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CIO would consider using any near-term consolidation in tech and semiconductors as an opportunity to build exposure. (UBS)

What AI chip demand signals for
tech exposure
14 February 2024, 4:08 pm CET, written by UBS Editorial Team

US tech and semiconductor stocks retreated on Tuesday ahead of closely-watched earnings from Nvidia. The
top global semiconductor company by market capitalization delivered a strong beat on third-quarter earnings
and guided for a solid fourth quarter ahead.

The firm also indicated that sales to China would fall significantly due to the Biden administration’s export curbs targeting
advanced AI chips.

The broader decline for tech on Tuesday ended a five-day winning streak for the sector. But a measure of consolidation
after recent sector outperformance is not surprising, and the Nasdaq is still up 10% so far in November alone. We see
several reasons to stay positioned in tech:

AI will remain a driver of growth in demand for semiconductors into 2025. Without taking any single name
views, we see a positive outlook for the broad global semiconductor sector, which we think could record more than 50%
profit growth in 2024 and strong momentum into 2025. On the back of recent earnings, we see upside risks to our AI
infrastructure spending forecast, which currently stands at 38% compound annual growth rate (CAGR) during 2022–
2027, on sustained AI training and inference demand.

Software and platform AI beneficiaries have more room to run, in our view. US tech earnings likely grew by an
above-consensus 11% in the third quarter, and we expect the sector to sustain low-double-digit growth in 2024. As
applications for AI expand to more industries, we expect more stocks within the tech sector to benefit, with software and
internet stocks particularly well positioned to monetize their investment in AI. The relative scarcity of AI capacity in the
cloud is already helping drive revenue growth for platform cloud operators and expected sustained end-user demand for
these non-commoditized AI services in the coming quarters.
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Tech also offers exposure to quality, our key style preference in a late-cycle environment. The US tech sector is
one area in which investors can find quality companies in relative abundance, with a leading return on invested capital
(ROIC) at 19% over the past 12 months, above the other 10 US equity sectors. US tech sector balance sheets are also the
strongest, with a net debt-to-EBITDA ratio of just 0.5 times. The recurring nature of many software companies’ revenue
makes cash flows for these businesses somewhat annuity-like, which means many of these firms are akin to “enterprise
staples.”

So we would consider using any near-term consolidation in tech and semiconductors as an opportunity to build exposure.
We continue to like the software segment in particular given its defensiveness and our anticipation of broadening AI
demand. We also expect companies that deliver enabling technologies and those that deliver storage, transmission,
protection, and analysis of digital data to benefit from the rise of AI. Some of the highest returns in equity markets over the
decade ahead, in our view, may come from companies that harness new tech to grow markets, dislodge incumbents, or
slash costs. Successfully identifying these “leaders from disruption”, including AI beneficiaries, may be critical to boosting
long-term portfolio return potential.

For more details on these ideas and more, click here for our Year Ahead 2024: A new world.
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Read the original report : What AI chip demand signals for tech exposure, 22 November 2023.

Disclaimer
This document is prepared and published by the Global Wealth Management business of UBS Switzerland AG (regulated by FINMA in Switzerland), its subsidiaries or its affiliates ("UBS"), part of UBS
Group AG ("UBS Group"). UBS Group includes Credit Suisse AG, its subsidiaries, branches and affiliates. In the USA, UBS Financial Services Inc. is a subsidiary of UBS AG and a member of FINRA/SIPC.
This document and the information contained herein are provided solely for your information and UBS marketing purposes. Nothing in this document constitutes investment research, investment
advice, a sales prospectus, or an offer or solicitation to engage in any investment activities. This document is not a recommendation to buy or sell any security, investment instrument, or product, and
does not recommend any specific investment program or service.
Information contained in this document has not been tailored to the specific investment objectives, personal and financial circumstances, or particular needs of any individual client. Certain investments
referred to in this document may not be suitable or appropriate for all investors. In addition, certain services and products referred to in the document may be subject to legal restrictions and/or license
or permission requirements and cannot therefore be offered worldwide on an unrestricted basis. No offer of any product will be made in any jurisdiction in which the offer, solicitation, or sale is not
permitted, or to any person to whom it is unlawful to make such offer, solicitation, or sale.
Although all information and opinions expressed in this document were obtained in good faith from sources believed to be reliable, no representation or warranty, express or implied, is made as to the
document’s accuracy, sufficiency, completeness or reliability. All information and opinions expressed in this document are subject to change without notice and may differ from opinions expressed by other
business areas or divisions of UBS Group. UBS is under no obligation to update or keep current the information contained herein. The views and opinions expressed in this material by third parties
are not those of UBS. Accordingly, UBS does not accept any liability over the content shared by third parties or any claims, losses or damages arising from the use or reliance of all or any part thereof.
All pictures or images ("images") herein are for illustrative, informative or documentary purposes only and may depict objects or elements which are protected by third party copyright, trademarks and
other intellectual property rights. Unless expressly stated, no relationship, association, sponsorship or endorsement is suggested or implied between UBS and these third parties.
Any charts and scenarios contained in the document are for illustrative purposes only. Some charts and/or performance figures may not be based on complete 12-month periods which may reduce their
comparability and significance. Historical performance is no guarantee for, and is not an indication of future performance.
Nothing in this document constitutes legal or tax advice. UBS and its employees do not provide legal or tax advice. This document may not be redistributed or reproduced in whole or in part without the
prior written permission of UBS. To the extent permitted by the law, neither UBS, nor any of it its directors, officers, employees or agents accepts or assumes any liability, responsibility or duty of care for
any consequences, including any loss or damage, of you or anyone else acting, or refraining to act, in reliance on the information contained in this document or for any decision based on it.
Additional Disclaimer relevant to Credit Suisse Wealth Management
This document is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction where such
distribution, publication, availability or use would be contrary to law or regulation or which would subject Credit Suisse to any registration or licensing requirement within such jurisdiction. Your personal
data will be processed in accordance with the Credit Suisse privacy statement accessible at your domicile through the official Credit Suisse website https://www.credit-suisse.com. In order to provide you
with marketing materials concerning our products and services, UBS Group AG and its subsidiaries may process your basic personal data (i.e. contact details such as name, e-mail address) until you notify
us that you no longer wish to receive them. You can optout from receiving these materials at any time by informing your Relationship Manager.
Except as otherwise specified herein and/or depending on the local Credit Suisse entity from which you are receiving this report, this report is distributed by Credit Suisse AG, authorised and regulated
by the Swiss Financial Market Supervisory Authority (FINMA). Credit Suisse AG is a UBS Group company.
Please visit [ https://www.ubs.com/global/en/wealth-management/insights/chief-investment-office/marketing-material-disclaimer.html ] to read the full legal disclaimer applicable to this material.
© UBS 2024. The key symbol and UBS are among the registered and unregistered trademarks of UBS. All rights reserved.

https://bw.gpwb.ubs.com/app/SBC/6/ResearchNavigator/linkTracking.do?nl_title=UBS%20House%20View%20Daily%20-%20Europe%20Morning&vid=e82332eb764a33aef876047021994526&campaign=2023_11_17_07%3A34%20Looking%20to%20the%20year%20and%20decade%20ahead_en&market=Zuerich&publish_date=2023.11.17&ou_code=17b3b6641d0e6974ed1933affb097fa8&target_url=https%3A%2F%2Fsecure.ubs.com%2Fpublic%2Fapi%2Fv2%2Finvestment-content%2Fdocuments%2FC2wjdIkI2neIEG7DSyV7Jg%3Fapikey%3DY8VdAx8vhk1P9YXDlEOo2Eoco1fqKwDk%26Accept-Language%3Dde-CH&link_title=Year+Ahead+2024%3A+A+new+world
https://secure.ubs.com/public/api/v2/investment-content/documents/5j_nxVx0zDceA_RLfk_FSg?apikey=Y8VdAx8vhk1P9YXDlEOo2Eoco1fqKwDk&Accept-Language=de-CH
https://www.credit-suisse.com/
https://www.ubs.com/global/en/wealth-management/insights/chief-investment-office/marketing-material-disclaimer.html

	Important Disclosures

