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Spot price upcycle has begun  

  Event 

Since August, spot prices of DDR4 8Gb and 512 Gb TLC NAND flash wafers have risen 
a respective 4% and 21% to US$1.50 and US$1.69, marking the start of an upcycle due 
to tightening supply and demand dynamics which are the result of deep production 
cuts by leading manufacturers. We believe rising DRAM and NAND flash spot prices 
will boost contract prices from 4Q23. 

Impact 

Tighter spot goods supply. The majority of memory manufacturers have been limiting 
spot goods supply to module makers since the beginning of September. Measures 
include: (a) raising DRAM and NAND flash quotes to a respective US$1.65 and US$2.0, 
up a hefty 15% and 43% from troughs of US$1.45 and US$1.40 in August; (b) reducing 
supply to potential buyers whose inquiries are below quotes; and (c) demanding eTT 
and reball (low-price specs) buyers purchase original specs simultaneously. Factors 
tightening the spot market are: (1) following Samsung’s (KR) 4Q23F expansion of 
production cuts for NAND flash and DRAM, SK Hynix (KR), Kioxia (JP), and Micron (US) 
will increase their output cuts for NAND flash from a respective 25%, 23%, and 27% in 
3Q23 to 30%, 27%, and 35% in 4Q23F; (2) as memory makers cap supply, module 
makers that just started NAND flash restocking in late August will only be able to boost 
inventory to around 13 weeks, a far cry from the goal of 15-18 weeks, leaving room 
for a catch-up price rally in 4Q23F; (3) some memory makers have unpackaged 
products in inventory, and will thus be unlikely to supply the downstream segment in 
a timely manner; and (4) module OEM capacity shortages during the peak production 
season for consumer electronics are restraining branded module shipments. 

Rising spot prices to boost contract prices.  In late September, spot prices of DDR4 
and NAND flash wafers had respective premiums of 13% and discounts of 10% over 
contract prices. Since spot prices will be a key reference for memory makers in 4Q23F 
contract price negotiations, we believe rising spot prices will boost contract prices 
QoQ from 4Q23. Cash costs of leading DRAM and NAND flash makers are a respective 
US$0.9 and US$1.8, and their production costs are around US$1.3 and US$3.2. We 
forecast contract prices will rise to just US$2.2 and US$3.0 in 4Q24, and production 
cuts will extend into 3Q24 and 4Q24. 

Revise down 2024F capex.  Leading manufacturers have been lowering 2024 capex 
estimates significantly since September, with total DRAM capex reversing from 19% 
YoY growth to a 3% YoY decline, except 4% YoY growth at SK Hynix. Meanwhile, total 
NAND flash capex has reversed from 19% YoY growth to a 16% YoY decline, implying 
that manufacturers can expand bit supply by simply easing output cuts. Besides 
leading manufacturers, Yangtze Memory (CN) will likely keep capex flattish YoY in 
2024 after a YoY cut of 76% in 2023. This is the result of the company’s shift in focus 
to improve product yield for 128- and 176-layer nodes, while reducing investment in 
96-layer and lower nodes. 

Stocks for Action 

We are upbeat on the earnings outlooks for memory makers as rising spot prices will 
likely boost contract prices, especially for module makers that will benefit from 
inventory reductions in 4Q23 due to rising spot prices. 

Risks 

Slower-than-expected production node migration; weakening market demand. 
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