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Historically, October market troughs often
mark the beginning of a year-end rally.
While Coreweave's (US) debt issues may hurt
market  confidence, they should be
considered an individual corporate credit risk
and insufficient to trigger a systemic crisis.

The upcoming earnings season could be a
major catalyst for a market rally. We stand
by our view that the Taiex will climb to
50,000 points by end-2026F before hitting
55,000 in 1H27F.

. We recommend investors focus on the

Rubin Ultra supply chain and sectors
benefitting from Al ASIC and agentic Al.

Economics & strategy

Strategy

Recent trough could mark the beginning of year-end rally

Event

The Taiex has recently pulled back from previous highs, primarily due to rising concerns
over Al-related financing risks, inflation and interest rate uncertainty, geopolitical tensions,
and intensifying competition across some tech sectors. However, we believe the current
environment resembles more a correction within a bull market than the beginning of a
new bear cycle. Based on historical experience, credit market signals and corporate
earnings outlook, the recent market trough could serve as an important starting point for
a year-end rally.

Analysis

October market trough often marks the beginning of a year-end rally. Historically,
4Q has been a relatively favorable investment period for Taiex investors, underpinned by
the arrival of peak season for many industries and market liquidity being buoyed by
year-end window dressing, institutional performance competition and expectations for
next year's economic outlook. As a result, October frequently serves as a consolidation
period ahead of a year-end rally, with the market staging a recovery once all potential
negatives have been priced in.

Long-term historical data show that the Taiex delivers 4Q returns of 3-6% on average, and
we note that a year-end rally has been a highly probable event unless the market
experiences systemic shocks such as a global financial crisis or US sovereign credit
downgrades. Even when short-term volatility arises because of negative news, the
performance of the Taiex tends to re-align with fundamentals as long as corporate
earnings continue to grow. The current situation bears many similarities to the past.
Recent market concerns have centered on Al-related financing risks and uncertainty
surrounding interest rate policies. However, these factors have not yet altered the
narrative of corporate earnings growth. With fundamentals continuing to improve, we
believe the correction in October is more consistent with a consolidation phase ahead of a
year-end rally rather than a signal indicating the end of a bull market.

Coreweave'’s debt issue should be considered an individual corporate credit risk.
Recent market attention has focused on the financing risks surrounding Coreweave (US),
with some investors worrying that the situation could escalate into a systemic crisis like the
dot-com bubble in 2000 or the global financial crisis in 2008. However, judging from
credit market indicators, the current environment appears more comparable to the Silicon
Valley Bank event in 2023 than to a systemic financial crisis.

The key factor of an isolated event evolving into a systemic risk is whether the event
generates broad contagion effects. In this context, the CCC-rated high-yield credit spread
serves as a crucial indicator, as it reflects the market's assessment of default risk among
the weakest corporate borrowers. Historical experience suggests that when the spread
rises above 15%, the stock market typically comes under greater correction pressure.
When the spread exceeds 20%, the economy is often already in recession or experiencing
a financial crisis.

Coreweave's credit spread is approaching 10%, but credit spreads for other neocloud
operators and major CSPs are stable, suggesting that market concerns are concentrated
on a specific firm rather than demand across the broader Al industry. In addition, the
CCC-rated high-yield credit spread is around 10%, still well below the 15% warning
threshold; thus it does not indicate a substantial rise of systemic risk.

From the perspective of the financial system, the 2008 global financial crisis spread rapidly
because of extensive cross-exposure among financial institutions. By contrast, the risks
associated with Coreweave are limited to the firm and its investors, and have not triggered
a chain reaction involving major financial institutions.
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As a result, we see the Coreweave debt issue as a firm-specific credit event, with its
implications appearing more comparable to the Silicon Valley Bank event in 2023 than to
the 2008 global financial crisis.

Earnings season will be a major catalyst for a market rally. Another important factor
supporting future rebounds in the Taiex is corporate earnings. In its latest earnings call,
TSMC (2330 TT, NT$2420, OP) once again raised its full-year sales outlook, guiding 44%
sales growth from the previous 40%. In other words, Al demand remains well above
market expectations. Within the global tech supply chain, TSMC has long played the role
of an economic barometer, and so upward revisions to its guidance often signal further
earnings upgrades across the broader semiconductor and Al supply chains.

In fact, more than 70% of tech firms have recently reported stronger-than-expected 3Q26
sales, suggesting that corporate fundamentals remain solid. As earnings results are
released, market attention is likely to shift away from short-term headwinds and back to
corporate earnings growth. Al products boast higher technological barriers and better
pricing power for their manufacturers, and thus should not only drive sales growth but
also help improve corporate gross margins and profitability. As a result, the current
earnings season could extend the earnings upcycle that started in 2023 and create an
important catalyst for the next Taiex rally.

We currently forecast that Taiex corporate earnings will grow 53%, 24%, and 23% in
2026-28F, respectively. The primary growth drivers are continued Al capex expansion,
ramp-ups of next-generation Al chip platforms and rapid adoption of Al applications by
enterprises.

Conclusion & top picks

The Taiex has recently pulled back from previous highs, primarily reflecting short-term
headwinds including rising Al-related financing risks, concerns over inflation and interest
rates, geopolitical tensions and intensifying competition across some tech sectors.
However, we believe the current situation is more of a technical correction within an
ongoing bull market than the beginning of a new bear cycle. From the perspectives of
historical experience, credit market signals, and corporate earnings outlook, the recent
pullback should be viewed as a starting point for a year-end rally.

We stand by our view that the Taiex will climb to 50,000 points by year-end before
advancing further to 55,000 in 1H27F. An index reading of 55,000 implies a 2027-28F
average PE of 20x, which we see as reasonable. In light of continued Al capex growth, the
ramp-up of next-generation computing platforms and accelerating adoption of Al
applications across industries, we expect Taiex constituents to enjoy sustainable earnings
growth, and thus argue that recent volatility is actually a good entry point for
medium- and long-term investors. For investment recommendations, we suggest investors
focus on the Rubin Ultra supply chain, Al ASIC, agentic Al and beneficiaries of Al
infrastructure build-out and proliferation of Al applications.
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Figure 1: October Taiex market troughs often mark the
beginning of a year-end rally

Figure 2: Coreweave's credit spread is approaching 10%,
but credit spreads of other neocloud operators & major
CSPs are stable
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Overview of bond yields & yield spreads of Al infrastructure firms, Big Four
US CSPs & GPU firms

Company Yield t(zo;:)aturlty Yield s$:::stil \rllse i.lfo/: )O-year Credit risk

CoreWeave 14.90 9.90 Extremely high
Oracle 7.80 2.80 Medium to high
Nebius Group 6.00 1.00 Medium to low
Amazon 6.00 1.00 Extremely low
Alphabet 6.00 1.00 Extremely low
Meta 5.90 0.90 Extremely low
Microsoft 5.40 0.40 Extremely low
Nvidia 4.50 -0.50 Extremely low

Source: TEJ; KGI Research

Source: Bloomberg; KGI Research

Figure 3: High-yield credit spread around 10%, still well
below the 15% warning threshold

Figure 4: Should high-yield credit spread rise above 15%,
investors need to beware of looming credit risks

High-yield (CCC-rated) bond credit spread, percent (LHS); S&P 500 index,
points (RHS)
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Source: Bloomberg; KGI Research

Note: Credit spread of high-yield (CCC-rated) bonds = CCC-rated bond yield minus US 10-year
Treasury yield
Note: Shaded areas indicate periods of US economic recession

Source: KGI Research

Figure 5: TSMC has again raised its full-year sales outlook,
which bodes well for further Taiex earnings upgrades

Figure 6: Al beneficiaries have delivered upbeat 3Q26 sales,
which we believe will fuel more earnings upgrades in
upcoming earnings season

Projected TSMC & Taiex EPS (estimates as of January 1, 2023 as base of 100)
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Source: FactSet; KGI Research

Source: TEJ; KGI Research
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Figure 7: Earnings & valuations of Taiex constituents

Earning (NT$bn) 2021 2022 2023 2024 2025 2026F 2027F
Taiex 3,917 3,771 2,682 3,780 4,344 6,659 8,240
Taiex excl. TSMC 3,320 2,755 1,844 2,607 2,626 3,749 4,472
Tech 1,914 2,147 1,698 2,249 3,101 4,891 6,412
Tech excl. TSMC 1,317 1,130 860 1,075 1,383 1,980 2,644
TSMC 597 1,017 838 1,173 1,718 2,91 3,768
EPS growth (%)
Taiex 78.1 (3.7) (28.9) 40.9 14.9 53.3 23.7
Taiex excl. TSMC 97.4 (17.0) (33.1) 41.4 0.7 42.8 19.3
Tech 51.7 12.2 (20.9) 324 37.9 57.7 31.1
Tech excl. TSMC 77.1 (14.2) (23.9) 25.1 28.6 43.1 335
TSMC 15.2 70.4 (17.5) 39.9 46.4 69.4 29.4
P/E (x)
Taiex 39.2 40.7 57.3 40.6 353 23.1 18.6
Taiex excl. TSMC 27.3 33.0 49.2 34.8 34.6 24.2 20.3
Tech 63.8 56.9 71.9 54.3 394 25.0 19.0
Tech excl. TSMC 45.1 52.5 69.0 55.2 42.9 30.0 22.4
TSMC 105.2 61.7 74.8 53.5 36.5 21.6 16.7
Source: KGI Research
Figure 8: Spurred by the Al boom, Taiex had reached a Figure 9: Taiex levels & corresponding valuations
recent high of 21x PE; current valuation is 19-20x, which we
see as reasonable for a bull market
Taiex bull market PE band (one-year forward), x 2026F .Equivalent 2027F .Equivalent 2028F .Equivalent
2 PE (x) index !evel PE (x) index !evel PE (x) index !evel
35 35 I 37 (points) (points) (points)
30 15 30,503 15 37,743 15 46,574
25 25
%0 21 2 % 21 16 32,536 16 40,259 16 49,679
15 T f g T HOWT 18 36,603 18 45291 18 55,889
10 n 12 10
5 20 40,670 20 50,324 20 62,099
’ 1996-1997 19992000 20032007  2011-2018 20202021 2022-present 2 42,704 21 528401 21 65,204
PCera Internet era  Housing boom Smartphone era Zalcgzr:c\ic Al boom 22 44737 22 55356 | 22 68,309
® Lowest X Highest 23 46771 | 23 57872 23 71414
Source: TEJ; KGI Research Source: TEJ; KGI Research
Figure 10: Our top picks
sector! imvestment | TGt Mktcap  Share Change EPS EPS YoY PE PEG P/B ROE Cash yield
theme Company Code rating price price +- (NTS) (%) x) ) (x) (%) (%)
(NTS)  (USSmn) (NTS) (%) 2026F 2027F]  2026F 2027F| 2026F 2027F 2026F 2027F, 2026F 2027F| 2026F 2027F| 2026F 2027F
Semiconductor [TSMC 23307T | OQutperform | 3,650 1,935,132  2,420.0 508 112.24 145.29 69.4 294 216 167! 03 06! 81 59| 443 409 12 14
MediaTek 24547TT | Outperform 5500 204,888 4,1400 329 70.06 115.04 59 842 591 360f 99 06, 152 130| 266 387 16 17
Alchip 36617TT | Outperform | 6,180 9,878 13,7100 66.6 | 130.60 171.62 898 314 284 216/ 03 07: 61 52| 235 259 18 23
GUC 3443 7T | OQutperform 5870 33,059 80000  (266) 50.99 130.40 813 1557|1569 613} 19 04 543 331| 418 670 05 12
Chipbond 6147 TT | OQutperform 365 4902 2135 710| 58 922 563 578| 365 232} 06 04; 23 22| 80 108] 21 32
HON 776977 | Qutperform | 9,000 28463  5,130.0 754 129.97 22671 892 744 395 226, 04 03 132 98| 366 497 18 3.1
MPI 6223TT | Outperform { 10,000 15122  5,005.0 998| 76.08 137531 1347 808| 658 364{ 05 05f 289 230 473 703} 09 16
Al server AVC 301777 | Outperform | 4,340 39351 3,2350 342|10768 17361} 1199 614] 300 186! 03 03} 188 120 745 773] 14 23
Jentech 3653 7T | Outperform | 10,000 29,663 6,535.0 530 6878 196.23 912 1853 950 333! 10 02} 357 251| 406 85| 06 18
DELTA 23087TT | OQutperform 2,505 130,158 1,625.0 542 4057 66.29 753 634 401 245} 05 04F 119 89 339 417 12 20
Fositek 6805TT | Outperform | 2,685 5063 2,3950 121 6366 103261 1053 622 376 2321 04 04 171 122{ 520 613] 12 19
EMC 23837T | Outperform 7,625 55135 48900 52810884 19064| 1662 752 458 2621 03 03| 244 151| 631 714] 13 23
Unimicron 3037 7T | Outperform 1,175 5575  1,100.0 68| 1610 3271! 2834 1031] 683 336! 02 03} 134 102| 226 358} 07 13
ol 4958 TT | Outperform 775 20,201 578.0 341| 1498 2980) 1447 989) 386 194) 03 02} 38 33| 116 191} 13 26
GCE 23687TT | Outperform | 2,000 19,620 1,195.0 674| 4149 7144) 1233 722| 288 167{ 02 02f 11 76| 485 548} 19 33
Kaori 8996 7T | Outperform 2,270 4793 1,660.0 367| 2308 42750 1577 852) 719 3881 05 05f 267 178 431 551} 07 13
Accton 2345TT | Outperform | 3,100 31,404 1,8150 708 | 8578 12487 824 458 212 145} 03 03} 91 61| 567 502 15 22
Others NTC 24087TT | Outperform 800 46433 4365 833| 8053 14808) 40255 857| 54 291 00 00} 30 16| 889 770{ 55 102
HolyStone 3026 TT | Qutperform 1,000 4169 8150 227| 1485 3973 1256 1676f 549 205{ 04 01| 116 82| 226 469{ 13 25
GWC 6488 7T | Outperform 1,500 14,331 880.0 705| 1668 59.99 92 2594 527 1471 58 01f 44 37| 85 275/ 09 34
CTBC Holding 2891 TT 74 45383 74.8 (1) 424 470 34 109 177 158] 52 15{ 18 16| 129 107| 37 41

Source: KGI Research
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KGI Locations

KGI's Ratings

Disclaimer

China Shanghai

Room 1507, Park Place, 1601 Nanjing West Road, Jingan District, Shanghai,
PRC 200040

Taiwan Taipei

700 Mingshui Road, Taipei, Taiwan
Telephone 886.2.2181.8888 - Facsimile 886.2.8501.1691

Hong Kong

41/F Central Plaza, 18 Harbour Road, Wanchai, Hong Kong
Telephone 852.2878.6888 Facsimile 852.2878.6800

Thailand Bangkok

8th - 11th floors, Asia Centre Building
173 South Sathorn Road, Bangkok 10120, Thailand
Telephone 66.2658.8888 Facsimile 66.2658.8014

Singapore 4 Shenton Way #13-01 SGX Centre 2
Singapore 068807
Telephone 65.6202.1188 Facsimile 65.6534.4826

Indonesia Sona Topas Tower FI.11 JI. Jend. Sudirman kav.26 JakartaSelatan 12920 Indonesia
Telephone 62 21 250 6337

Rating Definition

Outperform (OP)

Neutral (N)

Under perform (U)

Not Rated (NR)

Restricted (R)

We take a positive view on the stock. The stock is expected to outperform the expected total return*
of the KGI coverage universe in the related market over a 12-month investment horizon.

We take a neutral view on the stock. The stock is expected to perform in line with the expected total
return* of the KGI coverage universe in the related market over a 12-month investment horizon.

We take a negative view on the stock. The stock is expected to underperform the expected total
return* of the KGI coverage universe in the related market over a 12-month investment horizon.

The stock is not rated by KGI.

KGI policy and/or applicable law regulations preclude certain types of communications, including an

investment recommendation, during the course of KGI's engagement in an investment banking
transaction and in certain other circumstances.

Total return = (12M target price - current price) / current price

All the above named KGI analyst(s) is SFC licensed person accredited to KGI Asia Ltd to carry on the relevantregulated activities. Each of
them and/or his/her associate(s) does not have any financial interest in therespectively 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.

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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