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Al capex expansions to fuel earnings upgrades; pullbacks to offer attractive entry points

Key message Event

1. Al investment boom is still in an early stage
and we think strong cash flows will allow
CSPs to keep increasing Al capex.

2. Consensus has revised up 2026F Taiex
earnings growth to 20% YoY, up from the
previous projection of 11% YoY growth
made two month ago.

3. Al stocks are our top picks. Any corrections
will make a good entry point. In the non-Al
space, we recommend defense/ aerospace,
financials and food & beverage stocks.

Following the aggressive capex expansion by emerging CSPs, hyperscaler CSPs are also
stepping up investment, prompting an upward revision to consensus 2026F Taiex
earnings growth to 20% YoY, up from the previous 11% YoY. For reference, consensus
also anticipates 11% YoY growth for 2025F Taiex earnings.

Analysis

Al investment boom still in early stage and far from being overheated. Despite the
market hype around Al, some investors are concerned whether market bubbles are
forming. However, historical comparisons suggest that the current Al investment cycle is
in its early phase and is far from overheating. Looking back on major technological
revolutions over the past century, such as the invention of railroad, automobile,
electricity, and the internet, the aggregate capex during investment peaks were
equivalent to 2-3% of global GDP. In contrast, generative Al investments currently only
account for about 0.8% of global GDP, indicating substantial room for further growth.

Moreover, history shows that investment in technology tends to accelerate several years
before productivity picks up markedly, and remain elevated even after productivity
begins to take off. The curve of investment in Al infrastructure has yet to reach a peak,
as seen during the electricity or ICT revolutions, suggesting that Al is still in the early stage
of expansion. Over the next few years, Al capex and corporate earnings are likely to keep
rising.

Large CSPs continue to raise capex & guide further growth in 2026F. Since 2023, major
US CSPs such as Microsoft, Google, and Amazon have consistently revised up their Al
capex. At their most recent earnings calls, these CSPs signaled increases in 2025F capex,
and guided further growth in 2026F. Instead of showing signs of abatement, the current
wave of capex upgrades appears to be accelerating. Based on the latest guidance from
the top five CSPs, their 2025F capex is set to grow by 59% YoY, up from the previous
forecast of 55% YoY, while 2026F growth is also lifted from 22% to 33% YoY. The updated
aggregate capex amounts now stand at US$386.9bn in 2025F and US$516.0bn in 2026F.

Abundant operating cash flows & surging compute demand to support CSP capex. Two
key factors underpin CSPs’ ability to sustain aggressive capex growth: (1) robust operating
cash flow; and (2) exponential growth in compute demand. Over the past year, the
average ratio of capex to operating cash flow among major CSPs has risen from 61% to
64%, a level that remains manageable. Looking ahead, we expect their operating cash
flows to maintain 20-30% YoY growth over the next two years, meaning their capex as a
percentage of cash flow is unlikely to reach concerning levels.

As for growing compute demand, it is worth noting that the number of tokens processed
by Google’s large language model increased from 10tn in May 2024 to 480tn in May 2025,
and 1,300tn in October 2025. Given the rise of multimodal applications and longer

context requirements, Google’s processed token volume may exceed 2,000tn by 2026F.
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Al supply chains see orders on the rise, which in turn will drive another upgrade
in 2026F Taiex earnings. Continued growth in Al capex has markedly boosted the
profitability of Taiwan Al suppliers. Over the past two months, consensus has consistently
revised up the earnings forecasts for both Al stocks and the broader Taiex market,
especially after hyperscaler CSPs followed the steps of emerging CSPs in announcing
higher capex plans. Specifically, consensus revised up 2026F Taiex earnings growth to
20% YoY from 11% YoY, which is well above the projected 11% YoY growth for 2025F.
For Al stocks, projected 2026 earnings growth has been revised up from 12% to 23%
YoY growth. The upward revisions reflect substantive and sustained Al demand, which is
by no means mere short-term speculation.

Conclusion & top picks

Overall, we think the Al investment cycle is far from overheating. Instead, it is laying the
groundwork for a new wave of global productivity improvement. Abundant cash flows,
structural compute demand, and upward capex revisions are driving persistent earnings
upgrades for Taiex constituents. Based on the aforementioned consensus 2026F Taiex
earnings growth forecast revisions, we think the Taiex may reach 30,000 points in 1Q26F,
implying a forward PE of approximately 19x. We suggest investors focus on Al-related
subsectors that are riding substantial product spec upgrades, including thermal,
networking PCB, power supply, CCL and linear guide makers. Any market correction
should be viewed as an opportunity to engage. For non-Al stocks, we recommend sectors
with policy support or stable high dividend yields, such as defense/ aerospace, financials,
and food & beverage.
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Figure 1: Al investments as a percentage of global GDP
remain significantly below the levels seen during the
introduction of the railroad, automobile, electricity &
internet, suggesting the current investment boom is not
overheated and still has substantial room for growth

Figure 2: History suggests the current curve of Al
investment has yet to reach the stage of substantial
productivity gains, which means there is still substantial
upside ahead
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Figure 3: Large CSPs now guide 2025-26F capex growth of
59% & 33% YoY, up from the previous 55% & 22% YoY

Figure 4: Large US CSPs have been increasing Al capex since
2023, reflecting soaring demand for Al computing power
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Figure 5: The average ratio of capex to operating cash flow
among major CSPs has risen from 61% to 64% over the past
year, which remains manageable

Figure 6: Over the past two years, Google’s LLM has seen
exponential growth in the number of processed tokens
every month
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Figure 7: Consensus has consistently revised up 2025-26F Figure 8: Al-sector earnings have been revised up to 23%
Taiex earnings, with the 2026 forecast raised from 11% YoY YoY growth from 12% over the past two months
growth to 20% in the wake of Al proliferation
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Figure 9: The Taiex index is now valued at 19x one-year Figure 10: Taiex index & corresponding valuations
forward PE, well above its long-term average of 15x PE
Projected PE (one-year forward), x Equivalent inde Equivalent
25 8 12Mforward PE 0 VR DO T 2026F PE index level
TR oy e evel points) (points)
21 e eplaemt ) wadewar) 206 gt 15x 22,016 15x 23,407
19 19x
17 19X 27,887 19X 29,649
13 ------------------------------- 20x 29,355 20x 31,209
i 11x 21X 30,822 21X 32,769
9 5/10y Avg. =15x 10x
7 9x 22X 32,290 22X 34,330
52005 2007 2009 2011 2013 2015 2017 2019 2021 2023 2025 23X 33.758 23X 35,890
24X 35,225 24X 37,451
Source: TEJ; KGI Research compiled Source: TEJ; KGI Research compiled
Figure 11: Earnings & valuations of Taiex constituents
Earning (NT$bn) 2021 2022 2023 2024 2025F 2026F
Taiex 3,917 3,771 2,682 3,780 4,193 5,033
Taiex excl. TSMC 3,320 2,755 1,844 2,607 2,518 3,039
Tech 1,914 2,147 1,698 2,249 2,939 3,600
Tech excl. TSMC 1,317 1,130 860 1,075 1,265 1,607
TSMC 597 1,017 838 1,173 1,674 1,994
EPS growth (%) 2021 2022 2023 2024 2025F 2026F
Taiex 78.1 (3.7) (28.9) 40.9 10.9 20.0
Taiex excl. TSMC 97.4 (17.0) (33.1) 41.4 (3.4) 20.7
Tech 51.7 12.2 (20.9) 324 30.7 22,5
Tech excl. TSMC 77.1 (14.2) (23.9) 25.1 17.6 21.0
TSMC 15.2 70.4 (17.5) 39.9 42.7 19.1
P/E (x) 2021 2022 2023 2024 2025F 2026F
Taiex 23.2 24.0 33.8 24.0 21.6 18.0
Taiex excl. TSMC 15.6 18.8 28.0 19.8 20.5 17.0
Tech 36.1 322 40.7 30.8 23.5 19.2
Tech excl. TSMC 22.9 26.7 35.1 28.0 23.8 18.8
TSMC 65.4 38.4 46.5 33.3 23.3 19.6

Source: KGI Research
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Figure 12: Our top picks

Sector/ Investment Target Mktcap Share Change EPS PE PIB ROE Cash yield
theme Company Code rating price price +- (NTS) (o] () (%) (%)
(NTS)  (USSmn) (NTS) (%) 2025F 2026F! 2025F 2026F 2025F 2026F 2025F 2026F| 2025F 2026F
DELTA 2308 TT | Outperform 1280.0 81,882 975.0 313¢ 238 3279{ 409 297 97 81{ 253 297 12 17
EMC 23837TT | Outperform 14250 16,992 14700 (31 4222 64747 348 227 109 8471 368 429 17 26
TSMC 23307T | Outperform 1900.0 1,261,836 1505.0 26,21 6458 7689 233 196 75 584§ 353 336 13 13
Al supply chain Accton 2345TT | Outperform 1180.0 20,863  1150.0 2671 4413 477¢ 261 24471 137 1147 593 510 22 26
AVC 3017 1T | Outperform 1695.0 18,127 14350 1811 4871 70.82§ 295 203§ 145 107§ 5.3 608 1.7 25
Fositek 6805TT | Outperform 1755.0 3,181 1435.0 223 3106 5849 462 2451 149 1144 350 527 1.1 2.0
Wiwynn 6669 TT | OQutperform 45200 25,836 4300.0 51425281 29034} 170 148 73 603 476 444 32 37
King Slide 2059 7T | Outperform 4100.0 12,925 41950 (23)) 816 13668 487 307; 156 124 350 449 11 17
Teco 1504 TT | Outperform 125.0 8,121 113.5 10.1 278 4937 409 230 32 3.0 77 145 2.0 238
EGAT 2645TT | Outperform 186.0 1,865 154.0 20.8 488 7431 315 207 43 427 137 206 29 43
policy CTBC Holding 2891 TT | Outperform 48.0 26,937 42.4 13.2 3.51 3987 121 107 1.7 147 147 1438 5.1 5.7
characteristics  |E.S FH 2884 1T | Outperform 35.5 15,845 303 17.2 191 2001 158 151 1.9 167 120 115 46 48
BAFANG 2753 1T | Qutperform 2340 431 200.0 170f 1194 1299 168 154 35 33§ 2115 220 42 45

Source: KGI Research

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.

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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