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• Global semiconductor stocks have declined by double
digits from their recent peak due to profit-taking and
rising geopolitical tensions.

• However, we think the industry's fundamentals are
set to rebound strongly and forecast more than 25%
revenue growth and over 50% profit growth in 2024.
With this outlook as well as an attractive valuation
of 18.5x forward P/E, we see tactical opportunities
emerging for global semiconductor stocks. A strong
and rising contribution from AI and stabilizing PC and
smartphone sales should act as additional catalysts.

• Hence, we are launching a short-term, tactical
theme on global semiconductors (MSCI AC World
Semiconductors & Semiconductor Equipment Index),
as we expect the industry to outperform the broader
growth benchmark index (MSCI AC World Growth)
by mid-single digits over the next 3–6 months. Please
refer to our selection lists for more semiconductor
stock-specific views.

Source: Dreamstime

 
Our view
With a market cap of more than USD 4 trillion and very
well-integrated supply chains, the global semiconductor
industry is one of the most important pillars of the tech
sector. The industry is highly cyclical, with semiconductor
stocks usually exhibiting above-average volatility. This means
the industry often provides good tactical opportunities
for growth-based investors. Indeed, we believe global
semiconductor stocks (represented by the MSCI AC World
Semiconductors & Semiconductor Equipment Index) are
now poised to rebound and outperform broader growth
benchmarks (MSCI AC World Growth Index) in the short
term as their stronger near-term recovery becomes more
apparent.

While we believe we are currently in the mid-cycle stage
for global tech, which usually favors software and internet,
the tactical opportunity in semis cannot be ignored given
their share prices have fallen by double digits from
the recent peak due to profit-taking and geopolitical
escalations. We believe these concerns are overdone. The
near-term impact from recent export controls should be
manageable. Concerns about excess valuations should be
largely behind us, as the global semiconductor industry is
now attractively valued at 18.5x forward P/E. And more
importantly, supported by strong AI demand and stabilizing
PC and smartphone sales, we expect global semiconductor
fundamentals to rebound strongly in 2024, with revenues
growing by above 25% and profits jumping by more than
50%, based on our calculations.

This report has been prepared by UBS AG Singapore Branch and UBS Financial Services Inc. (UBS FS). Please see
important disclaimers and disclosures at the end of the document.



With tactical opportunities emerging, we are launching
a short-term theme on global semis, as we expect the
industry to outperform the broader growth benchmark
index (MSCI AC World Growth) by mid-single digits over
the next 3–6 months. However, our tactically positive view
on semis doesn't change our relative preference for mid-
cyclical industries like software and internet, both of which
should exhibit more resilient performance over 6–12 months
as they benefit from broadening AI demand. Meanwhile,
we continue to stay cautious on the other two global
tech industries—i.e., hardware and IT services companies—
due to lack of strong pricing power and relatively limited
exposure to AI.

Introduction
The global semiconductor industry is a highly cyclical
industry but thanks to its strong pricing power, it includes
many highly valuable companies and has a combined
market exceeding USD 4 trillion. As Fig. 1 shows, there
are six major segments in the industry Based on the
descending order of their market cap, they are: a) Logic
semis with notable companies like Nvidia and Broadcom
that design/manufacture chips that process digital data;
b) semiconductor capital (semicap) equipment companies
like ASML and Applied Materials that supply equipment
to manufacture chips; c) analog/diversified companies like
Texas Instruments, Infineon, and Realtek that manufacture
analog (non-digital chips) and also peripheral chips;
d) foundries like Taiwan Semiconductor Manufacturing
(TSMC) and Global Foundries that provide contract chip
manufacturing services; e) memory companies like Samsung
Electronics and Micron that provide DRAM and NAND
flash memory and storage chips; and f) others like back-
end packaging testing and assembly or wafer suppliers.
At the moment, commodity segments like memory are
the cheapest based on forward P/E, whereas semicap
equipment is the most expensive within semis. But the good
news is that all the segments shown in Fig. 1 are still trading
below the broader tech average forward P/E multiple of 23–
24x.

Fig. 1: The six broad segments within global
semis and their relative valuations
Market cap (USD bn, lhs) and forward P/E (rhs)

Source: Factset, Bloomberg, UBS, as of October 2023

Investment case

Our tactically positive view on global semiconductors is
based on three key drivers:

a) Strong revenue growth of more than 25% likely in
2024, supported by solid AI demand

Due to aggressive destocking and muted end-demand, we
expect global semiconductor companies' revenue growth to
be only in the low teens in 2023. The good news, however, is
that we see a strong recovery in 2024, as we expect revenues
to grow by more than 25%, reaching an all-time high annual
revenue of close to USD 645bn (Fig. 2).

Fig. 2: We expect strong cyclical recovery for
global semiconductor revenues in 2024
Global semiconductor revenues (USD bn, lhs) and y/y growth (%, rhs)

Source: Company reports, Bloomberg Intelligence, UBS, as of October
2023
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Recent guidance from foundry industry leader TSMC gives
us comfort following many positive comments about end-
demand. First, we believe AI should continue to be a key
growth driver for semis given solid investments to train
and infer AI models that incur very high spending on
chips. Fig. 3 shows our estimates for AI server shipments
as a percentage of overall server shipments in 2024. We
expect AI unit penetration to reach low teens and coupled
with the fact that AI servers are much more expensive
(almost 6–8x) compared to traditional servers, we see the
semiconductor industry benefiting disproportionately. The
strong AI demand for semis is driven not only by graphics
processing units (GPUs) but also by other accelerators,
memory, and edge computing chips. Second, we see
stabilizing demand trends in PCs and smartphones as
additional positives. Third, the memory industry, which
contributes roughly 20% to overall semiconductor industry
revenues, should be a key growth driver with industry
revenues growing by almost 72% in 2024 after declining
38% in 2023 based on our estimates.

Fig. 3: AI servers that enjoy strong pricing vs.
traditional servers likely key driver of strong semi
demand in 2024
AI server shipments

Source: Company reports, Bloomberg Intelligence, UBS estimates, as of
October 2023

b) Solid pricing improvement driving margin
expansion and >50% profit growth
Thanks to an improving mix, overall semiconductor pricing
has steadily climbed by mid-single digits on average annually
over the past few years. Even in 2023, a year when
memory prices are down 40%, the overall industry pricing
should grow thanks to a changing mix fueled by the AI
boom. Looking ahead to 2024, we expect semiconductor
destocking to come to an end, but unit shipments will
likely rise by only 4.8% (see Fig. 4) given the mixed
macroeconomic outlook. However, driven by rising content,
pricing should continue its strong uptrend, with memory
industry prices rebounding by over 50% from 2Q23 lows
and the mix continuing to improve. Strong supply discipline
and favorable demand are the key drivers behind the

strong rebound in memory prices. As a result, overall
semiconductor industry pricing should rise by more than
20%, with higher-priced GPUs used for AI an additional
driver.

Fig. 4: Pricing improvements led by memory
and other logic semis should be the key driver
behind semi recovery
Change in units (%) and pricing (%)

Source: Company reports, Bloomberg Intelligence, UBS, as of October
2023

Hence, supported by strong pricing and operating leverage,
we expect global semiconductor operating margins to
rebound from 27.5% in 2023 to close to 33%, touching
the last peak seen in 2021 during a global chip shortage.
Against this backdrop, we expect global semiconductor
operating profits to rebound by over 50% in 2024 after an
expected decline of 24% in 2023, making semiconductors
the fastest-growing industry within global tech next year.

Fig. 5: We expect semiconductor profits to
rebound strongly as margins approach previous
peaks
Operating margins (%, rhs) and revenues (USD bn, lhs)

Source: Company reports, Bloomberg Intelligence, UBS, as of October
2023
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c) Favorable valuations as recent correction is
overdone

Global semiconductor share prices have fallen by double
digits from their recent peak due to profit-taking and the
recent escalation in geopolitical tensions. Recently, the US
government introduced additional export controls targeting
advanced computing or AI chips and semiconductor exports
to China, which we see as a further escalation of geopolitical
tensions between the two superpowers. Semiconductor
stocks, including AI infrastructure companies led by Nvidia,
were among the most affected. While the export controls
introduced in October 2022 targeted Nvidia's advanced
chips like A100 or H100, the latest restrictions apply to less
advanced chips like A800, H800, and L40S. We also expect
other companies like Intel, AMD, and some semiconductor
equipment companies to be affected (albeit modestly), as
the focus of the latest export controls is to close any
loopholes and target the total processing power of the
chips. The new rules also require companies to notify the
US government before selling chips that fall below the
controlled thresholds.

While semiconductor shares fell on the escalation news, it
is imperative to separate noise from facts. First, regarding
the actual fundamental implications of the latest export
controls, we see a manageable near-term impact given
supply is very tight and the overall semiconductor industry
is benefiting from strong pricing tailwinds. We remain
comfortable with our 2024 global semiconductor industry
revenue growth forecast of above 25% and profit growth of
more than 50%. In the medium term (i.e., in 2025 and a few
years after that), assuming China is barred from purchasing
any advanced AI chips and equipment, we see only a low-
to mid-single digit revenue impact for the sector (under
various scenarios), so investors should not be overly worried.
However, considering semiconductor stocks are down more
than 10% from the recent peak, we believe any excess
correction due to geopolitical risks should be used as a
tactical buying opportunity in good quality companies. Fig. 6
shows how markets significantly overreacted initially during
the major escalations in 2019 (Huawei-related) and 2022
(when AI chips and equipment were targeted). Following
those troughs, global semiconductor stocks rebounded
strongly over the next six months.

Fig. 6: Geopolitical tensions often present a
good entry point
Performance data for Philadelphia Semiconductor Index (SOX)

Source: Bloomberg, Factset, UBS, as of October 2023

Following the recent correction, we think the valuations of
semiconductor share prices have become attractive once
again. At the moment, global semiconductors are trading at
a premium of about 10% versus their 5-year average, but
in our view, this premium is justified given the significant
evolution of semiconductors over the past five years with
exposure to many mega-trends and strong pricing power.
More importantly, semiconductors are trading at an 18.5x
forward P/E, which is a big discount to global tech (23–
24x P/E and expected earnings growth of 16% in 2024)
considering our forecast for 50% profit growth. Hence, we
believe the recent correction in global semiconductors is
overdone, and we see tactical opportunities in the industry
on a 3–6-month basis. Please refer to our selection lists
for more semiconductor stock-specific views. Investors can
also take advantage of elevated volatility in semiconductor
stocks through structured strategies.

Fig. 7: Global semis are trading at 20% discount
to their broader IT peers, in line with 5-year
average
Semis vs global IT forward P/E (discount/premium)

Source: Bloomberg, Factset, UBS, as of October 2023
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Key risks to our views include a further escalation in
geopolitics related to semiconductors, a sharp decline in
AI demand or further downward pressure on PC and
smartphone demand, which could negatively affect our
unit pricing and margin assumptions, and a broader risk-
off investment climate affecting high cyclical industries
like semis. However, the large discount of semiconductors
versus broader tech should limit the downside if these risks
materialize. Overall, in our base case, we think the risk-
reward on a tactical basis is compelling.
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Appendix
UBS Chief Investment Office's ("CIO") investment views are prepared and published by the Global Wealth Management business of UBS Switzerland
AG (regulated by FINMA in Switzerland) or its affiliates ("UBS"), part of UBS Group AG ("UBS Group"). UBS Group includes Credit Suisse AG, its
subsidiaries, branches and affiliates. Additional disclaimer relevant to Credit Suisse Wealth Management follows at the end of this section.
The investment views have been prepared in accordance with legal requirements designed to promote the independence of investment research.
Generic investment research – Risk information:
This publication is for your information only and is not intended as an offer, or a solicitation of an offer, to buy or sell any investment or other
specific product. The analysis contained herein does not constitute a personal recommendation or take into account the particular investment
objectives, investment strategies, financial situation and needs of any specific recipient. It is based on numerous assumptions. Different assumptions
could result in materially different results. Certain services and products are subject to legal restrictions and cannot be offered worldwide on an
unrestricted basis and/or may not be eligible for sale to all investors. All information and opinions expressed in this document were obtained from
sources believed to be reliable and in good faith, but no representation or warranty, express or implied, is made as to its accuracy or completeness
(other than disclosures relating to UBS). All information and opinions as well as any forecasts, estimates and market prices indicated are current
as of the date of this report, and are subject to change without notice. Opinions expressed herein may differ or be contrary to those expressed by
other business areas or divisions of UBS as a result of using different assumptions and/or criteria.
In no circumstances may this document or any of the information (including any forecast, value, index or other calculated amount ("Values")) be
used for any of the following purposes (i) valuation or accounting purposes; (ii) to determine the amounts due or payable, the price or the value of
any financial instrument or financial contract; or (iii) to measure the performance of any financial instrument including, without limitation, for the
purpose of tracking the return or performance of any Value or of defining the asset allocation of portfolio or of computing performance fees. By
receiving this document and the information you will be deemed to represent and warrant to UBS that you will not use this document or otherwise
rely on any of the information for any of the above purposes. UBS and any of its directors or employees may be entitled at any time to hold long
or short positions in investment instruments referred to herein, carry out transactions involving relevant investment instruments in the capacity of
principal or agent, or provide any other services or have officers, who serve as directors, either to/for the issuer, the investment instrument itself or
to/for any company commercially or financially affiliated to such issuers. At any time, investment decisions (including whether to buy, sell or hold
securities) made by UBS and its employees may differ from or be contrary to the opinions expressed in UBS research publications. Some investments
may not be readily realizable since the market in the securities is illiquid and therefore valuing the investment and identifying the risk to which
you are exposed may be difficult to quantify. UBS relies on information barriers to control the flow of information contained in one or more areas
within UBS, into other areas, units, divisions or affiliates of UBS. Futures and options trading is not suitable for every investor as there is a substantial
risk of loss, and losses in excess of an initial investment may occur. Past performance of an investment is no guarantee for its future performance.
Additional information will be made available upon request. Some investments may be subject to sudden and large falls in value and on realization
you may receive back less than you invested or may be required to pay more. Changes in foreign exchange rates may have an adverse effect on
the price, value or income of an investment. The analyst(s) responsible for the preparation of this report may interact with trading desk personnel,
sales personnel and other constituencies for the purpose of gathering, synthesizing and interpreting market information.
Different areas, groups, and personnel within UBS Group may produce and distribute separate research products independently of each other. For
example, research publications from CIO are produced by UBS Global Wealth Management. UBS Global Research is produced by UBS Investment
Bank. Credit Suisse Global CIO Office Research is produced by Credit Suisse Wealth Management. Credit Suisse Securities Research is
produced by Credit Suisse operating under its Securities Research function within the Investment Banking Division. Research methodologies and
rating systems of each separate research organization may differ, for example, in terms of investment recommendations, investment horizon,
model assumptions, and valuation methods. As a consequence, except for certain economic forecasts (for which UBS CIO and UBS Global Research
may collaborate), investment recommendations, ratings, price targets, and valuations provided by each of the separate research organizations may
be different, or inconsistent. You should refer to each relevant research product for the details as to their methodologies and rating system. Not all
clients may have access to all products from every organization. Each research product is subject to the policies and procedures of the organization
that produces it.
The compensation of the analyst(s) who prepared this report is determined exclusively by research management and senior management (not
including investment banking). Analyst compensation is not based on investment banking, sales and trading or principal trading revenues, however,
compensation may relate to the revenues of UBS Group as a whole, of which investment banking, sales and trading and principal trading are a part.
Tax treatment depends on the individual circumstances and may be subject to change in the future. UBS does not provide legal or tax advice and
makes no representations as to the tax treatment of assets or the investment returns thereon both in general or with reference to specific client's
circumstances and needs. We are of necessity unable to take into account the particular investment objectives, financial situation and needs of
our individual clients and we would recommend that you take financial and/or tax advice as to the implications (including tax) of investing in any
of the products mentioned herein.
This material may not be reproduced or copies circulated without prior authority of UBS. Unless otherwise agreed in writing UBS expressly prohibits
the distribution and transfer of this material to third parties for any reason. UBS accepts no liability whatsoever for any claims or lawsuits from any
third parties arising from the use or distribution of this material. This report is for distribution only under such circumstances as may be permitted by
applicable law. For information on the ways in which CIO manages conflicts and maintains independence of its investment views and publication
offering, and research and rating methodologies, please visit www.ubs.com/research-methodology. Additional information on the relevant authors
of this publication and other CIO publication(s) referenced in this report; and copies of any past reports on this topic; are available upon request
from your client advisor.
Important Information About Sustainable Investing Strategies: Sustainable investing strategies aim to consider and incorporate
environmental, social and governance (ESG) factors into investment process and portfolio construction. Strategies across geographies approach
ESG analysis and incorporate the findings in a variety of ways. Incorporating ESG factors or Sustainable Investing considerations may inhibit UBS’s
ability to participate in or to advise on certain investment opportunities that otherwise would be consistent with the Client’s investment objectives.
The returns on a portfolio incorporating ESG factors or Sustainable Investing considerations may be lower or higher than portfolios where ESG
factors, exclusions, or other sustainability issues are not considered by UBS, and the investment opportunities available to such portfolios may differ.
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External Asset Managers / External Financial Consultants: In case this research or publication is provided to an External Asset Manager or
an External Financial Consultant, UBS expressly prohibits that it is redistributed by the External Asset Manager or the External Financial Consultant
and is made available to their clients and/or third parties.
USA: Distributed to US persons only by UBS Financial Services Inc. or UBS Securities LLC, subsidiaries of UBS AG. UBS Switzerland AG, UBS
Europe SE, UBS Bank, S.A., UBS Brasil Administradora de Valores Mobiliarios Ltda, UBS Asesores Mexico, S.A. de C.V., UBS SuMi TRUST Wealth
Management Co., Ltd., UBS Wealth Management Israel Ltd and UBS Menkul Degerler AS are affiliates of UBS AG. UBS Financial Services
Inc. accepts responsibility for the content of a report prepared by a non-US affiliate when it distributes reports to US persons. All
transactions by a US person in the securities mentioned in this report should be effected through a US-registered broker dealer
affiliated with UBS, and not through a non-US affiliate. The contents of this report have not been and will not be approved by any
securities or investment authority in the United States or elsewhere. UBS Financial Services Inc. is not acting as a municipal advisor to
any municipal entity or obligated person within the meaning of Section 15B of the Securities Exchange Act (the "Municipal Advisor
Rule") and the opinions or views contained herein are not intended to be, and do not constitute, advice within the meaning of the
Municipal Advisor Rule
For country information, please visit ubs.com/cio-country-disclaimer-gr or ask your client advisor for the full disclaimer.
Additional Disclaimer relevant to Credit Suisse Wealth Management
You receive this document in your capacity as a client of Credit Suisse Wealth Management. Your personal data will be processed in accordance
with the Credit Suisse privacy statement accessible at your domicile through the official Credit Suisse website https://www.credit-suisse.com. In
order to provide you with marketing materials concerning our products and services, UBS Group AG and its subsidiaries may process your basic
personal data (i.e. contact details such as name, e-mail address) until you notify us that you no longer wish to receive them. You can optout from
receiving these materials at any time by informing your Relationship Manager.
Except as otherwise specified herein and/or depending on the local Credit Suisse entity from which you are receiving this report, this report is
distributed by Credit Suisse AG, authorised and regulated by the Swiss Financial Market Supervisory Authority (FINMA). Credit Suisse AG is a UBS
Group company.
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