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Strong bull market losing steam

The bullishness in the Taiex market will fade after hitting the 20,000-point mark
Key message

The Taiex surged 2,000 points, hitting the 20,000-point mark, over the past month,
reflecting fears of missing out (FOMO) on the Al frenzy. Although 2024-25F profitability
of the Taiex will soar rapidly, driven by the Al trend, we expect the ‘fast’ bull will turn into
a ‘slow’ bull, as skyrocketing share prices have diverged too far from fundamentals in the

1. We believe the bullishness in the Talex  near term, indicating the Taiex rally will convert into consolidation at high levels while
market will lose steam after hitting the

20,000-point mark. fundamentals recover. Results revealed over the past month were largely in line with

B = ings brought by the Al frenzy N expectations, and the consensus profitability forecast for Taiex-listed companies thus
just reached the midpoint of the bull term ~ Femains intact. However, on the back of the share price surge, the forward 12-month PE
during the dotcom bubble, thus we believe  of the Taiex soared rapidly to 19x from 16x, exceeding the long-term average of 15x by
a long-term Taiex bull run is probable. 1-2 standard deviations (SD), approaching the levels of two historical peaks. The forward

3. Our preferences are stocks with high yield — 12_month PE peaked during the China—US trade war, at 20x, and the COVID-19 pandemic,
[ 10w base as the Taiex consolicey at 19x. Moreover, over two thirds of the sectors or counters posted less-than-stellar sales

achievements in accumulated January—February sales, relative to 1Q24 forecasts. 1Q24F
results, which will determine the Taiex trend in April and May, may be disappointing
unless sales in March register a significant jump.

The Al frenzy has reached the midpoint of the equivalent bull term of the dotcom
bubble & we believe a long-term Taiex bull run is sustainable

The bull run for the tech sector, which was the leading sector in US stocks during the
dotcom bubble, continued to 1Q00 from its start in 1998. The bull run lasted for over two
years, while share prices doubled. The forward PE also peaked at 75x from 24x. The Al
frenzy that started in 2023 has only lasted for one year to date, with share prices
increased by 50%, and seen forward PE trend up to 37x from 22x. Compared to the
dotcom bubble, we believe the current Al frenzy has just reached the midpoint of its bull
run. Additionally, corporate earnings growth driven by the Al trend is more significant
compared to that seen during the dotcom bubble. As Taiwan firms are key suppliers to
the Al arms race, we expect 2024-25F Taiex overall earnings growth to be above 20%. We
will revisit our prediction of a 20,000-point peak when 1Q24 results are revealed.

We recommend investors engage high-yield stocks and sub-sectors with low bases and
valuations as the Taiex consolidates

We recommend investors engage high-yield stocks and sub-sectors with low bases and
valuations as the Taiex consolidates at high levels. Historically, high yield stocks easily
attract funds during the second and third quarters. Additionally, valuations will be
bolstered by high-dividend ETF passive funds this year. Sub-sectors with low bases and
valuations include bicycles, industrial automation, smartphones, PC, automotive
components and aerospace.

Valuation & Action

Compared to the dotcom bubble, the Al frenzy has just reached the mid-point of its bull
run. Hence, we believe a long-term bull run for the Taiex is sustainable. However, as the
Taiex rally has diverged away from fundamentals, we think the strength of the bullishness
in the market will fade, implying the index may shift to consolidation at high levels from
a strong rally. We recommend investors start to engage high-yield stocks and sub-sectors
with low bases and valuations.
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Figure 1: The Taiex, which saw a rapid jump recently, has Figure 2: Forward PE of the Taiex soared to 19x from 16x
diverged too far from fundamentals
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Figure 3: Only 30% of tech plays achieve the 1Q24 forecast Figure 4: Only 20% of non-tech plays achieve the 1Q24
forecast
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Figure 5: The stock price performance affected by the Al Figure 6: The valuations affected by the Al frenzy have just
frenzy have just arrived at the mid-point of the dotcom arrived at the mid-point of the dotcom bubble bull run
bubble bull run
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Figure 7: 2024-25F earnings growth of the Taiex will be over
20%, bolstered by the Al frenzy

Figure 8: The Taiex 2H24F peak hinges on PE valuations
from consensus for 2025F earnings
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Figure 9: High-dividend stocks outperform in April-August,
with +4-5% returns relative to Taiex

Figure 10: Taiwan’s high-dividend ETF market nears
NTS$1.0tn
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Figure 11: Earnings momentum of the Al supply chain is
relatively strong, while smartphone & consumer electronics
are recovering from a bottom

Figure 12: For non-tech plays, earnings momentum of auto
components, industrial automation & bicycles is improving
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Figure 13: Taiex sub-sectors - Valuations

2022 KGlI forecast Consensus Forecast PE(x)
2023F 2024F 2023F 2024F 2023F 2024F
Tech Optical communication - 889 2016 - - 425 14.1
Networking PCB 56.1 (17.6) 755 (18.5) 735 218 185
Networking 2395 470 751 587 757 215 169
CcCL (7.7) 82 526 9.0 50.0 311 204
ABF 1025 (68.1) 475 (69.5) 528 3275 176
IC design and service 948 53 453 72 447 672 475
Server EMS 93) 9.1 429 96 426 348 225
Thermal 50.6 9.1 393 191 238 357 253
Passive components (0.8) (24.7) 30.2 (225) 278 140 10.8
Handset components 284 (36.5) 294 (349) 238 169 125
First-line foundry 704 (17.5) 18.0 (19.0) 200 237 20.1
IC design thandset/consumer electronics) (29) (32.6) 171 (355) 239 248 206
Cloud digital 163 19.9 155 178 182 317 254
Handset EMS (2.1) (7.2) 121 (50) 144 128 113
Power supply 15.1 43 6.7 51 157 206 19.1
Telecom 26 137 (2.4) 69 103 269 271
Silicon wafer 295 251 7.9) 252 (9.6) 138 15.0
Second-tier foundries 516 (333) (11.6) (36.1) (13.0) 135 16.2
Non-tech  Steel (754) (89.0) 368.2 (910) 6673 2130 382
Green energy 56.9 69.7 76.0 91.7 54.0 321 144
Auto parts 528 (247) 541 (194) 4238 207 133
Petrochemicals (63.1) (50.6) 526 (39.5) 413 480 265
Heavy electrical (1.9) 394 451 427 395 405 267
Tourism (46.5) 1759 250 165.2 154 19.2 148
Industrial automation 52 (14.2) 215 (123) 238 36.2 285
Food (2.9) 999 20.1 106.1 15.7 178 14.7
Aerospace 1354 356 179 290 149 3.0 209
Apparel 321 (11.3) 141 (10.4) 17.0 26.1 229
Food (136) 234 10.1 239 5.1 205 18.7
Bigycle (12.7) (39.1) (3.7) (36.1) 18.0 271 217
Cement (50.7) 314 (93) 200 109 17.1 184
Airlines (37.8) 2019 (17.3) 2098 (32.8) 124 159
Container shipping 19.7 (929) (92.4) (933) (46.8) NM. NM.
Technology 178 (20.9) 232 (19.6) 240
Non-tech (12.0) (682) 70 (674) 132
Taiex (3.7) (28.7) 18.9 (34.4) 223
Source: KGI Research and KGl estimates
Figure 11: Taiex - Valuations
Forward PB(X) Forward PE(X)
Forward 2024 2025 5-year| 10-year| 20-year 2007 2008| Forward 2024 2025 5-year| 10-year| 20-year 2007 2008
1-year average| average| average| peak| bottom| 1-year average| average| average| peak| bottom
Taiex 1.98 198 183 171 161 161 228 0.95 19.01 19.01 15.70 15.00 1489 1711 2173 880
Taiex exd. TSMC 152 152 141 139 138 146 222 089 1854| 1854 1504| 1469 1488 1601 2271 8.06

Source: KGI Research and KGI estimates
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Figure 15: Our top picks

Target Share Change EPS PE P/B ROE Cash yield

Company  Code Invreastti:'lgent price (Ensk;;an’; price +- (NTS) (x) (%) (%) (%)
(NTS) (NTS) (%)] 2023F 2024F 2023F 2024F} 2023F 2024F 2023F 2024F; 2023F 2024F
MTK 245477 Neutral 936.0 61,857 12150 (188)) 4851 5798¢ 250 210 47 46 179 219 45 52
High yield UMC 230377 | Outperform 56.0 20,935 525 67 493 439F 106 120 18 17} 175 146 48 47
strocs Chicony 238517 | Outperform 152.0 5,479 2265 (329); 1035 1169 219 194 43 40% 201 211 32 36
Catcher 247417 Neutral 190.0 4,461 206.0 (78); 1781 12691 116 162 08 06 68 4.1 49 49
Hon Hai 231777 | Outperform 126.0 52,505 119.0 59 85  1040f 139 114 1.1 1.0 80 93 37 45
Lowvaluations L2980 3008TT | Outperform 31200 10,705 25200 2381 13417 15578} 188 162 20 18 111 118 27 31
with Airtac 1590 T | Outperform 1230.0 6715 10550 166] 3483  4100f 303 257 49 45 171 182 15 17
fU”daf_FE”Ta‘S Giant 992117 | Outperform 2700 2,689 215.5 253 861 703, 250 306 24 24 99 78 24 20
troughing Hu Lane 627977 | Outperform 1850 530 1670 108 921 1198; 181 139 28 26 160 194 33 42
DPI 45727TT | Outperform 2300 203 1635 407 710 7660 230 213 30 277 139 133 22 23

Source: KGI Research and KGl estimates

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 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 recommendation 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.

Disclaimer

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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