CHINA SOFTWARE & IT SERVICES: POSITIVE CLOUD

OUTLOOK DESPITE RUSSIA-UKRAINE CRISIS
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Russia-UkrainecrisismaylengthenserverdeliveryscheduleasUkra
ineproduces>70%ofglobalNeon,anecessarychemicalforchipproduct

ion.

Meanwhile, AliCloudreportedamere+20%YoYgrowthinCY4Q21.
WebelieveChinalaaS+PaaSmarketremainsstrong
( 9M21+48%YoYtoUS$15.3bn,accordingtolDC )
butAliCloudsharelosstoHuawei/ChinaTelecomwillbecomemoreobvi
ous.Weremainpositiveon2022EChinacloudoutlook.BUYGDS (GDSUS)
andinnolight (300308CH),

Russia-Ukrainecrisiscoulddeependataenterchipshortage,resulti
nginlengthenedserverdeliveryschedule.ThreeUkrainiancompaniespr
oduce>70%ofglobalNeongassupply.Neonisagaseouschemicalelem
entbeingusedduringchip-makingprocess.Keyglobalsemiconductorc
ompanies ( ASML/Intel/Micron/SKHynix )
donotexpectanydirectimpactastheyhavebuiltupinventory.Thisisnott
hefirsttimefacingNeonshortageglobally

(lastonewasin2015-2016,triggeredbyRussianinvasionintoUkraine’
sCrimeanregionin2014 )
andthatNeonpricewentup10xduringthatperiod.lfchipshortagedeep

ens,webelievecloudexpansionplancouldexperiencedelayasserverdeli
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verycyclelengthens,affectingmove-inscheduleandhenceutilizationra

teforIDC.

Huawei/ChinaTelecomcontinuetogainsharefromAliCloud.AliClo

ud

CY4Q21revenuemerelygrewat+20%YoYtoRMB19.5bndueto? )
losingBytedanceoverseascloudorder,2 )
tightenedregulationsappliedtoonlineentertainment/educationsecto
rand3 )
losingSOEs/gov’ thybridcloudorderstoHuawei/ChinaTelecom,inour
view.AccordingtolDCdata,ChinalaaS+PaaSmarketsizewasatUS$5.70
bnin3Q21 (+48%YoY), AliCloudshareloss (-3.5pptsYoYt038.2%)
toHuawei ( +1.5pptsYoYt010.7% ) andChinaTelecom

(+1.2pptsYoYt09.0%) becamemoreobvious.

Cloudprovidersoperatehyperscaledatacentersinwesternregions
beforethe “EasternData,WesternCompute” planwasreleased.On17
Feb,NDRCreleased “EasternData,WesternCompute” planthataimst
osolvethecomputingpower/energyusageimbalancebetweendatacen
tersintheeasternandwesternregions.Alibaba/Tencent/Huaweialready
operatehyperscaledatacentersininnerMongolio,Zhangbei,Guizhou,

beforethedocumentswerereleased.Networkbandwidthanddatatrans
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missioncostremainthebottlenecksforthelocationshift.Inalongerterm,

land/powerscarcitywillprovidegroundsfordatacentersintier-onecitie

stohikeprice.

Remainpositiveoncloudsupplychainoutlook.Weexpect2022EChi
nacloudmarkettorecover:ChinalaaS+PaaS+30-40%YoY/cloudcapex
+15-20%YoY.Amongcloudsupplychain,welikeIDC:GDS (GDSUS,BUY)
—benefitsfromcloudcapexreboundandOpticaltransceiver:innolight

( 300308CH,BUY ) -
benefitsfrom200G/400Gopticalmodulesdeployment.
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