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Taiwan

More challenges ahead despite US-China trade truce

1l

. Flipflopping  US

The reduced US tariffs on Chinese imports
remain high, and so bilateral trade is
unlikely to return to normal.

Tariffs on semiconductor chips and global
tariffs initially announced on April 2 have
not been finalized yet, suggesting more
policy uncertainty ahead.

trade policies have
substantially hurt end-market demand,

with downside risks looming.

Event

The US and China have agreed to temporarily reduce tariffs on each other. While this is indeed
good news for the near term, we note that the lowered tariff rates are still high, and there are
still uncertainties surrounding global trade wars, with elevated risk of end-demand
contractions. Put simply, we expect more economic ordeals ahead.

Analysis

Taiex performance driven by Trump'’s erratic trade policies. The Taiex index has undergone
some major swings in 1H25 by plunging by 28%, or 6,600 points, before spiking by 25%, or
4,400 points, as a result of Trump’s flip-flopping trade policies. Although the US-China trade
truce bodes well for investment sentiment, we note that the lowered tariff rates are still high,
and the uncertainty surrounding global trade wars and the elevated risk of end-demand
contractions all point to more economic challenges ahead, which will cap upside for the index,
in our view.

US tariffs on Chinese imports are still above 37.5%, so bilateral trade is unlikely to return to
normal. The US and China reached an agreement to reduce tariffs on each other for 90 days.
However, we note that the applicable tariff rates for Chinese imports during the 90-day truce
are still quite high, at 37.5-55.0%. Such high tariffs will leave general manufacturers
unprofitable, and thus we find it hard for the two countries to resume a normal trade
relationship.

Trade uncertainty continues as chip tariffs and blanket tariffs have yet to be finalized. The
temporary trade truce between China and the US is not enough to eliminate all negatives
stemming from US tariffs, as tariffs on semiconductor chips and the blanket tariffs announced
on April 2, which are critical to Taiwan, have not yet been finalized. While Taiwanese
semiconductor firms are capable of passing through additional costs to US clients if tariffs are
imposed, we note that the US clients will also pass on the costs to consumers, resulting in
waning consumption demand. The UK and China have sealed some sort of trade deals with
the US, and the market is optimistic about global national tariffs landing between 10-30%, far
below those of 20-50% announced on April 2. However, we believe these tariffs will weigh
substantially on the global economy. According to the Peterson Institute for International
Economics, a 10% universal tariff will affect US GDP by 0.4-0.8ppts, and the impact will likely
persist for three years.

Flip-flopping trade policies have substantially hurt end-market demand, with downside risks
looming. Although US tariffs have triggered early pull-in demand, allowing Taiwanese
suppliers to defy weak seasonality in 1H25F, many fear that demand in the 2H25F peak season
will turn out to be weaker than expected. Assuming that 1H25 positives will be offset by 2H25
negatives, the market has been revising down 2025-26F earnings forecasts for Taiex
constituents since March. While the revisions are moderate, at only around 2%, we believe
further earnings downgrades may be on the horizon, capping Taiex index performance, as
tariff impacts on end-demand materialize and the competitiveness and profitability of
Taiwanese firms are undermined by the appreciation of the NT dollar. Taiex earnings are highly
correlated to the US economy. A substantial US economic slowdown will inevitably lead to
earnings contractions for Taiex firms, and a deep economic recession will decimate Taiex
earnings by at least 50%.

Conclusion & top picks

The US-China trade truce is indeed a near-term positive, but the reduced tariff rates between
the two remain high, which, along with trade war uncertainty and downside risks for end-
market demand, suggest more economic ordeals lie ahead. We believe the Taiex will stay
afloat, between 20,000-22,000 in the near term, but the longer-term outlook is uninspiring,
and it is hard to tell where the trough will be. Investors are advised to focus on Al stocks, which
will benefit from resilient market demand, and avoid those that would fall victim to demand
contractions, such as PC, handset, consumer electronics, apparel, footwear and bicycle plays.
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Figure 1: A universal 10% tariff will hurt US GDP by
0.4-0.8ppts, and the impact would likely persist for three
years

Figure 2: Taiwan's exports to the US amounted to
US$116.3bn in 2024. If a 10% tariff is to be paid by
Taiwanese exporters, it will shave their EPS by 10%
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Figure 3: Although US tariffs have triggered early pull-in
demand in 1H25, many fear that demand in the 2H25 peak
season will turn out to be weaker than expected

Figure 4: Assuming 1H25 positives will be offset by 2H25
negatives, the market has been revising down 2025-26F
Taiex earnings forecasts since March
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Figure 5: Taiex index is highly correlated to earnings
outlooks, and so further earnings downgrades, should they
come to pass, will cap index performance

Figure 6: Taiex earnings are highly correlated to the US
economy. A substantial US economic slowdown will
inevitably lead to earnings contractions for Taiex firms, and
a deep economic recession will decimate Taiex earnings, by
at least 50%
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Figure 7: Given tariff uncertainties, we have revised down Figure 8: Trump's erratic trade policies will squeeze market
projected shipments of downstream tech products and risk appetite

further downgrades will be made if the US economy sinks

into a recession

YoY growth in global shipments of major downstream tech products, US Trade Policy Uncertainty Index, paints (LHS); Taiex index, point (RHS)
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Figure 9: Earnings forecasts and valuations of Taiex constituents

P/E (x) 2021 2022 2023 2024 2025F
Taiex 17.8 18.5 26.0 185 15.9
Taiex excl. TSMC 13.2 16.0 238 16.9 15.3
Tech 255 221 187 213 174
Tech excl. TSMC 173 20.2 266 205 17.7
TSMC 434 255 30.9 221 17.0
EPS growth (%) 2021 2022 2023 2024 2025F
Taiex 78.1 (3.7) (28.9) 405 16.8
Taiex excl. TSMC 97.4 (17.0) (33.1) 408 109
Tech 51.7 122 (20.9) 348 224
Tech excl. TSMC 771 (14.2) (23.9) 298 154
TSMC 15.2 704 (17.5) 39.9 30.0

Source: KGI Research

Figure 10: Taiex 1Q25 results were stellar, but 2H25F & 2025F guidance has been generally revised down
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Figure 11: Taiex sensitivity analysis — 2025F earnings growth YoY vs. PE ratio

Taiex Target PE (x)
(points) 10 1 12 13 14 15 16 17 18
(20) 9,400 10,340 11,280 12,220 13,160 14,100 15,040 15,980 16,920
(10) 10,575 11,632 12,690 13,747 14,805 15,862 16,920 17,977 19,035
2025 (5) 11,162 12,278 13,395 14,511 15,627 16,743 17,860 18,976 20,092
earning 0 11,750 12,925 14,100 15,275 16,450 17,625 18,800 19,975 21,150
YoY (%) 10 12,925 14,217 15,510 16,802 18,095 19,387 20,680 21,972 23,265
15 13,512 14,863 16,215 17,566 18,917 20,268 21,620 22,971 24,322
20 14,100 15,510 16,920 18,330 19,740 21,150 22,560 23,970 25,379
Source: KGI Research
Figure 12: Our top picks
Investment Target Mkt cap Sha.re Change (I‘EI:SS) ES lz: F{(:/?,)E Casl{'lc‘/:')ield
Company Code rating price price +/-
(NTS)  (USSmn)  (NTS) (%)i 2025F 2026F] 2025F 2026F 2025F 2026Fi 2025F 2026F 2025F 2026F
(o] 2382 TT £ Outperform 325.0 35,086  276.5 17511805 2334} 153 1181 51 47! 343 411 52 67
Wistron 323117 § Outperform 135.0 10,887 1145 1791 847 1021 135 1127 22 20! 171 184} 44 53
AVC 3017 TT § Outperform 725.0 7,766 609.0 190i 3626 4578 168 133i 65 52§ 432 434i 28 36
GCE 2368 TT § Outperform 282.0 3,652 2260 24811601 1915{ 141 118} 43 34} 332 318 35 42
CTBC Holding 2891 TT { Outperform 46.0 26,213 40.6 133 380 409 107 99{ 16 14i 155 147{ 57 6.2
ESFH 2884 TT § Outperform 34.0 15,607 29.7 1457 184 194} 161 153% 17 15! 110 103i 45 47
Uni-President 1216 TT § Outperform 92.0 14,653 785 1721 432 486 182 1621 31 29! 177 1871 38 40
EGAT 2645TT | Outperform 155.0 1,354 1100 409 515 724} 214 1521 31 30} 145 201{ 42 59

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.

Disclaimer

All the information contained in this report is not intended for use by persons or entities located in or residing in jurisdictions which restrict the distribution of this information by KGI Asia
Limited (“KGI”) or an affiliate of KGI. Such information shall not constitute investment advice, or an offer to sell, or an invitation, solicitation or reccommendation to subscribe for or invest
in any securities or investment products or services nor a distribution 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 in the United States of America, or to or for the benefit of United States persons (being residents of the
United States of America or partnerships or corporations organised under the laws of the United States of America or any state, territory or possession thereof). All the information contained
in this report is for general information and reference purpose only without taking into account of any particular investor’s objectives, financial situation or needs. Such information is not
intended to provide professional advice and should not be relied upon in that regard.

Some of KGI equity research and earnings estimates are available electronically on www.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 representation or warranty, express or implied, as to the fairness, accuracy, completeness or correctness of
the information and opinions contained in this report. The information and opinions contained in this report are subject to change without any notice. No person accepts any liability
whatsoever for any loss however arising from any use of this report or its contents. This report is not to be construed as an invitation or offer to buy or sell securities and/or to participate in
any investment activity. This report is being supplied solely for informational purposes and may not be redistributed, reproduced or published (in whole or in part) by any means for any
purpose without the prior written consent of KGI. Members of the KGI group and their affiliates may provide services to any companies and affiliates of such companies mentioned herein.
Members of the KGI group, their affiliates and their directors, officers and employees may from time to time have a position in any securities mentioned herein.
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