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Samsung carries out epic production cut    

  
Event 

Samsung (KR) stepped up its production cut of NAND flash to 50% in September, and 
we believe this will accelerate destocking, driving upticks in contract prices of NAND 
flash wafer and SSD. 

Impact 

Samsung launches epic production cut in bid to digest inventory. Samsung expanded 
its production cut of NAND flash to 50% in September from 15% in 2Q23 and 30% in 
3Q23, with an aim to reduce in-house inventories to 10-15 weeks by end-4Q23F. We 
expect other producers to do the same by stepping up production cuts to 30% by 
4Q23 from 15-30% in 2Q23 and 25-30% in 3Q23 amid (1) continued cash outflows by 
leading producers in sub 176-layer nodes; (2) further deterioration of server SSD 
demand, which we think will extend to 2024F, as demand for general server has been 
cannibalized by AI servers since August 2023; (3) the fact that Samsung’s NAND flash 
inventories remain high at 27-28 weeks in 3Q23 versus peers’ 23-27 weeks as the firm 
waited until 2Q23 to begin reducing production; and (4) it is generally believed that 
current declines in memory prices won’t reverse before manufacturers’ inventories 
fall below 10 weeks. For reference, DRAM producers also aim to lower  their 
inventories to 8-9 weeks by the end of 4Q23F, which we believe is achievable. 

Price rebound in the offing. Major module makers like Phison Electronics (8299 TT, 
NT$441.5, NR) have been purchasing NAND flash since 1H23, driving in-house 
inventory above 20 weeks. Following Samsung’s announcement to expand the 
production cut of NAND flash to 30% in late August, module makers including ADATA 
Technology (3260 TT, NT$88.6, NR) have engaged in restocking with the aim to 
replenish inventories from 10 weeks in 2Q23 to 12-22 weeks by 4Q23F. This has 
pushed up the contract prices of NAND flash wafers by 10%. In the meantime, 
restocking by major downstream consumers, such as PC OEM, has been rather muted. 
With Samsung aiming to further step up production cut to 50%, we believe major 
downstream consumers will turn more aggressive in rebuilding inventories, 
consequently dragging down manufacturers’ inventories to 10-15 weeks in 4Q23F and 
7-9 weeks in 1Q24F (the effects of further production cuts in 4Q23F will be reflected 
on 1Q24F inventories), and we expect the prices of NAND flash wafers and 
mainstream SSD will pick up from 4Q23F. 

Stocks for Action 

We believe NAND flash module makers will enjoy inventory valuation gains as prices 
rebound, especially those with higher inventories, like Phison and ADATA. 

Risks 

Slower-than-expected production node migration; weakening market demand. 
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Structural supply constraints to persist 

We revise down 2023-24F global NAND flash bit supply growth to 1% and 3%, to 
reflect: 

(1) More aggressive production cuts by producers since 2Q23. We believe Samsung’s 
epic production cut (to 50%) came as the firm pushed forward the output cuts in 1Q-
3Q24F to 2023 so that inventories may fall below 10 weeks early in 1Q24F, prompting 
prices to rebound. That is to say, Samsung’s production cut will diminish in scale from 
1Q24F; 

(2) We estimate memory makers’ 2023F capex on NAND flash business will fall 44% 
YoY on average in 2023F (from down 18% to down 76%), followed by just 19% YoY 
growth on average (from down 5% to up 35% YoY) in 2024F. Process migration to 232-
layer process node have been largely suspended. As for newly added capacities, the 
wafer input at Samsung’s new P3L plant, which came on stream in 2023, will remain 
low at 10k pieces per month in 2024F; 

(3) In light of US tech sanctions against China, which ban investment in over 128-layer 
technology in the country, Samsung has halted production process upgrades at its Xi-
an fab (currently at 128-layer), while SK Hynix (KR) also called off tech upgrades at 
Dalian (Solidigm) fab (currently at 144/ 192-layer floating gate) and announced that it 
would terminate the R&D of all floating gate processes. What this means is that even 
if geopolitical risks subside in the future, the Dalian fab will only be able to upgrade 
replacement gate processes; and 

(4) Kioxia (JP) continues the consolidation with Western Digital (WDC, US), with the 
former raising additional capital to boost its joint venture holding to 60% in 2023 from 
50% in 2022. Kioxia also intends to introduce another Japanese investment partner to 
take hold of a 20% stake in the joint venture so that it may control the joint venture’s 
production capacity and product strategies. After the consolidation, the number of 
major market players will drop from five to four. 
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