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Event 

Escalation of the Israel-Iran military conflict has disrupted the recent Taiex rebound. 

Analysis 

US intervention in the Middle East critical to the performance of stock markets near 

term. Over the past week, the Taiex rebound came to an end and switched into 

consolidation mode, mainly due to escalation of the Israel-Iran military conflict, which 

has led to foreign capital outflows from the Taiex. Going forward, we believe US 

involvement in the war will be a major swing factor for market performance. Looking 

back at 22 major international wars or terrorist attacks since World War II, 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 AI 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 AI-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 AI 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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