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Recent earnings downgrades could be the beginning of a downcycle              
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Event 

We lower 2025F Taiex earnings growth to 17% YoY, down from 19% YoY previously, after 

the 1Q25 earnings season. 

Analysis 

Consensus has been revising down 2025F Taiex earnings since March, marking the end 

of a 20-month upcycle. After reviewing the latest 1Q25 results, we cut our 2025F Taiex 

earnings growth forecast to 17% YoY, down from 19% YoY. The recent earnings 

downgrades by the market mark the end of a 20-month upcycle for Taiex earnings, which 

started in 2H23. Notably, according to FactSet, consensus has also lowered 2025F 

earnings growth for the S&P 500 to 9% YoY, from a previous 12% YoY. Although US and 

Taiwanese firms have both delivered strong 1Q25 results on tariff-triggered pull-in 

demand, investors fret about market demand in the 2H25F peak season, given tariff 

uncertainties, and we thus downgrade our forecasts for 2025F Taiex earnings. The two 

most mentioned words in 1Q25 earnings calls were “tariff” and “uncertainty.” According 

to FactSet, 83% of S&P 500-listed firms spoke of tariffs, the highest ever in history, while 

78% mentioned uncertainty, the highest since the COVID-19 pandemic, in their 1Q25 

earnings announcements. 

AI was the only outperforming sector in 1Q25 earnings season, but this is the first time 

its outperformance was not enough to shore up the broader market. Since last year, AI-

related firms have been the only ones to deliver stellar results and provide upbeat 

guidance on earnings. However, this is the first time that their outperformance was not 

enough to make up for the earnings shortfalls of non-AI sectors. We think this could be 

another major reason for consensus downgrades to Taiex earnings, in addition to US 

tariffs. 

We compiled the latest Taiex and US corporate results and adjusted our earnings 

forecasts accordingly. The majority of companies whose earnings have been raised 

substantially are AI-related, including thermal, networking, CCL and power supplier firms 

within the Taiex, while for the S&P 500, we only markedly revised up the earnings of a 

few leading US communication service firms, such as Alphabet, Netflix and Disney. At the 

same time, we lowered the 2025F earnings of non-AI firms in both Taiwan and the US. 

We believe recent Taiex earnings downgrades could be the beginning of a downcycle, as 

end-market demand will be hurt by tariffs. Although global stock markets have fully 

recovered from the shock of US tariffs, following a de-escalation of trade wars, we note 

that investors may have overlooked the risk of actual implementation of blanket tariffs 

and their impact on the broader economy, in which case further corporate earnings 

downgrades will be warranted. According to the Peterson Institute for International 

Economics, a 10-20% blanket tariff levied by the US government will hurt US GDP growth 

by 0.4-0.9ppts, and the impact will double to 0.9-1.8ppts if trade partners of the US 

retaliate. In a nutshell, whatever tariffs the Trump administration opts for will undermine 

the economy. Before the current trade wars, the Federal Reserve had guided 2025-26F 

US GDP growth of 1.7% and 1.8%, respectively, during a regular meeting in March. While 

the impact of tariffs may not drag the US economy into recession, the writing is on the 

wall for a significant slowdown ahead. A US federal court ruled on May 28 that Trump’s 

tariff policy may be illegal, but the President could still appeal. We will keep an eye on 

developments in the lawsuit. 
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Taiwan  Strategy 

Taiwan's supply chain is 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. Looking back at three periods of US 

economic slowdown over the past 20 years, earnings forecasts for Taiwan stocks were 

revised down by as much as 13% to 26%, with the duration of these revisions lasting 

between 8 to 20 months. This suggests that once the ripple effects of tariffs are 

transmitted to the economy, earnings forecasts for Taiwan stocks may once again face 

downward revisions. 

Conclusion & top picks 

The market has been revising down earnings forecasts for Taiex constituents since March, 

ending a 20-month cycle of upward revisions. We are concerned that this may mark the 

beginning of an earnings downgrade cycle, as this is the first time that the strength of the 

AI sector cannot offset the weakness of non-AI sectors. Additionally, the economic impact 

of tariffs should not be underestimated. We believe the current rebound for the Taiex 

has reached its peak, and there is a risk of a pullback in 3Q25F. In response to the policy 

risks associated with Trump, we recommend maintaining a low equity exposure. Instead, 

focus on high yield stocks or undervalued AI-related stocks. 
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