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Smartphone replacement cycle kicks off with Gen-Al functionality

1.

Global smartphone shipments grew 2%
YoY in 1Q24, the second consecutive
quarter of modest growth after nine
quarters of decline since 3Q21.

We now think global smartphone
shipments growth will be lower than we
expected given product transition in 2Q-
3Q24F with limited new model spec
upgrades and designs. We lower
shipments growth to 1% this year.

Foldable smartphone sales growth more
secure in  2024-25F (up over 40%
annually); Al smartphone another catalyst
for replacement demand in 2H24-2025F.

Event

Global smartphone demand has recovered slightly, with shipments rising 2% YoY in 4Q23-
1Q24. However, we expect limited spec and feature upgrades in the near term and have thus
lowered our 2024 global smartphone shipments growth estimate to 1% from previous 4%, at
1.2bn units.

Impact

Stabilization in global smartphone demand in 1Q24. 1Q24 global smartphone shipments
were up 2.1% YoY but down 8.2% QoQ to 299.8mn units, according to Gartner, in line with
market expectation. 1Q24 was the second consecutive quarter of a return to modest growth
after nine quarters of decline since 3Q21. The China market (22% of 2023 global shipments)
was flat YoY, though there was a shift in consumers increasingly opting for Android and China-
made smartphones instead of Apple (US), as consumers prefer the value-added benefits of
flagship Android models with Gen-Al capabilities and foldable design. Demand in the US was
up moderately YoY, with consumers tending to buy higher-price models, boosting Samsung’s
(KR) market share in 1Q24. Among smartphone brands, Samsung, Huawei (CN), Xiaomi (CN),
Lenovo (CN), and TECNO Mobile (CN) saw shipments grow YoY in 1Q24, with Huawei and
Samsung also reporting QoQ growth on new model rollouts. Huawei saw the biggest
shipments growth YoY in 1Q24 on low 1Q23 comparison base and the continued success of
the Mate 60 series and the Nova series, which were released in early January. The Nova 12 is
Huawei’s first Gen-Al enabled offering. Samsung’s smartphone shipments grew 11% QoQ and
2% YoY in 1Q24 with the launch of Galaxy S24 series. These models were well-received by
consumers and achieved higher sales, owing to higher specifications and upgraded hardware
and software. Xiaomi and TECNO are both focused on premium smartphones with innovative
features at competitive prices. However, Apple, Oppo (CN), Vivo (CN) and Honor (CN) all saw
10-15% YoY shipments decline in 1Q24 due to a lack of innovation and spec improvement
versus competitors.

Foldable smartphone the key segment with substantial growth; Al smartphone to trigger
replacement cycle. Foldable smartphone is the key smartphone segment with robust demand
growth in 2024-25F. We forecast global foldable smartphone shipments will grow 44% YoY to
29.2mn units this year, and 42% YoY to 41.5mn units in 2025F, driving global smartphone
shipments recovery. The main players in foldable smartphone are Samsung and Chinese
brands, and Huawei has aggressive model launches this year, with expected shipments up
from 3.3mn units in 2023 to 6-6.5mn units. We estimate global foldable smartphone
penetration will rise from 1.7% last year to 2.4% in 2024F and 3.4% in 2025F, remaining a niche
segment. This will benefit foldable smartphone hinge demand, and we expect Fositek (6805
TT, NT$727, OP) and Jarllytec (3548 TT, NT$214.5, NR) to be key beneficiaries under the
Huawei supply chain. We now expect global smartphone shipments growth to be lower than
we previously expected given a product transition period in 2Q24-3Q24F with limited new
spec upgrades and designs, and pending Al smartphone launches in late 2024-25F, all weighing
on replacement demand. As Al smartphone aims to equip with hardware and software
capabilities that enable seamless integration and efficient execution of Gen-Al-driven features
and applications on a smartphone, we expect more Al models to roll out in 2H24-2025F to
spur a replacement cycle. Samsung’s S24 is one of the Al smartphone models with a voice
translation feature, and several Chinese smartphone brands also come with large language
models. The market also expects Apple to launch new smartphones with Gen-Al function in
2024-25F. However, we think overall iPhone shipments should be weaker than we previously
expected and may suffer a YoY decline of around 5% in 2024F due to a weak iPhone 15 product
cycle. Overall for the smartphone market, we revise down global shipments growth to 1% to
1.2bn units in 2024F, in-line with Mediatek’s (2454 TT, NT$1,005, N) recent guidance of around
1.2bn units (up by low single digits YoY).

Stocks for Action

Despite a recovery of the global smartphone market, growth remains muted in 2024F and we
expect foldable smartphone to be the market highlight, while Al smartphone will drive
shipments growth in 2H24-2025F. Our top pick in the smartphone sector is Fositek, with a
target price of NT$1,085, on 28x 2025F EPS.

Risks

Weak demand; further ASP and margin contraction.
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Figure 1: 1Q24 global smartphone shipments grew 2% YoY

Figure 2: Huawei's smartphone shipments outgrew peers in
1Q24 on a low base
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Figure 3: Weak global smartphone demand in 2023, but will
return to YoY growth in 2024F

Figure 4: China smartphone demand to grow 2% YoY in
2024F
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Figure 5: Samsung will regain market leader position in Figure 6: iPhone shipments could drop 5% this year
2024F
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Figure 7: Global foldable smartphone shipments to grow
rapidly in 2024F, outperforming the overall industry

Figure 8: China & Europe the main foldable smartphone
markets
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Figure 9: Samsung foldable smartphones dominated in
2023

Figure 10: Foldable smartphone penetration is rising, to
reach 6% in 2027F

Foldable smartphone shipments market share by brand, percent
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Figure 11: Huawei & Samsung have higher foldable

smartphone penetration rate among peers

Figure 12: Huawei's foldable smartphone shipments to rise
rapidly in 2024-25F, supporting market share growth
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Figure 13: Smartphone supply chain - Valuations
Market  Share Target EPS (LCY) EPS YoY (%) PE(x) PB (x) ROE (%) Cash yield (%)
Sector Company Ticker Related business cap. price |Rating Price
(Ussmn)  (LCY) (LCY)| 2023 2024F 2025F| 2023 2024F 2025F| 2023 2024F 2025F| 2023 2024F 2025F| 2023 2024F 2025F 2023 2024F
Hon Hai 37T |obm 65955 1550 |Outperform 1640 1025 1216 1508| 04 186 241| 151 127 103| 14 13 13| 96 108 127| 35 41
Pegatron 4938 1T oDM 7,932 97.0 [Neutral 940 5.90 6.25 152 az 6.0 203 164 155 129 14 13 13 85 87 101 a1 42
Foxconn Tech* 23T |casing 2,666 614 |Not rated NA| 301 541 57| {03) 737 55| 24 13 18| 08 05 05| 41 70 71| 24 35
Merry Elec™ 24397 |Acoustic 804 1195 |Not rated NA| 616 720 749| (95 168 41| 194 166 160| 21 19  MNA| 106 116 123| 39 43
Fositek 6805 1T Hinge 1,530 727.0 |Outperform 1,085.0 10.18 21.81 3872 91 1141 716 74 333 188| 108 94 77| 180 303 450 08 16
Jarlytec* 35487 |Hinge 235 2145 |Not rated NA| 869 13% NM| 103 606 NA| 247 154 NA| 26 MNA MA| 109 163 NM| 14 2§
shin Zu Shing 33761 Hinge 887 154.0 | Neutral 190.0 430 6.71 825| (s05) 559 230 358 230 187 18 18 17 51 78 93 21 33
Largan Precision 3008 TT Lens 8951  2,1850 [Outperform 33700 13413 16855 16406| (209) 257 @) .83 130 133 18 16 150 112 130 16| 31 38
Genius Elec” 3406 |Lens 1469 4245 |Not rated NA| 2725 3137 3245| (62) 151 34| 156 135 131| 23 20 18| 150 155 154| 28 28
Auras 33241 Thermal 2,242 826.0 | Outperform 660.0 14.28 20.66 27.06 (27) 47 310 57.8 400 305 154 96 82| 202 250 283 08 11
smartphone  Asia Vital 301770 |thermel 7553 6420 |Outperform 8000 1411 1844 2665| 197 307 45| 455 348 41| 12 97 81| 283 202 38 11 14
Mediatek 245411 IC design 49,345 1,005.0 | Neutral 986.0 4851 57.98 7065 (35.0) 195 218 207 173 142 38 38 38| 179 219 265 55 63
Win Semi 310511 PA 1,854 1425 Outperﬁ)rm 185.0 (0.19) 6.24 851 NM NM. 363 NM 228 16.7 18 17 15 (0.2) 75 94 0.0 27
Visual Photenics* 24551 [pA 812 143.0 |Not rated NA| 243 447 559 (176) 841 250 588 320 256| 86 73 65| 146 243 69| 15 22
Advanced Wireles® 8086 TT PA 784 130.0 | Not rated NA 042 440 5.18 | 5000 9479 17.7 | 3095 295 251 34 32 31 11 99 97 03 25
Compeq Mg 2313 |pcB 2,839 77.6 | outperform 1000 339 632 800| (496) 86 267 229 123 97| 22 20 18| 101 174 196 19 34
Eite Material #nBT | 4182 3970 |Outperform 5750| 1607 245 2773 54 526 131| M7 162 143| 54 47 41| 36 318 313 25 38
Kinsus 318911 Substrate 1,353 97.0 [Neutral 96.0 0.10 522 957 | (993) 48751 835 9251 186 101 13 12 11 01 68 18 1.0 26
Unimicron Tech 303770 |Substrate 8543 1825 |Outperform 2350 788 945 1648 (607) 198 44| 231 193 11| 31 28 24| 136 151 34| 16 21
ThenDingTech 495811 |FPCB 3314 1140 |Neutral 90| 677 991  NA| (550) 465  NA| 168 115 NA| 11 10 MA| 65 91 NA| 30 44
Flexiumintercon 626377 |FPCB 915 924 |Neutral 820| 694 813 NA| (359) 185 MA| 133 112 MA[ 11 10 NA| 87 96 NA| 38 43

Source: KGI Research, Bloomberg
*: Bloomberg consensus; Dell and Lenovo data based on calendar year.
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Figure 14: Global smartphone shipments by brand

Vendor Global smartphone shipments (mn units)

1021  2Q21  3Q21  4Q21 1022  2Q22 3022 4Q22) 1Q23 2Q23 3023 4Q23| 1Q24F 2018 2019 2020 2021 2022 2023
Samsung 76.6 57.7 69.0 69.0 75.2 61.7 64.8 56.5 60.1 536 58.0 55.0 614 295.0 296.2 2530 2723 258.2 2267
Apple 586 493 485 830 61.0 489 50.9 730 58.7 456 499 763 58.0 209.0 1935 199.8 2392 2339 2306
Xiaomi 489 511 445 448 40.5 378 393 333 304 315 40.0 40.1 320 1224 126.0 1458 1893 151.0 1430
OPPO 384 336 336 326 308 269 257 288 27.0 250 26.6 25.1 240 1188 1187 1ms 1382 122 1038
Vivo 38.7 32.2 36.0 29.1 250 258 244 247 228 214 211 218 200 102.0 109.6 1074 136.0 99.9 871
Lenovo 108 12.2 131 15.0 1.7 116 107 103 106 101 1.7 133 120 392 393 339 511 443 457
Honor 6.7 17 14.2 143 144 14.5 135 14.4 12.5 12.3 13.8 148 1.5 NA. NA. NA. 428 56.7 534
Tecno Telecom 15 12 77 87 86 83 88 94 87 9.1 92 9.9 92 194 213 213 312 351 370
TCL Communication 31 32 36 38 43 43 39 40 37 37 43 42 32 219 177 85 137 16.6 16.0
Huawei 195 1.8 63 5.7 5.1 37 45 46 43 6.1 73 105 1.0 2029 2406 1826 433 178 282
Other 708 63.7 676 733 66.5 60.8 59.6 615 55.0 524 50.2 55.4 57.5 4246 3716 2871 2755 2433 213.0
Top-10 3088 266.1 2765 3058 2765 2435 2468 2589 2388 2196 2419 2712 2423 1,1306  1,1630 10642 1,157.2 10257 9715
Total 3796 3298 3442 3792| 3429 3043 3064 3204| 2938 2720 2921 3266| 2998 15553 11,5407 13513 14327 12740 11845

YoY (%)
Samsung 385 55 (1486) 11.0 (1.8) 68 6.0) (18.1)] (20.1)  (13.0)  (106) (26) 22 (82 04 (1486) 76 (5.2) (12.2)
Apple 431 283 194 38 43 07) 51 (12.0) (3.8) 6.7) (19 46 (13 (27) (7.9 33 197 (22) (1.4)
Xiaomi 649 80.5 02 32 (172) (2590 (115 (257)| (249 (14.0) 18 203 53 376 30 15.7 298 (20.2) (5.3)
OPPO 60.3 424 12.6 (5.2 (199 (2000 (234 (1.7 (21 .1 33 (126)| (1.2 6.0 (0.1) (5.8) 237 (18.8) (7.5)
Vivo 734 416 209 (106)] (356) (198 (3220 (15.1) @8 (1720 (137 (M9 (22 23 75 (2.0) 26.7 (26.6) (12.8)
Lenovo 745 488 308 572 84 (53) (184) (309)] (98 (125 94  288| 137 (17.1) 04 (13.7) 505 (13.3) 31
Honor NA NA. NA. NA| 1154 88.7 4.4 05 (127)  (149) 16 33 8.2 NA. NA NA. NA. 326 (5.8)
Tecno Telecom 518 54.0 420 413 14.2 143 145 17 19 10.2 41 5.1 57 337 101 (0.3) 46.7 125 53
TCL Communication 18 98.9 713 99.2 40.2 358 85 6.1 (147)  (13.0) 8.6 59 (13.7) (4.7) (19.0) (52.1) 61.2 213 (3.8)
Huawei (54.1)  (78.2) (877 (835) (741) (685) (298) (197 (152 63.0 635 131.4] 158 348 186 (24.1) (76.3) (59.0) 58.4
Other (1.6) 43 (6.4)  (10.4) (6.1) (46) (119 (e1)] (173) (138) (158 (9.8) 47 (30.9) (1.1) (24.0) (4.1) (9.8) (14.2)
Top-10 350 125 ©2) 05| (105 (85 (108 (153)] (136 (98  (20) 47 15 27 29 85) 87 (11.4) (53)
Total 26.3 108 (62) (1.8) (9.7) (77) (1100 (155)] (143) (106) @7 19 21 1.2 (0.9) (123) 6.0 (11.1) (7.0)
QoQ (%)
Samsung 233 (246) 195 (0.1) 90  (18.0) 52 (129 64 (10.7) 8.1 2] 116
Apple (268 (159) (16 712| (264) (198) 41 84| (195  (223) 95 528 (240
Xiaomi 127 44 (129 07 96  (66) a0 (153)]  (88) 70 231 00| (20
0PPO 17 (124 (©0) (31| (58 (125 (43 118 61 (75 65 (55| (48
Vivo 19.0 (16.8) 1.7 (193)] (142 36 (55) 11 7.7) (6.0) (1.6) 36 (8.4)
Lenovo 134 134 71 142 @8 (10 (78 (34 21 (39) 154 137 (9.8)
Honor NA 15.0 846 1.0 04 07 (6.4) 6.1 (12.7) (18) n7 79 (22.5)
Tecno Telecom 211 (34 6.7 13.2 2.2) (3.2 6.9 6.5 (7.5) 47 09 15 6.9)
TCL Communication 636 21 148 38 15.1 (1.0) (82) 15 (7.9) 09 145 (10| (248)
Huawei (431 (394 (4e4) (105 (109 (263) 198 21 (5.9) 417 20.2 445 44
Other (13.5) (100 6.2 8.4 9.4) (8.9) (2.0 31 (10.6) (4.6) 4.2) 104 38
Top-10 1.5 (13.8) 39 10.6 9.6) (119 13 49 (7.8) (8.0) 10.2 121 (10.6)
Total (1.7)  (13.) 44 10.2 96) (113 0.7 46 (83 (7.4) 74 11.8 (8.2)
Global market share (%)

Samsung 20.2 175 20.0 18.2 219 203 212 17.6 20.5 19.7 19.9 16.8 20.5 19.0 19.2 18.7 19.0 203 19.1
Apple 154 149 14.1 219 17.8 16.1 166 228 20.0 16.8 171 234 193 134 126 14.8 16.7 184 19.5
Xiaomi 129 155 129 11.8 118 124 128 104 103 120 137 123 10.7 79 8.2 108 13.2 119 121
QOPPO 10.1 10.2 98 8.6 9.0 88 84 9.0 9.2 9.2 91 1.7 8.0 16 7.7 83 9.6 8.8 88
Vivo 10.2 98 105 77 73 85 80 77 177 79 12 6.7 6.7 66 71 79 95 18 74
Lenovo 28 37 38 39 34 38 35 32 36 37 40 41 40 25 26 25 36 35 39
Honor 18 23 41 38 42 48 44 45 43 45 47 45 38 NA. NA NA 3.0 45 45
Tecno Telecom 20 22 22 23 25 27 29 29 30 34 32 30 31 12 14 16 22 28 31
TCL Communication 08 1.0 11 1.0 13 14 13 13 13 14 1.5 13 11 14 1.2 06 1.0 13 13
Huawei 5.1 36 18 15 15 1.2 15 14 15 22 25 32 37 13.0 156 135 30 14 24
QOther 187 193 197 19.3 194 200 195 19.2 187 193 17.2 17.0 19.2 273 245 212 19.2 195 18.0
Top-10 81.3 80.7 80.3 80.7 80.6 80.0 80.5 80.8 81.3 80.7 828 83.0 80.8 727 755 788 80.8 80.5 82.0
Total 1000 1000 1000  100.0] 100.0 1000 1000 1000 | 1000 1000 1000  100.0| 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Source: Gartner, KGI Research
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