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Strategy

ECONOMICS & STRATEGY

Taiwan

Resumption of reciprocal tariffs to affect near-term performance of Taiex

i\

The outcome of tariff rate negotiations will
influence the performance of the Taiex in
the near term. A tariff rate of 15-20% can
be used as a benchmark for observation.

A 10% tariff will result in a 10% decline in
corporate eamings; a rate increase to 15%
and 20% would correspond to a 15% and
20% impact on earnings, respectively.

We recommend investors focus on
defensive plays in 3Q25 and shift in stages

to the Al sector in 4Q25.

Event

The outcome of reciprocal tariff negotiations with the US, scheduled for July 9, is
expected to exert a substantial influence on the near- to medium-term performance of
the Taiex.

Analysis

Tariff rates tentatively agreed upon by the US range from 10% to 20% for general
imports; targeted rates for specific sectors include 50% for steel & aluminum and 25%
for automobiles. To date, the Trump administration has concluded preliminary tariff
negotiations with only four countries. Among them, the UK has secured a tariff rate of
10%, while Vietnam’s rate has been set at 20%. Under the provisions of the United States-
Mexico-Canada Agreement (USMCA), goods originating from Canada and Mexico benefit
from a 0% tariff rate, with over 80% of their exports to the US meeting USMCA
compliance standards. In addition, the US has implemented comprehensive tariffs
targeting specific sectors, including a 50% rate on steel and aluminum and a 25% rate on
automobiles. Tariff rates for semiconductors and pharmaceuticals remain under active
discussion. Market consensus currently anticipates that the tariff rate applied to Taiwan’s
exports will fall within the 15-20% range. Given that the effective global US tariff rate is
also expected to align with this range, a 15-20% benchmark serves as a reasonable basis
for monitoring and comparative analysis.

Taiwanese manufacturers maintain globally distributed production capacity,
necessitating attention not only to Taiwan’s own tariff rates but also to those of China
and Southeast Asia as approximately 56% of Taiwanese manufacturing capacity is

concentrated in China, followed by 26% in Taiwan and 15% in Southeast Asia.

Outcome of tariff negotiations will affect Taiex performance near term. We have
conducted a scenario analysis on the near-term impact of different tariff outcomes on
the Taiex: While a tariff rate between 15% and 20% may be in line with market
expectations, it could still exert downward pressure on stock prices. A tariff rate
exceeding 15-20% would be interpreted as a bearish signal, potentially prompting a sharp
sell-off in equities. A tariff rate below 15-20% would likely be seen as an upside surprise,
which could drive a short-term stock rally. However, the level of tariffs primarily affects
the near-term trend of Taiwan stocks. For the medium to long term, the focus should
shift to how tariffs impact corporate earnings.

10-20% tariff could result in a corresponding 10-20% decline in corporate earnings. The
impact of 10-20% tariffs on Taiwan’s corporate earnings can be broken down into two
main types: direct impact, which occurs when companies absorb the additional tariff
costs themselves; and indirect impact, which arises when these costs are passed on to
consumers through higher product prices. This often leads to weakened demand and a
reduction in customer orders.

Direct impact. If companies are unable to pass on tariff costs to downstream customers,

they will inevitably have to absorb the costs themselves, which erodes profits. We
estimate a 10% global US tariff would erode Taiwan corporate earnings by approximately
10%. Similarly, a tariff rate of 15% and 20% would correspond to an earnings impact of
15% and 20%, respectively. This estimate is based on the baseline scenario where
Taiwanese companies exported approximately USS116.3bn (around NT$3.8tn) to the US
in 2024.
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Indirect impact. This impact is assessed based on the drag that tariffs may have on the
overall economy. If the Trump administration imposes a blanket tariff of 10-20% globally,
and potential retaliatory measures from other countries are taken into account, it is
expected to reduce US GDP growth by 0.9-1.8ppts. In other words, US economic growth
could fall from the current market forecast of 1.8% to 0.9%, with the most pessimistic
scenario approaching zero growth.

Looking back over the past 20 years, the US has experienced three notable periods of
economic slowdown, during which the earnings of Taiex-listed companies were generally
revised down significantly, between 13-26%. Therefore, if the trade environment
deteriorates and affects end-market demand, Taiwanese companies may face not only
cost pressures but also the risk of earnings downgrades due to weakening demand.

Conclusion & top picks

The outcome of tariff rate negotiations will directly influence the near-term performance
of the Taiex, with a 15-20% tariff level serving as a key reference point. However, while
the tariff rate mainly affects near-term market movements, the impact on corporate
earnings will be key over the medium-to-long term. We estimate a final tariff of 10% will
erode Taiex earnings by around 10%, while a 15-20% rate would correspond to a 15-20%
earnings impact. We recommend investors prioritize undervalued, high-dividend stocks
in 3Q25, shifting to Al-related sectors in 4Q25.

Figure 1: Recent Trump tariffs set at 10-20%; steel & aluminum at 50%,
automobiles at 25%

Latest US tariff negotiations & rates, percent

NS L
Canada I *I -

UK =1

C.omplle‘s with USMCA; Final tariff of 10% China " d
final tariff of 0% (1) Provisional tariff of 37.5-55.0%
(expires on August 11)
‘ (2) Mobile phones/laptops tariff rate
at 20%

Vietnam
Mexico
Complies with USMCA; . * .
final tariff of 0%

¥

Industry Tariff rate
Steel & Aluminum 50%
Automobiles 25%
Semiconductors Pending
Pharmaceuticals Pending

Source: KGI Research

8 July 2025 2



% KGI

Figure 2: Taiwan manufacturers’ production capacity mainly in China (56%),
followed by Taiwan (26%) & Southeast Asia (15%)
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US: 1%

7

Mexico: 2%

China: 56%

26%
So‘utaeast Asia: 15%
*
o,
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Figure 3: Taiwan has global production diversification; apart from Taiwan tariffs, China & Southeast Asia also key areas to watch

Capacity weighting by region (%) Taiwan China us Mexico Southeast Asia and others
Semiconductor 80.2 6.0 1.9 11.9
EMS and electronic components 2.5 75.5 0.6 23 21.5
PCB 23.7 76.8 - 0.5
Petrochemical/Texil 79.9 15.3 40 0.8
Auto/motorcycle parts 33.8 46.5 3.1 24 16.6
Garment/ sports shoes 111 10.4 - 78.5
Others 71.4 23.7 2.4 2.5
Tech 14.6 65.3 0.7 1.9 19.4
Non-tech 64.3 15.8 4.1 0.1 15.8
Total 26.1 55.9 1.3 1.6 15.1

Source: KGI Research estimates

Figure 4: Effective US tariff rate may have dropped from
peak of 25% announced on April 2 to current 15-20% range

Figure 5: Tariff negotiation outcome key to Taiex near-term
performance; 15-20% is the benchmark
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Figure 6: Taiwan exports to US in 2024 reached US$116.3bn Figure 7: A 10% tariff will erode Taiex earnings by 10%;
(NT$3.8tn) 15-20% tariffs will have a 15-20% earnings impact
Top-five export products from Taiwan to US in 2024, USD$ (bn) Impact of tariff scenarios on corporate earnings

Increased tariff cost Share of annual Taiex

Car parts [2.3] Final tariff rate

(NTS$hn) earnings (%)

Netwaorking related
Server related
A Computer related Scenario 1: 10% 381 10

Semiconductor

Scenario 2: 15% 572 15
Orther Scenario 3: 20% 762 20
Source: MOEA; KGlI Research estimates Source: KGI Research estimates
Figure 8: Maximum impact on US GDP of 0.9-1.8ppts, if Figure 9: Taiex is highly correlated with the US economy;
Trump imposes a 10-20% blanket tariff globally Taiex earnings revised down by 13-26% during past three
periods of US economic slowdown
Projected US GDP contraction under 10-20% global tariff policy, percent US GDP YoY, percent (LHS); Taiex EPS forecast, NT$ (RHS)
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Source: Peterson Institute for International Fconomics (PIE): KGI Research Source: Bloomberg; KGI Research
Note: We use the EPS forecast in January 2006 as the base, at 100
Figure 10: Earnings forecasts & valuations of Taiex constituents
Earnings (NT$bn) 2021 2022 2023 2024 2025F 2026F
Taiex 3,917 3,771 2,682 3,769 4,402 4,851
Taiex excl. TSMC 3,320 2,755 1,844 2,595 2,918 3,114
Tech 1,914 2,147 1,698 2,249 2,768 3,247
Tech excl. TSMC 1,317 1,130 860 1,075 1,284 1,511
TSMC 597 1,017 838 1,173 1,484 1,736
EPS growth (%)
Taiex 781 (3.7) (28.9) 405 16.8 10.2
Taiex excl. TSMC 974 (17.0) (33.1) 408 124 67
Tech 517 122 (20.9) 324 231 173
Tech excl. TSMC 771 (14.2) (23.9) 251 19.4 17.6
TSMC 152 704 (17.5) 399 265 17.0
P/E (x)
Taiex 185 19.2 270 192 164 149
Taiex excl. TSMC 133 16.1 240 171 152 142
Tech 26.9 240 303 229 18.6 15.9
Tech excl. TSMC 17.8 207 27.2 21.7 18.2 15.5
TSMC 472 217 336 240 190 16.2

Source: KGf estimates
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Figure 11: Our top picks

Sector/ Investment Target Mkt cap Sh?re Change (;:2) ES Fg: ':::’;E Caslzﬂ/:ﬂ)ield
theme Company Code rating price price +-
(NTS)  (USSmn)  (NTS) (%)| 2025F 2026F| 2025F 2026F| 2025F 2026F| 2025F 2026F| 2025F 2026F
MediaTek 2454 TT | Qutperform 1700.0 67,660 1250.0 36.0( 7229 8505| 173 147 51 47| 292 331| 54 58
Uni-President 1216 TT | Qutperform 920 14,959 779 181 432 48| 180 160| 31 29[ 177 187 39 41
:':J(m:‘j;d”d PCSC 2912 TT | Qutperform 300.0 9,030 257.0 1671198 1351| 214 190| 59 53| 284 294| 35 35
stocks CTBC Holding 2891 TT | Outperform 450 28523 430 48| 332 395 129 109| 16 14| 135 138| 49 56
ES.FH 2884 TT | Restricted NA. 17,190 318 NA| 184 194| 172 164| 18 16| 1.0 103| 42 44
Asustek 2357 TT | Outperform 800.0 17,144 6830 171(5329 5446| 128 125 18 18| 144 143| 62 64
Alchip 3661 TT | Outperform 40200 7,651 28000 436| 7582 12966| 369 216| 52 44| 145 27| 14 23
MPI 6223 7T | Outperform 1005.0 2,761 867.0 1593340 4034| 260 215 72 54| 302 25| 21 25
ASEH 3711 7T | Outperform 1680 21,597 1445 163[ 1029 129 | 140 112| 18 17| 132 154| 31 42
Hon Hai 2317 7T | Qutperform 205.0 73,003 1555 31.8( 1285 1446 121 108| 12 12| 106 13| 44 49
Qdl 2382 TT | Qutperform 3200 36485 2795 145(17.75 1982| 157 141| 46 43| 299 314| 51 57
~ |Wistron 323177 | Outperform 135.0 12,593 1185 139 847 1021 140 16| 23 20| 171 184 42 51
Al supply chai AVC 3017 7T | Outperform 725.0 9,629 7340 (1.2)[ 36.26 4578 202 160| 79 62| 432 434| 23 30
DELTA 2308 TT | Outperform 4280 35114 4000 70/ 1703 2020| 235 198| 40 36| 180 190 21 25
BHI (Bizlink) 3665TT | Outperform 788.0 4915  765.0 30(3797 4574| 201 167| 34 30| 184 192 24 29
ELASER 3450 TT | Outperform 3000 1,05 2145 399 650 1001 330 214| 63 54| 202 273| 14 21
GCE 2368 TT | Outperform 2820 4,430 2665 58| 1601 1915 166 139| 50 40| 332 318| 30 36
Accton 2345TT | Qutperform 950.0 13,521 713.0 332(3799 NA| 188 NA| 87 NA[ 518 NA| 29 NA

Source: KG 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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