83.7 

billion. Due to rising government bond yields, fiscal interest expenditures are growing 

rapidly, further pushing up the fiscal deficit. From 2022 to 2024, the growth rate of fiscal 

interest expenditures consistently exceeded 10%, with the fiscal interest expenditure-to-

GDP ratio rising from 1.45% in 2021 to 1.9% in 2024. In 2025, some member states, such 

as France, underwent fiscal tightening, leading to a significant reduction in their fiscal deficit 

rates. The EU's Recovery and Resilience Facility (RRF) provides funding to member states 

for green transition, digitalization, and infrastructure, partially offsetting the negative impact 

of fiscal tightening on economic growth. Payment requests for the RRF are due by the end 

of August 2026, requiring member states to accelerate their spending to avoid the risk of 

funds being reclaimed. Furthermore, the EU's 2026 budget proposal includes the Next 

Generation EU plan, which will provide an additional €105.33 billion to foster strategic 

emerging industries, transform traditional manufacturing, and promote digital development. 

These funds, as a supplement to fiscal policy, should boost Eurozone economic growth. 

ECB rate-cutting cycle is nearing its end. The ECB is likely to implement one more rate 

cut in 2026, bringing the main refinancing rate down from 2.15% at the end of 2025 to 1.9% 

at the end of 2026. Since 4Q23, Eurozone inflation has significantly decreased, reaching 

2% in 2Q25 ahead of other major developed economies. The ECB was thus able to initiate 

substantial rate cuts, with the main refinancing rate falling to 2.15% by June 2025, 

approaching the neutral rate level. In 1H25, Eurozone economic growth outperformed 

market expectations, and inflation saw a slight rebound, leading the ECB to pause rate cuts 

at three consecutive meetings. In 2026, with Eurozone GDP growth slightly moderating but 

remaining near its potential, and inflation slightly receding but still around the target level, 

the ECB may implement one further rate cut, bringing the main refinancing rate to 1.9%. 

The ECB is managing its Pandemic Emergency Purchase Programme (PEPP) and Asset 

Purchase Programme (APP) through a phased and gradual natural maturity approach, 

though the pace of Quantitative Tightening (QT) has significantly slowed. The reduction in 

the ECB's asset holdings decreased from €1 trillion in 2023 to €578.2 billion in 2024 and 

€200 billion in the first 11 months of 2025. Currently, the ECB's asset size stands at €6.16 

trillion, which is €1.47 trillion higher than at the end of 2019. 

Eurozone industrial policy to focus on green transition, digitalization, and supply 

chain security. The Net-Zero Industry Act requires EU member states to penalize 

companies that fail to meet CO2 capture obligations starting from June 2026. The EU will 

prioritize the application of AI in 14 strategic sectors, including advanced manufacturing, 

aerospace, agriculture, finance, and public services, and accelerate the construction of AI 

factories and computing infrastructure. The EU will abolish the tariff exemption for small 

imported parcels under €150, meaning all goods entering the EU, regardless of value, will 

be subject to tariffs by law. The EU aims to attract net-zero technology projects to Europe 

and incentivize local manufacturing through simplified approvals, fiscal support, and limiting 

the proportion of single-source supply. For example, if a single third country accounts for 

over 50% of the supply of a specific technology or critical component, the participation ratio 

of products from that country will be restricted. These industrial policies should accelerate 

the development of green industries in the Eurozone, such as renewable energy, electric 

vehicles, heat pumps, and hydrogen, promote the widespread application of AI technology 

in sectors like automotive, healthcare, and energy, attract companies from countries like 
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China to establish production bases in Europe, and help countries such as Germany, 

Poland, and Hungary become new clusters for green technology industries. 

Financial Markets 

Money market rates may decline slightly while government bond yields might continue to 

rise moderately with a steepening yield curve. We project the 1-week Euribor to decrease 

from 1.92% at end-2025 to 1.7% at end-2026. Money market rates move in tandem with 

policy rates, and the ECB may implement a further 25bps cut in 2026, leading to a 

corresponding decline in the 1-week Euribor. German and French 10-year government 

bond yields are expected to rise from 2.7% and 3.5% respectively at end-2025 to 2.85% 

and 3.6% at end-2026. Long-term government bond yields reflect market expectations for 

future fiscal policy, economic growth, and inflation prospects. In 2026, Germany will 

intensify its fiscal expansion, with the fiscal deficit rate projected to increase from 3.3% in 

2025 to 3.7% in 2026. This will both increase the supply of government bonds and elevate 

future growth and inflation prospects, thereby pushing up government bond yields. The 

German economy has emerged from recession and is entering a recovery phase, with GDP 

growth projected to rise from 0.3% in 1Q26 to 1.4% in 4Q26. German inflation may 

gradually stabilize, with CPI growth projected to fall from 2.2% in 4Q25 to 2% in 1Q26, then 

stabilizing around 2% in Q2 and Q3. France has maintained a high fiscal deficit ratio for 

many years and is required by the EU to reduce it to 3% by 2029, facing pressure for fiscal 

consolidation. The fiscal deficit rate is projected to decrease from 5.4% in 2025 to 4.8% in 

2026. However, French fiscal tightening could trigger public opposition and government 

changes, increasing political instability and bond yield volatility. French economic growth 

may flatten, and inflation could see a slight rebound, which would exert some upward 

pressure on government bond yields. 

EUR/USD exchange rate is likely to appreciate first, then depreciate. The EUR/USD 

exchange rate may rise from 1.16 at end-2025 to 1.21 by the end of June 2026, then fall 

back to 1.18 by the end of the year. In the first half of the year, US economic growth and 

inflation are expected to decline faster than in the Eurozone, and the Federal Reserve's 

rate cuts will likely exceed those of the ECB, leading to a narrowing of the US-Eurozone 

interest rate differential. Concurrently, continued interference from Trump with the Fed's 

independence and the potential nomination of a very dovish individual as the next Fed 

Chair could fuel market expectations for the Fed to restart balance sheet expansion, putting 

downward pressure on the US dollar. In the second half of the year, US inflation may 

rebound, US bond yields could recover, and the US-Eurozone forward interest rate 

differential might widen, leading to a slight rebound in the Dollar Index. Uncertainty 

surrounding the US midterm elections could also heighten market risk aversion, which 

tends to be favorable for the dollar. 

Eurozone stock market may continue to rise, but with significantly reduced gains. 

The MSCI Eurozone Index is projected to increase by approximately 8% in 2026. Currently, 

Eurozone equity valuations are reasonable; the MSCI Eurozone Index's 2025 forward PE 

is about 16.2x, slightly above its 10-year average of 15.7x. However, corporate profitability 

is also better than the historical average, with the latest ROE for the MSCI Eurozone Index 

at approximately 11.5%, significantly exceeding the 10-year average of 9.7%. According to 

Bloomberg consensus, the average annual EPS growth for the MSCI Eurozone Index is 

expected to be 7.9% for 2025-2026, surpassing the 10-year compound annual growth rate 

of 4.2%. In 1H25, the appreciation of the Euro against the US dollar led Eurozone equities 

to significantly outperform US stocks. However, in 2H25, as the Euro depreciated against 

the US dollar, Eurozone equities began to lag behind US stocks, primarily due to rising 

political uncertainty in France, an escalation of the Russia-Ukraine conflict, and intensified 
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US-China trade frictions. Eurozone equities, with a higher proportion of industrial, raw 

materials, and financial sectors, were more vulnerable to trade and geopolitical tensions. 

In 2026, the Eurozone economy is expected to continue its stable growth, with increased 

fiscal expansion and a robust labor market, suggesting moderate gains for Eurozone 

equities. We are relatively optimistic about Financials (2025 forward PE 10.8x, latest ROE 

12.9%, benefiting from a steepening yield curve), Industrials (2025 forward PE 21.7x, latest 

ROE 17.4%, benefiting from more expansionary fiscal policies and the re-industrialization 

of Europe), Consumer Staples (2025 forward PE 17.9x, latest ROE 11.4%, benefiting from 

falling energy prices and a stable labor market), and Utilities (2025 forward PE 15.2x, latest 

ROE 12.5%, benefiting from the energy transition). 

 

Figure 2: Eurozone Economic Indicators 

 
Source: Bloomberg, Wind, CMBIGM estimates  
 

 

 

  

2025F 2026F 2027F 2025F 2026F 2027F

Nominal GDP(US$trn) 11.8 12.1 12.8 13.9 13.6 13.3 14.9 14.5 15.9 16.5 19.2 20.5 21.0 17.6 19.3 20.2

GDP per Capita(US$th) 34.5 35.2 37.2 40.1 39.2 38.2 43.0 41.4 45.1 46.9 - - - 49.7 54.4 56.7

Nominal GDP (YoY % ) 3.5 2.7 3.8 3.3 3.3 (4.3) 8.6 9.0 6.6 3.9 3.5 2.9 3.4 3.8 3.3 3.2

Real GDP (YoY % ) 2.1 1.8 2.6 1.8 1.6 (6.0) 6.4 3.6 0.4 0.9 1.4 1.1 1.4 1.4 1.2 1.2

CPI(YoY % ) 0.2 0.2 1.5 1.8 1.2 0.3 2.6 8.4 5.5 2.4 2.1 1.8 2.0 2.1 1.9 2.0

Core CPI(YoY % ) 1.1 0.8 1.0 1.0 1.1 0.7 1.5 4.0 5.0 2.9 2.4 2.1 2.0 2.4 2.1 2.0

Unemployment(% ) 10.6 9.8 8.7 7.9 7.5 8.2 7.1 6.7 6.5 6.3 6.3 6.3 6.1 6.3 6.2 6.1

Government Deficit(%) 2.0 1.5 1.0 0.4 0.5 7.0 5.1 3.4 3.5 3.1 3.3 3.4 3.3 3.2 3.4 3.5

Government Debt/GDP(%) 91.0 89.9 87.5 85.5 83.6 96.5 93.8 89.3 87.0 88.1 - - - 89.4 91.3 93.4

Policy Rate(%) 0.00 0.00 0.00 0.00 0.00 0.00 0.00 2.50 4.50 3.15 1.99 1.97 2.05 2.15 1.90 1.90

Germany 10-Year Bond(%) 0.64 0.19 0.42 0.23 (0.21) (0.56) (0.21) 2.51 2.02 2.39 - - - 2.70 2.85 2.90

France 10-Year Bond(%) 1.00 0.68 0.79 0.71 0.12 (0.34) 0.19 3.11 2.56 3.19 - - - 3.50 3.60 3.65

EUR/USD (year-end) 1.09 1.05 1.20 1.15 1.12 1.23 1.13 1.07 1.11 1.04 1.17 1.21 1.20 1.16 1.18 1.19

Bank credit(YoY % ) 2.3 4.6 2.7 2.0 2.3 9.3 5.5 2.0 0.2 1.1 - - - 2.2 2.0 2.0

Housing Price(YoY % ) 2.6 4.6 4.6 4.7 4.5 5.6 9.5 3.1 (1.3) 4.1 - - - 5.0 3.5 2.5

2024
Bloomberg Median CMBI Forecast

2019 2020 2021 2022 20232015 2016 2017 2018
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Japan 

We project Japan's economic growth to slow significantly in 2026, with GDP growth 

expected to decrease from 1.3% in 2025 to 0.6%. This slowdown is attributed to the fading 

of boosting effects such as low base effects, front-loaded exports, and corporate inventory 

accumulation. Benefiting from labor shortages and rising wages, household consumption 

may continue to grow, but its growth rate may decline to 0.7% due to high base effects and 

inflation eroding purchasing power. Real estate prices may continue to rise but with 

narrower gains, as demand in core cities remains strong, while new housing starts are still 

constrained by land and labor shortages and rising construction material costs. Goods 

export growth could see a slight rebound, primarily supported by a recovery in export prices, 

with volume growth remaining weak. Corporate equipment investment may moderate 

slightly. Inflation is expected to fall significantly, with CPI growth projected to decrease from 

3.2% in 2025 to 2.1% in 2026, though services inflation could remain sticky. We expect the 

Bank of Japan (BOJ) to raise interest rates twice in the next 12 months, bringing the policy 

rate to 1%, and Quantitative Tightening (QT) may proceed slowly. Fiscal expansion may 

intensify, with the fiscal deficit rate rising to 3.4%. The Japanese government's fiscal 

stimulus, focusing on public welfare, technology, and defense, may exacerbate concerns 

about debt sustainability. Money market rates may continue to rise, and the 10-year 

government bond yield may reach 2%. The Japanese Yen (JPY) against the US Dollar 

(USD) is expected to first appreciate then depreciate, reaching 152 by year-end. The stock 

market may continue to rise but with reduced gains, narrowing to 8%. Given elevated 

valuations, attention is advised for undervalued sectors with high ROE such as industrials, 

financials, and utilities. 

Economic Outlook 

Japan's economic growth is expected to slow significantly. We project GDP growth to 

decrease from 1.3% in 2025 to 0.6% in 2026. Japan's better-than-expected economic 

growth in 2025 was primarily due to low base effects, sustained wage increases supporting 

consumption growth, front-loaded exports and corporate inventory accumulation driven by 

tariff expectations, strong corporate equipment investment, and a recovering real estate 

market. Japan's GDP decline of 0.2% in 2024 created a low base effect, and private real 

consumption year-on-year growth rose from -0.3% in 2024 to 1.3% in the first three quarters 

of 2025, contributing 44% to GDP growth. Benefiting from low base effects and front-loaded 

exports due to tariff expectations, real net exports year-on-year growth increased from -

10.1% in 2024 to 12% in the first three quarters of 2025, with real export growth rising from 

0.7% to 4.4%. Companies increased inventory accumulation, with private real inventory 

changes growing by 233.4% year-on-year in the first three quarters of 2025, contributing 

20% to GDP growth. Supported by improved profitability, the repatriation of Japanese 

companies, and increased AI capital expenditures, corporate real equipment investment 

grew by 2.8% year-on-year in the first three quarters of 2025, contributing 28.7% to GDP 

growth. Private residential investment saw a narrowing decline due to the recovery of real 

estate in core cities like Tokyo. In 2026, the low base effect on economic growth will 

diminish. Front-loaded exports and corporate inventory accumulation will create high base 

effects and demand overdraft, leading to a significant slowdown in export and corporate 

inventory investment growth. Rising inflation, housing prices, and interest rates may also 

somewhat curb consumption. Consequently, Japan's GDP growth may decline significantly.  

We believe four factors will support Japan's economic growth in 2026: First, household 

consumption may continue to grow. Structural labor shortages due to an aging population, 

and growth in services like tourism, education, and healthcare, may sustain expanding 

labor demand, keeping unemployment low and wages growing steadily. Second, corporate 

equipment investment will maintain growth. Supporting factors include: rising US-China 
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conflict risks and demand for supply chain autonomy and security driving Japanese 

companies to invest back home; the AI technology revolution stimulating increased capital 

expenditure by tech companies; and government mechanisms like industrial funds and 

fiscal policies encouraging corporate investment. Third, rising housing sales and prices will 

boost real estate project returns, potentially stimulating residential investment. Fourth, the 

Sanae Takaichi government plans to implement a JPY21.3 trillion fiscal stimulus, which 

may lead to a rebound in government spending growth, providing some support to 

economic growth. Quarterly trends suggest that GDP growth may be lower in the first half 

and higher in the second half, with a significant decline in the first half followed by 

stabilization and recovery in the second half. 

Private consumption could remain the main driver of economic growth in 2026. We 

project real private consumption growth to decrease from 1.2% in 2025 to 0.7% in 2026. 

Wage growth is the core factor supporting private consumption. Japan's labor market faces 

a structural imbalance of supply and demand, with the job-offer-to-applicant ratio 

consistently above 1.2 and the new job-offer-to-applicant ratio consistently above 1.8 in 

recent years, and the unemployment rate stable at a low 2.5%. On one hand, extreme 

population aging leads to shrinking labor supply, with the working-age population 

decreasing from 75.09 million in 2020 to 73.73 million in 2024, and to fall to 59.50 million 

by 2030, based on our estimates. On the other hand, the industrialization of information 

technology, real estate market recovery, population aging, and booming inbound tourism 

and international education support expanding labor demand in sectors such as information 

and communication, real estate, healthcare services, living and personal services, and 

education services. Since 2020, employment in these sectors has cumulatively grown by 

26.6%, 11.4%, 11.3%, 5.1%, and 4.7% respectively. In 2025, Japan's "Shunto" (spring 

wage negotiations) achieved an average wage increase of 5.25%, exceeding 5% for the 

third consecutive year and marking the highest record since 1991, definitively breaking the 

long-term wage stagnation of the "lost three decades." As Japanese corporate confidence 

remains high and structural labor shortages persist, Japanese wages are likely to maintain 

rapid growth in 2026, supporting continued expansion of private consumption. A recent 

Reuters survey showed that 72% of Japanese companies surveyed believe wage 

increases in 2026 will be roughly similar to 2025; a November survey by the Japan Center 

for Economic Research indicated that economists' median forecast for average corporate 

wage increases in Japan in 2026 is 4.88%. However, due to base effects and inflation 

eroding real wages, private consumption growth could significantly decline in 2026. In 

terms of consumption structure, service consumption will grow faster than goods 

consumption, with tourism, dining, accommodation, personal living services, and education 

consumption maintaining relatively rapid growth. 

Japan's real estate market may continue its upturn cycle yet gains may moderate. In 

2025, Japan's real estate gains accelerated. In the first three quarters, year-on-year 

transaction volumes for second-hand condominiums in the Tokyo metropolitan area and 

the Kinki region grew by 31.3% and 22.3% respectively, significantly exceeding the full-

year growth rates of 3.5% and 4.5% in 2024. The average transaction prices for second-

hand condominiums in the Tokyo metropolitan area and the Kinki region grew by 7.9% and 

4.5% year-on-year in the first three quarters, while the full-year year-on-year growth in 2024 

was 6.8% for both. However, new housing starts accelerated their decline, with the number 

of new housing starts falling by 8% year-on-year in the first three quarters, exceeding the 

declines in 2024 (-3.3%) and 2023 (-4.6%). In 2026, Japan's housing sales may continue 

to grow but at a significantly slower pace, new housing starts may continue to shrink, and 

housing prices may continue to rise but with a slight moderation in gains. Reasons for 

continued growth in housing sales: Population continues to concentrate in core urban areas, 

supporting growth in housing demand in core cities; per capita wages are growing rapidly 
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and gradually exceeding inflation, and female labor force participation has significantly 

increased, leading to continued positive growth in household real income; the central 

bank's interest rate hike process lags behind the inflation cycle, and real interest rates 

remain deeply negative, supporting housing and credit demand; with easing USD liquidity, 

the JPY depreciating to historical lows, and Japan's economic re-inflation, overseas 

investors' demand for real estate in core areas of core cities like Tokyo is heating up, with 

foreign buyers maintaining around 30% of transactions. Reasons for a significant slowdown 

in housing sales growth: High base effects; as housing prices and government bond yields 

rise, Japanese household housing affordability may decline; rising housing prices and rents 

are causing social pressure, and the Japanese government may tighten policies on foreign 

real estate purchases. Reasons for continued contraction in new housing starts: Land 

supply shortages, as Japan's urbanization rate exceeds 90%, and core areas of core cities 

lack undeveloped land, while rising land prices exacerbate difficulties for developers to 

acquire land; labor supply shortages, as the average age of Japanese construction workers 

exceeds 50, and young people are reluctant to enter the industry, leading to labor shortages; 

rising construction costs, with the estimated cost of new residential construction reaching 

JPY263,000/sqm in August 2025, a cumulative increase of 28% compared to five years 

ago, and expected to continue rising in 2026. 

Merchandise export growth may see a slight rebound. We expect Japan's goods export 

value growth in JPY terms to increase from 2.7% in 2025 to 3% in 2026, primarily because 

the average price of goods exports may shift from a 0.7% decline in 2025 to a 0.5% 

increase in 2026, while the growth rate of goods export volume (excluding price effects) 

mqy moderate. In 2025, Japan's goods export value growth significantly declined, largely 

dragged down by export prices shifting from growth to decline. After the US implemented 

"reciprocal tariffs" in April, Japanese exporters bore part of the tariff burden, and Japan's 

export price index year-on-year growth plummeted from 1.9% in Q1 to -6% in Q2. After the 

US-Japan trade agreement reduced tariffs, Japan's export price index year-on-year growth 

gradually recovered, with the full-year growth expected to fall sharply from 7.1% in 2024 to 

-0.7% in 2025. In 2026, global economic and trade growth may slow, and Japan's goods 

export volume growth may also decline. However, benefiting from diminishing tariff impacts, 

rising commodity prices, and improving deflationary pressures in China, Japan's goods 

export price growth may increase, supporting a slight rebound in Japan's goods export 

value growth. In terms of export product structure, the proportion of automobiles, chemicals, 

and traditional machinery may decrease, while high-end automation equipment, robots, 

intelligent transportation equipment, and semiconductor materials and equipment may 

increase. In terms of export destination structure, the proportion of emerging markets such 

as ASEAN, India, and the Middle East may rise, while the proportion of the US, Europe, 

and China may decrease. 

Corporate equipment investment growth may decline. We expect the growth rate of 

corporate equipment investment at constant prices to decrease from 2.8% in 2025 to 2% 

in 2026. Factors supporting continued growth in corporate equipment investment include: 

continued rising demand for supply chain autonomy and security, leading Japanese 

companies to increase domestic production capacity and supply chain investment; 

continued reflation in Japan, with stable expansion of corporate revenue and profits 

supporting increased corporate investment; persistent labor supply-demand imbalance and 

labor shortages, forcing companies to increase equipment investment to replace manual 

labor and improve labor productivity; expanding AI applications and growth in related 

product exports, promoting equipment investment in AI infrastructure, semiconductors, and 

other fields; strong demand for corporate digital transformation, boosting investment in 

software and IT equipment; and accelerated green transition under carbon neutrality 

targets, increasing corporate environmental equipment investment. Reasons for the 
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decline in corporate equipment investment growth: rising base effects; and declining 

consumption and export growth. 

Inflation is expected to decline. Japan's CPI and core CPI growth rates are projected to 

decrease from 3.2% and 3.1% in 2025 to 2.1% and 2.2% in 2026, respectively. Since 2024, 

Japan's inflation has continuously risen, accelerating in the first half of 2025. Firstly, a 

severe drought in the summer of 2024 led to reduced rice production, a Nankai Trough- 

earthquake warning triggered panic buying by consumers, high tariffs and import quotas 

locked down rice imports, and agricultural cooperatives controlled over 90% of distribution 

channels, monopolizing pricing, causing a surge in rice prices and pushing up food inflation. 

Secondly, labor shortages led to continuous wage increases, causing a significant rise in 

inflation for labor-cost-sensitive services like dining and household services. Finally, the 

Japanese government suspended electricity and natural gas subsidies in Q2 2024, leading 

to utility price hikes, which were later reinstated, but the utility price increases had already 

begun to transmit through the economy. In 2026, Japan's inflation will significantly decline 

but will still exceed the 2% target. Due to base effects, food and utility inflation will decrease 

significantly. However, the decline in services inflation may be relatively smaller. On one 

hand, tight supply and demand in the rental market and rising prices may continue. On the 

other hand, labor shortages will support continuous wage increases, and the "Shunto" 

(spring wage negotiations) wage increase in 2026 may exceed 4%, with wage increases 

and service price increases mutually reinforcing each other. 

Macro Policies 

Japan's fiscal expansion may intensify. The fiscal deficit rate is projected to increase 

from 3.2% in 2025 to 3.4% in 2026. In November 2025, Japan's new Prime Minister 

approved a JPY 21.3 trillion (equivalent to 3.4% of 2025 GDP) fiscal stimulus package, of 

which JPY 17.7 trillion (equivalent to 2.8% of 2025 GDP) is allocated for the supplementary 

budget for fiscal year 2025 (April 2025 to March 2026). However, higher-than-expected 

fiscal revenue and unused funds from previous fiscal budgets may partially offset the 

impact of the stimulus package on the 2025 and 2026 fiscal deficits. Japan's fiscal stimulus 

package has three main priorities: First, approximately JPY 11.7 trillion (55% of the total) 

to support households and regional livelihoods, including JPY 500 billion for household 

energy subsidies, JPY 400 billion for child cash benefits, an increase of JPY 1.2 trillion in 

income tax exemptions, temporary abolition or reduction of gasoline tax by JPY 1 trillion, 

and JPY 2 trillion in grants to local governments to support regional livelihoods. Second, 

approximately JPY 7.2 trillion (33.8% of the total) to support strategic industries, supply 

chain security, and economic growth, focusing on investment in emerging technologies 

such as artificial intelligence, semiconductors, and chips to promote industrial upgrading, 

establishing a 10-year special fund for the shipbuilding industry, and enhancing energy 

security and supply chain resilience. Third, approximately JPY 1.7 trillion (8% of the total) 

for defense capability building, increasing the defense expenditure-to-GDP ratio, and 

strengthening defense capabilities in the southwestern islands. Japan's fiscal stimulus plan 

exacerbates market concerns about the high level of Japanese government debt. Currently, 

Japan's government debt ratio is as high as around 230%, posing significant challenges to 

debt sustainability and putting further upward pressure on government bond yields. 

BOJ may continue to slowly push forward policy rate hikes and QT. BOJ employs a 

multi-objective approach, striving for a balance between inflation control, fiscal prudence, 

exchange rate stability and economic growth. With continued economic growth, rising 

housing prices and inflation consistently exceeding the target, the BOJ will continue to raise 

interest rates. However, after experiencing "two lost decades" and prolonged deflation, the 

BOJ is very cautious about monetary policy tightening, with rate hikes proceeding very 
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slowly. We expect BOJ to raise rates once in December 2025 or January 2026, and again 

in June or July 2026, bringing the policy rate from the current 0.5% to 1% by the end of 

2026. Japan's monetary policy remains very loose; based on the Taylor Rule, the 

appropriate policy rate for the next year is 1.5%-2%. Currently, real interest rates are still 

deeply negative, stimulating credit expansion, housing price increases, and high inflation. 

The QT cycle may continue but at a slower pace. The BOJ's Monetary Policy Meeting in 

June 2025 decided to slow down the pace of QT starting in 2Q26, reducing bond purchases 

by JPY 200 billion per quarter, compared to JPY 400 billion per quarter from August 2024 

to March 2026. The June 2026 Monetary Policy Meeting will conduct a mid-term review of 

the QT plan and decide whether to make further adjustments based on market conditions. 

The BOJ's government bond holdings are likely to decrease to JPY 550 trillion by the end 

of 2025 and JPY 510 trillion by the end of 2026. The BOJ plans to sell JPY 330 billion worth 

of stock ETFs annually but will seek to minimize the market impact. Japanese financial 

institutions are important investors in international bond markets, and the JPY has long 

been a key funding currency for international carry trades. Changes in the BOJ's monetary 

policy have significant implications for global markets. BOJ rate hikes and rising Japanese 

government bond yields are negative for global bonds and stocks. 

Financial Markets 

Money market rates will likely gradually rise in the policy rate hike cycle. We expect 

the 7-day TIBOR to increase from the current 0.5% to 1% by the end of 2026. Japan's 

money market rates are determined by the central bank's policy rates. Currently, Japan's 

real interest rates are deeply negative, credit growth is picking up again, stock market 

valuations are high, housing price increases in core cities are expanding, and wage growth 

and inflation are elevated, indicating risks of asset bubbles and economic overheating. The 

BOJ will continue to raise interest rates. However, having experienced long-term deflation, 

the BOJ is very slow in raising rates. It may raise rates twice before the end of 2026, and 

the 7-day Tibor will follow the policy rate from the current 0.5% to 1% by the end of 2026. 

Treasury bond yields may continue to rise. The 10-year Japanese government bond 

(JGB) yield may increase from 1.85% at end-2025 to 2% at end-2026. Japan's monetary 

policy remains very loose, supporting continued increases in credit, the stock market, and 

the housing market. Economic growth continues to exceed its potential, and inflation 

remains high. In this macroeconomic environment, Japanese government bond yields may 

continue to rise. The government bond yield curve may steepen because the BOJ's slow 

pace of rate hikes, on one hand, limits the rise in short-term government bond yields, and 

on the other hand, allows economic overheating to push up long-term government bond 

yields. The slower the BOJ raises rates, the larger the increase in long-term government 

bond yields. The continuous rise in Japan's long-term government bond yields will increase 

government financing costs, posing a challenge to government debt sustainability and 

triggering financial-market volatility risks. As Japanese financial institutions are important 

investors in US and European bond markets, a continuous rise in Japan's long-term 

government bond yields and term premiums will have spillover effects on US and European 

bond markets. 

JPY may first appreciate and then depreciate against US dollar. The USD/JPY 

exchange rate is likely to decrease from 155 at the end of 2025 to 145 by the end of June 

2026, then rise to 152 by the end of 2026. In the first half of 2026, USD liquidity will be 

looser, the Federal Reserve may further cut interest rates and restart balance sheet 

expansion, and the next Fed Chair candidate may exaggerate dovish stances to 

demonstrate loyalty, leading to a significant weakening of the US dollar. Meanwhile, 

Japan's economic growth continues to exceed its potential, and inflation remains above 
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target. The BOJ may further raise interest rates and continue to reduce asset purchases, 

potentially narrowing the US-Japan interest rate differential, and the JPY may rebound 

against the USD. In the second half of 2026, due to loose USD liquidity and further 

economic stimulus from the White House before the midterm elections, US economic 

growth and inflation may rebound. After the new Fed Chair takes office, to establish 

credibility and influence, they may adopt a more politically neutral stance compared to the 

candidate phase, and monetary policy may reach an inflection point, leading to a rebound 

in the US dollar index and a weakening of the JPY against the USD. 

Japan's stock market may continue to rise yet with significantly reduced gains. We 

expect the Nikkei 225 index growth to decrease from 21% in 2025 to approximately 8% in 

2026. Currently, the Nikkei 225 index's 2025 forward PE is about 17.9x, higher than its 10-

year average PE (17.1x). The average annual compound EPS growth for the Nikkei 225 

index is projected to be 6.4% for 2025-2026. Positive factors supporting the rise in the 

Japanese stock market include: the global AI bubble cycle; the repatriation of Japanese 

capital from the US during a period of USD depreciation; and the new Japanese cabinet's 

fiscal stimulus boosting earnings expectations and optimism. Negative factors that may 

significantly narrow the gains in the Japanese stock market include: three consecutive years 

of significant gains from 2023-2025, leading to excessive market optimism; and risks of 

economic overheating and high inflation. We are relatively optimistic about Industrials (2025 

forward PE 18.5x, latest ROE 11%), Real Estate (2025 forward PE 15.8x, latest ROE 9.9%), 

Financials (2025 forward PE 12.1x, latest ROE 9.7%), Communication Services (2025 

forward PE 14.4x, latest ROE 16.7%), and Utilities (2025 forward PE 9.1x, latest ROE 10.7%). 
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Figure 3: Japan Economic Indicators 

 
Source: Bloomberg, Wind, CMBIGM estimates 

  

2025F 2026F 2027F 2025F 2026F 2027F

Nominal GDP(US$trn) 4.4 5.0 4.9 5.0 5.1 5.1 5.0 4.3 4.2 4.0 4.4 4.8 5.2 4.0 4.2 4.3

GDP per Capita(US$th) 35.1 39.4 39.1 39.8 40.4 40.0 40.2 34.5 34.0 32.7 - - - 32.7 34.1 34.7

Nominal GDP (YoY % ) 3.7 1.2 1.6 0.6 0.2 (3.3) 2.5 1.4 5.4 2.9 4.4 2.5 2.8 4.5 2.7 2.6

Real GDP (YoY % ) 1.6 0.8 1.7 0.6 (0.4) (4.2) 2.7 1.0 1.2 (0.2) 1.3 0.7 0.8 1.3 0.6 0.7

CPI(YoY % ) 0.8 (0.1) 0.5 1.0 0.5 (0.0) (0.3) 2.5 3.3 2.7 3.1 1.8 2.0 3.2 2.1 1.9

Core CPI(YoY % ) 0.6 (0.3) 0.5 0.9 0.6 (0.2) (0.2) 2.3 3.1 2.6 3.0 1.7 1.8 3.1 2.2 2.0

Unemployment(%) 3.3 3.0 2.7 2.5 2.2 3.1 2.7 2.5 2.5 2.5 2.5 2.5 2.4 2.6 2.6 2.5

Government Deficit(%) 3.0 3.0 2.4 1.7 2.4 9.1 5.3 3.3 2.3 2.0 3.1 3.1 2.8 3.2 3.4 3.1

Government Debt/GDP(%) 194.2 195.9 196.3 197.7 199.1 224.7 220.3 224.2 217.8 216.8 - - - 230.0 228.0 227.0

Policy Rate(% ) 0.00 (0.10) (0.10) (0.10) (0.10) (0.10) (0.10) (0.10) (0.10) 0.25 0.75 0.94 1.75 0.75 1.00 1.25

10-Year Bond(% ) 0.27 0.04 0.05 0.04 (0.02) 0.04 0.09 0.45 0.65 1.11 1.69 1.87 1.98 1.85 2.00 2.05

USD/JPY (year-end) 120.4 117.1 112.7 110.4 109.2 103.3 115.1 132.1 141.4 157.9 149.0 142.0 135.0 155.0 152.0 150.0

Bank Asset(YoY % ) 3.0 6.8 2.3 1.2 1.1 11.8 5.1 1.9 3.6 3.3 - - - 3.1 2.5 2.2

Housing Price(YoY % ) 1.3 9.6 4.3 0.9 4.7 4.8 11.5 9.0 7.0 4.4 - - - 12.0 7.5 5.0

2024
Bloomberg Median CMBI Forecast

2019 2020 2021 2022 20232015 2016 2017 2018
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China  

China's economic growth may experience a decline before a subsequent rise in 2026. The 

economic growth rate significantly slowed in the second half of 2025, remaining below 5%, 

due to high base effects and demand overdraft resulting from the “Sep 24th” policy stimulus 

and front-loaded exports driven by tariff expectations. The GDP growth target for 2026 is 

likely to remain around 5%. Pressure to stabilize growth is expected to trigger a new round 

of stimulus policies in the first quarter, supporting a modest rebound in economic growth 

starting from the second quarter. As global economic slowdown and high tariffs curb global 

trade, China's goods export growth may decrease. The decline in the real estate market 

may narrow, with prices in first-tier cities gradually stabilizing. Household consumption 

growth may flatten; goods consumption growth may decline after the initial stimulus from 

subsidy policies, while service consumption growth may see a modest rebound. Due to 

anti-involution policies, manufacturing investment growth may slow; infrastructure 

investment growth may also decelerate as policy guidance shifts from investing in physical 

assets to investing in people. The broad fiscal deficit ratio in 2026, at 8.5%, may be largely 

consistent with 2025, with a focus on supporting new quality productive forces, social 

welfare, and security. Monetary policy may remain accommodative, with a projected 50 bps 

cut in RRR and a 20 bps cut in interest rates. Money market rates may slightly decrease, 

bond yields may marginally rise, and the RMB may gently appreciate against the USD to 

7.02. The stock market has entered the latter half of a bull market and may peak in 

2026,potentially rising initially before peaking. A-shares are expected to outperform Hong 

Kong stocks. 

Economic Outlook 

China's economic growth is likely to decelerate before rebounding. We project GDP 

growth to decrease from 4.8% in 3Q25 to 4.5% in 4Q25 and 4.6% in 1Q26, before gradually 

rising to 4.9% in 4Q26. The full-year GDP growth rate is expected to decline from 5% in 

2025 to 4.8% in 2026. As the 5.3% GDP growth in the first half of 2025 significantly 

exceeded the target, and despite a slowdown starting in Q3, achieving the full-year target 

of around 5% is not difficult, in our view. Policymakers are currently more focused on the 

China-US rivalry and the development of new quality productive forces, leading to 

insufficient motivation from policy departments and local governments to stabilize growth, 

as they aim to reserve more policy space for 2026. Due to the high base effects and 

overdraft of demand from the “Sep 24th” stimulus in 2024 and front-loaded exports in the 

first half of 2025, there may be significant downward pressure on year-on-year GDP growth 

in 4Q25 and the first half of 2026. Based on the long-term goal of achieving the per capita 

GDP level of moderately developed countries by 2035 (doubling real per capita GDP 

compared to 2020), an average annual GDP growth rate of around 4.2% is required for 

2026-2035 (during the "15th Five-Year Plan" and "16th Five-Year Plan" periods). As 2026 

marks the beginning of the 15th Five-Year Plan period the GDP growth target is very likely 

to remain near 5%. Similar to the context of the September 24th policy stimulus in 2024, 

with GDP growth falling below 5% for two consecutive quarters in the second half of 2025, 

the probability of a new round of policy stimulus being introduced in 1Q26 significantly 

increases, which should drive a modest recovery in GDP growth. 

China's goods export growth may decline. Goods export may decrease from 5.2% in 

2025 to 3.5% in 2026 while imports may rebound from -0.5% to 2%. Global demand growth 

and inflation levels are declining; the IMF forecasts global GDP growth to decrease from 

3.2% in 2025 to 3.1% in 2026, and CPI growth from 4.2% in 2025 to 3.7% in 2026. Global 

tariff impacts led to front-loaded imports and inventory accumulation, creating high base 

effects and demand overdraft. Global goods exports grew by over 5% in the first half of 

2025 but have significantly slowed since the second half. By product, in 2026, China's 



30 Dec 2025  
 

 
 
PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 24 

exports of medical supplies, electrical equipment, automobiles, ships, aviation equipment, 

and AI-related products (semiconductors, servers, communication equipment, etc.) may 

maintain rapid growth, while traditional products such as clothing, toys, home appliances, 

and furniture may continue to be weak. By destination, in 2026, China's goods exports to 

Southeast Asia, South Asia, the Middle East, Africa, Latin America, and Eastern Europe 

may maintain rapid growth, with modest growth to Western Europe, Australia, and East 

Asia, and a continued decline to the US. 

China's property sales decline may gradually narrow. The year-on-year declines in 

commodity housing sales area and property development investment are likely to narrow 

from 9% and 16% in 2025 to 5% and 9% in 2026, respectively. The impact of "reciprocal 

tariffs" in April increased economic uncertainty and geopolitical risks, weakening household 

confidence and interrupting property sector recovery. The year-on-year decline in 

commodity housing sales area expanded from 2.8% in the first four months to 6.8% in the 

first ten months of 2025, and the recovery rate compared to the 2018-2019 average 

decreased from 70.6% to 54%. Due to the high base effects and demand overdraft from 

the “Sep 24th” stimulus in 2024, the year-on-year decline in commodity housing sales area 

may expand in 4Q25 and 1Q26, dragging down GDP growth. Policymakers may introduce 

a new round of real estate boosting policies in 1Q26. Potential measures include interest 

rate cuts, tax reductions, interest subsidies, and inventory acquisition. Due to changes in 

base effects and a new round of policy stimulus, the year-on-year decline in property 

indicators may begin to narrow in 2Q26. In the medium to long term, housing demand faces 

the dual effects of cyclical recovery and structural decline. Due to decreasing birth rates 

and slowing urbanization, the peak of new urban population and new housing demand 

occurred in 2016 and has since declined. However, due to policy stimuli such as monetary 

resettlement for shantytown renovation, drove residential sales well above incremental 

demand during 2017-2021, overdrawing future demand and accumulating second-hand 

housing supply. The impact of the pandemic in 2021-2022 led to a sharp drop in new urban 

population and a significant decline in new housing demand, coupled with aggressive 

deleveraging, resulting in a sharp contraction in new home sales. In 2023-2024, with 

economic reopening, the new urban population cyclically rebounded, new housing demand 

recovered, and policies turned accommodative. However, due to previous demand 

overdraft and the release of second-hand housing supply, new home sales and housing 

prices continued to fall. In the medium term, new housing demand may continue its cyclical 

recovery, while new housing supply contracts more sharply than demand, leading to 

ongoing supply-demand rebalancing. Declines of housing prices in core locations of first-

tier and strong second-tier cities may slow and  gradually stabilize. In the long term, due to 

population decline and slowing urbanization, urban population growth and new housing 

demand may continue to decline. 

China's household consumption growth may remain largely flat. Retail sales of 

consumer goods are likely to slow from 4% in 2025 to 3.7% in 2026. Within this, retail sales 

growth of home appliances, mobile phones, furniture, and cultural and office supplies may 

significantly decline, while food and beverages, clothing, educational, sports, and 

entertainment goods, and cosmetics may maintain steady and relatively fast growth. 

Services retail sales growth is projected to increase from 5.2% in 2025 to 5.4% in 2026, 

with a slight increase in catering revenue growth, and relatively faster growth in 

transportation services, tourism consulting and leasing services, cultural and sports leisure 

services, and elderly care services. Positive factors include a rising stock market, narrowing 

decline in the housing market, improving deflation, and increased fiscal transfers to 

households. Negative factors include high base effects and demand overdraft from 

previous "trade-in" policies, and the impact of economic and employment uncertainty on 

consumer confidence. A rising stock market boosts consumption through wealth effects 
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and confidence channels. The A-share market entered a bull market in late September 

2024, but Chinese household assets are primarily real estate and savings, with equity 

assets accounting for 5%-10%, so the boosting effect of the stock market on consumption 

is relatively weak. A narrowing decline in the housing market boosts consumption through 

wealth effects, confidence channels, and associated consumption. Real estate accounts 

for over 60% of Chinese household assets, so the housing market has a relatively stronger 

impact on consumption. Improving deflation boosts consumption through price effects, 

reducing debt burdens, and changing delayed consumption. Deflation means falling prices 

may directly drag down consumption growth, and deflation pushing up real interest rates 

means an increase in the real debt burden for borrowers. Deflation also makes consumers 

anticipate further price declines, leading to delayed purchases. Increased fiscal transfers 

to households may boost household disposable income, thereby stimulating consumption. 

In 2026, fiscal policy may involve increasing transfers to newly married couples, families 

with children, unemployed individuals, and low-income households. These groups and 

households have a relatively higher marginal propensity to consume, and a higher 

proportion of transfer income for consumption. The "trade-in" subsidy policies created high 

base effects and demand overdraft. In the first 10 months of 2025, retail sales growth for 

above-quota enterprises in home appliances, cultural and office supplies, furniture, and 

communication equipment reached 20.1%, 19.1%, 19.9%, and 20.9% respectively, but 

growth may significantly decline in 2026. Due to declining export growth, continued 

weakness in the housing market, and the substitution of labor by AI and other technologies, 

economic and employment uncertainty remains high, and consumer confidence may 

continue to be suppressed. 

China's non-real estate investment growth may slow down. Fixed asset investment 

growth excluding real estate development investment is likely to decrease from 1.5% in 

2025 to 1% in 2026. Negative factors include high base effects and demand overdraft from 

previous equipment upgrade policies, tariff impacts, deflation and anti-involution, and the 

resolution of local government implicit debt. Positive factors include the "15th Five-Year 

Plan" kick-off effect, further interest rate reductions, and intensified fiscal expansion. 

Previous equipment upgrade policies created high base effects and demand overdraft. 

Investment in equipment and tools grew by 15.7% in 2024 and 13% in the first 10 months 

of 2025, but may slow to 5% in 2026. Tariff impacts, deflationary pressure, and anti-

involution have a dampening effect on manufacturing investment. Manufacturing 

investment growth decreased from 7.5% in the first half of 2025 to 2.7% in the first 10 

months, with investments in chemical raw materials and products, pharmaceutical 

manufacturing, non-ferrous metals, specialized equipment, electrical machinery and 

apparatus, and computers, communications, and electronic equipment all turning negative. 

Manufacturing investment growth is likely to fall to 2% in 2025 and 1.5% in 2026. Due to 

the overdrawing effect of equipment upgrade policies and the resolution of local 

government implicit debt, infrastructure investment growth significantly declined, 

plummeting from 8.9% in the first half of 2025 to 1.5% in the first 10 months. In 1Q26, 

macroeconomic policies may be reinforced, interest rates may further decrease, fiscal 

expansion may intensify, and "15th Five-Year Plan" project investments may accelerate. 

Infrastructure investment growth may bottom out and stabilize, with full-year growth 

increasing from 1% in 2025 to 1.5% in 2026. 

China's deflation may improve, but reflation momentum may remain weak. We project 

CPI and PPI growth rates to increase from -0.1% and -2.6% in 2025 to 0.7% and -0.5% in 

2026, respectively. Food prices may see a significant rebound. The average month-on-

month growth of food CPI increased from -0.2% in January-July 2025 to 0.5% in August-

October. The year-on-year decline in food CPI narrowed from 4.3% in August to 2.9% in 

October. Food CPI growth is projected to increase from -2% in 2025 to 1% in 2026. The 
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decline in energy prices may gradually narrow. The year-on-year decline in fuel prices for 

transportation narrowed from 11.3% in 2Q25 to 5.4% in October. The full-year decline is 

likely to narrow from 6.6% in 2025 to 2% in 2026. Services inflation may moderately rise. 

Core CPI growth is projected to increase from 0.8% in 2025 to 1.2% in 2026, as services 

consumption continues its slow improvement. Month-on-month PPI may shift from decline 

to increase and may see a modest rise in the future. This is because the Federal Reserve 

may further cut interest rates and restart QE, Trump may initiate new stimulus policies, 

Europe and Japan may increase fiscal expansion, and China may intensify policies to 

stabilize the property sector, promote consumption, and combat involution. 

Macro Policies 

China's fiscal expansion may remain stable with probable changes in spending 

structure. The broad fiscal deficit (including general deficit, special treasury bonds, and 

local government special purpose bonds) as a percentage of GDP could reach 8.5% in 

2026, largely consistent with 2025. Within this, the general fiscal deficit ratio may remain 

stable at 4%, the special treasury bond quota as a percentage of GDP may decrease from 

1.3% in 2025 to 1% in 2026, and the local government special purpose bond quota as a 

percentage of GDP may increase from 3.1% in 2025 to 3.5% in 2026. The general fiscal 

deficit is mainly used to cover the government's recurring revenue-expenditure gaps. In 

2026, fiscal spending may be tilted towards three main directions: First, modern industrial 

systems and new quality productive forces, including accelerating the high-end, digital, and 

green transformation and upgrading of traditional industries, cultivating and expanding 

emerging pillar industries such as new energy, new materials, aerospace, and low-altitude 

economy, accelerating the development of future industries such as quantum technology, 

bio-manufacturing, hydrogen and nuclear fusion energy, brain-computer interfaces, 

embodied AI, and 6G, and building and improving new quality productive force 

infrastructure such as computing power. Second, public services and social welfare, 

shifting investment from physical assets to people, increasing investment in childbirth and 

parenting, education, healthcare, social security, vocational training, inclusive elderly care, 

culture, and sports, and increasing transfer payments to newly married couples, families 

with children, unemployed individuals, and low-income households. Third, infrastructure, 

urban renewal, rural revitalization, ecological and environmental protection, food and 

energy security, and supply chain security. In 2025, special treasury bond funds were 

mainly used to support the implementation of major strategies and the construction of 

security capabilities in key areas (RMB800 billion), equipment upgrades and consumer 

goods trade-in (RMB500 billion), and supplementing the capital of state-owned banks 

(RMB500 billion). In 2026, special treasury bond funds are expected to continue to be used 

to support the implementation of major strategies and the construction of security 

capabilities in key areas (RMB1 trillion) and equipment upgrades and consumer goods 

trade-in (RMB500 billion). 

China's monetary policy may remain moderately accommodative. The central bank 

may to cut the RRR by 50bps and the LPRs by 10bps in 1Q26 and further cut the LPRs by 

10bps in 3Q26. To mitigate the negative impact of LPR cuts on banks' net interest margins, 

money market rates and deposit rates may be lowered first. Due to price deflation, real 

interest rates remain high, and credit demand is still weak. The average interbank bill 

rediscount rate for state-owned major banks and joint-stock banks fell to 0.62% in October-

November, lower than 0.8% in 4Q24, indicating a trend of credit supply exceeding demand. 

Monetary policy may focus on stabilizing expectations, preventing risks, and coordinating 

with other policies. Amid potentially intensifying China-US rivalry, monetary policymakers 

may take discretionary actions to stabilize market confidence and send signals of economic 

stability to society. Given the continued weakness in real estate and employment, monetary 
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policy may aim to maintain ample liquidity, promote reasonable credit growth, reduce real 

estate financial risks, and support a stable job market. Monetary policy may also involve 

strengthening coordination with fiscal policy, maintaining ample liquidity to support 

government bond issuance, as well as  innovating more structural tools to increase targeted 

support for technological innovation, green transition, service industry development, and 

investment in people. 

China's real estate policies may remain accommodative. Potential policy tools for 2026 

include interest rate cuts, tax reductions and interest subsidies, and government acquisition 

of properties. Interest rate cuts, by lowering new mortgage rates through LPR reductions, 

can boost housing demand but may squeeze banks' net interest margins. LPR is likely to 

be cut twice in 2026, with efforts to offset the pressure on banks' net interest margins by 

lowering money market rates and deposit rates. However, due to the longer duration of 

deposits and slower repricing compared to mortgages, lowering money market rates and 

deposit rates may not fully offset the negative impact of LPR cuts on banks' net interest 

margins. Tax reductions, including reducing transaction taxes and fees on home purchases 

and increasing the special additional deduction for mortgage interest on individual income 

tax (currently RMB1,000/month), can reduce the burden on homebuyers and boost housing 

demand. Interest subsidies involve fiscal subsidies for interest on new mortgages, reducing 

the actual borrowing cost for homebuyers without directly affecting banks' net interest 

margins. Government acquisition of properties involves government or policy-backed 

institutions purchasing idle land or properties from the market, converting them into long-

term affordable housing. In the short term, this can alleviate oversupply and downward 

price pressure in the housing market. We believe the probability ranking of these four 

policies is: interest rate cuts > tax reductions > interest subsidies > government acquisition. 

Financial Markets 

China's money market liquidity may be more accommodative with slight decreases 

in money market product yields. The 1-week Shibor is projected to decrease from 1.4% 

at the end of 2025 to 1.2% at the end of 2026. On one hand, due to economic downturn 

and deflationary pressure, the central bank may increase money market liquidity supply, 

further lowering the reserve requirement ratio, reverse repo rates, and LPR. On the other 

hand, due to weak credit demand, money market liquidity demand may remain subdued. 

Hong Kong offshore RMB money market rates may first decline and then flatten. In the first 

half of 2026, with lower onshore RMB interest rates and a weaker USD, the 1-week RMB 

Hibor is projected to decrease from 1.7% at the end of 2025 to 1.5% at the end of June 

2026. In the second half of 2026, onshore RMB interest rates may continue to fall, but the 

USD may rebound, so the 1-week RMB Hibor is expected to fluctuate but remain around 

1.5% by year-end. 

China's treasury bond yields may marginally rise. We project the 10-year government 

bond yield to increase from 1.85% at the end of 2025 to around 1.9% at the end of 2026. 

Factors contributing to higher government bond yields include: first, improving deflation, as 

government bond yields are closely related to the trend of future core CPI growth; second, 

proactive fiscal policy maintaining its expansionary strength, leading to high government 

bond issuance volumes; third, the stock market bull run entering its latter half, with market 

risk appetite potentially further recovering. Factors lowering government bond yields 

include: first, continued weakness in real estate and consumption, weak credit demand, 

increased credit supply, and continuous declines in credit and deposit rates; second, further 

global inflation and interest rate declines. 
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RMB may moderately strengthen against the US dollar. The USD/RMB exchange rate 

may decrease from 7.07 at the end of 2025 to 7.02 at the end of 2026. In 2026, the USD 

index may first weaken and then strengthen, as monetary policy easing precedes fiscal 

policy expansion. In the first half of the year, US economic growth and inflation may decline, 

the Federal Reserve may continue to cut interest rates and restart balance sheet expansion, 

increasing USD supply. At the same time, White House intervention and preference for a 

weaker USD are negative for the USD, potentially leading to a decline in the USD index. In 

the second half of the year, under the influence of accommodative monetary policy and 

expansionary fiscal policy, US economic growth may rebound, and inflation may stabilize, 

potentially leading to a rebound in the USD index. In the first half of 2026, China may 

intensify fiscal expansion, implement a new round of policies to stabilize real estate and 

promote consumption, and accelerate the implementation of anti-involution policies, 

potentially leading to a stronger RMB against the USD. In the second half of the year, as 

the USD index strengthens and the scope for further domestic fiscal easing diminishes, the 

RMB may weaken against the USD. 

China's stock market has entered the latter half of a bull market. This bull market may 

peak in 2026, with the stock market experiencing a "first rise, then fall" pattern. A-shares 

are expected to outperform Hong Kong stocks, with full-year growth forecasts of 15% for 

the Hang Seng Index and 20% for the CSI 300 Index, compared to 25% and 13% 

respectively in 2025. The bull market may spread from pan-technology sectors to raw 

materials and industrials, and then to consumer sectors. Factors supporting the 

continuation of the bull market for a period include: continued accommodative liquidity, with 

the Federal Reserve potentially further cutting interest rates and increasing USD liquidity 

supply, while the People's Bank of China may further cut RRR and interest rates, leading 

to more accommodative RMB liquidity; China may intensify policies to stabilize real estate, 

promote consumption, and combat involution, which may alleviate deflation and improve 

corporate earnings prospects; Chinese stock valuations are still not expensive, with the 

2025 forward P/E ratios for the Hang Seng Index and CSI 300 Index being 12.1x and 15.7x 

respectively, slightly higher than their 10-year averages of 11.4x and 14.5x. We are 

relatively optimistic about Hong Kong listed Information Technology (2025 forward P/E 

22.8x, latest ROE 14.2%), Financials (2025 forward P/E 8x, latest ROE 11.1%), Consumer 

Staples (2025 forward P/E 14x, latest ROE 11.5%), Utilities (2025 forward P/E 11.6x, latest 

ROE 8.8%), Telecommunications (2025 forward P/E 12.8x, latest ROE 9.1%), and Energy 

(2025 forward P/E 8.9x, latest ROE 11.3%). For A-shares, we favor Consumer Staples 

(2025 forward P/E 18.9x, latest ROE 23.3%), Healthcare (2025 forward P/E 25.3x, latest 

ROE 11.9%), and Utilities (2025 forward P/E 16.4x, latest ROE 11.5%). 
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Figure 4: China Economic Indicators

 
Source: Bloomberg, Wind, CMBIGM estimates  

  

2025F 2026F 2027F 2025F 2026F 2027F

Nominal GDP(US$trn) 11.1 11.4 12.6 14.1 14.5 15.0 18.2 18.3 18.3 18.7 19.5 20.9 22.3 19.6 21.0 22.2

GDP per Capita(US$th) 8.1 8.2 9.0 10.1 10.3 10.6 12.9 13.0 12.9 13.3 - - - 13.9 15.0 15.8

Nominal GDP (YoY % ) 7.1 8.4 11.3 10.5 7.5 2.9 13.4 5.1 4.9 4.2 4.1 4.7 5.2 4.1 5.2 5.3

Real GDP (YoY % ) 7.0 6.8 6.9 6.8 6.1 2.3 8.6 3.1 5.4 5.0 4.9 4.4 4.2 5.0 4.8 4.5

CPI(YoY % ) 1.4 2.0 1.6 2.1 2.9 2.5 0.9 2.0 0.2 0.2 0.0 0.8 1.1 (0.1) 0.7 0.9

Core CPI(YoY % ) (5.2) 0.3 6.3 3.5 (0.3) (1.8) 8.1 4.1 (3.0) (2.2) (2.6) (1.0) 0.5 (2.6) (0.5) 0.5

Unemployment(%) 0.0 0.0 0.0 4.9 5.2 5.2 5.1 5.5 5.1 5.1 5.2 5.1 5.1 5.2 5.1 5.1

General Deficit/GDP 2.3 3.0 3.0 2.6 2.8 3.6 3.2 2.8 3.0 3.0 - - - 4.0 4.0 3.5

(General Deficit+Special-purpose

Bond+Special Treasury)/GDP
2.3 3.5 3.9 4.0 4.9 8.2 6.3 5.8 6.8 6.6 - - - 8.4 8.5 8.0

Government Debt/GDP 36.2 35.8 35.3 35.6 37.9 45.0 45.8 49.4 54.7 60.8 - - - 67.8 73.0 77.3

DR007 2.32 2.59 3.09 3.04 2.65 2.46 2.29 2.36 1.91 1.98 1.73 1.67 2.67 1.55 1.45 1.40

1-Year LPR 4.30 4.30 4.30 4.31 4.15 3.85 3.80 3.65 3.45 3.10 2.95 2.77 2.64 3.00 2.80 2.70

10-Year Bond(%) 2.83 3.02 3.88 3.24 3.14 3.14 2.77 2.84 2.56 1.67 1.76 1.66 1.71 1.85 1.90 1.80

USD/RMB (year-end) 6.57 6.97 6.51 6.87 6.96 6.50 6.36 6.92 7.12 7.34 7.10 7.00 6.92 7.07 7.02 7.05

Bank Asset(YoY % ) 15.7 15.7 8.4 6.8 8.4 10.3 7.5 9.8 9.7 6.3 - - - 7.5 7.2 7.0

Tier-1 Cities Housing Price(YoY % ) 26.4 32.3 10.6 (2.4) 1.3 10.5 10.4 (4.2) (12.2) (12.7) - - - (10.0) (5.0) 0.0

2024
Bloomberg Median CMBI Forecast

2019 2020 2021 2022 20232015 2016 2017 2018
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Appendices 

Figure 5: Growth of GDP 

 

Source: Bloomberg, Wind, CMBIGM estimates  

 

Figure  6: Inflation 

 

Source: Bloomberg, Wind, CMBIGM estimates  

Figure 7: Core inflation 

 

Source: Bloomberg, Wind, CMBIGM estimates  

 

Figure  8: Growth of energy CPI 

 

Source: Bloomberg, Wind, CMBIGM estimates  

Figure 9: Growth of rent CPI 

 

Source: Bloomberg, Wind, CMBIGM  

Figure  10: Growth of PPI 

 

Source: Bloomberg, Wind, CMBIGM  
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Figure 11:US import price index by country of origin 

 

Source: Bloomberg, Wind, CMBIGM  

Figure 12: Growth of nominal GDP 

 

Source: Bloomberg, Wind, CMBIGM estimates 

 

Figure 13: Consumer confidence index 

 

Source: Bloomberg, Wind, CMBIGM estimates  

Figure  14: Growth of real consumption 

 

Source: Bloomberg, Wind, CMBIGM estimates  

 

Figure 15: Growth of real retail sales 

 

Source: Bloomberg, Wind, CMBIGM  

Figure  16: Unemployment rates 

 

Source: Bloomberg, Wind, CMBIGM  
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Figure 17: Total number of employed persons 

 

Source: Bloomberg, Wind, CMBIGM  

Figure  18: Growth of wages 

 

Source: Bloomberg, Wind, CMBIGM  

 

Figure 19: Bloomberg consensus of EPS expectations among major stock markets 

   
Source: Bloomberg, Wind, CMBIGM  
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CAGR(%) 2012-2016 2017-2019 2020-2024 2025E 2026E 2025-2026E

US S&P 500 3.9 10.9 7.7 14.3 13.2 13.7

US Nasdaq Composite 7.3 11.5 11.4 22.3 25.7 24.0

UK FTSE 100 (6.3) 14.9 4.0 1.6 8.6 5.0

DE Dax Index 7.0 0.4 9.6 2.2 15.8 8.8

FR CAC Index (3.7) 7.3 7.0 (11.5) 15.7 1.1

JP Nikkei 225 9.7 16.1 9.6 15.7 (2.6) 6.2

HK Hang Seng Index 0.0 10.3 (3.0) (0.5) 10.4 4.8

HK Hang Seng Tech 0.0 0.0 3.5 (7.4) 37.8 13.0

CN CSI 300 3.3 9.9 (3.4) 14.3 14.7 14.5

CN ChiNext Index 15.3 (8.6) 14.7 39.0 31.8 35.3

CA TSX Index (2.6) 13.1 6.1 13.0 14.9 14.0

AU S&P/ASX 200 (1.5) 7.3 3.7 0.1 9.8 4.8

IN NIFTY Index 10.5 1.5 13.6 15.6 5.8 10.6

BR IBOV Index (8.2) 27.8 16.4 5.5 8.9 7.2

ID JCI Index (1.5) 12.9 7.5 26.5 21.5 24.0

KR KOSPI Index (3.2) (2.9) 9.3 37.6 37.2 37.4

TW TWSE Index 4.7 2.8 11.8 24.9 23.2 24.0

ZA TOP40 Index 0.4 12.8 13.3 34.2 27.5 30.8
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Figure 20: Growth of real fixed investment 

 

Source: Bloomberg, Wind, CMBIGM  

Figure  21: Economic surprise index 

 

Source: Bloomberg, Wind, CMBIGM  

 
Figure 22: Manufacturing PMI 

 

Source: Bloomberg, Wind, CMBIGM  

 

Figure  23: Services PMI 

 

Source: Bloomberg, Wind, CMBIGM  

Figure 24: Industrial production index 

 

Source: Bloomberg, Wind, CMBIGM  

Figure  25: Services output index 

 

Source: Bloomberg, Wind, CMBIGM estimates  
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Figure 26: Automobile sales volume 

 

Source: Bloomberg, Wind, CMBIGM  

Figure  27: Automobile exports volume 

 

Source: Bloomberg, Wind, CMBIGM  

 
Figure 28: Growth of home appliance retail sales 

 

Source: Bloomberg, Wind, CMBIGM  

 

Figure  29: Growth of furniture retail sales 

 

Source: Bloomberg, Wind, CMBIGM  

Figure 30: Semiconductor retail sales 

 

Source: Bloomberg, Wind, CMBIGM  

Figure  31: Semiconductor sector stock prices 

 

Source: Bloomberg, Wind, CMBIGM  
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Figure 32: Growth of clothing retail sales 

 

Source: Bloomberg, Wind, CMBIGM  

Figure  33: Housing sales 

 

Source: Bloomberg, Wind, CMBIGM  

 

Figure 34: Housing prices index 

 

Source: Bloomberg, Wind, CMBIGM  

 

Figure  35: Rebalancing China housing market 

 

Source: Bloomberg, Wind, CMBIGM  

Figure 36: Growth of merchandise export value 

 

Source: Bloomberg, Wind, CMBIGM  

Figure  37: Growth of merchandise export volume 

 

Source: Bloomberg, Wind, CMBIGM  
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Figure 38: Airline passenger load factors 

 

Source: Bloomberg, Wind, CMBIGM  

 

Figure  39: Quarterly fiscal deficit rattios 

 

Source: Bloomberg, Wind, CMBIGM  

Figure 40: Annual fiscal deficit ratios 

 

Source: IMF estimates, Wind, CMBIGM  

Figure  41: Government debt ratios 

 

Source: IMF, Wind, CMBIGM  

 

Figure 42: US economic imbalance 

 

Source: Bloomberg, Wind, CMBIGM  

Figure  43: China economic imbalance  

 

Source: Bloomberg, Wind, CMBIGM  
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Figure 44: Policy rates (money market rates) 

 

Source: Bloomberg, Wind, CMBIGM  

Figure  45: Central bank balance sheets 

 

Source: Bloomberg, Wind, CMBIGM  

 

Figure 46: Growth of outstanding loans 

 

Source: Bloomberg, Wind, CMBIGM  

Figure  47: Growth of outstanding mortgage loans 

 

Source: Bloomberg, Wind, CMBIGM  

 

Figure 48: Growth of outstanding consumer credit 

 

Source: Bloomberg, Wind, CMBIGM  

 

Figure  49: Growth of outstanding corporate loans 

 

Source: Bloomberg, Wind, CMBIGM  

(1)

0

1

2

3

4

5

6

2
0
0
5

2
0
0
6

2
0
0
7

2
0
0
8

2
0
0
9

2
0
1
0

2
0
1
1

2
0
1
2

2
0
1
3

2
0
1
4

2
0
1
5

2
0
1
6

2
0
1
7

2
0
1
8

2
0
1
9

2
0
2
0

2
0
2
1

2
0
2
2

2
0
2
3

2
0
2
4

2
0
2
5

US UK Eurozone Japan China

(%)

0

200

400

600

800

1,000

1,200

2
0
0
7

2
0
0
9

2
0
1
1

2
0
1
3

2
0
1
5

2
0
1
7

2
0
1
9

2
0
2
1

2
0
2
3

2
0
2
5

US UK Eurozone Japan China

(Index，Jan 2007=100)

(5)

0

5

10

15

2
0
1

5

2
0
1

6

2
0
1

7

2
0
1

8

2
0
1

9

2
0
2

0

2
0
2

1

2
0
2

2

2
0
2

3

2
0
2

4

2
0
2

5

US UK Eurozone Japan China

YoY(%)

(5)

0

5

10

15

20

25

2
0
1
8

2
0
1
9

2
0
2
0

2
0
2
1

2
0
2
2

2
0
2
3

2
0
2
4

2
0
2
5

US Germany France Japan China

YoY(%)

(15)

(10)

(5)

0

5

10

15

20

25

2
0
1
9

2
0
2
0

2
0
2
1

2
0
2
2

2
0
2
3

2
0
2
4

2
0
2
5

US Eurozone Japan China

YoY(%)

(15)

(10)

(5)

0

5

10

15

20

25

2
0
1
7

2
0
1
8

2
0
1
9

2
0
2
0

2
0
2
1

2
0
2
2

2
0
2
3

2
0
2
4

2
0
2
5

US Eurozone Japan China

YoY(%)



30 Dec 2025  
 

 
 
PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 38 

Figure 50: Household debt to GDP ratios  

 

Source: Bloomberg, Wind, CMBIGM  

Figure  51: Corporate debt to GDP ratios 

 

Source: Bloomberg, Wind, CMBIGM  

 
Figure 52: Real-term interest rates  

 

Source: Bloomberg, Wind, CMBIGM  

 

Figure  53: 2-Year government bond yields 

 

Source: Bloomberg, Wind, CMBIGM  

Figure 54: 10-Year government bond yields 

 

Source: Bloomberg, Wind, CMBIGM 

Figure  55: Credit spreads of bonds and loans 

 

Source: Bloomberg, Wind, CMBIGM  
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Figure 56: US nominal GDP growth & 10Y GB yields 

 

Source: Bloomberg, Wind, CMBIGM  

Figure 57: China core inflation & 10Y GB yields 

 

Source: Bloomberg, Wind, CMBIGM  

 
 

Figure 58: Relative strength of US economy and 
dollar index 

 

Source: Bloomberg, Wind, CMBIGM  

Figure  59: Relative strength of US stock market and 
dollar index 

 

Source: Bloomberg, Wind, CMBIGM  

 

Figure 60: GBP/USD and 2Y treasury yield spreads 

 

Source: Bloomberg, Wind, CMBIGM  

Figure  61: EUR/USD and 2Y treasury yield spreads 

 

Source: Bloomberg, Wind, CMBIGM  
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Figure 62: USD/JPY and 2Y treasury yield spreads 

 

Source: Bloomberg, Wind, CMBIGM  

Figure  63: USD/RMB and 2Y treasury yield spreads 

 

Source: Bloomberg, Wind, CMBIGM  

 

Figure 64: Bloomberg consensus P/E forecasts for major equity indices 

  
Source: Bloomberg, Wind, CMBIGM estimates  

 

Figure 65: Bloomberg consensus EPS forecasts for major equity indices

 
Source: Bloomberg, Wind, CMBIGM  
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Figure 66: Consumer confidence index and US stock market performance 

  
Source: Bloomberg, Wind, CMBIGM  

 

 

Figure  67: Manufacturing PMI new order index and US stock market performance 

  
Source: Bloomberg, Wind, CMBIGM  

 

Figure 68: S&P 500 Shiller P/E & 10Y forward return 

 

Source: Bloomberg, Wind, CMBIGM  

Figure  69: Economic misery index and Shiller P/E 

 

Source: Bloomberg, Wind, CMBIGM  
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Figure 70: Credit growth & commodity inflation 

 

Source: Bloomberg, Wind, CMBIGM  

Figure  71: China stock market & global metal price 

 

Source: Bloomberg, Wind, CMBIGM  
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Figure 72: Sector comparison for major equity indices 

     
Source: Bloomberg, Wind, CMBIGM  

Note: *CAGR based on available years if full 10-year data is unavailable 
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Sector Outlook 
 

 China Interent & Software - OUTPERFORM 

 US Internet & Software - OUTPERFORM 

 China Semiconductors - OUTPERFORM 

 China Technology - OUTPERFORM 

 China Consumer Staples – MARKET-PERFORM 

 China Consumer Discretionary – MARKET-PERFORM 

 China Automobiles - OUTPERFORM 

 China Healthcare - OUTPERFORM 

 China Capital Goods/Uranium - OUTPERFORM 

 China Insurance - OUTPERFROM 

 China Property & PM - OUTPERFORM 
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China Internet & Software            OUTPERFORM 
 

 

 Bridging legacy and future: A pivotal year  

We believe 2026 will be a pivotal year for competing for user mindshare in the AI era, with 

key focuses on lowering AI adoption thresholds, improving decision-making efficiency, and 

creating real value. Among traditional internet businesses, companies that possess these 

three characteristics are expected to have higher long-term investment value: 1) stable 

cash flow to support AI-related investment and exploration; 2) rich application scenarios to 

accumulate data and reach users; and 3) outstanding supply chain capabilities and 

operational excellence to drive overseas expansion for incremental growth. We still 

recommend adopting a barbell investment strategy, while focusing on both the certainty of 

profit growth and new increments brought by AI. 1) For AI themes: We favour Tencent, 

which is expected to see sustained rapid growth in advertising and cloud businesses driven 

by AI and benefits from the trend of foreign capital inflow; Alibaba, which will benefit from 

the AI trend with abundant application scenarios but a lower valuation compared to peers; 

and Kuaishou, whose positive progress in AI application monetization is expected to drive 

revenue growth and valuation upside. 2) For certainty of profit growth: We recommend 

NetEase and Trip.com, which have reasonable valuations, stable performance, and high 

earning visibility.  

Consumption as the foundation: visibility and certainty remain key  

Looking back in 2025, e-commerce benefited from "national subsidies" as expected despite 

minor twists, local services competition intensified more than expected, and OTA showed 

stronger growth resilience than anticipated. Looking ahead to 2026, experiential 

consumption (travel, games, etc.) is set to outpace physical goods in growth, while online 

travel and gaming may see resilient profit growth. For physical goods retail, with the 

phasing out of national subsidies, competition may normalize. E-commerce platforms may 

adjust their investment priorities within the instant retail sector, balancing resources and 

efficiency to ease competition, although we caution against overly optimistic expectations 

for the pace of improvement. Instant retail is expected to maintain strong GMV growth, 

while on-site businesses may await macro recovery and stabilized competition. For e-

commerce, we recommend to focus on companies with steady profit growth, reasonable 

valuations, and sustained AI benefits. 

Technology as the breakthrough: booming AI drives application and 

monetization growth  

In 2025, LLM competition intensified, with improved capabilities and faster iteration of open-

source models. Meanwhile, as API costs for existing models fell, industry applications 

flourished. Looking into 2026, competition to enhance model capabilities may persist, and 

AI monetization in niche segments is set to grow. We are optimistic about monetization 

potential from improved AI agent capabilities, as well as paid user penetration from 

advances in image/video generation models. Cloud and ad will remain key AI-driven growth 

engines for core businesses.  Currently, we do not spot any over-investment risks but 

emphasize the need to track investment return cycles. 

mailto:hesaiyi@cmbi.com.hk
mailto:franktao@cmbi.com.hk
mailto:luwentao@cmbi.com.hk
mailto:joannama@cmbi.com.hk
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Expanding overseas: delivering long-term increments 

In 2025, the overseas expansion of OTA exceeded expectations, food delivery overseas 

achieved efficiency gains ahead of anticipation, game overseas growth was steady, and e-

commerce overseas slowed marginally due to geopolitics. Looking ahead to 2026, the 

overseas expansion of cloud is set to be a new growth driver, OTA overseas may maintain 

high revenue growth, local services overseas may enter a high-growth phase, and e-

commerce overseas will continue to prioritize efficiency over scale. Companies with strong 

cash flow, high profit margins, and ample cash reserves are better positioned to withstand 

macro and market cycles, supporting higher valuation and more stable stock performance. 
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Focus Charts  

Figure 1: China Internet: Valuation vs fundamental 

outlook 

 

Source: Bloomberg, CMBIGM 

Figure 2: 2025 Full view of token usage volume for 

leading large language models 

 

Source: OpenRouter, CMBIGM 
 

Figure 3: Online music: online music revenue 

outlook 

 

Source: Company data, CMBIGM estimates 

Figure 4: Global gaming market size 

 

Source: Newzoo, CNG, CMBIGM estimates 
 

Figure 5: China: E-commerce market share  

 

Source: NBS, Latepost, Company data, CMBIGM estimates 

Figure 6: China: instant retail market size & growth  

 

Source: MOFCOM, CMBIGM estimates 
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China Internet: Sector Review and Investment 

Recommendations 

2026 Outlook:  

1) Online Music (10%-15% revenue and profit growth expected): We have slightly revised 

down our expectations for the industry's profit growth rate and our assessment of the 

competitive landscape. We expect the profit growth to closely align with the revenue growth, 

primarily due to a slower pace of overall gross profit margin expansion, as the rapid growth 

in the fan economy and offline concert businesses of leading platforms is exerting moderate 

pressure on gross profit margins. Regarding the competitive landscape, the fast-growing 

MAU of Soda Music has brought certain traffic competition pressure, but the overall industry 

competitive structure remains stable. Leading platforms continue to maintain their leading 

position by virtue of content advantages and economies of scale.  

2) Online Gaming (~10% revenue growth, 10%-15% profit growth expected): We have 

slightly adjusted our judgment on the certainty of the industry's profit growth. Looking ahead 

to 2026, the steady performance of leading evergreen games will support earnings, but 

whether the industry's growth can exceed expectations will largely depend on the 

performance of several key new releases.  

3) Online Advertising (~10% revenue and profit growth expected): We maintain our 

overall view on the industry basically unchanged, but anticipate significant divergence in 

performance across industry players. Companies that can continuously leverage AI to 

empower their advertising businesses are expected to maintain growth faster than the 

industry average.  

4) Online Travel Agency (OTA) (10%-15% revenue and profit growth expected): We 

believe the OTA industry will exhibit overall resilience, with profit growth becoming a key 

driver of share price increases. The rapid development of pure international businesses is 

expected to unlock long-term growth potential.  

5) E-commerce: Due to firm investments in food delivery and instant retail businesses 

(which have impacted profit margin levels and are expected to continue in 2026), we have 

revised down our expectations for the industry's shareholder return levels. Against the 

backdrop of the phasing out of national subsidies, the industry's overall revenue and profit 

growth rates may face challenges. Core user retention capability remains the critical 

determinant of competitive success, the market focuses on the incremental GMV and 

synergies brought by instant retail investments, and AI-related valuation upside will drive 

share prices.  

6) Local Life Services: Affected by the macroeconomic environment and intensifying 

industry competition, we have revised down our expectations for fundamental resilience. 

Optimization of the competitive landscape remains the key factor driving valuation recovery. 
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Figure 7: Internet sector: sub-sector prosperity scoring table 

Sub-sector 
Online 

penetration  

Revenue 

growth 

Profit 

growth  

Profit 

growth 

certainty 

Industry 

competitive 

landscape 

Fundamental 

resilience 

Shareholder 

return 

Low 

regulatory  

Online Music ★☆☆☆☆ ★★★☆☆ ★★★☆☆ ★★★★☆ ★★★☆☆ ★★★★☆ ★★★☆☆ ★★★★☆ 

Online Gaming ★☆☆☆☆ ★★☆☆☆ ★★★☆☆ ★★★☆☆ ★★★☆☆ ★★★★☆ ★★★☆☆ ★★★☆☆ 

OTA ★★☆☆☆ ★★☆☆☆ ★★☆☆☆ ★★★☆☆ ★★★★☆ ★★★☆☆ ★☆☆☆☆ ★★★★☆ 

E-Commerce ★☆☆☆☆ ★★☆☆☆ ★★☆☆☆ ★★☆☆☆ ★★☆☆☆ ★★☆☆☆ ★★☆☆☆ ★★☆☆☆ 

Local Life 

Services 
★★★☆☆ ★★☆☆☆ ★☆☆☆☆ ★☆☆☆☆ ★☆☆☆☆ ★★☆☆☆ ★☆☆☆☆ ★★☆☆☆ 

Online 

Advertising 
★☆☆☆☆ ★★☆☆☆ ★★☆☆☆ ★★☆☆☆ ★★★☆☆ ★★☆☆☆ ★★★☆☆ ★★★☆☆ 

Source: NBS, iResearch, CNNIC, CMBIGM 

Note: Local Services/Online Travel/E-Commerce are assessed on online GTV penetration; Online Advertising on 
online ad revenue share; Online Music/Gaming on online user penetration; Revenue and profit growth rates are 
based on CMBI’s 2026E outlook; Industry competitive landscape is assessed on data such as CR5 market share; 
Resilience is assessed on factors including the correlation between revenue growth and GDP or total retail sales 
growth; Grey background indicates a score downward revision vs 2H25 outlook, while orange background 
indicates an upward revision. 

 
2025 Sector Performance Review: 1) At the start of 2025, event-driven catalysts like 

DeepSeek’s launch and AI application advancements lifted HSTECH’s valuation. By early 

March, its PE ratio reached 19x (up 28% YoY), while expected EPS remained stable with 

a ~5% upward revision; 2) In April, the US’s reciprocal tariff policy triggered a sharp 

valuation pullback. By early April, Hang Seng Tech’s PE hit a low of 14x (down 8% YoY) 

and stayed at relatively low levels through August, with expected EPS stable and slightly 

higher; 3) In August, progress in China-US trade talks plus rapid AI business growth of 

leading Chinese internet firms drove a notable valuation rebound, peaking at 23x PE in 

October (up 49% YoY). However, intensified local services competition and increased AI 

investment led to a downward revision of expected EPS from August onward, eventually in 

line with the start of the year. 

Figure 8: HSTECH: 1-Year Forward PE & EPS Trend 

 
Source: Bloomberg, CMBIGM 

Note: PE and EPS as of 2025/1/1 are used as the benchmark (indexed to 100). 

Based on companies' FY26 fundamental expectations (FY26 revenue growth forecast + 

operating margin) and PE levels, from a GARP perspective: PDD/ Kuaishou/NetEase are 

relatively undervalued; Tencent/Baidu/Trip.com/Boss Zhipin are reasonably valued; 

Meitu/Beike are relatively overvalued. Overall, we believe profit growth prospects remain 

the key support for companies' valuations, while AI-related valuation upside may act as a 

key catalyst. 
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Figure 9: China Internet: valuation vs fundamental outlook 

 
 Source: Bloomberg, CMBIGM 
 

Figure 10: China Internet: Valuation level 

Company Ticker Price Mkt cap PE (x) PS(x) PEG EPS CAGR   
(Local) (USDmn) 2025E 2026E 2025E 2026E 2026E 24-26E 

AI theme           

Tencent 700 HK 612.0      713,178  19.4  17.2  6.7  6.1  1.2  16% 

Alibaba BABA US 157.4      375,664  24.5  17.4  2.6  2.3  NA -1% 

Kuaishou 1024 HK 67.5        37,591  12.9  11.5  1.9  1.7  0.8  15% 

Baidu BIDU US 118.7        41,623  15.8  15.0  2.3  2.2  NA -14% 

Average       18.2  15.3  3.4  3.1      

Online Entertainment                   

Tencent 700 HK 612.0      713,178  19.4  17.2  6.7  6.1  1.2  16% 

NetEase NTES US 139.7        88,483  15.9  15.0  5.5  5.1  1.3  13% 

Kuaishou 1024 HK 67.5        37,591  12.9  11.5  1.9  1.7  0.8  15% 

Bilibili BILI US 25.7        10,826  NA NA 2.5  2.3  NA NA 

China Literature 772 HK 35.8          4,753  24.9  22.2  4.5  4.2  1.5  16% 

JOYY JOYY US 62.3          3,174  11.4  10.8  1.5  1.4  NA -1% 

iQiyi IQ US 2.0          1,964  NA 17.3  0.5  0.5  NA -26% 

Average       15.0  14.2  3.1  2.8      

E-commerce                   

Alibaba BABA US 157.4      375,664  24.5  17.4  2.6  2.3  NA -1% 

Pinduoduo PDD US 116.8      165,843  10.6  9.0  2.7  2.4  2.6  4% 

Meituan 3690 HK 98.1        76,361  NA NA 1.5  1.3  NA -52% 

VIPShop  VIPS US 19.9        10,256  8.3  8.0  0.7  0.7  7.3  1% 

Baozun BZUN US 2.9              170  17.3  6.4  0.1  0.1  NA NA 

Average       14.3  9.8  1.3  1.2      

Online Music                   

TME TME US 18.7        28,995  21.2  18.9  6.3  5.6  1.1  20% 

NTES Cloud Music 9899 HK 190.1          5,246  13.2  16.2  4.7  4.3  0.8  17% 

Average       17.2  17.6  5.5  4.9      

OTA                   

Trip.com TCOM US 71.1        46,484  10.5  15.9  5.3  4.7  1.3  8% 

TC Travel 780 HK 22.7          6,706  14.2  12.5  2.5  2.2  0.8  18% 

Average       12.4  14.2  3.9  3.4      

Online medical                   

JD Health 6618 HK 60.2        24,533  29.4  26.3  2.4  2.1  1.6  18% 

Ali Health 241 HK 5.5        11,222  32.8  28.0  2.3  2.0  1.5  22% 

Pingan Healthcare 1833 HK 14.1          3,907  NA NA 5.1  4.5  NA 59% 

Average       31.1  27.2  3.3  2.9      

Cyclical                   

Beike BEKE US 16.8        19,668  25.0  19.8  1.5  1.4  NA 0% 

Full-truck Alliance YMM US 11.3        11,787  17.6  15.5  6.7  6.1  1.0  17% 

Boss Zhipin BZ US 21.1        10,116  19.9  17.5  8.7  7.6  0.8  23% 

Average       20.8  17.6  5.6  5.0      

Source: Bloomberg, CMBIGM. Data as of 4 Dec 2025 
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Cash flow & profit margin: strong cash flow generation capacity 

underpins fundamental resilience 

Looking forward to 2026, we believe companies with strong cash flow generation capacity 

and healthy profit margins are better positioned to withstand macro and market cycles, 

such as Tencent, NetEase, TME, and NetEase Cloud Music. Conversely, companies with 

higher other operating expense ratios (share of fixed-cost-like expenses) possess more 

significant operating leverage, meaning that their profit performance may fluctuate sharply 

with macro conditions and revenue growth. Examples include Boss Zhipin, Kuaishou, 

Baidu, and Bilibili. 

Figure 11:  Internet sector: profit margin & expense ratio comparison (2025E) 

 

Source: Bloomberg, Company data, CMBIGM 

Figure 12: Internet sector: profit margin & expense ratio comparison（2026E） 

 

Source: Bloomberg, Company data, CMBIGM 
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Figure 13: Internet sector: profit margin & expense ratio comparison（2027E） 

 

Source: Bloomberg, Company data, CMBIGM 

From a cash flow perspective, companies including PDD, NetEase, Trip.com and Vipshop 

boast robust cash flow generation capacity (free cash flow/market cap) and high book cash 

levels (net cash/market cap), enabling them to better resist competition, invest in new 

business areas, or enhance shareholder returns. 

Figure 14: Internet sector: shareholder return 

 
Source: Bloomberg, Company data, CMBIGM estimates 

Note: Data as of December 4, 2025; 1) FY26E share repurchase amount is based on our estimates; 2) FY26/27E net cash/cash flow/dividends per 

share are based on Bloomberg consensus or our estimates  

 
Investment Recommendations 

1) Tencent (700 HK): The company has established solid competitive strengths in 

consumer internet segments including social, gaming, and advertising, with AI 

empowering its advertising, gaming, and cloud businesses across multiple dimensions. 

Looking ahead to FY26, we expect several drivers to support fundamental growth: 1) 

Evergreen games may maintain stability, while key new releases such as Honor of 

Kings: World are expected to contribute incremental gaming revenue; 2) AI 

empowerment coupled with higher ad load on Channels drives advertising revenue 

growth above the industry average; 3) AI-driven cloud services propel Tencent Cloud’s 

revenue growth. Backed by solid competitive moats and operating leverage, we project 

FY26 adjusted operating profit to grow 11% YoY. The stock currently trades at ~17x 

FY26 non-IFRS PE (15x excluding strategic investments). Our SOTP-based target 

price is HK$760.0, corresponding to 22x FY26E non-GAAP PE. 
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Yield

Buyback/m

kt cap

SBC/mkt

cap

(local) (US$mn) FY26E FY27E FY26E FY27E FY26E FY26E FY26E FY26E FY26E FY26E

VIPShop VIPS US 19.9             10,256 12.5% 13.5% 45.4% 49.3% 6.8% 2.3% 7.2% -2.7%               0.47                741

Beike BEKE US 16.8             19,668 4.4% 6.5% -10.6% -8.8% 4.9% 1.4% 4.6% -1.1%               0.24                900

TME TME US 18.7             28,995 5.7% 6.0% 14.6% 19.6% 2.2% 0.9% 1.7% -0.4%               0.17                500

Tencent 700 HK 606.0           711,930 4.7% 5.6% -1.5% -2.0% 1.7% 1.1% 1.4% -0.8%               6.41           10,000

NetEase NTES US 139.7             88,483 6.8% 7.4% 15.7% 19.7% 1.5% 2.1% 0.2% -0.8%               2.94                150

Alibaba BABA US 157.4           375,664 1.9% 3.2% 4.7% 7.4% 1.2% 1.3% 0.6% -0.6%               2.00             2,195

Baidu BIDU US 118.7             41,623 6.1% -1.6% 48.6% 52.0% 1.1% 0.0% 2.5% -1.4%                  -             1,033

Boss Zhipin BZ US 21.1             10,116 6.0% 6.8% 20.0% 25.3% 0.9% 0.6% 2.0% -1.6%               0.12                200

Trip.com TCOM US 71.1             46,484 6.3% 7.2% 24.5% 31.2% 0.4% 0.4% 0.7% -0.7%               0.29                344

TCEL 780 HK 22.2               6,712 8.5% 9.7% 22.8% 29.3% 0.2% 1.1% 0.0% -0.9%               0.25                  -

Cloud Music 9899 HK 187.4               5,237 5.8% 6.4% 34.4% 43.2% 0.2% 0.6% 0.0% -0.4%               1.18

Meituan 3690 HK 97.3             76,353 2.0% 5.9% 9.4% 12.6% 0.0% 0.0% 1.4% -1.4%                  -             1,042

Kuaishou 1024 HK 67.9             37,699 9.6% 9.6% 6.8% 10.4% 0.0% 0.0% 1.1% -1.1%                  -                400

Pinduoduo PDD US 116.8           165,843 11.0% 12.9% 41.2% 55.0% -0.9% 0.0% 0.0% -0.9%                  -                  -

Bilibili BILI US 25.7             10,826 2.4% 3.5% 20.5% 26.0% -1.2% 0.0% 0.5% -1.7%                  -                  50

Cash generation Shareholder return Dividend Buyback

FCF/mkt cap Net cash/mkt cap DPS (local)
Share

buyback
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2) Alibaba (BABA US): We reaffirm our positive view on Alibaba, supported by: 1) strong 

growth prospects for cloud computing revenue, driven by rising adoption of AI-related 

products and increasing digitalization demand; 2) stable e-commerce outlook, fueled 

by cross-selling effects from higher penetration of "Full-Site Recommendation" and 

rapid growth of instant retail. The latter is expected to boost user stickiness and drive 

better long-term customer management revenue, in our view. With robust technological 

capabilities and abundant AI application scenarios, Alibaba is poised to drive long-term 

revenue and profit growth via its two core strategic pillars: "consumption" and "AI + 

cloud". We view Alibaba as a key beneficiary of the AI theme. Our target price is 

US$206.4, corresponding to 23.4/18.1x FY27/28E PE. 

3) Kuaishou (1024 HK): We expect Kuaishou to continue benefiting from AI application 

development: 1) Keling AI revenue exceeded RMB300mn in 3Q25, with management 

projecting full-year FY25 revenue of US$140mn (≈RMB1bn, accounting for 1% of total 

revenue); 2) Online marketing: Leveraging AI models such as OneRec, Kuaishou drove 

an additional 4-5% growth in domestic online marketing revenue in 3Q25; 3) E-

commerce: Launched generative search architecture OneSearch, enabling more 

accurate product matching and driving ~5% growth in mall search orders. We are 

optimistic about its AI-driven growth and profit resilience, projecting adjusted net profit 

to grow 14% YoY in FY26. The stock currently trades at ~15x FY26 non-IFRS PE. Our 

SOTP-based target price is HK$88.0, corresponding to 15x FY26E non-GAAP PE. 

4) Trip.com (TCOM US): Overall travel demand remains resilient. Backed by strong 

supply chain capabilities and high-quality customer service, Trip.com’s domestic and 

outbound booking growth outpaces the industry average. Additionally, its overseas 

expansion progresses smoothly with balanced investment and revenue growth, which 

we believe will unlock long-term value. We forecast FY26 revenue/non-GAAP 

operating profit to grow 15%/14% YoY. Our DCF-based target price of US$83 

corresponds to 20x 2026 non-GAAP PE". Rated Buy. 

5) NetEase (NTES US): We expect key products to drive performance and valuation 

upside in FY26: 1) Swords of Legends: The Wanderer delivered better-than-expected 

overseas performance, with peak concurrent users exceeding 250,000 and ranking top 

3 on Steam’s global bestseller list. Overseas revenue contribution is expected to 

approach domestic levels in 2026; 2) Open-world marine RPG Forgotten Sea is 

scheduled for 2026 launch, poised to contribute substantial incremental revenue; 3) 

Open-world RPG Infinity is expected to launch in 2026. Supported by new product 

contributions, we project operating profit to grow 12% YoY in FY26. The stock currently 

trades at ~15x FY26 non-IFRS PE. Our SOTP-based target price of US$164.0 

corresponds to 18x FY26E non-GAAP PE. 
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LLMs & AI Applications: Intensified industry competition, 

exploration of diversified applications, and cost reduction & 

efficiency improvement 

Review of 2025: Competition has intensified across all segments within the large language 

model (LLM) industry, with continuous iterative upgrades in model capabilities. Meanwhile, 

call costs for the same models have continued to decline, and industry applications have 

been gradually promoted. Key industrial trends include: AI agent capabilities have emerged 

as a core focus; accelerated release and iteration of open-source LLMs; native end-to-end 

voice interaction models have become feasible for large-scale deployment; and further 

advancements in image editing and video generation LLMs. Looking ahead, we believe 

competition has not yet entered a convergence phase in 2026. The industry will continue 

to explore cutting-edge model capabilities while advancing industrial applications of LLMs, 

and monetization of AI applications in niche segments is expected to maintain growth 

momentum. We are optimistic about the further monetization potential driven by improved 

AI agent capabilities, as well as increased paid user penetration and monetization from 

advanced image editing and video generation LLMs. 

LLM industry development trends: intensified competition, enhanced 

capabilities, and lower costs 

Overall, global LLM Token usage volume has seen rapid growth since 2025, with the AI 

industry accelerating from technology validation to large-scale application. Data from the 

OpenRouter platform shows that the peak weekly Token usage volume of LLMs on its 

platform exceeded 7T in 4Q25, nearly doubling the peak in 3Q25. Among them, leading 

vendors such as xAI Grok and Google Gemini have witnessed prominent growth in LLM 

Token usage: xAI Grok’s weekly Token usage reached 3.15 trillion in November 2025, 

surging over 692% from 397bn in end August. The adaptability of model capabilities to 

scenarios and pricing strategies are the core drivers of LLM Token consumption growth. 

xAI Grok and Google Gemini, while capable of rapid technological iteration, are bound to 

high-value vertical scenarios such as programming, achieving absolute leading market 

share in AI+programming scenarios; Anthropic Claude has maintained its market share 

through continuously optimized pricing strategies. 

Figure 15: 2025 Full view of token usage volume for leading large language models 

 
Source: OpenRouter，CMBIGM 

Note: Unit price refers to the USD price per mn Tokens (input and output Token price weight ratio is 3:1, calculated 
on a blended basis) 
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Based on the iteration speed and intelligent capabilities of leading industry LLMs, the entire 

industry is demonstrating a trend of continuously accelerating iteration cycles and 

persistent breakthroughs in intelligent capabilities. According to the Artificial Analysis 

Intelligence Index, as of 24 November, the most capable LLM in the industry to date is 

Google's Gemini 3 Pro preview. 

Figure 16: Comparison of model capabilities among mainstream LLMs 

 

Source: Artificial Analysis, CMBIGM  
Note: 1) The Artificial Analysis Intelligence Index covers 10 evaluation dimensions (the same below), mainly including: MMLU-Pro, GPQA Diamond, 

Humanity's Last Exam, LiveCodeBench, SciCode, AIME 2025, IFBench, AA-LCR, Terminal-Bench Hard, 𝜏2-Bench Telecom；2) the ranking is 

non-exhaustive; 3) the ranking is as of 24 Nov 2025.  

Based on the overall capability scores of LLMs from Artificial Analysis data, U.S. vendors 

including Google, OpenAI, xAI, and Anthropic maintain leading positions in the industry. 

Among Chinese vendors, the top-performing LLMs include Kimi developed by Moonshot, 

DeepSeek by High-Flyer Quant, Minimax by Xiyu Technology, and Qwen by Alibaba Group, 

all of which demonstrate industry-leading capabilities. 

 

Figure 17: Ranking of capabilities of mainstream LLMs 

 

Source: Artificial Analysis, CMBIGM  
Note: 1) ranking is based on the Artificial Analysis Intelligence Index; 2) the ranking is as of 24 Nov 2025.  
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Based on the capability comparison between open-weights and proprietary models, 

Chinese model vendors have generally focused on exploring the open-weights route. 

Currently, the most capable open-source model is Kimi K2 Thinking. However, we have 

also observed a trend where U.S. vendors are accelerating their exploration of open-source 

models. For instance, OpenAI released its open-weight language model GPT-oss in August 

2025. 

Figure 18: LLM capability comparison: Open-weights vs. proprietary model 

 

Source: Artificial Analysis, CMBIGM  
Note: 1) ranking is based on the Artificial Analysis Intelligence Index; 2) the ranking is as of 24 Nov 2025.  

On the model inference cost front, based on data from Artificial Analysis, we have observed 

two key trends overall: 1) the inference costs of representative models within each group 

classified by different intelligent capability levels have continued to decline over time; 2) At 

the same point in time, accessing more powerful large language models (LLMs) does 

require a higher price; however, over an extended time horizon, the inference costs of 

representative models across all groups have fallen, and the narrowing cost gap between 

different groups is expected to further drive the prosperity of the application ecosystem.  

Figure 19: Pricing: Inference pricing continues to fall across all intelligence classes 

 

Source: Artificial Analysis, CMBIGM  
Note: price in USD per 1mn tokens (blended input to output token price 3:1). 
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By comparing within the industry, based on the comprehensive measurement of cost 

efficiency in terms of integrating the intelligent capability index of different models and the 

costs required to complete the corresponding index tests, certain versions of Minimax, Grok, 

and GPT series rank in the most attractive quadrant among current models. Models such 

as Kimi and Deepseek are also close to this high-value quadrant. 

Figure 20: Intelligence vs cost to run artificial analysis intelligence index 

 

Source: Artificial Analysis, CMBIGM  

In terms of cost-performance ratio for enterprise users (i.e., the balance between model 

intelligence capabilities and inference pricing), certain versions of Kimi, Minimax, and Grok 

rank in the optimal quadrant. Meanwhile, models such as DeepSeek and Qwen are also 

close to this high-value range. 
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Figure 21: Intelligence vs price  

 

Source: Artificial Analysis, CMBIGM  
Note: 1) Price: USD per 1M Tokens; 2) Price is a blend of Input & Output token prices (3:1 ratio) 
 
 

AI Applications: Empowering core business growth and facilitating 

internal cost reduction & efficiency improvement 

AI drives core business growth across multiple dimensions: 1) AI has significantly boosted 

domestic cloud business demand, and we expect Alibaba Cloud/Baidu Cloud/Tencent 

Cloud to maintain rapid growth in FY26; 2) AI fuels advertising revenue growth by 

optimizing content recommendations, enhancing user stickiness, increasing ad inventory, 

and improving ROI of ad solutions to drive ad demand. With AI empowerment, we are 

optimistic that Tencent, Bilibili, and Kuaishou are managed to record faster-than-industry 

growth in advertising revenue; 3) AI empowers various sectors including e-commerce, local 

services, travel, real estate, and recruitment to enhance user experience. 

Figure 22: Chinese Internet and cloud computing companies: AI empowerment of core businesses 

Company AI Progress 

Tencent 

1） AI accelerates advertising revenue growth: AI optimizes video recommendation algorithms and search capabilities, 
driving growth in ad impressions on WeChat Channels and Search; launched Tencent Advertising AIM+ (an intelligent 
delivery product matrix) in 3Q25, supporting advertisers to automatically configure targeting, bidding, and placements, 
and optimize ad creatives to improve marketing ROI; 

2） AI drives cloud business revenue growth: Tencent’s enterprise services revenue maintained teens% YoY growth in 
3Q25, mainly supported by growth in AI cloud and e-commerce businesses; AI cloud revenue accounts for over 10% of 
Tencent Cloud’s IaaS revenue. 

Alibaba 

1) Alibaba Cloud: As of 3Q25, AI-related cloud product revenue has achieved triple-digit growth for 9 consecutive 
quarters, accounting for over 20% of external customer revenue; full-stack AI capability upgrades (Qwen LLM, 
intelligent computing cluster); 

2) E-commerce: AI-driven B2B procurement engine Accio improves efficiency; AI optimizes user recommendations and 
merchant operations. 

Baidu 

1) Search/Mobile Ecosystem: As of 3Q25, AI-generated content accounted for nearly 70% of search results; Wenxin 
Assistant DAU exceeded 10mn; AI application revenue reached RMB2.6bn; 

2) AI Cloud: AI high-performance computing subscription revenue grows 128% YoY; Qianfan Platform has over 460,000 
enterprise users; 

3) Advertising: Native AI marketing services (AI agents + digital humans) revenue grows 262% YoY, accounting for 18% 
of Baidu Core’s online marketing revenue; 

4) Autonomous Driving: Apollo Go provided over 3.1mn fully driverless mobility services in 3Q25, covering 22 cities 
worldwide. 
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Kuaishou 

1) LLMs optimize ad recommendation and bidding: Leveraging AI LLM technologies such as OneRec and G4RL to 
drive 4-5% growth in domestic online marketing revenue in 3Q25; 

2) AIGC marketing materials reduce ad delivery costs: Total consumption of online marketing services driven by AIGC 
marketing materials exceeded RMB3bn in 3Q25; 

3) LLMs enhance user stickiness: Applying OneRec to short-video content recommendations to increase user time 
spent and retention rate, and expand ad inventory; 

4) Driving e-commerce GMV growth: Launched generative search architecture OneSearch to achieve more accurate 
product matching, driving ~5% growth in mall search orders. 

Meituan 

1) Local Commerce (Food Delivery / Instant Retail): AI dispatching optimizes delivery efficiency; AI operation tools 
(Kangaroo Consultant, Smart Shopkeeper) empower merchants; intelligent life assistant "Xiaomei" enters large-scale 
testing; 

2) Drone Delivery: Regular operations in Hong Kong/Shenzhen, with cumulative commercial orders exceeding 670,000 in 
3Q25. 

Pinduoduo 

1) E-commerce: Large models optimize search, advertising, and recommendation / intelligent shopping guidance; AI tools 
empower small and medium merchants with automated operations; 

2) Cross-border Business: AI translation / intelligent customer service reduce costs; intelligent pricing / logistics tracking 
improve efficiency. 

Bilibili 

1) AI optimizes precision marketing: Using AI to enhance precision marketing capabilities and upgrade intelligent 
delivery system, driving 16% YoY growth in the number of advertisers in 3Q25; 

2) Reducing ad delivery costs: Over 50% of performance ads were generated with AIGC tools in 3Q25; 
3) AIGC creation tools help creators improve content production efficiency: Launched AIGC tool "Huosheng" in 

December to help users generate video materials with AI. 

Tencent 

Music 

1) AI enhances user experience and stickiness: AI optimizes song recommendations, which account for ~40% of the 
company’s playback volume, boosting user stickiness; launched AI-generated lyric cards and various modes of AI 
seamless song-switching function Automix to improve user experience. 

Boss Zhipin 

1) Improving job seeker efficiency: Launched AI job-seeking assistant for all job seekers in 3Q25, driving significant 
QoQ growth in AI interaction volume; 

2) Enhancing recruitment efficiency and providing AI value-added tools: AI communication assistant has been 
gradually embedded into the company’s commercial product tools, driving a 7% increase in the average achievement 
rate of products. The company also launched other AI products such as AI Quick Recruitment, AI Interview, and AI 
Hosting for recruiters, which are expected to further improve recruitment efficiency and create incremental revenue in 
the long term. 

Trip.com 

1) Travel Services: AI itinerary assistant visits grew 180% YoY in 3Q25, saving users 50% of decision-making time; 
Trip.com Flights continues to strengthen data processing and AI application capabilities, with over 80 AI application 
scenarios currently implemented; 

2) Merchant Empowerment: AI translation helps hotels respond across languages; image-to-video tools empower 
merchant marketing. 

Beike 

1) Real Estate Transactions: As of the end of 3Q25, broker AI assistant "Laike" covers 414,000 brokers; AI assistant 
"Haoke" identifies high-value business opportunities (contributing 50% of transactions); 

2) Rental Business: Full-process intelligent operations (AI matching / pricing on property acquisition / rental sides); 

3) Residential Development: Behaojia AI+C2M model guides real estate project design (17 projects implemented as of 
3Q25). 

Source: Company data, CMBIGM 

AI is functional in improving internal operating efficiency. Currently, AI is mainly used in a 

number of internal processes such as programming development, customer services, and 

content moderation: 1) In programming, AI code generation rates of many internet 

companies including Tencent and Kuaishou have exceeded 30%, significantly improving 

product R&D efficiency; 2) In content moderation, content communities such as Bilibili use 

AI to enhance platform content moderation efficiency and reduce related personnel costs; 

3) In customer service, companies such as Boss Zhipin use AI to improve customer service 

efficiency and user satisfaction. 

Figure 23: Chinese Internet and cloud computing companies: AI Improving internal operating efficiency 

Company Internal AI efficiency improvement 

Tencent 
The company’s self-developed AI programming tool CodeBuddy supports the generation of 50% of new internal code at 

Tencent, helping improve R&D efficiency by over 16%. 

NetEase 

NetEase promotes AI-assisted intelligent code generation and builds an automated game testing system, helping improve R&D 

efficiency by more than 50%. The "NetEase Keling" platform, built with partners such as Alibaba Cloud to create a swarm 

intelligence collaboration network, launches the new AOP paradigm—starting from virtual games, it migrates applications to 

real human-machine collaboration scenarios such as visual review and embodied intelligence. 

Alibaba 

The 1688 platform launches digital employees such as AI Store Manager and AI Material Operator, undertaking multiple tasks 

to reduce labor costs. During Tmall Double 11, Alibaba Cloud provides over 10mn core CPU computing power, helping improve 

the performance of core business scenarios by over 30%. 
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Baidu 

As of April 2025, Wenxin Kuaima-generated code accounted for over 40% of Baidu’s daily new code. AI agents replace 30%-

40% of repetitive work. AI automatically troubleshoots server faults, reducing the average repair time from 4 hours to 15 minutes 

and cutting O&M labor input. 

Meituan 

Meituan’s LongCat large model achieved a 35% automation acceptance rate in internal code review and generation scenarios 

in 3Q25. In November 2025, Meituan disclosed that its WOWService AI system improved customer service resolution rate by 

9% and user satisfaction by 12% in complex business scenarios, with training annotation volume only 10% of traditional 

solutions. 

Bilibili 
The company launches an AI content moderation tool to enhance platform content moderation efficiency and reduce content 

moderation personnel costs. 

Kuaishou 
Kuaishou launched the AI-native programming tool CodeFlicker. As of September 2025, over 80% of Kuaishou engineers used 

CodeFlicker frequently, with an AI code generation rate close to 30%. 

Boss Zhipin 

The company promotes AI applications in R&D. In a newly established R&D department in one city, AI-generated code accounts 

for 70%, accelerating product R&D iteration speed. Additionally, the company applies AI in customer service, achieving results 

in customer service training, service quality inspection, customer emotion recognition and response, etc. 

Trip.com 

The travel vertical large model "Trip.com Wendao" has been applied to multiple scenarios such as itinerary planning, product 

information entry, and customer services, aiming to improve operational efficiency, reduce costs, and optimize user experience 

(e.g., AI technology shortens average product information entry time by about 10%). In 1H24, Trip.com’s intelligent customer 

service system could handle mns of inquiries during peak periods, with an AI self-service resolution rate exceeding 75%. 

Tongcheng 

Travel 

As of end 2024, customer service robots handled over 90% of structured requests, and employee efficiency increased 43% 

YoY. 

Ke Holdings 
AI review functions were implemented in 11 cities in 3Q25, improving efficiency by 60x, saving over 33,000 working hours, and 

intercepting more than 16,000 risky properties. 

Source: Company data, CMBIGM 

C-end AI applications/agents: intensified industry competition, 

optimistic about long-term commercial opportunities 

According to QuestMobile, the total MAU of mobile AI applications in China reached 729mn 

in September 2025, among which MAU of AI-native applications, AI application plug-ins, 

and mobile AI assistants reached 290mn, 710mn, and 540mn respectively. We observe 

that leading internet companies continue to increase investment in AI applications, each 

forming a relatively complete AI application matrix, and industry competition continues to 

intensify. We are optimistic about the long-term commercial opportunities of AI 

comprehensive assistants (ByteDance Doubao, Tencent Yuanbao, etc.), and gradual 

commercialization of C-end AI applications is expected in 2026. 

From the perspective of AI application matrices of representative Chinese internet vendors: 

1) ByteDance has achieved a significant leading position in the AI-native application track, 

with Doubao’s MAU reaching 170mn in September. Meanwhile, the company continues to 

empower Douyin based on AI search functions, with Douyin’s main site AI search MAU 

reaching 220mn, second only to Baidu AI search in the search track; 2) Tencent is rapidly 

catching up in the AI-native application track, with Yuanbao’s MAU exceeding 30mn in 

September, ranking third in the industry. This was mainly supported by continuous 

improvement in model capabilities, increased group investment, and traffic support from 

WeChat. In addition, WeChat AI search traffic has also achieved rapid growth, with MAU 

reaching 170mn in September; 3) Baidu still holds a leading position in the AI search field, 

with Baidu AI search MAU reaching 350mn in September; 4) Alibaba was relatively 

cautious in investing in C-end AI applications in the early stage, but the company launched 

the Qwen App in November to increase investment in C-end AI applications, with 

downloads exceeding 10mn one week after public beta and monthly active users growing 

rapidly. 
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Figure 24: Internet AI agent and tools 

Company 
Product 

Type 
Product name Core functions 

ByteDance 
 

AI agent Doubao 
General-purpose AI assistant, positioned as "everyone’s intelligent partner", 
supporting chat, writing, learning, etc. 

AI tool Jimeng AI 
Professional AI creation platform supporting text-to-image, text-to-video, and 
image-to-video. 

AI tool Jianying / CapCut Video editing tool integrating AI one-click editing, AI subtitles, AI dubbing, etc. 

AI tool Xingtu Image editing tool providing AI retouching, AI filters, etc. 

AI tool Haimian Music AI music generation tool. 

AI tool Hemao Aixue AI assistant for K12 and adult learning. 

AI tool Jichuang AI content creation tool designed for Douyin merchants. 

Kuaishou 
 

AI agent Kwali (Super Employee) 
Conversational AI assistant with multi-agent collaboration, generating short videos 
with one sentence. 

AI tool 
Kuaiyi (Language Large 
Model) 

Language generation model supporting copywriting, dialogue, etc. 

AI tool Ketu (Image Large Model) Image generation model supporting image creation, editing, etc. 

AI tool Keling (Video Large Model) Video generation model supporting video creation, editing, etc. 

AI tool Nuwa Digital Human Digital human live streaming tool. 

AI tool 
Intelligent Customer 
Service π 

Intelligent customer service tool for synchronous response to comment section 
inquiries. 

AI tool CodeFlicker 
AI-native intelligent code editor helping developers through natural language 
understanding, intelligent agents, context awareness, etc. 

Tencent 
 

AI agent Hunyuan Assistant 
General-purpose AI assistant supporting chat, writing, code generation, multi-turn 
dialogue, etc. 

AI tool Tencent Yuanbao 
Focusing on AI efficiency tools, providing core capabilities such as AI search, AI 
summarization, AI writing, etc. 

AI tool Hunyuan 3D World Model The industry’s first 3D world generation model. 

AI tool Tairos Embodied intelligence open platform. 

AI tool 
Tencent Docs Enterprise 
Edition AI Assistant 

Providing core capabilities such as AI writing, AI reading, AI formula writing, AI 
PPT, etc. 

AI tool 
Tencent Meeting AI 
Assistant Pro 

Helping improve efficiency throughout the meeting process. 

Alibaba 
 

AI agent Tongyi Qianwen (Qwen) 
General-purpose AI assistant, positioned as "a personal AI assistant that can chat 
and get things done", supporting writing, code, etc. 

AI tool Tongyi Lingma 
Intelligent coding assistant supporting over 200 programming languages such as 
Python, Java, SQL, etc. 

AI tool Tongyi Wanxiang Visual generation model including text-to-image, image-to-text, text-to-video, etc. 

AI tool Tongyi Zhiwen 
AI reading assistant supporting web page reading, paper reading, book reading, 
and free reading. 

AI tool Tongyi Tingwu 
Supporting free Q&A for ultra-long audio and video across single records, cross 
records, and multiple languages. 

AI tool Qwen-TTS/CosyVoice 
Speech synthesis model supporting input of Chinese, English, and mixed Chinese-
English text, with streaming audio output. 

AI tool Tongyi Bailing 
Real-time version of the new generation end-to-end speech recognition large 
model. 

Baidu 
 

AI agent Xinxiang App 
Mobile general super agent App dedicated to helping users solve complex 
problems one-stop through natural language interaction. 

AI tool Wenxin Agent Platform 
One-stop AI application building platform launched based on the Wenxin large 
model, aiming to help users create and deploy agents. 

AI tool ERNIE Bot Agent 
Large model agent development framework based on the orchestration capabilities 
of the Wenxin large model. 

AI tool Wenxin Yiyan 
Knowledge-enhanced multimodal large language model, positioned as a 
productivity tool in the AI era. 

AI tool Wenxin Kuaima 
AI programming assistant based on the code understanding and generation 
capabilities of the Wenxin large model. 

AI tool Wenxin Yige AI painting creation tool. 

AI tool Baidu Brain 
Open platform integrating over 270 core AI technologies such as computer vision, 
speech, natural language processing, and knowledge graphs. 

Source: Company data, CMBIGM 
  



30 Dec 2025  
 

 
 
PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 63 

PUGC/B-end AI applications: Focus on AI video application 
opportunities 

With the development of multimodal large models, AI creative generation applications 

(video/image/speech) for professional/enterprise users, especially AI video applications, 

have achieved rapid scenario implementation and commercial development. We remain 

optimistic about the long-term global market space for AI creative applications. We estimate 

that the global creative application market size will reach US$54.6bn in 2027, with AI 

creative application penetration expected to reach 11%, corresponding to a global AI 

creative tool market size of US$5.8bn. 

The global video large model industry is developing rapidly. Chinese vendors have 

achieved leading performance and cost advantages in the video model field based on 

continuous technological exploration and rich video data. According to Artificial Intelligence 

evaluations, Kuaishou Keling, Google Veo 3, and Lightricks LTX-2 Pro rank top three in 

performance, and Kuaishou Keling is superior to the other two large models in terms of API 

call price. Other domestic video model vendors such as SenseTime, Alibaba, and 

ByteDance also hold relatively leading positions in the industry and have advantages in 

model call costs. 

Figure 25: Leading video large models: comparison of scores and API prices 

Company Model Launch date Text-to-video ELO 
score 

Resolution API call price (USD/second) 

Kuaishou Kling 2.5 Turbo Standard Sep-25 1,232 720p 0.04 

Google Google Veo 3 / 3.1 Jul-25 1,227 720p 0.20 

Lightricks LTX-2 Pro Oct-25 1,198 1080p 0.06 

MiniMax MiniMax Hailuo 2.3 Oct-25 1,194 768p 0.05 

Vidu Vidu Q2 Turbo Oct-25 1,185 720p 0.02 

Alibaba Wan 2.5 Sep-25 1,181 720p 0.09 

OpenAI Sora 2 Sep-25 1,179 720p 0.10 

PixVerse PixVerse v5 Aug-25 1,179 1080p 0.06 

ByteDance Seedance 1.0 Lite Jun-25 1,169 720p 0.03 

Source: Artificial Intelligence, CMBIGM 

According to POE, the usage of Google’s Veo 3 video model has grown rapidly since its 

launch, with its market share approaching 24% by early September. However, domestic 

video model vendors have also maintained strong competitiveness. The combined market 

share of video models from domestic vendors (including Kuaishou, Minimax, Alibaba, and 

ByteDance) has reached approximately 53%. Among them, Kuaishou’s Kling remains the 

leader with a 16% market share. 

Figure 26: Video models: messages sent to models 

  

Source: POE, CMBIGM 
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We remain optimistic about the long-term global market space for AI creative applications. 

We estimate that the global creative application market size will reach US$54.6bn in 2027, 

with AI creative application penetration reaching 11%, corresponding to a global AI creative 

tool market size of US$5.8bn. 

Figure 27: Creative AI application TAM  

Creativity tools TAM (US$bn) 2024 2025E 2026E 2027E 

Creativity tools TAM 39.16 43.79 48.93 54.61 

YoY   11.8% 11.7% 11.6% 

AI creativity tools TAM   1.86 4.01 5.80 

AI Penetration rate   4.3% 8.2% 10.6% 

Professional Creativity 2024 2025E 2026E 2027E 

Global number of creative pros (mn) 68.0 71.4 75.0 78.7 

Free-to-paid conversion rate % 85% 85% 85% 85% 

Number of subscribers (mn) 57.8 60.7 63.7 66.9 

Monthly ARPPU (US$) 44.0 45.0 46.0 47.0 

Creativity Cloud TAM - Professional Creativity 305.2 327.7 351.8 377.4 

AI Creativity Cloud TAM - Pro Creativity   13.1 26.4 37.7 

AI Penetration rate   4% 8% 10% 

Hobbyist Creativity 2024 2025E 2026E 2027E 

Global number of creative hobbyists (mn) 900.0 927.0 954.8 983.5 

Free-to-paid conversion rate % 10% 11% 12% 13% 

Number of subscribers (mn) 90.0 102.0 114.6 127.8 

Monthly ARPPU (US$) 8.0 9.0 10.0 11.0 

Creativity Cloud TAM - Hobbyist Creativity 86.4 110.1 137.5 168.8 

AI Creativity Cloud TAM - Hobbyist   5.5 13.7 20.3 

AI Penetration rate   5% 10% 12% 

Source: Company data, International Labor Organization, CMBIGM estimates 
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Online games: solid revenue growth; accelerate overseas 

expansion 

We expect China's online game market size to grow by 5% YoY to RMB369.4bn in 2026, 

where the revenue from evergreen games will remain relatively stable, and the growth 

momentum will mainly come from highly-anticipated new games, including key titles such 

as Tencent’s Honor of Kings: World, NetEase’s Sea of Remnants and ANANTA. We are 

upbeat on the overseas expansion opportunities for Chinese game companies in 2026, 

primarily due to the increasing investment from Chinese game developers in overseas 

businesses, which gradually forms a relatively mature global product publishing and 

operation pipeline. According to Newzoo, the global game market size will reach 

US$196.1bn in 2026, with the overseas game market (excluding China) standing at 

US$144.1bn, indicating a vast market potential. Chinese game developers currently hold a 

relatively low market share in overseas markets, with significant room for growth. 

Based on data from CNG and our estimates, China's game market size will grow by 8% 

YoY to RMB351.8bn in 2025E, mainly driven by: 1) the healthy growth of key evergreen 

games, including Tencent’s Honor of Kings and NetEase’s Fantasy Westward Journey; 2) 

the incremental contribution from recently launched games such as Delta Force and Where 

Winds Meet. Tencent’s Delta Force entered the top 3 of China’s mobile game revenue 

rankings in 3Q25 within one year of its launch, significantly boosting the growth of the 

Extraction Shooter genre and the overall size of China's game market. 

Figure 28: China: online games market size 

 

Source: CNG, CMBIGM estimates 

Figure 29: China: online games market size 

(quarterly) 

 

Source: CNG, CMBIGM estimates 

The regulatory environment for China's online game industry became milder in 2025: 

1) Central and local authorities issued policies to support the healthy development of the 

game industry: In March, the General Office of the CCCPC and the General Office of the 

State Council issued the Special Action Plan for Boosting Consumption, which explicitly 

proposed promoting the consumption of animation, games, and esports. In April, the 

Ministry of Commerce issued the Work Plan for Accelerating the Expansion of Opening-up 

in the Service Sector, which clearly stated support for the development of overseas game 

business; 2) The approval speed of game Banhao accelerated: 1,441 games were 

approved in 10M25, exceeding the total number of approvals in 2024 (1,417 games). 
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Figure 30: No. of domestic game Banhao approved 

 

Source: NPPA, CMBIGM 

Chinese game companies accelerated their overseas expansion: In 9M25, the 

overseas market revenue of China's self-developed games increased by 6% YoY to 

US$14.5bn. Compared with the size of the overall overseas game market (c.US$140bn in 

2025), there is significant room for growth. 

Figure 31: Overseas revenue from China’s self-

developed games  

 

Source: CNG, CMBIGM estimates 

Figure 32: Global & overseas games revenue 

 

Source: Newzoo, CMBIGM estimates 

 

We are upbeat on the overseas expansion opportunities for Chinese game 

companies, mainly because these companies have: 1) Clearer overseas strategic 

planning: Tencent Games’ overseas business relies primarily on the evergreen products of 

its overseas subsidiaries Supercell and Riot Games, coupled with continuous investment 

in and acquisition of mature overseas studios such as Techland and Funcom, all of which 

delivered solid performance in 2025. Since 2021, NetEase has invested in and built a large 

number of overseas game studios, but in 2025, it has shut down most of them and shifted 

its focus to the overseas strategy of "domestic R&D and global publishing". Its global-

oriented product Where Winds Meet achieved strong results after launch, entering the top 

3 of Steam’s global game bestseller list with peak concurrent players exceeding 250,000. 
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2) Industry-leading game product R&D and publishing capabilities: Based on 1H25 

revenue, 3 Chinese game companies have entered the top 10 global game publishers. 

After years of experience in game R&D, operation and publishing, Chinese game 

companies have formed a relatively complete industrialized game production pipeline. 

Chinese game developers have taken the lead over European and American counterparts 

in terms of revenue generation and efficiency per game developer. In 2024, the revenue 

per game developer of NetEase/Electronic Arts (EA)/Take-Two (T2)/Ubisoft reached 

US$720k/US$640k/US$400k/US$140k respectively. The industry-leading game 

development capability and talent reserves will support the overseas development of 

Chinese game companies. 

 Game company outlook: expect Tencent/NetEase FY26 games revenue to grow 

by 8%/8% YoY 

1) We expect Tencent’s game revenue to grow by 8% YoY in FY26, with 

overseas/domestic game revenue increasing by 15%/5% YoY respectively. The 

growth of domestic game revenue will be mainly driven by the solid performance of 

evergreen titles and the incremental contribution from highly anticipated new products 

such as Honor of Kings: World and Ni Zhan: Future. The growth of overseas game 

revenue will primarily benefit from the strong performance of Supercell’s products and 

the continuous recognition of deferred revenue. Supercell’s flagship games delivered 

robust revenue performance in 2025. Revenue of Clash Royale surged by over 400% 

YoY in 3Q25, and its DAU hit a new high in September 2025. 

2) We anticipate NetEase’s game and other VAS revenue to rise by 8% YoY in FY26, 

mainly driven by new products: 1) Where Winds Meet has outperformed 

expectations since its overseas launch, with peak concurrent players exceeding 

250,000 and ranking among the top 3 on Steam’s global game bestseller list. Its 

overseas revenue contribution is expected to approach the domestic level in 2026; 2) 

The ocean-themed RPG Sea of Remnants is scheduled to launch in 2026, likely to 

bring considerable incremental revenue; 3) The open-world RPG ANANTA is 

expected to be released in 2026, and depending on the launch timing, it is poised to 

make meaningful revenue contribution to the company. 

Figure 33:Tencent/NetEase: game pipeline 

Title Self-developed/licensed Genre Banhao approval? Expected launch time 

Tencent         

Honor of Kings: World Self-developed Open-world RPG Yes 2026E 

Honor of Kings: Chess Self-developed Auto Chess Yes 2026E 

Ni Zhan: Future Self-developed Shooter Yes 2026E 

The Hidden Ones Self-developed Action Yes 2026E 

Roco Kingdom: World Self-developed RPG Yes 2026E 

Light of Motiram Self-developed RPG Yes 2026E 

Lineage 2 Licensed RPG Yes TBD 

DNF: Khazan Licensed RPG No TBD 

     

NetEase         

Sea of Remnants Self-developed RPG No 2026E 

ANANTA Self-developed Open-world RPG Yes TBD 

Blood Message Self-developed RPG No TBD 

Planet Party Time Self-developed Casual Yes TBD 

Source: Company data, CMBIGM  
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Figure 34: Tencent: games revenue 

 

Source: Company data, CMBIGM estimates 

Figure 35: NetEase: games and other VAS revenue  

 

Source: Company data, CMBIGM estimates 
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Online music: solid subscription business; enhance 

monetization of fan economy 

We expect major online music platforms to maintain music revenue growth of over 10% in 

2026, primarily driven by the balanced growth of paying users and ARPPU, as well as the 

expansion of non-subscription businesses such as advertising, concert, and artist 

merchandise. By company: 1) we forecast TME’s online music revenue to grow by 16% 

YoY in 2026, with subscription/non-subscription revenue increasing by 12%/23% YoY 

respectively. We anticipate its subscriber and ARPPU to rise by 5% and 7% YoY in 2026, 

respectively. The company will continue to boost the penetration rate of SVIP memberships 

to drive ARPPU growth. On the non-subscription front, TME will keep investing in fan 

economy businesses. The robust growth of segments like concerts and artist merchandise 

is expected to support the sustained rapid expansion of non-subscription revenue. 2) We 

project NetEase Cloud Music’s online music revenue to grow by 11% YoY in 2026, with its 

subscriber and ARPPU growing by 9% and 3% YoY, respectively. 

Figure 36: Online music platform: subscriber outlook 

 

Source: Company data, CMBIGM  

Figure 37: Online music platform: revenue outlook 

 

Source: Company data, CMBIGM estimates 

In terms of competitive landscape, despite Soda Music’s strong MAU growth over the past 

two years, we remain upbeat on TME and NetEase Cloud Music’s ability to maintain their 

leadership, supported by their core advantages: 1) rich music content libraries: with years 

of accumulated music copyrights and established self-produced music ecosystems, 

Tencent Music and NetEase Cloud Music lead Soda Music in content reserves.; 2) higher 

user stickiness and commercialization potential: compared to Soda Music users, QQ 

Music/NetEase Cloud Music users spend more time on the platforms and exhibit higher 

user engagement. The two platforms improve monetization efficiency through diversified 

models including memberships, advertising, and fan economy initiatives. 

Figure 38: Online music platform: MAU comparison (Sep 2025) 

  

Source: QuestMobile, CMBIGM 
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The fan economy (including music performances and artist merchandise) is poised to 

become a new growth driver for music businesses. According to Statista and the China 

Association of Performing Arts, the global music performance market reached US$34.6bn 

in revenue in 2024, while China’s commercial performance box office hit RMB58bn. The 

market for music performances and artist merchandise is substantial. By integrating 

upstream content copyright holders and artist resources, TME is expected to accelerate its 

layout in the fan economy. 

Figure 39: Global: music concert revenue 

 

Source: Statista, CMBIGM 

Figure 40: China: commercial performance box 

office 

 

Source: China Association of Performing Arts, CMBIGM 

 

  

0

5

10

15

20

25

30

35

40

2019 2020 2021 2022 2023 2024

(US$ bn)

0

10

20

30

40

50

60

70

2019 2020 2021 2022 2023 2024

(RMB bn)



30 Dec 2025  
 

 
 
PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 71 

Online advertisng: AI to drive ad revenue growth 

We expect the revenue of major online advertising platforms in China to grow by 11% YoY 

in 2026E, showing an accelerated trend from 2025, mainly due to: 1) AI continues to drive 

an increase in advertising inventory, improvement in ad conversion, and reduction in ad 

placement costs, supporting leading advertising platforms such as Tencent, Kuaishou, and 

Bilibili to maintain rapid growth in advertising revenue; 2) advertising budgets of some 

platforms with strong media attributes, such as iQiyi, are expected to recover. This is 

primarily because the high-base effect (stemming from marketing campaigns for the 2024 

Olympic Games) is set to fade, and ad spending in categories like food and beverage as 

well as apparel is likely to rebound in 2026, driven by events such as the World Cup. 

Figure 41: Online advertising: revenue outlook 

Total retail sales 1Q24 2Q24 3Q24 4Q24 1Q25 2Q25 3Q25   FY25E FY26E 

Total retail sales 12.0 11.6 11.8 13.4 12.5 12.1 12.0   51.1 53.4 

YoY 4.7% 2.6% 2.7% 3.8% 4.6% 5.4% 2.4%   4.2% 4.2% 

            

Ad revenue (RMBmn) 1Q24 2Q24 3Q24 4Q24 1Q25 2Q25 3Q25  FY25E FY26E 

Tencent 26,506 29,871 29,993 35,004 31,853 35,762 36,242  145,927 169,873 

Kuaishou 16,650 17,515 17,634 20,994 17,977 19,765 20,102  81,118 88,812 

Baidu 17,008 19,164 18,771 17,906 15,978 16,213 15,325  62,471 62,471 

BiliBili 1,669 2,037 2,094 2,389 1,998 2,449 2,570  9,924 11,749 

iQiyi 1,482 1,461 1,337 1,434 1,328 1,272 1,241  5,106 5,291 

Total 65,789 72,750 72,680 80,504 71,609 78,217 78,153  315,129 349,123 

            

YoY 1Q24 2Q24 3Q24 4Q24 1Q25 2Q25 3Q25  FY25E FY26E 

Tencent 26.4% 19.5% 16.6% 17.5% 20.2% 19.7% 20.8%  20.2% 16.4% 

Kuaishou 27.4% 22.1% 20.0% 15.3% 8.0% 12.8% 14.0%  12.0% 9.5% 

Baidu 2.7% -2.2% -4.6% -6.5% -6.1% -15.4% -18.4%  -14.2% 0.0% 

BiliBili 31.2% 29.5% 27.8% 23.8% 19.7% 20.2% 22.7%  21.2% 18.4% 

iQiyi 5.6% -2.3% -20.1% -13.1% -10.4% -12.9% -7.2%  -10.6% 3.6% 

Total 18.1% 12.4% 9.8% 9.3% 8.8% 7.5% 7.5%  8.2% 10.8% 

Source: Wind, NBS, Company data, CMBIGM estimates 

AI LLMs have emerged as one of the key drivers of advertising revenue growth: 1) AI-

generated advertising creatives and automated ad placement have become standard tools 

for ad campaigns, lowering the threshold and costs of ad placement while improving ad 

ROI. In 3Q25, the total ad spending by Kuaishou’s AIGC marketing materials exceeded 

RMB3bn. Over 50% of Bilibili’s performance-based ads were generated with AIGC tools in 

3Q25. 2) AI continues to enhance ad targeting capabilities and improve ad conversion. 

Tencent has continuously upgraded its advertising LLMs, driving a YoY increase in average 

eCPM in 3Q25. Kuaishou leveraged AI LLM technologies such as OneRec and G4RL to 

boost its domestic online marketing revenue by 4-5% in 3Q25. 3) AI optimizes content 

recommendation algorithms, driving growth in platform user traffic and expanding 

advertising inventory. Kuaishou applied OneRec to content recommendation, increasing 

user time spent and retention rates. Tencent used AI to optimize video recommendation 

algorithms, leading to growth in Weixin user traffic. 
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Figure 42: China online advertising platform: AI empowers ad business 

Company AI applications in ad 

Tencent 

1) Increase ad inventory: AI-optimized recommendation algorithms and delivery capabilities drive growth in personalized and 

programmatic ad exposure. 

2) Improve ad conversion: Upgraded ad models boosted average eCPM YoY in 3Q25. 

3) Lower ad delivery costs: Launched smart placement products AIM+ to enable automated ad placement and bidding for 

advertisers, and optimized ad creatives to improve ad ROI. 

Kuaishou 

1) Large-model-optimized ad targeting and pricing: Leveraged OneRec and G4RL AI large-model technologies to drive a 4-

5% increase in domestic online marketing revenue in 3Q25. 

2) AIGC creatives reduce ad operation costs: ad spending powered by Kuaishou’s AIGC marketing materials exceeded 

RMB3bn in 3Q25. 

3) LLMs enhance user stickiness: Applied OneRec to short video content recommendation, increasing user time spent and 

stickiness to expand ad inventory. 

BiliBili 

1) AI-optimized ad targeting: AI-powered ad targeting capabilities and upgraded smart bidding systems drove 16% YoY growth 

in advertiser count in 3Q25. 

2) Lower ad placement costs: >50% of performance-based ads generated by AIGC tools. 

Source: Company data, CMBIGM 

 Advertising outlook: Expect Tencent/Kuaishou/Bilibili’s ad revenue to grow 

16%/10%/18% YoY in FY26  

1) We forecast Tencent’s marketing revenue to increase by 16% YoY in FY26, 

mainly driven by: a) the rise in ad load rate of Weixin b) AI expanding advertising 

inventory, boosting ad conversion rates and eCPM; c) AI continuously enhance search 

capabilities, and the growth of commercial search volume will drive the revenue of 

Weixin search ads. 

2) We project Kuaishou’s online marketing revenue to grow by 10% YoY in FY26, 

primarily driven by the growth of domestic online marketing revenue, which will be 

partially offset by the decline in overseas marketing revenue. Key growth drivers 

include: a) the continuous upgrade of AI LLM such as OneRec and G4RL, which will 

drive traffic growth and an increase in ad eCPM, thus boosting domestic online 

marketing revenue; b) incremental advertising budgets from content consumption 

sectors such as short dramas and mini games. 

3) We anticipate Bilibili’s ad revenue to rise by 18% YoY in FY26. The main growth 

drivers are: a) the continuous optimization of ad commercial infrastructure and 

algorithms to improve ad conversion, attracting incremental advertisers and their 

budgets; b) the gradual increase in the overall ad load of the platform. 

Figure 43: Tencent: marketing revenue 

 

Source: Company data, CMBIGM estimates 

Figure 44: Kuaishou: online marketing revenue 

 

Source: Company data, CMBIGM estimates 
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E-commerce: Seeking efficient customer acquisition and 

retention 

Supported by national subsidy policies in 2025, the online retail sales of physical goods 

maintained steady growth overall, but the growth rate slowed down after the partly phasing 

out of these subsidies. Industry competition still revolves around creating incremental value 

for core consumer groups and enhancing user stickiness. Meanwhile, e-commerce 

platforms are attempting to explore more efficient customer acquisition and retention 

through higher-frequency food delivery services within instant retail, and further drive the 

increase of online penetration by combining near-field and far-field models. Looking ahead 

into 2026, the e-commerce industry may face growth challenges amid a high base. We 

anticipate that e-commerce platforms will continue to deepen their exploration of instant 

retail, while irrational subsidies are expected to decrease year-on-year. We estimate that 

the overall online retail sales will grow by 6.5% YoY in 2026, among which the online retail 

sales of physical goods will increase by 5.2% YoY. We expect the GMV growth of non-

physical goods consumption such as online tourism to continue outperforming that of 

physical goods' online retail sales. 

For investment recommendation, we prefer Alibaba, with healthy growth in its core e-

commerce business, the ability to proactively adjust investment scale to control profit 

margins, and excellent prospects in the AI field. We also prefer Pinduoduo, whose non-

GAAP net profit has returned to positive growth with undemanding valuations.  

China e-commerce: high base effect of national subsidies emerges, 

focus on core user consumption stickiness 

According to data from the NBS (National Bureau of Statistics), the total retail sales of 

consumer goods / total retail sales of consumer goods excluding automobiles in 10M25 

increased by 4.3%/4.9% YoY (1H25: 5.0% / 5.5%). During the same period, online retail 

sales/online retail sales of physical goods rose by 9.6% / 6.3% YoY respectively (1H25: 

8.5% / 6.0%). In October alone, the online retail sales of physical goods grew by 4.9% YoY, 

a slowdown from the previous month (Feb/ Mar/ Apr/ May/ Jun/ Jul/ Aug/ Sep: 5.0%/6.9% 

/6.1%/8.2%/4.7%/8.3%/7.1%/7.3%), indicating the gradual emergence of the high base 

effect from national subsidies, in our view. The online penetration of retail sales of physical 

goods in the total retail sales of consumer goods reached 25.2% in 10M25 (9M25: 25.0%; 

10M24: 25.9%). Among the online retail sales of physical goods, the sales of food / clothing 

/ daily use products in 10M25 increased by 15.1% / 3.6% / 5.1% YoY. Compared with 9M25 

(15.1%/2.8%/5.7%), food products maintained stable growth, while clothing products saw 

accelerated growth.  
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Figure 45: China: YoY growth of online physical 
goods GMV and two-year CAGR 

 
Source: NBS, CMBIGM 

Figure 46: China: online penetration of physical 
goods retail sales 

 
Source: NBS, CMBIGM 

 

The high base effect from national subsidies has been notably evident in the home 

appliance category, while the mobile phone segment has maintained steady performance 

driven by new product launches. In Oct 2025: 1) retail sales of household appliances fell 

by 14.6% YoY (10M25: +13.8%; Sep 2025: +3.3%), with a significant sequential slowdown; 

2) retail sales of telecommunication equipment rose by 23.2% YoY (10M25: 20.9%; Sep 

2025: 16.2%), boosted by the launch of new mobile phones in our view; 3) retail sales of 

cultural and office appliances (including computers) increased by 13.5% YoY (10M25: 

19.1%; Sep 2025: 6.2%). 

Looking ahead, we forecast that overall online retail sales will grow by 6.5% YoY in 2026, 

within which online retail sales of physical goods may increase by 5.2% YoY. Also, we 

expect the growth rate of non-physical goods, such as service consumption including online 

tourism, will continue to outperform that of physical goods' online retail sales. 

Figure 47: China: growth of online retail sales of physical goods and forecast 

 

Source: NBS, CMBIGM estimates 
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In terms of market share, we anticipate that PDD/Douyin E-commerce/Kuaishou e-

commerce will continue to gain market share. Additionally, we expect Weixin video account 

and Xiaohongshu e-commerce to sustain their market share growth trajectory.  

Figure 48: China: estimate of market share in e-commerce industry 

 

Source: NBS, Latepost, company data, CMBIGM estimates 

Note: 1) GMV data includes figures disclosed by companies and our estimates based on third-party data. Due 
to potential inconsistencies in GMV disclosure standards across e-commerce platforms, direct comparability 
may not be absolute; 2) when calculating market share, we have incorporated return rates to reflect actual GMV 
generated; 3) to avoid double-counting, only GMV from the closed-loop e-commerce segment of live streaming 
e-commerce channel is included in the market share calculation. 

 

International E-commerce: Focusing on efficiency improvement amid 

geopolitical uncertainties 

In 2025, amid lingering geopolitical uncertainties, we have observed the trend that e-

commerce platforms' overseas business expansion strategy has shifted to prioritize 

operational efficiency and profitability improvement over scale expansion. Looking ahead 

to 2026, we anticipate that the trend driving operational efficiency enhancement will persist, 

with e-commerce platforms continuing to balance scale expansion and operational 

efficiency improvement. 

Taking Alibaba as an example, the revenue of its Alibaba International Digital Commerce 

(AIDC) segment reached RMB34.8bn in 3Q25, with the YoY revenue growth rate slowing 

to 9.9% (3Q24: 29.2%; 2Q25: 18.6%). Nevertheless, the business segment achieved 

break-even, with the adjusted EBITA margin increasing by 9.7ppts YoY. 
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Figure 49: Alibaba: AIDC segment revenue growth 

 

Source: Company data, CMBIGM 

Figure 50: Alibaba: adjusted EBITA for AIDC  

 

Source: Company data, CMBIGM 

 

OTA: expecting travel demand to remain resilient in 2026 

The tourism industry's growth resilience continued to stand out in 2025, in line with 

expectations. According to data from the Ministry of Culture and Tourism, domestic tourist 

trips/tourism spending in 9M25 increased by 18.0%/11.5% YoY. Looking ahead to 2026, 

we expect the growth rate of domestic tourism revenue to still outpace GDP growth by 2-3 

ppts, with an overall growth rate to reach 7%. OTA platforms are likely to achieve faster 

growth, benefiting from the sustained upward trend of hotel online penetration. For 

outbound tourism, we project that the industry's overall outbound tourism revenue growth 

will remain in the range of 10-15%, while we expect leading OTA platforms (e.g., Trip.com 

Group) to see outbound tourism revenue growth exceed 15%. Despite partial geopolitical 

disruptions, we anticipate that outbound tourism demand will remain stable overall and may 

shift to domestic long-distance travel demand amid challenges, thereby supporting the 

industry's growth resilience. Additionally, leading OTA platforms are continuously 

advancing overseas expansion, which in our view should underpin medium-to-long-term 

revenue and profit growth. We remain positive regarding the overseas expansion potential 

of leading OTA platforms. For investment recommendation, we continue to favor Trip.com 

Group, which is steadily expanding its GTV market share in both domestic and outbound 

tourism and making rapid progress in overseas expansion. In addition, we reiterate our 

BUY rating on Tongcheng Travel, whose overall profit growth is expected to remain resilient 

in 2026. 

Domestic Tourism: sustained resilience amid a high base 

According to the Ministry of Culture and Tourism, the number of domestic tourist trips 

reached 4.998bn in 9M25, up 18.0% YoY, and domestic tourism spending totaled 

RMB4.85tn, an increase of RMB0.50tn YoY, representing YoY growth of 11.5%. Within the 

total tourism spending, urban residents' tourism expenditure reached RMB4.05tn, up 9.3% 

YoY, and rural residents' tourism expenditure reached RMB0.80tn, up 24.0% YoY. 

In 2025, "quality-oriented" and "long-haul" were the key keywords for the overall tourism 

industry. Taking the National Day holiday as an example: Trip.com Group’s data showed 

that the proportion of domestic long-haul travel orders during the holiday increased by 3 

ppts, and orders for multiple long-haul outbound tourism destinations in Europe has 

doubled YoY. Tongcheng Travel data indicates that the number of outbound long-haul 

group tour departures on its platform nearly doubled YoY, significantly outpacing the growth 

of outbound short-haul group tours. Meanwhile, spending on domestic and outbound group 

tour products booked by users in non-first-tier cities increased by over 33% YoY. Fliggy 
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(Alibaba's online travel business arm) data reveals that the per capita booking volume of 

transportation-related products (e.g., air tickets, car rentals) on its platform rose by 5% YoY, 

while the per capita booking volume of hotel, package tour, and attraction ticket products 

increased by 4.6% YoY. The average transaction value for holiday travel surged by 14.6% 

YoY. 

Looking ahead, we expect the domestic tourism market to maintain growth resilience in 

2026, with the industry's market size growth likely to remain 2-3 ppts higher than GDP 

growth, reaching approximately 7%. 

Outbound Tourism: Recovery enters a stable phase 

According to the National Immigration Administration, immigration authorities nationwide 

inspected a total of 510mn entry-exit personnel in 9M25, a YoY increase of 14.3%, 

approaching historical peaks. Based on data from the Civil Aviation Administration of China 

(CAAC) and Trip.com Group, the overall number of outbound flights has recovered to a 

stable level. Trip.com Group’s outbound flight recovery has consistently outperformed the 

industry, leading by 20-30 ppts during off-peak seasons and extending the lead to 40 ppts 

during peak seasons. We attribute this to three key factors: 1) comprehensive service 

coverage, enabling one-stop high-quality fulfillment of user needs; 2) supply chain 

advantages in hotels and air tickets; 3) a higher proportion of long-distance travel during 

peak seasons compared to weekdays, with platforms with stronger brand recognition 

poised to benefit more.  

Figure 51: Recovery status of overall outbound flights vs Trip.com Group 

  
Overall recovery rate of outbound 
flights 

Recovery rate of outbound flights on 
Trip.com's platform 

1Q24 ~70% ~90% 

2Q24 >70% ~100% 

3Q24 ~80% ~120% 

4Q24 ~80% ~120% 

1Q25 80-90% ~120% 

2Q25 80-90% >120% 

3Q25 80-90% ~140% 

Source: CAAC, Company data, CMBIGM 

Looking ahead to 2026, we believe Trip.com Group should still maintain faster growth than 

the industry level growth in outbound travel, despite potential short-term disruptions to 

overall outbound tourism from geopolitical factors. We anticipate that the industry's overall 

outbound tourism revenue growth will remain at 10-15%, while Trip.com Group’s outbound 

tourism revenue growth may exceed 15%. 

Overseas expansion: underpinning long-term revenue and profit 

growth 

Leading OTA platforms have continued to advance their overseas expansion steadily, 

which we believe will provide strong support for medium-to-long-term revenue and profit 

growth. According to our estimates, the combined revenue contribution of Trip.com Group’s 

two pure international business platforms—Skyscanner and Trip.com—to Trip.com 

Group’s total revenue has exceeded 20% in 9M25, with Trip.com maintaining a YoY 

revenue growth rate of over 50-60%. We forecast that Skyscanner and Trip.com's 

combined revenue contribution to Trip.com Group will reach 26%/30% in 2026/2027. 

Trip.com Group will continue to efficiently drive revenue growth in its overseas business 

while balancing revenue growth and profitability, providing robust support for the company's 

medium-term revenue and profit growth. 
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Local life services: still has room for further online 

penetration, while competition normalized 

The intensity of competition in the overall local life services sector in 2025 exceeded our 

expectations at the start of the year. We believe the primary reason is that after their core 

businesses entered a relatively mature stage, e-commerce platforms are seeking new 

ways to expand their user base, enhance user stickiness, and explore new scenarios (such 

as the integration of near-field and far-field commerce) to further boost e-commerce 

penetration. Looking ahead: 1) for food delivery: we believe the most intense phase of 

competition may have ended in 3Q25, and the intensity of competition and subsidies is 

expected to ease starting from 4Q25. However, overall industry competition is likely to 

become more normalized, and overly optimistic expectations should not be held for the 

pace of industry's return to profitability in 2026, in our view; 2) for the in-store services 

segment: amid macroeconomic headwinds, we anticipate that the industry's overall order 

volume growth rate will still outpace GTV growth; yet, amid fierce competition, revenue 

growth may lag behind GTV growth. Additionally, due to more intensified industry 

competition, the overall medium-to-long-term profit margin of the sector may be adjusted 

downward, in our view.  

From the perspective of industry fundamentals and stock recommendations: 1) Meituan: 

with a greater contribution from high average order value (AOV) food delivery orders than 

peers and superior operational efficiency, we are optimistic about its ability to maintain the 

UE gap with competitors. We remain positive that Meituan can fulfil its medium-to-long-

term order volume and unit profit targets for its food delivery business. The return of the 

food delivery business to profitability may become a key driver for the company's valuation 

re-rating, in our view; 2) Alibaba: we have observed early synergistic effects from the 

company's investment in food delivery and quick commerce businesses, including 

increased user acquisition and activity, cross-selling to low-price, high-frequency 

categories, and additional customer management revenue contributions. However, the 

market may still be waiting for the company to deliver more solid progress. 

In the long run, the overseas expansion of local life services may open up room for long-

term revenue and profit growth for companies. Meituan's management noted that its Keeta 

business in Hong Kong has achieved profitability in Oct 2025, which we believe reflects the 

company's ability to drive efficient development of overseas operations. Starting from 4Q25, 

the company has further promoted the expansion of Keeta's business to more Gulf 

Cooperation Council (GCC) countries and the Brazilian market, which is on track to unlock 

long-term profit growth potential, in our view. 

Instant retail: from high-frequency food delivery to building a 

"Everything Now" mindset, exploring near-far field integration to drive 

growth 

Competition in the food delivery industry has intensified since 2Q25, with the overall 

intensity exceeding our expectations at the start of the year. We attribute this mainly to e-

commerce platforms seeking new ways to expand their user base, enhance user stickiness, 

and explore new scenarios (such as the integration of near-field and far-field commerce) 

after their core businesses matured, aiming to further increase e-commerce penetration. 

Based on our estimates, the combined losses of Meituan Food Delivery, Taobao Quick 

Commerce (Ele.me), and other food delivery platform reached RMB67.7bn in 3Q25, 

compared with a combined profit of RMB8.5bn in 3Q24.  
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Figure 52: China: OP and operating losses of key market players 

 

Source: Company data, CMBIGM estimates 

We noticed divergent goals from major players' food delivery investments: 1) Meituan: 

focuses on maintaining market share in high AOV Orders, operational efficiency 

advantages, and core user base experience. During the 3Q25 earnings call, management 

noted that as of late Nov 2025, Meituan held over two-thirds of the market share in orders 

with an AOV above RMB15 and over 70% in orders with an AOV above RMB30; 2) Alibaba: 

focuses on UE improvement and driving synergies with traditional e-Commerce; 

management stated during the 3Q25 earnings call that the UE loss of the company’s food 

delivery business halved by late Oct 2025, compared to July-August, as expected. And the 

company has achieved cross-selling in traditional e-commerce categories such as daily 

necessities, food, and healthcare. Meanwhile, investments in quick commerce have 

positively impacted customer management revenue (CMR) by driving transaction growth 

in related categories and enhancing user stickiness. 

Looking ahead to 4Q25, we have noticed that industry competition has moderated slightly 

in Oct-Nov compared to that in July-August, with further easing following the Double 11 

Shopping Festival. We expect the drag on profitability from the food delivery businesses of 

the three aforementioned platforms to narrow sequentially in 4Q25. Looking ahead, we 

believe that amid the phasing out of government subsidies, which in our view should prompt 

e-Commerce platforms to place greater marginal focus on ROI, and with all platforms 

prioritizing the optimization of UE models, the operating losses of the three platforms’ food 

delivery businesses are expected to narrow YoY in 2026. However, overly optimistic 

expectations regarding the pace of profitability improvement may not be warranted, in our 

view.  

In terms of market size, according to data from the Chinese Academy of International Trade 

and Economic Cooperation (CAITEC) under the Ministry of Commerce, China’s instant 

retail market size is expected to reach RMB971bn in 2025, representing YoY growth of 

24.4%, and will further expand by 27.7% to RMB1.2tn in 2026. 
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Figure 53: China: market size of instant retail and growth  

 

Source: Company data, CMBIGM estimates 

Note: market size in terms of GMV 
 

In-store business: still has room for further online penetration amid 

intensified competition 

Looking back at the development of the in-store services industry in 2025, the sector overall 

exhibited a trend where order volume growth outpaced GTV growth, while revenue growth 

lagged behind GTV growth due to declined monetization rates amid intensified competition. 

Based on the current situation, we anticipate that the overall industry headwinds will persist 

in 2026 and ease somewhat in 2027. The market will remain focused on key indicators 

such as stabilized profit margins driven by recovering AOV and a stabilized competitive 

landscape. According to data from iiMedia, China’s O2O in-store market size is expected 

to reach RMB2.2tn in 2026, representing YoY growth of 17.6%, a slowdown from the 22.8% 

growth rate recorded in 2025. 

Figure 54: China: market size of O2O and forecast 

 

Source: iiMedia, CMBIGM 

Note: market size in terms of GMV 
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We have observed a trend of intensified competition starting from 3Q25. For instance, 

Alibaba launched the "Amap Saojiebang" in Sep 2025, with users exceeding 400mn by 

October 3. Meanwhile, according to LatePost reports, Douyin's local services business also 

achieved rapid growth in 2025, with a YoY GTV growth rate of nearly 60% in 10M25 and 

an expected full-year GTV exceeding RMB800bn. 

For Meituan: Despite the intensifying competition in its in-store business in the short term 

which weighs on the company's revenue growth rate and profit margin, we believe its 

strategy of enhancing mindshare among core user base should better support long-term 

growth. In the medium-to-long term, as industry competition enters a relatively stable phase 

and the stabilized macro environment drives the convergence of industry order volume 

growth and GTV growth, we expect the OPM of the in-store segment to recover to 30%. 

Figure 55: Meituan: OPM of in-store segment 

 

Source: Company data, CMBIGM estimates 
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Autonomous Driving: The Initial Year of Rapid Large-Scale 

Deployment Approaches 

In 2025, China’s Robotaxi industry achieved rapid development driven by intensive policy 

rollouts, generational cost reduction of core technology, and rising market demand, 

completing a critical transition from pilot validation to commercial implementation. Leading 

players saw sustained growth in cumulative orders and rapid fleet expansion. Looking 

ahead to 2026, with further reductions in per-vehicle costs and broader regulatory approval 

for operational areas, the industry is poised for accelerated large-scale deployment. 

Meanwhile, overseas expansion is expected to further unlock growth potential. According 

to Frost & Sullivan data, driven by technological advancements, supportive policies, and 

lower hardware costs, China’s Robotaxi mobility market is projected to grow from 

US$160mn in 2025 to US$179.4 bn in 2035, representing a CAGR of 101.8% during 2025-

2035E. 

We remain optimistic about leading players in the Robotaxi industrial chain such as Baidu 

Apollo Go and leading lidar suppliers like Hesai, which are set to benefit from the large-

scale commercialization of Robotaxis. For Hesai specifically, we also anticipate further 

expansion of non-automotive scenarios and shipment growth, which will support its long-

term revenue and profit prospects. 

Figure 56: Global Robotaxi industry scale accelerates growth 

 

Source: Frost & Sullivan, Pony.ai, CMBIGM 

Note: 1）Robotaxi services market size represents the total amount of ride fare paid by passengers for robotaxi 

services, as measured by the GTV of such services. 2) % in shared mobility refers to the share of global robotaxi 
market size in the shared mobility market. 

From the perspective of regulatory liberalization for operational areas and industry 

development trends, the sector exhibits three key characteristics: 1) coverage expanding 

from core urban areas to entire cities; 2) business model shifting from free trials to market-

oriented pricing; 3) liability identification evolving from ambiguity to clarity. At the national 

level, the "Technology Roadmap for Intelligent Connected Vehicles 2.0" specifies that the 

penetration rate of L2/L3 levels will reach 50% by 2025 and 70% by 2030, laying a technical 

foundation for Robotaxi development. In 2024, five ministries including the Ministry of 

Industry and Information Technology designated 20 pilot cities for "vehicle-road-cloud 

integration" to accelerate infrastructure development. At the local level, in July 2025, five 

cities including Shanghai and Guangzhou issued new regulations allowing full-city 

commercial operation of L4-level Robotaxis, officially abolishing the mandatory 
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requirement for on-board safety officers and clarifying that automakers and insurers 

assume accident liability based on the "proportion of technical defects," resolving a core 

barrier to commercialization. Beijing expanded its high-level autonomous driving 

demonstration zone to 600 square kilometers, covering eight scenarios including airport 

transfers and commuter line, while Guangzhou took the lead in issuing fully driverless 

autonomous driving commercial licenses, enabling leading players like WeRide and 

Pony.ai to launch driverless paid operations. 

From technology and cost perspectives, continuous cost reductions in core hardware and 

algorithms are critical prerequisites for large-scale deployment. On the algorithm front, end-

to-end architecture innovation breaks the limitations of traditional modular division, 

achieving integrated optimization of perception, decision-making, and control through 

multimodal fusion technology, significantly reducing reliance on high-redundancy hardware. 

The maturity of transfer learning and self-supervised training methods improves data 

utilization efficiency, reduces manual annotation costs and algorithm iteration cycles, while 

enhanced long-tail scenario processing capabilities for complex road conditions further 

weaken the demand for extreme-performance hardware. On the hardware front, 

technological upgrades and large-scale mass production of core components such as lidar, 

domain controllers, and AI chips drive synergistic cost reduction: Lidar costs have been 

drastically reduced through solid-state technology and self-developed chips, with high-

performance lidar listing prices falling to the US$200 range. Domain controllers are moving 

toward cockpit-chassis integration, integrating multi-domain functions to reduce hardware 

redundancy and wiring complexity. AI chips are optimized with dedicated instruction sets 

for autonomous driving scenarios, balancing computing power needs with power 

consumption and cost. The optimization of multi-sensor fusion solutions enables 

performance complementarity among different hardware, avoiding over-stacking of 

individual components and forming a synergistic effect of technical cost reduction. 

Leading players have delivered impressive operational data, forming a closed-loop 

"technology + operation" model. Baidu’s Apollo Go leads in order volume, with 3Q25 orders 

reaching 3.1mn (up 212% YoY; 2Q25/1Q25: +148%/+75% YoY), accelerating sequentially. 

As of October 2025, Apollo Go’s weekly average orders exceeded 250,000, with cumulative 

safe driving of 240mn kilometers. By November, cumulative orders surpassed 17mn, 

covering 13 cities including Beijing, Wuhan, and Chongqing, with a fleet size exceeding 1,000 

vehicles. Pony.ai focuses on first-tier cities, reducing the cost of its 7th-generation model to 

RMB270,000 (a 73% decrease), covering Beijing, Shanghai, Guangzhou, and Shenzhen. Its 

7th-generation Robotaxis have achieved positive per-vehicle profitability in Guangzhou, with 

an average of 23 daily orders per vehicle. As of 3Q25, its fleet size reached 961 vehicles, 

and the company is expected to complete its full-year 1,000-Robotaxi target ahead of 

schedule, with plans to expand its operational fleet to over 3,000 vehicles by the end of 2026. 

WeRide’s total global autonomous driving vehicles reached 1,600 in 3Q25 (up 23.1% QoQ), 

including 750 Robotaxis covering Guangzhou, Beijing, Nanjing, etc.. Its single-vehicle daily 

order records in Guangzhou and Beijing reached 25 and 23 respectively, and it is actively 

partnering with Uber to expand into the Middle East and overseas markets. 

Looking ahead to 2026, with continuous iteration of integrated autonomous driving 

technologies, further advancement of national policy standardization, the arrival of the 

inflection point in Robotaxi operators’ operational efficiency, and initial results of 

international expansion, we expect China’s Robotaxi industry to enter a phase of deeper 

large-scale deployment. Benefiting from stronger full-stack self-development capabilities, 

first-mover advantages in vehicle-road-cloud integration, policy resources deeply tied to 

first-tier cities, and rapid cost reduction driven by scale, leading players such as Baidu 

Apollo Go, Pony.ai, and WeRide are poised to continue benefiting and leading the 

industry’s development.  
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Vertical platforms: earnings growth remains as the key 

driver of valuation 

For vertical platforms with competitive advantages in their respective fields, we believe that 

profit growth outlook and marginal improvement in earnings outlook are the key factors 

supporting the valuation premiums relative to the overall sector. 

 

Beike: Although we expect the overall real estate industry to still face challenges in 

recovery in 2026, we anticipate that Beike’s non-GAAP net profit will grow by 28% YoY to 

RMB7bn in 2026, benefiting from the optimization of operating costs in core businesses 

and incremental operating profits brought by new businesses such as home renovation & 

furnishing (HR&F) and home rental services. Meanwhile, the company is enhancing 

shareholder returns: share repurchase expenditure reached US$675mn in 9M25, up 15.7% 

YoY, with the number of repurchased shares accounting for 3% of the total outstanding 

shares at the end of 2024. Against the backdrop of industry pressure, this initiative is 

expected to provide support for the company’s valuation. We are optimistic about Beike’s 

leading position in core business areas, and its new businesses are developing well, which 

is expected to bring long-term revenue and profit growth potential for the company. Our 

SOTP-derived target price is US$20.7, corresponding to 24.5x 2026E non-GAAP PE. 

 

Boss Zhipin: The company has established strong competitive moat based on its large 

base of enterprise customers and job seekers. We are upbeat on the company’s ability to 

drive sustained margin improvement through operating leverage and cost control. We 

forecast its non-GAAP operating profit to grow by 18% YoY to RMB3.9bn in FY26. If the 

macro environment or the supply-demand dynamics of the job market outperform 

expectations, the company’s profits and valuation will have high elasticity. Recruitment 

demand showed a recovery trend in 3Q25: the ratio of recruiters to job seekers on the 

platform improved, and both enterprise renewal rates and net revenue retention rates 

increased. Our target price is US$25.5, based on 21x FY26 non-GAAP PE. 

 
New Oriental: We expect the company to maintain relatively robust profit growth (17% 

YoY growth in non-GAAP operating profit) and sound shareholder returns (dividends + 

share repurchases accounting for approximately 5% of market cap) in FY26. Although 

overseas-related businesses continue to face pressure, the domestic K-12 business is 

accelerating thanks to higher renewal rates. The company guided FY26 revenue to grow 

by 5-10% YoY to US$5.15bn-US$5.39bn. In addition, the company will promote cost 

optimization measures, and we expect its full-year non-GAAP operating margin to increase 

by 1ppt YoY to 12%. To implement its shareholder return plan, the company announced 

two initiatives in October 2025: 1) a cash dividend of US$1.2 per ADS (totaling US$190mn); 

2) the launch of a new 12-month share repurchase program with a scale of US$300mn. 

The combined amount of the two initiatives accounts for approximately 5% of the 

company’s current market capitalization. Our SOTP-derived target price is US$76.0, 

corresponding to 21x FY26 non-GAAP PE. 
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Figure 57: Boss Zhipin: Adj. OP trend 

 

Source: Company data, CMBIGM estimates 

Figure 58: New Oriental: Adj. OP trend 

 

Source: Company data, CMBIGM estimates 
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AI applications to ramp up; eyes on AI investment 
return  

Looking ahead to 2026, we believe competition in the large language model (LLM) industry 

will further intensify, while monetization of AI applications in niche segments should see 

continued momentum. We are optimistic about the further monetization potential driven by 

improved AI agent capabilities, as well as increased paid user penetration and monetization 

from advanced image editing and video generation LLMs. We currently do not anticipate 

over-investment risks among cloud service providers, and expect 2026 earnings growth of 

US-listed leaders to support their valuations. However, investors may adopt a more 

selective stock-picking approach, focus on investment return cycles, and prioritize 

companies with substantial AI monetization progress and those where AI-related 

investments efficiently drive revenue and profit growth. We recommend Microsoft (MSFT 

US), Alphabet (GOOG US), Amazon (AMZN US), and Palo Alto Networks (PANW US). 

LLMs outlook: Intensified competition, enhanced capabilities, lower 

costs, and expanding application ecosystem 

In 2025, competition intensified across all segments of the LLM industry, with continuous 

iterative upgrades in model capabilities. Meanwhile, call costs for the same models 

continued to decline, and industry applications were gradually rolled out. Key industrial 

trends include: 1) AI agent capabilities have emerged as a core focus; 2) Accelerated 

release and iteration of open-source LLMs; 3) Native end-to-end voice interaction models 

have become feasible for large-scale deployment; 4) Further advancements in image 

editing and video generation LLMs. Looking ahead to 2026, we believe competition has not 

yet entered a moderation phase, and the industry will continue to explore cutting-edge 

model capabilities while advancing industrial applications of LLMs. 

Cloud service providers’ sequential revenue growth acceleration, no 

near-term over-investment concerns 

YoY revenue growth of cloud business among US internet companies further accelerated 

sequentially in 3Q25. Driven by strong demand, cloud service providers’ capex surged to 

US$93.1bn (+71% YoY). The impact of AI investments on profit margins has become 

divergent: while cloud-related capex has affected profit margins, the impact is better than 

expected and has driven steady profit growth—cloud service providers’ cloud business 

operating profit rose 24.1% YoY in 3Q25 (2Q25: 23.5%). However, for industries with 

longer investment return cycles (e.g., advertising), investors should pay closer attention to 

investment pace and its impact on profit margins. 

AI monetization: Driving core business growth, exploring new 

revenue streams, and cost optimization 

Reviewing AI monetization and application progress of leading companies, we observe that 

AI continues to drive growth in core businesses such as cloud and advertising while 

creating new revenue opportunities. Meanwhile, internal AI applications have continuously 

mailto:hesaiyi@cmbi.com.hk
mailto:franktao@cmbi.com.hk
mailto:luwentao@cmbi.com.hk
mailto:joannama@cmbi.com.hk
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delivered cost reduction and efficiency improvements, which are expected to support long-

term margin expansion and profit growth. Commercialization of enterprise AI applications 

lags behind AI cloud and advertising, but due to the asset-light model of enterprise SaaS 

vendors (with limited CapEx) and their active use of AI to enhance operational efficiency, 

SaaS vendors can still maintain margin improvements and robust profit growth, in our view. 

Focus on two key scenarios for AI monetization opportunities 

Gartner forecasts that global AI total spending will grow 37% YoY to US$2.0tn in 2026, with 

AI IaaS, AI infrastructure software, AI LLMs, AI PCs, and AI application software being the 

top 5 fastest-growing segments. Commercial progress of AI applications remains a key 

market focus. Looking ahead to 2026, we recommend focusing on two scenarios for AI 

application deployment and commercialization: 1) Scenarios where AI LLMs excel: e.g., 

programming, creative content generation, and office productivity. We are optimistic about 

Kuaishou (1024 HK), a relative leader in AI video applications. 2) High-value AI application 

scenarios: e.g., enterprise AI agents, and traditional vertical industries such as education, 

finance, and legal services. We favor ServiceNow (NOW US) and Salesforce (CRM US), 

which hold leading positions in enterprise AI agents. 
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Focus Charts  

 

Figure 1: US tech: valuation vs fundamental outlook 

 

Source: Bloomberg, CMBIGM 

Figure 2: US cloud service providers: cloud business 

unit revenue growth 

 

Source: Company data, CMBIGM 

 

 

Figure 3: Major US tech vendors: capex trend 

 

Source: Company data, CMBIGM 

 

Figure 4: Global digital advertising market: leading 

vendors’ market share 

 

Source: eMarketer, CMBIGM 

 

Figure 5: Global AI total spending breakdown 

(US$bn) 2024 2025E 2026E 
2026E 
YoY 

growth 

AI Services 259 283 325 15% 

AI Applications 84 172 270 57% 

AI Infra 57 126 230 82% 

AI LLMs 6 14 26 81% 

AI Server 140 268 330 23% 

AI IaaS 7 18 38 105% 

AI Semi 139 209 268 28% 

AI PC 51 90 144 60% 

AI Phone 245 298 393 32% 

Total AI spend 988 1,479 2,023 37% 

Source: Gartner, CMBIGM 

Figure 6:  AI application software: latest ARR level 

 

Source: ARR Club, company data, CMBIGM 
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. 
Core views, sector review & investment recommendations 

Sector review 

Since 2019, the Nasdaq 100 Index has risen 295%, primarily driven by upward earnings 

revisions. According to Bloomberg consensus estimates, the index’s 1-year forward EPS 

has grown 151% since 2019, while the 1-year forward PE has increased 57% to 26.2x over 

the same period. The current valuation of the Nasdaq 100 (26x PE) is 8% higher than, or 

approximately 0.6 standard deviation above the post-2019 average (24x), indicating 

valuations remain in a relatively reasonable range. 

Figure 7: Nasdaq 100 Index: 1-year forward PE & EPS trend 

  
Source: Bloomberg, CMBIGM 
Note:  PE and EPS starting from January 1, 2019 are used as the benchmark (indexed to 100). 

Based on our forecasts of the companies’ FY26 fundamentals (FY26 revenue growth + 

operating margin) and PE levels: Microsoft/ Meta/ Salesforce/ Adobe are relatively 

undervalued; Amazon/ Alphabet are reasonably valued; Palo Alto Networks/ ServiceNow/ 

Netflix are relatively overvalued. 

Figure 8: US tech: valuation vs fundamental outlook 

 
Source: Bloomberg, CMBIGM  
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Figure 9: US tech valuations 

Company Ticker Price Mkt cap PE (x) PS (x) PEG EPS CAGR   
(Local) (USDmb) 2025E 2026E 2025E 2026E 2026E 24-26E 

NVIDIA Corp NVDA US 183.4       4,456,134  38.9  24.0  20.9  13.7  0.7  58% 

Apple Inc AAPL US 280.7       4,147,722  34.3  31.7  9.2  8.6  4.2  8% 

Alphabet Inc GOOG US 318.4       3,837,208  29.0  27.4  11.3  9.9  1.6  18% 

Microsoft Corp MSFT US 480.8       3,573,784  29.9  25.4  11.0  9.5  1.7  18% 

Amazon.com Inc AMZN US 229.1       2,449,235  26.1  23.0  3.4  3.1  0.8  34% 

Meta Platforms Inc META US 661.5       1,667,762  23.4  20.3  8.4  7.1  12.2  2% 

Tesla Inc TSLA US 454.5       1,511,685  NA NA 15.9  14.0  NA -5% 

Oracle Corp ORCL US 214.3          611,010  30.7  26.1  9.1  7.3  1.9  16% 

Netflix Inc NFLX US 103.2          437,377  39.5  33.3  9.7  8.6  1.9  21% 

Palantir PLTR US 177.9          423,879  NA NA 96.5  67.5  NA 62% 

Salesforce Inc CRM US 247.5          231,870  21.1  18.6  5.6  5.1  1.8  12% 

AppLovin Corp APP US 683.8          231,087  NA 46.6  40.7  29.8  NA 77% 

Intuit Inc INTU US 663.1          184,518  28.3  24.8  8.7  7.7  2.0  14% 

ServiceNow Inc NOW US 838.9          174,050  47.8  40.2  13.1  11.1  2.2  22% 

Adobe Inc ADBE US 328.7          137,606  15.5  14.1  5.8  5.3  1.8  8% 

Palo Alto Network PANW US 195.7          136,389  49.6  43.9  13.0  11.4  3.3  15% 

Crowdstrike CRWD US 513.1          129,357  NA NA 26.9  22.1  NA 13% 

Cadence CDNS US 337.3             91,813  47.5  42.5  17.4  15.5  3.2  15% 

Synopsys Inc SNPS US 463.7             86,139  40.6  33.4  12.2  8.9  3.4  12% 

Snowflake SNOW US 234.8             79,540  NA NA 17.1  13.8  NA 43% 

Autodesk Inc ADSK US 305.9             64,840  29.4  26.2  9.1  8.1  0.8  38% 

Fortinet Inc FTNT US 85.2             63,344  30.7  28.5  9.4  8.4  3.1  10% 

Workday Inc WDAY US 216.6             56,971  23.2  19.8  6.0  5.3  1.1  21% 

Datadog DDOG US 153.0             53,690  NA NA 15.8  13.1  NA 16% 

Average       32.5  28.9  16.5  13.1      

Source: Bloomberg, CMBIGM 
Note: Data as of 4 Dec 2025 

 

Investment recommendations 

1) Microsoft (MSFT US, BUY, TP: US$636.3): We believe Microsoft’s earnings results 

reflects sustained strong cloud revenue growth and rising ARPU driven by ongoing 

Copilot monetization. In the short term, we do not anticipate AI-related over-investment 

risks—disclosed backlog and order data indicate robust near-term demand, and 

incremental contracts with OpenAI are expected to further support cloud revenue 

growth. The company’s AI investments have driven significant revenue growth while 

exerting a milder-than-expected impact on profit margins, demonstrating solid business 

fundamentals and operational efficiency improvement capabilities. We forecast FY26 

net profit to grow 13.4% YoY, supported by steady revenue growth and margin 

expansion in Productivity and Business Processes as well as More Personal 

Computing segments, which will underpin stock price gains. Our DCF-based target 

price is US$636.3, corresponding to 34.8x 2027E PE. 

2) Alphabet (GOOG US, BUY, TP: US$328.0): In the short term, AI empowerment for 

Alphabet significantly outweighs competitive pressures from AI vendors. AI search 

products such as AI Overviews and AI Mode have accelerated paid click growth, while 

AI-driven cloud demand has boosted Google Cloud’s revenue growth and operating 

margin. Driven by the accelerated growth of Google Cloud and core search business, 

we expect Alphabet to maintain steady profit growth in FY26 (16% YoY growth in 

operating profit). Additionally, progress in Gemini large model, TPU chips, and AI 

applications should further support fundamentals and stock price, in our view. 

3) Amazon (AMZN US, BUY, TP: US$269.0): Benefiting from the easing of power supply 

constraints, Amazon showed a sequential acceleration in cloud revenue YoY growth. 

Further growth in backlog and management’s positive guidance on power infrastructure 
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development to alleviate supply-side pressures suggest cloud revenue growth may 

accelerate in the coming quarters. For the e-commerce segment, excluding two one-

time charges (US$2.5bn related to the FTC legal settlement and US$1.8bn in expected 

severance costs for planned layoffs), North American e-commerce profits met our 

expectations, and international e-commerce operating margin grew YoY—

demonstrating the company’s ability to continuously optimize service costs and 

operational efficiency. Additionally, the meeting between Chinese and US heads of 

state has led to marginal easing of geopolitical tensions and reduced market concerns 

over incremental tariffs. We believe operating profit growth remains the key driver of 

stock price gains, forecasting 16%/28% YoY growth in 2025/2026 operating profit. Our 

target price of US$269 per ADS is based on 17.5x EV/EBITDA (3Q25-2Q26E), in line 

with the two-year trading average.  

4) Palo Alto Networks (PANW US, BUY, TP: US$236.7): We view Palo Alto Networks 

as a key beneficiary of the generative AI era, as security demand is poised to grow 

steadily with the expansion of AI-related deployments. We forecast FY26 revenue/non-

GAAP net profit to grow 14%/18% respectively, with a free cash flow margin of 38.4%. 

Its financial performance consistently meets the "Rule of 50", which should support 

valuations. Our target price of US$236.7 is based on 15.4x EV/sales, equivalent to the 

two-year average plus two standard deviations. 

5) Datadog (DDOG US, BUY, TP: US$203.7): Given the long-term trends of digital 

transformation and cloud migration, we are optimistic about Datadog’s long-term 

growth potential. Accelerated cloud industry revenue growth is expected to benefit 

cloud infrastructure monitoring platforms, and Datadog has demonstrated the ability to 

continuously expand its customer base and cross-sell software products across the 

entire value chain from development to business operations. Despite being in the 

investment phase, Datadog maintains strong financial performance meeting the Rule 

of 40. As investments gradually yield returns and AI-native customer demand continues 

to grow, we expect the company’s fundamentals to remain solid. Our target price of 

US$203.7 is based on 16.6x EV/sales, in line with the two-year average plus one 

standard deviation.  

6) Meta (META US, BUY, TP: US$880.0): Leveraging its leading revenue/user/data 

advantages in the social advertising industry, we expect Meta to benefit from AI 

development in the long term. However, management’s aggressive FY26 expense 

guidance (total expense growth to significantly outpace 2025) has raised investor 

concerns about FY26 profit growth prospects—particularly investments in self-

developed large models and long-term projects such as MSL may weigh on near-term 

profit margins. We forecast FY26 operating profit growth to slow to 2% YoY, primarily 

due to AI infrastructure and staffing investments. The stock faces short-term valuation 

pressure amid slower profit growth and increased earnings uncertainty. 

7) ServiceNow (NOW US, BUY, TP: US$1,180.0): Backed by its enterprise customer 

base, first-mover advantages, and product innovation capabilities, we expect 

ServiceNow to continue benefiting from generative AI opportunities—AI products will 

drive sustained upsell/cross-sell growth. The company targets AI product ACV 

exceeding US$500mn/US$1bn by end-FY25/FY26 (accounting for ~4%/6% of total 

revenue), a significant increase from US$250mn in 1Q25. Meanwhile, ServiceNow 

uses AI to continuously improve internal operational efficiency, and we expect FY26 

non-GAAP operating margin to rise by another 1 ppt. We believe the company’s current 

strong revenue growth and margin improvement will support its high valuation. 

8) Salesforce (CRM US, BUY, TP: US$392.0): We are optimistic about Salesforce’s AI 

commercialization trend, supported by its differentiated Agentforce solutions and Data 
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Cloud integration offerings. In 3QFY26, Agentforce and Data 360 ARR grew 114% YoY 

to ~US$1.4bn, with Agentforce ARR surging 330% YoY to over US$500mn. Given the 

rising AI agent growth opportunities, management guided that: 1) Total revenue to 

exceed US$60bn by FY30E, with a 5-year CAGR of over 10% for organic revenue 

(FY26-30); 2) the "Rule of 50" to be met by FY30E (subscription revenue YoY growth 

+ non-GAAP operating margin > 50%). The stock currently trades at only 19x FY27E 

PE, offering a high margin of safety relative to peers. 

Figure 10: Revenue and operating profit growth of the “Magnificent 7” 

（US$bn） 2022 2023 2024 2025E 2026E 

Revenue      

Apple 394.3 383.3 391.0 416.2 449.2 

Microsoft 198.3 211.9 245.1 281.7 326.3 

Amazon 514.0 574.8 638.0 714.5 795.3 

Alphabet 233.9 256.5 295.1 344.2 392.9 

Meta 116.6 134.9 164.5 199.4 235.5 

Nvdia 26.9 27.0 60.9 130.5 213.2 

Tesla 81.5 96.8 97.7 95.2 108.3 

YoY Growth      
Apple  -2.8% 2.0% 6.4% 7.9% 

Microsoft  6.9% 15.7% 14.9% 15.8% 

Amazon  11.8% 11.0% 12.0% 11.3% 

Alphabet  9.7% 15.1% 16.6% 14.2% 

Meta  15.7% 21.9% 21.2% 18.1% 

Nvdia  0.2% 125.9% 114.2% 63.4% 

Tesla  18.8% 0.9% -2.6% 13.8% 

Total Revenue 1,565.4 1,685.1 1,892.3 2,181.6 2,520.7 

YoY Growth  7.6% 12.3% 15.3% 15.5% 

Operating Profit      

Apple 119.4 114.3 123.2 133.1 144.1 

Microsoft 83.4 89.7 109.4 128.5 150.5 

Amazon 12.2 36.9 68.6 79.9 100.4 

Alphabet 74.8 84.3 112.4 131.9 155.5 

Meta 28.9 46.8 69.4 82.4 86.2 

Nvdia 12.7 9.0 37.1 86.8 134.6 

Tesla 13.7 8.9 7.1 4.6 7.2 

YoY Growth      
Apple  -4.3% 7.8% 8.0% 8.3% 

Microsoft  7.6% 22.0% 17.4% 17.1% 

Amazon  200.9% 86.1% 16.4% 25.7% 

Alphabet  12.6% 33.3% 17.4% 17.9% 

Meta  61.5% 48.4% 18.7% 4.7% 

Nvdia  -28.8% 310.8% 133.7% 55.1% 

Tesla  -34.9% -20.4% -35.6% 57.4% 

Total Operating 
Profit 345.2 389.8 527.2 647.0 778.5 

YoY Growth  12.9% 35.2% 22.7% 20.3% 

Source: Bloomberg, CMBIGM 

Note: 1) Bloomberg consensus estimates as of November 28, 2025; 2) Microsoft data comparison covers FY22-

FY26E 
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LLMs development: intensified competition, improved 

capability, cost reduction and enriching applications 

Review of 2025: Competition has intensified across all segments of the large language 

model (LLM) industry, with continuous iterative upgrades in model capabilities. Meanwhile, 

call costs for the same models have continued to decline, and industry applications have 

been gradually rolled out. Key industrial trends include: AI agent capabilities have emerged 

as a core focus; accelerated release and iteration of open-source LLMs; native end-to-end 

voice interaction models have become feasible for large-scale deployment; and further 

advancements in image editing and video generation LLMs. Looking ahead to 2026, we 

believe competition has not yet entered a moderation phase—the industry will continue to 

explore cutting-edge model capabilities while advancing industrial applications of LLMs, 

and monetization of AI applications in niche segments is expected to maintain growth 

momentum. We are optimistic about the further monetization potential driven by improved 

AI agent capabilities, as well as increased paid user penetration and monetization from 

advanced image editing and video generation LLMs. 

LLM industry development trends: intensified competition, enhanced 

capabilities, and lower costs 

Overall, since 2025, global LLM token usage volume has seen significant rapid growth, 

with the AI industry accelerating from technology validation to large-scale application. Data 

from the OpenRouter platform shows that the peak weekly token usage volume of LLMs 

on its platform exceeded 7T in 4Q25, nearly doubling the peak in 3Q25. Among them, 

leading vendors such as xAI Grok and Google Gemini have witnessed particularly 

prominent growth in LLM token usage: xAI Grok’s weekly token usage reached 3.15 tn in 

November 2025, surging over 692% from 397bn at the end of August. The adaptability of 

model capabilities to scenarios and pricing strategies are the core drivers of LLM token 

consumption growth. xAI Grok and Google Gemini, while capable of rapid technological 

iteration, are bound to high-value vertical scenarios such as programming, achieving 

absolute leading market share in “AI + programming” scenarios; Anthropic Claude has 

maintained its market share through continuously optimized pricing strategies. 

Figure 11: 2025 full view of token usage volume for leading large language models 

 
Source: OpenRouter，CMBIGM  
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Based on the iteration speed and intelligent capabilities of leading LLMs, the entire industry 

is demonstrating a trend of continuously accelerating iteration cycles and persistent 

breakthroughs in intelligent capabilities. According to the Artificial Analysis Intelligence 

Index, as of November 24th, the most capable LLM in the industry to date is Google's 

Gemini 3 Pro preview. 

Figure 12: Comparison of model capabilities among mainstream LLMs 

 

Source: Artificial Analysis, CMBIGM  
Note: 1) The Artificial Analysis Intelligence Index covers 10 evaluation dimensions (the same below), mainly including: MMLU-Pro, GPQA Diamond, 

Humanity's Last Exam, LiveCodeBench, SciCode, AIME 2025, IFBench, AA-LCR, Terminal-Bench Hard, 𝜏2-Bench Telecom；2) ranking is non-

exhaustive; 3) ranking as of 24 Nov 2025.  

Based on the overall capability scores of LLMs from Artificial Analysis data, US vendors 

including Google, OpenAI, xAI, and Anthropic maintain leading positions in the industry. 

Among Chinese vendors, the top-performing LLMs include Kimi developed by Moonshot, 

Deepseek by High-Flyer Quant, Minimax by Xiyu Technology, and Qwen by Alibaba Group, 

all of which demonstrate industry-leading capabilities. 

Figure 13: Ranking of capabilities of mainstream LLMs 

 

Source: Artificial Analysis, CMBIGM  
Note: 1) ranking is based on the Artificial Analysis Intelligence Index; 2) ranking as of 24 Nov 2025.  
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Based on the capability comparison between open-weights and proprietary models, 

Chinese model vendors have generally focused on exploring the open-weights route. 

Currently, the most capable open-source model is Kimi K2 Thinking. However, we have 

also observed a trend where US vendors are accelerating their exploration of open-source 

models. For instance, OpenAI released its open-weight language model GPT-oss in August 

2025. 

Figure 14: LLM capability comparison: Open-weights vs. proprietary model 

 

Source: Artificial Analysis, CMBIGM  
Note: 1) ranking is based on the Artificial Analysis Intelligence Index; 2) ranking as of 24 Nov 2025.  

On the model inference cost front, based on data from Artificial Analysis, we have observed 

two key trends overall: 1) the inference costs of representative models within each group 

classified by different intelligent capability levels have continued to decline over time; 2) At 

the same point in time, accessing more powerful LLMs does require a higher price; however, 

over an extended time horizon, the inference costs of representative models across all 

groups have fallen, and the narrowing cost gap between different groups is expected to 

further drive the prosperity of the application ecosystem.  

Figure 15: Pricing: Inference pricing continues to fall across all intelligence classes 

 

Source: Artificial Analysis, CMBIGM  
Note: price in USD per 1mn tokens (blended input to output token price 3:1). 
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From an industry comparison perspective, based on the comprehensive measurement of 

cost efficiency—integrating the intelligent capability index of different models and the costs 

required to complete the corresponding index tests—among current models, certain 

versions of Minimax, Grok, and GPT series rank in the most attractive quadrant. Models 

such as Kimi and Deepseek are also close to this high-value quadrant. 

Figure 16: Intelligence vs Cost to Run Artificial Analysis Intelligence Index 

 

Source: Artificial Analysis, CMBIGM  

From the perspective of cost-performance ratio for enterprise users (i.e., the balance 

between model intelligence capabilities and inference pricing), certain versions of Kimi, 

Minimax, and Grok rank in the optimal quadrant. Meanwhile, models such as Deepseek 

and Qwen are also close to this high-value range. 
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Figure 17: Intelligence vs Price  

 

Source: Artificial Analysis, CMBIGM  
Note: 1) Price: USD per 1M Tokens; 2) Price is a blend of Input & Output token prices (3:1 ratio) 
 

Video model: expanding application scenarios and acclerating 

monetization 

With the development of multimodal large models, AI creative generation applications 

(video/image/speech) for professional/enterprise users—especially AI video applications—

have achieved rapid scenario implementation and commercial development. We remain 

optimistic about the long-term global market size for AI creative applications. We estimate 

that the global creative application market size will reach US$54.6bn in 2027, with AI 

creative application penetration expected to reach 11%, corresponding to a global AI 

creative tool market size of US$5.8bn. 

The global video large model industry is developing rapidly. Chinese vendors have 

achieved leading performance and cost advantages in the video model field based on 

continuous technological exploration and rich video data. According to Artificial Intelligence 

evaluations, Kuaishou Keling, Google Veo 3, and Lightricks LTX-2 Pro rank top three in 

performance, and Kuaishou Keling is superior to the other two large models in terms of API 

call price. Other domestic video model vendors such as SenseTime, Alibaba, and 

ByteDance also hold relatively leading positions in the industry and have advantages in 

model call costs. 
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Figure 18: Leading video large models: comparison of scores and API prices 

Company Model Launch Date Text-to-Video ELO 
Score 

Resolution API Call Price (USD/second) 

Kuaishou Kling 2.5 Turbo Standard Sep-25 1,232 720p 0.04 

Google Google Veo 3 / 3.1 Jul-25 1,227 720p 0.20 

Lightricks LTX-2 Pro Oct-25 1,198 1080p 0.06 

MiniMax MiniMax Hailuo 2.3 Oct-25 1,194 768p 0.05 

Vidu Vidu Q2 Turbo Oct-25 1,185 720p 0.02 

Alibaba Wan 2.5 Sep-25 1,181 720p 0.09 

OpenAI Sora 2 Sep-25 1,179 720p 0.10 

PixVerse PixVerse v5 Aug-25 1,179 1080p 0.06 

ByteDance Seedance 1.0 Lite Jun-25 1,169 720p 0.03 

Source: Artificial Intelligence, CMBIGM 

According to POE, an AI application and model monitoring website, the usage of Google’s 

Veo 3 video model has grown rapidly since its launch, with its market share approaching 

24% by early September. However, domestic video model vendors have also maintained 

strong competitiveness. The combined market share of video models from domestic 

vendors (including Kuaishou, Minimax, Alibaba, and ByteDance) has reached 

approximately 53%. Among them, Kuaishou’s Kling remains the leader with a 16% market 

share. 

Figure 19: Video models: messages sent to models 

  
Source: POE, CMBIGM 

We remain optimistic about the long-term global market space for AI creative applications. 

We estimate that the global creative application market size will reach US$54.6bn in 2027, 

with AI creative application penetration expected to reach 11%, corresponding to a global 

AI creative tool market size of US$5.8bn. 
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Figure 20: Creative AI application TAM  

Creativity tools TAM (US$bn) 2024 2025E 2026E 2027E 

Creativity tools TAM 39.16 43.79 48.93 54.61 

YoY   11.8% 11.7% 11.6% 

AI creativity tools TAM   1.86 4.01 5.80 

AI Penetration rate   4.3% 8.2% 10.6% 

Professional Creativity 2024 2025E 2026E 2027E 

Global number of creative pros (mn) 68.0 71.4 75.0 78.7 

Free-to-paid conversion rate % 85% 85% 85% 85% 

Number of subscribers (mn) 57.8 60.7 63.7 66.9 

Monthly ARPPU (US$) 44.0 45.0 46.0 47.0 

Creativity Cloud TAM - Professional Creativity 305.2 327.7 351.8 377.4 

AI Creativity Cloud TAM - Pro Creativity   13.1 26.4 37.7 

AI Penetration rate   4% 8% 10% 

Hobbyist Creativity 2024 2025E 2026E 2027E 

Global number of creative hobbyists (mn) 900.0 927.0 954.8 983.5 

Free-to-paid conversion rate % 10% 11% 12% 13% 

Number of subscribers (mn) 90.0 102.0 114.6 127.8 

Monthly ARPPU (US$) 8.0 9.0 10.0 11.0 

Creativity Cloud TAM - Hobbyist Creativity 86.4 110.1 137.5 168.8 

AI Creativity Cloud TAM - Hobbyist   5.5 13.7 20.3 

AI Penetration rate   5% 10% 12% 

Source: Company data, International Labor Organization, CMBIGM estimates 
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Industry fundamentals: capex guidance raised on strong 

demand; divergent profit margin impact   

From the results of leading US internet companies, we observe the following key trends: 1) 

driven by robust demand and the gradual easing of supply constraints, infrastructure cloud 

vendors (Microsoft Intelligent Cloud/Google Cloud/Amazon AWS, hereinafter referred to as 

"cloud vendors") have achieved sequential acceleration in YoY revenue growth. Their 

combined YoY revenue growth rate rose to 25.7% in 3Q25 (2Q25: 23.1%; 3Q24: 22.2%). 

Additionally, fueled by strong demand, cloud vendors’ capex surged sequentially to 

US$93.1bn (+71% YoY); 2) the impact of AI investments on profit margins has gradually 

diverged. While cloud-related capex has exerted some pressure on industry profit margins, 

the impact has been better than feared and has driven steady profit growth. However, for 

sectors with longer investment payback cycles (e.g., advertising), attention should be paid 

to investment pace and its impact on profit margins, in our view. We currently do not 

anticipate over-investment risks among cloud vendors and believe that the earnings growth 

of leading US stocks in 2026 should support their valuations. Nevertheless, we emphasize 

the need for more selective stock selection, recommending focus on companies with 

substantial AI monetization momentum and those where AI-related investments can 

efficiently drive revenue and profit growth. 

Sustained strong demand and gradual easing of supply constraints 

driving accelerated cloud revenue growth 

In 3Q25, Microsoft Intelligent Cloud/Google Cloud/Amazon AWS achieved YoY revenue 

growth of 28.2%/33.5%/20.2% (2Q25: 25.6%/31.7%/17.5%), and we expect this 

acceleration trend to continue into 4Q25. Demand for cloud services remains robust, while 

supply constraints remain the primary bottleneck to further revenue growth—easing of 

these constraints could support continued acceleration, in our view. On demand side: in 

3Q25, Microsoft disclosed that its total commercial remaining performance obligations 

(RPO) increased to US$392bn (+51% YoY); Google Cloud’s backlog grew 46% QoQ and 

82% YoY to US$155bn. On supply side, Amazon noted that power capacity remains the 

key constraint to meeting incremental customer demand. The commissioning of additional 

power support will enable fulfillment of more demand, in our view. Amazon has added more 

than 3.8 gigawatts of power in the past 12 months, and expects to add at least another one 

gigawatt of power in 4Q25, and to double overall capacity by the end of 2027. 

Figure 21: US: cloud segment revenue growth of 
major cloud services providers 

 
Source: Company data, CMBIGM 

Figure 22: US: cloud segment OP and growth 

 
Source: Company data, CMBIGM 
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Cloud capex: further expansion to meet demand, but likely no near-

term over-investment risks  

In 3Q25, the combined capex (company-level, including finance leases) of Microsoft, 

Google, Amazon, and Meta reached US$112.4bn (2Q25: US$95.0bn), representing a YoY 

growth of 77% (2Q25: 67%; 3Q24: 70%). We believe near-term over-investment risks in AI 

remain limited for cloud vendors, primarily due to the following factors: 1) investments are 

still focused on fulfilling relatively short-term confirmed demand. For instance, Microsoft 

disclosed that the weighted average duration of its RPO in 1QFY26 remained stable at 

approximately 2 years. Additionally, nearly 50% of capex is allocated to short-term asset 

investments (i.e., CPUs and GPUs) to meet incremental demand; 2) capex allocation 

remains rational (power infrastructure, chips, data centers). Even if signs of over-

investment emerge in the future, vendors possess the flexibility to repurpose existing capex 

capacity for internal cost optimization initiatives and secondary monetization in other 

business areas, in our view. 

 
Figure 23: US: Capex trend of major tech players 

 
Source: Company data, CMBIGM 

Figure 24: US cloud services providers: OPM of cloud 
business 

 
Source: Company data, CMBIGM 

 

Driven by surging AI computing power demand, leading US cloud vendors 

(GOOG/AMZN/MSFT/ORCL) are expected to record all-time high capex in 2025. Total 

capex for 2025 is projected to reach approximately US$298.1bn based on Bloomberg 

consensus estimates, accounting for 67% of total OCF (compared to US$1.5bn in 2001, 

representing 10% of OCF). Between 2001 and 2025, capex is expected to achieve a CAGR 

of 25%, while OCF is anticipated to grow at a CAGR of 15% over the same period. By 

company, Microsoft/Google/Amazon maintain robust cash flow generation capabilities, 

with 2025 capex/OCF ratios of 47%/59%/89% respectively, indicating their cash flow can 

adequately support capex needs. In contrast, Oracle’s capex plans significantly exceed its 

operating cash flow. According to Bloomberg consensus estimates, Oracle’s 

FY25/FY26/FY27E capex/OCF ratios are projected to reach 102%/137%/153%. 
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Figure 25: Leading US cloud vendors: Capex/OCF 

 

Source: Bloomberg, CMBIGM 

 
Figure 26: Leading US tech companies: Capex/OCF 

 

Source: Bloomberg, CMBIGM 
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AI applications: driving core business growth, exploring 

new monetization avenues, and reducing costs & enhancing 

efficiency 

Reviewing the AI monetization and application progress of leading companies, we observe 

that AI continues to drive core business growth while creating new revenue opportunities. 

Meanwhile, internal AI applications have continuously delivered cost reduction and 

efficiency improvements, which are likely to support long-term margin expansion and profit 

growth. 

On driving core business growth and exploring new monetization methods, we have 

observed that: 1) In terms of absolute incremental revenue, besides cloud business, AI has 

significantly empowered advertising business, but the overall investment return cycle of 

advertising business is slightly longer than that of AI cloud. This has led to short-term 

margin pressure and slower profit growth for Meta after it significantly increased capex and 

personnel expenses; 2) The commercialization of enterprise AI applications lags behind AI 

cloud and advertising, but due to the asset-light model of enterprise SaaS vendors (with 

limited capex input) and their active use of AI applications to improve operational efficiency, 

SaaS vendors can still maintain margin improvement and robust profit growth. 

In the long term, we believe the AI growth narrative is still deepening. From breakthroughs 

in chip computing power to the in-depth implementation of enterprise-level AI in vertical 

industries such as government affairs, finance, and e-commerce, the technological 

boundaries and commercial scenarios of AI are continuously expanding. Driven by both AI 

technology iteration and industry penetration, the growth momentum of tech companies is 

expected to be further strengthened. In the short term, with AI monetization still progressing 

rapidly but overall industry valuations possibly reflecting market sentiment optimistically, 

profit growth rate may become a more important driver of stock price growth in 2026, in our 

view. 

Figure 27: AI business progress of major US internet and cloud computing vendors 

Company AI Progress 

Microsoft 

1） Sustained growth in AI cloud demand drives robust cloud revenue growth: Azure and other cloud services revenue 
grew 40% YoY in 1QFY26; Azure AI Foundry has provided over 11,000 models, serving 80,000 customers (covering 80% 
of Fortune 500 companies); 

2） Copilot-related monetization drives revenue growth: In Microsoft’s Productivity and Business Processes segment in 
1QFY26, M365 commercial/consumer cloud revenue grew 17%/26% YoY (4QFY25: 18%/20%), supported by 6%/7% YoY 
growth in M365 commercial paid seats/subscribers and rising ARPU. 

Amazon 

1) AI drives sequential acceleration in cloud revenue growth: AWS revenue growth accelerated to 20.2% YoY (2Q25: 
17.5%; 3Q24: 19.1%); 

2) Trainium: Trainium2 is now a multi-billion-dollar revenue business, growing 150% QoQ; Trainium3 is expected to be 
40% more cost-effective than Trainium2, with a preview version to be launched by end-2025 and full deployment in early 
2026; 

3) Rufus: AI shopping assistant with 250mn active users in 2025, monthly users grew 140% YoY in 3Q25; customers using 
Rufus during shopping are 60% more likely to complete purchases; 

4) Empowering sellers: Over 1.3mn sellers use Amazon’s generative AI features to publish high-quality product 
information faster, leading to better customer acquisition and driving the third-party seller sales share up 200 bps YoY to 
62% in 3Q25. 

Alphabet 

1) AI Overviews/AI Mode: AI Overviews and AI Mode drove paid click growth from 3% YoY in 1H25 to 7% YoY in 3Q25. AI 
Mode’s DAU exceeded 75mn in 3Q25, with usage growing QoQ weekly since launch and query volume doubling QoQ; 

2) AI Max and Search: Globally launched in September, AI Max and Search generated over billions of new searches in 
3Q25, becoming the fastest-growing AI search advertising product; 

3) Gemini App: Consumer-side Gemini App MAU exceeded 650mn, with inquiries tripling QoQ in 3Q25. 

Meta 

1) Increasing ad inventory: AI content recommendation system drove 5%/10% YoY growth in user time spent on 
Facebook/Threads in 3Q25, enriching platform ad inventory; 

2) Improving ad conversion efficiency: Meta continuously optimized ad model Andromeda, driving a 14% improvement in 
Facebook ad quality; 
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3) Reducing ad delivery costs: End-to-end AI automated ad solutions have annualized revenue exceeding US$60bn, 
lowering ad delivery thresholds and costs while improving efficiency. Looking ahead, the company will continue to use AI 
to optimize recommendation systems, content understanding capabilities, and marketing effectiveness; management 
expects AI to drive sustained strong revenue growth in FY26. 

ServiceNow 

1) The company targets AI product ACV exceeding US$500mn/US$1bn by end-FY25/FY26, a significant increase from 
US$250mn ACV in 1Q25; 

2) Introduced pay-as-you-go pricing model with positive customer feedback; AI agent usage has grown over 55x since late 
May 2025; 

3) Launched AI Control Tower to help enterprises manage AI workflows; product orders grew over 3x QoQ in 3Q25. 

Apple 

1) Driving hardware revenue growth: Mac revenue reached US$8.7bn (+13% YoY) in 4QFY25, a September-quarter 
record, supported by the proactive development of M5 chip (each GPU core integrates a neural accelerator, AI 
performance 3.5x that of M4) to enable efficient edge AI task execution; 

2) Driving services business to a record high: Services revenue hit US$28.8bn (+15% YoY) in 4QFY25, exceeding 
US$100bn for the first time in FY25 (+14% YoY), mainly due to the proactive launch of Apple Intelligence features this 
quarter to improve user interaction efficiency and service stickiness; 

3) Consolidating AI infrastructure and ecosystem foundation: Proactively put Houston AI server factory into production 
to provide computing power support for PCC private cloud and ensure AI function privacy and security; increased AI R&D 
and CapEx investment, planning to launch personalized Siri in FY26 to strengthen long-term competitiveness of 
hardware-service synergy. 

Tesla 

1) Driving software service revenue growth: Service business revenue reached US$3.48bn (+24.6% YoY) in 3Q25, 
supported by a) AI’s new complex environment reasoning capability in FSD V14 to improve subscription penetration; b) 
Robotaxi driving over 250,000 miles without safety officers in Austin, AI optimizing operational efficiency, with plans to 
expand to 8-10 urban areas by year-end; 

2) Driving energy business growth: Energy business revenue hit US$3.42bn (+44% YoY) in 3Q25, with record energy 
storage deployment of 12.5GWh, supported by AI boom-driven data center energy storage demand and Megapack 
volume growth; AI also optimizes energy storage scheduling and deployment processes to support Megapack 4 R&D; 

3) Supporting vehicle delivery and capacity expansion: Delivered 497,000 vehicles (+7.4% YoY) in 3Q25, planning to 
achieve 3mn annualized capacities within 24 months; AI optimizes vehicle production processes and supply chain 
management, and empowers Cybercab R&D; 

4) Consolidating foundation for future core businesses: Self-developed AI5 chip performance is 40x that of AI4, supporting 
computing power needs for high-level autonomous driving and robotics. 

Netflix 

1) Driving ad revenue growth: Ad revenue hit a record quarter in 3Q25, expected to double YoY in 2025, supported by a) 
AI-enhanced ad tech stack to optimize ad formats and delivery measurement capabilities; b) upcoming AI-powered 
interactive ads, with plans to launch ML-based optimization and precision targeting in 2027 to improve ad monetization 
efficiency; 

2) Improving content production efficiency: AI serves as a creative tool to help creators develop content more efficiently 
and innovatively; 

3) Enhancing user viewing and retention: Total viewing time growth accelerated in 3Q25 with a stable subscriber base, 
supported by AI-driven recommendation engine to accurately push high-quality content and AI-optimized product 
experience (e.g., personalized content recommendation) to improve user engagement and long-term retention 
willingness. 

Booking 

1) Driving ad and other revenue growth: Grew 14.5% YoY in 3Q25, partly supported by a) AI-optimized precision 
marketing algorithms to improve ad recommendation efficiency; b) AI-accelerated video content production to expand 
marketing scenarios and ad inventory; 

2) Improving user conversion and repurchase efficiency: Higher conversion rate and lower cancellation rate, supported 
by AI-driven search tools to optimize booking paths and personalized recommendations to enhance user stickiness. 

Cloudflare 

Drove 31% YoY sales growth to US$562mn in 3Q25, exceeding market expectations, supported by AI tool and AI security 
feature upgrades; currently, 80% of AI-related tech companies use its cloud computing tools, with new large AI enterprise 
contracts added this quarter. 

Palantir 

1) AI empowers core business: Proactively integrated AIP into Army Vantage platform and obtained army-wide integration 
instructions; AI Hivemind supports complex government tasks to deepen government business; edge ontology 
technology enables customers to develop mobile AI applications at low cost, expanding AIP application scenarios; 

2) Supporting customer growth: AIP helps enterprise customers with AI transformation to lower adoption thresholds, 
driving customer count to 911; AI FDE agent enables autonomous task execution and closed-loop error correction, 
helping customers compress legacy data warehouse migration cycle from 2 years to 5 days. 

Uber 

1) AI applications: Uber AI provides multilingual tasks for 9.4mn drivers/couriers to improve their income; generative AI is 
embedded into the entire platform process to enhance efficiency, optimize operations, provide personalized user 
experience, and support cross-platform user matching; 

2) Autonomous driving: Cooperated with NVIDIA to develop Hyperion (L4 autonomous driving reference architecture); 
partnered with Stellantis to adopt NVIDIA technology for an initial 5,000 vehicles with plans for significant expansion; 
operates with Waymo in Austin, Atlanta, and Phoenix, with the market growth rate of Waymo autonomous driving 
deployment twice that of other US regions. 

Fortinet 

1) Launched Secure AI Data Center Solution in Q3, designed for AI workloads, achieving high-throughput and low-latency 
protection based on FortiASIC chips, and has been implemented in AI infrastructure projects of top 150 Fortune e-
commerce customers; 
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2) AI products directly drive revenue growth: AI-driven SecOps segment billings grew 33% YoY in this quarter, far 
exceeding overall growth, and now account for 11% of total billings; 

3) Consolidating product advantages: AI technology optimizes threat detection accuracy and operational efficiency of 
core products such as firewalls and SASE, driving performance improvement of FortiGate series products. 

Applovin 

1) Ad model optimization drives rapid revenue growth: Total revenue grew 68% YoY to US$1.405bn in 3Q25, mainly 
supported by continuous ad model optimization to further improve ad conversion efficiency; 

2) Launched self-service ad platform: Launched self-service ad platform on October 1, effectively screening low-quality 
ad accounts to significantly improve platform ad delivery efficiency and quality; ad budget on the self-service platform has 
maintained >50% QoQ weekly growth since launch. 

Unity 

Vector AI drives robust ad business growth: Grow business revenue grew 6% YoY/11% QoQ in 3Q25, mainly supported 
by Vector AI. Driven by Vector AI, ad effectiveness across different customer sizes, geographic locations, and industries 
has been significantly improved. 

Datadog 

1) AI empowers core business: Customers tend to use a unified platform to manage AI and non-AI businesses; Datadog’s 
integration capability (supporting over 1,000 integrations) has become a core competitiveness, with over 5,000 customers 
sending AI data to Datadog via integrations; 

2) AI incremental revenue contribution: AI-native customers contributed 12% of Q3 total revenue (higher than 11% in 
2Q25 and 6% in 3Q24); number of AI-native customers exceeded 500, including 15 with annual spending over US$1mn 
and 100 with annual spending over US$100,000; AI products (e.g., GPU monitoring) are expected to bring future revenue 
opportunities. 

Nebius 

1) AI drives core business growth and brings large contract contributions: Strong customer demand for next-
generation NVIDIA Blackwell chips drives long-term capacity bookings (e.g., Meta’s US$3bn 5-year contract and 
Microsoft’s US$17.4-19.4bn contract, with first batch capacity delivered in Q3 and full revenue generation in 2026); 

2) Promoting customer structure diversification: AI-native customers such as Cursor (AI code editor), Black Forest Labs 
(generative AI model), and Shopify (software vendor) drive revenue growth; enterprise customer expansion: vertical 
industries such as healthcare, life sciences, media and entertainment contribute new demand. 

Coreweave 

AI empowers core business and brings significant revenue contribution: Strong AI demand drove 134% YoY revenue 
growth to US$1.4bn in 3Q25, with RPO reaching US$50bn (the fastest in cloud service history); signed large-scale computing 
contracts with Meta, OpenAI, etc., with 9 out of top 10 existing customers signing multiple contracts. Number of customers 
with annual spending over US$100mn grew 3x YoY; single customer’s share of revenue backlog dropped to ~35% (85% at 
the start of the year), with over 60% of backlog from investment-grade customers. 

Sea 

1) AI comprehensively drives three core businesses: In e-commerce, Shopee improves conversion and fulfillment 
efficiency through intelligent search and seller tools; number of sellers using AI ad tools grew over 25% YoY, with 
average ad spending up over 40%; Garena optimizes game creation and experience with AI; SeaMoney strengthens risk 
control and product recommendation with AI, maintaining a low default rate despite 70% loan scale growth; 

2) AI incremental revenue contribution: AI-optimized ad matching improved CPM by 30-50%, driving significant ad 
monetization growth; Shopee ad revenue grew over 70% YoY, contributing ~20-25% of the company’s overall revenue 
growth and becoming a key engine for revenue growth; buyer purchase frequency grew 12% YoY, MAU buyers up 15%, 
directly driving GMV growth. 

Shopify 

1) AI empowers core business: Sidekick intelligent assistant empowers merchants; 750,000 new stores used Sidekick for 
the first time in Q3, with cumulative conversations nearly 100mn (8mn in October alone) to support merchants’ core 
operations; Shopify has millions of merchants and billions of transaction data, providing unique advantages for AI model 
training. Consumer research shows 64% of consumers may use AI to assist shopping during BFCM; 

2) AI drives channel traffic and order growth: AI-driven traffic grew 7x since January 2025, and orders generated by AI 
search increased 11x. Cooperated with OpenAI etc. to "create more sales scenarios for merchants", with revenue directly 
tied to merchant success. 

Source: Company data, CMBIGM 
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At the corporate operational level, we observe that AI has become an effective tool 

for internal efficiency improvement. Google’s sales team achieved over 10% 

productivity growth using Gemini; AI generates nearly half of the code; and customer 

service-side Gemini handles over 40mn customer conversations. Palantir’s AI FDE agent 

compressed customer data warehouse migration cycle from 2 years to 5 days, achieving 

disruptive breakthroughs in operational efficiency. Uber uses AI to achieve precise 

matching between multilingual drivers and users, and generative AI embedded in the entire 

platform process drives application efficiency iteration. Internal AI efficiency improvement 

is more advanced and widespread in large enterprises, showing a trend of continuous 

expansion and acceleration. 

Figure 28: Internal AI efficiency improvement of major US Internet and cloud computing vendors 

Company Internal AI Efficiency Improvement 

Amazon AWS’s Transform agent helped customers save 700,000 hours of manual work; AI-optimized inventory layout in logistics 

shortened US inbound delivery time by nearly 4 days; AI-driven robots improved the safety and productivity of the fulfillment 

network. 

Alphabet Sales team achieved over 10% productivity growth with Gemini; AI generates nearly half of the code; customer service-side 

Gemini handles over 40mn customer conversations; YouTube also uses AI to optimize creators’ workflows and 

recommendation systems. 

Palantir AI FDE agent enables autonomous task execution, compresses data warehouse migration cycle, and improves operation and 

maintenance efficiency. 

Uber AI helps 9.4mn drivers/couriers achieve multilingual precise matching to improve delivery efficiency; generative AI embedded 

in the entire platform process enhances application operation efficiency. 

Fortinet AI technology optimizes threat detection accuracy and operational efficiency of core products such as firewalls and SASE, 

drives performance improvement of FortiGate series products, and reduces operation and maintenance costs. 

Datadog AI-driven automation (e.g., BITS AI) reduces manual operation and maintenance costs and improves fault troubleshooting 

efficiency. 

Sea 80% of customer inquiries are handled by AI, reducing customer service costs by 75%; AI ad tools improve ad monetization 

efficiency with significant effects on marketing cost control. 

Shopify Improved per capita output through "automation, tool improvement, and reflexive use of AI"; internal operating expense ratio 

dropped from 45% in 2023 to 37% in 3Q25. 

ServiceNow AI agent usage has grown over 55x since May 2025, improving enterprise AI workflow management efficiency and reducing 

enterprise AI operating costs. 

Tesla AI optimizes energy storage scheduling and deployment processes to support Megapack R&D and reduce energy business 

operating costs; optimizes vehicle production processes and supply chain management to improve production efficiency and 

control production costs. 

Netflix AI serves as a creative tool to help creators develop content more efficiently and reduce content production costs; AI-driven 

recommendation engine improves user retention and reduces customer acquisition costs. 

Booking AI-driven search tools optimize booking paths, improve user conversion and repurchase efficiency, and reduce customer 

acquisition and maintenance costs. 

Cloudflare AI tool and security feature upgrades attract 80% of AI-related tech companies to use its cloud computing tools, improving 

revenue efficiency and optimizing customer structure and cost-benefit ratio. 

AppLovin Continuous ad model optimization drives ad conversion efficiency improvement and reduces ad delivery costs; self-service ad 

platform improves ad delivery efficiency and reduces manual operating costs. 

Unity Vector AI drives ad business growth, improves ad effectiveness and efficiency across different customer sizes, geographic 

locations, and industries, and optimizes ad cost-benefit ratio. 

Coreweave AI-driven storage services reduce customer costs by 75% and achieve zero cross-regional data migration, significantly 

lowering data management costs. 

Source: Company data, CMBIGM 
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Sector outlook 

Advertising: AI to drive ad revenue growth 

According to eMarketer, global digital advertising market is expected to reach US$870bn 

in 2026, growing by 11% YoY and accounting for 77% of the global advertising market. We 

believe AI is poised to become the main driver of growth in the global digital advertising 

market, empowering advertising solutions across multiple dimensions: 1) AI optimizes 

content recommendation on social platforms, boosting user stickiness and time spent, 

thereby further expanding advertising inventory; 2) AI enhances ad targeting capabilities, 

improving digital ad conversion rates and eCPM; 3) AI-generated advertising creatives 

lower the threshold for ad placement, increase ad ROI, and attract incremental advertising 

budgets. 

Figure 29: Global digital ad spending 

Source: eMarketer, CMBIGM 

Figure 30: US ad platforms: AI empowers advertising business 

Company AI applications in ads 

Meta 

1) Expanding advertising inventory: In 3Q25, the AI-powered content recommendation system drove a 5% YoY increase 
in user time spent on Facebook and a 10% YoY rise on Threads, thereby enriching the platforms’ advertising inventory. 

2) Enhancing ad conversion effectiveness: Meta has continuously optimized its ad model Andromeda, which has boosted 
the quality of Facebook ads by 14% . 

3) Reducing ad delivery costs: The annualized revenue of its end-to-end AI automated advertising solutions has exceeded 
US$60bn, lowering the threshold and costs of ad placement while improving ad efficiency. Looking ahead, the company 
will continue to leverage AI to refine its recommendation systems, content understanding capabilities, and marketing 
performance.  

Google 

1) AI Overviews/AI Mode: AI Overviews and AI Mode have driven the growth rate of paid clicks up from 3% YoY in 1H25 to 
7% YoY in 3Q25. In 3Q25, DAUs of AI Mode exceeded 75mn, with its usage maintaining week-on-week growth.  

2) AI Max for Search: Launched globally in September, AI Max for Search generated over billions of new search queries in 
3Q25 alone, making it the fastest-growing AI-powered search advertising product.  

Pinterest 

1) AI-Optimized Search to Enhance User Experience and Conversion Efficiency: From the start of the year to 2Q25, the 
company’s AI-driven search optimizations boosted search success rates by 230bps, helping users better find the content 
and products they need. 

2) AI-Powered Automated Ad Delivery and Bidding: The company launched its Performance+ automated ad delivery tool 
in 2025, lowering the barrier to ad placement. Advertisers using this tool saw an average 12% increase in their budgets, 
driving rapid budget growth among small and medium-sized advertisers. 

Snap 

1) Leveraging Large Models to Boost DPA Conversion: The company has used large models to enhance DPA’s 
understanding capabilities, driving a more than fourfold increase in the ad’s conversion rate and a YoY growth of over 
30% in shopping-related ad revenue in 3Q25. 

2) Partnering with Perplexity to Become an AI Application Traffic Entry Point: In 2026, Perplexity will embed its AI 
search experience into Snap’s chat interface, for which it will pay Snap a consideration of US$400mn. 

Source: Company data, CMBIGM 

In terms of competition, Meta and TikTok are likely to continue increasing their shares in 

the digital advertising market, mainly thanks to AI-optimized platform content 

recommendation systems and advertising solutions. In contrast, Google’s market share in 

digital advertising may decline, primarily due to the challenges posed by AI chatbots to 
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search traffic and the potential impact of Google’s exploration in the AI search on short-

term monetization. According to eMarketer data, in 2026, Google/Meta/TikTok will account 

for 26.4%/25.3%/5.0% of the digital advertising market respectively, representing a YoY 

change of -0.6/+1.6/+0.6ppts. 

Figure 31: Global digital ad market: market share breakdown 

 

Source: eMarketer, CMBIGM 

Figure 32: Global advertising market 

Total revenue (US$bn) 2019 2020 2021 2022 2023 2024 2025E 2026E 

Global ad spend 622.5 618.4 752.1 799.9 858.1 954.8 1,036.8 1,129.6 

YoY 8.0% -0.7% 21.6% 6.4% 7.3% 11.3% 8.6% 9.0% 

Total revenue (US$bn) 2019 2020 2021 2022 2023 2024 2025E 2026E 

Global digital ad spend 326.3 379.0 493.5 539.5 605.3 697.1 781.4 870.0 

YoY 20.0% 16.2% 30.2% 9.3% 12.2% 15.2% 12.1% 11.3% 

As % of global ad market (%) 52.4% 61.3% 65.6% 67.4% 70.5% 73.0% 75.4% 77.0% 

Total revenue (US$bn) 2019 2020 2021 2022 2023 2024 2025E 2026E 

Google 96.8 103.9 149.0 160.4 170.7 191.1 209.7 229.4 

Meta 69.7 84.2 114.9 113.6 132.0 160.6 191.9 220.1 

Amazon 12.6 19.8 31.2 37.7 46.9 56.2 67.1 79.3 

TikTok 0.3 1.4 3.9 9.9 17.8 26.4 34.5 43.2 

Pinterest 1.1 1.7 2.6 2.8 3.1 3.7 4.3 5.0 

Reddit 0.1 0.2 0.4 0.6 0.7 1.1 1.7 2.2 

YoY (%) 2019 2020 2021 2022 2023 2024 2025E 2026E 

Google  7.3% 43.4% 7.6% 6.4% 12.0% 9.7% 9.4% 

Meta  20.8% 36.5% -1.1% 16.1% 21.7% 19.5% 14.7% 

Amazon  56.5% 57.6% 21.1% 24.3% 19.8% 19.4% 18.1% 

TikTok  314.7% 175.2% 154.9% 80.3% 48.2% 30.5% 25.4% 

Pinterest  48.2% 52.7% 8.5% 9.3% 19.3% 16.4% 17.2% 

Reddit  70.0% 147.1% 40.5% 20.3% 50.7% 60.7% 30.2% 

Market share 2019 2020 2021 2022 2023 2024 2025E 2026E 

Google 29.7% 27.4% 30.2% 29.7% 28.2% 27.4% 26.8% 26.4% 

Meta 21.3% 22.2% 23.3% 21.1% 21.8% 23.0% 24.6% 25.3% 

Amazon 3.9% 5.2% 6.3% 7.0% 7.7% 8.1% 8.6% 9.1% 

TikTok 0.1% 0.4% 0.8% 1.8% 2.9% 3.8% 4.4% 5.0% 

Pinterest 0.3% 0.4% 0.5% 0.5% 0.5% 0.5% 0.5% 0.6% 

Reddit 0.0% 0.0% 0.1% 0.1% 0.1% 0.2% 0.2% 0.3% 

Source: eMarketer, CMBIGM 

 

Alphabet: In the short term, AI empowerment on Google is significantly greater than the 

competitive pressure posed by AI vendors on Google. AI search products such as AI 

Overviews and AI Mode have driven accelerated growth in the company’s paid clicks, while 

demand for AI cloud services has boosted revenue growth and improved operating profit 

for Google Cloud. Driven by the accelerated growth of Google Cloud and core search 

business, we expect Alphabet to maintain robust profit growth in FY26 (16% YoY increase 
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in operating profit). In addition, progress in large models, AI cloud infrastructure, and AI 

applications should further drive the company’s valuation. 

Meta: Benefiting from its leading position in the social ad industry, we are upbeat on the 

company’s long-term gains from AI development, as AI will continue to drive rapid growth 

in its advertising revenue. However, management’s aggressive expense guidance for FY26 

(total expense growth will be significantly higher than that in 2025) has raised investor 

concerns about the 2026 profit growth outlook, especially since investments in long-term 

projects such as self-developed large models and MSL may affect the company’s short-

term profit margins. We expect the company’s operating profit growth to slow to 2% YoY in 

FY26, mainly due to investments in AI infrastructure and talent. Affected by the slowdown 

in profit growth and increased earnings uncertainty, the company’s short-term valuation 

has come under pressure. 

Figure 33: Alphabet: operating income trend 

 

Source: Company data, CMBIGM estimates 

Figure 34: Meta: operating income trend 

 

Source: Company data, CMBIGM estimates 
 

Software: monetiztaion of AI applications is in line with expectation 

According to Gartner, global IT spending is expected to maintain rapid growth in 2026, up 

by 10% YoY to US$6.1tn. Among this, data centre and software spending will be the key 

growth drivers, forecast to rise by 19% YoY and 15% YoY respectively to US$582.4bn and 

US$1.43tn in 2026E. Since 2024, as leading cloud vendors and internet companies 

continue to ramp up investment in AI infrastructure, global data centre spending has 

maintained a CAGR of over 30%; global software spending has also sustained a CAGR of 

more than 10%, benefiting from the monetization of AI applications. 

Figure 35: Global IT spending  

 

Source: Gartner, CMBIGM 

Figure 36: Global IT spending YoY 

 

Source: Gartner, CMBIGM 
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Global AI spending is poised to maintain rapid growth in 2026. Gartner forecast that global 

total AI spending will surge by 37% YoY to US$2.02tn in 2026. Among all segments, AI 

IaaS, AI infrastructure software, AI large models, AI PCs, and AI application software will 

be the top 5 fastest-growing verticals, with projected YoY growth rates of 105%, 82%, 81%, 

60%, and 57% respectively, and their respective market sizes are expected to reach 

US$37.5bn, US$229.8bn, US$25.8bn, US$144.4bn, and US$269.7bn in 2026.  

Figure 37: Global AI spending breakdown 

(US$bn) 2024 2025E 2026E 2026E YoY 

AI Services 259 283 325 15% 

AI Application Software 84 172 270 57% 

AI Infrastructure Software 57 126 230 82% 

GenAI Models 6 14 26 81% 

AI-optimized Servers 140 268 330 23% 

AI-optimized IaaS 7 18 38 105% 

AI Processing Semiconductors 139 209 268 28% 

AI PCs by ARM and x86 51 90 144 60% 

GenAI Smartphones 245 298 393 32% 

Total spending 988 1,479 2,023 37% 

Source: Gartner, CMBIGM 

 

The monetization of AI applications remains a key focus. In 2026, we recommend to focus 

on two major directions for AI application implementation and monetization:  

1) Application scenarios where AI large models excel, such as programming, creative 

generation, and office efficiency. For programming, multiple large models have achieved 

high scores in programming benchmarks, and several leading internet companies and 

enterprises adopting AI programming have disclosed an AI code adoption rate of over 30%. 

AI programming applications saw rapid implementation in 2025, with Cursor’s ARR 

exceeding US$1bn and GitHub Copilot’s user count surpassing 20mn. For creative 

generation, AI applications for content such as images, videos, and music have achieved 

solid commercial progress. AI image tool Midjourney’s ARR exceeded US$500mn; 

Kuaishou’s AI video tool reached an ARR of over US$140mn; and AI music platform Suno’s 

ARR surpassed US$200mn.  

2) High-value application scenarios, such as enterprise AI agents and traditional vertical 

industries including education, finance, and legal services. The global enterprise IT budget 

is substantial (projected to reach US$6.1tn in 2026), and AI-driven efficiency optimization 

across enterprise workflows can unlock significant upselling and cross-selling potential. 

ServiceNow’s enterprise AI agents and AI products are expected to hit an ARR of over 

US$500mn by the end of 2025.  
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Figure 38: AI Application software: ARR summary 

 
Source: ARR Club, Company data, CMBIGM 

ServiceNow: Leveraging its enterprise customer base, first-mover advantage, and product 

innovation capabilities, we are optimistic that ServiceNow will continue to benefit from the 

development opportunities of generative AI, and its AI products will keep creating upselling 

and cross-selling opportunities. The company targets AI product ACV to exceed 

US$500mn/US$1bn by the end of FY25/FY26 (accounting for approximately 4%/6% of total 

revenue), representing a significant increase from the US$250mn ACV in 1Q25. Meanwhile, 

the company continues to use AI to improve internal operational efficiency, and we expect 

its non-GAAP operating margin to rise by 1ppt in FY26. 

Salesforce: We are upbeat on Salesforce’s AI monetization trend, which is primarily 

supported by its differentiated Agentforce solutions and Data Cloud integration solutions. 

In 3QFY26, Agentforce and Data 360 ARR grew by 114% YoY to c.US$1.4bn, within which 

Agentforce ARR increased by 330% YoY to US$500mn. Benefiting from growth 

opportunities in the AI agent business, management guided: 1) Total revenue to surpass 

US$60bn by FY30E, with a CAGR of over 10% for organic business revenue from FY26 to 

FY30; 2) the “50 Rule” to be achieved by FY30E (YoY growth rate of subscription revenue 

+ non-GAAP operating margin > 50%). 

Figure 39: ServiceNow: subscription revenue  

 

Source: Company data, CMBIGM estimates 

Figure 40: Salesforce: subscription revenue  

 

Source: Company data, CMBIGM estimates 
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Datadog: Given the long-term trends of digital transformation and cloud migration, we are 

optimistic about Datadog’s long-term business development potential. The accelerated 

revenue growth of the overall cloud industry is expected to benefit the development of cloud 

infrastructure monitoring platforms. Moreover, Datadog has proven its ability to 

continuously expand its customer base and cross-sell software products covering the entire 

industry chain from the development end to the business end. Even during the investment 

phase, Datadog can maintain strong financial performance and meet the Rule of 40. As 

investments gradually yield returns and demand from AI-native customers continues to 

grow, we expect the company’s fundamentals to remain solid. 

Palo Alto Network: We are upbeat that Palo Alto Networks will be one of the major 

beneficiaries of the generative AI era, as security demand is poised to grow steadily with 

the expansion of AI-related deployment. We forecast the company’s FY26 revenue/non-

GAAP net profit to grow by 14%/18% YoY respectively, with a free cash flow margin of 

38.4%. Its financial performance continues to meet the Rule of 50, which is expected to 

provide support for its valuation. 

 

E-commerce: still room for further online penetration 

According to eMarketer's forecast, US e-commerce sales are expected to reach US$1.3tn 

in 2025, representing a YoY growth of 8.6%. Future growth momentum will stem from two 

key drivers: 1) increased purchase frequency and average order value (AOV) among 

existing users; 2) higher penetration of underpenetrated categories such as fresh groceries 

and other daily necessities, which currently have relatively low online penetration rates. 

Historically, categories like fresh produce and daily essentials have faced constraints in 

online penetration due to factors such as fulfillment efficiency and consumer habits. 

However, with the evolution of fulfillment models and improved warehouse layout efficiency, 

the online adoption rate of daily necessities should gradually rise, in our view, thereby 

driving steady growth in overall e-commerce penetration across mature markets. 

Figure 41: US online retail sales and growth, 2022-2028 

 
Source: eMarketer, CMBIGM 

 

Emerging markets, particularly Southeast Asia and Latin America, still offer significant room 

for e-commerce penetration and are poised to be core growth engines. We believe regions 

such as Southeast Asia (e.g., Indonesia) and Latin America (e.g., Mexico) will see 

sustained increases in e-commerce adoption, supported by rising internet penetration and 

further improvements in logistics infrastructure. The iterative development of diversified 

cross-border e-commerce models by Chinese e-commerce operators’ overseas platforms 
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such as Temu and AliExpress, coupled with the deepened supply chain investments by 

local players—including Shopee in Southeast Asia and MercadoLibre in Latin America (e.g., 

localized warehouse networks and payment tool adaptation)—could drive further user 

penetration in these regions. 
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China Semiconductors                  OUTPERFORM 
 

 

AI theme continues to lead; Follow the light in 2026 

Key investment theses for 2026 

We maintain four core investment theses for 2026: 1) AI-driven structural growth, 2) 

China semiconductor localization, 3) high-yield defensive plays, and 4) sector 

consolidation via M&A.  

AI and localization, our top themes since 2024 (2024/25 strategy report), have delivered 

substantial returns, with top picks Innolight (300308 CH: +338% YTD), Shengyi Tech 

(600183 CH: +148% YTD), and Naura (002371 CH: +56% YTD) outperforming as of 5 

December 2025. The global semiconductor market is projected to expand 26% YoY to 

US$975bn in 2026 (WSTS Autumn 2025 Forecast), with AI-centric segments leading 

growth (logic +32% and memory +39%) and China’s domestic semiconductor sector is 

expected to continue to outperform other sectors/indices. 

Theme 1: AI – The definitive structural super-cycle  

The AI supply chain’s outperformance in 2025, driven by robust revenue growth and 

margin expansion, reflects accelerating infrastructure investment rather than a transient 

hype. While market sentiment fluctuates, alternating between fears of an AI bubble and 

periods of FOMO, fundamental demand drivers should support a sustained, multi-

year growth trajectory extending beyond 2026, in our view. 

- Ongoing capex momentum: The US Big Four hyperscalers (GOOG/MSFT/ 

AMZN/META) spent US$230bn capex in 2024 (+55% YoY). Full-year 2025 capex 

is projected at US$367bn (+59% YoY), and consensus estimates point to 

US$495bn in 2026 (+35% YoY). While 2027 growth is estimated at ~14% YoY, 

upward revisions are likely, mirroring 2025’s forecast upgrades. 

- Broadening demand base: Demand is expanding beyond hyperscalers to 

sovereign and enterprise clients, supported by NVIDIA’s US$500bn+ platform 

opportunity. 

- Technological innovation: Sustained advancements in compute, memory, and 

network connectivity underpin a durable hardware ecosystem super cycle. 

- ROI-positive application scaling: AI is transitioning from pilots to revenue/cost-

saving core operations, with latest McKinsey Global Survey reporting current AI 

adoption (traditional or generative AI) has reached 88% in enterprises (vs. 72%/78% 

in 2023/24), and Google Cloud reporting that 74% of companies now achieve 

positive ROI within 12 months of deployment, creating a self-reinforcing capex 

cycle. 

mailto:lilyyang@cmbi.com.hk
mailto:kevinzhang@cmbi.com.hk
mailto:jiangjiahao@cmbi.com.hk
https://www.cmbi.com.hk/article/9232.html?lang=en
https://www.cmbi.com.hk/article/10802.html?lang=en
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Figure 1: The Big Four’s capex rose 55% YoY in 2024; 

expected to grow 59%/35% YoY in 2025/26 

 

Source: Company data, Bloomberg consensus, CMBIGM 

Figure 2: Bloomberg consensus raised capex 

forecasts meaningfully during the year 

 

Source: Company data, Bloomberg consensus, CMBIGM 

 

Tiered investment opportunities across the supply chain: 

Figure 3: Tiered investment opportunities across the supply chain 

Segment Key dynamics Key participants 

Compute  GPUs dominate AI training/inference; ASICs 
optimize TCO for specific workloads 

NVIDIA (NVDA US), AMD (AMD US), Broadcom 
(AVGO US), etc. 

Memory HBM4 transition (2026-27) and NAND pricing power 
drive structural tightness 

SK Hynix (000660 KR), Micron (MU US), Samsung 
Electronics (005930 KR), etc. 

Optical Transceivers 800G-to-1.6T transition; SiPh penetration to exceed 
50% by 2026 

Innolight (300308 CH, BUY), Coherent (COHR US), 
Eoptolink (300502 CH), TFC (300394), etc. 

PCB/CCL High-layer count PCBs and M7/M8 grade CCL 
command ASP premiums 

Shengyi Tech (600183 CH, BUY), a CCL leader, 
etc. 

Foundry/Equipment Leading-edge nodes (sub-7nm) and mature-node 
spillover demand 

TSMC (TSM US), SMIC (981 HK) and Naura 
(002371 CH, BUY), etc. 

Wide-bandgap 
semiconductors 

SiC/GaN improve data center power efficiency 
Infineon (IFX GY), Navitas (NVTS US), InnoScience 

(2577 HK, BUY), etc. 

Source: CMBIGM 

 Compute (direct beneficiaries), the high-impact segment of AI infrastructure 

investment. 

GPUs are the core beneficiary of the AI supercycle, directly impacted by AI infrastructure 

spending. NVIDIA leads with unmatched execution: its Blackwell platform accounts for ~95% 

of data center compute sales, with management guiding US$500bn+ revenue for 

Blackwell/Rubin through 2026 (excluding new client demand). Despite export controls and 

supply constraints, its 4Q revenue guidance of US$65bn (+65% YoY) and 75% gross 

margin underscore robust demand. AMD gains traction with Instinct MI300/350 series 

among neo-cloud providers. 
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Figure 4: Nvidia’s AI GPU roadmap through 2028 

Source: Company data, CMBIGM  

ASICs: Hyperscalers (Google TPU, AWS Trainium/Inferentia, Microsoft Maia) are ramping 

proprietary AI accelerators to optimize TCO for specific workloads. This trend expands 

rather than cannibalizes the AI compute TAM via segmentation, with supply chain partners 

like Broadcom poised for strong multi-year growth. 

Figure 5: Major ASIC developments 

 ASIC 
Name 

Node 
Memory 

Type 
Capacity 1Q24 2Q24 3Q24 4Q24 1Q25 2Q25 3Q25 4Q25 

Intel Gaudi 2 N7 HBM2E 96         

 Gaudi 3 N5 HBM2E 128         

Google TPU v5e N5 HBM2E 16         

 TPU v5p N5 HBM2E 16         

 TPU v6 N5 HBM2E 95         

 TPU v6p N5 HBM2E 32         

 TPU v7 N3 HBM3E 192         

 TPU v7p N3 HBM3E 192         

Amazon Inf. 2 N5 HBM2E 32         

 Trainium N5 HBM2E 32         

 Trainium 2 N5 HBM3 96         

 Trainium 3 N3 HBM3E 144         

 Trainium 4 (Announced in Dec 2025)         

Microsoft Maia 100 N5 HBM2E 64         

 Maia 200 N3 HBM4 N/A         

Meta MTIA v2 N5 LPDDR5 128         

Source: Company data, Tom’s hardware, CMBIGM 
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 Memory (core beneficiaries): AI drives a structural memory super-cycle, shifting it 

from cyclical demand-supply adjustments to structural supply tightness, with HBM4 

transition in 2026-27 (HBM4E could account for 40% of HBM demand in 2027 per 

TrendForce) as key catalyst. Severe supply shortage (SK Hynix ~52% 2025E share, 

all SK Hynix/Micron/Samsung fully allocated through 2026) keeps HBM a bottleneck, 

supporting 77% and 68% demand growth in 2026 and 2027. 

Figure 6: Global HBM market size and growth 

 

Source: Yole, TrendForce, CMBIGM 

Figure 7: HBM market share by dollar value 

 

Source: TrendForce, CMBIGM 

 Optical transceivers (core beneficiaries) are core beneficiaries among the AI 

supply chain, enabling high-speed data transmission in AI clusters. Driven by 

hyperscalers’ aggressive AI capex (2025E +59% YoY to US$367bn, 2026E +35% to 

US$495bn) and broadening demand from cloud/sovereign/enterprise clients, leaders 

like Innolight (+122% 2024 revenue, +44% 9M25) delivered stellar growth and 

achieved significant margin expansion (+9.2/+1.3ppt YoY/QoQ in 3Q25). The rapid 

800G-to-1.6T shift tightens supply-demand (multi-million-unit 1.6T gap in 2026 per our 

estimates), with EML chip constraints mitigated by SiPho’s accelerating penetration 

(50%+ 2026 share), supporting favorable margins. 

Innolight (300308 CH, BUY, TP: RMB707): A global leader in optical transceivers 

(#1 global market share), poised to capitalize on the hyperscaler capex cycle and the 

rapid transition to 1.6T technology, with stellar revenue growth and margin expansion. 

Figure 8: SiPho’s contribution in 800G/1.6T solutions 

(2026) 

 

Source: CMBIGM estimates 

Figure 9: SiPho’s share to exceed 50% in 2026 

according to our analysis 

 

Source: LightCounting, company data, CMBIGM estimates 
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 PCB/CCL (core beneficiaries) is a core beneficiary of the AI supply chain, driven by 

a structural upcycle from AI server rollouts. The sector sees clear divergence: high-

performance segments (18L+ PCBs, M7/M8 grade CCL for 112Gbps, upcoming M9 

for 224G) command steep ASP premiums and strong pricing power (specialty CCL up 

52% YoY in 2024), while standard segments face competition. Backed by a 

consolidated CCL oligopoly (top 10 hold 77% share) and AI-driven mix shifts, leaders 

capture resilient margins amid cost inflation, outperforming the broader market. 

Shengyi Tech (600183 CH, BUY, TP: RMB90): A leading CCL supplier and prime 

beneficiary of the AI-driven shift toward high-speed, specialty laminates, benefiting 

from the structural mix uplift. 

Figure 10: Global PCB market to rebound with 12.8% 

YoY growth in 2025 

`  

Source: Prismark, CMBIGM estimates 

Figure 11: Global CCL market recovered with 18% 

growth in 2024, outperforming the PCB market (6%) 

 

Source: Prismark, ChinaCCL, CMBIGM estimates 

 Foundry/equipment (secondary but critical beneficiaries) is a core beneficiary of 

the AI supercycle, with the foundry industry shifting from cyclical to AI-driven structural 

growth (pure-play market to hit US$171bn in 2025, +26% YoY). Insatiable demand for 

leading-edge nodes (3nm/2nm) for AI processors concentrates shares at TSMC (71% 

2Q25 share), while mature nodes see spillover demand, though AI-exposed players 

outperform amid divergent ASP trends. Semiconductor equipment vendors enable 

advanced capacity expansion, with geopolitical fragmentation and China’s localization 

reshaping the landscape. 

Figure 12: Global foundry (pure-play) advancing 

toward 2/3nm nodes 

 

Source: Counterpoint, CMBIGM 

Figure 13: TSMC’s revenue breakdown by 

application: rising contribution from HPC 

 

Source: Counterpoint, CMBIGM 
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 Wide-bandgap semiconductors – SiC/GaN (emerging high-potential 

beneficiaries) are secondary beneficiaries of the AI supercycle, emerging as critical 

for AI data centers’ power redesign. With AI racks scaling toward 1MW, the shift from 

54V DC to 800V HVDC (enabled by SiC/GaN) improves PUE by up to 5% and cuts 

TCO by 30%, addressing soaring energy costs. Beyond automotive (SiC’s 70%+ 2024 

demand), AI data centers unlock structural growth (backed by 8-inch wafer scaling 

and capacity expansion), solidifying their role as key power efficiency enablers. 

Figure 14: Application of SiC/GaN in new 800V HVDC architecture 

 

Source: Navitas, Yole, CMBIGM 

 Emerging edge AI ecosystem: we monitor edge AI as the next growth inflection point, 

with beneficiaries including CIS sensors, connectivity modules, and AI-enabled 

PC/smartphone component suppliers. 
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Theme 2: "China-for-China" semiconductor localization – a 

structural, multi-year growth driver  

We view semiconductor supply-chain localization as a highest-conviction, multi-

year investment theme in China’s tech sector. Geopolitical fragmentation is reshaping 

global semiconductor ecosystems, with major economies prioritizing domestic fabrication 

investments for de-risking. In China, this push is accelerating technological 

breakthroughs and import substitution, backed by policy support and robust domestic 

demand, creating a structural expansion of the local semiconductor TAM. Similar 

trends are gaining momentum in other regions (e.g., the US, EU, Japan), heavily supported 

by government subsidies, which are set to reshape the global competitive landscape over 

the medium term, in our view. 

Tiered investment opportunities across the supply chain: 

 AI accelerators: The core localization bottleneck in the AI era. China’s AI compute 

market, historically dominated by NVIDIA/AMD, is undergoing a foundational shift. 

Since 2Q25, flows of leading-edge foreign GPUs have faced significant constraints 

amid evolving US export policies, while industry trends and guidance point to 

hyperscalers (Alibaba, Tencent) increasingly prioritizing domestic alternatives. A 

multi-vendor ecosystem is coalescing around Huawei’s Ascend, Cambricon’s ASICs, 

and GPUs from Biren/Moore Threads, driving a sustained, multi-year substitution 

cycle in AI compute. This re-routing of AI capex toward local players establishes them 

as critical beneficiaries of China’s AI supercycle. 

 Semiconductor manufacturing equipment (SME): Gradual share gains in a 

concentrated market. Global semiconductor equipment billings grew 10% in 2024 to 

US$117bn (SEMI), with SEMI forecasting 7% growth to US$126bn in 2025—though 

we see upside. Meanwhile, China demand is resilient (3Q25 China share rebounded 

to 44%, Sept import value +35% YoY/+80% QoQ). The market remains concentrated 

(top 5 global players hold >80% share), but China’s localization push is driving steady 

share gains for domestic vendors (self-sufficiency rate was 13.6% in 2024, per 

TrendForce).  

Naura (002371 CH, BUY, TP: RMB460) stands out as a leading platform player: its 

"one-stop shop" strategy (covering etch, deposition, cleaning, etc.) and acquisition of 

Kingsemi (strengthening capabilities in coating/developing, bonding and cleaning 

equipment) position it to capture deep wallet share from domestic fabs. 

 Foundry: key beneficiary of localization tailwinds. The global foundry industry has 

shifted to an AI-driven structural supercycle (pure-play market to hit US$171bn in 2025, 

+25.6% YoY). While TSMC dominates leading-edge nodes (71% 2Q25 market share), 

China’s foundry players are expected to be key beneficiaries amid geopolitical 

reconfiguration.  

Hua Hong Semi (1347 HK, HOLD, TP: HK$68), a proxy for mature-node localization, 

posted record 3Q25 revenue with tight utilization and margin recovery. Its strategic 

role in domestic supply chains is clear, though near-term valuations reflect 

fundamentals; upside catalysts include stronger-than-expected demand or ASP gains. 

 Analog ICs: Cyclical recovery meets policy-driven localization. The analog sector 

sees diverging dynamics: PMIC/signal chain markets are exiting a downturn (TI’s 2025 

price adjustments signal end of price wars), while automotive RFFE emerges as a 

high-growth frontier. China’s analog market outpaces global growth (13% 2025E/11% 

2026E YoY, per Frost & Sullivan) driven by auto/computing demand and localization. 
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BaTeLab (2149 HK, BUY, TP: HK$93) is a compelling play on long-tail industrial 

analog: its scalable SKU expansion (850 total SKUs as of 30 Jun 2025, with 130 new 

in 1H25) and cost-competitive offerings support profit growth (~20% YoY NP increase 

in 2025) and margin resilience (>25% net margin forecast for 2025E) and attractive 

valuations (13.4x 2025E P/E).  

Maxscend (300782 CH, HOLD, TP: RMB81.5) holds strong positioning amid China’s 

localization trend; however, we maintain a HOLD rating as its margin recovery may 

take another year while navigating the fab-lite transition. Upside catalysts include 

stronger-than-expected demand/margin recovery and accelerated localization, with 

downside risks from slower capacity ramp-up and intensified competition. 

 

Theme 3: High-yield defensives continue to anchor resilient returns 

into 2026 

Looking ahead to 2026, we continue to see major Chinese telcos as core holdings for 

investors with a relatively more cautious risk appetite, given their robust balance sheets, 

resilient cash flow generation, and attractive dividend profiles. As of 5 Dec 2025, dividend 

yields for major Chinese telcos are: China Mobile (941 HK, NR) at 6.0%, China Unicom 

(762 HK, NR) at 5.4%, China Telecom (728 HK, NR) at 5.0%, and China Tower (788 HK, 

HOLD, TP: HK$13.1) at 3.9%, per Bloomberg. 

We expect the multi-year trend of structurally lower real yields and flatter LT rate 

expectations to remain a headwind for traditional fixed income investors. In our view, this 

environment will continue to drive a gradual rotation toward high-dividend, cash-generative 

equities as substitutes. Within this context, we see major Chinese telcos as key 

beneficiaries as their underlying businesses are stable with mgmt. committed to steadily 

increasint their dividend payout ratio (i.e., China Mobile/China Telecom’s dividend payout 

targets are 75%/75% by 2026, per their mgmt.). 

China Tower (788 HK, HOLD, TP: HK$13.1): In 1H25, China Tower delivered steady 

results with revenue up 2.8% YoY and NP up 8.0% YoY, while EBITDA margin held around 

69%. Legacy tower revenue (76% of total) was broadly flat, with growth coming mainly from 

DAS and Two Wings (energy + smart tower) businesses, both still on a double-digit 

trajectory but from a smaller base. The company continues to enhance shareholder 

returns: FY24 DPS rose 11.5% YoY (76% payout ratio), and 1H25 DPS increased a 

further 21.6% YoY, supporting a mid-single-digit dividend yield. However, we maintain 

HOLD on the company as we expect low-single-digit topline growth, with limited potential 

for a material re-rating given ongoing telco capex pressure. 
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Theme 4: Expect M&A activities to accelerate in 2026 with further 

consolidation in the semi sector 

Looking back, our 2024 call on an upturn in China semiconductor M&A activity has 

largely played out this year. Deal-making not only stayed robust through 2025, but is 

expected to further accelerate.  

The 2025 deal set shows a clear pattern that leading players are using M&A to fill 

critical technology gaps (Naura – Kingsemi, Verisilicon – Nuclei System), vertically 

integrating key subsystems (Fortune Precision – Compart, AFR’s acquisitions of Jabil’s 

optical segment), and broadening product platforms in power, analog, and memory 

(Southchip – Zhuhai Sinh Micro, Bright Power – Sichuan Yichong).  

For 2026, we expect this logic to deepen. Platform leaders in SME, power/analog, 

opticals are all likely to remain active acquirers, using M&A to accelerate roadmaps and 

tighten grips on domestic value chains. At the same time, a strong 2025 IPO cohort and 

slower primary-market funding point to more secondary transactions like strategic 

placements or partial stake sales as private companies seek exits and listed names look 

for inorganic growth. 

Figure 15: Select M&A activities YTD in 2025 

Date Acquirer Target Detailed transaction Deal significance 

Jan 2025 
Naura 

(002371 CH) 
Kingsemi 

(688037 CH) 

Initial stake purchase ~9.5% 
(~US$235M equivalent); later 
increased toward 17–18% 

Strengthens Naura’s litho-adjacent platform 
(coat/develop, wet cleaning); enhances 
domestic patterning ecosystem 

Jan 2025 
Southchip 

(688484 CH) 
Zhuhai Sinh Micro 

(Private) 
RMB160mn for a 100% 
acquisition 

Adds embedded processors + analog IC 
capabilities; broadens auto/industrial market 
reach 

April 2025 
Fortune Precision 

(688409 CH) 

Compart Systems 

(Private) 
RMB3bn for 80.8% equity 
stake 

Secures advanced gas delivery system 

capabilities; critical for etch/litho; 

strengthens China’s semiconductor 

equipment supply chain. 

April 2025 
JDM 

(603088 CH) 

Wuxi Micro 

Research 

(Private) 

RMB360mn for a 100% 
acquisition 

Expands precision-component capabilities 

for semiconductor tools; improves tooling 

localization 

June 2025 
Bright Power Semi 

(688368 CH) 

Sichuan Yichong 

(Private) 

100% acquisition via shares 
and cash; Deal value RMB 
3.3bn 

Expands into wireless charging, protocol 

ICs, auto/industrial PMIC; major product-line 

expansion 

June 2025 
AFR 

(300620 CH) 

Jabil 

(Optical components 

segment) 

US$17mn for 100% acquisition 

Stronger upstream source of high-end 

passive optics, bolstering its 800G/1.6T 

datacenter module supply chain 

Aug 2025 
Prisemi 

(688230 CH)  

Jishun Tech 

(Private) 

RMB403mn (cash + 
convertible bonds) for a 100% 
acquisition 

Enhances IGBT and power-device 

capabilities; strengthens auto-grade power 

semiconductor roadmap 

Aug 2025 
VeriSilicon Micro 

(688521 CH) 

Nuclei System 

(Private) 

Planned full/majority 
acquisition with share issuance 
and cash 

Consolidates domestic RISC-V CPU IP; 

strengthens China’s IP stack (CPU + GPU + 

NPU) 

Nov 2025 
AFR 

(300620 CH) 

Anjiexun 

(Private) 
Acquire 99.97% for 
RMB1.64bn 

Strengthens optical-communication 

modules; integrates upstream optical 

components 

Nov 2025 
3Peak 

(688536 CH) 

Aura Semi 

(Private) 
New share issuance and/or 
cash 

Consolidates analog design capability; 

strengthens high-end analog IC lineup. 

Nov 2025 
Puya Semi 

(688766 CH) 

Zhuhai Nuoya 

(Private) 
RMB144mn for 31% stake 

Deepens China’s presence in NOR/NAND 

controllers; strategic foothold in memory 

supply chain 

Source: Company filings, EEworld, MarketScreener, CMBIGM 
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Semiconductor sector outlook  

Global semiconductor sector to grow 26% YoY in 2026 

WSTS's Autumn 2025 forecast projects global semiconductor sales to rise 22% YoY 

to US$772bn in 2025, followed by a further 26% expansion to US$975bn in 2026. This 

represents a significant upward revision from its spring forecast (up by 10%/28% for 

2025/26E), which had anticipated growth of only 11% and 9% for the respective years. 

Figure 16: Global semiconductor sales and growth: 22%/26% YoY growth for 2025/26E 

  

Source: WSTS, CMBIGM 

Growth remains heavily concentrated in AI-centric segments. Logic (45% of projected 

2026 IC sales) is forecast to increase +32% YoY, while Memory (34%) to surge +39% YoY, 

reflecting sustained investment in HPC and data center infrastructure. More moderate but 

steady recoveries are expected for Analog (11% of sales, +8% YoY) and Micro components 

(11%, +14% YoY), signaling a gradual broadening of demand beyond core AI verticals. 

Figure 17: Memory and logic continue to lead the market growth (2026, in US$bn) 

  

Source: WSTS, CMBIGM 

Regionally, growth is expected to remain uneven in 2026. The Americas are projected 

to lead again with a 34% YoY increase, maintaining a 35% share of global sales. Asia 

Pacific is forecasted to grow 25% YoY, retaining its dominant 53% market share, while 

Europe and Japan are both expected to recover with 11% YoY growth, holding single-digit 

shares of 6% and 5%, respectively.  

-45%

-25%

-5%

15%

35%

0

50

100

150

200

250

1Q01 2Q02 3Q03 4Q04 1Q06 2Q07 3Q08 4Q09 1Q11 2Q12 3Q13 4Q14 1Q16 2Q17 3Q18 4Q19 1Q21 2Q22 3Q23 4Q24

Global semiconductor sales yoy%

(US$bn)

2026E: +32% +39%

+14%

+8%+6%

+8%

+9%



30 Dec 2025  
 

 
 
PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 126 

China semiconductor sector outperformed YTD in 2025  

China semiconductors sector has significantly outperformed both domestic and global 

equity benchmarks YTD. The Wind Semiconductor Index rose 47.1% during 11M25, driven 

by a combination of AI-driven demand, improving memory and equipment cycles, and 

continued localization trend across key parts of the value chain, which together have 

supported both earnings expectations and valuation re-rating. 

Figure 18: China’s semiconductor sector outperformed YTD in 2025 

 

Source: Wind data as of 2 Dec 2025, CMBIGM 

The strength is particularly evident in sector ETFs: the Semiconductor Equipment ETF 

gained ~59% since Jan., followed by Semiconductor Materials (49%) and the broad 

Semiconductor ETF (47%). This contrasts with a 23% rise in SSE Composite ETF, while 

the Nasdaq 100 and S&P 500 returned roughly 17%and 16%, respectively. 

Figure 19: Major Chinese semiconductor indices’ 

performance (2025 YTD) 

 

Source: Wind data as of 2 Dec 2025, CMBIGM 

Figure 20: Chinese semiconductor indices YTD 

performance vs. SP500 and Nasdaq-100 

 

Source: Wind data as of 2 Dec 2025, CMBIGM 
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Performance accelerated from mid-2025 amid strengthening policy support, AI server 

demand, and localization trends. Equipment and materials subsectors led the rally, 

reflecting investors’ focus on upstream beneficiaries of China’s semiconductor self-

sufficiency push and the global AI infrastructure investments. 
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Foundry – AI-driven super-cycle reshapes market dynamics  

The global foundry industry has shifted decisively from a cyclical, inventory-driven 

model to a structural, AI-powered super cycle. AI demand now serves as the dominant 

growth engine, against a backdrop of supportive inventory normalization. We forecast the 

pure play foundry market to reach ~US$171bn in 2025, a 25.6% increase YoY, with 

sustained growth driven by: 1) continued AI infrastructure investment, 2) recovery in 

broader electronics demand, 3) technology node advancement, and 4) strategic regional 

capacity expansion. 

 Revenue of the pure-play foundry market is expected to remain elevated in 4Q25, 

in our view. The market reached US$136bn in 2024 (+16.3% YoY), and is 

accelerating significantly. In 2025, the sector has delivered strong double-digit year-

over-year growth in the first three quarters, fueled by surging AI-related demand and 

seasonal pre-holiday inventory builds. We expect 4Q25 revenue to remain elevated 

near 3Q levels (approximately US$46bn), consistent with TSMC’s 4Q guidance of 

roughly -1% QoQ at the midpoint. 

 Geopolitical fragmentation is accelerating supply chain reconfiguration, as 

major economies invest heavily in domestic fabrication for de-risking. Local 

champions are positioned to benefit from strong government support, reshaping the 

competitive landscape over the medium term. 

 While global wafer shipments have recovered steadily (+14% YoY by leading 

foundries in 9M25), ASP trends reveal a stark divergence. TSMC’s blended ASP 

rose 15% YoY in 3Q25, propelled by its AI-driven technology mix—a momentum we 

expect to continue amid tight supply. In contrast, ASP recovery for foundries less 

exposed to AI remains subdued, as players prioritize utilization over pricing amid tepid 

non-AI demand—a dynamic delaying broader market recovery. 

 Competitive concentration around TSMC is pronounced (71% share in 2Q25, up 

from 63% in 1Q24), a trend likely to deepen under the “Foundry 2.0” paradigm 

integrating full stack manufacturing. Other leading foundries face share pressure, 

although SMIC (981 HK, NR) and Hua Hong (1347 HK, HOLD) remain key 

beneficiaries of China’s supply chain localization, supported by demand recovery, 

technological progress, and policy tailwinds. 

 Hua Hong Semi (1347 HK, HOLD, TP: HK$68): We view Hua Hong as a key 

beneficiary of China’s “China-for-China” localization at mature nodes, with strong 

positioning in embedded non-volatile memory, power devices and AI-server power 

chips, supported by high utilization and a visible capacity expansion pipeline. 

However, we think most of this recovery and localization upside is already 

reflected in the current share price, limiting near-term risk-reward. While we 

maintain a positive long-term view of Hua Hong’s strategic position and capacity 

expansion, current valuations appear to fairly reflect near-term prospects. Maintain 

HOLD with TP at HK$68, based on 2.4x 2026E P/B. Upside catalysts: stronger-

than-expected demand or further ASP increases. Downside risks: weaker end-

markets, renewed pricing pressure, geopolitical tensions. 
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Pure-play foundry sector: AI-driven super-cycle redefines growth 

trajectory  

 Foundries in the AI age: riding the structural super-cycle amid geopolitical 

fragmentation 

The global foundry industry has shifted from a cyclical inventory-driven model to a 

structural, AI-powered super cycle. While gradual inventory normalization provides a 

supportive backdrop, AI demand is now the dominant growth engine. The market reached 

US$136bn in 2024 (+16.3% YoY), and is accelerating significantly. 

In 2025, the sector has delivered strong double-digit year-over-year growth in the 

first three quarters, fueled by surging AI-related demand and seasonal pre-holiday 

inventory builds. We expect 4Q25 revenue to remain elevated near 3Q levels 

(approximately US$46bn), consistent with TSMC’s 4Q guidance of roughly -1% QoQ at the 

midpoint. For full year of 2025, we forecast the pure-play foundry market to grow 25.6% 

YoY to ~US$171bn. Such growth is expected to remain robust beyond 2025, driven by: 1) 

sustained AI infrastructure investment, 2) recovering demand for broader electronics, 3) 

continued technology advancement, and 4) strategic regional capacity builds. 

Figure 21: Global foundry market share to grow 

25.6% YoY in 2025 

 

Source: Counterpoint, CMBIGM estimates 

Figure 22: 4Q25 foundry market revenue to remain 

elevated at 3Q’s level (US$46bn) 

 

Source: Counterpoint, CMBIGM estimates 

This expansion is increasingly concentrated in AI and driven by leading-edge 

technology. TSMC’s revenue mix illustrates this shift: its High-Performance Computing 

(HPC) segment contribution rose from 42% in 3Q23 to 51% in 3Q24, and further expanded 

to 60% in 3Q25. Concurrently, the migration to advanced nodes is a primary driver of 

industry value expansion, alongside the increase in wafer shipment. By 2025, sub-7nm 

processes are projected to capture ~56% of total foundry revenue per Counterpoint, a 

significant increase from ~31% in 2021. The technology race continues unabated, with 

leaders like TSMC on track to begin 2nm (N2) production before year-end, further 

solidifying the technological moat for next-generation AI hardware. 
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Figure 23: Global foundry (pure-play) advancing 

toward 2/3nm nodes 

 

Source: Counterpoint, CMBIGM 

Figure 24: TSMC’s revenue breakdown by 

applications: rising contribution from HPC 

 

Source: Counterpoint, CMBIGM 

Geopolitical fragmentation is concurrently driving a global reconfiguration of 

semiconductor supply chains, as major economies prioritize de-risking through 

substantial domestic fabrication investments. In China, the push for supply chain 

localization is accelerating technological advancement and import substitution, with SMIC 

and Hua Hong positioned as key beneficiaries. Similar trends are gaining momentum in 

other regions (e.g., the US, EU, Japan), heavily supported by government subsidies, which 

are set to reshape the global competitive landscape over the medium term. 

Figure 25: Global chips subsidy programs update (2024-3Q25) 

 

Source: Gov.uk, US DoC, SIA, SEMI, Reuters, Bloomberg, CMBIGM 
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 ASP divergence highlights bifurcated market dynamics 

A steady recovery in global wafer shipments has been underway since early 2024, 

with aggregated major foundry shipments growing 10%/14% YoY in 2024/9M25. This 

improvement has been supported by inventory normalization and structurally higher AI 

infrastructure demand, which is pulling through peripheral IC demand on mature nodes. 

Figure 26: Global wafer shipment (8-inch equivalent) has been recovering steadily since early 2024 

 

Source: Company data, CMBIGM 

However, ASP trends reveal a stark divergence between AI-driven and non-AI 

foundry businesses. TSMC’s blended ASP grew 15% YoY in 3Q25, largely driven by its 

advancing technology mix which is propelled by AI, as its HPC revenue share rose from 

~50% in 3Q24 to 60% in 3Q25. We expect TSMC’s ASP momentum to continue, 

supported by sustained AI demand (the company targets a mid-40% or higher AI revenue 

CAGR through 2029), ongoing node advancement (N2 ramp in 2026, with wafer prices ~50% 

higher than prior generations per TrendForce), and a tight supply-demand balance 

In contrast, ASP recovery for foundries less exposed to AI is still weak in 2025. These 

players remain cautious in raising prices amid a lukewarm recovery in non-AI end markets, 

prioritizing high utilization rates instead, a trend we highlighted previously (report). Blended 

ASP declined 6%/2%/9%/1% for SMIC/GlobalFoundries/UMC/Hua Hong from 3Q24 to 

3Q25, representing a slower demand recovery across non-AI markets. 

Figure 27: Global wafer ASP (8-inch equivalent) 

 

Source: Company data, CMBIGM 

Figure 28: Major foundries GPM 

 

Source: Company data, CMBIGM 
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Figure 29: Major foundries’ 3Q25 earnings summary 

Foundry 
3Q 

performance 
Overall demand AI-related demand Outlook 

TSMC 

US$33.1bn 

(40.8% YoY, 

10.1% QoQ) 

Broad-based strength with advanced 

nodes (7nm and below) contributing 

~74% of wafer revenue; HPC ~57% net 

revenue. Utilization for 3/5nm and 

CoWoS remains very tight 

AI accelerators remained the main 

growth driver offsetting weakness 

in legacy consumer products 

Q4 revenue guided US$32.2–

33.4bn, w/GPM 59 - 61%; AI 

expected to keep advanced-

node capacity tight into 2026. 

Capex for 2025 maintained at 

US$40–42bn, focused on 

3/2nm and CoWoS 

Samsung 

(foundry) 

2Q25: 

US$3.2bn 

Achieved record-high customer orders 

esp. on advanced nodes, with 1st Gen 

2nm entering mass production. Fab 

utilization rate also improved sequentially 

Per Reuters, Samsung’s new chip 

factory in Texas would be 

supplying Tesla’s next-generation 

AI6 chip.  

Expect 4Q to see continuous 

earning improvement driven 

by 2nm ramp and better fab 

loading 

GFS 

US$1.69bn 

(-3% YoY, flat 

QoQ) 

Utilization in the mid-80% range; 

smartphones still soft but auto and 

communications infra/data-center posted 

strong double-digit YoY growth and now 

account for ~28% of revenue 

AI is a major growth engine, driving 

strong demand in physical-AI 

chips, e.g., power, RF-SOI, SiGe, 

optical connectivity, and 

accelerating DC and 

industrial/automotive orders 

Q4 revenue guided 

~US$1.8bn with better 

earnings driven by auto, 

industrial, and DC. Capex will 

remain disciplined 

Hua Hong 

US$635m 

(20.7% YoY, 

12.2% QoQ) 

Overall industry recovery in addition to 

continuous ASP recovery. Utilization rate 

maintained at high levels (100%+) on 

strong demand for memory and PMIC 

products, driven by sector movement and 

AI infrastructure buildout 

Mgmt. estimated ~12% revenue 

generated by AI-server power 

chips in 3Q25 

Q4 revenue guided 

~US$650-660mn with GPM 

12-14%.  

SMIC 

US$2.38bn 

(9.7% YoY, 

7.8% QoQ) 

Wafer shipment increased with utilization 

~96%. Growth came from consumer (ex-

smartphone), auto and industrial. Mgmt. 

notes uncertainties in smartphone 

inventory restocking due to fluctuation in 

memory product pricing 

Advanced node capacity is still 

limited but seeing improving yield 

and has largely been allocated to 

advance China’s AI accelerator 

domestication scheme, per 

AnySilicon 

Q4 revenue expected to be 0-

2% QoQ with GPM expected 

to be 18-20% 

VIS 

US$413mn 

(13% YoY, 

8.7% QoQ) 

Shipment volume grew ~7% QoQ, with 

some ASP rising ~2%. Gross margin 

declined by 1.2 ppts to 26.8% with rising 

demand for power management 

products. 

Being a subsidiary of TSMC, VIS 

indirectly benefits from the AI boom 

with steady demand for PMIC in AI 

server and DC markets 

Q4 shipments expected to 

decline 6-8% QoQ in Q4, with 

GPM to be ~27% 

UMC 

US$1.98bn 

(5.4% YoY, 

3.5% QoQ) 

Overall demand recovered modestly; 

22/28nm accounted for ~35% of revenue 

with utilization at ~78%. Smartphone and 

PC demand recovered, prompting 

customers to restock. New 55nm BCD 

platform is also ready for mass 

production 

UMC links its AI participation 

mainly to 22nm ISP/connectivity, 

RF-SOI, and its ramping AI-driven 

advanced packaging, expecting 

meaningful AI-related contribution 

starting late 2026–2027 

Q4 shipments expected to 

remain flat with ASPs to hold 

firm and capacity to 

sequentially improve ~mid-to-

high 70s.  

Source: Company data, AnySilicon, Reuters, CMBIGM 
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Pure-play foundry competitive landscape 

The global foundry market continues to demonstrate pronounced economic 

concentration around TSMC. According to Counterpoint, TSMC’s revenue share 

increased from 63% in 1Q24 to 71% in 2Q25, propelled by sustained demand for advanced 

nodes (3nm/5nm/7nm collectively represented 74% of its wafer revenue in 3Q25) and 

expanding CoWoS advanced packaging capacity.  

We expect TSMC’s leadership to further solidify under the emerging “Foundry 2.0” 

paradigm, which extends the traditional foundry model into integrated, full-stack 

manufacturing platforms. Competitive execution now depends not only on leading-edge 

transistor performance but also on co-optimization across advanced packaging (CoWoS, 

2.5D/3D), testing, mask technology, and system-level design. This broader scope 

concentrates value around vertically integrated players, with TSMC uniquely positioned 

through its control across sub-7nm logic and high-volume advanced packaging. 

Consequently, pure-play foundries are capturing a growing proportion of total 

Foundry 2.0 revenue, increasing from ~48% in 2Q24 to ~54% in 2Q25, representing a ~6% 

gain largely at the expense of non-memory IDMs, which ceded ~4% of share over the same 

period. 

Figure 30: TSMC dominates the global foundry 
market with 71% share in 2Q25 (up 6% vs. one year 
ago) 

 

Source: Counterpoint, CMBIGM 

Note: Samsung includes foundry service for its internal logic IC 
business. 

 

Figure 31: Pure-play foundry’s rising importance 

amid the AI super cycle 

 

Source: Counterpoint, CMBIGM 

Amid this consolidation, other foundries face share pressure. Samsung Foundry’s 

share (including internal logic) declined approximately 2% YoY in 2Q25. The company is 

focusing on its 2nm node, leveraging competitive pricing (reportedly 33% below TSMC’s) 

alongside yield improvements toward 55–60%.GlobalFoundries’ share fell ~1.8% YoY to 

~4%, while UMC and SMIC each saw a decline of ~0.7%, reaching roughly 5% share. Hua 

Hong’s share decreased slightly by 0.2% to ~1.3%, per our estimates. 

Despite near-term share declines, we view SMIC and Hua Hong as primary 

beneficiaries of accelerating semiconductor supply-chain localization in China. 

Improving end-market demand, gradual ASP recovery, technological progress, and 

supportive policies should allow these players to regain traction over time. 

  

TSMC, 
71.0%

Samsung, 8.0%

SMIC, 5.2%

UMC, 4.7%
GlobalFoundries, 4.0%

Hua Hong, 1.3% Others, 5.7%

48%
32%

14%

6%

Pure-play 
foundry, 54%

Non-memory IDM, 
28%

OSAT, 13%

Photomask & others, 5%

2Q25

2Q24

https://www.trendforce.com/news/2025/09/30/news-samsung-reportedly-starts-exynos-2600-mass-production-yield-estimated-to-reach-50/
https://www.trendforce.com/news/2025/11/25/news-samsung-reportedly-hits-55-60-2nm-yields-eyeing-an-edge-through-early-gaa-deployment/


30 Dec 2025  
 

 
 
PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 134 

Indeed, an ASP turnaround is already underway. Hua Hong reported record 3Q25 

revenue of US$635mn (+21% YoY, +12% QoQ), driven by a 7% QoQ increase in wafer 

shipments and a 5% QoQ rise in blended ASP. Management attributed ~80% of the ASP 

improvement to pricing adjustments and ~20% to product-mix optimization, with utilization 

remaining elevated at 109.5% and gross margin recovering to 13.5%. 

While we maintain a positive long-term view of Hua Hong’s strategic position in 

China’s localization drive and its ongoing capacity expansion, we believe current 

valuation fairly reflects near-term prospects. We therefore maintain our Hold rating 

with a target price of HK$68. Upside catalysts include stronger-than-expected demand 

or further ASP increases. Downside risks include weaker end-markets, renewed pricing 

pressure, and geopolitical tensions. 

Figure 32: Peers table 

  Mkt Cap  P/E (x) P/S (x) EPS (US$) 

Company Ticker US$(mn) Rating FY25E FY26E FY27E FY25E FY26E FY27E FY25E FY26E FY27E 

TSMC 2330 TT 1,192,072 NR 16.0 14.6 13.0 19.1 8.1 6.8 2.0 2.4 2.9 

UMC 2303 TT 19,200 NR 14.4 13.5 12.1 2.5 2.4 2.2 0.1 0.1 0.1 

ASE 3711 TT 32,146 NR 26.0 17.2 13.7 1.6 1.4 1.2 0.3 0.4 0.5 

VIS 5347 TT 5,454 NR 21.0 19.9 19.5 3.5 3.2 2.8 0.1 0.1 0.2 

GlobalFoundries GFS US 21,137 NR 23.3 20.4 16.4 3.1 2.9 2.7 1.6 1.9 2.3 

Intel INTC US 208,735 NR 127.2 69.0 40.4 4.0 3.9 3.7 0.3 0.6 1.1 

Hua Hong Semi 1347 HK 18,709 HOLD 235.0 73.6 43.7 6.8 5.1 4.5 0.0 0.1 0.2 

SMIC 981 HK 83,345 NR 100.6 66.0 50.3 9.0 7.5 6.5 0.1 0.1 0.2 

    167.8 69.8 47.0 7.9 6.3 5.5 0.1 0.1 0.2 

Source: Bloomberg consensus as of 4 Dec, 2025, Hua Hong Semi data is CMBIGM estimates 
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Semiconductor equipment – Steady growth outlook amid 

China's dual forces  

Global semiconductor equipment billings grew 10% in 2024 to US$117bn (SEMI), 

closely tracking the global semi 20% sales expansion, according to WSTS. While SEMI’s 

July 2025 forecast calls for a 7% increase in semiconductor equipment billings to 

US$126bn this year, we view this projection as conservative. The forecast implies an 

atypically soft 4Q25, with a 20% YoY decline, which contrasts with strong YTD performance, 

including a robust September China import of +35%/+80% YoY/QoQ. Historically, Q4 has 

not been a seasonally weak period (e.g., +1%/+20% YoY in 4Q23/4Q24). Given the 

discrepancy between recent momentum and the implied Q4 weakness, we expect SEMI’s 

upcoming update to revise 2025 forecast upward, reflecting a more reasonable 

quarterly progression. 

The competitive landscape remains concentrated, with the top five global players 

holding over 80% of the market, a dominance we expect to endure. However, amid 

ongoing geopolitical realignments and a sustained push for supply chain localization, 

Chinese domestic vendors are poised to gradually gain share. Within this shifting 

landscape, we are constructive on Naura (002371 CH, BUY), China’s leading 

semiconductor equipment platform, which stands as a primary beneficiary of deepening in-

country procurement and platform-based share gains. 

 China: The dominant and evolving market. China solidified its position as the top 

regional market, with its share of global billings rebounding to 44% in 3Q25. Underlying 

this strength is a clear shift toward higher-value tools: while import volumes have 

remained range-bound (~3.7k-6.1k units monthly), the average import price shows a 

structural uptrend. This is underscored by a surge in September import value (+35% 

YoY, +80% MoM), confirming resilient regional demand. 

 Competitive landscape: global giants vs. rising local players. The market remains 

highly concentrated, with the top five global suppliers holding >80% share, a structure 

we expect to persist. China is a critical revenue stream for these leaders; their China 

(ex-Taiwan) revenue surged over 200% YoY to US$31bn in 2023 and grew another 

27% to ~US$39bn in 2024 (Bloomberg consensus). While a normalization is underway, 

with Bloomberg consensus expecting a 13% decline to ~US$34bn in 2025, China's 

revenue contribution is at a structurally higher level (~30% of global sales) than the 

pre-2023 period. 

 Concurrently, Chinese domestic vendors are gaining share, supported by a 

powerful localization push. The self-sufficiency rate reached 13.6% in 2024 

(TrendForce), with notable progress in etching and cleaning equipment. However, the 

long-term rerating potential lies in advanced-node segments, where self-sufficiency 

remains low; any credible breakthrough here would drive a fundamental earnings and 

valuation stepchange for domestic players, in our view. 

 We remain constructive on Naura (002371 CH, BUY), China's leading 

semiconductor equipment platform. Its portfolio spans critical processes including 

etching, deposition, and cleaning, enabling deeper wallet share and a scalable 

addressable market. We view Naura as the best positioned beneficiary of China's 

supply-chain localization. Our target price of RMB460 is based on 35x 2026E P/E, in 

line with its historical average. Key risks include weaker-than-expected domestic capex, 

geopolitical friction, and supply-chain disruptions. 

  



30 Dec 2025  
 

 
 
PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 136 

Global semiconductor equipment spending to sustain growth 

momentum  

 Global semiconductor equipment billings projected to rise 11% to US$126bn, 

with potential upside to forecasts 

In 2024, global semiconductor equipment billings grew 10% YoY to US$117bn (SEMI), 

while semiconductor sales rose 20% YoY to US$627bn (WSTS). Historically, equipment 

billings track semiconductor sales closely but with lower volatility. The relatively moderate 

growth in equipment billings last year—compared to a sharper 2023 decline in overall sales 

(-1% for equipment billings vs. -8% for global semi sales)—was due primarily to order 

pullforward into 2023, as geopolitical factors and planned capacity expansion supported 

earlier investment. 

Figure 33: Global semi equipment billings and semi sales trends 

 

Source: WSTS, SEMI, CMBIGM 

While SEMI’s July 2025 forecast called for a 7% increase in semiconductor equipment 

billings to US$126bn this year, we view this projection as conservative. The forecast implies 

an atypically soft 4Q25, with a 20% YoY decline, which contrasts with strong YTD 

performance, including a robust China import in September (up 35% YoY and 80% QoQ).  

Historically, Q4 has not been a seasonally weak period (e.g., +1%/+20% YoY in 

4Q23/4Q24). Given the discrepancy between recent momentum and the implied Q4 

weakness, we expect SEMI’s upcoming update to revise 2025 forecast upward, 

reflecting a more reasonable quarterly progression.  

We also observed similar trend in WSTS’ 2025 global semi sales forecast in June and 

December, with the latest projection reflecting a 10.2% upward revision comparing to six 

months ago. 
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Figure 34: Upside potential to 2025 semiconductor 

sales forecast (consensus: +22.5% YoY) 

 

Source: WSTS, CMBIGM estimates 

Figure 35: Upside potential to 2025 equipment 

billing forecast (consensus: +7% YoY) 

 

Source: SEMI, CMBIGM estimates 

 

SEMI expects total equipment spending to continue rising through 2025, still led by 

wafer-fab equipment (WFE). While test and assembly & packaging equipment represent 

smaller segments, they are expanding at a faster pace, raising back-end intensity amid the 

AI cycle.  

Figure 36: WFE/test equipment/assembly & 
packaging equipment to grow 6.2%/23.3%/7.7% in 
2025E 

 

Source: SEMI, CMBIGM 

 

Figure 37: Global 2023-2026E WFE revenue 
breakdown by semiconductor categories 

 

Source: SEMI, CMBIGM 

 China expected to remain the largest regional spender on semiconductor 

equipment 

Geographically, the Chinese mainland remained the largest regional spender, having 

reached a record 50% share of global equipment billings in 1Q24. Its share then moderated 

to the mid 30% range by 4Q24, affected by export controls. The share rebounded to 44% 

in 3Q25, reflecting the demand for semiconductor equipment continues to be strong. 
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Figure 38: Quarterly global semiconductor equipment billings by region 

(US$bn) 1Q23 2Q23 3Q23 4Q23 1Q24 2Q24 3Q24 4Q24 1Q25 2Q25 3Q25 

China Mainland & Taiwan  13 13 15 15 15 16 18 18 17 20 23 

YoY% 3% 0% -2% 7% 16% 22% 19% 17% 16% 26% 27% 

    China Mainland 6 8 11 12 13 12 13 12 10 11 15 

    YoY% -23% 15% 42% 91% 114% 62% 17% -1% -21% -5% 12% 

% of global 22% 31% 42% 43% 50% 44% 43% 35% 32% 34% 44% 

South Korea 6 6 4 5 5 5 5 6 8 6 5 

YoY% 9% -2% -19% -17% -7% -20% 17% 24% 54% 18% 1% 

North America 4 3 3 3 2 2 4 5 3 3 2 

YoY% 50% 12% -4% 3% -52% -19% 77% 66% 47% 38% -47% 

Japan 2 2 2 3 2 2 2 3 2 3 2 

YoY% 0% -7% -29% 19% -4% 5% -4% -11% 9% 34% -9% 

Europe 2 2 2 2 2 1 1 1 1 1 1 

YoY% 19% -13% 2% 12% 24% -42% -38% -52% -57% -13% -48% 

Rest of the world 1 1 1 1 1 1 1 1 1 1 1 

YoY% -18% -34% -57% -34% -28% 45% 13% 22% 3% -28% -28% 

Total SME billings 27 26 26 28 26 27 30 34 32 33 33 

YoY% 9% -2% -11% 1% -1% 4% 19% 20% 23% 22% 10% 

Source: SEMI, CMBIGM 

Per SEMI, the Chinese mainland is expected to continue leading equipment spending. 

China's semiconductor equipment import value surged in September, rising 35% YoY 

and 80% MoM. To smooth volatility, the three-month moving average (3MMA) continues to 

indicate resilient import demand from the region. 

Figure 39: China semiconductor equipment imports 

demand remains strong 

 

Source: Wind, CMBIGM 

Figure 40: Monthly import volume of semiconductor 

manufacturing equipment remained range-bound 

 

Source: SEMI, CMBIGM 

Over the longer period from early 2023 through October 2025, the monthly import volume 

of semiconductor manufacturing equipment has remained range-bound, fluctuating 

between approximately 3.7k and 6.1k units. In contrast, the average import price has 

exhibited a structural uptrend. This divergence suggests that China's import mix is 

increasingly skewed toward more advanced, higher-value tools in recent years, 

reflecting both evolving domestic fab needs and broader supply-chain sourcing 

patterns.  
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Competitive landscape 

The competitive landscape remains highly concentrated, with the top five equipment 

suppliers holding over 80% of the market. In 2024, ASML led with a 26% share, followed 

by Applied Materials (24%) and Lam Research (14%). We expect market concentration to 

persist, with global leaders maintaining dominant positions. That said, Chinese domestic 

vendors are likely to gradually gain share, supported by the ongoing push for 

semiconductor supply-chain localization. 

Figure 41: The top five SME players accounted for 

86% market share in 2024 

 

Source: Company data, Bloomberg, SEMI, CMBIGM 

Figure 42: The competitive landscape of SME was 

relatively stable with share above 80% 

 

Source: Company data, Bloomberg, SEMI, CMBIGM 

 Global equipment leaders in China: still a critical market 

Overseas equipment suppliers experienced an exceptional surge in China demand 

during 2023, with the top five players’ revenue from China (excluding Taiwan) jumping 

over 200% YoY to US$31bn. This was followed by another strong year in 2024, with 

revenue rising 27% YoY to US$39bn, albeit off a much higher base. For 2025, Bloomberg 

consensus currently anticipates a 13% decline, which would bring China (ex-Taiwan) 

revenue for these players down to roughly US$34bn. 

Figure 43: Global SME leaders’ Chinese Mainland revenue: Peaked in 2024 in value but share expected to fall 

in 2025E 

 (US$mn) FY21 FY22 FY23 FY24 FY25E  

ASML 3,242 3,071 8,761 12,629 10,564  

…% total revenue 15% 14% 29% 41% 28.9%  

KLA 1,831 2,660 3,400 4,434 3,960  

…% total revenue 26% 29% 35% 41% 31%  

Lam Research 5,138 5,412 4,849 5,974 4,949  

…% total revenue 35% 31% 34% 37% 27%  

Tokyo Electron 4,572 3,999 4,893 6,928 6,528  

…% total revenue 27% 24% 37% 45% 40%  

Applied Materials 8139 6412 9,099 9,363 8,231  

…% total revenue 34% 24% 34% 34% 28%  

Top 5’s revenue from China (ex‑Taiwan) 22,922 21,554 31,002 39,328 34,232  

...YoY%   -6% 202% 27% -13%  

…% total revenue of the top 5 22.3% 20.0% 29.2% 33.6% 27.3%  

Source: Company data, Bloomberg consensus, CMBIGM 
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As a percentage of their global sales, the Chinese mainland’s contribution peaked at 33.6% 

in 2024 and is expected to normalize to 27.3% in 2025E (Bloomberg consensus), still above 

the 20%+ range seen in 2021-22. Despite the decline, China remains a core market for 

global SME leaders. 

Figure 44: Global SME leaders’ Chinese Mainland revenue and Chinese Mainland revenue contribution 

 

Source: Company data, Bloomberg consensus, CMBIGM  

 Domestic Chinese equipment leaders: benefiting from accelerating localization 

demand 

Amid a global push for semiconductor supply chain onshoring, catalyzed by 

heightened geopolitical tensions, Chinese semiconductor suppliers stand to benefit 

from sustained, meaningful tailwinds. A positive reinforcement cycle is now taking hold, 

with domestic equipment leaders already demonstrating strong revenue and earnings 

momentum. 

According to TrendForce, China’s semiconductor equipment self-sufficiency rate 

reached 13.6% in 2024. A detailed breakdown of the Chinese equipment market by tool 

type and self-sufficiency rate is presented in the table below. China has made significant 

technological progress in recent years, particularly in etching, cleaning, and 

thermal - processing equipment, though it continues to lag in key areas such as lithography. 
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Figure 45: SME market breakdown by type and China’s self-sufficiency rate (TrendForce) 

Equipment category 

(Ranking by TAM) 

China self-sufficiency 

rate 
Key Chinese players Key global players 

Lithography 
10–15% (mature);  

0–1% (advanced) 
SMEE, CETC, NAURA ASML, Canon, Nikon 

CVD / ALD 5–10% 
NAURA, JSG, AMEC, ACM,  

Piotech, Joysingtech 

ASM International, Applied Materials, 

Lam Research, TEL 

Etching 
50–60% (mature);  

<15% (advanced) 

AMEC, NAURA, Joysingtech, BEST, Piotech, 

ACM, Kingsemi 

Applied Materials,  

Lam Research, TEL 

PVD 
15–20% (mature);  

<10% (advanced) 

NAURA, SC, Joysingtech,  

CETC, HF-Kejing 

ASM International, Applied Materials, 

Lam Research, TEL 

Cleaning 50–60% ACM, NAURA, PNC, Kingsemi, BEST SCREEN, TEL, Lam Research 

Metrology 
10–15% (mature);  

<5% (advanced) 

SMEE, Skyverse, Jingce,  

Hwatsing, NAURA 
KLA, Santec 

CMP 
15–25% (mature);  

<10% (advanced) 
ACM, Hwatsing, CETC, Hubei Dinglong DuPont, Thomas West, JSR 

Ion implantation 
10–20% (mature);  

<5% (advanced) 
Kingstone, CETC, NAURA, AMEC Applied Materials, Axcelis 

Coating & developing 
10–15% (mature);  

<10% (advanced) 

ACM, Kingsemi, NAURA, AMEC,  

Beijing Huafeng Test & Control 

Dow Chemical, JSR,  

TOK America, TEL 

Thermal processing 30–40% NAURA, JSG, AMEC, Piotech, Joysingtech 
ASM International, Applied Materials, 

Lam Research, TEL 

Photoresist stripping 
75–90% (low-end);  

<30% (high-end) 

BEST, NAURA, ACM,  

Zhejiang YuQian, Jet Plasma 

Hitachi High-Technologies,  

Lam Research 

Source: TrendForce, CMBIGM 

We believe the long-term value and rerating potential reside in advanced-node 

segments where self-sufficiency remains low. These segments are characterized by 

structurally higher total addressable market (TAM) per wafer and deeper technology moats. 

For Chinese equipment makers, any credible breakthrough in advanced tools would drive 

a far more substantial step-change in earnings and valuation, in our view. 

Figure 46: Peers table 

  
Rating 

Mkt Cap P/E (x) EPS (US$) Revenue 
(US$mn) 

Revenue growth 

Company Ticker US$mn FY25E FY26E FY25E FY26E FY24 FY25E FY26E 

Overseas peers           

ASML ASML NA NR 406,652 36.5 34.4 28.7 30.4 30,574 23% 6% 

Applied Materials AMAT US NR 200,953 27.0 26.1 9.3 9.7 28,368 0% 2% 

Lam Research LRCX US NR 195,941 38.9 32.3 4.0 4.8 18,436 -1% 16% 

KLA KLAC US NR 154,448 36.2 32.7 32.5 35.9 12,156 -1% 8% 

TEL 8035 JT NR 96,026 27.3 29.5 8.1 6.8 15,963 6% -9% 

Advantest 6857 JT NR 96,772 83.7 51.1 1.6 2.5 5,119 3% 15% 

   Avg. 41.6 34.4 14.0 15.0 18,436 7% 5% 

Domestic peers           

Naura 002371 CH BUY 44,207 43 32 1.41 1.88 4,144 33% 27% 

Zhejiang Jingsheng 300316 CH NR 6,687 28 29 0.18 0.18 2,441 -33% -5% 

AMEC 688012 CH NR 23,132 76 51 0.48 0.72 1,259 37% 32% 

ACMR 688082 CH NR 10,846 45 37 0.50 0.61 780 27% 23% 

PNC 603690 CH NR 1,580 - - N/A N/A 501 - - 

Hwatsing 688120 CH NR 6,805 36 28 0.53 0.68 473 36% 27% 

Piotech 688072 CH NR 11,660 80 52 0.52 0.80 570 57% 33% 

Changchuan 300604 CH NR 7,092 50 39 0.22 0.29 506 43% 33% 

Kingsemi 688037 CH NR 3,584 105 71 0.17 0.25 244 16% 29% 

Xinyichang 688383 CH NR 934 162 46 0.06 0.20 130 9% 23% 

Skyverse 688361 CH NR 6,016 322 108 0.05 0.16 192 53% 49% 
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Beijing Huafeng 688200 CH NR 3,335 45 36 0.54 0.68 126 44% 27% 

Crystal Growth & Energy 688478 CH NR 686 - - N/A N/A 59   

Shanghai Vital 600641 CH NR 2,197 101 65 0.02 0.04 81 138% 47% 

E-Town 688729 CH NR 10,303 107 64 0.03 0.05 644 15% 33% 

Wuhan Jingce 300567 CH NR 2,692 100 57 0.10 0.17 356 27% 25% 

   Avg. 93.0 51.3 0.34 0.48 782 35.8% 28.7% 

Source: Bloomberg consensus as of 1 Dec, 2025; forecasts for Naura are CMBIGM estimates 

We maintain a constructive view on Naura (002371 CH, BUY), the leading domestic 

semiconductor-equipment platform company. The company delivered solid 3Q25 

results, with 9M25 revenue up 33% YoY to RMB27bn, driven by broader process coverage 

and continued market-share gains. Net profit grew 15% YoY to RMB5.1bn. Naura is 

steadily building a multi-product platform through in-house R&D and targeted M&A. Its 

portfolio currently spans etching, PVD/CVD, ALD, oxidation/anneal, cleaning, and other 

critical processes, enabling deeper wallet share at existing customers and a more scalable 

addressable market. 

The recent acquisition of a 17.9% stake in Kingsemi (688037 CH, NR), making Naura the 

largest shareholder, further reinforces this strategy. Kingsemi adds leading capabilities in 

coating/developing, wet-cleaning, etc. – a move we see as a key accelerator of Naura’s 

platform build-out, filling critical portfolio gaps and enhancing cross-selling opportunities at 

top domestic fabs. We maintain our BUY rating with a target price of RMB460. 

Potential risks include: weaker-than-expected domestic capex, geopolitical headwinds 

and supply chain disruptions, and intensified competitions. Potential risks include 

weaker-than-expected domestic capex, geopolitical headwinds and supply chain 

disruptions, and intensified competitions.  
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CIS sector – Sustained growth fueled by automotive and 

emerging applications     

The global CMOS Image Sensor (CIS) market has emerged from its cyclical downturn, 

posting a robust 6.4% year-on-year rebound to US$23bn in 2024 (Yole). This recovery 

sets the stage for a new phase of sustained, structurally-differentiated growth. While the 

mobile segment accounts for over 60% of revenue, the future expansion of the industry 

should be increasingly powered by the accelerating adoption of automotive ADAS and the 

proliferation of novel applications in smart glasses and machine vision.  

The competitive landscape is consolidating with strategic divergence: technology 

leaders like Sony (6758 JT, NR) are pushing the boundaries of performance with large 

pixels and advanced stacking, while scale players like Samsung (005930 KS, NR) and agile 

Chinese contenders are driving the high-resolution revolution and capturing share with 

compelling value propositions. Future leadership will be defined by the ability to 

navigate rising memory costs and supply chain pressure, while excelling in 

technology innovation, strategic focus on high-growth verticals, and relentless cost 

optimization.  

 Segment dynamics: mobile stabilizes, automotive accelerates, and emerging 

applications rise. The mobile CIS segment, which accounts for over 60% of industry 

revenue, has stabilized. Future growth will be primarily driven by rising ASPs, fueled 

by a consumer shift towards premium and GenAI smartphones, despite only modest 

unit growth and a projection of flattish average number of cameras per device. In 

contrast, the automotive CIS segment is poised for double-digit growth through 2025-

27E. This expansion is not reliant on vehicle production volumes but is driven by the 

increasing penetration of cameras per vehicle, supported by ADAS, in-cabin 

monitoring, and ongoing resolution upgrades. Beyond these established markets, 

emerging applications like smart glasses and machine vision are unlocking new 

frontiers. These segments demand specialized sensors with features like ultra-low 

power consumption, miniaturization, and global shutter technology, presenting a high-

value growth vector for technology leaders. 

 Competitive landscape: consolidation and strategic divergence. The CIS market 

is consolidating around a handful of leaders who are pulling ahead through 

technological differentiation and strategic focus. Sony maintains its dominant share, 

leveraging its technology edge and significant R&D investments to pioneer high-

density, three-layer stacked architectures for the high-end market. Samsung solidifies 

its number two position via its IDM model and a focus on the high-resolution, small-

pixel roadmap, though its strategic prioritization of HBM may cap CIS share growth. 

Chinese players are the primary disruptors: OmniVision has demonstrated remarkable 

execution, surpassing Onsemi (ON US, NR) to become the automotive CIS market 

leader in 2024, while SmartSens (688213 CH, NR) is growing aggressively, rapidly 

gaining share in the mobile and security markets with compelling price-performance 

offerings. We expect this intense competition to continue, with winners determined by 

their ability to balance continuous innovation, strategic market focus, and rigorous cost 

control. 

 OmniVision (603501 CH, BUY, TP: RMB173), based on 33.6x 2026E P/E: 

OmniVision is a core beneficiary of China’s CIS upgrade cycle, with leading auto CIS 

(~30% global share), fast-growing IoT/medical imaging, and recovering mobile CIS. 

Near-term watch points: mix shift, slower mobile ramp. 2026E earnings to re-

accelerate on new 200MP/premium mobile sensors, ~40%+ auto CIS growth, and 

operating leverage-driven margin expansion. Key risks: softer smartphone CIS 

recovery, heightened auto/mobile CIS competition, margin pressure from lower-

margin distribution mix. 
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Global CIS market: growth led automotive CIS, while emerging 

applications gaining traction 

The global CIS market rebounded by 6.4% YoY to US$23bn in 2024, driven primarily by 

growth in the mobile and security segments. The recovery in mobile CIS was fueled by: 1) 

a 4% YoY increase in global handset shipments, reaching 1.4bn units, and 2) rising ASP 

increase as consumer demand continued to shift toward premium devices. The security 

CIS market showed continued recovery from its 2022 trough, due to a sharp contraction in 

demand, although it remained below the 2021 peak. Meanwhile, the automotive CIS 

segment sustained its role as a key growth driver, supported by increasing adoption of 

ADAS. We expect this growth trajectory to continue, underpinned by the broader industry 

trends toward vehicle electrification and intelligence.  

For 2025, we project the mobile CIS segment will maintain mid-single-digit percentage 

growth, largely driven by value growth as leading suppliers focus on product iterations and 

performance upgrades. The automotive CIS segment is expected to deliver double-digit 

percentage growth, supported by accelerating "smart driving equality" initiatives launched 

earlier this year. We also anticipate a continued recovery in the security CIS market, 

reflecting a slowly improving end-demand environment for traditional surveillance 

applications.  

Figure 47: CIS TAM (2020-24) 

 

Source: Yole, CMBIGM 

Figure 48: CIS market share (2024) 

 

Source: Yole, CMBIGM 

We maintain our view that CIS market share will continue to consolidate around 

current industry leaders. We believe that the competition within the CIS industry will 

remain intense, with true leaders benefited from continued technological innovation, 

strategic market expansion (premium segments and fast-growing markets), and effective 

cost controls.  

Leveraging competitive pricing and progressively improving technological capabilities, the 

Chinese suppliers have solidified their presence in the mid- to low-end segments and are 

now making tangible inroads into the high-end market. However, Chinese manufacturers 

also face hurdles, including price wars in the low-end markets, and ongoing breakthroughs 

in high-end technologies.  

- Sony continues to lead the market with close to 50% market share per Yole. 

In 2024, it strengthened its leadership by gaining another 1% share, reflecting its 

technological edge in mobile CIS and share gains in automotive. Although the 

company has postponed its earlier target of reaching a 60% market share by FY25 
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(compared to 51% in FY22 per mgmt.), due to lower-than-expected customers’ 

sales and rising competition from Chinese players, Sony has maintained its 

FY24-26 capex plan of 1.7trn Yen (equivalent to US$11.2bn), with a primary 

focus on image sensors R&D. Half of this investment will be allocated to 

advanced process technologies for higher density solutions (partnership with 

TSMC at Kumamoto plant). While this should help preserve Sony’s technology 

leadership, it may weigh on segment profitability: mgmt. described in 2024 as 

“halfway to a full recovery of profitability”, with -5.7%/+4.5% FCF/sales ratio in 

2023/24 (FCF: approx. -US$600mn/+US$530mn, respectively). 

- Samsung maintains its position as the second largest CIS supplier globally, 

by leveraging its integrated IDM model and a clear focus on the high-resolution, 

small-pixel technology roadmap. The company released the industry’s first 200MP 

mobile image sensors (0.5μm). This strategy is reinforced by its massive internal 

smartphone and XR business, which provides a captive market for its sensors and 

drives fast iterations. Meanwhile, the company’s re-entry into the Apply supply 

chain shows significant strategic breakthrough, challenging Sony in the premium 

mobile segment.  

- OmniVision ranked the third, with approx. 11% market share. Its CIS revenue 

grew 23.5% YoY in 2024, driven by strong performance across mobile (+26% YoY), 

automotive (+30% YoY), emerging (+42%), and medical applications (+59%). We 

estimate the company gained 1.5% market share last year. We remain positive on 

OmniVision’s outlook given its solid positioning across mobile, auto, and emerging 

segments. We expect further share gains in 2025 driven by the introduction of new 

products.  

- SmartSens ranked fourth, with roughly 4% share. SmartSens reported 109% 

YoY revenue growth in 2024, with notable gains across security (+29% YoY), 

mobile (269%), and automotive CIS (+79%). We estimate Smartsens gained 

approx. 1.7%market sharein 2024. 

Figure 49: CIS market competitive landscape: Japan, South Korea and China lead the market 

 

Source: Yole, CMBIGM  
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Mobile CIS 

The mobile segment remains the dominant CIS end-market, accounting for over 60% 

of total industry revenue. Per Yole, global smartphone CIS rebounded in 2024, due to a 

recovery in smartphone shipment (+6% YoY per IDC) and ongoing technology upgrades 

toward higher-performance solutions. However, per Counterpoint, the average number of 

cameras per smartphone declined to 3.7 in 2024, down from 3.8 in the previous year.  

Figure 50: Mobile CIS TAM (2022-27E) 

 

Source: IDC, Bloomberg, CMBIGM 

Figure 51: Mobile CIS market share (2024) 

 

Source: Counterpoint, Canalys Techinsights, Bloomberg, CMBIGM 

We project the mobile CIS segment will deliver single-digit percentage growth in the 

coming years, primarily driven by higher ASPs. Overall mobile CIS revenue is expected 

to remain in the range of 2.5%-3.0% of total smartphone BOM cost.  

Figure 52: Global smartphone shipment (2020-26E): 

volume recovery in 2024 per IDC 

 

Source: IDC, Bloomberg, CMBIGM 

Figure 53: Global smartphone shipment forecasts 

for 2025/26E: stabilization with LSD% 

 

Source: Counterpoint, Canalys Techinsights, Bloomberg, CMBIGM 

- We maintain a flat projection for the number of CIS units per handset, with 

overall CIS shipment growth tracking global smartphone volume trends. After a 6% 

YoY increase in 2024, which ended the decline in two consecutive years (-11%/-

3% in 2022/23), the market stabilized further in 9M25, with shipments up 1.5% YoY. 

IDC forecasts steady volume growth of ~1% YoY for both 2025 and 2026.  

- Although smartphone volume growth remains modest, IDC projects a 5% 
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increase in smartphones ASP this year, driven by a marked consumer shift 

towards the premium devices and a refocus of value growth instead of volume 

share gains by OEMs. The penetration of GenAI smartphones is expected to 

reach 30% in 2025 and exceed 70% by 2029. Despite a muted CIS shipment, 

we expect the CIS ASP will continue rising, supported by demand for premium-

tier phones and ongoing technology advancements.  

The mobile CIS market is consolidating: Sony maintains its leading position, with 

Samsung in second, while Chinese CIS players are catching up in high-end market.  

- Sony (#1) continues to lead the market with 50%+ market share, though 

Counterpoint estimates its smartphone CIS shipment growth in 2024 was modest 

compared to peers. In the mid to long term, Sony has identified mobile CIS as a 

key growth driver. While large pixel sizes remain part of its roadmap, Sony 

acknowledges that merely increasing pixel dimensions has limitations in meeting 

future video performance demands. The company is currently pivoting toward a 

“high-density” development path, which involves advancing process node 

technology laterally and transitioning from two-layer to three-layer stacked 

architecture vertically. This approach enhances sensor performance by enabling 

higher component integration density, leading to tangible improvements in 

sensitivity, noise reduction, and dynamic range, which ultimately broadens the 

scope of application for its sensors. We believe Sony will maintain its 

competitiveness in the mobile CIS market, given its technology leadership and 

continuous investments in this field.  

- Samsung (#2) is set to re-enter the Apply supply chain after a decade, marking a 

significant strategic breakthrough per Dealsite. This initial order (likely to be 50MP 

CIS) has been increased to 4k wafers per month. However, the mass production 

timeline has been pushed back from Mar 2026 to late 2026 or early 2027, reflecting 

a cautious approach to meet Apple’s stringent specifications.  

- Chinese suppliers such as OmniVision (#3) saw volume shipments grow 14% 

YoY in 2024, per Counterpoint. Volume growth coupled with ASP increases drove 

overall mobile CIS revenue up 26% for OmniVision. SmartSens (#5) also gained 

share, with mobile CIS revenue surging 269% YoY last year.  

Looking forward, we expect the growth momentum to continue. In 1H25, and 

SmartSens delivered mobile CIS sales growth of 40% YoY, on track for another 

year of strong performance. SmartSens has recently released its 0.61μm 200MP 

smartphone image sensor, the SCC80XS, bridging the gap from its previous 50MP 

offerings (first product released in Jan 2025) to the new frontier of 200MP 

resolution. This sensor is designed for flagship models and is estimated to reach 

mass production in 2026. OmniVision’s mobile CIS revenue declined 19.5% YoY, 

mainly due to product cycle transitions (e.g., from OV50H to OV50X). We expect a 

temporary decline in its mobile CIS sales in 2025, with a return to growth from 2026 

onwards as new products help regain share.  

Figure 54: CIS offering comparison of leading CIS suppliers (max resolution product for mobile use) 

Company 
Max resolution Pixel size Note 

Sony 50MP 0.6μm - 1.6μm Sony will release its first 200MP solution soon 

Samsung 200MP 0.5μm Launched the industry’s first 200MP mobile CIS 

OmniVision 200MP 0.56µm - 0.612µm  

SmartSens 200MP 0.61μm  

Source: Company websites, CMBIGM  
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Automotive CIS 

The automotive CIS market exceeded US$2bn revenue in 2024 per Yole, largely driven by 

the increasing adoption per vehicle. We expect this segment to remain a key growth 

driver of the overall CIS market, with double-digit percentage growth through 2025-

27E.  

Figure 55: Usage of CIS solutions in smart vehicles 

 

Source: Company filings, CMBIGM  

Despite a relatively flat global light vehicle production forecast (-1% to +3% YoY per S&P), 

we expect the number of CIS per vehicle to grow low- to mid-teens percentage in 2025-27E, 

due to: 1) electrified intelligent vehicles transition, and 2) rising adoptions of ADAS and in-

cabin monitoring for driving assistance and safety requirements. Meanwhile, blended ASP is 

projected to rise single-digit percentage given resolution upgrade (toward 8MP).  

Figure 56: Automotive CIS TAM and growth (2022-

27E) 

 

Source: Yole, S&P, CMBIGM 

Figure 57: Automotive CIS market are consolidated, 

as top 3 accounted for 85% share (2022-27E) 

 

Source: Company filings, Yole, S&P, CMBIGM 
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The competitive landscape of automotive CIS market was relatively stable in the past, 

largely due to the lengthy certification and testing processes required for automotive 

suppliers. This has resulted in the top three players accounting for 85% of the market 

(2024). However, in the wake of the chip shortage, both OEMs and tier 1 suppliers are now 

shifting toward multi-sourcing strategies for CIS to enhance supply chain resilience. 

This shift is now introducing opportunities for changes in the competitive landscape. 

Notably, OmniVision surpassed Onsemi in 2024, overtaking the former market leader 

in terms of share.  

- OmniVision leads with an estimated 35% market share (approx. US$820mn) 

in 2024. Over the past three years, the company’s automotive CIS sales grew 

at a 37% 2021-24 CAGR, supported by a broad portfolio of cost-effective and high-

performance sensors (1MP to 12MP). OmniVision gained a significant 16% 

share during the period, particularly in cost-sensitive surround-view and ADAS 

camera applications. In 1H25, OmniVision’s automotive CIS revenue increased 

another 30% YoY, demonstrating resilient momentum.  

- Onsemi followed with 33% market share but lost 5% share last year, due to 

intensified competition, a market preference for cost-effective solutions and supply 

chain localization trend in China. Onsemi’s Intelligent Sensing Group (ISG), 

including automotive and industrial CIS, declined 14% YoY in 2024 and another 

17% in 1H25, affected by capacity bottleneck and intensified competition. However, 

Onsemi remains a strong presence in the mid- to high-end segment.  

- Sony is catching up, particularly in the high-resolution market, ranking third 

with 17% share. Leveraging its technology expertise and automotive portfolio 

(ranging from 1MP to 8MP), Sony aims to gain another 6% market share in 

automotive CIS market (based on 2MP and above market and excluding in-cabin 

sensors) by FY26.  
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Emerging market CIS 

Beyond the established smartphone and automotive sectors, emerging applications 

such as smart glasses and machine vision are unlocking new growth vectors for the 

CIS market, underscoring its long-term potential.  

The leading CIS suppliers all developed sensors that target this fast-growing market. 

Samsung is re-entering into the high-end XR market with the Galaxy XR, strengthening its 

position in emerging CIS by leveraging vertical integration. OmniVision, for example, is 

among the frontrunners, with RMB1.2bn emerging CIS revenue in 1H25 (~2.5x YoY). The 

segment also includes sport camera, machine vision and related applications. SmartSens 

have introduced and 12MP CIS product designed for AI glasses. 

- Smart glasses: The segment is experiencing explosive growth. IDC projects 

global smart glasses shipment will nearly triple to 10.6mn units in 2025 and 

reach 18.7mn by 2029, representing a 15% 2025-29E CAGR. Despite this rapid 

expansion, smart glasses volumes remain well below the 1.4bn annual 

handset shipments, indicating substantial room for growth. Leading products 

like Meta’s Ray-Ban smart glasses are driving specialized CIS demand for 

miniaturization, ultra-low power consumption, and advanced functionalities 

such as integrated NPUs for on-sensor AI processing.  

Figure 58: Global smart glasses shipment 

 

Source: IDC, CMBIGM 

Figure 59: Global smart glasses market share (2024) 

 

Source: IDC, CMBIGM 

- Machine vision: Machine vision sector is becoming a critical driver for high-

performance CIS. As the “eyes of industry”, machine vision systems are essential 

for automation in manufacturing, logistics, and intelligent inspection. This creates 

robust demand for CIS used in industrial cameras. These applications require 

sensors with superior capabilities like global shutter technology to eliminate motion 

blur, high dynamic range (HDR) for challenging lighting conditions, and enhanced 

near-infrared (NIR) sensitivity for low-light operation. Companies are strategically 
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Figure 60: CIS player comparison 

Company name Sony* Samsung Onsemi OmniVision Smartsens 

Ticker 6758 JT 005930 KS ON US 603501 CH 688213 CH 

Mkt Cap (US$mn) 
                        

161,775  
                        

433,617  
                          

22,171  
                          

20,866  
5,184 

Price (LC) 4182.00  108500.00  55.10  123.70  92.70 

YTD performance % 29.22  107.33  (12.61) 19.10  19.62 

CIS 

     
Others 

Mobile 

* 
 

 

 
 

Security 

Automotive 

Others 

FY24 
     

Revenue (US$mn) 85,061 220,655 7,082 3,574 829 

YoY% -0.5% 16.2% -14.2% 22.4% 108.9% 

GPM% 28.3% 38.0% 45.5% 29.4% 21.1% 

EBITDA margin (%) 19.8% 25.0% 34.8% 16.7% 10.7% 

Net profit (US$mn) 7,494 25,266 1,573 462 55 

NPM% 8.8% 11.5% 22.2% 12.9% 6.6% 

EPS (US$) 1.23 3.63 3.63 0.38 0.14 

FCF/sales ratio 0.12 0.07 0.20 0.13 (0.12) 

FY25E      

Revenue (US$mn) 92,374 225,856 5,957 4,305 1,177 

YoY% -5.7% 2.4% -15.9% 20.5% 42.0% 

GPM% 40.4% 36.9% 38.2% 31.0% 23.6% 

EBITDA margin (%) 19.8% 25.0% 34.8% 16.7% 10.7% 

Net profit (US$mn) 7,568 23,919 949 628 130 

NPM% 8.2% 10.6% 15.9% 14.6% 11.0% 

EPS (US$) 1.24 3.73 2.29 0.52 0.32 

FCF/sales ratio (1H25) 0.10 0.06 0.19 0.05 (0.54) 

Valuation (FY24)      

P/E (x) 22.5 20.5 17.1 38.1 53.0 

EV/EBITDA 10.3 7.5 18.2 - - 

Valuation (FY25E)      

P/E (x) 24.5 19.5 22.2 35.9 47.3 

EV/EBITDA 12.0 6.7 13.0 25.9 36.3 

Source: Company data, Bloomberg consensus data as of 11 Dec 2025 

Note: Sony’s revenue breakdown by segment data is provided by mgmt. 
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Figure 61: Peers table 

   Mkt Cap Price P/E  FY2025 

Company Ticker Rating US$(mn) (LC) FY24 FY25E  
Revenue 
(US$ mn) 

Rev. 
YoY% 

GPM NPM 

Domestic            

OmniVision 603501 CH BUY 21,206 126.5 45.7 36.7  4,268 17.8 30.6 13.6 

Smartsens 688213 CH NR 5,281 92.7 95.0 38.8  1,203 45.1 24.0 11.2 

    Average 70.4 37.8   31.5 27.3 12.4 

Overseas            

Sony 6758 JT NR 164,058 4,152 22.1 23.3  92,374 -5.7 40.4  8.2  

Samsung 005930 KS NR 422,259 105,350 18.7 17.8  222,005 0.6 38.1  11.7  

Onsemi ON US NR 22,115 54.96 15.1 23.6  5,997 -15.3 38.2  16.0  

    Average 18.6 21.6   (6.4) 38.6 11.6 

Source: Company data, Bloomberg consensus data as of 15 Dec 2025, CMBIGM estimates 
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Analog sector –  PMIC recovery underway; RF in transition    

We highlight a growing divergence within the analog semiconductor space. The 

power management IC (PMIC) and signal chain markets are stabilizing after a severe 

downturn, entering a cyclical recovery phase. In contrast, the mobile radio frequency 

front-end (RFFE) market remains under pressure, while automotive RFFE emerges as 

a key strategic growth frontier. 

 PMIC & signal chain: Cyclical inflection. The global analog market is recovering, 

as represented by Texas Instruments’ (TXN US) three rounds of price adjustments in 

2025, which mark the end of the intense price war and set the stage for margin 

recovery. WSTS projects modest global YoY analog revenue growth of 3% in 2025 

and 5% in 2026, yet lagging AI-driven logic/memory. China is a standout, forecast to 

grow 13% in 2025 and 11% in 2026 per Frost & Sullivan, driven by auto, computing, 

and localization tailwinds.  

The competitive landscape is being reshaped by supply chain regionalization, 
market bifurcation (broad SKU coverage vs. system-critical expertise), and a capital 
model divide (fabless agility vs. IDM control). 

 BaTeLab (2149 HK, BUY, TP: HK$93), based on 26.6x 2026E P/E: We view 

BaTeLab as one of the cleanest players on domestic substitution in long-tail industrial 

analog ICs, driven by a scalable SKU expansion model (≈850 SKUs with >200 adds 

annually), a capital-light patterned-wafer + in-house EDA platform, and structurally 

resilient profitability (GPM >50%, NPM >26%). As the global analog cycle turns up 

and tariffs/anti-dumping measures raise the relative cost of imported US analog 

devices, we expect OEMs and distributors to accelerate dual-sourcing and shift more 

volume to local suppliers, offering its incremental share opportunities. Key risks 

include: Slower-than-expected SKU ramp or customer adoption in industrial end-

markets, potential disruption in key distributor relationships during its ongoing channel 

rebalancing. 

 RFFE: Mobile bottoming, auto accelerating. The mobile RFFE market declined 

11% YoY in 2024 by revenue to US$15.4bn, per Yole. We forecast only 2% YoY 

growth in 2025/26E, as RFFE content gains in 5G mobile phones are offset by 

architectural simplification, BOM pressure, and pricing competition. We believe a 

meaningful rebound awaits 6G later this decade. Conversely, automotive RFFE is a 

key growth area (17% 2023-29E revenue CAGR per Yole), fuelled by connectivity and 

ADAS, significantly increasing RF content per vehicle. 

Consolidation defines strategy: The market remains highly consolidated (Top 5: 

>80% share). Strategic shifts are underway: the Skyworks-Qorvo merger aims for 

scale and reduced Apple exposure; Chinese vendors benefit from localization but face 

fragmentation.  

 Maxscend (300782 CH, HOLD, TP: RMB81.5), based on 45x 2026E EV/EBITDA: 

We view 2025–26E as transition years as the company executes its fab-lite/IDM shift 

and ramps 6-inch/12-inch capacity, which is weighing on margins via elevated 

depreciation and suboptimal utilization. While Maxscend remains a key domestic 

RFFE player with rising module mix and long-term localization optionality, we expect 

earnings recovery to be gradual given soft smartphone demand, continued pricing 

pressure, and near-term GPM headwinds. Upside risks: faster-than-expected 

smartphone/RF demand recovery, sharper domestic share gains in RFFE modules. 

Downside risks: prolonged price competition, weaker end-demand, slower capacity 

ramp or product execution. 
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Global analog market – PMIC and signal chain ICs  

 Cyclical recovery amid structural reshaping 

Following the 2021-2022 supply shortage, a severe inventory overhang led Texas 

Instruments (TI) to initiate widespread price cuts in 2023, triggering a sector-wide price war. 

As a result, the market declined 9% YoY in 2023 and contracted a further 2% in 2024, per 

WSTS, pressured by inventory overhang and weak demand. Key players, including TI, 

Analog Devices, SG Micro, and 3Peak, faced material revenue declines and gross margin 

compression. 

A cyclical inflection appears underway. A modest 4% recovery in industry-wide revenue 

during 1H25, alongside normalized inventory levels, suggests the sector is stabilizing. TI’s 

three rounds of price adjustments in 2025 (June, August, September), affecting tens of 

thousands of SKUs, signal that channel destocking has concluded. We see this as the end 

of the intense price war, setting the stage for pricing stabilization and a potential 

margin recovery ahead.  

That said, the rebound remains muted relative to logic and memory segments, which are 

surging on AI-driven demand. WSTS projects the analog market will grow only 3% in 

2025 and 5% in 2026. 

Figure 62: Global analog market to grow modestly in 

2025/26E (3%/5% YoY) 

 

Source: WSTS, CMBIGM  

Figure 63: Texas Instruments price adjustments 

(three times) in 2025 

Effective 
date 

# of SKU 
affected 

Pricing adjustments 

15 Jun, 
2025 

3.3k  

Tiered adjustments: 
1) ~9% SKU: >=100% ASP hike; 
2) ~5% SKU: 50%-100%; 
3) ~1% SKU: 30%-50%; 
4) 55% SKU: 15%-30%; 
5) 30% SKU: <15%.  

15 Aug, 
2025 

60k 

10%-30% price hike for Chinese 
customers, affecting: 
1) Industrial control chips; 
2) PMIC: 18%-25%; 
3) BMS: 22%; 
4) Fast-charging IC and RFFE 

chips: 5%-15%  

1 Sept, 
2025 

Thousands  

Source: Company data, Trendforce, ijiwei, EE Times China, SMBom, 

CMBIGM  

In contrast, China’s analog market is set to significantly outpace global growth, with 

Frost & Sullivan forecasting 13% expansion in 2025 and 11% in 2026. This strength is 

underpinned by demand recovery, new applications in strategic sectors, and a persistent 

localization tailwind. Policy support, including the anti-dumping probe into US-origin analog 

chips, is accelerating the shift to domestic suppliers. 

Growth drivers are diverging, with automotive electronics and network/computing 

emerging as the primary engines, each projected to grow 17% YoY in 2026 (per F&S), 

fueled by vehicle electrification and data center build-outs. By comparison, mature 

segments such as industrial/energy and consumer electronics are expected to grow at 

more moderate rates of 7% and 4%, respectively. 
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Figure 64: Peers analysis – Significant revenue declines in 2023 due to weak demand and price war; revenue 

growth largely resumed since 2024/1H25  

 

Source: Company filings, Wind, Bloomberg, CMBIGM 

Figure 65: Peers analysis – Significant margin deterioration in 2023 due to weak demand and price war; 

margins largely remained at low levels after peaking in 2021-2022 

 

Source: Company filings, Wind, Bloomberg, CMBIGM  

 Competitive landscape: reshaped by regionalization, market bifurcation, and 

capital model divide 

Texas Instruments (TXN US) remains the global analog leader, with ~US$12bn in 

analog revenue in 2024, accounting for an estimated 15% market share (WSTS), down 

from ~19% five years earlier, reflecting both heightened competition and geopolitical 

realignment. ADI has expanded its share via strategic M&A (Maxim Integrated), while 

Chinese players are rapidly broadening their SKU portfolios. 

China’s analog market remains highly fragmented, with the top five players holding 

only ~28% share. While international suppliers still lead, domestic vendors are gaining 

ground, supported by policy tailwinds, localization mandates, and improving price-

performance ratios. 

Looking ahead, we expect the competitive paradigm to be reshaped by three 

structural forces: 

- Supply chain regionalization: building resilience over efficiency. Structural 

disruptions, from geopolitical tensions to pandemic-era bottlenecks, are 
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fragmenting the global analog market, driving a shift from “Just-in-Time” to “Just-

in-Case” supply chain models. Tariffs and anti-dumping investigations are 

accelerating this realignment, pushing customers to prioritize supply chain 

resilience and political compliance alongside cost. 

- Market bifurcation: the “long-tail” meets the “high-end”. The analog sector’s 

inherent characteristics reinforce this divergence. It remains a long-tail 

business, with ~80% of revenue derived from products each contributing ≤0.1% 

of total sales. Product life cycles also far outlast those of logic chips, ~50% of 

ADI’s revenue comes from products over ten years old, underscoring the value of 

reliability over node advancement. However, competing in this long-tail market 

builds the foundational scale and expertise required to eventually challenge 

incumbents in higher-margin, system-critical segments.   

Figure 66: Ranking of companies in China market, by 

revenue of analog IC products in 2024 

 

Source: Frost & Sullivan, Prismark, company filings, CMBIGM 

Figure 67: Analog is a “long-tail” business: # of 

SKUs remains one of the key barriers 

 

Source: Frost & Sullivan, company filings, CMBIGM 
Note: SKU data as of 2024 year-end 

While broad SKU coverage remains a key barrier, competition is increasingly shifting 

from quantity to quality. Chinese vendors are expanding their portfolios and achieving 

base-level certifications, but global leaders such as TI and ADI continue to dominate 

system-critical segments, including automotive functional safety and high-reliability 

power management for AI data centers, where performance and trust outweigh cost. 

- The capital model divide: agility vs. control. The dominant fabless model 

among Chinese analog firms offers flexibility, capital lightness, and speed to 

market. Tapping multiple foundries allows for agile adoption of advanced 

processes. This model, combined with improving product performance and 

supply chain resilience, positions domestic suppliers to capture meaningful 

market share amid trade tensions and localization pushes. 

However, reliance on external foundries brings volatility in wafer pricing and 

allocation risks during upturns, making strategic foundry partnerships essential.  

We therefore anticipate a continued hybridization of business models, where 

aspiring leaders will increasingly adopt fab-lite strategies and forge deeper, more 

strategic cross-regional alliances with upstream foundries. 

Within the analog space, we still prefer BaTeLab (2149 HK). The company continues 

to execute a scalable SKU expansion strategy, launching 130 new products in 1H25 (after 

275 in FY24), bringing its total portfolio to 850. We forecast 200+ additional annual SKU 

launches, supporting sustained revenue growth and deeper market penetration. This 
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aggressive SKU expansion strategy directly addresses the “long-tail” nature of the analog 

market, a key competitive barrier we highlighted earlier. 

In 1H25, BaTeLab rebalanced its distributor network, reducing reliance on its largest 

overseas customer while expanding domestic channel partnerships, a transition we believe 

should be non-dilutive to profitability.  

The company has demonstrated resilient profitability through the downcycle. We 

forecast 21% net profit growth in 2025E, with net margins sustained above 25%. The stock 

trades at 12.9x/10.2x 2025/26E P/E (as of 5 Dec 2025), a material discount to both A-

share (60.1x/58.6x P/E) and global peers (33.7x/28.4x P/E). Potential risks include: 1) a 

slower-than-expected pace of SKU expansions, 2) deterioration in key customer 

relationships, and 3) constrained access to upstream wafer capacity. 

Figure 68: Peers table  

   
Mkt Cap Price P/E (x) EPS (US$) GPM% 

Company Ticker Rating US$(mn) (LC) FY25E FY26E FY25E FY26E FY25E FY26E 

Domestic peers         

SG Micro 300661 CH NR 5,778 66.1 64.9 45.1 0.14 0.21 50.3 50.8 

Rockchip 603893 CH NR 10,733 180.25 68.9 51.4 0.37 0.49 41.6 42.3 

3Peak 688536 CH NR 2,889 148.18 114.3 59.2 0.18 0.35 46.5 46.9 

Southchip 688484 CH NR 2,475 41.09 56.3 36.6 0.10 0.16 38.1 38.8 

Novos. 688052 CH NR 3,191 158.28 - 175.9 -0.10 0.13 36.0 37.2 

Awinic 688798 CH NR 2,445 74.13 43.7 31.9 0.24 0.33 36.2 37.2 

Belling 600171 CH NR 3,192 31.83 - - N/A N/A N/A N/A 

Batelab 2149 HK BUY 360.9 44.6 12.7 10.0 0.45 0.57 52.4 52.4 

    Average 60.1 58.6 0.20 0.32 43.0 43.7 

Overseas peers          

Texas Instru. TXN US NR 163,661 180.12 31.7 28.9 5.7 6.2 56.7 56.5 

Analog ADI US NR 135,761 277.26 35.7 27.9 7.8 9.9 69.4 70.5 

    Average 33.7 28.4 6.7 8.1 63.1 63.5 

Source: Bloomberg consensus, CMBIGM; data as of 5 Dec 2025 
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Global analog market – Radio frequency 

 Mobile RFFE: stabilizing at a cyclical trough 

The global mobile RF front-end (RFFE) market declined 11% YoY by revenue to 

US$15.4bn in 2024 (Yole), despite a 6% YoY increase in smartphone shipments. This 

contraction was primarily driven by a 3% YoY drop in blended smartphone ASPs, reflecting 

persistent pricing pressure and a mix shift toward the entry-level segment (ASP<US$250), 

which expanded to 52% of shipment volumes.  

Figure 69: Yole anticipates a flattish near-term 

outlook for the RFFE market 

 

Source: Yole, IDC, Canalys, TechInsights, Counterpoint, CMBIGM  

Figure 70: IDC projects flat smartphone shipments 

in 2025/26E 

 

Source: IDC, CMBIGM. 

Looking ahead, we maintain our forecast of 2% YoY mobile RFFE market growth for 

2025/26E. This modest recovery will be shaped by several crosscurrents: 

- Content gains from 5G penetration: 5G adoption reached 66% in 2024, 

supporting RFFE content growth. The technology's demand for higher data speeds, 

increased band coverage, and lower latency continues to drive component 

complexity and value per device. 

- The shift toward modularization (i.e., Phase 8L, L-PAMiD) erodes the market for 

discrete components (reducing BOM cost and saving PCB space) and favors 

scaled integrated solution providers. This is further propelled by rising BOM 

pressure: soaring memory costs, driven by AI-led demand and NAND supply 

discipline, are pressuring other handset BOM.  

- Persistent pricing competition: Intense competition among RF suppliers 

continues, particularly in the mid-to-low tier segment, compressing margins and 

partially offsetting content gains from the 5G transition. 

We do not expect a meaningful RFFE market rebound until the arrival of 6G by the 

end of this decade, which should catalyze a device replacement cycle and drive the next 

phase of content expansion. 
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Figure 71: Smartphone shipment by price tiers 

 

Source: Yole, CMBIGM 

Figure 72: 5G penetration continued to rise 

 

Source: Yole, CMBIGM  

 Automotive RFFE: A strategic growth frontier 

We believe the automotive RFFE market will significantly outgrow the mobile 

segment, with Yole projecting a 17% CAGR from 2023-29E. The transformation of cars 

into "connected platforms on wheels" is fueling demand for a complex mix of cellular 

(4G/5G), Wi-Fi, Bluetooth, GNSS (global navigation satellite system), V2X, and UWB (ultra 

wide band) technologies. Beyond connectivity, ADAS and autonomous driving rely heavily 

on radar and V2X communication, which are major growth pillars for automotive RFFE. 

This transformation establishes the car as the next major volume and value driver 

for the RF industry.  

Figure 73: RFFE applications in auto industry   

 

Source: Company data, CMBIGM  
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 Competitive landscape: Consolidation as a strategic imperative 

The global RFFE market remains highly concentrated, with the top five suppliers 

collectively controlling over 80% of the market (Yole). In contrast, we estimate the top three 

Chinese vendors, Maxscend, Vanchip, and Lansus, account for just ~7% globally, 

reflecting both the high barriers to entry and the early stage of China’s RF ecosystem 

development. 

Mounting pressures, including slowing industry growth, customer insourcing 

initiatives, and persistent pricing competition, are driving three key strategic shifts: 

- Incumbent consolidation to enhance resilience: The proposed merger of 

Skyworks and Qorvo (expected to close by early 2027) aims to create a US-based 

leader in RF and analog semiconductors. The rationale is twofold: first, to reduce 

exposure to Apple’s vertical integration efforts (~60% of combined revenue); 

second, to strengthen competitiveness against Chinese suppliers in the mid-low 

tier segment. By combining product portfolio and complementary IP, especially in 

power amplifiers (PAs) and filters, the merged entity seeks to improve scale, 

portfolio breadth, and margin defense.  

- Localization Tailwinds for Chinese suppliers amid fragmentation: Chinese 

RFFE players benefit from policy support, domestic semiconductor localization, 

and access to the world’s largest smartphone and automotive markets. This marks 

a strategic shift, as these vendors are increasingly evolving from passive 

technology followers to proactive designers, offering customized solutions tailored 

to domestic OEMs’ specific requirements. However, near-term growth remains 

constrained by pricing pressure, customer concentration, and a fragmented 

competitive landscape. An active IPO market has encouraged independence 

over consolidation, delaying the scale benefits needed to challenge global leaders. 

- Automotive RFFE as a strategic battleground: With a 17% 2023-29E CAGR 

(Yole), automotive RFFE has become a key growth vector. US suppliers lead in 

integrated connectivity platforms, while European players retain strength in radar 

and V2X. Chinese vendors, including Vanchip, Lansus, and Maxscend, are gaining 

design-win traction domestically, though revenue contribution remains immaterial 

(<5% of total sales) and production volumes are early-stage. 

Figure 74: Strategic positioning of key automotive RFFE players 

Players Strategic focus and key developments 

Skyworks 
Enhanced automotive capacity vis $2.75bn acquisition of Silicon Labs' infrastructure & automotive unit, 
adding power and timing ICs 

Qorvo 
Expanded into UWB positioning (Decawave) and SiC power devices (UnitedSiC), strengthening in-cabin 
and EV power segments 

European players Maintain leadership in radar and V2X solutions, led by NXP and Infineon 

Vanchip 
AEC-Q100 5G RFFE qualified, design-wins with BYD and Dongfeng, auto revenue expected to reach 
tens of millions RMB in 2025 

Lansus Volume shipping automotive PAs in 2022. Automotive communication sales reached RMB16mn in 5M25 

Maxscend Enter volume production of UWB chips and exploring further automotive RF engagements 

Source: Company data, Bloomberg, CMBIGM 

We maintain our HOLD rating on Maxscend (300782 CH). Despite Maxscend’s strong 

positioning in the RFFE market and China’s localization trend, we think its margin recovery 

may take another year, as it navigates its transition to a fab-lite model. Upside catalysts: 

stronger-than-expected demand/margin recovery and accelerated localization. Downside 

risks: slower capacity ramp-up, and intensified competition. 
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Figure 75: Peers table  

   
Mkt Cap Price P/E (x) EPS (US$) GPM% 

Company Ticker Rating US$(mn) (LC) FY25E FY26E FY25E FY26E FY27E FY25E FY26E 

Domestic peers           

Qualcomm QCOM US NR 186,729 174.4 14.6 14.3 11.9 12.2 12.5 55.9 55.7 

Broadcom AVGO US NR 1,799,363 381.0 56.4 40.5 6.8 9.4 12.5 78.6 75.6 

Skyworks SWKS US NR 10,260 69.0 12.3 15.6 5.6 4.4 5.1 46.8 45.8 

Qorvo QRVO US NR 8,221 89.0 16.6 13.9 5.3 6.4 6.9 44.6 47.3 

    Avg. 25.0 21.1 7.4 8.1 9.2 56.5 56.1 

Overseas peers           

Maxscend 300782 CH HOLD 5,298 70.0 312.5 50.6 0.0 0.2 0.3 30.3 34.7 

Vanchip 688153 CH NR 2,338 38.4 216.9 84.0 0.0 0.1 0.1 27.5 28.0 

Smarter 
Micro 

688512 CH NR 740 11.2 - - -0.1 0.0 0.0 8.2 13.6 

Grand 
Kangxi 

688653 CH NR 737 12.3 - - N/A N/A N/A N/A N/A 

    Avg. 264.7 67.3 0.0 0.1 0.1 22.0 25.4 

Source: Bloomberg consensus; data as of 5 Dec 2025  

Note: Earnings forecasts for Maxscend are CMBIGM estimates; data as of 25 Nov, 2025 
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Wide-bandgap semiconductors – SiC/GaN: Powering the 

next wave of AI infrastructure   

We believe the wide-bandgap semiconductor sector, led by silicon carbide (SiC) and 

gallium nitride (GaN), is entering a new, multi-year growth phase. While automotive 

electrification remains a key secular driver, a structural new demand frontier is emerging: 

the power redesign of AI data centers. The transition from legacy 54V DC to 800V high-

voltage direct current (HVDC) architecture, essential for next-generation, high-power AI 

racks, is physically and economically enabled by SiC and GaN. The evolution positions 

these materials from performance enhancers into critical infrastructure components, 

creating a durable investment theme. We expect companies with scale, technology 

leadership in 8-inch wafers, certified automotive pipelines, and system-level solution 

expertise to be key beneficiaries. 

 Robust market growth. According to TrendForce, the SiC power device market 

reached ~US$3.4bn (12% YoY) in 2024, with automotive accounting for >70% of 

demand; the GaN device market grew 43% YoY to US$388mn (43% YoY) in 2024. 

We expect sustained market expansion of SiC and GaN, driven by rising penetration 

(automotive/renewable energy) and new application demand (AI data centers).  

 AI data centers, a structural demand frontier. AI rack power scaling towards 1MW 

is making legacy power architecture inefficient, due to special limits, copper crisis, and 

efficiency constraints. The industry is shifting to 800V HVDC, a transition physically 

and economically enabled by SiC and GaN. This unlocks a multi-layered ecosystem 

opportunity, improving power usage effectiveness (PUE) by up to 5%, cutting total 

cost of ownership (TCO) by up to 30%, and enabling scalability beyond 1MW racks. 

 Supply chain in aggressive expansions: We see the industry is racing to scale 8-

inch wafer production (and eyeing 12-inch) to drive down costs and accelerate 

adoption. This has led to significant ASP erosions in SiC substrates/epitaxial wafers. 

However, we see this as a structural cost-curve reset, not a typical cyclical 

adjustments, which will accelerate adoption and broaden the addressable market. We 

expect the SiC market to reach a new price equilibrium in 2026.  

 Diverging competitive landscapes:  

SiC: specialization drives scale and cost reduction. The SiC supply chain has 

evolved with a more clear division of labor across substrates, epitaxy, and devices. 

This specialization allows for focused expertise and capital investment at each stage, 

facilitating rapid capacity expansion and aggressive cost reduction. We see Chinese 

players rapidly gaining share in substrates/epitaxy sectors, while global power 

semiconductor giants dominate the device market, leveraging high technical barriers, 

established customer relationships, and the long, stringent qualification cycles 

inherent to the automotive industry. 

GaN: vertical integration as a strategic advantage. Integrated device manufacturers 

(IDMs) offers closer process and design co-optimization for performance and reliability, 

and enable better supply chain resilience. This is important as the industry navigates 

the planned exit of TSMC (the leading GaN foundry with 41% market share in 2024) 

from  GaN foundry production by 2027.  

 InnoScience (2577 HK, BUY, TP: HK$49), based on 30x 2030E P/E: The Company 

is the pure-play GaN leader (#1 with 30% share, based on TrendForce data). We 

project the company's revenue to grow at a 55.2% CAGR from 2024-2027E, driven by 

industry tailwinds, strategic positioning and collaboration with global partners like 
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NVIDIA.  Potential risks include: 1) slower-than-expected GaN penetration, 2) supply 

chain disruptions, and 3) IP litigations. 

A transition from enabling technologies to critical components 

The wide-bandgap semiconductor industry, led by silicon carbide (SiC) and gallium 

nitride (GaN), is at a pivotal strategic inflection point, in our view. While SiC has been 

in development for decades, its adoption crossed into the mainstream in 2018 when Tesla's 

Model 3, powered by STMicroelectronics' SiC MOSFETs, disrupted the automotive power 

electronics landscape. Similarly, GaN, foundational to LED technology since the 1990s, 

achieved commercial scale through the fast-charging revolution post-2018. Today, both 

technologies are at another inflection point, driven by surging power and efficiency 

demands of AI data centers, positioning these wide-bandgap semiconductors as critical 

enablers of next-generation infrastructure and creating their next major growth vector. 

 Automotive remains the key application 

The global SiC power device market reached an estimated US$3.4bn in 2024 (12% 

YoY), and is expected to reach US$4.2bn (24% YoY) in 2025E, per TrendForce. This 

growth is fueled by the industry's transition from 6-inch to 8-inch wafers for critical cost 

reduction, coupled with sustained demand from automotive, renewable energy, and 

emerging AI data center applications. 

The global GaN power device market delivered significant 43% YoY growth to 

US$388mn in 2024, and is expected to reach US$615mn (59% YoY) in 2025E per 

TrendForce. We expect accelerated growth in the upcoming years, driven by the industry’s 

pursuit of energy efficiency, the need for miniaturization, and supportive policy tailwinds. 

Figure 76: SiC device market reached US$3.4bn in 

2024 

 

Source: TrendForce, CMBIGM  

Figure 77: Global GaN power device market reached 

US$388mn in 2024 

 

Source: TrendForce, CMBIGM  

Automotive remains the dominant end-market for SiC power devices, accounting for 

over 70% of the total market from 2024 through 2030 per Yole. This structural demand is 

creating a powerful tailwind for the SiC supply chain (substrates, epitaxial wafers and 

devices). Benefiting from faster capacity build-out and a critical geographical advantage, 

i.e., proximity to the world's largest EV market, China players are rapidly expanding their 

market share in the upstream supply chain. 
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Figure 78: Automotive remains the largest 

application market of power SiC devices  

 

Source: Yole, CMBIGM  

Figure 79: China accounted for over 50% market 

share in SiC BEV market in 2024   

 

Source: Yole, CMBIGM  

 

 AI emerges as new growth frontier 

The explosive growth of artificial intelligence is driving a fundamental redesign of 

power architecture within AI data centers (AIDCs) and AI factories.  

As AI rack power surges from 200 kW toward 1 MW, legacy 54V DC in-rack power standard 

approach hits physical and economic walls: 1) Space limitation: power distribution alone 

would consume up to 64U of rack space at MW scale, crowding out compute hardware. 2) 

Copper crisis: delivering 1 MW at low voltage requires ~200 kg of copper busbar per rack. 

At AI data centers scale, this balloons into a prohibitive half a million tons of copper, 

resulting in a massive cost and logistics barrier. 3) Efficiency drain: the legacy chain of 

multiple AC/DC conversions incurs significant energy loss and introduces unnecessary 

points of failure, undermining both PUE and reliability. 

Figure 80: Conventional AC distributed data center infrastructure 

 
Source: Delta, CMBIGM 
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The industry is poised for a transition to an 800V high-voltage direct current (HVDC) 

architecture, such as Nvidia’s Kyber rack-scale systems (targeted for 2027). This 

simplifies power delivery from grid to chip. 

Figure 81: 800VDC transition plan 

 

Source: Delta, CMBIGM 

SiC and GaN are complementary technologies critical to this transition, acting as 

high-frequency, highly efficient electronic switches within power supply units (PSUs), i.e., 

GaN-based power factor correction (PFC) and SiC MOSFETs.  

Figure 82: Application of SiC/GaN in new 800V HVDC architecture 

 

Source: Navitas, Yole, CMBIGM 

The transition delivers compelling ROI: enhanced PUE by up to 5%, significant cost 

savings (reducing copper use by ~45% and TCO by up to 30%), and unlocked scalability 

(supporting rack power from 100kW to beyond 1MW).  
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A mature ecosystem from semiconductor providers (Infineon, STMicroelectronics, 

Navitas, InnoScience) to global data center infrastructure giants (Eaton, Schneider Electric, 

Vertiv) is poised to deploy this transition. 

Figure 83: Nvidia and partners innovate from grid-to-chip with power delivery design: 800 VDC infrastructure 

for Kyber AI factories 

Nvidia’s data center electrical ecosystem 

Silicon providers Power system components Data center power systems 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Nvidia, CMBIGM 

 
Supply chain’s capacity race  

The entire SiC/GaN supply chain is in aggressive investment mode, marked by 

capacity expansion and strategic M&A. Global SiC players are accelerating 8-inch plans 

and eyeing on 12-inch. GaN leader InnoSicence is ramping its 8-inch production (13kwpm 

capacity by 1H25). This scaling is essential to drive down cost. 

Figure 84: 800VDC transition plan 

 

Source: Trendforce, Semiconductor-today, Company data, CMBIGM 
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Figure 85: GaN supply chain developments (key players) 

Company Business model Development on GaN 

InnoScience IDM 

Largest GaN manufacturer globally by capacity, with 8-inch GaN-on-Si capacity reaching ~13k 

wafers per month by 1H25. Its portfolio spans GaN ICs, modules, and discrete devices across 

15–1200V platforms. 

Navitas Fabless 
Developed all its GaN power ICs in-house, pioneering monolithic GaN-on-Si integration since 

2018 under its GaNFast platform 

EPC Fabless 
Developed all its GaN technology in-house and was the first company to commercialize 

enhancement-mode GaN-on-silicon (eGaN) FETs 

Infineon IDM 

Acquired GaN Systems for US$830mn, marking the largest deal in the power GaN sector to 

date. Through this move, Infineon gains GaN Systems’ packaging and high-power expertise, 

auto-grade designs, and R&D. 

Power Integration Fabless 

Developed its GaN tech entirely in-house and launched its first GaN ICs in 2018. The company’s 

GaN-on-sapphire platform now spans 1,250V and 1,700V devices, enabling 800V DC 

architectures 

Renesas IDM 
Acquired Transphorm (GaN IDM) for US$339 in 2024; developed 4th-gen 650V GaN FET in 

2025; partners with Polar Semiconductor to produce 8-inch GaN devices 

Source: Company data, Yole, TrendForce, CMBIGM  

The SiC industry is experiencing a profound structural cost curve reset. Aggressive 

capacity growth has dragged substrate/epitaxial wafer ASP significantly, pressuring 

marginal producers but making SiC cost-competitive against silicon IGBTs. We believe 

this will accelerating SiC’s adoption and expect price to stabilize in 2026. 

Competitive dynamics 

 SiC supply chain: diverging landscapes 

In the materials segment (substrate/epitaxial wafer), Chinese manufacturers are 

rapidly gaining market share through aggressive capacity expansion and rapid 

technology catch-up, leveraging cost and geographical advantages in the world's largest 

EV market. The device market leadership remains firmly with global IDMs 

(STMicroelectronics, onsemi, and Infineon), due to deep application expertise and 

automotive qualification moats. We expect the winners will be those with scale, leading 8-

inch yields, and certified automotive pipelines.  

Figure 86: SiC substrate (N-type) market share  

 

Source: Yole, CMBIGM  

Figure 87: SiC device market share 

 

Source: Yole, CMBIGM  
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 GaN supply chain: the rise of IDMs 

The market is concentrated, with the top five players holding nearly 80% share. The 

IDM model holds strategic advantages in process-design co-optimization and supply 

chain resilience.  

Figure 88: Market share of GaN power devices (2024) 

 

Source: Yole, CMBIGM estimates 

Figure 89: Market share of GaN foundries (2024) 

 

Source: TrendForce, CMBIGM  

 

The supply chain resilience is critical given TSMC’s (#1 in GaN foundry market with 41% 

share) planned exit from the GaN foundry market by July 2027, which is forcing key fabless 

players (i.e., Navitas, consuming 50%+ of TSMC’s GaN volume per TrendForce) into 

complex foundry migration strategies (from TSMC to PSMC and GlobalFoundries). The 

change in foundry suppliers suggests less resilience in GaN’s fabless model. 

Future industry leaders will be characterized by: 1) technology & scale leadership (8-inch 

wafer mass production and yield improvement to win the cost-down curve), 2) vertical 

Integration or deep alliance models, and 3) system-level solution expertise. 

Maintain a positive outlook on InnoScience. Founded in 2017, InnoScience has rapidly 

scaled to become the world's leading pure-play GaN company (#1 with 30% share in 2024). 

It achieved an industry milestone by pioneering mass production of 8-inch GaN-on-Si 

wafers and operates two 8-inch fabs with a combined capacity of 13k wafers per month (as 

of 1H25). Its revenue is well-diversified across the value chain: wafers (34% of 2024 sales), 

chips & ICs (44%), and modules (22%). We project the company's revenue to grow at a 

55.2% CAGR from 2024-2027E, driven by industry tailwinds, strategic positioning and 

collaboration with global partners like NVIDIA. Key risks: Slower-than-expected GaN 

penetration, 2) supply chain disruptions, and 3) IP litigations. 
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Figure 90: Peers table 
   Mkt Cap P/E (x) EPS (US$) GPM% 

Company Ticker Rating (US$mn) FY25E FY26E FY25E FY26E FY25E FY26E 

Domestic peers         

Times Elec 688187 CH NR 8,381 15.8 13.7 0.43 0.50 33.0 33.0 

San'an Opto 600703 CH NR 9,238 137.7 59.5 0.01 0.03 14.3 16.3 

Yangjie 300373 CH NR 4,907 27.4 22.5 0.33 0.40 34.2 34.5 

Wuxi NCE 605111 CH NR 2,008 28.4 22.7 0.17 0.21 35.3 35.4 

Starpower 603290 CH NR 3,424 45.0 31.9 0.32 0.45 28.4 28.9 

Jiangsu Jiejie 300623 CH NR 3,132 35.0 27.7 0.11 0.14 35.0 36.0 

CR Micro 688396 CH NR 10,017 77.6 54.8 0.10 0.14 26.6 28.0 

Silan Micro 600460 CH NR 6,589 80.8 44.9 0.05 0.09 20.3 21.6 

InnoScience 2577 HK BUY 8,677 N/A N/A (0.128) (0.087) 10.6 21.7 

   Avg. 56.0 34.7 0.2 0.2 26.4 28.4 

Overseas peers         

Diodes DIOD US NR 2,172 40.3 23.5 1.16 1.99 31.2 32.5 

NXP NXPI US NR 54,198 18.3 15.6 11.77 13.76 56.8 58.0 

STM STM US NR 21,496 39.0 21.8 0.62 1.11 33.8 35.5 

Onsemi ON US NR 20,714 22.1 17.6 2.33 2.93 38.2 39.5 

Infineon IFX GY NR 54,445 24.3 22.2 1.70 1.87 39.7 40.3 

   Avg. 28.8 20.1 3.5 4.3 39.9 41.2 

Source: Bloomberg consensus as of 3 Dec, 2025; forecasts for InnoScience are CMBIGM estimates 
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Optical transceivers – sustained AI-driven outperformance 

ahead   

2025 has proven a standout year for optical transceiver suppliers with high AI-

exposures, with key suppliers posting stellar revenue growth and material margin 

expansion. We expect this outperformance to persist through 2026 and beyond, 

underpinned by an unabated AI infrastructure investment cycle and a sustained mix shift 

to higher-value solutions. We reiterate the sector as one of our top picks. Reiterate our 

BUY rating on Innolight (300308 CH, BUY, TP: RMB707.00). 

 AI infrastructure capex continues to be a powerful tailwind. The US Big Four 

hyperscalers (Google, Microsoft, Meta, Amazon) spent US$230bn in 2024 (+55% YoY) 

and US$259bn in 9M25 (+65% YoY), with 2025 full-year capex projected to reach 

US$367bn (+59% YoY). 2026 capex growth is expected at 35% YoY to US$495bn 

(Bloomberg consensus). Hyperscalers have reaffirmed aggressive spending plans. 

While 2027 growth appears to be more moderate at a current 14% YoY estimate, we 

see upside potentials ahead, mirroring the significant upward revisions seen for 2025 

(33% YoY capex growth for 2025 estimated  in Jan by Bloomberg consensus vs. 59% 

in Nov). AI infrastructure demand is broadening materially to other cloud, sovereign 

and enterprise clients, with NVIDIA's US$500bn+ platform opportunity reinforcing our 

confidence in this super-cycle. 

 Leading optical transceiver vendors have capitalized on the AI wave with robust 

financial performance. Coherent (COHR US, NR), Innolight, and Eoptolink (300502 

CH, NR) posted strong revenue growth (15%/120%/175% in 2024 and 19%/44%/ 

221% in 9M25, respectively), while their gross margins also expanded meaningfully 

(+2.5ppts/+9.2ppts/+5.4ppts from 3Q24 to 3Q25), driven by AI-led upgrades to 

800G/1.6T. For 2026, we expect the strong performance to continue for sector leaders, 

supported by volume increases, favorable product mix and better pricing from 1.6T 

upgrades. 

 Supply-demand dynamics remain tight, particularly for key components like 

electro-absorption modulated laser (EML) chips (demand far outstripping supply per 

Lumentum (LITE US, NR)). The EML industry is expanding capacity aggressively (i.e., 

40% unit capacity increase from Lumentum). In addition, SiPho tech (does not require 

EML) penetration is accelerating, helping alleviate the EML bottleneck. We forecast 

SiPho's share will exceed 50% by 2026 (vs. 10%/33% in 2018/2024 per 

LightCounting). We estimate 800G and 1.6T shipments will reach 49mn and 22mn 

units globally, respectively, in 2026, still leaving a multi-million-unit supply-demand 

gap (most acute for 1.6T). By technology mix, we project a roughly 50/50 split between 

EML and SiPho for 800G, shifting to 30/70 for 1.6T in 2026. 

 Innolight (300308 CH, BUY, TP: RMB707), based on 28x 2026E P/E: Innolight 

delivered a record 3Q25 with revenue up 57% YoY to RMB10.2bn and net profit up 

125% YoY, as 800G volumes and rising 1.6T/SiPh adoption drove GPM to 42.8% and 

NPM to 30.7%. We expect sustained demand from hyperscalers’ expanding AI capex 

(Google, Meta, Microsoft) to drive a multi-year growth runway, with 800G remaining 

robust and 1.6T SiPh entering mass production from early 2026, further enhancing 

mix and margins. Raw material tightness in EML/CWL remains a watch-point but is 

partially mitigated by Innolight’s scale and long-term supplier arrangements. Key risks 

include: weaker-than-expected AI capex, geopolitics/tariffs, supply-chain bottlenecks. 
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AI-driven optical transceiver suppliers: sustained outperformance 

ahead  

2025 has proven a standout year for optical transceiver and component suppliers 

with high AI-exposures. Coherent, Innolight and Eoptolink have delivered remarkable 

revenue growth (19%/44%/221% YoY in 9M25) and meaningful gross margin expansion 

(+2.5ppts/+9.2ppts/+5.4ppts from 3Q24 to 3Q25). Looking ahead to 2026, the optical 

transceiver sector remains our top pick, as expanding AI infrastructure capex is set to 

reinforce near- to medium-term growth for industry leaders.  

 Tailwind from surging AI infrastructure capex 

In recent years, major overseas hyperscalers have significantly scaled up their AI 

infrastructure investments, providing a robust tailwind for optical transceiver 

vendors. The US Big Four (GOOG/MSFT/META/AMZN) collectively spent US$230bn on 

capex in 2024 (a 55% YoY increase) and further invested US$259bn in 9M25 (up 65% 

YoY).  

Looking forward, Bloomberg consensus projects the Big Four’s 4Q25 capex to grow 

10% sequentially to US$108bn, pushing full-year capex to US$367bn, a substantial 

59% YoY rise. This growth trajectory has been validated by the hyperscalers’ guidance: 

Google raised its CY25E capex forecast to US$91–93bn (up from the previous US$85bn), 

while Meta narrowed its spending target to the upper end of its guidance range (US$70-

72bn).  

For 2026, Bloomberg consensus now anticipates 35% YoY capex growth for the Big 

Four, reaching US$495bn. “FOMO” (fear of missing out) continues to drive the AI arms 

race: Microsoft reaffirmed that capex will keep growing despite earlier expectations of 

moderation; Google stated 2026 capex will be “significantly higher”; Meta emphasized 

spending will rise “notably higher” amid compute expansion; and Amazon noted another 

capex increase in 2026 fueled by data center and silicon investments.  

Figure 91: The Big Four’s capex rose 55% YoY in 

2024; expected to grow 59%/35% YoY in 2025/26  

 

Source: Company data, Bloomberg consensus, CMBIGM  

Figure 92: Bloomberg consensus raised capex 

forecasts meaningfully during the year 

 

Source: Company data, Bloomberg consensus, CMBIGM  

While the investment momentum is expected to persist in 2026, investors have 

expressed concerns about 2027 growth. Current Bloomberg consensus forecasts a 

14% YoY increase for the Big Four’s capex for 2027, far less striking than the growth 

seen in 2024 and 2025. However, we see room for upward revisions. For context, the 
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consensus estimate for the Big Four’s 2025 capex growth was 33% in January, which has 

since been revised up to 59%. Historically, consensus estimates have been adjusted 

higher every quarter post-earnings, as visibility on actual spending improves. 

Demand for optical transceivers is also broadening beyond the Big Four. Other cloud 

providers, enterprises, and sovereign entities are emerging as significant sources 

of demand. We remain confident that the global AI infrastructure capex will continue 

to grow beyond 2026, given the early-stage nature of AI development. China’s 

hyperscalers are also ramping up: Alibaba, Tencent, and Baidu collectively invested 

RMB165.0bn (~US$23bn) in capex during 9M25, up 90% YoY. Alibaba earlier announced 

an RMB380bn capex roadmap (with upside potential per the latest earnings call) for 2024-

26E (translating to ~US$130bn in FY25), signaling sustained investment momentum ahead.  

Nvidia, a key bellwether of AI infrastructure, has highlighted a revenue opportunity 

exceeding US$500bn for its Blackwell and Rubin platforms across CY25 and CY26, 

validating our positive outlook. Notably, this figure excludes recent demand from key clients 

like KSA (an AI factory order for 400-600k GPUs) and Anthropic (marking its first adoption 

of NVIDIA architecture), both of which represent multi-GW incremental workloads. Looking 

further out, Nvidia management envisions the global AI infrastructure build-out reaching 

US$3-4tn by 2030, which should underpin long-term growth in the AI supply chain.  

Figure 93: Datacenter buildouts for hyperscalers/major GPU lessors and sovereign/regional demand in the US 

Project / 

Location 
Location Owner Planned AI power (GW) Status (operational vs. ramp) 

US hyperscalers and major GPU lessors   

Meta – 

Prometheus 

supercluster 

 Meta >1GW cluster 

Construction since 2017; being densified into a 

>1GW AI cluster; expected to be Meta’s first true 

multi-GW AI supercomputer around 2026 

Meta – Hyperion 

AI campus 

Louisiana, 

US 

Meta/infra capital 

(Blue Owl, etc.) 

2–2.2GW (LT plan to scale to 

~5GW) 

Groundwork underway; multi-year build with phased 

capacity 

Google – 

Visakhapatnam AI 

Hub 

Andhra 

Pradesh, 

India 

Google 

Up to 1GW (part of a 

US$15bn five-year “AI hub” 

investment) 

MoU signed with Andhra Pradesh govt in 2025; long-

dated project, no firm online date yet (second half of 

decade) 

xAI – Colossus 2  
Southaven/ 

Memphis, US 
xAI Target ~1.1–1.2GW 

Rapid build-out; ramped from ~200MW to multi-

hundred MW; aim is gigawatt-class by ~2027 

Google - PJM 

datacenters 
 Google/PJM NA 

Google to invest $25 billion in data centers and AI 

infrastructure across largest US electric grid 

Microsoft AI DC 
Wisconsin, 

US 
Microsoft 

3.9GW; 2GW of new DC 

capacity added over the past 

year (Aug 2025) 

$3.3bn + $4bn investment committed 

Crusoe campus  
Wyoming, 

US 
Crusoe/Tallgrass 

1.8GW (designed to scale to 

10GW) 

Announced July 25; site selected, permitting/early 

works; no tenant disclosed yet 

“Project Horizon”  Texas, US 
Poolside/ 

CoreWeave 
2GW (8×250MW phases) 

First 250MW phase with CoreWeave as anchor; 

>40k GB300 GPUs online around Dec 25; option to 

add another 500MW in early phases, up to 2GW 

Sovereign & regional 

Stargate Texas, US OpenAI/Oracle 1.2GW campus 
Under construction; first ~200MW phase 1H25; full 

1.2GW ~mid-’26 

“Critical Data 

Center” 
Texas, US 

Sharon AI + New 

Era Energy 

Target 1GW+ (initial phase 

250MW) 

Early-stage: land secured, infrastructure work 

starting; no public tenant yet 

Stargate UAE UAE 

G42/OpenAI/ 

Oracle/Nvidia/ 

SoftBank 

5GW full campus (1GW 

“Stargate UAE” first phase; 

first 200MW online in 2026)  

1st 200MW phase uses ~1,400 GB300 servers & 

~100k Nvidia chips; 1GW phase expected to deploy 

~500k GPUs; full 5GW campus likely to host >2M 

GPUs over time 

Humain + xAI + 

Nvidia AI campus  
Saudi Arabia 

Humain/xAI/ 

Nvidia  

Initial 500MW data center 

(plan to reach ~1GW by 2030) 

JV announced Nov 25; 500MW DC is xAI’s largest 

outside US; supports Humain’s 1GW target by 2030 

Source: Company data, Bloomberg, Reuters, CMBIGM  



30 Dec 2025  
 

 
 
PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 173 

 Optical transceiver vendors enjoy robust revenue growth and margin expansion 

Riding the AI wave, leading vendors have delivered impressive financial results. Coherent, 

Innolight, Eoptolink, and Fabrinet (FN US, NR) all reported strong revenue growth in 2024 

(15%/120%/175%/15%) and 9M25 (19%/44%/221%/21%). 

Figure 94: Peers analysis – Revenue surge during recent quarters, primarily driven by AI momentum 

 

Source: Company data, Bloomberg, Wind, CMBIGM estimates  

Note: Innolight (300308 CH, BUY, TP: RMB707), Eoptolink (300502 CH, NR), TFC (300394 CH, NR), CIG (603083 CH, NR), Coherent (COHR 

US, NR), Fabrinet (FN US, NR), Lumentum (LITE US, NR) 

Beyond top-line growth, key players have achieved meaningful margin expansion, driven 

by the AI-led networking upgrade cycle from 200G/400G to 800G/1.6T. Coherent, Innolight, 

and Eoptolink all saw gross margin improvements from 3Q24 to 3Q25 

(+2.5ppts/+9.2ppts/+5.4ppts).  

Figure 95: Peers analysis – Margin expansion during recent quarters, primarily driven by AI momentum 

 
Source: Company data, Wind, Bloomberg, CMBIGM 

Following a stellar 2025, we expect optical transceiver leaders to deliver another year 

of robust growth in 2026, supported by sustained AI investments. Two key drivers are:  

- Volume growth from ongoing AI capex demand across hyperscalers, enterprises, 

and sovereign entities; 

- Favorable product mix and ASP growth amid the ramp-up of 1.6T solutions. 

While we anticipate normal annual price adjustment for 800G and 1.6T products, 

leading vendors should maintain elevated margins through technology 

advancements and operational efficiencies. Suppliers with a growing mix of 1.6T 

products are well positioned for further margin expansion.  
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Supply-demand dynamics  

Supply constraints for key components, including EML chips, remain a near- to 

medium-term industry challenge. Lumentum, a market leader in EML, has publicly stated 

that demand continues to “far outstrip supply,” prompting a strategic shift toward prioritizing 

long-term agreements (LTAs) with key partners. 

In response, the industry is undertaking aggressive capacity expansion. Lumentum 

plans to increase unit output by 40% over the coming quarters, despite already being sold 

out for the next six quarters. Coherent, a vertically-integrated player, has enhanced supply 

chain resilience via a new US$127mn Vietnam facility, while Tower Semiconductor (TSEM 

US, NR) has allocated a total of US$650mn in capex to scale its SiPho and SiGe capacity, 

largely earmarked for machinery at its 8-inch and 12-inch fabs. STMicroelectronics (STM 

US, NR) has also re-entered the SiPho business in early 2025 and collaborates with AWS. 

Figure 96: Industry capacity expansion initiatives  

Players Strategic focus and key developments 

Lumentum Plans to add 40% more unit capacity over the next few Qs; capacity sold out for the next 6Qs (Nov 2025) 

Coherent 
Opened a new US$127mn semiconductor and photonics manufacturing plant in Vietnam to enhance supply chain 

resilience (July 2025) 

GlobalFoundries 
Recently acquired Advanced Micro Foundry (AMF), a Singapore-based chipmaker that focuses on silicon photonics 

(US$1bn expected annual SiPho revenue for the combined company by 2030) (Nov 2025) 

Tower Semiconductor 
A total of US$650mn capex in SiPho and SiGe capacity; primarily for machinery to increase capacity at its 8-inch and 

12-inch fabs (Nov 2025) 

STMicroelectronics Re-entered SiPho business in early 2025; collaborates with AWS (early 2025) 

Innolight Advancing dual-site expansion in China and Thailand; capacity prioritized to 1.6T products (Recent quarters) 

Eoptolink Ramping up 1.6T module production at its second Thai plant (Recent quarters) 

Source: LightCounting, Company data, Bloomberg, Reuters, CMBIGM 

Concurrently, SiPho solutions are gaining meaningful market share and helping 

alleviate the EML bottleneck. According to LightCounting, SiPho accounted for 10% of 

optical transceiver sales in 2018, rising to 33% in 2024. We forecast this share will 

exceed 50% by 2026. 

Figure 97: SiPho’s growing contribution to 800G/1.6T 

shipments (2026) 

 

Source: Company data, Bloomberg consensus, CMBIGM estimates 

Figure 98: SiPho’s share to exceed 50% by 2026 by 

our analysis 

 

Source: LightCounting, company data, CMBIGM estimates 
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Despite these capacity additions and rising SiPho adoption, we expect supply 

shortages to be most acute for 1.6T solutions. Lumentum expects 200G EMLs to 

comprise ~10% of its product mix by early CY2026, yet overall EML capacity expansion 

continues to lag behind demand growth. We estimate 800G and 1.6T shipments will 

reach 49mn and 22mn units, respectively, in 2026, still leaving a multi-million-unit 

supply-demand gap. By technology mix, we project a roughly 50/50 split between 

EML and SiPho for 800G, shifting to 30/70 for 1.6T in 2026. 

 The optical transceiver sector remains a top pick 

We maintain a constructive outlook on the optical transceiver industry and expect 

leading AI-exposed players to continue outperforming the broader market.  

Our top pick remains Innolight (300308CH, BUY, TP: RMB707). As the 2024 global 

market share leader in optical transceivers (per Lightcounting), Innolight is a direct 

beneficiary of surging overseas AI infrastructure capex, with overseas transceiver revenue 

accounting for 86% of its total 1H25 sales. As top hyperscalers continue to scale 

investments and demand shifts toward higher-speed 1.6T products, we expect Innolight’s 

net profit to see significant growth in 2026, reaching RMB23bn. We reiterate our BUY rating 

(report) on the stock.  

Key risks include lower-than-expected AI infrastructure capex, geopolitical tensions and 

tariff uncertainties, supply chain disruptions and intensified competition, etc. 

Figure 99: Peers table  

Company Ticker Rating 
Mkt Cap 
US$(mn) 

Price 
(LC) 

P/E (x) EPS (US$) GPM (%) 

FY25E FY26E FY27E FY25E FY26E FY27E FY25E FY26E FY27E 

Domestic peers             

Innolight 300308 CH BUY 75,131 479.66 58.5 23.1 16.7 1.40 3.55 4.91 42.0 46.2 46.3 

Eoptolink 300502 CH NR 42,698 304.72 45.3  25.3  19.4  1.33 2.38 3.11 47.6  48.0  48.2  

TFC 300394 CH NR 16,190 147.73 72.0  49.7  37.8  0.41 0.59 0.78 52.3  51.8  51.7  

CIG 603083 CH NR 4,449 97.79 -  -  -  -  -  -  - - - 

Accelink 002281 CH NR 6,699 58.90 49.7  35.9  28.1  0.19 0.26 0.33 23.0  23.8  24.1  

Huagong 000988 CH NR 10,031 70.77 41.5  33.4  26.8  0.26 0.32 0.40 22.3  21.7  21.7  

    Average 53.4 33.5 25.8 0.7 1.4 1.9 37.4 38.3 38.4 

Overseas peers 
 Overseas 

peers 
          

Lumentum LITE US NR 21,225 299.36 164.4  56.0  38.5  1.97 5.79 8.43 34.4  39.9  40.0  

Coherent COHR US NR 23,857 151.81 50.9  35.0  28.2  3.51 5.09 6.32 38.1  39.1  40.1  

Marvell MRVL US NR 72,235 83.79 54.0  29.9  23.6  1.56 2.83 3.58 61.0  59.5  58.6  

Broadcom AVGO US NR 1,784,865 377.96 53.3  36.6  26.3  6.75 9.83 13.68 78.6  74.6  72.2  

    Average 80.7 39.4 29.2 3.4 5.9 8.0 53.0 53.3 52.7 

Source: Bloomberg consensus, CMBIGM estimates  

Note: Earnings forecasts for Innolight are CMBIGM estimates; data as of 15 Dec, 2025 

 

 

  

https://hk-official.cmbi.info/upload/3a332e20-a2f4-4274-99ba-a6d8c1cc8bc1.pdf
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PCB/CCL sector – AI-driven upcycle:  structural growth with 

diverging dynamics   

The global PCB and CCL industries are in the early innings of a structural upcycle, 

predominantly fueled by the AI infrastructure investment wave. This cycle is characterized 

by a divergence between high-performance and standard segments, with the PCB market 

poised for a 12.8% rebound in 2025 and the CCL sector already demonstrated superior 

pricing power with 18% growth in 2024. Our positive outlook is rooted in value-accretive 

product mix shifts driven by stringent requirements of AI, which support resilient 

pricing and margin expansion for technology leaders. 

 PCB recovery is driven by both volume and value. The AI server rollout is creating 

a super-cycle for high-layer count (18L+), HDI, and advanced IC substrates. These 

high-performance boards have meaningfully higher ASPs and margins, driving a 

product mix uplift for capable suppliers. The market is also experiencing an atypical 

seasonal pattern, with a stronger-than-expected rebound in 1H25, signalling robust 

underlying demand ahead of the traditional 2H seasonal strength.  

 CCL market's outperformance is structural, backed by pricing power and mix. 

The adoption of high-speed, specialty laminates (M7/M8 grades for 112Gbps 

transmission rate requirement, with M9 for 224G on the horizon) commands ASPs 

multiples of standard FR-4. This, combined with a consolidated supply structure, 

allows leaders to fully pass through cost inflation and expand margins, as evidenced 

by the specialty CCL segment's 52% YoY growth in 2024. 

 Competitive divergence: consolidated CCL oligopoly vs. fragmented PCB 

landscape. The top 10 CCL suppliers hold a dominant market share of 77%, ensuring 

pricing discipline. In contrast, the fragmented PCB landscape (top 40 account for 

~50% share) necessitates a strategic focus on high-value segments to maintain 

pricing power. 

 Copper-led cost inflation is a stress test that highlights this divergence. With 

LME copper up ~24% YTD, CCL leaders are net beneficiaries through their pricing 

power. For PCB players, the impact is bifurcated: high-value AI suppliers are likely to 

be largely insulated, while commoditized producers face tangible margin pressure. 

 Shengyi Tech (600183 CH, BUY, TP: RMB90), based on 35x 2026 P/E: We view 

Shengyi as a core, integrated AI infrastructure play, leveraging its leadership in high-

speed, low-loss CCL and the explosive growth of its PCB subsidiary Shengyi 

Electronics, which is deeply exposed to high-layer HDI boards for AI servers. The AI-

driven mix shift toward premium PCB products is driving both strong top-line growth 

and structural margin expansion, with PCB increasingly becoming the group’s primary 

earnings engine on top of a solid CCL base. Key risks include: Slower-than-expected 

AI server / datacenter capex, execution risk around capacity ramp-up, and rising 

competition in high-speed CCL/PCB that could cap pricing and margins. 
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Global PCB market to rebound with 12.8% YoY growth in 2025 

The global PCB market returned to growth in 2024, with sales increasing 5.8% YoY 

to US$74bn per Prismark, following a 15% YoY contraction in 2023 driven by broad-based 

inventory destocking and weak end-demand. The recovery was primarily fueled by 

inventory normalization and early-stage investments in AI-related infrastructure. 

For 2025, Prismark has raised its growth forecast to 12.8% (from 7.6% previously), 

reflecting accelerating AI-driven demand, which requires higher-layer count, high-

density, and high-performance PCBs. The PCB market's trajectory remains strongly 

correlated with the semiconductor cycle, and SIA projects global semiconductor sales to 

grow 11.7% in 2025, reinforcing the synchronous upcycle. 

Figure 100: Global PCB market to rebound with 12.8% 

YoY growth in 2025 

 

Source: Prismark, CMBIGM 

Figure 101: Historical data shows strong correlation 

between PCB and semiconductor industry sales 

 

Source: SIA, Prismark, CMBIGM 

We expect the 2025 recovery to be driven by both volume expansion and ASP 

recovery. Prismark estimates PCB sales area to grow 10.3% in 2025 (vs. 12.8% in value 

terms), indicating positive pricing contribution from rising material costs and mix shift toward 

advanced materials. 

Figure 102: PCB market showed robust rebound with 17%/12% YoY/QoQ growth in 2Q25, following a strong 

1Q with only a mild seasonal decline of 3% QoQ from 4Q24 

 

Source: Prismark, CMBIGM estimates 
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Historically, the PCB market exhibits seasonal strength in the second half of year. 

While the market typically delivered double-digit sequential growth in 3Q during 2018-2021, 

the 2025 cycle has displayed an earlier and stronger rebound: after a resilient 1Q 

(down only 3% QoQ), the market expanded 17% YoY and 12% QoQ in 2Q25. Based on 

Prismark's full-year estimate, we project 2H25 PCB sales to reach ~US$44bn (vs. US$39bn 

in 1H25), implying continued momentum. 

By product types, we believe multi-layer above 18L and HDI are projected to be the 

standout performers, primarily fueled by robust demand from AI servers and high-speed 

networking. Substrates continue to recover, driven by AI-related demand for advanced 

computing and memory chips. Geographically, China maintains its dominant position, 

accounting for approximately 50% of global PCB production value in 2024, supported by 

its mature electronics supply chain and rising domestic demand for AI hardware and electric 

vehicles. 

The AI revolution is fundamentally reshaping PCB specifications, driving demand 

for extreme performance, signal integrity, and thermal management. The industry is 

transitioning toward "system-level" PCBs that integrate multiple functionalities into single, 

highly complex solution: NVIDIA's GB200 reportedly adopted 22-layer 5-layer HDI, while 

the next-generation Rubin platform may require more advanced 24-layer 6-level boards. 

This raises technological barriers, favoring players with advanced R&D and manufacturing 

capabilities. 

Figure 103: ML (18L+)/HDI/substrate (~accounted for 

37%) are projected to be the standout performers 

 

Source: Prismark, CMBIGM 

Figure 104: China’s market accounted for 56% of 

total PCB market (2024) 

 

Source: Prismark, CMBIGM 
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Global CCL market: Structural outperformance continues 

The global CCL market demonstrated a strong recovery in 2024, reaching an 

estimated US$15bn, representing 18% YoY growth per Prismark. This rebound was 

driven by robust volume growth of 14% YoY, complemented by a modest ASP recovery of 

4%. The CCL market notably outperformed the PCB market (18% vs. 6% growth), 

highlighting its superior pricing power and value capture from product mix shift. 

Looking forward, we anticipate CCL prices will maintain their upward trajectory into 

2H25, driven by sustained AI-related infrastructure investments and rising raw material 

costs. Within the segment, high-speed specialty CCL is poised to continue outperforming, 

following remarkable 50% YoY growth in 2024, fueled by persistent demand from AI 

infrastructure needs. 

The material upgrade cycle is accelerating in lockstep with AI processing speeds. 

While M7/M8 grades are becoming the baseline for 112Gbps applications, the focus is 

rapidly shifting to M9-grade supporting 224Gbps data rates. This requires not just ultra-low 

dielectric loss (Df), but also exceptional thermal and mechanical stability to ensure reliability 

in high-power AI systems. The adoption of advanced raw materials including PPO, HVLP4, 

and Q glass further underscores the industry’s technological barriers. CCL suppliers 

capable of qualifying and volume-producing these next-generation laminates will capture 

disproportionate value from the Rubin and post-Rubin generations. 

The top-tier competitive landscape remains consolidated and stable. The hierarchy of 

the top four players, Kingboard (1888 HK, NR), Shengyi Tech (600183 CH, BUY), EMC 

(2383 TT, NR), and Nanya Plastics (1303 TT, NR), is unchanged, collectively holding 

approximately 50% market share. However, growth divergence is evident, with specialty 

CCL leaders significantly outpacing the market. EMC, the sub-sector leader with 22% share, 

experienced over 50% revenue growth last year, solidifying its position as a critical CCL 

supplier within NVIDIA's AI infrastructure supply chain. 

Figure 105: Global CCL market recovered with 18% 

YoY growth in 2024, outperforming the PCB market 

(6%) 

 

Source: Prismark, ChinaCCL, CMBIGM 

 

Figure 106: High-speed specialty CCL delivered  

remarkable 50% YoY growth in 2024 

 

Source: Prismark, ChinaCCL, CMBIGM 

 

 

  

-40%

-20%

0%

20%

40%

60%

0

5

10

15

20

2015 2017 2019 2021 2023

CCL YoY%

(US$bn)

0 1 2 3 4 5

High-speed CCL

FR-4

High-TG FR-4

Halogen-free FR-4

Composite CCL

Paper CCL

Substrate (specialty)

RF (specialty)

High-speed (specialty)

2023 2024

(US$bn)



30 Dec 2025  
 

 
 
PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 180 

Rising material costs and impacts on PCB/CCL sector  

Copper constitutes 60%-70% of PCB's raw material cost. The structural uplift in copper 

prices, driven by supply constraints and burgeoning demand from AI and clean energy 

sectors, is reshaping cost dynamics across the PCB and CCL supply chain. 

LME copper (3M) has sustained a steady upward trajectory since early 2024, rising 

~24% YTD to over US$10,000/ton. This rally has been primarily driven by an intensifying 

global concentrate shortage, reflecting in record lows of TC/RCs and recently turning 

negative.  

Figure 107: 3M LME copper price 

 

Source: Wind, CMBIGM 

Figure 108: TC/RC vs. copper price 

 

Source: Wind, Bloomberg, CMBIGM 

Figure 109: Copper price vs. 10-year treasury yield 

 

Source: Wind, Bloomberg, CMBIGM 

Looking ahead, we expect copper prices to remain elevated in 2026, driven by 

structural demand transformation and supply deficits. Demand transformation: 

Beyond traditional sectors like power and construction, demand is experiencing structural 

growth from new engines: AI computing infrastructure and new energy applications, 

creating a more resilient demand floor. Supply disruptions: production has been impacted 

by a series of mine disruptions in key resource countries like Indonesia, Chile, and Congo. 
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The International Copper Study Group (ICSG) predicts a sustained deficit for the global 

refined copper market, forecasting a shortfall of 150k metric tons in 2026, which attributed 

to slower production growth. 

The surge in material price directly impacts production costs. 

- In this industry upcycle, CCL suppliers are successfully passing through cost 

increases to downstream PCB manufacturers. Given the favorable competitive 

landscape, we believe CCL leaders will not only pass through costs but also deliver 

margin improvement due to stronger pricing power. 

- For PCB producers, the impact is bifurcated. Manufacturers focused on 

traditional, standard products face margin compression in a highly competitive 

environment. Conversely, suppliers with significant AI exposure are better 

positioned. Advanced HDI products for AI servers command substantially better 

margins (~39% in 1Q25 for Victory Giant’s HDI products vs. 20%+ for multi-layer 

or less PCBs and FPC), providing a crucial buffer against cost inflation. The 

ongoing mix shift toward these high-value applications may even support margin 

expansion for leading AI-focused PCB suppliers. 

Figure 110: CCL cost breakdown: copper foil 

accounted for 42% 

 

Source: Shengyi Tech, CMBIGM 

Figure 111: PCB cost breakdown: CCL accounted 

for 44% 

 

Source: Shengyi Tech, CMBIGM 
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Competitive landscape: consolidated CCL market vs. fragmented 

PCB market  

The global CCL market maintains a highly consolidated and oligopolistic structure. 

According to Prismark, the top 10 suppliers commanded a dominant 77% of total market 

sales in 2024. The stability among the top four players underscores the high barriers to 

entry and sustainable pricing power in this segment. 

In contrast, the PCB market exhibits a more fragmented competitive landscape 

relative to its upstream CCL sector. The top 40 PCB manufacturers collectively account 

for just over half of total industry sales, highlighting a "long tail" of smaller participants. This 

market is progressively undergoing consolidation, with numerous smaller manufacturers 

exiting following the recent sector downturn. 

Figure 112: The global CCL market maintains a highly 

consolidated and oligopolistic structure 

 

Source: Prismark, ChinaCCL, CMBIGM 

Figure 113: The PCB market exhibits a more 

fragmented competitive landscape 

 

Source: Prismark, SPCA, CMBIGM 

The current copper-led cost inflation acts as a stress test, highlighting the strategic 

positioning of companies within the PCB/CCL supply chain. CCL leaders are well-

positioned with strong pricing power, and are likely to see expanding margins. Looking 

ahead, we expect consolidation to persist as PCB players strive to achieve scale and 

technology critical mass. Nevertheless, the PCB sector will remain competitive, particularly 

in the lower tiers. In this environment, operational efficiency and strategic focus on high-

growth end markets will be crucial for sustainable growth. 

Figure 114: Peers table - China PCB/CCL players 

Company   Revenue  GPM% NP Revenue YoY% NP YoY% 

US$(mn) Ticker FY25E FY26E FY25E FY26E FY25E FY26E FY25E FY26E FY25E FY26E 

China CCL peers           
 

Kingboard 1888 HK 2,776 3,243 20.2  22.6  291 402 16.8 16.8 71.2 38.2 

Shengyi Tech 600183 CH 3,935 5,163 27.0  28.8  490 731 38.9 31.2 103.1 49.0 

Nanya 688519 CH 665 860 13.0  15.9  35 71 42.3 29.5 403.9 102.0 

Wazam 603186 CH 602 650 16.2  15.3  46 28 12.1 8.1 - -38.5 

Avg. 19.1 20.7   27.5 21.4 192.7 37.7 

China PCB peers           

Dongshan 002384 CH 5,829 7,777 15.2  18.3  324  659  14.1 33.4 129.7  8.2  

Avary 002938 CH 5,690 6,703 21.8  22.9  607  789  16.6 17.8 20.6 30.0 

Kingboard
14%

Shengyi Tech
14%

EMC
13%

Nan Ya Plastics
8%

Panasonic
6%

ITEQ
6%

TUC
5%

Doosan
4%

GDM
3%

Nan Ya New 
Material

3%

Others
23%

ZhenDing
7%

Unimicron
5%

Dongshan
5%

Shennan
4%

Nippon 
Mektron

3%TTM
3%

Compeq
3%

Tripod
3%

WUS
3%

Kinwong
2%

Others
62%



30 Dec 2025  
 

 
 
PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 183 

Victory Giant 300476 CH 2,849 4,571 37.2  40.2  706 1,296 91.2 60.4 340.6 83.4 

WUS 002463 CH 2,598 3,504 36.1  37.3  538 773 40.2 34.9 49.8 43.7 

Kinwong 603228 CH 2,140 2,610 23.8  25.6  208 305 21.7 22.0 27.9 46.9 

SYE 688183 CH 1,367 2,086 32.7  33.9  227 376 110.0 52.6 392.5 65.5 

Hongxin 300657 CH 1,190 1,560 12.9  15.0  45 72 45.8 31.2 473.8 58.5 

Suntak 002815 CH 1,058 1,185 21.0  23.0  59 92 21.3 12.1 64.6 56.7 

Fastprint 002436 CH 1,006 1,259 23.0  25.3  27 62 24.4 25.2 -199.0 128.9 

Olympic 603920 CH 882 1,164 24.3  24.5  125 172 26.5 32.0 33.7 37.3 

Aoshikang 002913 CH 784 942 22.6  23.6  61 85 23.7 20.1 24.0 39.3 

Founder 600601 CH 636 814 25.0  28.0  66 107 31.4 28.0 85.0 62.2 

Avg.   24.6 26.5   38.9 30.8 120.3 55.1 

Top 12 total 26,029          

Global PCB TAM 77,888          

% of global PCB sales 33.4%          

Source: Bloomberg consensus, CMBIGM estimates; data as of 15 Dec, 2025 

Figure 115: Peers table - China PCB/CCL players  

  Mkt Cap Price P/E Performance (%) ROE%  

Company Ticker US$mn (LC) FY25E FY26E 5-day 1M YTD FY25E FY26E 

China PCB peers          

Victory Giant 300476 CH 36,039  291.93  50.5  28.0  1.7 6.2 621.4 36.0  41.0  

Dongshan 002384 CH 21,225  81.71  63.6  31.2  8.4 18.2 191.3 11.0  19.6  

WUS 002463 CH 18,928  69.38  35.6  25.6  -2.6 12.6 81.3 26.7  29.8  

Avary 002938 CH 15,819  48.12  25.8  19.9  -3.4 7.9 40.9 12.7  15.1  

SYE 688183 CH 11,090  94.01  51.5  31.4  -3.3 -0.1 152.9 30.0  35.9  

Kinwong 603228 CH 9,047  64.78  42.4  29.5  -5.2 -0.8 148.1 11.7  15.6  

Founder 600601 CH 7,261  11.98  108.9  66.6  0.7 10.8 183.6 10.3  14.3  

Fastprint 002436 CH 4,790  19.87  207.0  80.1  -8.6 -1.6 82.0 3.6  7.8  

Olympic 603920 CH 4,128  40.37  32.6  23.8  -2.2 3.9 42.9 12.5  15.5  

Suntak 002815 CH    2,345  13.58  35.7  22.6  -0.9 3.1 35.9 - - 

Hongxin 300657 CH    1,942  28.37  42.3  26.8  -7.5 2.8 27.1 21.9  25.8  

Aoshikang 002913 CH 1,913  42.51  31.1  22.3  5.7 18.2 81.6 9.4  11.9  

   Avg. 60.6 34.0 -1.4 6.8 140.8 16.9 21.1 

China CCL peers          

Shengyi Tech 600183 CH 20,666  60.00  42.6  28.8  0.9 5.6 161.3 20.6  26.2  

Kingboard 1888 HK 4,720  11.72  16.2  11.7  -4.9 -2.6 77.9 13.8  17.0  

Nanya 688519 CH 2,080  62.48  57.9  28.7  -10.1 -1.0 205.9 9.5  16.2  

Wazam 603186 CH 911  45.24  19.8  32.1  -0.2 13.6 80.6 18.4  10.1  

   Avg. 34.1 25.3 -3.6 3.9 131.4 15.6 17.4 

Source: Company data, Bloomberg, CMBIGM estimates; data as of 15 Dec, 2025 
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2026 Outlook:  AI compute momentum expands to 
edge AI revolution 

Looking ahead to 2026, we expect distinct divergence in global technology end-markets. 
While AI computing supply chain is set to continue strong momentum, driven by rapid LLM 
upgrade and sustained CSP capex, edge AI cycle (AI smartphones/PCs/glasses) is just 
beginning to accelerate. However, we anticipate near-term pressure on low-end consumer 
electronics demand due to macro uncertainty, fading China subsidies and rising memory 
costs. We believe expansion of AI computing demand and edge AI innovation will become 
major growth drivers in 2026, and recommend two key structural themes: 1) AI infra 
supercycle: Rubin/ASIC platform upgrade will unlock significant content value growth for 
ODMs/components (interconnects, thermal, power). 2) Edge AI: Product launches from 
foldable iPhones and AI phone/glasses/PC is set to drive a mix shift towards higher spec 
hardware. For stock picks, we favor quality leaders such as Luxshare, FIT Hon Teng, BYDE, 
Sunny Optical, AAC Tech and Xiaomi.  

 Servers: AI server momentum continues with VR/ASIC spec upgrades. Backed 
by robust global AI infra investment, we forecast global AI server shipments to grow 
50% YoY to 2.32mn in 2026, driven by "GPU + ASIC" dual growth engine. We expect 
rollouts of new Blackwell/Rubin platform and in-house ASIC upgrade will boost value 
content gain. 1) Interconnects: new Rubin/ASIC rollout will drive spec upgrade and 
breakthroughs in connectors/ cables and OCS/CPO. 2) Thermal: With single-chip 
TDP reaching 1,000W+, liquid cooling penetration is poised to accelerate, with mass 
production of micro-channel cold plates expected in 2027. 3) Power: HVDC/BBUs 
will become mainstream, driving volume/ASP growth for power components. We like 
leading ODMs/component suppliers such as Luxshare, FIT and BYDE. 

 Smartphones: memory cost headwinds; Focus on foldable iPhone & AI upcycle. 
Given macro uncertainties, rising memory costs and fading subsidy tailwinds, we 
forecast 2026 global smartphone shipments to decline 5% YoY to 1.18bn, with low-
end models impacted the most, while high-end segment will remain resilient thanks 
to AI innovations. We expect 2026 to be a strong year for Apple, featuring iPhone 18, 
foldable iPhone, smart home products and Apple Intelligence upgrade, consolidating 
its leadership in the premium segment. For Android, all OEMs are accelerating 
transition to AI smartphones, enhancing user experience through on-device LLMs. 
We recommend optics (periscope/hybrid), structural components (titanium/ hinges) 
and thermal (VC) names, including Luxshare, AAC and Xiaomi. 

 AR/VR: AI LLMs to kick off Smart Glasses 2.0 era. We estimate global AI glasses 
shipments to surpass 10mn in 2026, becoming the key wearable category following 
TWS. In the long run, we expect AR glasses will be the ultimate form factor, and we 
forecast shipments to reach 32mn by 2030, as optical waveguide and micro-
LED/LCOS technologies become mature. Beneficiaries include suppliers with optical 
technologies (waveguides/CCM) and OEMs, such as Sunny, AAC Tech and Q-Tech. 

 PC/Auto electronics: AI PC inflection point; L4+ ADAS accelerates. We expect 
global PC market to face pressure in 1H26E as Win-11 replacement cycle nears its 
end and memory costs soar. We forecast global PC shipments to decline 2% YoY to 
275mn in 2026. The bright spot lies in AI PC penetration to reach 50% in 2026. For 
auto, given favourable policies and declining costs, we expect mass adoption of L4 
autonomous driving to speed up. We favor high-voltage/high-speed connectors, 
optics, smart cockpit displays, and domain controllers, such as Luxshare, FIT, BYDE, 
Sunny, AAC and BOEVx. 
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Focus Charts 

Figure 1: Global AI training server market (2023-27E) 

 
Source: Trendforce, CMBIGM estimates 

Figure 2: GB/VR AI server ODM vendors (2025/26) 

  
GB/VR rack             

2025E  2026E 广达 鸿海  英业达  纬颖 戴尔 美超微  

Microsoft 25% 21% 40% 60% - - - - 

AWS 7% 8% 70% 30% - - - - 

Meta 16% 12% 70% 30% - - - - 

Google 10% 8% 70% 10% 10% - - - 

Oracle 23% 25% - 80% - 20% - - 

Tesla/XAi 11% 11% - - - - 80% 20% 

Coreweave 7% 9% - - - - 100% - 

Others 1% 6% - - - - - - 

Total 29,000 58,500       

Source: Trendforce, CMBIGM estimates 

Figure 3: Global smartphone shipment forecast 

 

Source: IDC, CMBIGM estimates 

Figure 4: Global smartphone shipments (by brand) 

(mn unit)  2022 2023 2024E 2025E 2026E 2027E 

Samsung 262 227 223 230 220 225 

Apple 226 234 232 242 235 240 

Xiaomi 153 146 168 169 173 185 

Huawei 31 35 50 50 48 50 

Honor 57 61 65 70 66 67 

Oppo 166 154 154 148 141 146 

Vivo 99 88 101 100 95 99 

Transsion 73 95 107 121 110 115 

Others 139 125 134 112 92 88 

Total 1,206 1,165 1,236 1,242 1,180 1,215 

YoY growth -11% -3% 6% 0.5% -5% 3% 

Source: IDC, CMBIGM estimates 

Figure 5: Global AI glasses shipment forecasts 

 

Source: IDC, CMBIGM estimates 
 

Figure 6: Memory as % of BOM cost 

 

Source: CMBIGM estimates 
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Figure 7: Global AI server TAM forecasts 

 2023 2024E 2025E 2026E 

Total AI accelerator volume ('000)   

GPU chips 1,856 5,492 8,046 10,350 

   YoY growth  196% 47% 29% 

    Nvidia 1,563 5,048 7,321 9,084 

       YoY growth  223% 45% 24% 

    AMD 293  444  725  1,265  

       YoY growth  51% 64% 74% 

ASIC chips 1,288 2,756 5,571 9,030 

   YoY growth  114% 102% 62% 

Total 3,144 8,248 13,617 19,380 

   YoY growth  162% 65% 42% 

AI server - Training ('000)    

GPU AI server 200  626  1,171  1,714  

   YoY growth  213% 87% 46% 

ASIC AI server 82  226  371  600  

   YoY growth  176% 64% 62% 

Total 282  852  1,542  2,315  

   YoY growth  202% 81% 50% 

Nvidia AI server rack ('000)    

HGX/MGX Rack 45.5  147.6  150.8  145.6  

GB200/300/VR200 NVL72 -    0.4  29.0  58.5  

Total 45.5  148.0  179.9  204.1  

   YoY growth  226% 22% 13% 

Global server shipments (‘000)    

General and other servers 13,098 12,773 13,159 13,754 

   YoY growth  -2% 3% 5% 

AI server – Training 282  852  1,542  2,315  

   YoY growth  202% 81% 50% 

AIserver – Training mix (%) 2.2% 6.7% 11.7% 16.8% 

Total 12,370 14,476 16,684 17,366 

YoY growth  17% 15% 4% 

Source: IDC, Trendforce, CMBIGM estimates 

Figure 8: AI server ODM suppliers (2026) 

  Quanta Hon Hai Inventec Wiwynn Dell SMCI Inspur Huaqin Nettrix Lenovo Others 

US CSP            

Microsoft 20% 40% 15% 15% - - - - - - 10% 

AWS 25% 45% 20% 5% - - - - - - 5% 

Meta 55% 10% 5% 25% - - - - - - 5% 

Google 40% 15% 40% - - - - - - - 5% 

Oracle - 70% - - 20% 10% - - - - 0% 

Tesla/Xai - - - - 30% 60% - - - - 10% 

Coreweave - - - - 60% 30% - - - - 10% 

Chinese CSP            

ByteDance - 5% 5% -  - 35% - 30% 10% 15% 

Tencent - 5% 5% -  - 25% 40% - 10% 15% 

Alibaba - 5% 5% -  - 35% 25% 15% 10% 5% 

Baidu - - 10% -  - 50% - - - 40% 

Source: Trendforce, CMBIGM   




