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Data center demand stronger than telecom; Chinese handset demand to affect power 

amplifier supply chain           

..     Event 

We highlight the key messages of the 2Q24 earnings calls with EU and US networking 
companies, showing that demand from telecos will bottom in 2H24F, while demand 
for AI-related products is strong. 

Impact 

Telco demand to trough in 2H24F. Broadcom (US), Cisco (US) and Lumentum (US) all 
expect demand from telcos will bottom in 2H24F, and orders to pick up gradually. 
Telcos, including Verizon (US), AT&T (US), T-Mobile (US) and Comcast (US), expressed 
they will strengthen fixed-access broadband and FWA businesses. They also said the 
effects of the 2Q24 end of the US government-provided affordable connectivity 
program (ACP) have been limited, and that they will assist customers in transferring 
to other suitable programs. Meanwhile, Ericsson (SE) and Nokia (FI) noted that India’s 
RAN investment has normalized since peaking in 2Q23. Ericsson, in particular, said 
sales in Northeast Asia, the Middle East and Africa have been falling, and observes 
intensifying competition from Chinese peers. 

AI demand most promising. Arista (US) said the firm connected several thousand 
GPUs in 2Q24, and management maintains goals of connecting 100k GPUs and AI 
related sales of US$750mn in 2025F. Cisco is upbeat on the potential for US$1bn 
worth of AI orders in FY2025, mainly for Ethernet and optical communication 
products. Lumentum and Coherent (US) both expect sales of 1.6T related products 
will grow significantly in 2025F, with indium phosphide being a key material, while 
VCSEL and EML supplies need to be improved. Overall, various AI related companies 
are sending the following messages: (1) AI demand remains strong; (2) 800G switches 
will become the mainstream in 2025F; and (3) 1.6T optical transceiver module 
products will ramp up in 2025F. 

2H24F industry views on handset PA supply chain diverging; strong iPhone inventory 
stocking; conservative Chinese Android demand. Pull-in of iPhone related products 
is robust in 3Q24, while demand for Android handsets in China will fall significantly in 
2H24F. Therefore, 3Q24F sales for the Taiwanese power amplifier supply chain was 
revised down by a large margin (Figures 4-6). Skyworks (US) said that Apple (US) 
contributed lower sales QoQ, with a steeper-than-seasonality decline, and that pull-
in during June was slower than in March-April. We therefore believe Skyworks has 
lost its RFFE market for new iPhone models to Qualcomm (US) and Qorvo (US). Visual 
Photonics Epitaxy (VPEC; 2455 TT, NT$137.5, OP) and Win Semiconductors (3105 TT, 
NT$130, OP) stand to benefit. 

Stocks for Action 

Our top pick in the data center switch supply chain is Accton (2345 TT, NT$526, OP). 
In terms of materials makers, we are positive on LandMark (3081 TT, NT$209, N) due 
to growing demand for InP. Elite Advanced Laser (3450 TT, NT$179.5, NR) will benefit 
from EML/ VCSEL shortages from Lumentum and Coherent. On a rebound in demand 
from telcos and enterprises, we favor Wistron NeWeb (6285 TT, NT$114, N), Sercomm 
(5388 TT, NT$102.5, OP), Arcadyan (3596 TT, NT$140.5, N) and Gemtek (4906 TT, 
NT$40.4, OP). In the GaAs sector, our top pick is VPEC, due to strong US handset client 
inventory stocking, and robust shipments of data center optoelectronics products, 
partially offsetting the effects of muted demand for Android handsets in China. We 
adjust our target prices for Arista and Cisco to a respective US$389 (35x 2025F EPS) 
and US$54 (15x 2025F EPS) in response to 2Q24 results and guidance, and maintain 
Outperform on both. We maintain Neutral on Comcast, with a target price of 
US$42(10x 2025F EPS). 

Risks 

Disappointed AI demand; slow recovery from telcos and enterprises; macroeconomic 
risk. 
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