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Technology  OVERWEIGHT 
Strong Rebound in Second Half  ↔ 
By Samuel Tan l samueltan@kenanga.com.my 

 

We keep our OVERWEIGHT call on the technology sector going into 3QCY20 as we remain 

excited for the upcoming Apple iPhone and strong recovery in automotive sales in the second 

half of the year. We anticipate the upcoming flagship smartphone by Apple to be well received 

due to the revamp of its operating system and the inclusion of 5G connectivity. Of the new 

software offerings unveiled during WWDC last month, we outlined 3 key features, (i) app library, 

(ii) widgets, and (iii) picture-in-picture which we deem will offer a long awaited fresh experience 

that iOS users have envied Android users for. In fact, our channel checks indicated that even 

some loyal Android users may likely consider Apple as their next smartphone upgrade owing to 

the new offerings from iOS 14. On the automotive side, China being the first to flatten the Covid-

19 curve has displayed a strong rebound in car sales from -48% YoY in March to +7% YoY in 

May. With easing restrictions in the EU, we expect car sales recovery at similar momentum. 

Macro view-wise, we gather that both front-end and back-end semiconductor players are 

continuing to see growth despite the lingering Covid-19 pandemic and US ban on Huawei. This is 

possible thanks to the adoption of 5G which will continue to see a rise in components per 

handset coupled with the uptick in EVs as car manufactures are pivoting away from fuel 

combustion engine. Our top picks are JHM (OP; RM2.00) and MPI (OP; RM13.30). 
 

 

Firing on all cylinders. We reiterate our OVERWEIGHT call on the 

technology sector going into 3QCY20 as companies have returned to full 

workforce post movement control order (MCO) to fulfil order backlogs. We 

gather that there was no cancellation of orders, if fact, some of the orders 

is being rushed for delivery in 3Q. Putting the largely expected weak 

1HCY20 behind us, we believe that 2HCY20 will be filled with excitement 

coming from the new flagship smartphone from Apple that will have 

support for 5G coupled with the recovery in the automotive space as car 

sales have picked up strongly in China, while Europe and US is 

anticipated to trend similarly.  

Upcoming iPhone with new software offerings will likely be well received. We anticipate the upcoming flagship 

smartphone by Apple to be well received due to the revamp of its operating system and the support for 5G connectivity. 

During the Worldwide Developer’s Conference (WWDC) event last month, Apple unveiled the brand new iOS 14 that will ship 

together with its new flagship device estimated to be launched during late 3Q. Of the new software offerings, we outlined 

three key features; (i) app library, (ii) widgets, and (iii) picture-in-picture which we deem will offer long awaited fresh 

experience that iOS users envied Android users for. In fact, our channel checks indicated that even some loyal Android users 

may likely consider Apple as their next smartphone upgrade owing to the new offerings from iOS 14. With the top three 

iPhone models in circulation still comprising older models like the iPhone 7 (2016), iPhone 6s (2015) and iPhone 8 (2017), 

we believe that the replacement cycle is long due and the 2020 iPhone model will likely be the go-to choice for a future-proof 

upgrade. 

Flagship 5G smartphone to spur demand for more RF filters. In line with market trend, Apple is expected to adopt 5G in 

its upcoming flagship models. Such move is crucial for Apple to keep up with competition and retain market share given that 

its closest rivals, Samsung and Huawei, have already launched their flagship series (Galaxy S20 and P40 respectively) with 

support for 5G connectivity. We believe the radio frequency (RF) space to be a notable beneficiary of 5G. With the peak 

transfer rate estimated to jump from 150Mbps (4G) to >1Gbps (5G), the need for antenna will also increase from 2x2 MIMO 

(multiple input, multiple output) to 4x4 MIMO. To facilitate such speeds, the amount of frequency band support in each 

handset will likely doubled from the current support of 15 bands. As such, RF filters will also rise in tandem in order to 

maintain a good signal to noise ratio which becomes more challenging when moving up to higher frequency bands (eg. 

mmWave). Overall, similar to previous generations, 5G will result in more RF components and higher content per device due 
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to increased complexity.  

Macro development showing positive trend ahead. The market leader in the OSAT space, ASE Technology Holdings 

(ASE), saw its monthly revenue remaining resilient despite the Covid-19 outbreak. For the most recent three months from 

Mar-May 2020, ASE’s monthly revenue grew at a range of 18.9%-28.1% YoY, signalling a steady demand for chip 

packaging. The same trend can be observed in the front-end semiconductor space where global wafer fabrication leader, 

TSMC, recorded a monthly revenue growth of 16.6%-42.4% YoY from Mar-May 2020.  

While there are concerns with regards to US restriction on Huawei’s access to wafer fabrication house, we gather that the 

excess capacity in wafer fabrication houses have been being promptly absorbed by the likes of Apple and AMD which are on 

the forefront of advancing Moore’s Law with many of their respective products relying on the 7nm process node and some 

even exploring the feasibility of 5nm. Apple has also announced in the WWDC event that it will begin designing its own 

laptop processor chip (Apple Silicon) based on ARM’s architecture, a move that is unprecedented among laptop makers. 

Apple Silicon promises better performance without the unnecessary heat generation from Intel’s x86 architecture, resulting in 

more powerful computing in a thinner form factor. While the transition will be phased across two years, such big leap signifies 

that the semiconductor space still has a good amount of new development to look forward to even in the mature laptop 

market. 

Worldwide Smartphone Sales to End Users by Vendor (m of units) 

Company 1Q20 4Q19 1Q19 QoQ YoY 1Q20 4Q19 1Q19

Samsung 58.3 70.4 71.9 -17.2% -18.9% 21% 17% 23%

Huaw ei 49.0 58.3 59.1 -16.0% -17.1% 18% 14% 19%

Apple 36.7 69.6 36.8 -47.2% -0.3% 13% 17% 12%

Xiaomi 29.5 32.3 27.8 -8.6% 6.1% 11% 8% 9%

Vivo 24.8 30.5 23.2 -18.6% 6.9% 9% 7% 7%

Others 77.5 145.7 93.5 -46.8% -17.1% 28% 36% 30%

Total 275.8 406.6 312.3 -32.2% -11.7% 100% 100% 100%

Shipments (units) Growth Market Share

. 

Source: IDC 

 

Car sales see strong recovery in 2H. The automotive market is believed to have bottomed out with China being a leading 

indicator as it is the first to flatten the Covid-19 curve. China passenger car sales saw a V-shaped recovery as sales climbed 

7% YoY in May, an improvement from -48% YoY in March. Consumption-spurring policies such as the extension of subsidies 

and tax exceptions for EVs by another two years helped fuel the pent-up demand.  

Over in Europe, assembly lines are returning to full production as authorities eased restrictions that shuttered many 

dealership and kept consumers at home. Europe’s car sales saw slight improvement of -52.3% YoY in May after bottoming 

out at -76.3% YoY in April. In addition, the extra tax incentives granted by local government will likely lead to improvement in 

car sales. For illustration, the French government is giving out as much as 12,000 euros rebate on a new electric car. This 

means that a brand new Renault Zoe will only cost 20,000 euros instead of 32,000 euros, representing a sizable discount of 

38%. Furthermore, the practice of social distancing will further emphasise the need for private vehicles as opposed to public 

transport.   

The continuous push by EU regulators to reduce carbon emission will further emphasise the need for car manufacturers to 

pursue electric vehicles (EV) to average down their emission figures. In comparison to the targeted 95g/km CO2 by EU 

regulators, the likes of Volkswagen (121.2g/km), BMW (129g/km), Audi (130.3g/km) and Mercedes (140.9g/km) are still far 

from meeting the new target. Therefore we believe that local player such as MPI which is expanding its exposure in the 

automotive sector (eg. silicon carbide packaging) will stand to benefit from the uptrend of EVs.  
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Passenger vehicle (PV) sales/registrations growth (% YoY) 

.  

Source: CAAM, ACEA 

 

In the EMS space, SKPRES (OP; TP: RM1.50)’s pipeline is currently fully occupied with a slew of exciting household 

and hygiene products. One of the products recently launched two week ago boasts the same efficiency as its 

predecessor but at half the weight, which allows for better portability. This item will be mainly catered to the South 

East Asia (SEA) region. The group is still experiencing robust demand for existing products from the SEA region and 

the western market, thanks to strong online sales even during the lockdown period. With the gestation period over, 

better performance can be expected in FY21 as the group’s PCBA line and battery pack assembly line is expected to 

be well optimised for the production of the new variant household product. The group is also in the midst of getting 

qualified by its key customer to supply PCBA for other products that are currently in the group’s portfolio. We are 

positive on the group’s effort to be self-sufficient on PCBA, as it will better equip the group for more potential 

contracts given the key customer’s emphasis for its contract manufacturers to be vertically integrated  

Maintain OVERWEIGHT stance on the technology sector. Our top picks are: 

(i) JHM (OUTPERFORM, TP: RM2.00). Despite the recent share price rally, JHM remains one of the biggest laggards 

in the technology sector as investors weighed the impact from the ailing global automotive industry as well as 

discounted JHM’s aerospace venture angle (c. 1% of group revenue). However, we think these factors have been 

very much misconstrued. With the strong rebound in automotive sales coupled with new prospects from 5G and EV 

charging station, we expect JHM to record growth for the next three quarters. The stock is trading at FY21E PER of 

14.9x; a steep but unwarranted discount to UWC’s 26x (based on Bloomberg consensus). Furthermore, the transfer 

to Bursa Main Board will attract greater interest from institutional funds. 

(ii) MPI (OUTPERFORM, TP: RM13.30). Thanks to the new practice of working from home, the uptick in the industrial 

and laptop segments cushioned the decline in automotive and communication segments. The group see more 

demand for power management chip packaging as web computing (video conferencing, e-learning, media 

streaming, and cloud storage) spiked in usage, in tandem with the shortage of laptops and the surge in demand for 

enterprise HDD. Workforce has resumed to healthy levels and operations are at peak utilisation rate. We continue 

to like MPI for its (i) exposure in the RF segment will be ride the growth of 5G (ii) newly acquired US automotive 

customer which provides the exposure to silicon carbide (SiC) power modules that will be the future go-to power 

component for EVs, (iii) balanced clientele portfolio, and (iv) strong balance sheet with net cash of RM800m. 
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Global Semiconductor Sales and YoY growth 

.  
Source: SIA, Kenanga Research 

 

WSTS Semiconductor Sales Forecasts by Product Type (Spring 2020) 

. 

2018 2019 2020F 2021F 2018 2019 2020F 2021F

Discrete Semiconductors 24.1 23.9 22.3 24.9 4.3 -0.9 -6.6 11.5

Optoelectronics 38.0 41.6 39.4 46.2 -3.8 9.3 -5.1 17.1

Sensors 13.4 13.5 13.2 14.4 22.7 1.2 -2.1 8.5

Integrated Circuits 393.3 333.4 351.0 347.6 0.8 -15.2 5.3 -1.0

Analog 58.8 53.9 50.8 57.0 5.8 -8.2 -5.8 12.2

Micro 67.2 66.4 68.2 68.9 -1.2 -1.2 2.6 1.1

Logic 109.3 106.5 109.7 111.5 0.8 -2.5 2.9 1.6

Memory 158.0 106.4 122.4 110.3 -0.6 -32.6 15.0 -9.9

Total 468.8 412.3 426.0 433.0 1.1 -12.0 3.3 1.7

US$ bil YoY %

 
Source: WSTS  

 

Worldwide Device Shipments by Device type (Millions of Units) 

2019 2020F 2019 2020F

Traditional PCs (Desk-Based and Notebook) 193 170 -4% -12%

Ultramobile (Premium) 70 66 4% -6%

PC Market 263 235 -2% -10%

Ultramobiles (Tablets and Clamshells) 144 133 -6% -7%

Computing Devices Market 407 368 -3% -9%

Mobile Phones 1,754 1,496 -4% -15%

Total Devices Market 2,161 1,864 -4% -14%

Device Type
Shipments (million of units) YoY growth

..  

Source: Gartner  
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Revenue breakdown by market segment in 1QCY20   

  

  
Source: Company, Kenanga Investment Bank Bhd  
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Malaysian Technology Peers Comparison 

Name Last Price 
@ 30/06/20 

(RM) 

Market 
Cap 

(RM'm) 

Shariah 
Compliant 

Current 
FYE 

Revenue Growth 
Core Earnings 

Growth 
PER (x) - Core Earnings PBV (x) 

ROE 
(%) 

Net Div   
Yld (%) Target Price 

(RM) 
Rating 

  
1-Yr. 
Fwd. 

2-Yr. 
Fwd. 

1-Yr. 
Fwd. 

2-Yr. 
Fwd. 

Hist. 
1-Yr. 
Fwd. 

2-Yr. 
Fwd. 

Hist. 
1-Yr. 
Fwd. 

1-Yr. 
Fwd. 

1-Yr. 
Fwd. 

          
    

                  

D&O GREEN TECHNOLOGIES BHD 0.72 807.2  Y  12/2020 -5.7% 6.5% -15.5% 43.5% 24.0  28.0 19.8 1.6  1.4  10.9% 2.0% 0.86 OP 
JHM CONSOLIDATION BHD 1.30 736.0   Y  12/2020 5.9% 24.7% 3.6% 58.2% 23.8 22.9 14.5 3.6 3.0 13.1% 1.2% 2.00 OP 
KESM INDUSTRIES BHD 7.66 333.3  07/2020 -23% 24.0% -37.0% 366% 53.7 84.5 18.1 1.0  0.9 2.0% 1.1% 7.40 MP 
MALAYSIAN PACIFIC INDUSTRIES BHD 11.08 2,310.7   Y  06/2020 2.2% 9.0% 7.6% 29.0% 12.8  12.5  9.7  1.6  1.6  10.5% 3.0% 13.30 OP 
P.I.E. INDUSTRIAL BHD 1.30 514.6  Y  12/2020 -26% 55% -57% 149% 13.4 31.3 12.6 1.1 1.1 3.4% 1.6% 1.22 MP 
SKP RESOURCES BHD 1.39 1,760.7   Y  03/2020 18.9% 24.2% -30.4% -0.8% 9.5  9.6  6.6  1.6  1.4  15.8% 5.2% 1.50 OP 
UNISEM (M) BHD 2.07 1,530.3   Y  12/2020 -7.0% 15.9% 40.2% 23.2% N.A. 14.0  12.6  1.0 1.0  7.3% 3.1% 1.80 MP 

 

Source: Kenanga Research 
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Stock Ratings are defined as follows:  
 
 
Stock Recommendations 
 

OUTPERFORM  : A particular stock’s Expected Total Return is MORE than 10%  
MARKET PERFORM : A particular stock’s Expected Total Return is WITHIN the range of -5% to 10% 
UNDERPERFORM : A particular stock’s Expected Total Return is LESS than -5% 
 
 
Sector Recommendations***  

 
OVERWEIGHT  : A particular sector’s Expected Total Return is MORE than 10%  
NEUTRAL  : A particular sector’s Expected Total Return is WITHIN the range of -5% to 10% 
UNDERWEIGHT  : A particular sector’s Expected Total Return is LESS than -5%  
 
 
 
***Sector recommendations are defined based on market capitalisation weighted average expected total 
return for stocks under our coverage. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

This document has been prepared for general circulation based on information obtained from sources believed to be reliable but we do not 
make any representations as to its accuracy or completeness. Any recommendation contained in this document does not have regard to the 
specific investment objectives, financial situation and the particular needs of any specific person who may read this document. This 
document is for the information of addressees only and is not to be taken in substitution for the exercise of judgement by addressees. 
Kenanga Investment Bank Berhad accepts no liability whatsoever for any direct or consequential loss arising from any use of this document 
or any solicitations of an offer to buy or sell any securities. Kenanga Investment Bank Berhad and its associates, their directors, and/or 
employees may have positions in, and may effect transactions in securities mentioned herein from time to time in the open market or 
otherwise, and may receive brokerage fees or act as principal or agent in dealings with respect to these companies. 
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