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Taiwan

Strategy

Taiex rebound could be nearing an end

Key message Event

Escalation of the Israel-Iran military conflict has disrupted the recent Taiex rebound.
‘ o ] | Analysis
1. US intervention in the Middle East conflict
will be critical to the performance of stock  US intervention in the Middle East critical to the performance of stock markets near
markets near term. term. Over the past week, the Taiex rebound came to an end and switched into
2. The Taiex rally could be nearing an end. consolidation mode, mainly due to escalation of the Israel-Iran military conflict, which
3. We recommend investors focus on  has led to foreign capital outflows from the Taiex. Going forward, we believe US
defensive plays in 3Q25 and shift in stages  involvement in the war will be a major swing factor for market performance. Looking
to the Al sector in 4Q25. back at 22 major international wars or terrorist attacks since World War I, historical data
shows that when the US gets involved, it often triggers larger market corrections; when
the US stays out, markets tend to remain relatively stable. Markets also typically take
longer to recover when the US gets involved, and vice versa. Of the 22 major military
events, the US became directly involved in the Pearl Harbor attack, the Korean war, the
Cuban missile crisis, two Vietnam wars, Iraq’s invasion of Kuwait, the September 11
attacks, and airstrikes in Syria. During these events, the S&P 500 index saw maximum
drawdowns ranging from 2% to 20%, and took 18-307 days to recover.

Taiex rally could be nearing an end. Since late-April, the Taiex has seen a strong rally
driven by three major catalysts, namely the easing of trade wars, strong Al demand, and
foreign capital inflows chasing appreciation of the NT dollar. However, we believe these
catalysts have largely been priced in and are beginning to reverse, making it difficult for
the market to gain further upside momentum.

According to the Yale Budget Lab, the effective tariff rate imposed by the US may have
declined from the April 2 peak of 25% to 18%. While this easing of tariff wars has indeed
fueled the recent Taiex rally, consensus seems to have underestimated the economic
impact of tariffs, which is just about to unfold. The current effective tariff rate represents
the highest rate since 1934 and it is expected to have a significant impact on the
economy. According to the Peterson Institute for International Economics (PIIE), tariffs
of 10-20% would reduce US GDP growth by 0.9-1.8ppts and increase inflation by 1.1-
2.2ppts, signaling a rising risk of stagflation.

While Al-related demand remains undeniably strong, the recent surge in the Taiex has
driven stock prices and valuations across the supply chain to elevated levels.

Finally, the liquidity rally fueled by NT dollar appreciation against the US dollar appears
to be nearing an end. The NT dollar has strengthened by up to 10.7% during this cycle,
approaching the typical rally fulfillment point (a peak of 8-12%). This, coupled with
escalating geopolitical risks, suggests that the NT dollar rally may be entering its final
phase, undermining the sustainability of the liquidity-driven market rally.

Conclusion & top picks

Since late-April, the strong rebound in Taiwan equities has been driven by easing tariff
tensions, robust Al demand, and the spillover effect of capital inflows driven by
international hot money chasing NT dollar appreciation. However, we believe these
catalysts have largely been priced in and are beginning to show signs of reversal. As such,
we believe the current rally is losing momentum. We recommend that investors adopt a
defensive stance in 3Q25, steering clear of overheated valuations and heightened
systemic risks, and gradually accumulate positions on dips in 4Q25.
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Figure 1: Historically, when the US gets directly involved in major international wars or terrorist attack responses, stock markets
undergo sharper corrections; when the US stays out, market reactions are generally more subdued
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Source: Bloomberg; KGI Research

Figure 2: Historically, when the US gets directly involved in major international wars or terrorist attack responses, stock markets
take longer to recover; when the US remains uninvolved, markets typically rebound more quickly
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Figure 3: Effective US tariff rate has declined from peak of Figure 4: Taiex Volatility Index (VIX) at historically low
25% (announced April 2) to 18%; the easing of trade levels, suggesting the market may be underestimating

tariff-related risks, particularly the potential economic
impact of renewed trade tensions

Taiex VIX (inverted), points (LHS); Taiex, points (RHS)

tensions has been a key catalyst of the strong Taiex
rebound
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Figure 5: Maximum impact on US GDP growth could reach Figure 6: US inflation could rise 1.1-2.2ppts if Trump
0.9-1.8ppts if Trump imposes 10-20% universal tariff on imposes 10-20% universal tariff on global imports
global imports
Projected US GDP contraction under 10-20% global tariff policy, percent Projected US CPI contraction under 10-20% global tariff policy, percent
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Figure 7: Since late-April, FINI have significantly increased Figure 8: NT dollar has appreciated as much as 11%, nearing
Taiex holdings by around NT$240bn, partially reflecting a the fulfillment level of past rallies; with escalating
liquidity surge driven by international hot money chasing geopolitical risks, the liquidity-driven rally fueled by NT
NT dollar appreciation dollar appreciation may be approaching final stages
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Figure 9: Earnings forecasts & valuations of Taiex sectors
Tech Earning YoY (%) Forecast PE (x) Non-tech Earning YoY (%) Forecast PE (x)
2022 2023 2024 2025F  2026F| 2025F  2026F 2022 2023 2024 2025F  2026F| 2025F  2026F
Server EMS (17 37 218 214 278 147 11.0 | Cement (50.7) 84 279 67 177 173 142
Thermal 345 205 54.0 695 287 19.7 147 Food (13.6) 6.8 127 187 124 18.0 16.0
Power supply 15.1 24 (7 265 173 199 17.0 | Petrochemicals (626) (51.0) (80.8) 206 74.0 495 33
ABF 1025  (68.1)  (70.1) 1402 755 23 12.2| Apparel 321 (110 173 0.9 19 155 149
Optical communication - 634 205 1396 - 204 -| Footwear makers 100.0 (45.2) 18.0 (9.1) 54 211 200
IC design and senvice 9138 53 299 5.1 511 348 240 | Auto parts 1135 251 443 153 96 108 96
Networking PCB 561  (22.8) 591 402 196 166 13.9 | Industrial automation 52 (142) 66 110 18.1 26.1 209
Networking 773 15.2 153 511 1 150 -| Bicycle (127) (448  (889) 8136 206 136 13
L 77 8.2 745 2.1 83 214 19.8 | Container shipping 197  (944) 6316 (522 (150) 87 18
Tier-one foundry 704 (175 399 265 17.0 184 158 | Steel (754)  (89.0)  (410) 562.0 50.2 522 253
Second-tier foundries 563 (30.1)  (226) (13.4) 95 146 13.4 | Tourism (465 1764 27 77 16.0 129 107
Handset components 14 (403) 440 8.1 80 10 97| Food (403) 1446 (119 241 215 156 126
Telecom 26 137 136 71 27 27.1 26.4 | Aerospace 1273 26.8 03 @7 »Bi1 24 17.9
IC design (handset/consumer electronics) (2.9 (32.6) 298 121 1.1 159 14.7 | Airlines (37.8) 1855 527 (29.1) (40.2) 1M1 198
Handset EMS (26.5) 41 74 (5.4) 98 126 115 | Heawy electrical 304 233 67.9 140 @0 243 205
Cloud digital 163 17.1 13.1 28 167 19.0 16.2 | Green energy 56.9 855 268 1017 123 21.9 121

Source: KGl Research estimates
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Figure 10: Earnings forecasts & valuations of Taiex constituents

Earning (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 3,115
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 1,51
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) 40.8 12.4 6.7
Tech 51.7 12.2 (20.9) 32.4 23.1 17.3
Tech excl. TSMC 771 (14.2) (23.9) 251 194 176
TSMC 15.2 70.4 (17.5) 39.9 26.5 17.0
P/E (x)

Taiex 18.1 18.8 26.4 18.8 16.1 14.6
Taiex excl. TSMC 13.1 15.8 235 16.7 14.9 13.9
Tech 26.2 23.4 295 223 18.1 15.4
Tech excl. TSMC 173 20.2 265 21.2 17.8 15.1
TSMC 459 26.9 326 233 18.4 15.8

Source: KGI Research estimates

Figure 11: Our top picks

Sector/ Investment Target Mkt cap Shz_|re Change (IEI!I)'SS) ES P(ﬁ ?025 Cas?ﬂ/:')ield
theme Company Code rating price price +-
(NT$)  (US$mn)  (NTS) () 2025F 2026F; 2025F 2026F, 2025F 2026F: 2025F 2026F 2025F 2026F
MediaTek 2454 TT ¢ Outperform 1700.0 67,660 1250.0 36.0{ 7229 8505 173 147 5.1 477 292 331 54 58
High-yield Uni-President 1216 TT | Outperform 92.0 14,959 77.9 1811 432 486 180 160 3.1 291 17.7 187 3.9 4.1
and PCSC 2912 TT | Outperform 300.0 9,030 257.0 16.7 1 11.98 13.51 214 190 59 53} 284 294 35 35
undervalued | cTRC Holding 2891 TT | Outperform 45.0 28,523 43.0 487 332 395¢ 129 109 1.6 141 135 138 49 5.6
stocks ES.FH 2884 1T Restricted N.A. 17,190 31.8 NAGL 184  1.94% 17.2 164 1.8 161 11.0 103 42 44
Asustek 2357 1T | Outperform 800.0 17,144 683.0 17115329 5446} 128 125 1.8 181 144 143 6.2 6.4
Alchip 3661 TT | Outperform 4020.0 7,651 2800.0 436 7582 12966¢ 369 216 5.2 441 145 217 14 23
MPI 6223TT | Outperform 1005.0 2,761 867.0 15913340 4034} 260 215 7.2 541 302 285 2.1 2.5
ASEH 3711 7T | Outperform 168.0 21,597 1445 16.3110.29 129 140 11.2 1.8 1.7¢ 132 154 3.1 4.2
Hon Hai 2317 1T | Outperform 205.0 73,003 155.5 31.81 1285 1446 121 10.8 1.2 1.2 106 113 44 49
Qd 2382 TT | Outperform 320.0 36,485 279.5 1454 17.75 1982§ 157 141 46 43§ 299 314 5.1 5.7
Al supply Wistron 3231 7T | Outperform 135.0 12,593 1185 139 847 1021 140 116 23 20§ 171 18.4 42 5.1
chain AVC 3017 TT ¢ Outperform 725.0 9,629 734.0 (1.2); 36.26 45783 202 160 79 6.27 432 434 23 3.0
DELTA 2308 TT | OQutperform 428.0 35,114 400.0 7.0 17.03 20.20§ 235 198 4.0 3.6 180 19.0 2.1 25
BHI (Bizlink} 3665 TT ; Outperform 788.0 4,915 765.0 3.0 3797 4574 201 16.7 34 3.0 184 192 24 29
ELASER 3450 TT | Outperform 300.0 1,056 2145 3991 650 10.01 330 214 6.3 541 202 273 14 2.1
GCE 2368 TT | Outperform 282.0 4,430 266.5 58 16.01 19.15] 166 139 5.0 40§ 332 318 3.0 36
Accton 2345TT | Outperform 950.0 13,521 713.0 33.2137.99 NAE 188 N-A 8.7 NAG 51.8 N-A 29 N.A.

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.

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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