Third Party Research January 12, 2018

Notes From The Rabbit Hole

eResearch Corporation is pleased to provide an article, courtesy of NFTRH.com, and written
by Gary Tanashian, with a bio on the Author provided at the end of the article.

The article, starting on the next page, is entitled:
“Semi Canary Still Chirping, But He Is Gonna Croak in 2018”

Biiwii.com was created in mid-2000 solely as a way to help get the message out about
deeply-rooted problems about too much debt and leverage within the financial system.
The concerns were confirmed and the message proved justified 3 to 4 years later as the
system began to purge these distortions, resulting in a climactic washout extending
from October, 2008 to March, 2009.

Along the way, a geek-like interest in technical analysis, a long-time interest in human
psychology, and various unique macro market ratio indicators were added to the mix,
with the result being a financial market newsletter (and dynamic interim updates),
Notes From The Rabbit Hole (NFTRH) that combines these attributes to provide a
service that is engaged and successful in all market environments by employing risk
management first, and opportunity for speculation second.

But It Is What It Is: You can access Biiwii at its website: www.biiwii.com.

Notes From The Rabbit Hole: You can access NFTRH at its website: www.NFTRH.com

eResearch was established in 2000 as Canada’s first equity issuer-sponsored research organization. As a
primary source for professional investment research, our Subscribers (subscription is free!!l) benefit by
having written research on a variety of small- and mid-cap, under-covered companies. We also provide
unsponsored research reports on middle and larger-sized companies, using a combination of fundamental
and technical analysis. We complement our corporate research coverage with a diversified selection of
informative, insightful, and thought-provoking research publications from a wide variety of investment
professionals. We provide our professional investment research and analysis directly to our extensive
subscriber network of discerning investors, and electronically through our website: www.eResearch.ca.

Bob Weir, CFA
Director of Research

Note: All of the comments, views, opinions, suggestions, recommendations, etc., contained in this Article, and which
is distributed by eResearch Corporation, are strictly those of the Author and do not necessarily reflect those of
eResearch Corporation.

eResearch Corporation
~»8 Cameron Crescent, Suite 202 + Toronto, Ontario *+ M4G 2A3
Telephone: 416-703-6258 + Toll-Free: 1-877-856-0765 * www.eresearch.ca


http://www.eresearch.ca/

Notes From The Rabbit Hole

Semi Canary Still Chirping, But He Is Gonna Croak
in 2018

By Gary Tanashian (bio at the end of the article)

January 11, 2018

Since January 2013, we have been using the worldwide Semiconductor Equipment industry as a
leader within the Semiconductor sector, which is an economic cyclical leader itself. That month, we
noted a positive move in Equipment bookings, which became a (three-month) trend that spring. This
trend was used to project positive economic signals to come.

Through some turbulence in 2014 and 2015, the sector has remained on ‘economic up’ along with
our cross reference indicator, the Palladium/Gold ratio right up to the current time as the economic
Canary in a Coal Mine has kept on chirping.

However, on November 21, two days before the sector topped, I derisively poked at the mainstream
media for hyping the Semiconductor Equipment sector with its bold headline... Fund manager
looks beyond ‘FAANG’ stocks and finds even bigger winners for 2018. Talk about eyeball
harvesting and greed stimulation.

The goofy article highlighted a fund manager who has likely never dirtied his expensive shoes on a
factory floor going on about how he has found value in the likes of Applied Materials and Lam
Research. I gave a rebuttal per the link above and noted the reasons why this rosy scenario was
unlikely to play out in 2018 for the cycle leading Semi sector and its sub-sector leader, the Fab
Equipment companies.

So, what do we have now? Why, in checks a real source of industry news (unlike the completely
abstracted financial media crap we as investors are routinely subjected to) with affirmation of our
November 21 viewpoint.

Still Growing But at a Slowing Pace

To review, in 2013 we projected Semi Equipment — Semi — broader Manufacturing —
Employment and it has played out that way over time and through much media drama and noise.
But now the pace of a cyclical leader is slowing... even as the world stokes up on reflation (AKA
fiscally stimulated inflation) and it all appears as good as it gets.

That is key. In Q4 2012, market players were embroiled in the Fiscal Cliff drama as my brother-in-
law (a financial adviser) told me at Thanksgiving how the best and brightest fund managers were
hording cash in expectation of a negative market event coming that December due to said Fiscal Cliff.
My grunted response (which to this day I wish I had had ‘all in’ conviction about) was “bullish”. That
was the sentiment end of it, and the next month saw the Semi signals start coming in. The rest is
history.
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But January 2018 is much different than January 2013. If you have an interest in economic signaling
or the Semi sector in particular, do check out the link above. Meanwhile, here are a few items from
the article.

World semiconductor equipment shipment growth was a very robust +26 percent (3-month basis) in
October but down from its +63 percent peak in February. By comparison, October global
semiconductor shipments were up 22 percent, while November Taiwan chip foundry sales (a leading
indicator) were up only 3 percent. Based on Chart 1, below, it appears the SEMI equipment growth
will ease considerably in early 2018.

Chart 1
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Sources: SIA; SEMI; financial reports of Taiwan listed foundry companies

<continued>
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Comparing global SEMI equipment shipments to the Global Purchasing Managers Index (another
leading indicator) also suggests that SEMI Equipment shipment growth will ease but still remain
positive into the New Year (Chart 2, below).

SEMI equipment demand remains strong, but the “bubble” growth like we experienced in 2017 is
typically followed by a downward “correction,” especially since the current buildup in memory chip
capacity will likely ebb in 2018.

Chart 2
e Global SEMI Equipment vs. Global Purchasing Managers Index
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Sources: SIA; SEMI, Markit Economics

I recommend you read the rest of the article. It is very short and to the point. The point being that
the up-cycle on the economic Canary in a Coal Mine is losing momentum and a respected industry
source is projecting it to cycle down sharply in 2018. Now, why again did I make fun of the suit who
manages other people’s money for a living when he got newly bullish on AMAT and LRCX in
November?

This signal plays into only everything we are currently working on. An ‘inflation trade’ up to the
projected limits, amid contrary indicators galore, to get everyone off sides as often happens when the
Continuum ™ reaches its limiter. Right now it is fiscally stimulated inflation and asset prices
continuing to rise. But the Canary is going to stop chirping at some point, and then... cue the crickets.
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Or, for another metaphor, the game of Musical Chairs is going to require you to find a seat. While
enjoying the current party we are also working on defining the right seats for the hangover phase.

Hint: two of them are shiny and made of gold and silver. Hint 2: another digs shiny stuff out of the
ground and is counter cyclical.

HH#HH

See NOTES, below.

eResearch Corporation ~ 5~ www.eresearch.ca


https://nftrh.com/
https://nftrh.com/
http://biiwii.com/wp/
https://nftrh.files.wordpress.com/2018/01/tyx-mo2.png

Notes From The Rabbit Hole

NOTES
Biiwii: But it is what it is
NFTRH: Notes From The Rabbit Hole

Subscribe to NFTRH Premium for your 30-45 page weekly report, interim updates and NFTRH+
chart and trade ideas or the free eLetter for an introduction to our work. Or simply keep up to date
with plenty of public content at NFTRH.com and Biiwii.com. Also, you can follow via Twitter
@BiiwiiNFTRH, StockTwits, RSS or sign up to receive posts directly by email.

Biiwii/NFTRH on the Web

NFTRH and Biiwii.com commentary and technical analysis have regularly been published,
highlighted and/or quoted at SeekingAlpha, Investing.com, MarketWatch, Yahoo Finance,
Ino.com, TalkMarkets and many more since 2004.

Biiwii.com is proud to be included in the 50 Blogs Every Serious Trader Should Read from
TraderHQ.com.

See ABOUT THE AUTHOR on the following page.
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ABOUT THE AUTHOR

Gary Tanashian is a financial market analyst, writer, and editor. He provides “Accurate financial
market analysis and commentary focused on unbiased reality as opposed to preconceived
assumptions.”

As a long-time participant in financial media (published at leading outlets like SeekingAlpha,
Investing.com, and many more), Gary has learned how to communicate with people about often-
complex material. He knows that it requires hard work, but he believes that there is no other way in
order to provide the highest quality service to the public.

Gary is the owner of Biiwii.com (launched in 2004) and, later, NFTRH.com (launched in 2014).

Biiwii is a financial website that got it RIGHT in the run up to 2008, unlike many in the financial
services industry.

He is the owner and publisher of the weekly premium financial market report Notes From The
Rabbit Hole, which was launched in September, 2008.

Notes From The Rabbit Hole is a premium newsletter service (including detailed in-week updates)

for people who care more about financial market realities than having their preconceived notions
reinforced. http://nftrh.com/nftrh-premium/

HHHHH
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