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China trip takeaways: TD, overseas demand are focal points in 2013

China smartphone SOC: Healthy demand, rapid commoditization  

We met 16 telco, semi, telco equipment, and handset companies in Beijing, 

Shanghai, and Shenzhen during February 19-21 and present the key 

takeaways in this report. China smartphone SOC demand rebounded after 

CNY driven by strong TD and overseas demand; some high-resolution 

touch panels and camera modules are in shortage. We believe Mediatek 

should benefit from the 2 month time-to-market advantage for 6589, but it 

has not yet sampled its dual-core 6572. Qualcomm has recently improved 

its QRD and 8225Q performance. Spreadtrum’s stance in low-end TD SOC 

seems to be solid despite the potential 6572 challenge. We expect further 

commoditization of dual-core and quad-core SOC in 1H2013 and late 2013, 

respectively, as Leadcore and Spreadtrum enter the market.  

China tablet: From 7” panel and Wi-Fi connection to 8” and 3G  

According to Allwinner, a fabless IC design house, the China tablet market 

would grow 50%-100% yoy in 2013 from 60-70mn in 2012, with 65%-70% 

shipment to overseas markets through local brand OEMs; further, it expects 

the average panel size to increase from 7” to 8” and the 3G mix to increase 

from 15% to 25%-30%. Further, Allwinner is sampling a quad-core AP. 

2013 is an inflection year for both TD-LTE and TD-SCDMA 

The robust TD-SCDMA net adds in January are sustainable and highlights the 

cost advantage of sub Rmb500 TD-SCDMA smartphones due to free royalty 

and China Mobile’s distribution muscle, in our view. CM plans to implement 

TD-LTE network in over 100 top cities covering 500mn people and procure 3-

5mn TD-LTE terminals in 2013. Further, Ericsson stated that its TD-LTE trial has 

shown better-than-expected in-door penetration at 2.6GHz. CM is likely to start 

the LTE bidding in May and it exceeds our 2013 TD capex estimate. 

Stock implications: Good for TSMC, maintain CL-Buy 

We believe Mediatek (2454.TW; NR) should generate 17% qoq rev growth 

in 2Q13, above seasonality of 10%, due to order rebound and its 6589 time-

to-market lead, but it faces intensifying competition in late 2013. We 

believe the rapid migration to multi-core SOC is positive for TSMC 

(2330.TW; CL-Buy). We cut MStar’s (3697.TW; NR) 2013E-2015E EPS by 2%-

9% to reflect its TV SOC market share loss.  
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March 14, China Mobile 2012 annual results 

March 20, China Telecom 2012 annual results 

March 21, China Unicom 2012 annual results  

BRIEF SNAPSHOTS OF FOUR PRIVATE TECHNOLOGY 

COMPANIES IN CHINA INSIDE THE REPORT  

Hi-Silicon, Allwinner, Leadcore, and Vanzo are leading 

suppliers of tablet AP, TD SOC, and smartphone design in 

China.  
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China trip takeaways: Smartphone demand rebounded; further 

commoditization of smartphone SOC and hardware 

We visited telco, semi, telco equipment, and handset companies including China Unicom, 

China Telecom, Mediatek, Huawei, ZTE, RDA, Vanzo, Allwinner, Leadcore, Hi-Silicon, HL 

Mobile, TCL Communication, in Beijing, Shanghai, and Shenzhen during February 19-21. 

Below are our key takeaways.   

Smartphone and tablet demand rebounded post CNY 

Mediatek, Qualcomm, ZTE, Allwinner, and Vanzo have seen good demand after Chinese 

New Year (CNY). Some TD smartphone models were sold out. Some high resolution touch 

panels and camera modules are supply constrained. 

TD-SCDMA smartphones are more competitive than WCDMA and EVDO ones in the sub 

Rmb500 category because TD-SCDMA phones do not have the 3G royalty expense. Many 

industry participants have shown concern over the high royalty rate for WCDMA and 

CDMA that is based on the total FOB price, while the 3G module is only a small fraction of 

the total bill of material of a smartphone or tablet today.    

Vanzo expects the mix of its overseas shipments to increase from 10% in 2012 to 30% in 

2013.  

Mediatek 6589 has a time-to-market lead; QRD has improved; new SOC suppliers 
emerge 

Mediatek 6589 has had a good design-in and started to ship in volumes at eight alpha 

customers (Lenovo, Coolpad, Huawei, ZTE, Oppo, BBK, Gionee, and TCL). Further, we note 

that 6589 has a 2-month time-to-market advantage over 8225Q. Coolpad has just 

introduced its 6589 based 5” MAX7295 with a retail price of Rmb1,499. Many industry 

participants expect the retail price of quad-core and 5” smartphone to fall to below 

Rmb1,000 by the end of 2013. We note that hardware differentiation continues to diminish 

at a rapid pace in the China smartphone and tablet market.  

Qualcomm has improved its QRD. According to the company, its 8225Q is also performing 

above expectations. The price gap between WCDMA and CDMA versions of 8225Q remains 

wide. We expect China Telecom’s disadvantage in the sub Rmb1,000 smartphone to 

continue in 2013.   

Leadcore has launched its dual-core TD-SCDMA SOC ahead of its US competitor in late 

2012 and plans to sample its quad-core SOC in 2H13. RDA is on track to ship its ultra-low-

cost EDGE smartphone SOC in late 2013. Hi-Silicon expects its AP shipment to increase 

from 1mn in 2012 to 10mn in 2013. Allwinner and Rockchip also plan to tap the smartphone 

market.  
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Exhibit 1: We forecast made-in-China smartphone market 

to reach 440mn units in 2013E 
Made-in-China smartphone SOC market 

 

Exhibit 2: We expect Mediatek to benefit from the time-

to-market lead; new SOC suppliers emerge 
Market share of made-in-China smartphone SOC 

 

Source: Company data, Goldman Sachs Research estimates. 
 

Source: Company data, Goldman Sachs Research estimates. 

 

China tablet market moves from 7” panel and Wi-Fi connection to 8” panel and 
3G connection 

Allwinner expects China tablet market to increase 50%-100% yoy in 2013 from 60-70mn in 

2012, the mainstream tablet panel to increase from 7” in 2012 to 8” in 2013, and the mix of 

3G connection to increase from 15% (mostly 2G) in 2012 to 25%-30% (mostly 3G) in 2013. 

Allwinner believes that LTE would drive the tablet demand in China.  

Allwinner believes that tablet independent design houses (IDH) were more profitable than 

smartphone IDH on average in Shenzhen in 2012. 

According to Mediatek, it will start to ship its dedicated tablet AP MT8389 and MT8125 in 

2Q2013.  

 

Exhibit 3: We expect made-in-China tablet market to 

reach 100mn in 2013E 
Made-in-China tablets SOC market 

 

Exhibit 4: Mediatek will start to ship its dedicated tablet 

AP in 2Q2013, according to the company 
Market share of made-in-China tablets SOC market 

 

Source: Company data, Goldman Sachs Research estimates. 
 

Source: Company data, Goldman Sachs Research estimates. 
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TD-LTE is gaining momentum in both the equipment and handset supply chains  

CM plans to implement TD-LTE network in over 100 top cities covering 500mn population 

and procure 3-5mn TD-LTE terminals in 2013. ZTE and some global equipment vendors 

expect China Mobile to start the LTE equipment bidding in May. Consequently, we believe 

China Mobile’s (CM) TD-SCDMA and TD-LTE capex may exceed our forecast of Rmb532bn 

in 2013E. The TD-LTE trial has shown better-than-expected result for in-door penetration at 

2.6GHz. HTC, Huawei, ZTE, LG, and Samsung have demonstrated multi-mode TD-LTE 

smartphones. According to C114.com (Feb 27, 2013), Verizon may even introduce TD/FDD-

LTE smartphone in the US. Also on February 27, CM started its “scale commercial trial” of 

TD-LTE in Shenzhen and Guangzhou, two first-tier cities in China. One can get a free 

Samsung TD-LTE smartphone by depositing Rmb4,699 and committing to a two-year 

contract at a Rmb388 ARPU.   

Mediatek, Leadcore, Hi-Silicon, and Spreadtrum are on track to sample their multi-mode 

TD-LTE SOC and modem in late 2013.   

TV market: MStar and Mediatek likely to lose market share in China TV market   

Novatek and Realtek have stated in their 4Q12 results announcements that they gained TV 

SOC market share in Korea and China. We note that MStar and Mediatek had nearly 90% 

TV SOC market share in China in end-3Q12 before they announced their intention to merge. 

Further, Mediatek is still conducting its TV design-in in China, while MStar has recently cut 

its TV SOC forecast in 2013.   

We cut MStar’s 2013E-2015E EPS by 2%-9% to reflect its TV SOC market share loss.  

Exhibit 5: We cut our MStar EPS forecasts by 2%-9% in 2013E to 2015E 
MStar’s estimate revisions and key revenue driver assumptions 

 

Source: Goldman Sachs Research estimates. 

MStar (3697.TW)
GS e Old Diff. GS e Old Diff. GS e Old Diff.

Revenue (NT$ mn) 37,007 37,897 -2.4% 39,781 42,642 -6.7% 42,296 46,543 -9.1%

Gross margin 42.8% 42.8% 0bps 43.0% 43.0% 1bps 42.8% 42.8% 0bps

Operating margin 20.4% 20.4% -2bps 22.0% 22.0% 1bps 21.8% 21.8% 0bps

Net margin 19.1% 19.1% -1bps 20.6% 20.6% 4bps 20.5% 20.5% 4bps

Net income (NT$ mn) 7,072 7,245 -2.4% 8,210 8,783 -6.5% 8,681 9,534 -8.9%

Diluted EPS (NT$) 13.26        13.58          -2.4% 15.32        16.39           -6.5% 16.11        17.69           -8.9%

GS e Old Diff. GS e Old Diff. GS e Old Diff.

TV IC shipment (mn) 136.6        140.9          -3.1% 144.1        157.4           -8.5% 153.3        173.6           -11.7%

TV IC ASP (US$) 6.4            6.4              -0.3% 6.6            6.7              -1.0% 6.6            6.7              -1.0%

Monitor IC shipment (mn) 84.0          84.0            0.0% 75.7          75.7            0.0% 68.2          68.2            0.0%

Monitor IC ASP (US$) 1.2            1.2              0.0% 1.2            1.2              0.0% 1.1            1.1              0.0%

STB IC shipment (mn) 21.3          21.3            0.0% 25.1          25.1            0.0% 29.7          29.7            0.0%

STB IC ASP (US$) 8.7            8.7              0.0% 8.7            8.7              0.0% 8.7            8.7              0.0%

2014E2013E 2015E

2014E2013E 2015E
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Profiles of Hi-Silicon, Allwinner, Leadcore, and Vanzo 

Hi-Silicon was established in Oct 2004 and provides ASICs and solutions for 

communication network, smartphones and digital media products including STB and IPTV.  

The company has 6,000 employees and is 100% owned by Huawei. It has three R&D 

centers in the US, two in Europe, and one in Singapore. Hi-Silicon started to ship its 

smartphone application processors (AP) in late 3Q12 and had total shipments of 1mn in 

2012.  Its target is 10mn AP shipment in 2013. TSMC is Hi-Silicon’s primary foundry 

supplier.  

Leadcore Technology is an IC design company based in Shanghai. The company is 

dedicated to TD-SCDMA and TD-LTE chip solutions for feature phones, smartphones and 

other wireless terminals. It was acquired by Datang Telecom in 2012. Leadcore shipped 

12mn and 5mn smartphone SOC in 2012 and 1Q2013, respectively; its target is 30mn 

smartphone SOC in 2013.  

Allwinner is a fabless IC design house specializing in AP for tablets and power 

management IC. The company is headquartered in Zhuhai and has 460 employees with 

80% engineers. Allwinner ranks Number 1 in terms of tablet IC shipments in China. We 

estimate that Allwinner has shipped 30mn tablet AP in 2012. Its gross profit margin is 

above 40%. Allwinner has a very fragmented customer base; its top 20 customers 

represent only 30%-40% of its total revenues. Allwinner is sampling a 28nm quad-core AP 

and uses TSMC and SMIC as its primary and secondary foundry suppliers, respectively.   

Vanzo Technology is a Shanghai-based smartphone independent design house (IDH) 

focusing on Mediatek’s solutions.  Founded in April 2010, Vanzo currently has 130 

employees. The company started shipments in Oct 2010 and was profitable in 2010. Vanzo 

shipped 4mn smartphones and generated US$130mn revenue in 2012. Its target is to ship 

7mn smartphones in 2013. Vanzo is a top-10 smartphone customer of Mediatek.   
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Other disclosures 
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