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Week of 25th May 2020 

What’s on our mind this week? 

The latest US sanctions against Huawei: Our analysis 

On 15th May, the Trump administration slapped Huawei with further sanctions that are 

meant to restrain Huawei from selling products that are using its own chips, or to be more 

precise chips designed by its own design house subsidiary Hisilicon. From now on, any 

company anywhere in the world that designs or manufactures chips for Huawei and that 

is using either US equipment or US software to do so needs to obtain a licence from the 

US government before it can proceed. And most likely this licence will never be granted 

as an official “presumption of denial” is the starting point of the licensing process. 

Chipmakers including the largest of all, TSMC from Taiwan, all use US equipment, and 

some of these machines, such as those made by Applied Material, Lam Research or KLA-

Tencor, do not have foreign competition. It is the same situation for Electronic Design 

Automation software that are necessary for design houses such as Hisilicon to design 

chips. These software can only be bought from Synopsys or Cadence Design Systems, two 

American companies. 

Is Huawei going to disappear as a result? Quite certainly it will not. 

On the chip making side, HiSilicon can always decide to replace its long-term partner 

TSMC with Chinese manufacturers to produce the chips – SMIC and Hua Hong 

Semiconductor are the first names that come to mind. Although their technology is still 

not as advanced as TSMC’s, we believe these manufacturers can adopt a “multiple-

patterning technology” that does not require US-made equipment to deliver 12 

nanometre chips (12nm) or 10nm chips that would still be acceptable for Huawei phones. 

It is true that the chips would not be as performant as the current top-of-the range 7nm 

chips produced by TSMC, however this is exactly what Intel is currently doing as it has 

extensively adopted the multi-patterning process at 10nm. It will still slow down Huawei’s 

current semiconductor speed by approximately 20-30%. In addition, the yield and 

capacity of Chinese semiconductor factories such as SMIC and Hua Hong is still far from 
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being optimum, which means the cost of production might end up being higher than 

what it is now with TSMC as the manufacturing partner.  

But in the end, Huawei will still be able to deliver the chips and the phones it currently 

sells, without using any US technology. 

Interestingly on the same day that the Trump administration announced its latest batch 

of sanctions against Huawei, TSMC announced that it will invest $12bn over 2021-2029 

to build a factory in Arizona, with production to start in 2024. The fact that this 

announcement was made on the same day is certainly not a coincidence. Our 

understanding is that TSMC negotiated a deal with the US government to build chips for 

Huawei on US soil and under strict supervision by US regulators. Whether these chips will 

be designed by Hisilicon or by an independent design house is a matter of speculation at 

this stage. But it is certainly a smart way for TSMC not to lose the Huawei smartphone 

chip business that represents 8% to 10% of its total sales. In other words, notwithstanding 

the fact that Huawei stocked up a lot of chips designed by Hisilicon and made by TSMC 

prior to the sanctions being announced, we believe the smartphone business of Huawei 

will be only slightly affected, if at all, by the latest move made by the Trump administration. 

Unfortunately, the other division of Huawei that is responsible for telecom equipment, the 

so-called High Performance Computing division, may not be as lucky.  

This is the largest such company in the world. It competes with Nokia, Ericsson and with 

Samsung Electronics to make network equipment using 4G and 5G, and it is known for 

offering the most performant technology. This is the division that Trump wants to kill for 

fear of security breaches. It is the one that the Chinese government will defend at all costs 

at it is literally the flagship of Chinese know-how. The central processing units that are 

made (once again) by TSMC are not as sophisticated as they could be for smartphones as 

miniaturisation is not an issue for telecom equipment. However these 5G machines need 

other chips that are only made in the US. Baseband processors is one of these bottlenecks 

that Huawei managed to circumvent by launching last year its own 5G baseband 

processor, named Tiangang and manufactured by TSMC, but TSMC uses American 

equipment to produce them. It is public information that TSMC and those absolutely 

critical US chip makers (such as Broadcom, Qualcomm, Marvell) have already provided 

inventory to Huawei that should last until 2021. This is when Huawei will be cut off from 
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its critical suppliers if no agreement can be found between the US and China until then 

and will have to stop making 5G communication equipment. 

How has China reacted? It has threatened to take reciprocal actions against some 

carefully-selected US companies. Global Times, a mouthpiece of the Chinese government, 

has indicated that Beijing was considering banning the sale in China of all products made 

by Qualcomm (representing 48% of its total sales), Cisco (3%), Apple (17%) and Boeing 

(17%) if the US administration was to pursue on its path. 

This is the latest chapter of a story that has already created major headaches for 

chipmakers both in Asia and in the United States. Very likely there will be many more 

chapters to come. 

 

—————————————————————————————————— 

 

Alibaba announces its Q1 2020 results 

Alibaba reported its much anticipated results for Q4 FY20 (calendar Q1 2020). The reason 

for the attention was the fact that this set of results covered the Covid-19 Chinese 

lockdown period. While analysts thought e-commerce may have fared better than 

traditional businesses, how much better remained to be determined. 

Alibaba’s revenue for the quarter was RMB 114.3bn, up 22% YoY. For the fiscal year ended 

31st March 2020, revenue was RMB 509.7bn, up 35% YoY, which is in line with the 

company’s guidance of RMB 500bn. These numbers are truly impressive and were better 

than expected, yet the company hinted that its performance would have been better 

without the COVID-19 lockdown. For fiscal year 2021, the company guided that it could 

achieve another 30% revenue growth to reach RMB650bn. 

Advertising is one of the key areas the COVID-19 affected. SME merchants’ advertising 

activity on the Alibaba platform became weaker. Advertising recorded a flattish growth 

this quarter after maintaining a 20% rate for many years. A similar trend was observed for 

Alibaba’s competitor, Pinduoduo.  

https://jkcapitalmanagement.com/


 

jkcapitalmanagement.com 

Nevertheless digital adoption of Fast-moving consumer goods (FMCG, i.e. products that 

are sold quickly and at a relatively low cost such as packaged foods, beverages, toiletries…) 

was greater. T-mall (the business to consumer platform of Alibaba) saw the Gross 

Merchandise Value of FMCG products sold grow by 40% YoY. Offline supermarket Hema 

(also owned by Alibaba) saw strong growth in February-March with an increased number 

of online customers, higher purchase frequency and larger order size. Many assume that 

these COVID-19 generated purchasing habits are here to stay. 

Alibaba used to be mostly involved in apparels and consumer electronics retail. The fast 

development of the food category may help the company build a stronger engagement 

of the customers which, in-turn, will make the business more enduring. 

China property sales improved in March, declining only 14.6% YoY to RMB 1,216bn (USD 

180m) compared to -35.9% in the first two months of 2020. The movement was driven by 

volumes more than prices as sales volumes were down 14.1% YoY in March, narrowing 

from 39.9% YoY decline in the first two months of 2020. Tier 1 and tier 2 cities’ average  
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