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40,000 points is not the peak of this bull market, but the beginning of the next upcycle           
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Event 

Given the continued AI arms race and upward revisions to supply-chain earnings, we raise 

our projected 2026F target peak for the Taiex from 39,000 to 50,000 points. Consensus 

2026F Taiex earnings growth has been revised up from 33% to 40% YoY, while 2027F 

growth is revised up from 21% to 25% YoY, underscoring strong fundamental support 

behind the market rally. 

Analysis 

Rally to 40,000 points driven by structural catalysts rather than speculative sentiment. 

The Taiex reached 40,000 points on May 4, posting a YTD gain of 40.5% and marking one 

of the strongest performances seen in recent years. Whereas many investors are worried 

that that such a strong rally will be inevitably followed by a correction, our view differs 

fundamentally. We believe this advance is not driven by speculative sentiment, but 

rather by three structural catalysts, namely the AI super cycle, continued earnings 

upgrades, and sustained capital inflows. In this context, the 40,000-point milestone 

should not be viewed as the peak of the bull market, but rather as the starting point of 

the next upcycle. 

Upward earnings revisions continue as AI arms race is far from over. The most 

fundamental force driving the Taiex rally is the continued acceleration of global AI 

investment. We estimate that total capex by major global CSPs will reach US$720bn in 

2026F, up 70% YoY and marking the third consecutive year of growth at this exceptionally 

high pace. Even more noteworthy, market consensus continues to project that 2027F 

capex will maintain 20% YoY growth, indicating that investment in AI infrastructure has 

not shown signs of cooling despite valuation concerns or geopolitical disruptions. 

Behind the continued capex expansion by leading CSPs lies a direct uplift to order visibility 

and earnings outlook across the entire AI supply chain. This trend is clearly reflected in 

Taiex earnings, where profit forecasts for both 2026F and 2027F continue to be revised 

upward, with no clear signs of an inflection point. Taiex earnings growth for this year has 

been revised up from 33% before earnings season to approximately 40% YoY, while 

expectations for 2027F earnings growth are also raised from 21% before earnings season 

to 25% YoY despite an already high base. This clearly indicates that the current rally is not 

a valuation-driven expansion detached from fundamentals, but rather one firmly 

anchored in solid and continuously growing earnings. Moreover, the benefits of AI-

related investment are broadening beyond the initial advanced-node manufacturing to 

cover the entire AI server supply chain. As AI applications migrate from the cloud toward 

edge and agentic AI, the beneficiary base is also expanding from a narrow set of core AI 

players to a much wider AI-related ecosystem. As a result, mid- to large-cap stocks 

beyond TSMC (2330 TT, NT$2250, OP) have increasingly taken on a greater role in driving 

index performance, contributing to a healthier bull-market rotation and a more resilient 

market structure. Whereas TSMC has accounted for 60-70% of Taiex gains over the past 

two years, its contribution has gradually declined to 50-60% YTD, confirming that market 

driving forces are diversifying in an orderly manner. 
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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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