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China Could Chill India’s Chip Ambitions
Beijing’s deep pockets and fallout from U.S.-Sino tensions could get in the way of India’s semiconductor play
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N. Chandrasekaran, chairman of Tata Group’s parent Tata Sons at a
ceremony for the $11 billion semiconductor factory last week.
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Federal Reserve to cut rates this
summer.
The likelihood of a quarter-point

cut by June, as implied by markets,
has fallen to 50.4% from 57.4% a
week ago, according to the CME
FedWatch tool. The implied chance
that the Fed could stand pat
through its July meeting has risen
to 24.1% from just 8.1% a week
ago.
In a note on Thursday, Bank of

America strategists argued that the
macroeconomic picture is “flipping
from goldilocks to stagflation,”
which they defined as growth be-
low 2% and inflation of between 3%
and 4%. They highlighted trades
that could benefit from stagflation
such as gold, crypto and cash.
But investors should keep the

bigger picture in mind. Growth,

while coming off the boil, is still
solid. And inflation is well below
where it was just a few months
ago. Taking into account the latest
consumer and producer inflation
readings, economists at Goldman
Sachs inched up their estimate for
the February core personal-con-
sumption expenditures price index,
the inflation measure favored by
the Fed, by 0.02 percentage point.
They now estimate it rose 2.8% in
February from a year earlier. That
would be unchanged from January,
but down from 3.2% as recently as
November. Meanwhile, they expect
first-quarter growth of 1.7% in
gross domestic product on an an-
nualized basis, down from an ear-
lier estimate of 2.1%.
Furthermore, there continued to

be encouraging signs on the supply

side of the U.S. economy. Industrial
production ticked up by 0.1% in
February, compared with a 0.5%
decline in January, data from the
Fed showed on Friday. The Febru-
ary headline figure was pulled
down by a 7.5% drop in utility out-
put because of warmer-than-typi-
cal temperatures. Manufacturing
output rose 0.8% and business
equipment production jumped 1.7%,
with broad-based gains across
transport, industrials and informa-
tion processing, which analysts at
Capital Economics wrote “bodes
well for equipment investment in
the first quarter.”
In short, the U.S. economy ap-

pears to be entering a new phase,
with rapid disinflation being re-
placed by a slower slog downward.
Meanwhile, business investment is

at least partly taking the baton
from consumer spending as a
growth driver. Investors will get a
better idea what this means for the
Fed’s plans when it releases a new
set of economic and rate projec-
tions at its policy-setting meeting
this week.
But it is a far cry from stagfla-

tion. —Aaron Back

When India’s largest conglomer-
ate, Tata Group, broke ground on
a $11 billion semiconductor factory
last week, Prime Minister Naren-
dra Modi said the country was
poised to become a world leader
in the sector. He might be in for a
rude awakening.
Tata isn’t going it alone, which

raises the probability of success. It
will partner with Taiwan’s Power-
chip Semiconductor Manufactur-
ing to make older-generation, ma-
ture-node chips, which have
features measuring 28 nanometers
or wider.
The problem is that China,

whose ambitions in cutting-edge
chips have been stymied by U.S.
and European export controls, is
pouring capital into legacy chip
making on a breathtaking scale.
That will compress margins for ev-
eryone—and make life especially
difficult for new small-scale players.
China will add more chip-mak-

ing capacity than the rest of the
world combined in 2024, according
to research consulting firm
Gavekal Dragonomics: one million
more wafers a month than in
2023—all mature nodes. Tata plans
to make 50,000 wafers a month.
Industry tracker TrendForce proj-
ects that China’s share of global
mature-node production will grow
from 31% in 2023 to 39% in 2027.

China’s aggressive expansion
comes at a time when the market
for legacy chips is well supplied.
The artificial-intelligence revolu-
tion is supercharging demand for

advanced chips, but older ones are
another matter. Utilization rates
for producers of mature-node chips
have fallen from nearly 100% in
2020 to a range of 65% to 75% at

present, according to Gavekal.
China’s government incentives—

worth more than $150 billion—will
help producers absorb losses. But
India would struggle to shower
such a capital-intensive infant in-
dustry with that kind of cash, es-
pecially given its already high gov-
ernment debt and enormous
funding needs for infrastructure in
general. Those infrastructure chal-
lenges represent a direct challenge
to the chip-making process, too.
Dependable water and power are
essential—power outages not only
disrupt operations but can damage
equipment and wafers in produc-
tion. The Tata project is poised to
absorb billions of dollars worth of
state funding.
A lack of upstream industrial

capacity is another hindrance. In-
dia’s chemical and gas producers,
for example, produce many chemi-
cals required for semiconductor
manufacturing.
But India lacks the refining ca-

pacity to boost purity levels to
semiconductor grade, according to
an industry-funded report by the
Washington, D.C.-based Informa-
tion Technology and Innovation
Foundation. Foreign sourcing can
substantially raise costs, the ITIF
says.
Protectionism—i.e., big tariffs

on Chinese chips—might be one

solution. But as Western nations
have learned to their chagrin over
the past two years with Russia,
controlling trade flows of legacy
chips is difficult.
The incentives for corruption

and gaming the system through
third countries would be enor-
mous. And even assuming a tariff
system works as intended, it would
put the rest of India’s burgeoning
electronics business at a serious
disadvantage.
According to Ashok Chandak,

president of the India Electronics
& Semiconductor Association,
Tata’s success will be critical to at-
tracting other chip makers to In-
dia—and it will have to surmount
big challenges so it becomes easier
for those that follow. The ITIF says
India is likely to commission two
to three plants for mature-node
chips within the next five years.
But China could pour cold water

on those ambitions. Gaining a
foothold in the less-demanding
area of chip packaging and test-
ing—with the help of foreign firms
like Micron—makes good sense
for Indian companies. Spending
scarce government funds babysit-
ting cash-hungry infant chip-fabri-
cation plants, rather than on infra-
structure in general, could be a far
riskier move.

—Megha Mandavia

Suspense Builds for the Federal Reserve
As Growth Downshifts and Inflation Lingers
A mixed set of economic data

over the past week delivered a
whiff of the dreaded S-word: stag-
flation. But only a whiff.
First, consumer-price inflation

in February came in slightly higher
than expected. Then retail sales for
the month disappointed, with a
downward revision to January as
well, and February producer prices
also registered on the warm side.
On Friday, a preliminary reading
from the University of Michigan’s
consumer sentiment survey
showed a decline to 76.5 in March
from 76.9 previously, against ex-
pectations for a slight rise.
Taken together, the data hinted

at a possibility that would spook
investors: that growth could keep
slowing even while inflation pla-
teaus, making it difficult for the
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A Texas pension fund lost
about $9 million over the past
13 months investing in U.S. re-
gional banking firms just days
before their stock prices col-
lapsed.
The bets on New York Com-

munity Bancorp, First Repub-
lic Bank and SVB Financial
Group were tiny compared
with the $38 billion in assets
that the Texas fund safeguards
on behalf of retired public
workers. But they show the
challenges for pension manag-
ers trying to make opportunis-
tic wagers on investments that
look cheap.
Employees Retirement Sys-

tem of Texas, or ERS, disputed
the idea that the bank trades
were risky and said overall
pension-fund returns are
strong. ERS returned 7.5% an-
nually over the decade that
ended Sept. 30 of last year,
slightly beating the median
from Wilshire Trust Universe
Comparison Service. Last year,
ERS lagged behind the median
by about half a percentage
point.
“Our strategic focus is to

build a well-diversified portfo-
lio that delivers attractive risk-
adjusted returns for the entire
$38 billion,” said investment
chief David Veal, who took over
the pension fund’s portfolio of
stocks, bonds, private equity
and other assets in 2021. “Fo-
cusing on a relative few poorly
performing stocks out of hun-
dreds of holdings misses the

much bigger picture.”
Hundreds of U.S. state and

local government pension
funds around the country man-
age a total of about $5 trillion.
Their investment chiefs can
earn some of the highest sala-
ries in state government, but
they often struggle to produce
consistently strong returns.
One study found many state
pensions would do better with
a cheaply run, set-it-and-for-
get-it portfolio of stocks and
bonds.
Instead, many have turned

to complex and speculative in-
vestments, often in an effort to
plug shortfalls without using
up more taxpayer dollars. Pub-
lic pensions had about three-
quarters of the amount needed
to pay future benefits as of
2022, according to a 2023 sur-

vey by the National Conference
on Public Employee Retirement
Systems, thanks to decades of
underfunding and market
losses. At ERS, that figure was
71% as of August.
Last year’s regional-banking

crisis was triggered by rapidly
rising rates that drove down
the market value of banks’
long-term holdings and
prompted depositors to flee.
Silicon Valley Bank and Signa-
ture Bank collapsed and First
Republic narrowly survived.
NYCB has floundered this year
in response to concerns about
its commercial real-estate hold-
ings.
The turmoil has hurt other

retirement funds, including the
California Public Employees’
Retirement System, the na-
tion’s largest pension. But the

Silicon Valley and Signature
Bank stocks in the Calpers
portfolio were generally multi-
year holdings, not bets made
on the way down.
ERS’s bets on NYCB and Sili-

con Valley Bank were the
brainchild of Brandywine
Global Investment Manage-
ment, a subsidiary of Franklin
Resources. ERS contracts with
Brandywine, an outside adviser,
to manage a small portion of
the pension fund’s $13 billion
stock portfolio. ERS staff exe-
cute trades in the Brandywine-
advised portfolio but they must
generally follow the adviser’s
directions.
On March 9 of last year,

ERS’s Brandywine-advised
portfolio added $2.8 million of
Silicon Valley Bank shares, ac-
cording to trade records
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viewed by The Wall Street
Journal. The next day, regula-
tors closed the bank down.
“We entered the position

understanding we could lose
money,” a Brandywine execu-
tive wrote to an ERS manager
on March 10.
The loss led one ERS staffer

to suggest either ending the re-
lationship with Brandywine or
talking with the firm about
how to prevent future mis-
steps, emails viewed by the
Journal show. An ERS spokes-
woman told the Journal that
the pension’s staff “remains in
continual communication” with
external advisers.
Last month, the fund’s Bran-

dywine-advised portfolio added
nearly $1 million of NYCB
shares after a fourth-quarter
loss sent the stock plummeting,
trade records show. “We be-
lieve the continued weakness
in the share price is unwar-
ranted,” Brandywine wrote in
its notes on the trade.
But the price continued to

fall. When a rescue plan earlier
this month prompted a small
bump, ERS cut its losses and
sold all its NYCB stock.
About $6.4 billion in institu-

tional money is invested in the
Brandywine strategy that in-
cluded the NYCB and SVB bets,
a strategy geared toward buy-
ing the stocks of companies the
firm believes are undervalued.
A Brandywine spokeswoman
said the fund returned 15.8%
for the period running from
Jan. 1, 2023, through Monday.
In a letter dated March 6,

the day of the NYCB stock sale,
ERS requested to withdraw
$150 million from the Brandy-
wine-advised portfolio, which
held $365 million as of Febru-
ary, according to documents
viewed by the Journal. The ERS
spokeswoman said it was a
routine withdrawal to pay out
pension benefits and redistrib-
ute stock gains.
ERS staff came up with an-

other ill-timed bet on an ill-
fated bank on their own: ERS
added $7.7 million worth of
First Republic stock to the pen-
sion fund’s internal “Lone
Star” stock portfolio in Febru-
ary 2023.
Unlike the other trades,

there was little sign of the
coming trouble. But the pur-
chase brought ERS’s First Re-
public holdings to nearly $30
million. Then ERS hung on to
the stock even after it dropped
to $82 a share from $115 in 48
hours. The pension fund sold
all its First Republic shares at
$30 a week later, taking an al-
most $6 million loss on the
month-old shares.
The ERS spokeswoman said

that the pension fund doesn’t
engage in speculative trading.
She said ERS’s trades in all
three bank stocks were based
on deep knowledge of the
banks by ERS and Brandywine.
She also said the $10 billion
Lone Star portfolio returned
16.1% for fiscal 2023, beating
the fund’s chosen benchmark,
an MSCI world index that ex-
cludes China, by roughly a per-
centage point.

BY HEATHER GILLERS

Texas Pension Fund’s Bets on Regional Banks Turn Sour
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