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Impact 

Foundry – Cycle to peak in 2025F; advanced node supply tight; oversupply in mature 
nodes. In 2025F, we expect the global semiconductor sector to see another strong year, 
with sales estimated at US$731.6bn (up 18% YoY), thanks to strong AI demand and 
moderate recovery of non-AI applications. We believe the cycle will likely peak next year, 
in line with historical patterns. In addition, due to strong AI demand, mobile flagship SoC 
3nm migration and fewer competitors in N3, N4 and N5, we expect N3, N4 and N5 
utilization rates and also for CoWoS will remain high throughout the year, whereas 
mature nodes may see greater pricing pressure due to aggressive capacity expansion at 
Chinese foundries. 

Fabless – Non-AI fabless sales growth in 2025F dependent on spec upgrades. Most of 
Taiwan’s fabless plays believe that end-market demand for consumer electronics will see 
healthy recovery next year. Without the strong inventory restocking seen in 1H24, fabless 
sales growth next year will rely heavily on process and specification upgrades. However, 
China’s self-sufficiency drive, particularly in areas like DDI, optical sensor, Wi-Fi 5/ 6, and 
low-speed Ethernet, could weigh on fabless earnings growth. We recommend a strategic 
focus on firms benefiting from spec upgrades, or those aggressively seeking out new 
customers and expanding markets. 

Testing interface – Strong AI demand the key driver. Due to the increasing complexity 
of AI and HPC chip design, requirements for the testing environment and the time 
required for testing AI and HPC-related chips are increasing. This is further driving 
demand for wafer sorting (chip probing), final testing, burn-in testing, and system-level 
testing. We also note that the current product cycle of Nvidia's (US) AI chips has been 
shortened to 1.0-1.5 years, versus 2-3 years in the past. We attribute this to: (1) major 
CSPs requiring GPUs with stronger computing power, as they are still engaged in an AI 
arms race; and (2) Nvidia ramping up product releases as the AI market continues to 
expand. AMD (US) is also developing its MI-series of GPUs, while major cloud service 
providers continue to develop AI ASIC projects in a bid to undercut Nvidia's market share. 
We believe resilient AI demand and structural trends such as higher testing requirements 
for AI and HPC chips will be key long-term growth drivers for testing interface vendors. 

IP – Long-term growth secured on China demand. We are positive on the long-term 
growth prospects of the IP industry, driven by the shift toward advanced process nodes, 
which is significantly increasing design complexity and R&D costs. Additionally, China's 
push for technological self-reliance is fueling local demand for non-western third-party 
IP suppliers. Given the underdeveloped state of China’s IP ecosystem, we believe 
Taiwanese IP suppliers stand out as key beneficiaries. Looking ahead to 2025F, with 2nm 
capacity coming on line, related IP licensing underway, and continued localization and 
wafer fab expansion in China, we are particularly positive on third-party IP suppliers with 
strong advanced-node offerings and high revenue contribution from China. 

Stocks for Action 

TSMC (2330 TT, NT$1,000, OP) is our top pick in the semiconductor sector due to its 
leadership position in technology and earnings certainty. Moreover, as capex continues 
to be raised (particularly in advanced packaging and 2nm), we see all equipment vendors, 
IP suppliers and testing inference plays benefit from TAM growth. Our top picks are 
Winway (6515 TT, NT$1,170, OP), MPI (6223 TT, NT$760, OP) and M31 (6643 TT, NT$680, 
OP). In view of AI boom, we are also positive on AI ASIC development, with both 
MediaTek (2454 TT, NT$1,250, OP) and Alchip (3661 TT, NT$2,160, OP) benefiting from 
the take-off of AI inference demand. We also believe Andes (6533 TT, NT$361.5, OP) will 
benefit from RISC-V penetration growth. We also like Faraday (3035 TT, NT$217, OP) due 
to its long-term business transformation increasing RFQ demand and to its design-wins. 

Risks 

Slowdown of AI spending and demand; economic recession. 
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Disclaimer 
All the information contained in this report is not intended for use by persons or entities located in or residing in jurisdictions which restrict the distribution of this information by KGI Asia 

Limited (“KGI”) or an affiliate of KGI. Such information shall not constitute investment advice, or an offer to sell, or an invitation, solicitation or recommendation to subscribe for or invest 

in any securities or investment products or services nor a distribution of information for any such purpose in any jurisdiction. In particular, the information herein is not for distribution and 

does not constitute an offer to sell or the solicitation of any offer to buy any securities in the United States of America, or to or for the benefit of United States persons (being residents of the 

United States of America or partnerships or corporations organised under the laws of the United States of America or any state, territory or possession thereof). All the information contained 

in this report is for general information and reference purpose only without taking into account of any particular investor’s objectives, financial situation or needs. Such information is not 

intended to provide professional advice and should not be relied upon in that regard. 

Some of KGI equity research and earnings estimates are available electronically on www.kgi.com.hk. Please contact your KGI representative for information. The information and opinions 

in this report are those of KGI internal research activity. KGI does not make any representation or warranty, express or implied, as to the fairness, accuracy, completeness or correctness of 

the information and opinions contained in this report. The information and opinions contained in this report are subject to change without any notice. No person accepts any liability 

whatsoever for any loss however arising from any use of this report or its contents. This report is not to be construed as an invitation or offer to buy or sell securities and/or to participate in 

any investment activity. This report is being supplied solely for informational purposes and may not be redistributed, reproduced or published (in whole or in part) by any means for any 

purpose without the prior written consent of KGI. Members of the KGI group and their affiliates may provide services to any companies and affiliates of such companies mentioned herein. 

Members of the KGI group, their affiliates and their directors, officers and employees may from time to time have a position in any securities mentioned herein.  


