
As our first year of existence comes to a close, we thought we’d look back at 

2018 and share with all of you what our plan was, what we think we did well, 

what we clearly didn’t do well, and, building on this, what our good 

resolutions for 2019 would be. 

We are happy with what we have achieved in our first 8 months. We have 

started building a research operation which is in line with our vision, and we 

have been able to make some very differentiated calls leveraging our unique 

capabilities. We have also made serious mistakes and overlooked some 

aspects of the job. We want to learn from what we didn’t get right and adjust 

the way we do research in 2019. 

On the commercial front, we are very happy with where we stand after only 

8 months. We are confident we are on the right track to build an operation 

successful enough to retain the talents we need and to invest in our research 

product to increase its uniqueness. 

We would like to warmly thank all those who have already committed to 

support us. We make a living off your tangible support, and most 

importantly, we you help us build confidence in our model. We thank those 

who have expressed interest and will, hopefully soon, become supporters as 

well. We would like to thank all our industry contacts, who have expressed 

real enthusiasm for our differentiated research product and support us. We 

view the relationships we are building with them as one of our most 

important differentiating factors in the long run. Last but not least, we would 

like to thank our New Street Research Partners. We are delivering on the 

vision we had, and it is an exhilarating feeling! 

 

 

 

Sales: 

Charlie Gaynor 
+44 20 7375 9121 
charlie@newstreetresearch.com 
 
 
  
Steven Perez 
+44 20 7375 9112 
steven.perez@newstreetresearch.com 
 
 
 
Zach Monsma 
+1 212-921-7729 
zach.monsma@newstreetresearch.com 
 
 
 
Michael Chambers 
+65 6730 9268 
michael@newstreetresearch.com 
 
 
 
Ethan Lacy 
+1 212-921-4925 
ethan.lacy@newstreetresearch.com 
 
 
 
Joshua Evans 
+44 20 7375 9115 
joshua@newstreetresearch.com 
 
 
 
 
 
 

Pierre Ferragu  +1 646 681 4616  pierre@newstreetresearch.com 
 
Rolf Bulk   +44 20 7375 9118  rolf@newstreetresearch.com 
 
Antoine Chkaiban  +44 20 7375 9126  antoine@newstreetresearch.com 
 
Benjamin Harwood +44 20 7375 9160  ben@newstreetresearch.com 
 
Derek Mogull  +1 646-681 4638  derek@newstreetresearch.com 
 
 
 
 
 

Technology Infrastructure 
December 18th, 2018 

Season’s Readings: Tesla, Apple, AMD, AMAT, Nvidia…  
A year in review… and our manifesto for 2019 

 

mailto:charlie@newstreetresearch.com
mailto:steven.perez@newstreetresearch.com
mailto:zach.monsma@newstreetresearch.com
mailto:michael@newstreetresearch.com
mailto:ethan.lacy@newstreetresearch.com
mailto:joshua@newstreetresearch.com
mailto:pierre@newstreetresearch.com
mailto:rolf@newstreetresearch.com
mailto:antoine@newstreetresearch.com
mailto:ben@newstreetresearch.com
mailto:derek@newstreetresearch.com


1 
 

I – What we tried to build in 2018 

We joined forces with New Street and initiated coverage on 12 stocks in May this year, with a unique model, built on the 

following five principles: 

 

i) More resources: 

As I transitioned from my previous role, I doubled the size of my team and tripled my external research budget. Our 

independent model gives us more resources to allocate to research. We analyze more in depth, and we can spend money 

on getting the data and the information edge we need. No distraction with trading and others, the ratio of dollars paid by 

client to dollars spent on research increased 3x between my previous role and today, and it makes a difference. 

 

ii) Broader expertise: 

We have expertise in electrical engineering, telecommunication engineering, multiple fields of computer sciences, chemical 

and materials engineering, strategy, marketing, and (I almost forgot) corporate finance. When it comes to sectors, the team 

has covered in the last 10 years mobile phones, telecom equipment, data networking, IT Hardware, cybersecurity, 

semiconductors, and semi cap equipment. We knew nothing about cars but learnt rapidly, and we have made continuous 

learning one of our core processes. (Sometimes the tough way - we recently learnt a bunch about GPU distribution…) 

 

iii) More focus: 

We cover a limited number of stocks at any point in time (at the moment we average 3 stocks per head, and don’t plan to 

ever do more than 2x that) and want to build a business supporting a limited number of clients, in order to be able to 

provide high-touch services and produce relevant research. Our plan is to have an order of magnitude less clients than I had 

in my previous role. I believe writing research for a small group of clients is a very different and much higher value process 

than writing research for all Wall Street. 

 

iv) No limits:  

Our field of research is Technology Infrastructure. We believe we should always be able to go where our research is leading 

us. If researching power semiconductors gives us an edge to understand Tesla, so be it - let’s cover Tesla! 

 

v) Technology infrastructure as a whole: 

All research houses have a siloed approach, mostly driven by II categories. Our conviction is that Technology Infrastructure 

can be well understood only by looking at it from top to bottom and from the center to the edge. We built our coverage and 

structured our team with that idea in mind. The whole team works together, builds expertise together, and produces a 

single research product. We killed the “publishing analyst” model, and we feel very good about it! 
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II – What we did well in 2018 

We thought we’d mention 3 calls which reflect well our differentiated approach: Tesla, Apple and AMD. 

i) Tesla 

We initiated coverage with two convictions: 1) Tesla was about to sustainably turn cash positive, despite a $1bn quarterly 

burn rate, and 2) Tesla was 10 years ahead of anyone else in the new game of designing and manufacturing at scale 

desirable electric cars, which gives the brand ample room to build a sustainable position in the premium car market. The 

performance of the company over the summer proved our first point right (exhibit 1&2). 

We see multiple indications our second point is becoming increasingly likely (exhibit 3). 

This call is the direct result of our research model: 

▪ Resources: Modeling Tesla’s cash flow on a per-model 3 basis represented weeks of work, from interviews with 

industry experts to benchmarks and the modeling itself. I wasn’t surprised nobody else did it on the steet. 

▪ Expertise: Some of it inherited from our diverse coverage (basis of electrical engineering learnt covering Infineon), 

some from our past experiences (premium brand strategic marketing, experience curve analysis), some learnt the hard 

way (car manufacturing). We definitely put in our work a combination of perspectives not available elsewhere. 

Exhibit 4 gives you a preview of what we expect next: Continued ramp in 2019, leading to double digit margins. If you want 

to read more about our Tesla perspective: 

▪ Tesla Deep dive: Is Tesla a loaded gun? Moment of truth 

▪ Tesla 3Q18 Wrap-up: Thesis playing out at full steam… and more  

   

Exhibit 1 - The Model 3 provides Tesla with up to $30k in 
cash per car 

 Exhibit 2 - The ramp of the Model 3 has driven Tesla FCF 
positive  

Cash contribution of each incremental Model 3   LHS: Tesla FCF (US$m) RHS: Model 3 Deliveries (k) 

 

 

 

Source: Corporate reports and NSR estimates and analysis 
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https://www.newstreetresearch.com/download-page/is-tesla-a-loaded-gun-moment-of-truth/
https://www.newstreetresearch.com/download-page/tesla-3q18-wrap-up-thesis-playing-out-at-full-steam-and-more
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Exhibit 3 - The experience curve is real in EV and Tesla is 5-10 years ahead 

 

 
 

Source: Tesla and NSR estimates and analysis. 

 

Exhibit 4 - We expect Tesla to support double digit operating margins by end 2019 

 

 
 

Source: NSR estimates and analysis. 
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ii) Apple  

We based our controversial (lone rider with a negative rating since August 20th) call on two convictions: 1) The iPhone X had 

pulled forward demand in 2018 (exhibit 5-6), and 2) iPhone shipments are on a structural declining trend as replacement 

cycles elongate and the first-hand installed base doesn’t grow anymore (exhibit 7). Since we downgraded the stock, we 

have been swamped with datapoints which show that our thesis playing out (exhibit 8). 

Here again our model played in full swing: 

▪ Resources - we gathered very detailed information spanning over 10 years to understand how Apple shipments by SKU 

got affected by the introduction of premium models. We combined two data sources with feedback from our own local 

paertners walking around China to gather useful supply chain datapoints. 

▪ Technology Infrastructure - the main insights of the call each come from our experience of other segments: our 

research on Intel got us to understand the secular decline of the PC market between 2012 and 2017, and see similar 

trends at work for the iPhone (exhibit 9). Our experience in Data Networking and Cybersecurity reminded us how 

product cycles can hide underlying trends. Adjusting reported numbers for product cycle is an art that proved useful for 

Apple this year. 

If you want to read more about our Apple perspective: 

▪ Apple Downgrade: iPhone X brought forward demand; brace for the 2019 air pocket. Downgrade to sell 

▪ Apple 4FQ18 Wrap-up: We have seen the movie before and We don’t need units to understand it 

 

   

Exhibit 5 - The iPhone 6 plus pulled forward demand in 2015, 
impacting 2016  

 Exhibit 6 – Similarly, iPhone X pulled forward demand in 2018, 
impacting 2019  

Shipments of iPhone Plus, 2015-2017 (m)  Shipments of iPhone X, 2018 & iPhone XS, 2019 (m) 

 

 

 

   

Source: Corporate reports, Counterpoint and NSR estimates and analysis. 

   

 

 

https://www.newstreetresearch.com/download-page/apple-iphone-x-brought-forward-demand-brace-for-the-2019-air-pocket-downgrade-to-sell
https://www.newstreetresearch.com/download-page/2-november-2018-europe-united-states-equity-research-technology-infrastructure-apple-4fq18-wrap-up-we-have-seen-the-movie-before-and-we-dont-need-units-to-understand-it
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Exhibit 7 – Since 2016, on an adjusted basis, iPhone units have 
been in secular decline 

 Exhibit 8 – Weak underlying demand will be reflected in the 
March quarter guide 

Shipments of iPhone Plus, 2015-2017 (m)   

 

 

 

 

Source: Corporate reports, NSR estimates and analysis. 

    

Exhibit 9 – PC shipments declined for 5 years in a row as they lost share of wallet and replacement cycles elongated 

PC & iPhone shipments and replacement cycles (re-scaled & aligned for comparison) 

 

  

 

 

Source: Apple, Strategy Analytics and NSR estimates and analysis. 
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▪ Apple reported another quarter of weak shipments, 1.3% 

below consensus, the guide implies shipments 3.8% below 

consensus in the December quarter. 

▪ Apple stopped reporting units… 

▪ We got swamped into datapoints indicating brutal 

production cuts: AMS, TTM, Foxconn, Pegatron, Lumentum 

and Qorvo. 

▪ We heard of early price cuts in distribution channels (Japan).  

▪ Apple offer up to 100% additional credit on trade-ins, 

equating to a 13% discount on an XR. 

▪ We expect a second quarter guide well below expectations, 

with iPhone revenues $33.6bn vs. consensus $40.2bn. 

▪ In 2012, as the smartphones market boomed an spending on 
tablets grew materially, PCs lost share of wallet. Users didn’t 
buy cheaper PCs but replaced them less often. 

▪ This came at a point innovation in PC stalled. 

▪ The number of PC users kept growing slowly, but they spent 
less on PC, through less frequent refresh and less multiple 
ownership. 

▪ It is likely iPhones go through a similar transition. We have 
good evidence the number of iPhone users is still growing 
nicely, but shipments are not, and are actually in slow 
decline, when adjusted for pull-forward demand. 

▪ New devices (Wearables, home devices) are likely taking 
some share of wallet from iPhones, but is still small. iPhone 
replacement cycles are likely elongating mostly because 
innovation has slowed, and there is some sort of user fatigue 
about replacing their iPhones too often. 
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iii) AMD 

We initiated on AMD after one of our clients asked about AMD as a threat to Intel. We worked on it immediately and 

concluded 1) AMD cannot compete with Intel on fundamentals (exhibit 10-11) and 2) AMD is forced into extreme 

architectural choices in order to compete with Intel in niche markets, and will never win the cloud universal node (exhibit 

12-14). 

This call was the result of our focus,our expertise and our “no limits” model: 

▪ Focus – we were able to allocate several man weeks to the question of AMD as a competititve threat to Intel, at the 

request of a single of our clients, large shareholder of the latter. 

▪ Expertise in computer science and micro-architecture to analyse AMD’s architecture, industrial marketing and strategy 

to understand the competitive game between Intel and AMD. 

▪ No limits - we decided to initiate on AMD given the insight we pulled-up in this work, and were able to do so in two 

weeks, mobilizing the whole team. 

If you want to read more about our AMD perspective: 

▪ AMD Initiation: AMD coverage initiation: Hard stop around the corner – Sell, Target Price $18 

▪ AMD 4FQ18 Wrap-up: Quarter and guide playing out along our expectations 

   

Exhibit 10 - AMD can barely afford a tenth of Intel’s R&D  Exhibit 11 – AMD can’t compete on prices with Intel  

Intel & AMD R&D expenses (US$bn)  Intel and AMD gross margin (%) 

 

 

 

 

Source: Corporate reports, FactSet consensus and NSR estimates and analysis. 
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https://www.newstreetresearch.com/download-page/amd-3q18-wrap-up/
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Exhibit 12 – AMD is forced into extreme architectural choices 

 

 
 

Source: Intel, AMD, and NSR analysis. 

 

Exhibit 13 - AMD offers more resources per chip but terrible “worst-thread performance” 

 

 
 

Source: Intel, AMD, and NSR analysis. 
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Exhibit 14 - AMD cannot win the cloud universal node 

 

 
 

Source: NSR analysis. 
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iv) Corporate Access  

We also wanted to mention our corporate access agenda amongst what we did well. As a result of our positioning, we met 

excellent reception in the industry. We presented multiple times our work to conferences, seminars, board meetings and 

executive committee meetings. 

As a result, we meet good reception when asking for access to executives, sites and experts, which helped us organize a 

long list of corporate access events which probably represents in 8 months close to what I did in 10 years in my previous 

role. We have the resources to make this happen, and the expertise to facilitate relevant discussions. 

 

Exhibit 15 – New Street Technology Infrastructure Corporate Access 2018 

 

 
 

Source: NSR analysis. 
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III – What we didn’t do well in 2018 

We didn’t get everything right at all… Here are two calls on which we miserably failed, but from which we learnt a lot: 

i) Applied Materials  

We initiated coverage with a very bullish perspective: As the business becomes less cyclical, gets recognized as a near 

monopoly and as exposed to quality growth drivers on most of what it does, the stock should re-rate. We got it wrong. We 

stand by our industry perspective, AMAT is getting less cyclical, is a near monopoly and benefits from strong growth drivers 

(exhibit 16-17). However, the stock isn’t re-rating, as the near-term uncertainty of its outlook remains structural (exhibit 

18-19).  

It is a good thing to understand fundamentals of the business, but to be successful at calling AMAT, we need an edge in 

understanding near term developments and how sentiment on the stock plays. What we simply missed is that our secular 

thesis had played out already a lot in the last 5 years, with steep revenue growth, and that if multiple expansion didn’t 

follow suit that was for a reason. Cyclical concerns would remain, hampering the stock, until… the cycle happens. We are 

now in the middle of it, expect a short and shallow one, but will wait for tangible signs it plays out before coming back to 

our fundamental thesis. 

   

Exhibit 16 - Leading equipment manufacturers growing 2x the rate of the industry  Exhibit 17 -Top 3 semicap capture >50% of 
the upside 

Semiconductors metrics 2010 – 2025  Revenues of the top 3 Semicap manufacturers (AMAT, 
ASML, LAM) 

 

 

 

   

Source: Corporate reports and NSR estimates and analysis 
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Exhibit 18 - Short cycle correction is playing out in semi cap, but comes along with uncertain macro 

 

“Several factors negatively impacting spending. Elevated macroeconomic risks, global trade tensions and specific to our 

industry, a pullback in memory investments. (…) We still believe that 2018 and 2019 combined spending will be around $100 

billion. (…) we now see 2018 as slightly higher than 2019.” 

Gary E. Dickerson, CEO, AMAT – 15 Nov. 2018 

 

“When we think about kind of calendar 2019 (…) there's been (…) muting of investment expectations primarily in NAND 

(…). (I would expect) in the second half 2018 to first half 2019 (…) revenue levels will be incrementally higher in DRAM, logic 

(…), and foundry. I would expect NAND to be down half over half, second half 2018 compared to first half 2019.” 

Martin B. Anstice, CEO, LAM Research – 16 Oct. 2018 
 

   

Source: Corporate reports and NSR analysis 

 

   

Exhibit 19 - 2019 WFE: down to $47bn from >$50bn this year. 

WFE Market (US$bn) 

 

 

   

Source: Corporate reports and NSR estimates and analysis 

 

 

 

 

 

 



12 
 

ii) Nvidia  

We initiated coverage with a differentiated conviction, seeing in gaming unrecognized growth potential, with underlying 

community growth and sustainable ASP growth (exhibit 20-21). We failed at anticipating how much crypto currency 

boosted end demand and channel inventories in 2018, and we underestimated the downside potential embedded in the 

stock’s elevated multiple (exhibit 22).  

Here again, good work on fundamentals wasn’t enough to make a good call. We lacked an intimate understanding of GPU 

distribution dynamics. Not only did we lack knowledge of it, but we also failed to proactively research the problem. Ex-post, 

we realized we could have identified the risk and concluded Nvidia was a name not to play into numbers but after the print. 

We didn’t research enough the other side of the debate. 

   

Exhibit 20 - GeForce ASPs have grown >10% p.a. for >5 years  Exhibit 21 - PC gaming community can grow 8-10% p.a. 

High End GeForce Pricing & gaming GPU ASP (US$)   

 

 

 

 

Source: Nvidia, Hexus, NewZoo, OECD, Statista and NSR estimates and analysis. 

 

 

 

 

 

 

 

 

 

Exhibit 16 - Leading equipment manufacturers growing 2x the rate of the industry  Exhibit 17 – What we missed 

Semiconductors metrics 2010 – 2025   
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Source: Corporate reports and NSR estimates and analysis 

 

IV – What we learnt from it – our good resolutions for 2019 

Our resolutions are simple: keep doing what worked well, try differently what didn’t. 

Keep doing what worked well: 

▪ Focus, expertise, Technology Infrastructure… and no limits: we will slowly expand our coverage to increase its 

relevance, based on what our existing clients ask, where we see investment opportunities, and where we see learning 

opportunities. This will lead us towards usual suspects in tech, but also more exotic names… stay tuned. 

▪ Resources: as we continue to develop commercially, we will increase our research resources, with a focus on consumer 

insights and value chain data points.  

▪ Corporate access: We will maintain a packed corporate access agenda, focused on high-value-added thematic events. 

Try differently what didn’t work well: 

▪ Technology Infrastructure Quarterly Bible. We initiated the series in November. (Link to the first opus: The Tech 

Infrastructure Quarterly Bible 3Q18: What we learnt in the quarter and our updated Thoughts) This 70-page report is 

the outcome of a steady process we have put in place to follow and understand near term developments in the 

industry and sentiment. It is not data gathered in an undigestible document, but a thorough review of that data and the 

key insights we distilled from all what we saw and heard during the quarter. 

▪ More nuance in our calls. We will provide better perspectives in terms of valuation and timing in our 

recommendations. 

▪ Better research the other side of the debate. We will endeavor to maintain a more balanced perspective on our calls, 

and do work to evaluate the probability we are missing something or we are wrong. Not an easy task, we still need to 

figure out how to do that well, but we will work on it. 

 

▪ Looking back at the last 12 months, 
we now understand Nvidia booked 
$900m of revenues in excess of 
normal gaming demand. 

▪ Half of it went into the crypto-mining 
market, half of it into distribution 
channels 

▪ Nvidia’s guide for the January 
quarter implies is ~$500m below 
normal gaming demand and implies 
Nvidia target to clear channels in one 
quarter. 

https://www.newstreetresearch.com/download-page/the-tech-infrastructure-quarterly-bible-3q18-what-we-learnt-in-the-quarter-and-our-updated-thoughts/
https://www.newstreetresearch.com/download-page/the-tech-infrastructure-quarterly-bible-3q18-what-we-learnt-in-the-quarter-and-our-updated-thoughts/
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Disclosures 

12-month historical recommendation changes are available on request  

 

This report was produced by New Street Research LLP. 11 Austin Friars, London, EC2N 2HG Tel: +44 20 7375 9111  

Regulatory Disclosures: This research is directed only at persons classified as Professional Clients under the rules of the 

Financial Conduct Authority (‘FCA’), and must not be re-distributed to Retail Clients as defined in the rules of the FCA. 

 

This research is for our clients only. It is based on current public information which we consider reliable, but we do not 

represent that it is accurate or complete, and it should not be relied on as such. We seek to update our research as 

appropriate, but various regulations may prevent us from doing so. Most of our reports are published at irregular intervals 

as appropriate in the analyst's judgment.  

This research is not an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or 

solicitation would be illegal. It does not constitute a personal recommendation or take into account the particular 

investment objectives, financial situations, or needs of individual clients.  

All our research reports are disseminated and available to all clients simultaneously through electronic publication to our 

website. 

 

© Copyright 2018 New Street Research LLP  

 

No part of this material may be copied, photocopied or duplicated in any form by any means or redistributed without the 

prior written consent of New Street Research LLP.  

 

New Street Research LLC is neither a registered investment advisor nor a broker/dealer. Subscribers and/or readers are 

advised that the information contained in this report is not to be construed or relied upon as investment, tax planning, 

accounting and/or legal advice, nor is it to be construed in any way as a recommendation to buy or sell any security or any 

other form of investment. All opinions, analyses and information contained herein is based upon sources believed to be 

reliable and is written in good faith, but no representation or warranty of any kind, express or implied, is made herein 

concerning any investment, tax, accounting and/or legal matter or the accuracy, completeness, correctness, timeliness 

and/or appropriateness of any of the information contained herein. Subscribers and/or readers are further advised that the 

Company does not necessarily update the information and/or opinions set forth in this and/or any subsequent version of this 

report. Readers are urged to consult with their own independent professional advisors with respect to any matter herein. All 

information contained herein and/or this website should be independently verified.  

 

All research is issued under the regulatory oversight of New Street Research LLP.  

 


