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Long-term bull run intact; three grey rhinos warrant caution in 3Q26F             
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Taiex bull market to extend as AI investment cycle continues 

AI-related capex is in a sustained expansion phase, with major CSPs stepping up 

investment, driving upward revisions to the projected earnings of AI component suppliers 

in Taiwan — the core driver that has been in place since 2023. Meanwhile, position 

rebuilding by FINIs and sustained capital inflows from ETFs and passive instruments have 

shifted the Taiex’s capital structure from cyclical to structural, providing more solid 

support. Backed by both fundamentals and capital inflows, the current Taiex rally should 

be viewed as a continuation of an upcycle driven by AI, rather than a short-term 

advancement fueled purely by valuation gains. History suggests that a structural Taiex 

bull market tends to last around 4-5 years, while a cyclical bull market only persists for 1-

2 years. If the current AI cycle mirrors past structural bull markets, history suggests one 

to two more years of upside. 

Long-term bull run intact, though three grey rhinos could trigger fluctuations in 3Q26F 

Although strength in AI fundamentals may provide solid support for the bull market over 

the mid- to long-run, volatility risks are looming and warrant particular attention, 

especially in 3Q26F. Potential risk events include rising oil prices, which add to 

inflationary pressure, thereby altering the trajectories of the Fed’s monetary policy and 

long-term Treasury yields. Also, shifts in market expectations for high interest rates may 

lead to valuation de-ratings for tech stocks. At the industry level, it is also important to 

monitor potential issues regarding production yields and shipment delays during GPU 

iterations. These events could temporarily disrupt supply chain sales in the near term. 

Our Taiex target is 50,000 points by end-2026F & 55,000 points within the next twelve 

months 

Based on our forecast of 25% YoY earnings growth for 2027F, we set a year-end Taiex 

target of 50,000 points, at approximately 21x PE, by the end of this year, which is within 

the historic range of bull market valuations. If earnings revisions persist and growth is 

projected at 35% YoY, the index has the scope to rise to 55,000 points over the next 

twelve months. On the downside, valuations and capital inflows should provide solid 

downside support at the level of 40,000 points in the medium term, reflecting the 

market’s conviction in the long-term AI growth story. All considered, near-term pullbacks 

should be viewed as good entry points for mid- and long-term investors. From a tactical 

perspective, we recommend engagement on pullbacks to reap the benefits of structural 

growth driven by AI. Driven by robust AI demand, Taiex earnings forecasts have seen 

continuous upward revisions over the past three years. Specifically, earnings estimates 

for 2024 were revised up by 29%, followed by 16% in 2025, while 2026 estimates have 

already been upgraded by approximately 35% to date, suggesting the revisions are still 

gaining steam. 

Our top picks are as follows 

For 2H26F, we recommend focusing on three key themes: (1) beneficiaries of the Vera 

Rubin platform upgrade; (2) emerging AI applications, including robotics, AI PCs, and AI 

glasses; and (3) the low-earth orbit (LEO) satellite supply chain. Meanwhile, in the event 

of a potential pullback in the Taiwan equity market in 3Q26, we suggest tactically rotating 

into defensive sectors with stable and attractive dividend yields, such as PC/ NB, 

financials, and construction. Our top picks are below: TSMC (2330), MediaTek (2454), 

Alchip (3661), GUC (3443), Chipbond (6147), Hon Precision (7769), WinWay (6515), MPI 

(6223), AVC (3017), Jentech (3653), Delta (2308), Fositek (6805), EMC (2383), ZDT (4958), 

Chenbro (8210), King Slide (2059), Lotes (3533), Wiwynn (6669), Wistron (3231), Nanya 

Tech (2408), Macronix (2337), Hiwin (2049), Silergy (6415), Unimicron (3037), Hon Hai 

(2317), CTBC FHC (2891), Sinpac FHC (2890), Quanta (2382), Hiyes (2348). 
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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. 
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