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Easing economic woes driving laggard stock rallies

Handset, PC and consumer electronics names
have been favored by Taiex investors over the
past two weeks, likely thanks to economic
improvements in the US and China, the launch
of Huawei's (CN) new flagship smartphone,
and capital outflows from Al supply chains.
The aforesaid subsectors boast low valuations
and bottoming fundamentals, which should
provide support  and
substantial recommend the

solid  downside
upside.  We

following stocks for short-term trading,
including xx, as they fulfill our criteria of low

valuations and bottoming fundamentals.

Event

Investors switchedto supply chains of handset, PC & consumer electronics in past two
weeks

Smartphone, PC and consumer electronics suppliers have been favored by Taiex
investors overthe past two weeks, with GaAs, MOSFET and passive components being
the outperforming sub-sectors in the past week amid rising probability of a soft
landing for the US economy, the introduction of multiple stimulus policies by the
Chinese government, successful avoidance of a debt default by CountryGarden (CN),
and the launch of Huawei’s (CN) flagship smartphone Mate60 Pro, which has been
well-received by Chinese consumers. FINland local SITC have also joined the crowd in
buying handset and consumer electronics stocks. In addition to the aforementioned
macro- and microeconomic factors, we also note that capital outflowsfrom Al supply
chains in the absence of sustainable catalysts of late bode well for smartphone, PC
and consumer electronics names that boast low valuations and bottoming
fundamentals, which provide solid downside support and substantial potential
upside.

Handset, PC & consumer electronics supply chains to benefit from restocking,
though actual demand remains to be seen

With ongoing inventory digestion in the manufacturing and semiconductor sectors
extendingover a year and a half, we expect handset, PC and consumer electronics
suppliers to turnthe table by benefitting from restocking by the end of this year. That
said, the actual strength of end-market demand recovery remains to be seen. As of
the end of August, the new orders to inventory ratio under manufacturing PMI has
remained above 1.0x for three consecutive months, suggesting that destocking has
been successful, while end-demand has also been improving. As such, we think it is
very likelythat the manufacturing sector will switch to a restocking cycle by end-2023.
Asofthe end of 2Q23, inventories of handset IC had declinedfor the second straight
quarter, with inventoriesof driver IC returningto normal levels. This is why we believe
sub-sectors like smartphone, PC and consumer electronics will ride a restockingtrend
in 2H23F. However, the actual strength and sustainability of restocking demand will
be a key factor to watch going forward.

Valuation & Action

Handset, PC and consumer electronics names have been favored by Taiex investors
over the past two weeks, likely thanks to economic improvements in the US and
China, the launch of Huawei’s new flagship smartphone, and capital outflows from Al
supply chains. The aforesaid subsectors boast low valuations and bottoming
fundamentals, which should provide solid downside support and substantial upside.
We recommendthe following stocks for short-term trading: Largan (3008 TT), Yageo
(2327 TT), Win Semi (3105TT), Novatek (3034 TT), Unimicron (3037 TT), Lotes (3533
TT), Sercomm (5388 TT), Bizlink (3665 TT), Global PMX (4551 TT), and Hu Lane (6279
TT) as they fulfill our criteria of low valuations (currently below the 5-year historic
average) and bottoming fundamentals (2024F earnings to grow YoY)..
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Figure 1: Laggard stock rallies a recent Taiex highlight
Accumulated returns of Taiex tech sub-sectors in the past week, percent
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Source: TE); KGI Research

Figure 2: SITC investors have overweighted handset &
consumer electronics stocks recently

Tap 15 buying and selling by SITC over the past week (by sector)

Handset/ consumer electronics

Shipping

Note: Excdluding trading of ETF,; the areas of individual sub-sectors are based on their
weightings in SITC net-buying/seffing
Source: TEJ; XQ; KGI Research

Al server/ cloud

Figure 4: A US rebounding ratio of new orders to inventory
suggests restocking is around the corner

US manufacturing new orders to inventory ratio, x (LHS); US
manufacturing PMI, points (RHS)
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Note: Shaded areas indicate periods of US economic recession
Source: Bloomberg; KGI Research

Figure 3: FINI also overweighting handset & consumer
electronics stocks in their portfolios

Top 15 buying and selling by FINI over the past week (by sector)
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Note: Excluding trading of ETF, the areas of individual sub-sectors are based on their
weightings in FINI net-buying/selling.
Source: TEJ; XQ; KGI Research

Figure 5: Upticks in US new orders to inventory ratio will
eventually drive Taiwan corporate earnings upgrades

US manufacturing PMI, points (LHS); Taiex projected EPS, points (RHS)
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Source: Bloomberg; KGl Research
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Figure 6: Inventories of handset IC have declined for second consecutive quarter, with driver IC inventories returning to normal
levels

Inventories of global semiconductor sub-sectors (z-score adjusted), standard deviation

30 Handset Above average by 1.60 30 HPC Above average by 0.80
25 (DOI was 145 in 2Q23 vs avg of 98) 25 (DOl'was 115 in 2Q23 vs avg of 93)
2.0 20
15 15
10 1.0
05 0.5
0.0 A T T I T 0.0 T T
(05) I|||| || || Il ‘ 0:5) ||| I
(1.0) (1.0)
(15) (15)
(2.0) (2.0)

2007 2009 201 2013 2015 2017 2019 2021 2023 2007 2009 201 2013 2015 2017 2019 2021 2023
30 Automotive  Above average by 2.2¢ 3 Driver IC
25 :

(DOl was 145 in 2Q23 vs avg of 98)

20 ° 2
15
1.0 1
0.5
0.0 0
(0.5) 4
(1.0) (1) Below average by
(1.5) @) (DOI was 78 in 2Q23 vs avg of 86) 0-29
(2'0)2007 2009 2011 2013 2015 2017 2019 2021 2023 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

Note: Z-score= (Inventory as of a given quarter minus long-term average)/ standard deviation
Source: Bloomberg; KGI Research

Figure 7: Our top picks

Company Code Investmen | Target Mkt cap Share Change; EPS (NTS) PE (x) P/B (x) ROE (%) Cash yield Selection criteria
trating price price +/- (%)

(NT$)  (USSmn)  (NTS) (%); 2023F 2024F; 2023F 2024F| 2023F 2024F{2023F 2024F; 2023F 2024F; Current valuation Projected 2024
vs 5-year historic  earnings growth
average (%) YoY (%)
Unimicron 3037 1T |Outperform 2250 8,802 184.50 220 948 1472 195 125 30 260 161 222 2.1 33 (539) 552
BHI (Bizlink)  3665TT {Outperform 355.0 1,287 252.00 409§ 1737 27.23} 145 9.3 17 15 121 177 34 54 (45.8) 56.7
Global PMX 4551 TT {Outperform 165.0 499  138.50 191f 691 1176} 200 118 18 170 95 151 2.2 43 (42.0) 70.1
Win 3105 T {Outperform 190.0 1,896 143.00 329 0.39 762 3641 188 18 17 05 95 03 31 (37.4) 18401
Yageo 232717 {Outperform 640.0 6,644  502.00 275 3963 5331F 127 924 16 14} 130 158 24 30 (345) 345
SerComm 5388 TT {Outperform 155.0 1,031 126.00 230F 905 1034} 139 122 31 281 228 239 48 5.0 (30.8) 143
Lotes 353377 {Outperform | 1075.0 3,054 877.00 226 4794 6610; 183 133 37 320 214 262 28 3.8 (23.9) 379
Novatek 3034 1T {Outperform 510.0 8127 427.00 194§ 3745 39260 114 109 39 361 345 345 7.1 7.4 (223) 48
Largan 3008 T {Outperform 2700.0 8,642 2070.00 304312725 14961 16.3 138 16 15 105 114 31 36 (20.8) 176
Hu Lane 6279 1T |Qutperform 1750 466 149.50 171 842 1134 178 132 25 241 147 185 33 47 (19.9) 346

Source: KGI Research

All the above named KGI analyst(s) is SFC licensed person accredited to KGI Asia Ltd to carry on the
relevant regulated activities. Each of them and/or his/her associate(s) does not have any financial interest in
the respectively covered stock, issuer and/or new listing applicant.

All the information contained in thisreport is not intended for use by persors or ertities located in or residing in jurisdictions whichrestrict the distribution of this information by KGI Asa
Limited (“KGI”) or anaffiliate of KGL Such information shall nat constitute investment advice, or an offer to sell, or an invitation, solicitation or recommendation to subscribe for or invest
in any securities or investment products or services nor adistribution of information for any such purpose in any jurisdiction. In particular, the information herein is not for distribution and
does not constitute an offer to sell or the solicitation of any offer to buy any securities inthe United Statesof America, or to o for the benefit of United States persons (being residerts of te
United States of America or partnerships or corporations organised under the laws of the United States of America or any state, temritory or possession thereof). All the information contained
in this report is for general informationand reference purpose only without taking intoaccount of any particular investor’s objectives, financial situation or needs. Such information s not
intended to provide professional advice and should nat be relied upon in that regard.

Disclaimer

Some of KGI equity research and earnings estimatesare available electronically onwww.kgi.com.hk Please contact your KGI representative for information The information and opinions
in this report are those of KGI internal research activity. KGI does not make any represertation or warranty, express or implied, as to the faimess, accuracy, completeness or correctress of
the information and opinions contained in this report. The information and opinions contained in this report are subject to c hange without any notice. No person accepts any liabiliy
whatsoever for any loss however arising from any wse of this report or its contents. This report is not to be corstrued as an invitation or offer to buy or sell securities and/or to participaie n
any investment activity. This report is being supplied solely for informational purposes and may nat be redistributed, reproduced or published (inwhole or in part) by any mears for any
purpose without the prior written consent of KGI. Members of the KG1 group and their affiliates may provide services to any companiesand affiliates of such companies mentioned heren.
Members of the KGI growp, their affiliates and their directors, officers and employees may from time totime have a pesition in any securities mentioned herein.
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