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Networking industry – Top picks are beneficiaries of improved components supply & data 

center demand   

  Event 
We remain cautious about demand from telecom operators, but maintain a positive 
outlook on demand for data center switches. Arista (US) remains our top pick, as the 
firm is l ikely to maintain resilient growth in 2023. Based on 4Q22/2Q FY23 results and 
2023/FY23 guidance, we adjust the target prices of our US networking coverage. 
Impact 
North American wireless telecom operators slowing down 5G infrastructure 
construction, focus on recouping investments. With deployment in the C-band 
almost complete, Verizon (US) expects 2023F capex to decline markedly (2022 was 
US$23.1bn, and is expected to decline about 20% YoY to midpoint of US$19bn in 
2023F, followed by another 10% YoY decline to about US$17bn in 2024F), but remains 
upbeat about demand for fixed wireless access (FWA). AT&T (US) and T-Mobile US 
(US) also mentioned plans to cut capex in 2023F, after reaching peak levels in 2022. 
On the other hand, base station suppliers Ericsson (SE) and Nokia (FL) both anticipate 
decelerating infrastructure investment in North America this year, but note that 
investment in India could pick up pace. As such, we believe telecom infrastructure 
demand will be stronger in India in 2023, while in North America, as build-outs are 
almost over, telecom operators will switch their focus to recouping investments and 
promoting FWA and other telecom services that are more attractive to users. 
Multiple-system operators (MSO) are impacted by reduced user activity. Charter 
(US) said user activity has remained sluggish of late, and as broad-based network 
upgrades driven by the pandemic come to an end, we believe the ongoing 
deceleration in user base expansion, which started in 2H21, will persist. At its analyst 
meeting, Comcast (US) also spoke of low user activity, and while management expects 
the user base to grow YoY in 2023, it acknowledges that pull-in l imitation, which 
began in 4Q22, is very likely to persist through 2023. We maintain a cautious view on 
bandwidth upgrade demand from MSO in 2023. As Comcast is set to continue to 
benefit from increasing consumer spending at theme parks and movie theaters in the 
post-pandemic era, we adjust 2023-24F sales to US$123.9bn and US$124.1bn, and 
EPS to US$4.11 and US$4.46. 
Networking equipment suppliers more positive on enterprise & data center 
demand. Netgear (US) said sales of its midrange and low-end products are more 
sensitive to the broader economy. Inventories remain high in distribution channels, 
but they’re still trying to reduce inventory levels. Meanwhile, Juniper (US), Arista, and 
Cisco (US) expect easing raw material supplies to boost sales, and remain optimistic 
about the outlook for enterprise and data center demand, but conservative about 
telecom operator demand. Juniper revised up 2023F sales growth to at least 8% YoY 
from at least 7%. Likewise, Cisco also revised up FY23 (FY ends in July) sales growth to 
9.0-10.5% YoY from 4.5-6.5%. Management notes that telecom operators have barely 
placed any orders with the firm and its competitors, but anticipates the situation will 
return to normal soon. Arista stands by guidance for 25% YoY sales growth in 2023. In 
our view, the launch of ChatGPT will help boost demand for data center bandwidth 
given increasing user visits and the need for more coordinated GPU computing. As a 
result, we remain upbeat about demand for data center switches within the 
networking sector. Based on Arista’s 4Q22 and Cisco’s 2Q FY23 results, we revise up 
the former’s 2023-24F sales to US$5.51bn and US$6.15bn, and the latter’s FY23-24F 
sales to US$55.9bn and US$57.5bn, for respective EPS of US$5.79 and US$6.47, and 
US$3.74 and US$4.02. 
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