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Abstract:
Market conditions in the semiconductor industry, the worst in nearly a decade, are egging both companies on. Intel has declined to specify the magnitude of the pricing change, which was reported by analysts on Thursday and confirmed by other people familiar with Intel's plans.

Intel's battle with AMD hasn't been going well. Mercury Research, a Scottsdale, Ariz., research firm, estimated that Intel's share of microprocessor sales sunk to 77.1% from 81.5% in the fourth quarter, while AMD's share rose to 21.2% from 17.1%.

Not all analysts think the price cuts are that significant. Jonathan Joseph, who follows Intel for Salomon Smith Barney, argues that sales of the high-end Pentium 4 chips will account for a small fraction of Intel's overall revenue this year. By the time they represent a larger slice of its business, he says, Intel will have introduced less expensive processes for making them, reducing any negative impact on its profit margins.
	Full Text:

	Copyright Dow Jones & Company Inc Apr 17, 2001


A surprisingly large price cut by Intel Corp. is raising the specter of a price war that could deliver a major leap in computing power to consumers even as it squeezes profit margins of chip makers.

Analysts say that Intel, which has been losing market share to rival Advance Micro Devices Inc., will have cut prices by 50% to 60% by the end of the month on some of its highest-performing chips. It had been expected to reduce prices by about 20%.

AMD has yet to announce its own price cuts, but the Sunnyvale, Calif., chip maker is known for selling chips below prices charged by Intel, its Santa Clara, Calif., nemesis.

Market conditions in the semiconductor industry, the worst in nearly a decade, are egging both companies on. Intel has declined to specify the magnitude of the pricing change, which was reported by analysts on Thursday and confirmed by other people familiar with Intel's plans.

"This is going to be a big year for price wars, because you've got more manufacturing capacity than demand, by a large margin," says Rob Enderle, an analyst with Giga Information Group in Santa Clara.

The biggest surprise is a powerful new version of Intel's Pentium 4 chip, running at 1.7 gigahertz, which isn't set to be announced until April 23. Dan Niles, an analyst at Lehman Brothers, says it is likely to be priced at about $700 and then slashed to about $350 on April 29.

As a result, consumers should be able to buy computers with that high-end chip for about $2,000, analysts say. Just six months ago, the same money typically fetched a machine that ran half as fast.

The benefits could be less positive on Intel, which reports its first-quarter results today. The company in March warned investors that its gross profit margins, which were 63% in the fourth quarter of 2000, would drop to about 51% in the first quarter.

Mark Edelstone, an analyst at Morgan Stanley Dean Witter, cited the price cuts in predicting that Intel's profit margins could sink to as low as 40% by year end. He lowered his forecasts for 2001 earnings to 45 cents a share from 60 cents a share and 2002 earnings to 60 cents a share from 80 cents a share.

Intel's shares declined $1.82 to $26.30 as of 4 p.m. in Nasdaq Stock Market trading, while AMD's shares fell $1.35 to $23.50 as of 4 p.m. in New York Stock Exchange composite trading.

Intel's battle with AMD hasn't been going well. Mercury Research, a Scottsdale, Ariz., research firm, estimated that Intel's share of microprocessor sales sunk to 77.1% from 81.5% in the fourth quarter, while AMD's share rose to 21.2% from 17.1%.

It is Intel's fifth decline in six quarters, said Mike Feibus, a Mercury analyst.

Not all analysts think the price cuts are that significant. Jonathan Joseph, who follows Intel for Salomon Smith Barney, argues that sales of the high-end Pentium 4 chips will account for a small fraction of Intel's overall revenue this year. By the time they represent a larger slice of its business, he says, Intel will have introduced less expensive processes for making them, reducing any negative impact on its profit margins.
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