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ClO continues to recommend investors examine their tech exposure and ensure sufficient allocation to beneficiaries of Al chip demand and big tech. (UBS)

Commitments by Al supply chain
companies suggest resilient Al
demand

16 October 2024, 1:39 pm CEST, written by UBS Editorial Team

Semiconductor stocks fell on Tuesday after chip equipment maker ASML's lower-than-expected 2025 sales
forecast sparked worries over global chip demand. The Philadelphia Semiconductor Index slid 5.3%, while
ASML shares closed the day 16% lower in Amsterdam.

In its quarterly earnings published a day earlier than scheduled, the Dutch company significantly lowered China’s
contribution to its revenue in light of export controls, and said that non-Al parts of the semiconductor market had been
weaker for longer than expected. As the softness “is expected to continue in 2025,” the company now anticipates next
year's total net sales growing in the lower half of the range it previously forecast.

But we note the growing division in the tech sector between strong Al demand and mixed trends in consumer electronics.
A weak start to the tech earnings season is unlikely to be a reliable predictor of the industry outlook. Instead, we offer
several observations based on our recent and historical analysis of the industry.

Volatility is likely to pick up in the near term amid uncertainty and potential risks. October has historically been
the most volatile month for tech stocks. The monthly realized volatility for the Nasdag 100 over the past 40 years has
been 26% in October, compared to an average of 22% in other months. In addition to upcoming company financials, we
expect still-elevated geopolitical uncertainty and the risks around export restrictions to also contribute to rising volatility.
Earlier this week, Bloomberg reported that the Biden administration is mulling new sales caps on advanced Al chips to be
applied on a country-specific basis, with US officials viewing semiconductor export licenses as diplomatic leverage.
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Commitments by Al supply chain companies suggest resilient Al demand. Despite investor concerns about the
sustainability of Al-related capex, Al supply chain companies' investment plans suggest a more constructive multi-year
outlook—including TSMC's rapid expansion in advanced Al packaging facilities, Hon Hai’s plan to build the world’s
largest facility for specific chips that are crucial to the development of advanced Al applications, and Oracle’s ambition to
develop sizable computing clusters that can handle large amounts of data and perform complex computations. Without
taking views on any single names, we continue to see a strong growth outlook for Al semis, and are closely watching
managements’ guidance on future demand in the days and weeks ahead.

Consumer tech demand is mixed. Demand in traditional tech segments such as smartphones, PCs, and consumer
electronics has been lackluster in recent quarters. The trend could continue into next year. For example, wait times for
the latest iPhone series are shorter compared to previous models, while “rush orders,” where vendors request expedited
fulfillment amid higher-than-anticipated consumer demand, were limited in the PC market in the third quarter, a notable
shift from previous quarters. Original design manufacturers are also guiding for flat to slightly declining shipments in the
fourth quarter. Overall, we expect a low-single-digit rise in smartphone and PC volume in 2025, although new consumer-
centric Al features could accelerate the replacement cycle.

So, we continue to recommend investors examine their tech exposure and ensure sufficient allocation to beneficiaries of Al
chip demand and big tech. We forecast earnings growth of about 35% for our preferred Al companies this year. Investors
should take advantage of tech volatility through structured strategies or a buy-the-dip approach for quality Al stocks.
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Original report: Weak start to tech results does not derail Al growth story, 16 October 2024.
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As a firm providing wealth management services to clients, UBS Financial Services, Inc is registered with the U.S. Securities and
Exchange Commission (SEC) as an investment adviser and a broker-dealer, offering both investment advisory and brokerage
services. Advisory services and brokerage services are separate and distinct, differ in material ways and are governed by different
laws and separate contracts. It is important that you carefully read the agreements and disclosures UBS provides to you about
the products or services offered. For more information, please visit our website at www.ubs.com/workingwithus.

© UBS 2024. All rights reserved. UBS Financial Services Inc. is a subsidiary of UBS AG. Member FINRA/SIPC.

There are two sources of UBS research. Reports from the first source, UBS CIO Global Wealth Management, are designed for
individual investors and are produced by UBS Global Wealth Management (which includes UBS Financial Services Inc. and UBS
International Inc.). The second research source is UBS Group Research, whose primary business focus is institutional investors. The
two sources operate independently and may therefore have different recommendations. The various research content provided
does not take into account the unique investment objectives, financial situation or particular needs of any specific individual
investor. If you have any questions, please consult your Financial Advisor. UBS Financial Services Inc. is a subsidiary of UBS AG
and an affiliate of UBS International Inc.
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