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Good margins to persist for AI component makers             

..    
 
 
 
 
  

Event   

After posting 2Q24 financial results, we noted that most IT hardware companies enjoyed 
improved gross and operating margins in 2Q24, on better product mixes and favourable 
exchange rates. AI server sales were a spotlight for these firms, and improved Hopper GPU 
supply from Nvidia’s (US) in 2Q24 should continue in 2H24F. The launch of Blackwell GPUs 
(B200/ GB200) will follow soon, with small volume Blackwell-series shipments beginning in 
4Q24F, and mass production after 1Q25F. 

Impact 

2Q24 earnings results. Among the IT hardware supply chain, most firms’ 2Q24 earnings beat 
our forecasts, on rising margins and forex gains. Margins grew because of: (1) stronger-than-
expected notebook and server sales growth, with demand for both general servers increasing, 
and higher AI server shipments; (2) higher server sales weightings benefited most thermal, 
power, PCB, and mechanical component makers (rail kit and chassis). AI server sales were low 
in 1Q24, but rebounded significantly in 2Q24 on Hopper GPU supply increases. Quanta 
Computer’s (2382 TT, NT$271.5, OP) AI server sales weighting was over 25% in 2Q24, versus 
8-10% in 1Q24. The 2Q24 AI server sales weighting for Hon Hai Precision Industry (2317 TT, 
NT$181, OP) was 13-15% (9-10% in 1Q24), Wiwynn’s (6669 TT, NT$1,925, OP) was over 20% 
(15-20% in 1Q24), and Inventec’s (2356 TT, NT$47.35, OP) rose to 15-20% (10% in 1Q24). 
Though there were limited AI server shipments in 1H24, revenue trended up over 2Q24. While 
firms expect AI server sales to grow QoQ in 2H24F, with Hopper the mainstream GPU, we may 
see gross margin for ODMs face negative pressure, but component makers will enjoy margins 
improvement over the 2Q24 level. 

Catalysts in 2H24F. Based on IT hardware companies’ guidance, AI server sales will be the 
catalyst for 2H24F sales and earnings growth. General server demand recovered in 1H24, with 
YoY sales growth, and both Hon Hai and Wiwynn benefited with general server sales growth 
of 16% and double digit YoY, respectively, in 1H24. With improved supply of Nvidia’s GPUs, 
companies expect AI server sales growth to drive sales in 2H24F, especially for Hopper-series 
servers. Blackwell-series (B200/GB200) AI servers will be still in small volume in 4Q24 and 
enter into mass production in 1Q25 after. Hon Hai said it will be the leading GB200 AI server 
rack supplier in 4Q24F, with ODMs all expecting rising shipments in 2H24F. Gross margin 
dilution from AI server sales growth will occur in 2H24F, resulting from a server ASP surge for 
ODMs (US$200k for a Hopper AI server rack, and US$2.5-3.5mn for a Blackwell server rack, 
compared to US$100k for a general server rack). However, thermal, power supply, mechanical 
and PCB component makers will benefit from high AI server demand. As Blackwell shipments 
in 2H24F will be limited, Hopper shipments will benefit air cooling, GPU baseboard, rail kit and 
chassis firms, such as Wistron (3231 TT, NT$101.5, OP), Asia Vital Components (AVC; 3017 TT, 
NT$594, OP), King Slide Works (2059 TT, NT$1,165, OP), and Chenbro Micom (8210 TT, 
NT$297, OP). Liquid cooling demand will hike in 2025F followed by GB200 AI server demand 
rise, which should benefit AVC, Delta Electronics (2308 TT, NT$409, OP), Auras Technology 
(3324 TT, NT$600, OP) and Kaori Heat Treatment (8996 TT, NT$336, OP). However supply 
tightness for quick dis-connectors (QD) may weigh on shipments growth in 2H24F. The Apple 
supply chain will see higher iPhone, MacBook and wearable shipments in 2H24F, on new 
model rollouts, which was cited in guidance from Hon Hai, Largan Precision (3008 TT, 
NT$2,715, OP) and Simplo Technology (6121 TT, NT$364, OP). ODMs guide flat notebook 
shipments growth QoQ in 3Q24F, on a high base in 2Q24 from restocking demand, with only 
Asustek Computer (2357 TT, NT$513, OP) and Pegatron (4938 TT, NT$102.5, N) positive on NB 
sales growth of 15-20% QoQ in 3Q24F. More AI notebook models will launch after 4Q24F, and 
the supply chain expects a notebook replacement cycle will boost demand in 2025F. 

Stocks for Action 

We suggest investors focus on the Hopper-series AI server and iPhone supply chain in 2H24F. 
Our top picks are Quanta, Wistron, Hon Hai, AVC, Chenbro, EMC (2383 TT, NT$436, OP), Gold 
Circuit (2368 TT, NT$206.5, OP), Delta, King Slide, Largan Precision and Compeq 
Manufacturing (2313 TT, NT$70.7, OP). 

Risks 

Weak consumer demand for PCs and smartphones; AI server GPU supply constraints. 
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All the above named KGI analyst(s) is SFC licensed person accredited to KGI Asia Ltd to carry on the relevant 

regulated activities. Each of them and/or his/her associate(s) does not have any financial interest in the 

respectively covered stock, issuer and/or new listing applicant. 
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