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Bulls returning on lower Treasury yields & positive earnings outlook   

  Taiex showed signs of bulls returning in early October after falling for two months 

The Taiex fell in both August and September, down a total of 4.6%, due to increased 
returns on US sovereign bonds, higher energy prices and a strong dollar. However, the 
index has seen bulls coming back since the start of October on Taiwan-bound global 
funds, as the aforementioned returns began falling from the 16-year peak and the 
dollar started weakening. 

Taiex returns often positive within 1-3 months of yield declines, supporting a rally 

The surprise Israel-Hamas war has sparked off a flight-to-safety trend among 
investors, such as the buying of US sovereign bonds, which has pulled down returns. 
In addition, Fed officials have frequently stated of late that yield increases over the 
past few days reflect to a certain extent the effect of the rate hike of 25bps, lowering 
market bets on further rate hikes in November and December. According to Chicago 
Mercantile Exchange’s (CME) FedWatch, investors see just an 8% and 28% probability 
that the Fed will raise rates in November and December, respectively. Given the clear 
indication of falling US sovereign bond returns, we predict the Taiex will rally toward 
the end of the year and early next year. Our prediction is backed by historical patterns, 
namely that since 1990 the Taiex has yielded returns of 3.9%, 1.2% and 3.8% for one, 
two and three months, respectively, following a decline in US sovereign bond returns. 
Tech sector returns for the same periods were a respective 3.8%, 4.2% and 11.3%, 
suggesting shares more sensitive to interest rates are more favored by investors when 
yields fall. 

Likely new earnings upcycle to support Taiex rally over medium-to-long term 

We predict Taiwan’s 3Q23 earnings season will surprise to the upside thanks to forex 
gains. Meanwhile, smooth destocking and replacement by AI server and AI PC in 2024-
25F, coupled with a decent macro-economic environment, will usher in a new wave 
of upward revisions to projected earnings, enabling the Taiex to rally over the 
medium-to-long term. The NT dollar depreciated 3.5% against the US dollar in 3Q23, 
bringing significant forex gains to export-oriented sectors such as tech, automobile 
parts, industrial automation and garment processing. Based on a regression analysis 
of quarterly appreciation/ depreciation of the NT dollar against the greenback and 
TWSE-listed firms’ share of forex gains in operating profit, we estimate forex gains will 
boost operating profit by 7% for related firms in 3Q23F. Our survey of inventories 
shows that PC/ NB inventory turnover has quickened from last year’s peak of 82 days 
to 65 days, of server from 77 days to 62 days, and of GaAs semiconductor from 191 
days to 150 days. As AI spurs a replacement cycle, we forecast global server shipments 
will shift from a decline of 17% in 2023F to growth of 15% next year, and PC shipments 
from a decline of 11% this year to growth of 3-5% in 2024F, supporting consensus 
Taiex earnings growth of over 20% for 2024F and 2025F. Taiex forward PE will be a 
respective 20x and 16x in 2023F and 2024F, versus a five-year average of 15x. 

Valuation & Action 

The Israel-Hamas war will weigh on market sentiment in the near term. Nonetheless, 
falling US Treasury yields and the positive corporate earnings outlook will bring back 
Taiex bulls by the end of the year. We recommend companies with the potential for 
earnings to surprise on the upside. Our top picks are Gigabyte (2376 TT, NT$261.5, 
OP), Auras (3324 TT, NT$310.5, OP), EMC (2383 TT, NT$418, OP), UMC (2303 TT, 
NT$48.2, OP), LuxNet (4979 TT, NT$152.5, OP), Mediatek (2454 TT, NT$825, OP), 
Novatek (3034 TT, NT$430，OP), Nanya Tech (2408 TT, NT$154, OP), Hu Lane (6279 
TT, NT$154, OP) and Airtac (1590 TT, NT$1050, OP). 
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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. 

 

 

 

 

 

 

 

 

 

 

 

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 c hange 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.  


