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AI long-term outlook unchanged; Taiex to consolidate at 
elevated levels 

Event 

We expect Taiex to remain range-bound at elevated levels over the next month, as bullish 

and bearish factors are likely to offset each other. Investors may consider trimming positions 

as the index approaches its previous high of 47,000–48,000 points, while accumulating 

positions in tranches on pullbacks toward the previous low range of 40,000–43,000 points. 

Analysis 

A tug-of-war between EPS upgrades and PE multiple compression. Since the 

emergence of the AI boom in 2023, TSMC's (2330 TT) earnings calls have consistently 

served as a catalyst for upward revisions to earnings forecasts, supporting a more optimistic 

outlook on the Taiex. Looking ahead to the upcoming earnings season, we believe this 

positive cycle could play out once again. At its July 16 earnings call, TSMC raised both 

revenue and capex guidance, which is likely to drive earnings upgrades across its supply 

chain and support the Taiex's earnings uptrend which has held since 2023.  

However, another force cannot be ignored - persistent uncertainty surrounding inflation 

which has led to volatile movements in US Treasury yields. As a result, the Taiex has 

increasingly been caught in a tug-of-war between earnings upgrades and valuation 

pressure. When investors focus on positive EPS revisions, equity prices tend to respond 

favorably. Conversely, when bond yields rise and concerns over higher funding costs 

resurface, PE multiples often come under pressure. The interaction of these opposing forces 

is likely to limit the potential for a sustained directional move in the near term, leaving the 

market more prone to range-bound trading at elevated levels. 

Fund flows – Steady domestic inflows continue to offset foreign selling pressure. 

While persistent foreign net selling has increased the risk of market corrections, a steady 

stream of new domestic capital has flowed into the Taiex via recurring monthly ETF 

contributions, providing meaningful downside support.  

More specifically, monthly contributions from Taiwanese investors through recurring 

investments in Taiex ETFs have risen from approximately NT$10bn a year ago to more than 

NT$20bn currently. When factoring in the capital amassed from lump-sum subscriptions, 

the amount of fresh capital entering the market is even more substantial. We estimate that 

ETF-related inflows reached NT$767bn in 1H26 alone, exceeding the NT$725bn recorded 

in all of 2025. 

These domestic inflows have played a key role in absorbing approximately NT$1tn of 

foreign net selling year-to-date. In fact, since the outbreak of COVID-19 in 2020, foreign 

investors have been net sellers on the Taiex in every year except 2023, with cumulative net 

selling totaling approximately NT$3.7tn. Over the same period, capital inflows into ETFs 

have accumulated to roughly NT$2.8tn. This tug-of-war between domestic and foreign 

capital has been a major factor behind the resilience of the Taiex in recent years, and 

supports our view that investors need not be overly pessimistic during market pullbacks.
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Key message 
1. We expect the Taiex to remain range-bound

at elevated levels over the next month, as
bullish and bearish factors largely offset
each other.

2. Supported by TSMC (2330 TT) and robust
AI-related demand, we raise our 2026F
earnings growth forecast for Taiwan
equities from 40% to 48%, while
maintaining our 2027F earnings growth
forecast at 23%.

3. Prioritize allocations to AI supply chain
following recent valuation corrections, as
well as low-base sectors with improving
fundamentals.
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Industry cycle – Market focus has shifted from the scale of AI investment to 

monetization. Over the past three years, the market's primary focus has been whether 

AI-related capital spending would continue to expand. As long as the scale of investment 

kept rising, earnings expectations and share prices were well supported. However, investor 

attention is increasingly shifting from the scale of investment to the returns on those 

investments, with greater emphasis on whether AI spending can be translated into tangible 

earnings growth and sustainable commercial value. 

From a fundamentals perspective, major cloud service providers (CSPs) continue to ramp 

up capital expenditures, supporting solid order visibility across TSMC, ASIC-related supply 

chains, high-speed connectivity, and thermal suppliers. As such, near-term fundamentals 

remain solid, with no meaningful signs of deterioration. However, investors are no longer 

focused solely on the pace of capex growth. Instead, key questions have shifted to whether 

AI agent commercialization is accelerating, whether CSPs can generate returns on their AI 

investments, and whether AI applications can translate into realized revenue streams. 

This shift in market focus suggests that AI will be a key long-term driver of Taiex 

fundamentals, and should provide downside support to the market in the short-term. At 

the same time, the market currently lacks a sufficiently strong catalyst to drive earnings 

expectations materially above consensus. As a result, while fundamentals remain positive, 

the likelihood of the index breaking decisively above previous highs and entering a new leg 

of the bull market in the near term appears more limited. 

Conclusion & top picks 

Synthesizing the three observations above — the tug-of-war between earnings upgrades 

and interest-rate volatility, the inflow of domestic capital offsetting foreign selling pressure, 

and the AI industry transitioning from an investment-driven phase to one focused on 

monetization, we believe the Taiex is more likely to be range-bound at elevated levels over 

the next month, rather than enter a sustained directional trend. Under this scenario, a “buy 

low, sell high” strategy remains the most pragmatic approach. Investors may consider 

taking profits and managing risk as the index approaches the previous high range of 

47,000–48,000 points. On the other hand, should the market pull back to the 40,000–

43,000 point range, we recommend accumulating positions in tranches, focusing on AI 

supply chain names with sustainable competitive advantages and growth sectors supported 

by solid fundamentals. This approach should help balance risk and return potential while 

awaiting the next major bullish catalyst. 

From a medium- to long-term perspective, we maintain our view that the Taiex could reach 

50,000 points by year-end, and 55,000 points over the next 12 months. Supported by 

TSMC's upward revision to guidance and continued strength in AI-related demand, we 

have raised our forecast for Taiex 2026F earnings growth from 40% to 48%, while slightly 

adjusting our 2027F earnings growth forecast from 25% to 23%. Within the technology 

sector, we now project 2026F earnings growth of 55%, up from 48% previously, while 

maintaining a robust 30% earnings growth forecast for 2027F. 

In terms of positioning, we recommend prioritize allocation to AI supply chain whose 

valuations have corrected to more attractive levels, as well as low-base sectors with 

improving fundamentals and meaningful earnings recovery potential. 
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Figure 1: Since the AI boom in 2023, every upbeat 
outlook from TSMC has triggered upward earnings 
revisions, supporting the Taiex earnings outlook 

Figure 2: Stock prices tend to strengthen when the 
market focuses on upward earnings revisions; however, 
rising yields often put pressure on valuation multiples, 
As these two forces clash, the Taiex will exhibit a high-
level, range-bound pattern 

TSMC forward EPS vs. Taiex forward EPS (Jan. 1, 2023 = 100), points  Taiex vs. forward PE vs. forward EPS (normalized, base = 0), points 

Source: FactSet; compiled by KGI Research Source: FactSet; compiled by KGI Research 

Figure 3: Monthly recurring investments into Taiex ETFs 
have increased from NT$10bn to more than NT$20bn, 
providing a steady source of new capital & downside 
support 

Figure 4: Taiex ETFs attracted NT$767bn of net inflows 
in 1H26, exceeding the total of NT$725bn in all of 2025 
& setting a record 

Monthly recurring investment inflows into Taiex ETFs, NT$bn Annual net inflows into Taiex ETFs, NT$bn 

Source: SITCA; compiled by KGI Research Source: Bloomberg; compiled by KGI Research 
Note: 2026 data are as of end-June 2026. 

Figure 5: Since the COVID-19 outbreak in 2020, foreign 
investors have been net sellers of Taiwan equities in 
every year except 2023, with cumulative net selling 
reaching NT$3.7tn 

Figure 6: Taiwanese investors have continued to 
channel funds into the market through Taiex ETFs, 
generating a steady stream of new capital that has 
effectively absorbed substantial foreign selling pressure 
since 2020 

Annual net foreign buying/ selling of Taiwan equities, NT$bn Net foreign buying/ selling of Taiwan equities vs. net inflows into Taiex 
ETFs, NT$bn 

Source: TEJ; compiled by KGI Research 
Note: 2026 data are as of end-June 2026. 

Source: TEJ; Bloomberg; compiled by KGI Research 
Note: 2026 data are as of end-June 2026. 
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Figure 7: Over the past three years, capex increases by 
major CSPs have driven upgrades to Taiex earnings 
forecasts, forming the key pillar of the bull market 

Figure 8: Rising capex by major CSPs has driven earnings 
upgrades across the AI supply chain, serving as the core 
engine of the Taiex's AI bull market since 2023 

Annual revisions to major CSP capex forecasts vs. upgrades to Taiex 
earnings forecasts, percent 

 Major US CSP capex forecasts, US$bn (LHS); Taiex AI stocks earnings 
forecast, points (RHS) 

Source: Bloomberg; compiled by KGI Research Source: Bloomberg; compiled by KGI Research 
Note: Earnings forecast index normalized to 100 at end-2022. 

Figure 9: Following TSMC's positive analyst meeting and 
robust AI demand, our 2026F earnings growth forecast 
for the Taiex has been raised from 40% to 48%, while 
our forecast for technology stocks has been increased 
from 48% to 55% 

Figure 10: Taiex & corresponding valuations 

Taiex and technology sector earnings YoY growth, percent 

Source: TEJ; compiled and estimated by KGI Research Source: TEJ; compiled and estimated by KGI Research 
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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 
interet in the respectively covered stock, issuer and/or new listing applicant.

Disclaimer 
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 
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