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1Q26 preview – Chipflation & smartphone headwinds             

..      Event 

TSMC will host a 1Q26 earnings call on April 16. 

Impact 

1Q26F results to arrive slightly above guidance. We forecast 1Q26 sales of NT$1,138bn, up 

8.8% QoQ, with gross margin of 65.9%, slightly above the high end of guidance due to strong 

AI demand and NT-dollar depreciation. For 2Q26, we expect N2 ramp-up to fall slightly behind 

schedule due to yield challenges, but upside from CoWoS and N3 will offset smartphone order 

cuts and yield issues in the short term. We forecast 2Q26 sales will grow 6.8% QoQ and expect 

the firm to guide mid- to high-single digit QoQ sales growth, with slightly higher margins. 

Smartphone headwinds; N2 yield challenges; N3 capacity is tightest. We note order 

downside from Qualcomm (US; N2, N3, and N4) on weak smartphone demand due to surging 

memory prices. Apple (US) remains the key client for both N2 and N3, with slightly lower N2 

and higher N3 shipments, which we attribute to N2 yield challenges instead of iPhone order 

cuts. Most N3 upside is from Broadcom (US) and MediaTek (2454 TT, NT$1,575, OP), which 

indicates strong TPU demand, whereas Nvidia’s (US) N3 demand fell 10% due to HBM4 supply 

issues. Rubin shipment downside will be offset by higher shipments of Blackwell GPUs, but 

this implies the delay of BEOL capacity transition from N4 to N3, making N3 capacity the 

tightest among all nodes, including CoWoS. 

Concerns about Rubin Ultra’s new design are overblown. Based on our understanding, Rubin 

Ultra is still a four-GPU die structure, with only the wafer level using two-GPU packaging 

instead of four-GPU packaging as the market expected. At the substrate level, there will be 

two two-GPU packaged chips on one substrate via a multi-chip module (MCM). We attribute 

the move to yield constraints for four-GPU packaging at the wafer level. We don’t see any 

change in demand for chips or racks, but the increase in testing time might be slightly less than 

expected, but there won’t be any major impact on the industry or our forecast. 

Valuation & Action 

Strong AI demand is driving up prices for both logic and memory components, and together 

with oil price driven inflation, uncertainty regarding interest rates, and high valuations, we 

may see lower tolerance for missed expectations or guidance. Therefore, high volatility can be 

expected for semiconductor stocks over the next two quarters. Amid the uncertainty, TSMC 

remains our top pick and we maintain Outperform and our target price of NT$2,420, based on 

20x 2027F EPS (upcycle average). 

Risks 

Global economic uncertainties; oversupply amid aggressive capacity expansion. 
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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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