
STRATEGY   

Taiwan 

 

24 October 2023  1   

Medium-term buying opportunities emerging   

  Escalating US AI chip export restrictions have already been priced in to a certain extent 

The Biden administration announced on October 17 wider restrictions on AI chip exports 
to China, which will take effect in 30 days. Judging by the US AI chip restrictions 
implemented a year ago, we expect aggressive pull-in demand from Chinese 
manufacturers before the effective date and that AI server chip makers will seek 
alternative solutions that comply with the new rules. In the wake of the first set of AI chip 
restrictions put in place last year, the Taiex bottomed within 11 days and climbed back to 
where it was before the decline, indicating the effect of the restrictions on the Taiex was 
short-lived. US Bureau of Industry and Security (BIS) officials stated that if the 
semiconductor sector is able to design a “tamper-proof” mechanism to prevent systems 
embedded with a maximum of 256 AI chips from being strung together and made into a 
supercomputer for military use, then AI chip exports to China can continue. 

Falling Treasury yields usually bring funds back to stock markets 

While US Treasury yields have climbed structurally of late on term premiums, we expect 
them to fall as the current Fed rate hikes draw to a close. Since 1990, whenever Treasury 
yields started falling from their peaks, the Taiex posted respective average returns of 4.2%, 
1.5%, and 3.6% within one, two, and three months, suggesting falling Treasury yields bode 
well for stock markets. The Fed’s latest dot plot foretells that the current rate uptrend will 
stop by the end of the year. 

Israel-Hamas war will have little effect on equities, unless it triggers a war involving 
larger nations 

The Israel-Hamas conflict has heightened geopolitical risk in the Middle East and has 
rapidly increased risk-aversion sentiment within global stock markets. That said, non-
economic events, such as wars and terrorist attacks of all sizes since WWII, have had very 
limited effect on stock markets, unless they led to conflicts between larger nations. Since 
WWII, only six conflicts, including the Japanese attack on Pearl Harbor (1941), the North 
Korean invasion of South Korea (1950), the Cuban Missile Crisis (1962), the Vietnam War 
(1968), the invasion of Kuwait by Iraq (1990), and the September 11 attacks (2001), caused 
the S&P 500 to plummet by over 5%, due to the involvement of major nations. The 
remaining 21 such events had little effect on global stock markets. Specifically, stock 
markets required one month to more than six months to fully recover in the aftermath of 
the conflicts involving large countries, while only a few days or weeks were needed in the 
case of small conflicts. 

Taiex to rally over medium- to long-term during the upcoming earnings upcycle 

TSMC’s (2330 TT, NT$544, OP) analyst meeting on October 19 indicated that sector-wide 
inventory adjustments are ending and early signs of recovery have emerged. We predict 
3Q23 earnings will surprise on the upside as two-thirds of tech firms will beat on sales 
growth and forex gains. In addition, smooth inventory digestion, AI server/PC replacement 
demand, and decent macroeconomics will usher in a wave of upward revisions to 
projected earnings, which will bring an end to the earnings downcycle that began in 2H22 
and support a medium- to long-term bull run for the Taiex. 

Valuation & Action 

The Taiex has recently come under selling pressure again on a slew of negatives, including 
escalating US AI chip export restrictions, surging US Treasury yields, and the Israel-Hamas 
war. Investors should not fear these negatives, as they have to a certain extent already 
been priced in and earnings projections are set to be revised up, which will spur a Taiex 
bull run. For the near-term, we prefer corporations that have posted impressive earnings 
or are benefiting from government policies. Our top picks are Gigabyte Technology (2376 
TT, NT$247, OP), Auras Technology (3324 TT, NT$312, OP), Accton (2345 TT, NT$511, OP), 
Elite Material (2383 TT, NT$413, OP), UMC (2303 TT, NT$48.3, OP), LuxNet (4979 TT, 
NT$158, OP), MediaTek (2454 TT, NT$816, OP), Novatek Microelectronics (3034 TT, 
NT$429, OP), Nanya Technology (2408 TT, NT$67.8, OP), Waffer Technology (6235 TT, 
NT$125, OP), and Chung-Hsin Electric & Machinery Manufacturing (1513 TT, NT$100, 
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 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.  


