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  Global DRAM/NAND       
  

Deep consolidation unlikely 
soon 

   
 
 

 Elpida-Nanya-Micron tie-up unlikely to happen soon 
Despite media speculation, we do not expect an immediate tie-up among Elpida, 
Micron and all of Taiwan’s DRAM vendors. The obstacles include how to 
(1) reshuffle capital structure (equity and debt among three nations), (2) finance 
necessary spending on new capex and R&D activities, (3) reconcile potential 
conflicts among stakeholders and local governments and (4) manage opportunity 
costs during the integration period, which could last at least one year in our view. 

Smaller tie-ups more feasible 
Although we do not expect deep consolidation, it would be easier for ProMOS  to 
be merged with the Nanya-Micron camp (more likely) or Elpida (less likely) if the 
Taiwan government provides enough incentives. It would be easier for the Taiwan
government if ProMOS becomes part of Nanya (like Inotera) due to potential 
support from Formosa and Intel. ProMOS’ fabs could be used for NAND 
production in our view. 

Upcoming consolidation differs from previous rounds 
Previous DRAM consolidation was driven by the massive shutdown of production 
lines. For instance, most Japanese chipmakers closed their DRAM fabs or 
converted them for other chips in the 1990s and 2001. Only one DRAM production 
line was left under Elpida. However, in upcoming consolidation it appears that most 
existing fabs will continue to be utilized after government bailouts. 

Qimonda continues DRAM production for now   
Following its insolvency filing, Qimonda has announced plans to close its 
Richmond fab and reduce utilization rates in Dresden to 25%, representing a 
significant reduction in output. However, our checks indicate that the company will 
relocate its US fab equipment to its headquarter fabs in Dresden (Germany) under 
the restructuring program. Qimonda’s management has recently emphasized the 
viability of its flagship Buried Wordline technology, which is similar to stack 
technology.  

Spot prices will easily fall back; reiterate Underweight 
DRAM contract prices have failed to recover well despite the strong spot rally (6-7% 
vs. 20-25% YTD). This clearly reveals weak demand or major OEMs’ resistance to 
price hikes. We note that the recent spot rally was driven by speculative trading at 
cash cost level (US$1 or below) and inventory build-up in the channels. We 
acknowledge that lower supply growth, speculation on ProMOS’ potential failure to 
pay back its puttable CB (due 14 February) and government bailouts for the 
troubled chipmakers could lead to DRAM stock outperformance, but we still believe 
all Asian DRAM stocks are overvalued and the upcoming consolidation theme will 
not warrant an upturn for DRAM. We expect government bailouts to prevent deep 
consolidation, while weak demand remains a big concern. 

    

 
Industry Overview 

 

  
Equity | Global | Semiconductor Memory - DRAM/NAND 
11 February 2009 

 

  

 

 Simon Dong-je Woo, CFA >> +82 2 3707 0554 
Research Analyst 
Merrill Lynch (Seoul) 
simon_woo@ml.com 
Ken Takeyama >> +81 3 6225 7681 
Research Analyst 
Merrill Lynch (Japan) 
ken_takeyama@ml.com 
Shaina Kim >> +82 2 3707 0464 
Research Analyst 
Merrill Lynch (Seoul) 
shaina_kim@ml.com 
Jonathan Crossfield >> +44 20 7996 2288 
Research Analyst 
MLPF&S (UK) 
jonathan_crossfield@ml.com  
  

 

  

 Table 1: ML ratings on memory stocks 
 Ticker Rating Price Mcap 
   (Local) ($bn) 

Samsung SSNLF C-3-7 513,000 36.6 
Hynix  HXSCF C-3-9 9,240 6.6 
Toshiba TOSBF C-3-8 256 9.2 
Elpida ELPDF C-3-9 710 1.6 
Powerchip PWSMF C-3-8 4.11 0.9 
Nanya NNYAF C-3-8 7.18 0.9 
Inotera INMFF C-3-8 13.10 1.3 
ProMOS PTGSF C-3-9 1.59 0.3 
Micron MU NA 3.74 2.9 
SanDisk SNDK NA 9.89 2.2 
Source: Bloomberg, Banc of America Securities-Merrill Lynch  
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Deep consolidation unlikely 
We do not expect deep consolidation in the DRAM industry in the near term. New 
tie ups or integration among non-Korean DRAM vendors (eg, Elpida, Micron and 
all of Taiwan’s DRAM vendors) are unlikely to lead to true consolidation as most 
production lines will be continuously used thanks to local government bailouts 
and creditors’ support. Previous rounds of consolidation immediately led to 
massive fab shutdowns/sharp supply declines. More than ten DRAM fabs in 
Japan were closed or converted for other chip production in the late 1990s and 
2001. Only one DRAM fab (which is currently part of Elpida’s Hiroshima 
production base) was left in Japan after the previous round of consolidation. 
Qimonda is now expected to continue its DRAM production and its management 
recently emphasized the viability of its flagship Buried Wordline technology, which 
is similar to the technologies used by other Asian chipmakers and Micron.  

Of course all financially troubled chipmakers won’t be able to conduct normal 
capex and R&D activities, and this clearly presents upside to the DRAM industry 
(eg, lower supply growth), but our global forecast still indicates a glut even in 
2H09 due to weak demand (eg, limited impact from Vista and Windows 7 and 
substantial downside risks to corporate PC demand). Lastly we expect DRAM 
spot price to fall back to below US$1.0 despite the fact that it has rallied over 20% 
YTD. The current spot price still shows negative 50-60% margins for most DRAM 
vendors. We reiterate our cautious stance on the DRAM sector. 
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FUNDAMENTAL EQUITY OPINION KEY: Opinions include a Volatility Risk Rating, an Investment Rating and an Income Rating. VOLATILITY RISK 
RATINGS, indicators of potential price fluctuation, are: A - Low, B - Medium and C - High. INVESTMENT RATINGS reflect the analyst’s assessment of 
a stock’s: (i) absolute total return potential and (ii) attractiveness for investment relative to other stocks within its Coverage Cluster (defined below). 
There are three investment ratings: 1 - Buy stocks are expected to have a total return of at least 10% and are the most attractive stocks in the coverage 
cluster; 2 - Neutral stocks are expected to remain flat or increase in value and are less attractive than Buy rated stocks and 3 - Underperform stocks 
are the least attractive stocks in a coverage cluster. Analysts assign investment ratings considering, among other things, the 0-12 month total return 
expectation for a stock and the firm’s guidelines for ratings dispersions (shown in the table below). The current price objective for a stock should be 
referenced to better understand the total return expectation at any given time. The price objective reflects the analyst’s view of the potential price 
appreciation (depreciation). 
Investment rating Total return expectation (within 12-month period of date of initial rating) Ratings dispersion guidelines for coverage cluster* 

Buy ≥ 10% ≤ 70% 
Neutral ≥ 0% ≤ 30% 

Underperform N/A ≥ 20% 
* Ratings dispersions may vary from time to time where BAS-ML Research believes it better reflects the investment prospects of stocks in a Coverage Cluster. 

INCOME RATINGS, indicators of potential cash dividends, are: 7 - same/higher (dividend considered to be secure), 8 - same/lower (dividend not 
considered to be secure) and 9 - pays no cash dividend. Coverage Cluster is comprised of stocks covered by a single analyst or two or more analysts sharing 
a common industry, sector, region or other classification(s). A stock’s coverage cluster is included in the most recent BAS-ML Comment referencing the stock.  
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handling of research conflicts, which is available upon request. 

Officers of MLPF&S or one or more of its affiliates (other than research analysts) may have a financial interest in securities of the issuer(s) or in related 
investments. 

Merrill Lynch is a regular issuer of traded financial instruments linked to securities that may have been recommended in this report. Merrill Lynch may, at any 
time, hold a trading position (long or short) in the securities and financial instruments discussed in this report. 

Merrill Lynch, through business units other than BAS-ML Research, may have issued and may in the future issue trading ideas or recommendations that are 
inconsistent with, and reach different conclusions from, the information presented in this report. Such ideas or recommendations reflect the different time frames, 
assumptions, views and analytical methods of the persons who prepared them, and Merrill Lynch is under no obligation to ensure that such other trading ideas or 
recommendations are brought to the attention of any recipient of this report. 

Copyright and General Information regarding Research Reports: 
Copyright 2009 Merrill Lynch, Pierce, Fenner & Smith Incorporated. All rights reserved. iQmethod, iQmethod 2.0, iQprofile, iQtoolkit, iQworks are service marks 

of Merrill Lynch & Co., Inc. iQanalytics®, iQcustom®, iQdatabase® are registered service marks of Merrill Lynch & Co., Inc. This research report is prepared for the 
use of Merrill Lynch clients and may not be redistributed, retransmitted or disclosed, in whole or in part, or in any form or manner, without the express written consent 
of Merrill Lynch. Merrill Lynch research reports are distributed simultaneously to internal and client websites and other portals by Merrill Lynch and are not publicly-
available materials. Any unauthorized use or disclosure is prohibited. Receipt and review of this research report constitutes your agreement not to redistribute, 
retransmit, or disclose to others the contents, opinions, conclusion, or information contained in this report (including any investment recommendations, estimates or 
price targets) without first obtaining expressed permission from an authorized officer of Merrill Lynch. 

Materials prepared by Merrill Lynch research personnel are based on public information. Facts and views presented in this material have not been reviewed by, 
and may not reflect information known to, professionals in other business areas of Merrill Lynch, including investment banking personnel. To the extent this report 
discusses any legal proceeding or issues, it has not been prepared as nor is it intended to express any legal conclusion, opinion or advice. Investors should consult 
their own legal advisers as to issues of law relating to the subject matter of this report. Merrill Lynch research personnel's knowledge of legal proceedings in which 
any Merrill Lynch entity and/or its directors, officers and employees may be plaintiffs, defendants, co-defendants or co-plaintiffs with or involving companies 
mentioned in this report is based on public information. Facts and views presented in this material that relate to any such proceedings have not been reviewed by, 
discussed with, and may not reflect information known to, professionals in other business areas of Merrill Lynch in connection with the legal proceedings or matters 
relevant to such proceedings. 

This report has been prepared independently of any issuer of securities mentioned herein and not in connection with any proposed offering of securities or as 
agent of any issuer of any securities. None of MLPF&S, any of its affiliates or their research analysts has any authority whatsoever to make any representation or 
warranty on behalf of the issuer(s). Merrill Lynch policy prohibits research personnel from disclosing a recommendation, investment rating, or investment thesis for 
review by an issuer prior to the publication of a research report containing such rating, recommendation or investment thesis. 

Any information relating to the tax status of financial instruments discussed herein is not intended to provide tax advice or to be used by anyone to provide tax 
advice. Investors are urged to seek tax advice based on their particular circumstances from an independent tax professional. 

The information herein (other than disclosure information relating to Merrill Lynch and its affiliates) was obtained from various sources and we do not guarantee 
its accuracy. This report may contain links to third-party websites. Merrill Lynch is not responsible for the content of any third-party website or any linked content 
contained in a third-party website. Content contained on such third-party websites is not part of this report and is not incorporated by reference into this report. The 
inclusion of a link in this report does not imply any endorsement by or any affiliation with Merrill Lynch. Access to any third-party website is at your own risk, and you 
should always review the terms and privacy policies at third-party websites before submitting any personal information to them. Merrill Lynch is not responsible for 
such terms and privacy policies and expressly disclaims any liability for them. 

Subject to the quiet period applicable under laws of the various jurisdictions in which we distribute research reports and other legal and Merrill Lynch policy-
related restrictions on the publication of research reports, fundamental equity reports are produced on a regular basis as necessary to keep the investment 
recommendation current. 

Neither Merrill Lynch nor any officer or employee of Merrill Lynch accepts any liability whatsoever for any direct, indirect or consequential damages or losses 
arising from any use of this report or its contents.   
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