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Fading geopolitical noise & earnings revisions to drive Taiex rally           
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Event 

With investors becoming less sensitive to ongoing geopolitical negatives, meaning 

economic fundamentals are back as the primary driving force for the Taiex, we expect 

the index to be shored up by earnings upgrades before reaching 39,000 by end-2026F. 

Any corrections triggered by the US-Iran war will make a good entry point for investors. 

Analysis 

US & Iran have so far failed to reach a peace deal, but investors are clearly less sensitive 

to the war. Despite the fact that the US and Iran have not been able to reach a 

substantive agreement on a ceasefire or de-escalation, global financial markets are 

clearly not as sensitive to the war as they had been previously. From early March, we saw 

a highly negative correlation between crude oil prices and global stock markets. That is, 

every sharp uptick in crude prices was followed by stock market pullbacks across the 

board, and vice versa. However, we have noticed a subtle but critical change in that 

dynamic since late March. Specifically, global stock markets have been rising in tandem 

with crude prices of late. Our interpretation of the phenomenon is that stock markets are 

digesting uncertainties stemming from the war. 

High short-term oil prices won’t result in a substantive economic calamity. Since the 

outbreak of the US-Iran war, transportation through the Strait of Hormuz has plunged 

markedly, prompting the price of Brent crude to skyrocket to as high as US$120 per 

barrel, and causing broad-based concerns over the global economy. However, nominal 

prices can sometimes be misleading. We compare the two most recent surges in crude 

prices to the current one to see their impact on consumer affordability after adjusting for 

inflation. In July 2008, crude prices peaked at US$146 per barrel, and the impact on real 

purchasing power would be on parity with today if current prices were above US$220 per 

barrel. For today’s consumers to feel the same pain as when crude prices soared to 

US$128 per barrel in March 2022, crude must trade over US$149 per barrel. Right now, 

global crude prices are fluctuating between US$100-120 per barrel, and so it should be 

safe to argue that the present impact on real purchasing power is well below those of the 

last two historic peaks. 

We have seen the media predicting that the US-Iran war could turn into a long-term 

event, but from the standpoint of the futures market, while short-term oil prices have 

spiked considerably, the increase in long-term (over one year) prices has been moderate, 

suggesting that the majority of market participants still expect the disruption on crude 

supply as a result of the war as a short-term event rather than a structural energy crisis. 

Valuations may fluctuate due to the war, but upward earnings revisions will continue. 

Over the six weeks since the war began, global financial markets have seen some ups and 

downs, which we attribute mainly to short-term valuation fluctuations instead of changes 

in corporate fundamentals. The Taiex index has also suffered a 10% correction amid rising 

geopolitical risks, but at the same time, consensus has revised up earnings forecasts, with 

2026F Taiex earnings growth being raised from 20% to 32% YoY. This means the war has 

not caused any substantive damage to corporate earnings, and we believe such resilience 

is strengthened by exponential growth in AI demand. For reference, TSMC (2330 TT, 

NT$2,055, OP) has raised CoWoS capacity guidance for end-2027F from 155 thousand 

wafers per month (kwpm) to 170kwpm in a bid to fulfill mounting orders from clients. 

Overall, it is true that stock prices have retreated recently due to valuation 
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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 
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