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SECTOR UPDATE 

Technology – Malaysia 
Risk-Reward Is Less Compelling; Valuations Pricing In Strong Expectations 
While the sector is still benefitting from a twin supply-demand shock alongside the 
supply chain reconfiguration, industry risk-reward is less compelling with valuations 
pricing in strong earnings expectations. Meanwhile, industry indicators are also 
showing signs of growth moderation. We like INARI and Greatech for their unique value 
propositions and alpha growths, and VSI for its undemanding valuation vs its superior 
growth profile. Maintain MARKET WEIGHT. 

WHAT’S NEW 
• Global semiconductor sales are expected to accelerate by 10.1% yoy (revised up from 

8.8%), even after the strong 25.1% yoy growth in 2021, according to World Semiconductor 
Trade Statistics (WSTS). This reflects decent growth across all segments, led by memory 
(18.4%), followed by sensors (+6.0%) and logic (+8.7%). In our view, this means sales of 
smartphones, smart devices and automobiles are expected to rebound strongly. We also 
opine that the whole semiconductor industry, which is represented by the demand for 
integrated circuits, is expected to recover strongly in 2021 and extend its growth momentum 
in 2022. 

• Industry indicators showing signs of growth moderation. According to the 
Semiconductor Industry Association (SIA), worldwide semiconductor sales totalled 
US$144.8b in 3Q21 (+27.6% yoy, +7.4% qoq). While semiconductor shipments reached all-
time highs in 3Q21, we saw a moderation in growth since Jul21 (after peaking in Jun 21 at 
>30%), with the latest growth of 24.0% yoy in Oct 21. While one could attribute the 
moderation to supply chain disruptions (bottlenecks and shipment delays), the previous 
consecutive yoy growths peaked in the 5th to 18th month over the past 15 years while the 
current cycle’s consecutive yoy growth peaked in the 19th month before the moderation in 
the 18th month (Jul 21). The latest product sales forecast for 2022 by WSTS reaffirms this 
view. 

• Less compelling risk-reward industry valuations; valuations pricing in strong earnings 
expectations. Following strong share price performances across the board, the forward PE 
valuations of outsourced semiconductor assembly and test (OSAT) and semiconductor 
production equipment (SPE) players are trading close to +2SD to their five-year mean levels, 
which are also near the previous peak valuations of between +2SD and +2.5SD. Tactically, 
we advocate investors buy on weakness following the less compelling risk-reward industry 
valuations and strong earnings expectations, as the precedent performance shows that 
stretched valuations do not last more than six months. Meanwhile, with the stubbornly high 
inflation numbers (and hence rising bond yields), high valuations could be eroded as 
investors typically turn more risk averse by rotating out of high-PE stocks amid increased 
inflation fears.  

ACTION 
• Maintain MARKET WEIGHT on a cherry-picking approach for structural growth themes. 

Subpar risk-reward industry valuations are seen with a higher range of 0.7x-2.3x compared 
with 0.6x-1.4x back then in 6M21. Our strategy prescription is premised on stocks with lower 
PEG ratios, good growth prospects alongside the respective bellwether position in its sub-
segments. We like INARI and Greatech for their unique value propositions and alpha 
growths, as well as VSI for its undemanding valuation vs its superior growth profile. 

MARKET WEIGHT 
(Maintained) 
 

 
GLOBAL SEMICONDUCTOR SALES FORECAST 

 
Source: World Semiconductor Trade Statistics (WSTS) 

GLOBAL SEMICONDUCTOR SALES (YOY GROWTH) 

 
Source: Bloomberg, SIA, UOB Kay Hian 

GSS GROWTH CYCLE FOR THE PAST 10 YEARS 

0%

10%

20%

30%

40%

50%

60%

70%

1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24 25 26 27 28 29

Consecutive YoY growth 
(+)

Consecutive months

Global Semiconductor Sales (+YoY growth) for the past 10 years

Current, Feb20 - Sep21 (20 months)
Aug16 - Dec18 (29 months)  

Source: SIA, UOB Kay Hian 

 
 
 
 
 
 
ANALYST(S) 
Desmond Chong 
+603 2147 1980 
desmondchong@uobkayhian.com 

PEER COMPARISON 
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Technology – Electronic Manufacturing Services    
ATA IMS AIB MK SELL 0.425 0.520 511.2 -0.3 3.4 10.5 15.2 3.0 6.2 0.6 4.7 3.3
SKP Resources SKP MK BUY 1.70 2.30 2,656.0 0.7 20.7 16.5 14.5 13.0 11.0 3.4 3.0 3.8
VS Industry VSI MK BUY 1.25 1.90 4,770.9 0.6 17.6 19.4 15.1 11.3 9.8 2.6 4.1 4.8
Technology – Semiconductors     
Globetronics GTB MK BUY 1.57 2.70 1,051.0 1.5 20.5 21.0 16.7 9.4 10.0 3.4 4.8 3.9
Greatech GREATEC MK BUY 6.50 8.30 8,138.8 0.6 92.6 50.8 35.5 80.8 43.1 18.2 n.a n.a
Inari Amertron INRI MK BUY 3.85 4.40 14,237.5 3.3 39.9 36.6 34.9 29.3 25.5 5.7 2.9 2.5
Pentamaster Corp PENT MK BUY 5.27 6.00 3,753.9 1.6 49.3 44.1 35.7 27.5 23.1 5.8 0.0 0.3
Vitrox Corp VITRO MK BUY 21.00 22.10 9,917.6 0.9 93.9 54.0 42.9 80.7 48.7 13.9 0.2 0.4

Source: UOB Kay Hian 
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ESSENTIALS 
• Strong growth trajectory from local technology players. Local OSAT players’ 2022 sales 

are expected to grow 13% even after a strong growth of 19% in 2021. This will be 
predominantly driven by continual uptake of 5G flagship smartphones amid the upgrade 
cycle (IDC has forecasted 7.4/3.4% smartphone shipment growths in 2021/2022 
respectively) and higher semiconductor content following the proliferation of electric vehicles 
(EV) and autonomous driving. For local equipment makers, 2021/2022 sales growths are 
estimated at a robust 50%/24% on the back of an accelerating investment cycle for next-
generation technologies. This outperforms the global benchmarks due to the US-China trade 
diversion and cheaper cost base 

• 3Q21: Mostly within expectations, but margin compression trends were observed. 
While most OSAT and SPE players reported satisfactory results on strong revenue, better 
operational efficiency did not translate into margin expansion. On the other hand, margin 
performance skewed towards the negative territory, ranging from -6.6ppt to +1.6ppt qoq and 
-2.7ppt to +4.9ppt yoy, dragged mainly by higher operating costs. Most of the technology 
names under our coverage cited the trend of margin compression on higher material, 
shipment and project/order implementation costs (travelling and subsidies) amid the COVID-
19 pandemic, and expect such trends to persist until 1H22. 

• Still benefitting from twin supply-demand shock. The COVID-19 whiplash has brought 
about: a) a new normal in daily activities, b) stricter lockdowns, c) a greater degree of 
automation, and d) supply chain disruptions due to the lockdowns. While this rare twin 
supply-demand shock has caused a severe global chip shortage and negatively impacted 
end-market production (ie automobile), the demand vacuum left by the pandemic’s new 
normal has turned out to be a boon for semiconductor players. Our channel check reveals 
solid order visibility for the next six months across all OSAT, SPE and EMS players. Note 
that lead-times for key components ie memory, IC, discrete, analog and passive have been 
delayed by multiple weeks, with some up to 52 weeks. 

• EMS: Decent growth trajectory from key customers, but each benefitting by different 
magnitudes. ATA announced that it received notices of termination from its main customer 
for various agreements with effect from 1 Jun 22. While this move would significantly reduce 
ATA’s FY23 revenue, the massive order diversion could benefit other contract 
manufacturers. SKP has allocated capex of RM102m to expand its production capacity (by 
>60% upon completion). We believe SKP could be the prime beneficiary of the orders 
diversion given its solid track record. Similarly, as VSI also serves this common customer 
(with different products/services offerings), the group could continue to benefit from this front. 
Based on our rough calculations, should SKP and VSI secure RM750m of orders for FY23 
individually, the earnings potential could be around RM45m (accretion of 25%/12% for 
SKP’s/VSI’s FY23’s net profit respectively). 

• Maintain MARKET WEIGHT; bottom-up stock picking.  

a) For OSAT exposure, Inari is our top pick as we expect it to register a superior 3-year net 
profit CAGR of 37% which will be driven by: a) strong demand from long overdue refresh 
cycle (5G), b) new biz expansion underway at P55 and P34 plants on optical transceiver, 
chips & module and power module assembly (higher margins) that could drive higher 
margins; and c) JV with China Fortune-Tech Capital that could spearhead earnings as 
much as 18% in FY23 (not accounted for as yet). Meanwhile, it is looking to further 
expand growth, which could encompass M&A activities via vertical and horizontal 
business integration. 

b) For SPE exposure, we like Greatech for its superior 3-year net profit CAGR of 64% given 
its unique value proposition (strategic exposure in the renewable energy, medical and EV 
industries offers better dynamics to weather cyclicality vs peers) as opposed to peers 
alongside its robust growth. 

c) For EMS, we like VSI as it offers a better investment proposition than its peers, with 
exposure to strategic customers alongside being the clear winner of the trade diversion. 
We expect VSI to register a superior 3-year net profit CAGR of 24% even from its peak 
year. Meanwhile, current valuation has also been overly conservative in ignoring its 
valuable China assets and Seeing Machine Limited.  

OSAT: FORWARD PE 
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MALAYSIA OSAT NET PROFIT AND MARGIN  
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Disclosures/Disclaimers 
 
This report is prepared by UOB Kay Hian Private Limited (“UOBKH”), which is a holder of a capital markets services licence and an 
exempt financial adviser in Singapore.  
 
This report is provided for information only and is not an offer or a solicitation to deal in securities or to enter into any legal relations, nor an 
advice or a recommendation with respect to such securities.  
 
This report is prepared for general circulation. It does not have regard to the specific investment objectives, financial situation and the 
particular needs of any recipient hereof. Advice should be sought from a financial adviser regarding the suitability of the investment 
product, taking into account the specific investment objectives, financial situation or particular needs of any person in receipt of the 
recommendation, before the person makes a commitment to purchase the investment product. 
 
This report is confidential. This report may not be published, circulated, reproduced or distributed in whole or in part by any recipient of this 
report to any other person without the prior written consent of UOBKH. This report is not directed to or intended for distribution to or use by 
any person or any entity who is a citizen or resident of or located in any locality, state, country or any other jurisdiction as UOBKH may 
determine in its absolute discretion, where the distribution, publication, availability or use of this report would be contrary to applicable law 
or would subject UOBKH and its connected persons (as defined in the Financial Advisers Act, Chapter 110 of Singapore) to any 
registration, licensing or other requirements within such jurisdiction.  
 
The information or views in the report (“Information”) has been obtained or derived from sources believed by UOBKH to be reliable. 
However, UOBKH makes no representation as to the accuracy or completeness of such sources or the Information and UOBKH accepts 
no liability whatsoever for any loss or damage arising from the use of or reliance on the Information.  UOBKH and its connected persons 
may have issued other reports expressing views different from the Information and all views expressed in all reports of UOBKH and its 
connected persons are subject to change without notice. UOBKH reserves the right to act upon or use the Information at any time, 
including before its publication herein.  
 
Except as otherwise indicated below, (1) UOBKH, its connected persons and its officers, employees and representatives may, to the 
extent permitted by law, transact with, perform or provide broking, underwriting, corporate finance-related or other services for or solicit 
business from, the subject corporation(s) referred to in this report; (2) UOBKH, its connected persons and its officers, employees and 
representatives may also, to the extent permitted by law, transact with, perform or provide broking or other services for or solicit business 
from, other persons in respect of dealings in the securities referred to in this report or other investments related thereto; (3) the officers, 
employees and representatives of UOBKH may also serve on the board of directors or in trustee positions with the subject corporation(s) 
referred to in this report. (All of the foregoing is hereafter referred to as the “Subject Business”); and (4) UOBKH may otherwise have an 
interest (including a proprietary interest) in the subject corporation(s) referred to in this report. 
 
As of the date of this report, no analyst responsible for any of the content in this report has any proprietary position or material interest in 
the securities of the corporation(s) which are referred to in the content they respectively author or are otherwise responsible for.  
 
IMPORTANT DISCLOSURES FOR U.S. PERSONS  
 
This research report was prepared by UOBKH, a company authorized, as noted above, to engage in securities activities in Singapore.  
UOBKH is not a registered broker-dealer in the United States and, therefore, is not subject to U.S. rules regarding the preparation of 
research reports and the independence of research analysts. This research report is provided for distribution by UOBKH (whether directly 
or through its US registered broker dealer affiliate named below) to “major U.S. institutional investors” in reliance on the exemption from 
registration provided by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended (the “Exchange Act”).  All US persons that 
receive this document by way of distribution from or which they regard as being from UOBKH by their acceptance thereof represent and 
agree that they are a major institutional investor and understand the risks involved in executing transactions in securities. 
 
Any U.S. recipient of this research report wishing to effect any transaction to buy or sell securities or related financial instruments based on 
the information provided in this research report should do so only through UOB Kay Hian (U.S.) Inc (“UOBKHUS”), a registered broker-
dealer in the United States.  Under no circumstances should any recipient of this research report effect any transaction to buy or sell 
securities or related financial instruments through UOBKH. 
 
UOBKHUS accepts responsibility for the contents of this research report, subject to the terms set out below, to the extent that it is 
delivered to and intended to be received by a U.S. person other than a major U.S. institutional investor. 
 
The analyst whose name appears in this research report is not registered or qualified as a research analyst with the Financial Industry 
Regulatory Authority (“FINRA”) and may not be an associated person of UOBKHUS and, therefore, may not be subject to applicable 
restrictions under FINRA Rules on communications with a subject company, public appearances and trading securities held by a research 
analyst account. 
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Analyst Certification/Regulation AC  
 
Each research analyst of UOBKH who produced this report hereby certifies that (1) the views expressed in this report accurately reflect 
his/her personal views about all of the subject corporation(s) and securities in this report; (2) the report was produced independently by 
him/her; (3) he/she does not carry out, whether for himself/herself or on behalf of UOBKH or any other person, any of the Subject Business 
involving any of the subject corporation(s) or securities referred to in this report; and (4) he/she has not received and will not receive any 
compensation that is directly or indirectly related or linked to the recommendations or views expressed in this report or to any sales, 
trading, dealing or corporate finance advisory services or transaction in respect of the securities in this report. However, the compensation 
received by each such research analyst is based upon various factors, including UOBKH’s total revenues, a portion of which are 
generated from UOBKH’s business of dealing in securities.  
 
Reports are distributed in the respective countries by the respective entities and are subject to the additional restrictions listed in the 
following table. 
General This report is not intended for distribution, publication to or use by any person or entity who is a citizen or resident of or 

located in any country or jurisdiction where the distribution, publication or use of this report would be contrary to 
applicable law or regulation. 

Hong Kong This report is distributed in Hong Kong by UOB Kay Hian (Hong Kong) Limited ("UOBKHHK"), which is regulated by the 
Securities and Futures Commission of Hong Kong. Neither the analyst(s) preparing this report nor his associate, has 
trading and financial interest and relevant relationship specified under Para. 16.4 of Code of Conduct in the listed 
corporation covered in this report. UOBKHHK does not have financial interests and business relationship specified under 
Para. 16.5 of Code of Conduct with the listed corporation covered in this report. Where the report is distributed in Hong 
Kong and contains research analyses or reports from a foreign research house, please note: 
(i) recipients of the analyses or reports are to contact UOBKHHK (and not the relevant foreign research house) in Hong 
Kong in respect of any matters arising from, or in connection with, the analysis or report; and  
(ii) to the extent that the analyses or reports are delivered to and intended to be received by any person in Hong Kong 
who is not a professional investor, or institutional investor, UOBKHHK accepts legal responsibility for the contents of the 
analyses or reports only to the extent required by law.  

Indonesia This report is distributed in Indonesia by PT UOB Kay Hian Sekuritas, which is regulated by Financial Services Authority 
of Indonesia (“OJK”). Where the report is distributed in Indonesia and contains research analyses or reports from a 
foreign research house, please note recipients of the analyses or reports are to contact PT UOBKH (and not the relevant 
foreign research house) in Indonesia in respect of any matters arising from, or in connection with, the analysis or report. 
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recipients of the analyses or reports are to contact UOBKHM (and not the relevant foreign research house) in Malaysia, 
at +603-21471988, in respect of any matters arising from, or in connection with, the analysis or report as UOBKHM is the 
registered person under CMSA to distribute any research analyses in Malaysia. 

Singapore This report is distributed in Singapore by UOB Kay Hian Private Limited ("UOBKH"), which is a holder of a capital 
markets services licence and an exempt financial adviser regulated by the Monetary Authority of Singapore.Where the 
report is distributed in Singapore and contains research analyses or reports from a foreign research house, please note: 
(i) recipients of the analyses or reports are to contact UOBKH (and not the relevant foreign research house) in Singapore 
in respect of any matters arising from, or in connection with, the analysis or report; and  
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contents of the analyses or reports only to the extent required by law.  
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