
Semiconductors & Semiconductor Equipment      (45-30)
United States
Industry Type (9/22/08):                                  Cyclical
Key Indices:                                                   S5SSEQX 
Recommendation:                                                  Hold
Top 5 Picks:            INTC, AMD, TXN, MXIM, LLTC
Description and Summary:
The semiconductor and the semiconductor equipment industry focuses on the producing, manufacturing, marketing, and selling of semiconductors.  This industry plays a serious roll in the global economy because every electronic requires a semiconductor to function.  The major users of semiconductors are computer, cell phone, and other electronic manufacturers.  
The industry is continually changing.  It’s a varying industry and hinges on electronic manufacturers success.  Variability can also be attributed to the environment of the fast changing semiconductor technology.  Traditionally, the industry has more troughs and peaks than other industries.
International Competitive Structure:
The industry is highly competitive with high barriers to entry.  Currently, Intel is the leader in the semiconducting industry.  However, among the computer community, there has been a lot criticism regarding Intel’s products.  Sequentially, AMD and other firms are beginning to steal a portion of the market share.      
Currently, the semiconductor industry is strongly led by Japan, US, South Korea and Taiwan. 
Elpida Memory of Japan and Powerchip Semiconductor of Taiwan both cut back on their DRAM production last week.  However, Apple on the other hand recently purchased a semiconductor factory in Pennsylvania.
Strengths:
1.  Some growth will be attributed to consumer purchases of personal computers; as well old servers need to be replaced. Currently due to the poor US economy, more people will be re-enrolling in college thus increasing the demand for personal computers.  
2.  Higher-end handsets and personal computers have scene a 10%-12% growth in their demand in 2008.  This growth is rather promising and is very likely during the given state of the economy.  
3.  In aggregate, semiconductor sales are predicted to climb 4% to 6% in 2008, in 2007 it was only 3%.
Weaknesses:
1. Demand is dependent on the economy.  Semiconductor sales rely significantly on general economic conditions.  Should global and regional economic conditions stall, demand for the industry’s products will decline substantially.
2.  Two big players in the industry, AMD and Intel, continue to file lawsuits against one another.  This is wasted money going toward lawyer fees instead of R&D.  
3.  Pricing for memory products continues to stall.  With rising producing costs, flash memory products such as DRAM’s and NAND’s have scene a 14% sales revenue drop.   
4.  The semiconductor industry will see a decline in demand due to excess in inventory  as well as global macroeconomic concerns, particularly in the US.  
Opportunities/Trends:
1.  Moore’s Law details that the number of transistors that can be placed on an integrated circuit doubles every two years.  Regardless of the economic conditions, this law has and will hold true.  The expectation of this law has a positive impact on the industry.  This law has been institutional in the growth of semi conductors.   
2.
Due to the recent stimulus package, consumers with some extra discretionary income will be likely to buy convenient electronics.  The Consumer Electronic Association (CEA) predicts that the package will generate an additional $5 billion in consumer electronic sales this year.  
Threats:
1.  Oil prices are on the rise.  This will have an effect on the semiconductor industry simply due to the fact that consumers will be saving more money on gas and spending less on new break through technological gadgets.
2.  Inflation is also a minimal threat.  There is a hand in hand positive correlation between consumer prices and producer prices.  With this threat, the Federal Reserve Bank will begin tightening federal funds in the near future.     
Key Valuation Ratios to Watch:
Important ratios to watch in valuating a firm in this industry are AR turnover and liquidity.  Other ratios include PE, PB, PCF, and margins.  
Key Items to Watch:
The Book-to-Bill (SEMIBTB) Index measures US demand for computer chips.  When the ratio is greater than 1.0, the market is expanding.  Currently in the United States, the Book-to-Bill ratio is .83.  
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