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Semi field trip takeaways: darkness before dawn; 
fabless better positioned than SPE/materials 

 

 

We hosted an investor field trip to visit 5 fabless, 2 SPE and 1 semi material 
companies in Shanghai last week. Based on our trip, we reaffirmed our view on 
a 2H23 recovery for major Chinese fabless names, and an uncertain 2023 for 
Chinese SPE/materials companies. Our check also suggested that foundry 
capex/production cuts have started and inventory level is improving gradually. 
Overall, despite ongoing macro uncertainties and inventory correction, we 
recommend to focus on 2H23 recovery plays in fabless names, such as SG 
Micro, 3Peak and Sino Wealth, and semi localization remains the structural 
growth driver in the long run, benefiting SPE leaders (NAURA, AMEC). 

 IC Design: inventory correction before recovery in 2H23. Most fabless 
companies we visited stated that the worst is over in terms of demand and 
inventory, but margins may see more downside in 1H23E given LTA 
contracts and further pricing pressure on commodity semi products. Looking 
ahead, most companies expected improving inventory in 1H23E and 
demand recovery in 2H23E. In the long term, Chinese fabless are positive 
on growth drivers from overseas markets, accelerated localization and 
industrial/auto expansion. While we think fundamentals may remain weak in 
the near term, especially for consumer electronics, which may lead to 
earnings downward revision, we recommend to focus on 2H23 recovery 
plays including analog and MCU segments. 

 SPE/Materials: CAPEX cut and US-China tensions. While 1Q23 semi 
demand downcycle and foundry capex slowdown continue to weigh on SPE 
& silicon wafer manufacturers, China semi localization trajectory remains 
solid in the long term. In particular, SPE order visibility remains low in near 
term given conservative foundry capex, bidding delay impact and US export 
restrictions since Oct 2022, and we expect SPE recovery in 2H23E driven 
by bidding commencement, capex recovery and accelerated localization. 

 Fabless names are better positioned than SPE/materials. Given foundry 
capex/production cuts and ongoing export restrictions by the US, we expect 
SPE/materials segments to remain under pressure in 2023. For fabless, we 
believe demand/inventory will improve sequentially into 2Q23E and US-
China tensions will boost localization of Chinese fabless segments. Overall, 
we recommend to focus on domestic semi leaders benefiting from these 
trends, such as fabless (SG Micro, 3Peak, Sino Wealth), IDM/foundry 
(SMIC, Huahong Semi), and equipment players (NAURA, AMEC). 
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Related Reports: 

 
1. Reality check on smartphone 

supply chain: Prefer Apple and 

RF names (link) 

2. Apple FY1Q23 miss on macro 

and supply chain issues; Expect 

weakness to persist in near term 

(link) 

3. 4Q22 global smartphone 

shipment down 18% YoY; 

Continue to prefer non-

smartphone plays – 27 Jan 2023 

(link) 

4. Limited surprise on Apple order 

cut; Suggest to focus on non-

smartphone names – 5 Jan 2023 

(link) 

 

 

Valuation Table 
 

Name Ticker 
Mkt Cap Price P/E (x) P/B (x) ROE 

(US$ mn) (LC) FY22E FY23E FY22E FY22E 

SMIC 981 HK 23,971 41.63 29.0 48.9 2.6 9.7 

Hua Hong Semi 1347 HK 5,015 30.10 12.9 12.8 1.6 12.8 

SG Micro 300661 CH 8,237 160.6 59.1 48.8 16.4 31.3 

3Peak 688536 CH 4,387 253.5 77.0 45.4 7.6 10.1 

Sino Wealth 300327 CH 1,952 39.63 33.6 30.9 8.6 25.8 

NAURA 002371 CH 17,570 230.8 56.5 43.0 6.4 11.7 

AMEC 688012 CH 9,257 104.3 58.7 47.0 4.3 7.4 
 

Source: Company data, Bloomberg, CMBIGM estimates 

https://hk-official.cmbi.info/upload/7ab82945-4401-48df-bae8-6dac89303766.pdf
https://hk-official.cmbi.info/upload/45ff247f-d722-48d4-abe5-d2d303c1dba4.pdf
https://hk-official.cmbi.info/upload/32b3bda6-4909-46c6-b319-0b66b6eff604.pdf
https://hk-official.cmbi.info/upload/0c1ec9b4-a248-476c-bc05-6062be5e66ae.pdf
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IC Design: inventory correction before recovery in 2H23 

Most Chinese fabless companies we visited stated that the worst is over in terms of demand 

and inventory, but margins may see more downside in 1H23E given LTA contracts and 

further pricing pressure on commodity semi products. Looking ahead, most companies are 

positive on improving inventory in 1H23E and demand recovery in 2H23E. Overall, we think 

fundamentals may remain weak in the near term, especially for consumer electronics, 

which may lead to earnings downward revision. As such, we recommend to focus on 2H23 

recovery plays including analog leaders, SG Micro (300661 CH) and 3Peak (688536 CH), 

as well as MCU leaders, Sino Wealth (300327 CH). 

End-demand remains weak for consumer electronics. We visited fabless names with 

product exposure to memory, MCU and WIFI chips. Most of them commented that demand 

from consumer electronic remained weak in 1Q23 with limited order visibility in near term, 

and they expected demand rebound will be driven by traditional peak season in 3Q/4Q23E. 

In addition, industrial and automotive downstream demand were resilient, but it can only 

partly offset weakness from consumer electronics due to limited exposure to industrial/ 

automotive segments. Breakthroughs in high-end industrial and automotive applications 

will take up to 2 years during full product cycle from product design, verifications and design 

in with customers. 

Inventory level is mixed but improving overall. Inventory level varies for IC design 

companies we visited. Given overall demand weakness and slower channel restocking, 

most companies expected high inventory level may last for another quarter in 1Q23E, and 

those LTA with foundries are more conservative. For companies with more flexible foundry 

scheme, their inventory level has already started to improve since 4Q22/1Q23E. 

Foundry costs expected to ease in 1Q23E. As foundry utilization started to fall since 

3Q22, most companies expected foundry cost to ease gradually entering into 2023. 

However, cost benefit will be gradually reflected in company’s financials in 2H23E, and LTA 

contracts will remain a drag to foundry cost in 1H23.  

Product pricing and margins to improve in 2H23E. Memory products (NAND, NOR and 

DRAM) price dropped significantly since 3Q22 in terms of YoY and QoQ. Most memory 

companies stated that product pricing started to stabilise recently, but MCU companies 

expected further pricing downside in 1H23E after price hikes for past two years. Therefore, 

for Chinese fabless names, we believe margin pressure would continue into 1H23E, given 

weaker product price and limited cost improvement. 

Growth drivers from overseas markets, localization and industrial/auto segments. 

Looking ahead, most fabless names are expanding into new markets and new segments. 

1) Overseas expansion becomes the major growth strategy for most fabless companies 

amid local market weakness, especially for products with cost advantage and compatible 

product performance vs global peers. 2) Domestic substitution will accelerate with easing 

foundry capacity and ongoing geopolitical tensions, in our view. In particular, for supply 

chain in selected downstream areas such as surveillance, domestic supply chain players 

are likely to benefit from a new wave of substitution demand. 3) New product launches for 

automotive/industrial applications will continue to expand product offerings and enhance 

overall profitability. 
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Upstream SPE/Materials: CAPEX correction and US-China tensions 

While 1Q23 semi demand downcycle and foundry capex slowdown continue to weigh on 

SPE & silicon wafer manufacturers, China semi localization trajectory remains solid in the 

long term. In SPE, order visibility remains low given China foundries’ conservative FY23E 

capex guidance and bidding delay impact, while we expect SPE recovery will resume in 

2H23E driven by bidding commencement, cyclical recovery and accelerated localization. 

We suggest investors to focus on front-end SPE leaders including Naura (002371 CH), 

AMEC (688012 CH), Piotech (688072 CH), Kingsemi (688037 CH), Pnc Process 

Systems (603690 CH), Acm Research (688082 CH), Hwatsing Technology (688120 

CH) and Wanye Enterprises (600641 CH). In silicon wafer market, despite 8-inch silicon 

demand declined due to consumer electronics weakness, 12-inch demand remains steady 

and high-end 12-inch silicon wafer capacity expansion is well on track, mainly driven by 

localization. We suggest investors to pay attention to National Silicon Industry (688126 

CH) and Lion Microelectronics (605358 CH).  

SPE Sector 

Foundries’ bidding delay remains the major overhang. We believe that the SMIC/Hua 

Hong Semi’s guided FY23E capex of flat/-42% YoY imply less aggressive capacity 

expansion in 2023 given ongoing inventory correction in 1H23 and demand recovery 

uncertainty in 2H23E. In addition, capacity expansion of YMTC and CXMT’s phase II were 

impacted due to US restrictions in Oct 2022. Therefore, we remain cautious on demand for 

domestic SPE in the short term and current foundries’ bidding delay will weigh on new order 

wins. However, we remain positive on China localization trend to drive long-term growth 

given Chinese SPE’s low share allocation in domestic foundries. 

SPE component localization to accelerate. While SPE component supply is highly 

dependent on overseas suppliers due to high barriers and development cost, we expect 

localization to accelerate given geopolitical risk and supply chain safety concern. Domestic 

supply chain is actively lowering US components’ contribution, and machine-processing 

parts are easier to replace in China than IC instruments/meters due to foreign standards. 

Domestic SPE penetration in 28nm and below processes to speed up. Despite 

notable localization progress in etching and cleaning equipment, lithography, metrology 

and inspection’s substitution remain challenging. In addition, thin-film deposition, etching, 

measurement, ion implanter and track equipment’s localization rate in 28nm and below 

process lines remain low. Looking forward, we expect rising domestic SPE penetration in 

more critical processes (28nm & below) driven by US export controls and localization.  

Silicon Wafer Sector 

8-inch demand weakened; 12-inch demand remains steady. Our checks suggested 

consumer electronics’ weakness will start to impact silicon materials in 2H22E, where 8-

inch silicon wafer demand declined. However, 12-inch demand remains steady driven by 

rising silicon content in high-end smartphones, data center and intelligent vehicles. 

12-inch silicon wafer expansion to continue; LTA to ensure ASP stability. Shin-Etsu, 

SUMCO, GlobalWafers, Siltronic and SKSiltron dominate the global silicon wafer market, 

with over 90% market share. SUMCO expects 12-inch silicon wafer demand to recover and 

global suppliers’ capacity expansion to continue in FY24-25E. Chinese largest silicon wafer 

supplier, National Silicon Industry’s (12% of market share in 2020) high-end 12-inch 

capacity expansion is on track to reach 60kwpm driven by localization and LTA with 

downstream foundries will ensure ASP stability. 
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Disclosures & Disclaimers  

Analyst Certification 
The research analyst who is primary responsible for the content of this research report, in whole or in part, certifies that with respect to the securities 

or issuer that the analyst covered in this report: (1) all of the views expressed accurately reflect his or her personal views about the subject securities 
or issuer; and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to the specific views expressed by that analyst 
in this report. 

Besides, the analyst confirms that neither the analyst nor his/her associates (as defined in the code of conduct issued by The Hong Kong Securities 
and Futures Commission) (1) have dealt in or traded in the stock(s) covered in this research report within 30 calendar days prior to the date of issue 
of this report; (2) will deal in or trade in the stock(s) covered in this research report 3 business days after the date of issue of this report; (3) serve 

as an officer of any of the Hong Kong listed companies covered in this report; and (4) have any financial interests in the Hong Kong listed companies 
covered in this report.  

 

CMBIGM Ratings 
BUY : Stock with potential return of over 15% over next 12 months 
HOLD : Stock with potential return of +15% to -10% over next 12 months 
SELL : Stock with potential loss of over 10% over next 12 months 
NOT RATED : Stock is not rated by CMBIGM 

 
OUTPERFORM                    : Industry expected to outperform the relevant broad market benchmark over next 12 months 

MARKET-PERFORM            : Industry expected to perform in-line with the relevant broad market benchmark over next 12 months 
UNDERPERFORM                : Industry expected to underperform the relevant broad market benchmark over next 12 months 

 

CMB International Global Markets Limited 
Address: 45/F, Champion Tower, 3 Garden Road, Hong Kong, Tel: (852) 3900 0888   Fax: (852) 3900 0800 
 

 

CMB International Global Markets Limited (“CMBIGM”) is a wholly owned subsidiary of CMB International Capital Corporation Limited (a wholly owned 
subsidiary of China Merchants Bank)  
 

 

Important Disclosures 
There are risks involved in transacting in any securities.  The information contained in this report may not be suitable for the purposes of all investors.  CMBIGM does 
not provide individually tailored investment advice. This report has been prepared without regard to the individual investment objectives, financial position or special 
requirements.  Past performance has no indication of future performance, and actual events may differ materially from that which is contained in the report.  The value 
of, and returns from, any investments are uncertain and are not guaranteed and may fluctuate as a result of their dependence on the performance of underlying assets 
or other variable market factors.  CMBIGM recommends that investors should independently evaluate particular investments and strategies, and encourages investors 
to consult with a professional financial advisor in order to make their own investment decisions. 
This report or any information contained herein, have been prepared by the CMBIGM, solely for the purpose of supplying information to the clients of CMBIGM or its 
affiliate(s) to whom it is distributed.  This report is not and should not be construed as an offer or solicitation to buy or sell any security or any interest in securities or 
enter into any transaction.  Neither CMBIGM nor any of its affiliates, shareholders, agents, consultants, directors, officers or employees shall be liable for any loss, 
damage or expense whatsoever, whether direct or consequential, incurred in relying on the information contained in this report.  Anyone making use of the information 
contained in this report does so entirely at their own risk. 
The information and contents contained in this report are based on the analyses and interpretations of information believed to be publicly available and reliable. CMBIGM 
has exerted every effort in its capacity to ensure, but not to guarantee, their accuracy, completeness, timeliness or correctness. CMBIGM provides the information, 
advices and forecasts on an "AS IS" basis.  The information and contents are subject to change without notice. CMBIGM may issue other publications having information 
and/ or conclusions different from this report.  These publications reflect different assumption, point-of-view and analytical methods when compiling. CMBIGM may make 
investment decisions or take proprietary positions that are inconsistent with the recommendations or views in this report. 
CMBIGM may have a position, make markets or act as principal or engage in transactions in securities of companies referred to in this report for itself and/or on behalf 
of its clients from time to time. Investors should assume that CMBIGM does or seeks to have investment banking or other business relationships with the companies in 

this report. As a result, recipients should be aware that CMBIGM may have a conflict of interest that could affect the objectivity of this report and CMBIGM will not assume 
any responsibility in respect thereof. This report is for the use of intended recipients only and this publication, may not be reproduced, reprinted, sold, redistributed or 
published in whole or in part for any purpose without prior written consent of CMBIGM. 
Additional information on recommended securities is available upon request. 
  
For recipients of this document in the United Kingdom 
This report has been provided only to persons (I)falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (as amended 
from time to time)(“The Order”) or (II) are persons falling within Article 49(2) (a) to (d) (“High Net Worth Companies, Unincorporated Associations, etc.,) of the Order, and 
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For recipients of this document in the United States 
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