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expect the two to accumulate 80%+ of the merchant OCS wallet share. 
We expect LITE and COHR to remain the key drivers of OCS and  —Key Winners 

reach $11B.
server shipments that we estimate can add another ~$4B to the TAM to ultimately 
be likely tied to NVDA. Thus, adding a third bucket based on NVDA’s GPU and NVL 
ratio with AI servers, materializing as a "late 2028/2029" story. Citi believes this to 
anchored buckets above — as potentially ~10x the size of Google's, on roughly a 1:1 
comment characterizing a reconfiguration opportunity — distinct from the Google-
(excluding non-Google OCS reconfiguration). We fielded a Lumentum management 
Spine & Other Related Applications bucket, for a ~$7B FY2030 Combined Total 
FY2030 from the scale-up layer alone, plus ~$2B from a newly rebuilt, port-driven 
bottom focused on XPU-per-port model indicates a ~$5B of merchant OCS TAM by 

Our model estimates a $11B Merchant OCS TAM by 2030. Our  —TAM Bottom Up 

($23 prior) and ~$41 ($37 prior). We subsequently raise our LITE TP to 
and 70s% respectively put our FY2027E and FY2028E EPS estimates at $25 
with management comments on OCS and UHP margins being in the 60s% 
sales estimates in FY2027E and FY2028E by +5% and +3%. This coupled 
we revise our prior LITE OCS estimates (see section 7), we raise our LITE 
vendors such as COHR and LITE (see detailed assumptions on section 6).  As 
that indicates OCS could be an ~$11B opportunity for OCS merchant 
year trend in AI Optics. Putting it all together, Citi debuts its OCS TAM Model 
teams of COHR and LITE, it is clear to us that OCS is turning into a multi-
Following Citi TMT Conference and ECOC where we met management 

CITI'S TAKE 

OCS an $11B Opportunity; Raising LITE TP to $1,400 

US Communications Equipment

 26 pages│28 Sep 2026 00:58:52 ET 

See Appendix A-1 for Analyst Certification, Important Disclosures and Research Analyst Affiliations.



U
S

 C
om

m
u

n
ication

s Eq
u

ip
m

en
t

2
8

 S
ep

tem
b

er 2
0

2
6

C
iti R

esearch

Earnings Estimates

Last Reported Year Current Fiscal Year Next Fiscal Year

Company Name Ticker Last Rpt Year Currency 1Q 2Q 3Q 4Q FY0 1Q 2Q 3Q 4Q FY1 1Q 2Q 3Q 4Q FY2

Coherent Corp COHR Jun-26 US$ 1.16 1.29 1.41 1.74 5.59 1.99 2.21 2.55 2.81 9.57 3.41 3.83 4.22 4.64 16.11

Lumentum Hldg LITE Jun-26 US$ 1.10 1.67 2.37 3.23 8.68 4.18 5.10 6.54 9.24 25.14 10.44 10.97 11.55 8.06 40.90

Old Jun-26 US$ 1.10 1.67 2.37 3.23 8.68 4.18 4.97 6.21 7.60 23.03 8.62 9.06 9.58 10.02 37.21

Source: Citi Research
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1. Investment Thesis: Why OCS, Why Now

Optical circuit switching (OCS) routes light directly from an input fiber to an output 
fiber by physically or optically redirecting a beam, with no optical-electrical-optical 
(O-E-O) conversion and no packet processing in the data path. That makes it 
fundamentally different from the electrical packet. An OCS switch is reconfigurable 
but not packet-aware, so it trades microsecond-scale, per-packet flexibility for 
near-zero latency, at a fraction of the power draw.

At ECOC in September 2026, OCS moved from a single-customer curiosity 
(Google's internal Palomar/Jupiter deployments, which date to the TPU v4 
generation) to a multi-customer, multi-layer commercial category. Three data 
points anchor that shift, each covered in detail later in this note: (1) Lumentum 
disclosed a ~$400M OCS order backlog from three customers,  guided to $400M 
of OCS revenue in 2H CY26 and point OCS to the main reason the company is 
comfortable setting a $40 FY2028 (Jun-28) EPS floor; (2) Coherent has now 
disclosed a specific, standalone “more than $4B” addressable OCS opportunity 
across DCI, scale-out, and scale-up applications, doubled from the $2B figure it 
gave at OFC in March 2026; and (3) a second manufacturer, 
HUBER+SUHNER/Polatis, opened a dedicated new OCS production line in 
September 2026 specifically to keep up with demand. All three recent 
developments point to OCS being a multi-year, multi-company trend.

For our coverage, the read-through is direct: LITE and COHR are the two 
established, merchant-scale OCS suppliers, and this note's model focuses on OCS 
as an incremental, high-growth product line layered on top of both companies' core 
transceiver/CPO franchises. 

This note updates and formalizes work we have been building over the past several 
weeks following positive comments on OCS by both LITE and COHR at the 
companies’ earnings, Citi Technology Conference color and ECOC commentary. 
Notably at Citi TMT Conference, LITE provided an XPU-per-port bottom-up model 
that started as a scale-up-only build for the key OCS adapter Google (covered by 
Ron Josey). This was subsequently extended with a second demand bucket for 
spine and other non-scale-up applications. Section 6 walks through the different 
buckets' current mechanics in full; an accompanying Excel workbook is available 
on request.

1.1 A brief history: from Google's Palomar to a $multi-billion-dollar commercial 
category

OCS is not a new invention — MEMS-based optical switching has existed in 
telecom labs and test equipment for over a decade (Polatis's roots trace back well 
before the current AI cycle). What changed is the buyer. The timeline below traces 
the shift from a single hyperscaler's internal infrastructure project to a broad-
based, multi-vendor commercial category with company-disclosed, multi-billion-
dollar TAM figures.
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Figure 1. OCS Milestones

© 2026 Citigroup Inc. No redistribution without Citigroup’s written permission.

Source: Citi Research, Company Reports, Cignal AI, OCP, Thomson Reuters

2. OCS Technology Primer

2.1 How OCS differs from electrical packet switching

A traditional data center spine or leaf switch receives an optical signal, converts it 
to an electrical signal, buffers and inspects each packet, makes a forwarding 
decision, and re-converts the outgoing signal back to light. That O-E-O conversion 
and packet-level intelligence is what lets Ethernet fabrics do sophisticated things 
— congestion control, load balancing, telemetry, multi-tenant isolation — but it 
also consumes power, adds latency, and ties the switch's maximum throughput to 
the specific ASIC generation inside it (Broadcom's Tomahawk 6, for example, tops 
out at 102.4 Tbps per chip).

OCS instead reconfigures a physical or optical path between fixed sets of fibers 
and then gets out of the way: once set, the connection is a piece of glass, not a 
piece of silicon, so it is effectively speed-transparent. The Open Compute Project's 
April 2026 OCS white paper (co-authored by iPronics, Lumentum, Ciena, 
Lumotive, and Carnegie Mellon University) frames the core trade-off cleanly: OCS 
provides "ultra-low latency and congestion-free operation enabled by fully optical 
signal paths," but reconfiguration happens on a millisecond-to-second timescale, 
not a per-packet basis — so it augments, rather than replaces, packet switching 
for most of the network.

2.2 Switching technologies

n MEMS beam-steering (dominant, in-production): Microscopic mirrors physically 
tilt to redirect a free-space beam between fiber ports. This is the technology 
behind Google's Palomar switches, Lumentum's R300/R64 switches. 
Millisecond-scale reconfiguration, high port count (commercially up to ~300-
384 ports today), low insertion loss, and the most mature manufacturing base.
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Figure 2. MEMS Technology

Source: Lumentum 

n Digital Liquid Crystal (DLC): Uses liquid-crystal cells to steer polarized light. 
Offers solid-state reliability (no moving parts) but is polarization-dependent and 
historically has had a narrower port-count range than MEMS though COHR at 
ECOC showcased its SONiC-Enabled Optical Switching that can reach 520x520 
ports.

Figure 3. DLC Technology

Source: Coherent

n Silicon photonics / Mach-Zehnder interferometer (MZI) mesh: Fully solid-state, 
CMOS-compatible switching fabric etched onto a silicon photonic chip. Fastest 
reconfiguration speed (microseconds, approaching packet-switching 
timescales) but historically the most insertion-loss-constrained at higher radix, 
which limits scalability. iPronics's newly launched switch (with NVIDIA, Maverick 
Silicon, and Light Street Capital backing, announced Sep-2026) targets exactly 
this constraint — a second-generation silicon-photonics OCS promising sub-
millisecond reconfiguration at higher port density than first-generation MEMS.
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n Metasurfaces / 2D photonic beamforming: An emerging approach (Lumotive, 
backed by a $45M Series B led by Gates Frontier and MetaVC) that uses 
programmable optical metamaterials to steer beams across a wide angular 
range (±80°) in a compact form factor. Still pre-commercial-scale for OCS 
specifically.

n Robotic / free-space fiber-patch systems: The highest-radix, slowest-
reconfiguration approach (physically moving fiber patch cords), generally used 
for static or rarely-changed topology management rather than dynamic AI 
cluster reconfiguration.

2.3 Port radix and where the market is today

Port count (radix) has scaled quickly: Google's original TPU v4-era Palomar switch 
was 136×136 (128 usable ports plus 8 spares); TPU v7/Ironwood-era switches are 
commonly cited at 300+ ports; and the commercial vendors have both followed 
and in some cases exceeded that. Lumentum's R300 is a 300×300 platform (its 
highest-volume product to date, per management commentary), though the 
company also has a smaller R64 (64×64, expandable to 72×72) for lower-port-
count applications; Coherent's flagship is a 320×320 platform; and 
HUBER+SUHNER/Polatis's line spans from 8×8 up to 384×384. In our model, we 
use a blended, rising port-radix assumption (300 ports in FY2025-27, stepping up 
to 600 by FY2030) as the OCS switch port radix driver — see Section 6.

3. Applications & Use Cases

We group commercial and near-commercial OCS use cases into five layers. 

Figure 4. OCS Use Cases

Source: Lumentum

3.1 Reconfiguration: the core mechanism

Before walking through the five network layers, it's worth separating the layer 
(where two endpoints sit in the fabric) from the capability that makes OCS valuable 
there in the first place: reconfiguration. Because AI training traffic is large, 
sustained, and relatively predictable — heavy, east-west, all-to-all 
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communication between XPU groups — a network built on OCS can be physically 
re-wired in software to match each job's communication pattern, rather than 
running one fixed, general-purpose topology for every workload. We see two 
distinct flavors of this in the literature and in Google's own disclosures, plus a third, 
closely related resiliency benefit:

n Static-to-dynamic, per-job reconfiguration (in production today). Google's TPU 
Superpods use OCS between servers so the cluster can be re-shaped into job-
specific topologies — such as a torus — based on that workload's 
communication pattern, rather than accepting a single fixed fabric for every job. 
Google has reported this delivered a 3.3x performance improvement and a 9% 
power reduction on LLM training versus a static electronic-switch fabric of the 
same scale (OCP white paper, citing Google's published TPU v4 results).

n In-workload, dynamic reconfiguration More recent academic work pushes 
reconfiguration further: adjusting the optical topology while a job is still running, 
to match shifting traffic patterns inside a single training run rather than fixing 
topology once at job start. MixNet (arXiv:2501.03905), a runtime-
reconfigurable optical-electrical fabric for Mixture-of-Experts training, reports 
outperforming TopoOpt's one-shot (job-start-only) reconfiguration approach 
by up to 2.5x, assuming millisecond-scale MEMS switching latency (10-25ms, 
benchmarked against commodity Polatis switches). ATRO (arXiv:2507.13717), a 
newer, solver-free topology-and-routing optimization algorithm for 
reconfigurable datacenter networks, targets the same problem — jointly 
optimizing topology and routing rather than treating them separately — and 
reports outperforming prior approaches on runtime and maximum link 
utilization, though without a single headline multiplier comparable to MixNet's. 
We have also seen a claim, from a source we could not independently verify, of a 
~2.3x in-workload improvement at sub-100-microsecond switching latency; we 
flag it as unconfirmed rather than include it as a sourced figure.

n Failure resiliency (a reconfiguration side benefit, in production today). The same 
software-reconfigurable property lets OCS bypass a failed link or node by re-
routing the optical path instead of relying on electronic re-routing or a job 
restart.

3.2 Scale-up (intra-pod)

OCS connects XPUs (or XPU groups) within a single training pod — Google's 
canonical use case. TPU v4 "Superpods" used 128-port MEMS switches to connect 
compute cubes, yielding a disclosed 3.3x performance improvement and 9% power 
reduction for large-model training versus a fixed electrical topology (OCP white 
paper, citing Google's own published results). TPU v7/Ironwood scaled this to 
9,216-chip pods built from 4×4×4-cube blocks interconnected via 300-port 
MEMS switches. Google's newest architectures (TPU 8t's 3D torus and TPU 8i's 
hierarchical “Boardfly” topology, both disclosed in 2026) continue to use OCS at 
this layer, even as copper handles the tightest, lowest-radix connections within a 
board or ring.

3.3 Scale-out (pod-to-pod)

A related but distinct layer: connecting multiple pods together, at a materially 
higher chips-per-switch ratio than the intra-pod layer (industry estimates for 
Google's Ironwood-generation scale-out layer run in the 500-600 chips-per-
OCS-switch range — see Section 7.2 for how we use this to anchor our Spine & 
Other build). This is the layer where non-Google adoption is least mature today, 
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since AWS Trainium, Meta MTIA, and Microsoft Maia have not disclosed a 
confirmed OCS-based scale-out fabric as of this note.

3.4 Spine-layer replacement

The most-cited efficiency case in the industry: replacing electrical packet switches 
at the data center spine layer with large-radix OCS. Google has publicly disclosed a 
41% reduction in power consumption and a 30% reduction in capex from OCS 
spine replacement in its Jupiter network fabric, alongside a 5x increase in network 
throughput (OCP white paper, citing Google's published figures). This is also the 
layer most discussed as a long-term structural risk to traditional EPS spine vendors 
(see Section 4.6).

3.5 Pooled / disaggregated resources

A more nascent use case: using OCS to dynamically wire compute to pooled 
memory, storage, or accelerator resources on demand, rather than fixing that 
topology at design time. This is closely related to hardware failure resiliency — OCS 
can route around a failed link or node automatically, at the physical layer, without a 
job restart or measurable performance hit.

3.6 Campus data center interconnect (DCI)

OCS used to interconnect buildings within a single hyperscale campus (as distinct 
from long-haul, inter-city DCI, which remains a coherent-optics/DWDM 
application, not an OCS one). Cignal AI names this, alongside spine replacement 
and pooled resources, as part of its OCS total addressable market.

3.7 Emerging / research-stage

The in-workload reconfiguration research introduced in Section 3.1 (MixNet, ATRO) 
sits here as well, alongside one additional item:

n Dynamic in-workload reconfiguration (“ACTINA”): Columbia University / NVIDIA 
research on an OCS-BCube topology with wavelength-reconfigurable 
transceivers, showing 1.84x faster iteration times than a static 3D torus in 
simulation (OCP white paper) — a smaller claimed improvement than MixNet's 
2.5x vs. one-shot reconfiguration (3.1), though the two papers compare against 
different baselines and workloads, so the figures are not directly comparable.

n Ultrafast OCS via soliton microcombs: Microsoft Research has published 
academic work on this approach (“Ultrafast optical circuit switching for data 
centers using integrated soliton microcombs”), evidence of internal Microsoft 
research interest in OCS — but we are not aware of any Microsoft production-
network disclosure that confirms OCS deployment in Fairwater or any other live 
Azure AI infrastructure. We treat this as R&D-stage interest, not a modeled 
revenue driver, and flag it as a reason Microsoft's OCS attach-rate assumptions 
in our model remain the most conservative of the four platforms (Section 7).

3.8 Use-case maturity summary

“Confirmed deployer” means a company has publicly disclosed the specific use 
case in question; it does not mean other hyperscalers are not doing the same thing 
without disclosure. This distinction is exactly why our AWS/Meta/Microsoft 
attach-rate assumptions in Section 7 are calibrated estimates rather than sourced 
figures.
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4. Competitive Landscape & Key Players

The table below summarizes the vendor landscape as we understand it as of this 
note. “Disclosed OCS TAM/backlog” figures are company-specific disclosures, not 
our model output (see Section 7 for our estimates).

4.1 Lumentum (LITE)

Lumentum is, alongside Coherent, one of the two established merchant OCS 
suppliers and the vendor with the longest track record as Google's primary external 
OCS partner. Its product line spans the R300 (300×300 MEMS, management's 
highest-demand platform) and the newer R64 (64×64, expandable to 72×72; >100 
Tbps optical capacity; <150W power draw, an ~80% reduction versus packet-
based switches; sampling Q4 2025, GA H2 2026). Management disclosed a 
~$400mm OCS order backlog from three customers and, on the F4Q26 earnings 
call (Aug-2026), reiterated a $400mm OCS revenue target for 2H CY26 and guided 
to OCS's first triple-digit-million revenue quarter in F1Q27 — management's own 
words: “demand is expanding faster than several capacity ramps.” In our model, we 
hold Lumentum's share of merchant OCS revenue at a flat 45% throughout the 
forecast — see Section 7.4 for the allocation methodology and its limitations.

4.2 Coherent (COHR)

Coherent is the second established merchant OCS supplier, built around a 
320×320 MEMS platform and, as of ECOC 2026 (Sep-2026), a newly unveiled 
“PhotonLink” integrated-optics platform spanning the full optical signal chain 
(light generation, beam shaping, transmission, detection, and O-E conversion for 
the xPU or switch chip). Most notably for this note, Coherent has now put a specific 
number on its OCS opportunity: management disclosed “more than $4 billion of 
addressable opportunity across DCI, scale-out, and scale-up networks” on the 
F4Q26 call (Aug-2026), doubled from the $2bn figure given at OFC in March 2026, 
with management characterizing even $4bn as potentially conservative. This sits 
inside Coherent's broader, company-wide $23bn multi-year growth-opportunity 
framework (CPO $15bn, OCS $4bn, thermal management $2bn, multi-rail 
transport $2bn) disclosed around OFC 2026. Coherent did not break out OCS 
revenue as a separate line item on the F4Q26 call beyond noting it “increased 
sequentially,” and demand is broadening beyond scale-out into scale-across and 
scale-up applications, with production expanding across two manufacturing 
locations. We hold Coherent's share of merchant OCS revenue at a flat 40% in our 
model.

4.3 HUBER+SUHNER / Polatis

Polatis (a HUBER+SUHNER brand) is the longest-established all-optical MEMS 
switch vendor, with a product line spanning 8×8 up to 384×384 ports and a long 
history in telecom/lab test-and-measurement applications before AI data centers. 
At ECOC 2026, HUBER+SUHNER announced a new dedicated Polatis OCS 
production site in Pisary, Poland, citing a “huge surge in demand for OCS solutions” 
from hyperscale data center operators and AI compute cluster providers.

4.4 Calient Technologies

Calient is the fourth established OCS pioneer (its S-Series switches predate the 
current AI cycle by more than a decade). In 2026, Suzhou Chunxing Precision 
Mechanical, a Chinese precision-manufacturing company, acquired a controlling 
stake in Calient, pairing its manufacturing scale with Calient's optical switching IP; 
Calient continues to operate under its own brand from Goleta, California. We flag 
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this as a geopolitical/supply-chain consideration for US hyperscaler customers 
evaluating Calient specifically, and as a data point supporting the broader 
observation that OCS technology and manufacturing capacity is attracting capital 
and consolidation interest well beyond the two US-listed merchant suppliers 
(COHR, LITE) in our coverage.

4.5 iPronics, Lumotive, and next-generation entrants

iPronics, a silicon-photonics OCS start-up, received a $125M investment in 
September 2026 from NVIDIA (alongside Maverick Silicon and Light Street 
Capital), earmarked for a second-generation switch promising sub-millisecond 
reconfiguration and higher port density than first-generation MEMS. iPronics is 
also a named co-author of the OCP's April 2026 OCS white paper, alongside 
Lumentum, Ciena, Lumotive, and Carnegie Mellon University — evidence of an 
industry-wide standardization push rather than single-vendor lock-in. Lumotive 
(metasurface/2D photonic beamforming, $45M Series B led by Gates Frontier and 
MetaVC) is the most credible next-generation entrant we are tracking outside the 
MEMS incumbents.

4.6 Hyperscalers, NVIDIA, and the EPS incumbents

Google remains the OCS demand anchor and the only platform with fully 
confirmed, multi-generation production deployment (Palomar/Jupiter spine, TPU 
v4 through TPU 8t/8i scale-up and scale-out). Microsoft, NVIDIA, and Meta have 
all joined the Open Compute Project's OCS initiative, and NVIDIA separately backs 
iPronics directly and co-authored the Columbia “ACTINA” scale-up research — but 
NVIDIA's own production optical roadmap remains CPO-centric (Quantum-
X/Spectrum-X today, Vera Rubin Ultra's CPO-based scale-up next), not OCS-
based.

5. Public Company Commentary

All commentary below is drawn from public disclosures — SEC filings, earnings call 
transcripts, investor conference remarks, and company press releases — each 
dated and sourced. We have no non-public channel checks or expert-network 
commentary to include in this note.

5.1 Lumentum (LITE) — F4Q26 earnings call, August 2026

n Total company revenue of $1.01bn for the quarter, ahead of the $988.6mm 
consensus estimate.

n Management guided to OCS's first triple-digit-million-dollar revenue quarter in 
F1Q27 ( “meaningfully above $100 million”).

n Reiterated the prior $400M OCS revenue target for 2H CY26 — management 
specifically noted the company is on track but not ahead of that target, 
reflecting earlier supply-chain constraints that have since “returned to plan.”

n Management characterized underlying demand as “expanding faster than 
several capacity ramps,” and identified OCS scaling as a standing management 
priority alongside 1.6T transceiver growth.

n No specific customer names or unit economics were disclosed on this call; a 
separately reported ~$400M order backlog is attributed to three customers, 
consistent with management's broader messaging that OCS customer breadth 
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is “increasingly widening” beyond Google, with some non-Google customers 
“much more substantial than Google in our early rounds of shipments.”

5.2 Coherent (COHR) — F4Q26 earnings call, August 2026

n OCS revenue “increased sequentially” in the quarter (no absolute dollar figure 
disclosed).

n Management disclosed “more than $4B of addressable opportunity across DCI, 
scale-out, and scale-up networks” for OCS — doubled from the $2B figure 
given at OFC in March 2026, with management noting even the higher figure 
may be conservative.

n Demand is described as broadening beyond scale-out deployments into scale-
across and scale-up applications; production is expanding across two 
manufacturing locations, with the 320×320 platform anchoring the current 
product lineup.

6. Our TAM Model & Assumptions

Our model estimates a $11B Merchant OCS TAM by 2030. Our bottom-up, XPU-
per-port model (focused on Google TPU) reaches ~$5B of merchant OCS TAM by 
FY2030 from the scale-up layer alone, plus ~$2B from a newly rebuilt, port-driven 
Spine & Other Related Applications bucket, for a ~$7B FY2030 Combined Total 
(excluding non-Google OCS reconfiguration). Our team fielded a Lumentum 
management comment characterizing a reconfiguration opportunity — distinct 
from the Google-anchored buckets above — as potentially ~10x the size of 
Google's, on roughly a 1:1 ratio with AI servers, materializing as a "late 2028/2029" 
story. Citi believes this to be likely tied to NVDA. Thus, adding a third bucket based 
on NVDA’s GPU and NVL server shipments that we estimate can add another ~$4B 
to the TAM to ultimately reach $11B.

Figure 5. Citi Estimate of OCS TAM

© 2026 Citigroup Inc. No redistribution without Citigroup’s written permission.

Source: Citi Research

6.1 Bucket 1: XPU Scale-Up Build

For each platform and year, the chain is: XTPU unit shipments × optical ports per 
XPU × OCS attach rate ÷ OCS switch port radix × blended external port ASP = 
merchant OCS TAM.

Google's OCS attach rate is held at 100% (OCS is in production across Google's 
TPU fleet); its merchant capture rate ramps from 15% to 65% as Lumentum 
(potentially and potentially Coherent) take share from Google's historically more 
captive/co-designed sourcing. 

6.2 Bucket 2: Spine & Other Applications Build (rebuilt on a port basis, Sep-
2026)

This bucket captures OCS demand outside the XPU scale-up relationship: spine-
layer replacement, pooled/disaggregated resources, and campus DCI. We rebuilt it 
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using a port-focused method, structured identically to the scale-up build above: 
total XPU unit shipments (all platforms) × an incremental scale-out/spine optical-
ports-per-chip assumption × an OCS attach rate × a merchant capture rate × a 
blended port ASP.

The ports-per-chip anchor is Google's disclosed TPU v7/Ironwood pod-to-pod 
interconnect ratio: 9,216-chip pods connected via 300-port OCS switches at an 
estimated ~500-600 chips-per-switch ratio at the scale-out layer, which implies 
roughly 0.5-0.6 incremental ports/chip for Google alone which we blend down 
initially due to the likely lower ratio by non-Google deployments but ramp it up 
over the forecast as adoption broadens, consistent with Lumentum management's 

 of OCS customer breadth as “increasingly widening.”

The merchant capture rate for this bucket is set above the XPU scale-up bucket's 
Google-specific rate because the spine/pooled-resource layer is less captive to in-
house/co-designed silicon than intra-pod scale-up — consistent with Lumentum 
management's comment that some non-Google OCS customers are “much more 
substantial than Google in our early rounds of shipments” at this layer. 

Figure 6. OCS TAM (excluding non-Google Reconfiguration)

© 2026 Citigroup Inc. No redistribution without Citigroup’s written permission.

Source: Citi Research

6.3 Bucket 3: Merchant-GPU rack-scale reconfiguration

During this note's preparation, our team fielded a Lumentum management 
comment characterizing a reconfiguration opportunity — distinct from the Google-
anchored buckets above — as potentially ~10x the size of Google's, on roughly a 1:1 
ratio with AI servers, materializing as a "late 2028/2029" story. Citi is publishing its 
analysis of what it would imply. 

Working through the unit economics, we think "1:1 with AI servers" most plausibly 
means 1:1 with an NVL-class rack (NVIDIA's unit of topology — the boundary at 
which reconfiguration matters, analogous to how Google attaches OCS at the TPU 
pod/cube level rather than per-chip. As Citi believes this to be likely tied to NVDA 
and built an estimate based on GPU shipments, NVL server mix, OCS 
reconfiguration mix of NVL deployment, external merchant capture rate and ASP 
assumptions.

6.3 Output: TAM by platform, year, and combined total

We expect LITE and COHR to be leaders of the merchant market with 80%+ of the 
shares by 2030 and expect OCS to be a key driver for growth.

7. Model implies Upside to our Prior LITE forecast

Our model estimates LITE to deliver $55M, $2.2B, $3.5B, $5B and ~$7B in OCS 
sales in C2026, C2027, C2028, C2029 and C2030 sales. This puts us at $485M 
OCS sales in 2H2026 (20% above the $400M 2H26 prior OCS guide and 15% 
above prior estimates. As we look at FY2027E and FY2028E we now model $1.4B 
(vs $1.1B prior) and $2.8B (vs $2.5B prior). 
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Figure 7. LITE OCS Quarterly Sales Estimates

© 2026 Citigroup Inc. No redistribution without Citigroup’s written permission.

Source: Citi Research

As we revise our prior LITE OCS estimates (see section 7), we raise our LITE sales 
estimates in FY2027E and FY2028E by +5% and +3%. This coupled with 
management comments on OCS and UHP margins being in the 60s% and 70s% 
respectively put now our FY2027E and FY2028E EPS estimates at $25 ($23 prior) 
and ~$41 ($37 prior). We subsequently raise our LITE TP to $1,400 on consistent 
35x PE while maintaining COHR’s at $420.
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Figure 8. LITE FY P&L Changes

© 2026 Citigroup Inc. No redistribution without Citigroup’s written permission.

Source: Citi Research, Company Reports, FactSet
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Bull/Bear: Coherent Corp (COHR.K)
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Bull/Bear: Lumentum Holdings Inc (LITE.O)
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Coherent Corp

Company description

COHR is a vertically integrated manufacturing company that develops 
engineered materials and opto-electronic components for industrial 
materials processing, communications, aerospace and defense, consumer 
electronics, semiconductor capital equipment, life sciences and automotive 
end markets. COHR produces a wide variety of application-specific photonic 
and electronic materials and components, and deploys them in various forms, 
including integration with advanced software. COHR's customer base 
includes original equipment manufacturers, laser end users, system 
integrators of high-power lasers, manufacturers of equipment and devices for 
industrial, optical communications, consumer electronics, security and 
monitoring applications, U.S. government prime contractors, and various U.S. 
government agencies. COHR is a headquartered in Pennsylvania.

Investment strategy

We are Buy-rated on COHR. We believe that the stock's multiple will benefit 
from the AI appeal while its fundamentals should expand on new 
management's strong execution and focus on profitability.

Valuation

We value COHR at $420 or 30x forward P/E applied to FY2028 EPS of ~$16 
discounted back. Our COHR valuation is nevertheless at a 10% discount to 
the average forward P/E of AI optics peers to reflect a lower AI sales mix and 
3-year EPS CAGR vs peers such as LITE.

Risks

Downside risks to the achievement of our target price include: 1) increased 
competition on AI and SiC leads to limited market share growth and limited 
revenue upside, 2) inability to achieve synergies and margin targets 
established post acquisition of Finisar, and 3) prolonged economic recession 
leads to slower 5G build-out and lower consumer demand driving revenue of 
COHR down.

Upside risks to the achievement of our target price include: 1) gaining share in 
AI and SiC market through new product offerings and first to market status 
on larger wafer sizes, 2) quicker and stronger adoption of AI workloads, 
electric and autonomous vehicles, and 3) quicker return of margins to pre-
Finisar acquisition levels.

Lumentum Holdings Inc

Company description

Lumentum Holdings Inc. is a leader in optical and photonic market which 
delivers essential products to various end-markets including cloud, AI/ML, 

ns, consumer, and industrial. LITE specifically focuses in 
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two end-market focused reportable segments, Cloud & Networking and 
Industrial Tech.

Investment strategy

We are Buy-rated on LITE. We believe that the stock’s multiple will benefit 
from the AI appeal while its fundamentals should expand on new 
management’s strong execution and focus on profitability.

Valuation

Our 35x P/E multiple is a ~10% premium vs the average of AI optics peers' 
valuation. We model LITE to grow its EPS between 2025-2028E 2-3x faster. 
Therefore, on an earnings growth adjusted basis, we think a higher P/E 
multiple vs peers is justified. Our TP on LITE is $1400.

Risks

Downside risks to the achievement of our target price include: 1) increased 
competition on AI leads to limited market share growth and limited revenue 
upside; 2) Frontloaded or slower-than-expected AI ramp affecting EML ramp; 
and 3) Slower than expected adoption of LITE CPO and OCS new products.
 
Upside risks to the achievement of our target price include: 1) gaining share in 
AI market through new products on the AI transceivers, CPO and OCS fronts; 
2) quicker and stronger adoption of AI workloads; and 3) faster-than-
expected margin expansion.
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If you are visually impaired and would like to speak to a Citi representative regarding the details 
of the graphics in this document, please call USA 1-888-500-5008 (TTY: 711), from outside the 
US +1-210-677-3788
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the dividend yield for a stock within the next 12 months.  The target price is based on a 12 month time horizon. The Investment 
rating definitions are: Buy (1) ETR of 15% or more or 25% or more for High risk stocks; and Sell (3) for negative ETR. Any covered 
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Analysts, the Compliance Audit Report and Complaints information can be found at 
https://www.citivelocity.com/cvr/eppublic/citi_research_disclosures. The grievance officer [Niraj Mody] contact details are 
Tel: +91-22-42775002, Email: EMEA.CR.Complaints@citi.com. Investment in securities market are subject to market risks. 
Read all the related documents carefully before investing. SEBI prescribed Client Terms & Conditions can be found at 
https://www.citivelocity.com/rendition/ /eppublic/V1/file?paramData= L0dETVMvcHVi
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The Product is made available in Indonesia through PT Citigroup Sekuritas Indonesia.  Citibank Tower 10/F, Pacific Century 
Place, SCBD lot 10, Jl. Jend Sudirman Kav 52-53, Jakarta 12190, Indonesia. Neither this Product nor any copy hereof may be 
distributed in Indonesia or to any Indonesian citizens wherever they are domiciled or to Indonesian residents except in 
compliance with applicable capital market laws and regulations. This Product is not an offer of securities in Indonesia. The 
securities referred to in this Product have not been registered with the Capital Market and Financial Services Authority (OJK) 
pursuant to relevant capital market laws and regulations, and may not be offered or sold within the territory of the Republic of 
Indonesia or to Indonesian citizens through a public offering or in circumstances which constitute an offer within the meaning 
of the Indonesian capital market laws and regulations. 
The Product is made available in Japan by Citigroup Global Markets Japan Inc. ("CGMJ"), which is regulated by Financial 
Services Agency, Securities and Exchange Surveillance Commission, Japan Securities Dealers Association, Tokyo Stock 
Exchange and Osaka Securities Exchange.  Otemachi Park Building, 1-1-1 Otemachi, Chiyoda-ku, Tokyo 100-8132 Japan. In the 
event that an error is found in an CGMJ research report, a revised version will be posted on the Firm's Citi Velocity website.  If 
you have questions regarding Citi Velocity, please call (81 3) 6270-3019 for help. 
The product is made available in the Kingdom of Saudi Arabia in accordance with Saudi laws through Citigroup Saudi Arabia, 
which is regulated by the Capital Market Authority (CMA) under CMA license (17184-31). 2239 Al Urubah Rd – Al Olaya Dist. 
Unit No. 18, Riyadh 12214 – 9597, Kingdom Of Saudi Arabia.
The Product is made available in Korea by Citigroup Global Markets Korea Securities Ltd. (CGMK), which is regulated by the 
Financial Services Commission, the Financial Supervisory Service and the Korea Financial Investment Association (KOFIA). The 
address of CGMK is Citibank Center, 50 Saemunan-ro, Jongno-gu, Seoul 03184, Korea.   KOFIA makes available registration 
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3002002000000&serviceId=SDIS03002002000. The Product is made available in Korea by Citibank Korea Inc., which is 
regulated by the Financial Services Commission and the Financial Supervisory Service. Address is Citibank Center, 50 
Saemunan-ro, Jongno-gu, Seoul 03184, Korea. This research report is intended to be provided only to Professional Investors 
as defined in the Financial Investment Services and Capital Market Act and its Enforcement Decree in Korea. 
The Product is made available in Malaysia by Citigroup Global Markets Malaysia Sdn Bhd (Registration No. 199801004692 
(460819-D)) (“CGMM”) to its clients and CGMM takes responsibility for its contents as regards CGMM’s clients. CGMM is 
regulated by the Securities Commission Malaysia. Please contact CGMM at Level 43 Menara Citibank, 165 Jalan Ampang, 
50450 Kuala Lumpur, Malaysia in respect of any matters arising from, or in connection with, the Product. 
The Product is made available in Mexico by Citi México Casa de Bolsa, S.A. de C.V., Grupo Financiero Citi México which is a 
wholly owned subsidiary of Citigroup Inc. and is regulated by Comision Nacional Bancaria y de Valores. Prolongación Reforma 
1196, 24 floor, Colonia Santa Fe, Alcaldía Cuajimalpa de Morelos, C.P. 05348, Ciudad de México.
The Product is made available in Poland by Biuro Maklerskie Banku Handlowego (DMBH), separate department of Bank 
Handlowy w Warszawie S.A. a subsidiary of Citigroup Inc., which is regulated by Komisja Nadzoru Finansowego.  Biuro 
Maklerskie Banku Handlowego (DMBH), ul.Senatorska 16, 00-923 Warszawa. 
The Product is made available in Singapore through Citigroup Global Markets Singapore Pte. Ltd. (“CGMSPL”), a capital 
markets services and Exempt Financial Advisor license holder, and regulated by Monetary Authority of Singapore. Please 
contact CGMSPL at 8 Marina View, 21st Floor Asia Square Tower 1, Singapore 018960, in respect of any matters arising from, 
or in connection with, the analysis of this document. This Product is intended for recipients who are accredited, expert and 
institutional investors as defined under the Securities and Futures Act 2001. For Citi Private Bank, the Product is made 
available in Singapore by Citi Private Bank through Citibank, N.A., Singapore Branch. Citibank N.A., Singapore Branch is a 
licensed bank in Singapore that is regulated by the Monetary Authority of Singapore. Please contact your Private Banker in 
Citibank N.A., Singapore Branch if you have any queries on or any matters arising from or in connection with this document. 
The Product is intended for recipients who are accredited, expert and institutional investors as defined under the Securities 
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and Futures Act 2001. For Citibank Singapore Limited (“CSL”), the Product is distributed in Singapore by CSL to selected 
Citigold/Citigold Private Clients. CSL provides no independent research or analysis of the substance or in preparation of the 
Product. Please contact your Citigold//Citigold Private Client Relationship Manager in CSL if you have any queries on or any 
matters arising from or in connection with this document. The Product is intended for recipients who are accredited investors 
as defined under the Securities and Futures Act (Cap. 289).
Citigroup Global Markets (Pty) Ltd. is incorporated in the Republic of South Africa (company registration number 
2000/025866/07) and its registered office is at 145 West Street, Sandton, 2196, Saxonwold. Citigroup Global Markets (Pty) 
Ltd. is regulated by JSE Securities Exchange South Africa, South African Reserve Bank and the Financial Services Board.  The 
investments and services contained herein are not available to private customers in South Africa. 
The Product is made available in the Republic of China (Taiwan) through Citigroup Global Markets Taiwan Securities 
Company Ltd. ("CGMTS"), 14F, 15F and 16F, No. 1, Songzhi Road, Taipei 110, Taiwan, subject to the license scope and the 
applicable laws and regulations in the Republic of China (Taiwan). CGMTS is regulated by the Securities and Futures Bureau of 
the Financial Supervisory Commission of Taiwan, the Republic of China (Taiwan). No portion of the Product may be reproduced 
or quoted in the Republic of China (Taiwan) by the press or any third parties [without the written authorization of CGMTS]. 
Pursuant to the applicable laws and regulations in the Republic of China (Taiwan), the recipient of the Product shall not take 
advantage of such Product to involve in any matters in which the recipient may have conflicts of interest. If the Product covers 
securities which are not allowed to be offered or traded in the Republic of China (Taiwan), neither the Product nor any 
information contained in the Product shall be considered as advertising the securities or making recommendation of the 
securities in the Republic of China (Taiwan). The Product is for informational purposes only and is not intended as an offer or 
solicitation for the purchase or sale of a security or financial products. Any decision to purchase securities or financial products 
mentioned in the Product must take into account existing public information on such security or the financial products or any 
registered prospectus. 
The Product is made available in Thailand through Citicorp Securities (Thailand) Ltd., which is regulated by the Securities and 
Exchange Commission of Thailand.  399 Interchange 21 Building, 18th Floor, Sukhumvit Road, Klongtoey Nua, Wattana 
,Bangkok 10110, Thailand. 
Disclosure for investors in the Republic of Turkey: The Product is made available in Turkey through Citibank AS which is 
regulated by Capital Markets Board. Tekfen Tower, Eski Buyukdere Caddesi # 209 Kat 2B, 23294 Levent, Istanbul, Turkey. 
Under Capital Markets Law of Turkey (Law No: 6362), the investment information, comments and recommendations stated 
here, are not within the scope of investment advisory activity. Comments and recommendations stated here rely on the 
individual opinions of the ones providing these comments and recommendations. These opinions may not fit to your financial 
status, risk and return preferences. For this reason, to make an investment decision by relying solely to this information stated 
here may not bring about outcomes that fit your expectations. Furthermore, Citi Research is a division of Citigroup Global 
Markets Inc. (the “Firm”), which does and seeks to do business with companies and/or trades on securities covered in this 
research reports. As a result, investors should be aware that the Firm may have a conflict of interest that could affect the 
objectivity of this report, however investors should also note that the Firm has in place organisational and administrative 
arrangements to manage potential conflicts of interest of this nature.
In the U.A.E, these materials (the "Materials") are communicated byCitigroup Global Markets Limited, DIFC branch ("CGML"), 
an  in the Dubai International Financial Center ("DIFC") andlicensed and regulated by the Dubai Financial 
Services Authority ("DFSA",license #CL0221) to Professional Clients and Market Counterparties, as definedin DFSA 
regulations, only and should not be relied upon or distributed toRetail Clients.  Financial products and/or services to which the 
Materialsrelate will only be made available to Professional Clients and ties. Citigroup Global Markets 
Limited DIFC Branch registered addressis Level 3, Gate District Building 02, Dubai International Financial Centre andcan be 
contacted on +971 4 509 97 90.
The Product is made available in United Kingdom by Citigroup Global Markets Limited, which is authorised by the Prudential 
Regulation Authority (“PRA”) and regulated by the Financial Conduct Authority (“FCA”) and the PRA.  This material may relate 
to investments or services of a person outside of the UK or to other matters which are not authorised by the PRA nor regulated 
by the FCA and the PRA and further details as to where this may be the case are available upon request in respect of this 
material. Citigroup Centre, Canada Square, Canary Wharf, London, E14 5LB. 
The Product is made available in United States and Canada by Citigroup Global Markets Inc., which is a member of FINRA and 
registered with the US Securities and Exchange Commission. 388 Greenwich Street, New York, NY 10013.  
Unless specified to the contrary, within EU Member States, the Product is made available by Citigroup Global Markets Europe 
AG ("CGME"), which is regulated by the European Central Bank and the German Federal Financial Supervisory Authority 
(Bundesanstalt für tungsaufsicht-BaFin). 
The Product is not to be construed as providing investment services in any jurisdiction where the provision of such services 
would not be permitted.
Subject to the nature and contents of the Product, the investments described therein are subject to fluctuations in price 
and/or value and investors may get back less than originally invested. Certain high-volatility investments can be subject to 
sudden and large falls in value that could equal or exceed the amount invested.The yield and average life of CMOs 
(collateralized mortgage obligations) referenced in this Product will fluctuate depending on the actual rate at which mortgage 
holders prepay the mortgages underlying the CMO and changes in current interest rates. Any government agency backing of 
the CMO applies only to the face value of the CMO and not to any premium paid. Certain investments contained in the Product 
may have tax implications for private customers whereby levels and basis of taxation may be subject to change. If in doubt, 
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investors should seek advice from a tax adviser. The Product does not purport to identify the nature of the specific market or 
other risks associated with a particular transaction. Advice in the Product is general and should not be construed as personal 
advice given it has been prepared without taking account of the objectives, financial situation or needs of any particular 
investor. Accordingly, investors should, before acting on the advice, consider the appropriateness of the advice, having regard 
to their objectives, financial situation and needs. Prior to acquiring any financial product, it is the client's responsibility to 
obtain the relevant offer document for the product and consider it before making a decision as to whether to purchase the 
product.
Card Insights. Where this report references Card Insights data, Card Insights consists of selected data from a subset of Citi’s 
proprietary credit card transactions. Such data has undergone rigorous security protocols to keep all customer information 
confidential and secure; the data is highly aggregated and anonymized so that all unique customer identifiable information is 
removed from the data prior to receipt by the report’s author or distribution to external parties. This data should be considered 
in the context of other economic indicators and publicly available information. Further, the selected data represents only a 
subset of Citi’s proprietary credit card transactions due to the selection methodology or other limitations and should not be 
considered as indicative or predictive of the past or future financial performance of Citi or its credit card business.
Citi Research product may source data from dataCentral. dataCentral is a Citi Research proprietary database, which includes 
the Firm's estimates, data from company reports and feeds from LSEG Data & Analytics. The source for all referenced prices, 
unless otherwise stated, is DataCentral. Past performance is not a guarantee or reliable indicator of future results. Forecasts 
are not a guarantee or reliable indicator of future performance. The printed and printable version of the research report may not 
include all the information <(e.g. certain financial summary information and comparable company data) that is linked to the 
online version available on the Firm's proprietary electronic distribution platforms.
Where included in this report, MSCI sourced information is the exclusive property of Morgan Stanley Capital International Inc. 
(MSCI). Without prior written permission of MSCI, this information and any other MSCI intellectual property may not be 
reproduced, redisseminated or used to create any financial products, including any indices. This information is provided on an 
"as is" basis. The user assumes the entire risk of any use made of this information. MSCI, its affiliates and any third party 
involved in, or related to, computing or compiling the information hereby expressly disclaim all warranties of originality, 
accuracy, completeness, merchantability or fitness for a particular purpose with respect to any of this information. Without 
limiting any of the foregoing, in no event shall MSCI, any of its affiliates or any third party involved in, or related to, computing 
or compiling the information have any liability for any damages of any kind. MSCI, Morgan Stanley Capital International and 
the MSCI indexes are services marks of MSCI and its affiliates. Where data is attributed to Morningstar that data is © 2026 
Morningstar, Inc. All Rights Reserved. That information: (1) is proprietary to Morningstar and/or its content providers; (2) may 
not be copied or distributed; and (3) is not warranted to be accurate, complete or timely. Neither Morningstar nor its content 
providers are responsible for any damages or losses arising from any use of this information.
The Firm accepts no liability whatsoever for the actions of third parties. The Product may provide the addresses of, or contain 
hyperlinks to, websites. Except to the extent to which the Product refers to website material of the Firm, the Firm has not 
reviewed the linked site. Equally, except to the extent to which the Product refers to website material of the Firm, the Firm 
takes no responsibility for, and makes no representations or warranties whatsoever as to, the data and information contained 
therein. Such address or hyperlink (including addresses or hyperlinks to website material of the Firm) is provided solely for your 
convenience and information and the content of the linked site does not in any way form part of this document. Accessing 
such website or following such link through the Product or the website of the Firm shall be at your own risk and the Firm shall 
have no liability arising out of, or in connection with, any such referenced website.
© 2026 Citigroup Global Markets Inc. Citi Research is a division of Citigroup Global Markets Inc. Citi and Citi and Arc Design are 
trademarks and service marks of Citigroup Inc. and its affiliates and are used and registered throughout the world. All rights 
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unauthorized use, duplication, redistribution or disclosure of this report (the “Product”), including, but not limited to, 
redistribution of the Product by electronic mail, posting of the Product on a website or page, and/or providing to a third party a 
link to the Product, is prohibited by law and will result in prosecution. The information contained in the Product is intended 
solely for the recipient and may not be further distributed by the recipient to any third party.
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