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Cashing in our Chips
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Over our careers we have seen several occasions when a new or disruptive innovation looks like 

it will upset the order of things. Artificial intelligence, like the internet before it, has the 

potential to bring about radical change but as with all new technologies predicting how and 

when this happens is exceedingly difficult. Often in these periods animal spirits take over and 

the market becomes a popularity contest with bottlenecks to rapid short-term growth gaining 

particular attention. The underlying quality of the business and sensible pricing are replaced by 

crowding into a concentrated list of names, with momentum and fear of missing out driving 

decision making. 

We look at two companies we could have invested in over the past year and how our 

investment philosophy serves as a guide during times of irrational exuberance. 

THE LONG VIEW

Any information provided in this document relating to specific companies/securities should not be considered a recommendation to 
buy or sell any particular companies/securities. Past performance is not indicative of future returns
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A THOUGHT EXPERIMENT

We began by wondering what you might say, as an 

investor in our fund, if we had to seek your approval 

before we bought stocks. Imagine for a moment that 

we had come to you in September 2025 with two ideas 

we were considering. 

THE FIRST CONTENDER

The first company is struggling to keep up with 

demand and despite this looks cheap. Although its 

share price has doubled over the past year it is only on 

around seven times forward earnings or around two 

and a half times its book value. In the previous quarter, 

revenue was up 35% and gross margins in the 50s, 

high, but not unheard of. Had we spoken in October we 

would also have noted that the company’s entire 

output of DRAM and NAND (two major types of memory 

chips) was sold out for the next year. 

There were, however, a few things worrying us. 

First, the chairman. The company is controlled by a 

South Korean chaebol, a family conglomerate, the 

patriarch of which is the chair of this company. He has 

been convicted, not once, which could perhaps be a 

mistake, but twice of taking money out of the group’s 

own subsidiaries. The first time was in 2003, as part of 

an accounting fraud, for which he served seven 

months of a three-year sentence and was later 

pardoned; the second was in 2013, when the Seoul 

Central District Court found he had removed roughly 

$50m USD from two affiliates to invest on his own 

account1. That second sentence, four years, was 

upheld by the Supreme Court, which observed that 

‘the ruling is significant for holding the chairman and 

vice chairman…responsible for using funds of the 

group’s affiliates for personal gain’2. The company was 

also found guilty in 2005 by the US Department of 

Justice of price-fixing3. 

Second, the cycle. Revenue is growing very rapidly, but 

there have been cycles that look a little like this in the 

past. 

When demand dries up there is usually inventory 

sitting in the channel that needs to be consumed first, 

so orders here do not slow; they stop almost entirely. 

In the prospectus this company issued in July 2026, it 

sold another $26 billion in equity while warning that 

current orders may reflect inventory accumulation 

rather than end demand. 

In the past 20 years this company’s net income has 

fallen by more than 80% on three separate 

occasions4. In 2023 this business made a loss of over 

nine trillion won (approximately $7bn USD), and the 

gross margin was negative for the full year5. The 

company had to sell its product for less than it cost to 

make. When things go wrong, they go wrong fast and 

badly. 

Finally, demand is increasingly being generated in a 

very circular way, which The Economist recently 

referred to as the ‘bank of AI’, with around a trillion 

dollars of deals where the dominant supplier provides 

cash or guarantees to the data-centre landlords and 

model builders so that they can buy its chips6. This 

company sits one layer down that same structure. It 

has signed letters of intent with an AI (artificial 

intelligence) lab to supply up to 900,000 wafers a 

month, around 40% of global DRAM7 output, and the 

lab is under no obligation to take any of it8. Two of the 

hyperscalers have simply placed open-ended orders, 

telling suppliers they will accept whatever is available 

at whatever it costs9. The Economist’s own conclusion 

is that if these bets misfire the cost falls chiefly on 

shareholders – exactly how capitalism is supposed to 

work. We agree. It is just that in this instance the 

shareholders would be us.

So that is the first company. We suspect you may 

already have some reservations. According to our 

philosophy of establishing the quality of a company 

based on alignment with owners, strength of the 

franchise and conservative financials, this business 

raises some serious questions. 

The second company, by contrast, is a little less 

dramatic. 
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This was a company that passed our quality test and 

was available for a price that had little expectation for 

any development beyond its existing mobile business 

despite already working with some of the biggest 

players in AI. We hope we might have convinced you 

that the second company was the one that felt more 

like investing than speculating and, in the absence of 

having to seek approval, it was the one we bought.  

The companies, if you haven’t guessed by now, are the 

Korean company SK Hynix and Taiwanese MediaTek. 

NOW THE UNCOMFORTABLE BIT

In the short term the market suggests we made the 

wrong decision. 

In the year that followed, Hynix gained nearly 350%, 

versus a more modest 260% in MediaTek. If you were 

blessed with perfect timing. you could have booked a 

gain in the Korean company of just over 600%. In less 

than a year. In Q2 of this year, Hynix posted an 

operating margin of 76% and a net margin of 118% 

with net income higher than revenue thanks to gains 

in its investments17.

STRUCTURAL OR CYCLICAL?

These remarkable results, however, raise some further 

questions. Although we like businesses with pricing 

power, we are wary of a company that takes 

advantage of a shortage to extract everything it can 

from its customers. A gross margin above 80% 

against a through-cycle average nearer 30% is not 

sustainable; it is clearly a windfall, and customers 

know the difference. Even TSMC commented on it, 

with its CEO, C.C. Wei, pointing out, ‘our customers 

[need] to be successful. I don’t want to squeeze them 

out from the market. And besides, we are a very 

trustable company with our customers. So we don’t 

suddenly increase our price by…4x or 5x. You cannot 

survive…that kind of a price increase’18.
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THE SECOND CONTENDER

This business is a mobile phone chip designer and, at 

the time of our exercise, was on a trailing 

price/earnings multiple of about 20 times and a 

forward multiple of about 17, at a market value of a 

little over two trillion Taiwanese dollars (around $63 

billion USD)10. This is a reasonable price for a solid 

business that is primarily linked to the fortunes of the 

mobile phone industry – likely to grow a little into the 

future with steady margins. This price assumes no 

uplift from demand in AI, yet this is one of a small 

number of companies capable of designing key 

elements of the technology required. 

There were three elements that caught our attention. 

The first is the chief executive. Rick Tsai ran TSMC 

from 2005 to 2009 and had spent a career before 

that building and operating semiconductor fabs. He 

joined this business in 2017 to fix a company that, on 

his own account, had strong engineering but could 

not get manufacturing, sales and marketing to pull in 

the same direction11. The advice he keeps repeating, 

that you should ‘do the right things, right’, is not the 

language of a short-term booster.

The second is a history of adaptation. This is a 

company that was spun out of a foundry in the 1990s 

and made its name by removing friction for its 

customers, bundling hardware and software into 

turnkey chipsets so that anyone could build a phone. 

It made a strategic mistake and missed 4G, but 

admitted it, wound the programme down early and 

moved the engineers onto 5G12. In November 2023 it 

published a five-year plan built around custom silicon, 

automotive, broadband and geographic 

diversification, arguably not a particularly exciting-

looking roadmap13 but demonstrating its ability to 

diversify away from its core and to evolve with the 

times. 

The final element is the culture change, and 

specifically the shift to being genuinely client-centric. 

The company co-designs with its customers rather 

than selling to them: it designed the CPU (central 

processing unit), memory subsystem and high-speed 

interfaces in Nvidia’s GB10 Grace Blackwell 

superchip14, which will allow more powerful local AI, 

and was at the time already working with Google on 

custom chips15. Tsai has said openly that the point of 

the Nvidia work is partly that his engineers learn how 

to improve on innovation and product development16. 

This, unlike the first company, is not a company 

extracting the last dollar from a captive buyer. It is a 

company making itself easier to buy from, which is 

one of the few durable forms of pricing power we 

know.
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KEEPING OUR DISCIPLINE

We now have a problem, however. MediaTek is on 64 

times trailing earnings, which means the free option 

has been priced and our next return has to come from 

delivery rather than revaluation10. The Nvidia 

investment means that MediaTek is now also partially 

fed by the circular financing that worries us 

elsewhere. Nor is it immune to the impact of Hynix’s 

egregious pricing – its own customers are cutting 

handset volumes because of memory prices, with 

smartphone shipments now estimated to be down 

around 15% this year30. If demand is cyclical for 

memory, it will be cyclical for chips, too, and 

Broadcom, Marvell and AMD are all pushing into the 

same custom silicon market31. This ebullience on one 

hand and growing risk on the other is why we have 

been trimming our position. 

As responsible stewards of your money, have we let 

you down? Over the past 12 months, against the 

benchmark, you could argue yes, but as long-term 

investors, owners of our business and investors in our 

funds, we believe that avoiding SK Hynix has been the 

right long-term investment decision. A company 

whose customers are actively trying to avoid their 

products combined with a history of poor governance 

is not sustainable in our view. At 5.5% of the index, a 

correction will have an impact, especially given that 

Samsung, another company with very similar 

characteristics and therefore subject to the same 

swings and roundabouts, accounts for another 7%. In 

fact, the top 10 in the index, with the exception of 

China Construction Bank, are all AI-related (and for the 

sake of fairness this includes MediaTek at 1.5%) and 

they together make up 37% of the index (excluding 

CCB)32.

We have been around for long enough to have seen 

times like this before, although never to some of the 

extremes we see now, which we believe creates a 

greater risk of permanent loss. We built Skerryvore to 

give us the freedom to be able to avoid these 

excesses by not having to own companies simply 

because they are in an index. This discipline can be 

painful, and the past year has been challenging but 

successfully compounding capital over the long term 

requires making these kinds of decisions when price 

and value diverge. We continue to believe that it is 

preferable to explain why we don’t own some 

companies than to have to admit that we abandoned 

our investment philosophy because it felt 

uncomfortable. Comfort has never been the point. 

Thank you, as always, for your continuing trust. 

3

HP has told the market that memory went from 15–

18% of its materials bill to 35% in a single quarter19. 

Dell’s CEO said the company had ‘never witnessed 

costs escalating at the current pace’20. Apple put 

through price rises across most of its hardware line in 

June and then suffered its worst day in the stock 

market for over a year. Gartner now expects the PC 

market to shrink 10–11% this year and smartphones 8–

9%, which is the demand destruction showing up in 

volumes21.

Separately, and as we write, the CEO of SK Hynix is the 

subject of a live criminal investigation, formally 

assigned to two police divisions in August, over the 

way employee bonuses have been linked to profits. 

The charge is breach of trust, which in Korea carries a 

five-year minimum sentence22. All of these 

subsequent events are more red flags that could lead 

to a bad outcome for minority shareholders.  

Finally, the fight-back is happening. Elon Musk has 

announced that Tesla will have to build its own 

memory fab23. Intel’s chief executive has talked about 

a new memory architecture and a return to the 

business24. Apple is even considering Chinese 

suppliers25. A consumer class action alleging price-

fixing across Samsung, SK Hynix and Micron was filed 

in the Northern District of California in June26. And in 

March, Google Research published a compression 

technique that claims to cut memory consumption in 

large language models by a factor of six, at which 

point memory stocks fell, which tells you the market 

believes this is a significant risk27. Raising prices by 

400% potentially teaches your customers three 

things: to need less of your product, to make it 

themselves or to sue you. 

In MediaTek, things are thankfully a little less 

dramatic. The first AI accelerator ASIC goes into mass 

production this quarter, data-centre ASIC revenue 

guidance for this year has doubled from one billion 

dollars to two and a second programme is on track for 

2028. The board has approved five billion dollars of 

financing to secure capacity, and management is 

targeting 10–20% of a market it thinks will be worth 

70 to 80 billion dollars by 202728. Nvidia has 

announced a 3.5-billion-dollar investment in the 

company alongside a role in its NVLink Fusion 

ecosystem29.
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01f2-4ba9-ad01-226fd5678111
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For Professional Investors Only

This document is issued and approved by Skerryvore Asset 

Management Ltd (“Skerryvore”). Skerryvore may be 

referred to herein as the Investment Manager, Investment 

Adviser or Firm.  The Firm is based at 45 Charlotte Square, 

Edinburgh EH2 4HQ in the United Kingdom.  The registered 

office of the Firm is Windsor House, Station Court, Station 

Road, Great Shelford, Cambridge CB22 5NE.

Skerryvore is authorised and regulated by the Financial 

Conduct Authority in the UK and is registered as an 

investment adviser with the U.S. Securities and Exchange 

Commission (“SEC”) (registration of an investment adviser 

does not imply any level of skill or training). The 

information in this document has not been approved or 

verified by the SEC or by any state securities authority.

As at the date of this document, the Firm manages the 

following Emerging Market Equity strategies; the 

Skerryvore Global Emerging Markets Equity Strategy (“GEM 

Equity”) and the Skerryvore Global Emerging Markets 

Equity All-Cap Strategy (“GEM All-Cap”), each a “Strategy”.

Skerryvore provides this material as a general overview of 

the Firm, our processes and our investment capabilities. It 

has been provided for informational purposes only. It is not 

a recommendation of, or an offer to sell or solicitation of an 

offer to buy, any particular security, Strategy or investment 

product that may be referred to herein and must not be 

construed as investment or financial product advice.  The 

Firm has not considered any reader's financial situation, 

objective or needs in providing the relevant information.  

For the avoidance of doubt, this information has not been 

tailored to the needs of the recipient.

This material may contain privileged and confidential 

information and is intended only for the recipient/s. Any 

distribution, reproduction or other use of this presentation 

by recipients is strictly prohibited. If you are not the 

intended recipient and this document has been sent or 

passed on to you in error, please contact us immediately. 

Confidentiality and privilege are not lost by this document 

having been sent or received.

The value of investments may fall as well as rise and you 

may not get back your original investment. Past 

performance is not indicative of future performance or 

returns. The Firm has taken all reasonable care to ensure 

that the information contained in this material is accurate 

at the time of its distribution, no representation or 

warranty, express or implied, is made as to the accuracy, 

reliability or completeness of such information.  

Broad-based securities indices are unmanaged and are not 

subject to fees and expenses typically associated with 

managed accounts or investment funds. The performance 

of the index represents unmanaged, passive buy-and-hold 

strategies, investment characteristics and risk/return 

profiles that differ materially from managed accounts or 

investment funds, and in investment in a managed account 

or investment fund is not comparable to an investment in 

any index or in the securities that comprise the indices. The 

volatility of the index may be materially different from the 

individual performance attained by a specific investor.

In addition, a Strategy’s holdings may differ significantly 

from the securities that comprise the index. The index has 

not been selected to represent an appropriate 

benchmark to compare an investor’s performance but 

rather is disclosed to allow for comparison of the 

investor’s performance to that of certain well-known and 

widely recognized indices. You cannot invest directly in 

an index. Information is current as at the date of this 

document and may change without prior notice. This 

document may not be reproduced or distributed by the 

recipient, in whole or part, except that this document 

may be provided to the recipient’s advisers in connection 

with an evaluation of a potential investment.

Any projections, market outlooks or estimates contained 

in this document constitute forward looking statements 

and are based on certain assumptions and subject to 

certain known and unknown risks. Accordingly, such 

forward looking statements should not be relied upon as 

being indicative of future performance or events.   The 

information provided in this document relating to specific 

stock examples should not be considered a 

recommendation to buy or sell any particular security.

An investment in a Strategy should be viewed as medium 

to long term. Potential investors in Emerging markets 

should be aware that investments in these markets can 

involve a higher degree of risk. An investment should only 

be made by those persons who could sustain a loss on 

their investment. It should not constitute a substantial 

portion of an investment portfolio and may not be 

appropriate for all investors. The value of investments 

and the income from them may go down as well as up 

and may be subject to sudden and large falls in value. An 

investor may lose their entire investment.

The Firm’s research for this document is based on current 

public information that the Firm considers reliable, but 

the Firm does not represent that the research or the 

document is accurate or complete and it should not be 

relied on as such. The views and opinions contained 

herein are those are those of Glen Finegan and his team. 

They do not necessarily represent views expressed or 

reflected in other Firm investment communications or 

strategies and are subject to change.

The distribution of this document and the offering of or 

entering into an agreement with regards to a Strategy 

may be restricted in certain jurisdictions. No person 

receiving a copy of this document in any such jurisdiction 

may treat this document as constituting marketing or an 

invitation to them to enter into an agreement with 

regards to a Strategy. It is the responsibility of any 

persons in possession of this document, including 

individuals who may be employed by or a consultant to 

the recipient, to inform themselves of, and to observe, all 

applicable laws and regulations of any relevant 

jurisdiction. If any recipient, including individuals, is or 

becomes aware that the receipt of this document by 

them contravenes any law or regulation, they must 

destroy it or return it to the Firm immediately. 
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Prospective clients should inform themselves as to the 

legal requirements of entering into an agreement and any 

applicable exchange control regulations and taxes in the 

countries of their respective citizenship, residence, or 

domicile. 

Although the information in this document is believed to be 

materially correct as at the date of issue, no representation 

or warranty, express or implied, is given as to the accuracy, 

reliability, or completeness of any of the information 

provided as at the date of issue or at any future date. 

Certain information included in this document is based on 

information obtained from third-party sources considered 

to be reliable. Any projections or analysis provided to assist 

the recipient of this document in evaluating the matters 

described herein may be based on subjective assessments 

and assumptions and may use one among many alternative 

methodologies that produce different results.  

Accordingly, any projections or analysis should not be 

viewed as factual and should not be relied upon as an 

accurate prediction of future results. Furthermore, to the 

extent permitted by law, the Adviser and its affiliates, 

agents, service providers and professional advisers assume 

no liability or responsibility and owe no duty of care for any 

consequences of any person acting or refraining from 

acting in reliance on the information contained in this 

document or for any decision based on it. 

FOR  INVESTORS  RESIDING  IN  THE  UNITED  
KINGDOM  OR  THE  EUROPEAN  ECONOMIC  
AREA  

In the United Kingdom this document is only available to 

professional investors meeting the criteria for Professional 

Clients set out in COBS3.5 of the Conduct of Business 

Sourcebook in the Financial Conduct Authority’s Handbook 

of rules and guidance. 

FOR  PROSPECTS  OR  CLIENTS  RESIDING  IN  
CANADA   

Please be advised that the Firm is not registered in any 

province in Canada.  As at the date of this document, the 

Firm satisfies the requirements set out in section 8.26 of 

National Instrument 31-103 to reply on the International 

Adviser Exemption in the provinces of Alberta, British 

Columbia, Ontario and Quebec. 

FOR  INVESTORS  RESIDING  IN  AUSTRALIA  
OR  NEW  ZEALAND  

In Australia this document and investment in a Strategy is 

only made available to professional investors meeting the 

criteria for wholesale clients as defined in section 761G of 

the Corporations Act 2001 (Cth) (Corporations Act). In New 

Zealand this document and investment in a Strategy is only 

available to investors meeting one of the criteria to be 

considered a wholesale investor under clause 3(2) of 

Schedule 1 of the Financial Markets Conduct Act 2013 (New 

Zealand) (FMC Act). The receipt of this material by a 

prospective New Zealand investor does not constitute an 

offer, or part of an offer, of financial products or securities 

and this publication is not a product disclosure statement 

or any other form of offer or disclosure document.

This information is issued and approved by Skerryvore 

Asset Management Ltd (formerly BennBridge Ltd) 

(“Skerryvore”). Skerryvore is exempt from the 

requirement to hold an Australian financial services 

licence under the Corporations Act pursuant to ASIC 

Instrument 25-0112, issued under section 926A(2)(a) of 

the Corporations Act. This exemption enables Skerryvore 

to provide financial product advice and to deal in 

financial products in relation to foreign exchange 

contracts, securities and interests in a managed 

investment scheme (that is not required to be registered 

under Chapter 5C of the Corporations Act) in Australia to 

wholesale clients only. As any offer of financial products 

Skerryvore may make in New Zealand is limited to 

wholesale investors, Skerryvore is not required to be 

licensed or registered under the FMC Act to make any 

such offer, and any such offer if made will not constitute 

a regulated offer for the purposes of the FMC Act.

Skerryvore is authorised and regulated by the Financial 

Conduct Authority (with Firm Reference Number 769109) 

under UK laws, which differ from Australian and New 

Zealand laws.  

This publication is not an offer of investment or financial 

product advice. Skerryvore has prepared this publication 

based on information available to it. Although all 

reasonable care has been taken to ensure that the facts 

and opinions stated herein are fair and accurate, the 

information provided has not been independently 

verified. Accordingly, no representation or warranty, 

expressed or implied, is made as to the fairness, accuracy 

or completeness or correctness of the information and 

opinions contained within this document. Whilst 

Skerryvore has taken all reasonable care in producing the 

information herein, subsequent changes in circumstance 

may at any time occur and may impact on the accuracy 

of this information. Neither Skerryvore, nor its directors or 

employees, guarantee the success of Skerryvore’s funds, 

including any return received by investors in the funds. 

Past performance is not necessarily a guide to future 

performance. The information contained within this 

document is a general summary only and has been 

prepared without taking into account any person’s 

individual objectives, financial circumstances or needs. 

Before making any decisions to invest, a person should 

consider the appropriateness of the information to their 

individual objectives, financial situation and needs, and if 

necessary, seek advice from a suitably qualified 

professional. Information in this publication is current as 

at the date of this document, unless stated otherwise.

This publication includes ‘forward-looking statements’. 

These forward-looking statements are based on current 

views, expectations and beliefs as at the date they are 

expressed. They involve known and unknown risks, 

uncertainties and other factors that could cause the 

actual results, performance or achievements of 

Skerryvore to be materially different from those 

expressed or implied by the forward-looking statements. 

Accordingly, there can be no assurance or guarantee 

regarding these statements, and you must not place 

undue reliance on these forward-looking statements. 

Skerryvore disclaims any responsibility for the accuracy 

or completeness of any forward-looking statements. 
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Telephone calls may be recorded for training and 

monitoring purposes.  

RISK  FACTORS  

• Capital is at risk and there is no guarantee the Strategy 

will achieve its objective. Investors should make sure 

their attitude towards risk is aligned with the risk profile 

of the Strategy.  

• Past performance does not predict future returns. The 

value of investments and the income from them may go 

down as well as up and investors may not get back the 

amounts originally invested. 

• The Strategy does not hedge currency exposure. If the 

currency of the investment is different from the local 

currency in the country in which you reside, the figures 

shown in this document may increase or decrease if 

converted into your local currency.  

• Equity prices fluctuate daily, based on many factors 

including general, economic, industry or company news. 

In difficult market conditions, the Strategy may not be 

able to sell a security for full value or at all. This could 

affect performance.   

• Investments in Emerging markets can involve a higher 

degree of risk. 
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SKERRYVORE

45 Charlotte Square, Edinburgh EH2 4HQ

clients@skerryvoream.com

Charles Oldmeadow 

Head of Distribution

Charles.Oldmeadow@skerryvoream.com

+44 (0) 131 202 3092

Ciara Egan 

Client Service  and Marketing Analyst

Ciara.Egan@skerryvoream.com

+44 (0) 131 202 3070

OUR GLOBAL DISTRIBUTION PARTNERS

FRONTIER ONE LLC - USA

1033 Skokie Boulevard, Suite 260

Northbrook, IL 60062

Jason Ciaglo

jciaglo@frontieronellc.com

Bill Forsyth

bforsyth@frontieronellc.com

BENNELONG - AUSTRALIA

Level 21, 20 Bond Street, Sydney NSW 2000

Bennelong House, 9 Queen Street Melbourne

VIC 3000

Level 38, Riparian Plaza

71 Eagle Street, Brisbane QLD 4000

client.experience@bennelongfunds.com
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