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What just happened?

We just went through a scary recession
– The stock market lost 56% of its value from peak to trough
– The speed of the decline was also very rapid – it took just 5 months
– This compares to the recession following the tech bubble, which was milder (down 48%) and 

more gradual (declined over 2 ½ years)

Deutsche Bank
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Source: Capital IQ data
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What just happened?

HDD stocks also declined, although results were mixed
– Compared to the peak of the stock market, Western Digital is actually up (left chart)
– Seagate and the markets are still down 30-40% versus the peak
– Western Digital peaked later than the markets. Versus its peak, Western Digital is almost flat.
– Seagate and the markets have underperformed

Deutsche Bank
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Source: Capital IQ data
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What just happened?

It seemed pretty bad while we were in it
– Expectations for the HDD market began at 12% growth for 2009, but fell to negative 12% at the 

height of the recession 

But it didn’t turn out that badly for the PC and HDD markets
– It now looks like HDD growth will be nearly flat or slightly down in 2009

Deutsche Bank

1

Source: TrendFocus forecasts
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What just happened?
The HDD market acted rationally
– Production was cut, instead of aggressive pricing to gain share
– As a result, ASP declines were largely in line with revenue declines

This recession was better than the build up to the 2001 recession, when ASPs fell 
more than revenue despite unit growth
– This was also better than past periods of aggressive pricing

Deutsche Bank

1

Source: IDC, Disk/Trend, and Deutsche Bank estimates
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What just happened?

Significant cuts were made in the production of hard disk drives in 4Q08 and 1Q09
– Desktop HDD production was cut significantly in 4Q08
– Notebook HDD production cuts took longer and spanned both 4Q08 and 1Q09

Sell out of hard disk drives was higher than sell in
– PC demand was stronger than production levels
– As a result, inventory levels were reduced across all channels and remain low today

Deutsche Bank

1

Source: IDC, Deutsche Bank estimates and Company data
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What just happened?

You can also see this when comparing PC and HDD growth
– PC units declined 2% Y/Y in 4Q08 and 7% Y/Y in 1Q08
– This compares to HDD units which declined 15% Y/Y in both 4Q08 and 1Q09
– Revenue also fell, but PC revenue sales declined more severely due to negative mix to netbooks

HDD unit growth fell further in this recession than in the past recession
– PC unit growth actually fell less than it did in the 2001 recession

Deutsche Bank

1

Source: IDC and Deutsche Bank estimates
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Where are we now?
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Where are we now?

Things weren’t as bad as we had originally expected
– HDD units will likely fall only slightly or be flat in 2009 versus 2008
– However, share did shift and we saw some industry consolidation

Western Digital continues to be the share gainer
– With the consolidation of Toshiba and Fujitsu, the combined company saw some share loss
– Most others maintained share within a few percentage points

Deutsche Bank

2

Source: IDC
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Where are we now?

The 2.5-inch market remains the most contested with all vendors participating
– Most of the share shifts have happened in this market
– Western Digital has gained share and is now the market leader
– Hitachi’s share has slowly declined
– Fujitsu’s share has also declined, largely as a result of its acquisition by Toshiba

Deutsche Bank

2

Source: IDC
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Where are we now?

The 3.5-inch and enterprise markets remain more consistent
– In the 3.5-inch market, Western Digital has gained some share, mostly from Samsung
– In the enterprise market Seagate has held its dominant position

Deutsche Bank

2

Source: IDC
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Where are we now?

The end of the year appears to be shaping up to be relatively typical
– Y/Y growth is recovering, and compares become easier in 4Q09
– 3Q09 turned out better than people expected
– Despite the unexpected strength in 2Q09, the September quarter appears to be on track for 

normal seasonality of up roughly 10% Q/Q
– 4Q09 will also likely see normal seasonality

Deutsche Bank

2

Source: IDC
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Where are we now?

But there are some caveats . . . 

The 4Q outlook will depend on Holiday sales, which are still uncertain

The economy is still weak
– US – While the US appears to have stabilized, economic data remains mixed
– Europe – Europe looks like it is nearing a bottom, but will likely be weak until 2010
– Asia – Strength in Asia from government stimulus plans has likely run its course

Deutsche Bank
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What does the future hold?

Deutsche Bank
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What does the future hold?

There are still many questions out there . . . 

Will the release of Windows 7 stimulate demand?

Will we see a PC refresh cycle?

Will the HDD industry remain rational or will aggressive pricing return?

What will the impact of NAND flash be on the market?

How will the industry deal with the transition to patterned media?

Deutsche Bank

3
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What does the future hold?

Past recessions led to multiple years of double-digit HDD growth
– After the 2001 recession, HDD units grew 12% and 19% over the next two years
– We are likely to see the same thing after this recession
– PCs have become indispensible because we do everything on them (socialize, work, shop, etc.)
– In addition, ASPs remain very low

Deutsche Bank

3

Source: IDC and Deutsche Bank estimates
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What does the future hold?

In addition, the average age of corporate PCs has been extending
– Businesses have cut back on capital spending and let their PCs age
– Average corporate PCs are now nearly 6 years old
– This is unlikely to continue, as PCs are a major driver of productivity
– We saw the same cycle in 2001, which resulted in multiple years of double-digit PC growth

Deutsche Bank

3

Source: Gartner and Deutsche Bank estimates
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What does the future hold?

How the industry will react to this is still uncertain . . .

There is plenty of pent-up demand to drive healthy growth for everyone

Production capacity remains low right now

Industry consolidation is also a positive, as we now have just 5 vendors

The structure of the industry looks healthy

There is no reason for irrational behavior. Everyone can benefit.

Deutsche Bank
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What does the future hold?

NAND is unlikely to make a significant dent in the HDD market over the next 3-5 years
– The enterprise segment may see some cannibalization
– But the potential for SSDs in the more significant notebook market is limited
– Dollar-per-GB costs remain too high for the foreseeable future

Demand for capacity is too great. HDDs have a long life ahead.

Deutsche Bank
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Source: Deutsche Bank estimates
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What does the future hold?

Technology transitions will require further capital investment and likely result in 
changes in the industry
– Every major technology transition has resulted in changes in the industry
– The current installed base of equipment is not enough to support patterned media 
– Further capital expenditures will be needed to support this transition

Deutsche Bank

3

Source: Deutsche Bank estimates
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The next few years should offer continued growth 
but increased technology challenges.

Everyone can benefit if the industry focuses on 
profitability and not share.

Deutsche Bank
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Thank you

Deutsche Bank
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securities of those issuers.  In addition, the undersigned lead analyst has not and will not receive any compensation for providing a specific 
recommendation or view in this report.
Sherri Scribner
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Buy: Based on a current 12-month view of total shareholder return 
(TSR = percentage change in share price from current price to 
projected target price plus projected dividend yield), we 
recommend that investors buy the stock.

Sell: Based on a current 12-month view of total shareholder return, 
we recommend that investors sell the stock.

Hold: We take a neutral view on the stock 12 months out and, 
based on this time horizon, do not recommend either a Buy or Sell.

Notes:

1. Newly issued research recommendations and target prices 
always supersede previously published research.

2. Ratings definitions prior to 27 January, 2007 were:

Buy:  Expected total return (including dividends) of 10% or more
over a 12-month period

Hold: Expected total return (including dividends) between -10%
and 10% over a 12-month period

Sell: Expected total return (including dividends) of -10% or
worse over a 12-month period
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Regulatory Disclosures

1.  Important Additional Conflict Disclosures

Aside from within this report, important conflict disclosures can also be found at https://gm.db.com/equities under the “Disclosures Lookup” and “Legal” tabs.  
Investors are strongly encouraged to review this information before investing.

2.  Short-Term Trade Ideas

Deutsche Bank equity research analysts sometimes have shorter-term trade ideas (known as SOLAR ideas) that are consistent or inconsistent with Deutsche 
Bank’s existing longer term ratings.  These trade ideas can be found at the SOLAR link at http://gm.db.com.

3.  Country-Specific Disclosures

Australia: This research, and any access to it, is intended only for “wholesale clients” within the meaning of the Australian Corporations Act.

EU countries: Disclosures relating to our obligations under MiFiD can be found at http://globalmarkets.db.com/riskdisclosures.

Japan: Disclosures under the Financial Instruments and Exchange Law: Company name – Deutsche Securities Inc.  Registration number – Registered as a 
financial instruments dealer by the Head of the Kanto Local Finance Bureau (Kinsho) No. 117.  Member of associations:  JSDA, The Financial Futures Association 
of Japan.  Commissions and risks involved in stock transactions – for stock transactions, we charge stock commissions and consumption tax by multiplying the 
transaction amount by the commission rate agreed with each customer.  Stock transactions can lead to losses as a result of share price fluctuations and other 
factors.  Transactions in foreign stocks can lead to additional losses stemming from foreign exchange fluctuations.

New Zealand: This research is not intended for, and should not be given to, “members of the public” within the meaning of the New Zealand Securities Market 
Act 1988.

Russia: This information, interpretation and opinions submitted herein are not in the context of, and do not constitute, any appraisal or evaluation activity 
requiring a license in the Russian Federation.
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Global Disclaimer
The information and opinions in this report were prepared by Deutsche Bank AG or one of its affiliates (collectively "Deutsche Bank"). The information herein is believed to be reliable and has been obtained from public sources believed to be 
reliable. Deutsche Bank makes no representation as to the accuracy or completeness of such information.

Deutsche Bank may (1) engage in securities transactions in a manner inconsistent with this research report, (2) with respect to securities covered by this report, sell to or buy from customers on a principal basis, and (3) consider this report in 
deciding to trade on a proprietary basis.

Opinions, estimates and projections in this report constitute the current judgment of the author as of the date of this report. They do not necessarily reflect the opinions of Deutsche Bank and are subject to change without notice. Deutsche 
Bank has no obligation to update, modify or amend this report or to otherwise notify a recipient thereof in the event that any opinion, forecast or estimate set forth herein, changes or subsequently becomes inaccurate. Prices and availability of 
financial instruments are subject to change without notice. This report is provided for informational purposes only. It is not an offer or a solicitation of an offer to buy or sell any financial instruments or to participate in any particular trading 
strategy.

Deutsche Bank has instituted a new policy whereby analysts may choose not to set or maintain a target price of certain issuers under coverage with a Hold rating. In particular, this will typically occur for "Hold" rated stocks having a market cap 
smaller than most other companies in its sector or region. We believe that such policy will allow us to make best use of our resources. Please visit our website at http://gm.db.com to determine the target price of any stock.

The financial instruments discussed in this report may not be suitable for all investors and investors must make their own informed investment decisions. Stock transactions can lead to losses as a result of price fluctuations and other factors. If 
a financial instrument is denominated in a currency other than an investor's currency, a change in exchange rates may adversely affect the investment. Past performance is not necessarily indicative of future results.

Unless governing law provides otherwise, all transactions should be executed through the Deutsche Bank entity in the investor's home jurisdiction. In the U.S. this report is approved and/or distributed by Deutsche Bank Securities Inc., a 
member of the NYSE, the NASD, NFA and SIPC. In Germany this report is approved and/or communicated by Deutsche Bank AG Frankfurt authorized by the BaFin. In the United Kingdom this report is approved and/or communicated by 
Deutsche Bank AG London, a member of the London Stock Exchange and regulated by the Financial Services Authority for the conduct of investment business in the UK and authorized by the BaFin. This report is distributed in Hong Kong by 
Deutsche Bank AG, Hong Kong Branch, in Korea by Deutsche Securities Korea Co. This report is distributed in Singapore by Deutsche Bank AG, Singapore Branch, and recipients in Singapore of this report are to contact Deutsche Bank AG, 
Singapore Branch in respect of any matters arising from, or in connection with, this report. Where this report is issued or promulgated in Singapore to a person who is not an accredited investor, expert investor or institutional investor (as 
defined in the applicable Singapore laws and regulations), Deutsche Bank AG, Singapore Branch accepts legal responsibility to such person for the contents of this report. In Japan this report is approved and/or distributed by Deutsche 
Securities Inc. The information contained in this report does not constitute the provision of investment advice. In Australia, retail clients should obtain a copy of a Product Disclosure Statement (PDS) relating to any financial product referred to in 
this report and consider the PDS before making any decision about whether to acquire the product. Deutsche Bank AG Johannesburg is incorporated in the Federal Republic of Germany (Branch Register Number in South Africa: 
1998/003298/10). Additional information relative to securities, other financial products or issuers discussed in this report is available upon request. This report may not be reproduced, distributed or published by any person for any purpose 
without Deutsche Bank's prior written consent. Please cite source when quoting.
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