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2024 recovery looks promising           

..    Event 

TSMC will host its 4Q23 earnings conference on January 18. We reiterate our view that a 
meaningful 2024 cyclical recovery for TSMC remains on track, and forecast the firm’s sales 
growth will outpace the overall foundry industry by several percentage points in 2024. 

Impact 

2024 outlook intact. We reiterate our forecast of mid-20% top-line growth, in US dollar 
terms, for TSMC in 2024, attributable to: (1) restocking demand; (2) cyclical recovery; (3) 
silicon content growth driven by 5G and HPC; and (4) market share gains, mainly in 
Qualcomm (US) baseband and Intel (US) CPUs. Additionally, we expect TSMC to guide low- 
to mid-teens global foundry industry growth in 2024, and that the company’s growth will 
outperform this by several percentage points. 

1Q24F sales to outperform typical slow seasonality. We forecast 1Q24 sales will decline 
by low-single digits QoQ to US$18.9bn (NT$585.3bn), up 12.9% YoY (up 15.1% YoY in NT 
dollar terms), with upside risk, outperforming typical slow seasonality and consensus of a 
8.7% QoQ decline. We attribute this strength to recovery of N5 UTR, largely driven by 
production ramp-up for Intel Meteor Lake and Android smartphone SoC, offsetting a 
seasonal decline in Apple (US) N3 production. We forecast 1Q24 gross margin of 50-52%, 
versus consensus of 51.5%, due to NT-dollar appreciation, which we estimate will reduce 
gross margin by around 1ppt QoQ. 

Key points worth highlighting. We cut 2024F earnings by 2.1% from NT$1,012.9bn to 
NT$991.4bn, due to: (1) the aforementioned forex impact, as we lower our TWD/USD 
exchange rate assumption from NT$32 to NT$31 per US$1, for 2024; and (2) one-off costs 
associated with tool conversion from N5 to N3, as well as one-off costs related to 
disassembly and reinstallation of N5 equipment during relocation from Taiwan to US. That 
said, we still expect TSMC to reiterate its gross margin guidance of 53%+ from 2024 
forward. We forecast 2024 capex of US$28-30bn, versus US$32bn in 2023, as a portion of 
N7 and N5 capacity will be converted to N3. This is in line with management’s expectation 
that capex and capex intensity will level off in the coming years. 

Valuation & Action 

We adjust our target price from NT$703 to NT$688, based on 18x 2024F EPS, and cut 
2024F EPS from NT$39.06 to NT$38.24, factoring in a lower gross margin forecast for 2024 
of 53.7%, versus our previous estimate of 54.9%, due to less favorable forex and one-off 
costs associated with equipment conversion and relocation. Shares are trading at 2024F 
PE of 15x, which we deem to be very attractive, especially compared to current SOX 
forward PE of 25x. We reiterate Outperform and recommend investors accumulate shares 
on price pullback. 

Risks 

Global macro and geopolitical uncertainties; prolonged inventory correction. 
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