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More challenges ahead despite US-China trade truce             
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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 AI 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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