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Impact 

Semiconductor, power, optical & thermal components (SPOT) represent the key 
bottlenecks in AI chip product iterations. Market confidence in the authenticity of AI 
demand is now well established, and the key debates instead center on: (1) whether AI 
revenue growth can keep pace with accelerating capex; and (2) whether physical 
constraints—such as optical integration, thermal management, and power delivery—can 
be effectively addressed. 

Upward revisions to 2027F GPU & TPU demand are gaining momentum; CPUs emerge 
as another focal point. According to third-party data, Anthropic’s (US) annual recurring 
revenue (ARR) surpassed OpenAI’s (US) in April and has reached breakeven. The rapid 
adoption of Anthropic’s Claude and Google’s (US) Gemini is being reflected in upward 
revisions to TPU demand. Among TSMC’s (2330 TT, NT$2,410, OP) CoWoS customers for 
next year, Nvidia (US), Broadcom (US), and MediaTek (2454 TT, NT$4,245, OP) are seeing 
more pronounced demand growth, underscoring robust GPU and TPU demand. Notably, 
AMD (US) has recently sharply revised up its CoWoS demand forecasts for next year, 
doubling it to 210k units. In parallel, the rise of agentic AI is driving upward revisions to 
server CPU demand, as CPUs account for over 40% of workloads in agentic AI inference. 
With major CSPs (excluding Meta (US)) expected to double CPU procurement in 2026F, 
we estimate a CPU supply gap of 15-20%, with shortages potentially extending into 
2028F. 

Rising AI chip design complexity driving up testing demand & ASP. Accelerating product 
iterations and increasingly complex chip designs—characterized by higher pin counts and 
growing chip shipment volumes—are driving strong growth in testing demand, benefiting 
both testing equipment and interface suppliers. In addition, TSMC’s move to outsource 
chip-probe (CP) testing to OSATs to optimize internal capacity is prompting upward 
revisions to OSAT capex. Beyond GPUs, AI infrastructure is expanding into data 
transmission, with co-packaged optics (CPO) emerging as a key solution to raise 
transmission speeds. That said, optical integration increases process complexity and 
weighs on yields, making higher test channel counts and electro-optical co-testing critical 
to reducing defect rates. 

AI spillover effects extend into non-AI sectors; Nvidia (US) production issues remain a 
short-term overhang. Strong AI demand is absorbing industry resources, leading to broad 
crowding-out effects. The dynamics seen with memory demand are now evident across 
analog ICs, mature process nodes, and passive components. Given the lack of structural 
expansion in memory supply, shortages are likely to persist at least through end-2027F. 
Demand is not the constraint—capacity is. Meanwhile, due to SK Hynix’s (KR) HBM4 
challenges, CoWoS re-tape-outs, and thermal design changes, we expect Nvidia’s Vera 
Rubin shipments to fall meaningfully below initial early-year expectations. Product mix 
shifts may also lead to downward revisions to previously optimistic ASP assumptions 
across Nvidia’s supply chain in 2Q26F, or even early 3Q26F. 

Stocks for Action (focused on CPUs, TPUs, GPUs, testing & memory) 

TSMC remains our top pick, supported by its technology leadership and attractive 
valuation. The firm’s capex is expected to stay elevated over the next several years, and 
we are also optimistic about the sales growth prospects of equipment vendors. Taking 
technology iterations and valuations into account, Hon Precision (7769 TT, NT$6,470, OP) 
and Lam Research (US) are our preferred equipment names. Other recommended stocks 
include Winway (6515 TT, NT$8,085, OP), MPI (6223 TT, NT$6,090, OP), MediaTek, Alchip 
Technologies (3661 TT, NT$4,180, OP), Global Unichip (3443 TT, NT$4,845, OP), Chipbond 
Technology (6147 TT, NT$211.5, OP), Nanya Technology (2408 TT, NT$452.5, OP), 
Macronix (2337 TT, NT$155.5, OP), AMD, ASML (NL), and Texas Instruments (US). 

Risks 

Over-expansion of AI facilities and demand; global economic recession. 
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All the above named KGI analyst(s) is SFC licensed person accredited to KGI Asia Ltd to carry on the 
relevant regulated activities. Each of them and/or his/her associate(s) does not have any financial 
interest in the respectively covered stock, issuer and/or new listing applicant. 
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