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Weak market in 2023: growth in EV & Al server MARKET PERFORM

offset by soft consumer electronics demand elindelin)
Global PCB market: The global PCB market showed minimal growth in 2022, China Technology Sector
with a modest 1.0% YoY increase, but it is expected to face a substantial decline

of 4.1% in 2023. In terms of quarterly performance, both 1Q23 and 2Q23 have Lily Yang, Ph.D.
recorded steep declines of more than 20% YoY, signaling a rather bleak outlook (852) 3916 3716

for the global PCB market. Moving forward, we expect the global PCB market will lilyyang@cmbi.com.hk
persistently encounter macroeconomic challenges due to weakened consumer Kevin Zhang

demand and the ongoing destocking cycle among downstream industries in 2H23. (852) 3761 8727

We may see some gradual recovery in 2024. kevinzhang@cmbi.com.hk

B Industry demand outlook remains weak. Over half of the PCB sales are
from consumer electronic markets (21% from mobile, 17% from PC and 15%
from other). The outlook for these markets is dim in 2023: 1) smartphone
shipment to remain below pre-pandemic level, 2) PC shipment to fall 5.6%
and 3) wearables shipment (such as TWS) largely affected by mobile market.
The sluggish demand and excess inventory will weigh on the sector in the
near term.

Starting from 2022, the pace of global economic recovery began to decelerate
significantly, primarily due to a turbulent global macroeconomic environment and
the tightening monetary policy under a hawkish US Fed. The global electronics
industry was not immune to these macroeconomic challenges, experiencing a
noticeable impact as consumer demand struggled to gain momentum. The global
economic landscape retained its complexity, with limited indications of a robust
recovery in sight. China's PMI remained in contraction territory, reflecting
persistently subdued consumer demand across most industries. Per Prismark’s
data, China’s PCB market is expected to experience yet another decline in market
size in 2023 with a YoY decline of 3.8%.

B Shennan Circuit (002916 CH): Hold rating with TP of RMB72, based on
25x rollover 2024E P/E. We believe the business will continue to be affected
by industry downcycle, and a turnaround may come later than previously
expected.

Shengyi Tech (600183 CH): Hold rating with TP of RMB 16.1. We expect
modest sequential growth in 2H23 as the Company’s mgmt. mentioned the
recent operation of CCL products was running on full capacity. However, we
still think investors should remain cautious as macro headwinds still persist
and can further affect downstream demand.
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Global PCB market: review and outlook

Global PCB Market continued to fall short of expectations in 2Q23
following a streak of declines in 2022

The global PCB market was down significantly by 20.3% YoY in 2Q23, following 17.3%
and 21.2% YoY decline in 4Q22/1Q23. The decrease was a reflection of broad weakness
across all PCB segments, mainly due to 1) falling demand for electronics products under
global macroeconomic pressures and 2) ongoing inventory digestion in downstream and 3)
ASP erosion.

Figure 1: Global PCB market experienced significant decline since 4Q22
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Global economic pressure has led to falling demand for electronics, especially in the
consumer electronics market, which accounts for over 50% of the PCB industry. In 1H23,
global mobile and PC shipments saw substantial declines of 11% and 22% YoY,
respectively, according to IDC. However, EV and Al server markets are among the few
sectors still showing growth. Our outlook for 2H23 is cautious, with expected declines in
handset and PC shipments. The second largest segment is telecom market, and as we
expected earlier: “Global telecom spending is likely to decrease in 2023, considering
unsatisfactory revenue growth and macro challenges” (link).

The continual destocking momentum in the downstream sector persists. Although some
downstream customers currently maintain relatively low inventory levels, their inclination to
restock remains modest. Several manufacturers are still in a phase of careful observation.
We believe that the pressure in this regard will endure, yet there exists the potential that
the Apple super cycle and the return of Huawei may yield results that prove to be better-
than-feared.

ASP erosion exists across all product segments, with especially significant price declines
observed in HDI, FPC, and package substrates, per Prismark, who projects a 15% YoY
decline in PCB sales, but only a 4.8% YoY decrease in terms of volume. This discrepancy
suggests a roughly 10% YoY reduction in ASP.
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Figure 2: Handset shipment declined by 7.8% YoY Figure 3: PC shipment declined by 13.9% YoY in

in 2Q23 2023
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Ongoing pressure in 2H23; Gradual recovery may come in 2024

The worldwide consumer electronics sector has persistently experienced a state of fragility,
although there have been glimpses of recovery in 2H23. However, the sustainability of this
resurgence remains contingent upon further confirmation, as there are no discernible
indications of a sustained rebound in consumer demand in the near term.

Regarding shipments within each electronics category, wearables have endured the most
severe setbacks, with a decline of 52.0% YoY in 1Q23 and an additional 46.5% YoY decline
in 2Q23. Similarly, PC and mobile shipments have also been hit but with more moderate
magnitude.

For 2023, Prismark revised down its global PCB sales growth forecast to 15.0% YoY
decline from previous 9.3% YoY decline. We do not expect a meaningful turnaround for
PCB industry in the near term and believe the PCB manufacturers will continue to face
challenges in 2H23.

Looking into 2024, we think global semi market growth could be a good reference for PCB
market, given the positive correlation between these two data. WSTS updated its latest
semi market forecasts in June 2023: “The global semi market is predicted to experience
a downturn of 10.3% in 2023, however this is anticipated to be followed by a robust
recovery, with estimated growth of 11.9% in 2024.” We may see some gradual recovery
inin 2024.

Figure 4: Global semi growth is expected to rebound Figure 5: Global PCB market growth is expected to

in 2024 due to steady global GDP growth turn negative in 2023 to -4.1%
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Copper priceis likely to remain stable for the rest of 2023

PCB'’s largest cost is CCL (c.30-70% depending on the type of PCB), of which copper foll
(30-50%), glass fiber (~25%) and resin (~25%) are the top contributors. Therefore, copper

is a key material for PCB.

Figure 6: CCL is key material of PCB (2019)

Figure 7: CCL material cost breakdown (2020)
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Figure 8: Copper price has fluctuated little in 9M23
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In 2021, copper price was up dramatically, reaching US$10k/ton in May, driven by strong
demand and tight supply. In 2022, copper price remained at its high but began to fall on
growing global recession fears since 2Q. There is a brief surge after China’s reopening.
1H23, copper price has held steady, which was in line with our previous prediction (link).

Since 2H22, copper inventory has been on a declining trend with a slight recent uptick.
Through our channel check, we saw the inventory level of some downstream PCB clients
is relatively low. However, they were still reluctant to purchase more materials. Meanwhile,
the PCB industry is consolidating as small participants are struggling to survive. This has
suppressed the willingness to restocking and the demand recover has been delayed.
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China PCB Supply Chain Outlook: Continued weakness in
1H23 and pending recovery in 2H23

China is expected to maintain its dominant position as the leading PCB manufacturing hub
in 2023E, commanding over 50% of the market share. However, it is worth noting that the
China PCB industry faced some significant setbacks in 2022. These challenges were
primarily driven by industry headwinds and a growing emphasis on supply chain
diversification in the global electronics sector. The diversification efforts prompted many
companies to explore alternative manufacturing locations to reduce dependency on a
single region.

While the year 2022 was challenging, there have been signs of a slight rebound in domestic
sales since China’s reopening in 1H23. Nevertheless, it is important to approach this
rebound cautiously, as macroeconomic headwinds continue to cast uncertainties over the
industry's near-term prospects. The PCB market in China is navigating a complex
landscape characterized by evolving global supply chain dynamics that may impact the
sustainability of this rebound.

Figure 9: China: the predominant PCB Figure 10: Both global and China semi market sales
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