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To Meet Demand For Chips, Samsung Bets Big on Austin

By KRISTINA SHEVORY
AUSTIN, Tex. — Samsung Electronics, one of the world’s biggest chip makers, is betting $3.6 billion that people will keep buying smartphones and tablet computers.
Samsung, based in South Korea, is spending billions to expand its only factory in the United States to make logic chips that analysts believe will go into many Apple iPhones and iPads. When completely finished next month, the plant will be 2.3 million square feet, one of the largest factories of any kind in North America.

Samsung, now the world’s largest maker of computer memory, has a lot riding on the plant. Analysts say the expansion will give it more space to produce chips for other semiconductor companies and help it take on contract chip companies like GlobalFoundries and Taiwan Semiconductor Manufacturing Company.

“I don’t think Samsung would ever want to be No. 2 in any market,” said Catherine Morse, the general counsel and director of public affairs at Samsung Austin Semiconductor.

After a falloff in demand for computer chips that started in 2008, the semiconductor industry roared back last year as consumers and businesses started buying more computers and mobile devices. Worldwide semiconductor sales climbed 32 percent to almost $300 billion, according to the semiconductor research firm Semico Research Corporation, and are expected to grow 2 percent this year.

As the miniaturization of circuits continues and more everyday objects incorporate computers, semiconductor companies are making chips that are found in devices as diverse as refrigerators, GPS locators and cameras.

Chip makers ramped up their global spending on land, equipment and buildings last year by 91 percent over 2009 to nearly $50 billion. This year, Semico Research predicts, semiconductor companies will invest an additional 15 percent.

The chip industry requires tremendous amounts of money. A new plant costs about $6 billion, according to the Semiconductor Industry Association, so only the largest chip makers can afford to build their own. Smaller companies team up with other companies to build a factory or have contractors make their chips.

“This is a very risky business that’s not for the faint of heart,” said Len Jelinek of the market research firm IHS iSuppli in Scottsdale, Ariz. “It’s like putting down $1 billion on the craps table. You’ve just thrown the dice and they’re in the air. You hope they land the right way and you make money.”

The semiconductor industry is an international one. Although it began in Silicon Valley, it has since gone global and many of the world’s chips are now made in Asia. Chip companies prefer to have their manufacturing scattered across the globe to be closer to customers and engineers — and to reduce risk in case of a cataclysmic event, like the recent earthquake in Japan. New and expanded plants are under construction in China, Germany, Japan, South Korea, Taiwan and the United States.

Samsung chose to expand in Austin, said Burton Nicoson, vice president of manufacturing at Samsung Austin Semiconductor, because of “the infrastructure and support system here — you can’t get that from anywhere else.”

Other draws were the city’s legacy of semiconductor manufacturing and the University of Texas, which produces large numbers of skilled engineers, Mr. Nicoson said.

“Austin has a youth about it,” he said. “It really helps us with recruiting.”

While smartphones and tablets are largely driving the semiconductor industry’s growth spurt, demand for chips for personal computers and data centers, where information is stored on thousands of servers run by companies like Google and Microsoft, remains strong. Last year 350.9 million computers were shipped, versus 289.7 million tablets and mobile phones, according to the technology research firm Gartner.

“Semiconductors are the critical components for the whole infrastructure that gets data to you quickly,” said Bob Johnson, research vice president in Gartner’s semiconductor group in San Jose.

Intel, the world’s biggest chip maker, is spending up to $13 billion to build two new factories and upgrade four others in Oregon and Arizona over the next few years. Construction began in the fourth quarter of last year and is expected to be complete in 2013.

About every two years Intel upgrades its manufacturing processes to make chips that are smaller, cheaper, more powerful and use less power. The chip giant is upgrading four plants to produce 22-nanometer chips and is building two new factories, one in Arizona and one in Oregon, devoted to 14-nanometer chips. “When you make an investment in a factory, you’re essentially placing a bet on a manufacturing process that’s not yet done, for products that are not yet designed, to sell into a market that is not yet there,” said Chuck Mulloy, a spokesman for Intel’s technology and manufacturing group.

GlobalFoundries, a contract maker of semiconductor chips, is doubling the amount of money it spends this year to $5.4 billion, from $2.7 billion, as it expands two factories in Germany and Singapore and builds a new one near Albany.

GlobalFoundries, of Milpitas, Calif., is a private joint venture between an investment company of the government of Abu Dhabi and the chip makerAdvanced Micro Devices. It expects to spend more money than it makes this year as it tries to become the biggest foundry, or contract chip maker, in the world. Sales are estimated at $4 billion in 2011.

Near Albany, in Malta, N.Y., GlobalFoundries is investing $4.6 billion in a factory that will produce 28-nanometer chips for a wide variety of customers. The 1.5 million-square-foot plant will be at full production in 2013.

“The appetite for tablet computers is a huge part of this move,” said Travis Bullard, a GlobalFoundries spokesman. “We’re adding more and more capacity to meet that demand.”

