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ECONOMICS & STRATEGY

Taiwan

A return to a bull run in sight

il

Taiex to challenge the previous peak of
24,416 points. Our main theme for 2025F
Taiex investment is “Al for electronics,
MAGA for non-electronics”.

decent
achievement

Tech plays
October-November

posted
sales
rates.

End-demand bolstered by stimulus palicies
from the Chinese government.

Event

After undergoing pullbacks due to risks stemming from US President-elect Trump in
November, the Taiex has showed signs of a bull run returning in early-December. We
believe the bull run will extend until at least Chinese New Year (CNY).

Analysis

Taiex bull run to challenge the previous peak of 24,416 points. We expect the Taiex bull
run bull run to extend until at least CNY, and challenge the previous peak of 24,416, with
catalysts including early pull-in demand in sectors driven by risks stemming from Trump,
the technology supply chain posting decent October-November sales, the US Fed cutting
rates further in late-December, China rolling out expansionary stimulus policies, the
seasonal effect of corporations reporting year-end results and guidance, and slow year-
end transactions in global funds offering relief to sell-off pressure on the Taiex.

Tech plays posted decent sales achievement rates in October-November. Among the 20
major technology groups under our coverage, more than 80% posted 4Q24F sales
achievement rates (cumulative October-November sales) in line with or above
expectations. Most of them benefited from the strong demand for Al servers and the
mass production and shipments commencement of GB200 Al GPUs. MediaTek’s (2454
TT, NT$1350, OP) business was bolstered by robust sales of high-end handsets, causing
IC design (handsets and consumer electronics) plays to post better-than-expected sales
achievement rates. The technology subgroups with the best sales achievement rate are,
in descending order, copper foil substrates (74%), optical communications (72%), IC
design (handsets and consumer electronics) (71%), server assembly (71%), thermal plays
(71%) and Tier-1 foundries (69%). Those with lower sales achievement rates are IC design
services (60%) and ABF (63%). The former reflects the deferral of North American Al
design projects for Global Unichip (3443 TT, NT$1250, N), while the latter is capped by
sluggish demand for PCs and handsets, dragging down BT and PCB orders.

End-demand shored up by expansionary Chinese stimulus policies. China, which has
been a drag to global end-market demand in the past few years, has finally recovered.
We have seen the preliminary results of market-rescuing measures implemented at end-
September in October housing market sales data. The central government is currently
convening the Central Economic Work Conference, which the market expects to roll out
more stimulus policies, especially fiscal policies. Historically, it takes nine months after
adopting expansionary fiscal policies, and driving the credit impulse indicator to bottom
out, for the central government to restore liquidity to the market and revitalize the
economy. The credit impulse, the ratio of new credit to domestic GDP, is a leading
indicator which measures the credit cycle in a market, and usually rises during an
economic recovery. China is the second largest economy after the US, and plays a pivotal
role in terms of global end-demand.

Low trading volumes by global funds at year-end offering relief to sell-off pressure for
the Taiex. Global funds divested from the Taiex in November due to risks stemming from
the US Presidental election. However, the Taiex is usually led by domestic funds during
this period, as global funds enter the holiday season, resulting in a relatively low volume
of transactions. The Taiex ususally sees a rally into CNY, underpinned by the seasonal
effect of corporations reporting year-end results and guidance during the absence of
earnings results. The average annual weighting of FINI trading volume in the Taiex is 28%,
but it usually drops to 25% in December, and only 20% in the last week of December.

Conclusion & top picks

We are upbeat about signs that the Taiex is entering a bull run, and suggest investors
engage during short-term consolidations. Our main theme for 2025F Taiex investment is
“Al for electronics, MAGA for non-electronics”. We recommend 25 counters.
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Figure 1: Tech plays posted decent October-November sales
achievement rates, driven by robust Al demand

Figure 2: Only 40% of non-tech groups’ sales achievement
rates met or exceeded expectations
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Figure 3: China's commercial housing floor area sold decline
in October narrowed YoY to -2% from -11%

Figure 4: China's second-hand housing price decline in
October narrowed YoY to -8.9% from -9.0%

China's monthly floor area of commercial housing sold, mn square meters
(LHS); sales area YoY, percent (RHS)
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Figure 5: China’s economy to be revitalized after
expansionary fiscal policies are implemented

Figure 6: China makes up a large percentage of global
end-demand

China's credit & fiscal expenditure impulse to GDP, percent (LHS); China's
official manufacturing PMI (RHS)
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Figure 7: The participation of global funds in the Taiex is Figure 8: A bull run usually emerges in the Taiex between
usually lowest in December the end of a calendar year and CNY
Moaonthly transaction of FINI in the Taiex (10-year average), percent Taiex monthly uptrend, percent (LHS); Taiex monthly uptrend probability,
percent (RHS)
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Figure 9: Taiex & subsector earnings & valuations

Earning YoY (%) Forecast PE (x) Earning YoY (%) Forecast PE (x)

Tech 2022 2023 2024F  2025F| 2024F  2025F| Non-tech 2022 2023 2024F  2025F| 2024F  2025F
Server EMS (7 3.7 256 278 19.9 154 Cement (50.7) 314 (9.8) 10.2 19.7 17.5
Thermal 345 205 539 546 338 205 Food (13.6) 6.8 204 209 220 18.2
Power supply 15.1 24 10.7 215 22.8 18.8| Apparel 321 (11.0) 219 12.0 19.4 17.3
ABF 102.5 (68.1) (58.7) 266.3 2684 14.4 | Footwear makers 100.0 (45.2) 19.8 12.2 229 204
Optical communication - 634 347 30.1 438 33.7| Auto parts 528 (24.7) 69.3 17.9 16.2 15.7
IC design service 94.8 53 314 19.7 454 32.6| Industrial automation 5.2 (14.2) 1.7 15.3 29.7 243
Networking PCB 56.1 (22.8) 67.7 312 18.1 13.8| Bicycle (12.7) (44.8) (0.8) 282 20.8 16.3
Networking 773 15.2 6.2 20.8 30.4 16.6 | Container shipping 19.7 (94.4) 615.6 (46.0) 43 8.7
ccL (7.7 82 69.7 225 21.2 17.3| Steel (75.4) (89.0) (34.7) 406.8 533 (18.5)
Tier-one foundry 704 (17.5) 399 279 231 18.1 | Tourism (46.5) 176.4 42 121 16.3 13.8
Second-tier foundries 516 (333) (18.5) (5.2) 19.8 19.7| Food (27) 927 (3.1 216 18.4 14.0
Handset components 284 (36.7) 326 121 116 12.0 | Aerospace 135.4 213 6.8 26.2 223 16.0
Telecom 26 13.7 0.0 5.6 29.9 2841 Airlines (37.8) 185.5 476 (36.8) 10.0 17.1
IC design thandset/consumer (29) (32.6) 30.2 47 175 16.6 | Heavy electrical (1.9) N4 394 217 265 201
Handset EMS (26.5) 41 18.7 0.7 13.7 13.6 | Green energy 56.9 90.1 12.8 65.7 265 15.8
Cloud digital 16.3 171 15.4 196 309 246 Taiex (3.7) (273) 364 17.9 20.0 17.0

Source: KGI Research estimates

Figure 10: Taiex valuations

Forward PB (x) Forward PE (x)
P rven| 2024 205 ol O] avermge] eat] bottom| ryenr] 228 205 LV D enge] peok| botom

Taiex 2131 230] 213 1.75 164 163 228 095] 1756 2003 16.99 15.13 1497 17.08] 2173 880
Taiexexcl. TSMC 153] 164 152 141 139 147 222 089] 1687|1857 1641 14 82 1494 1601 2271 806

Source: TEJ; KGI Research estimates
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Figure 11: Our top picks

Target Mkt cap Share  Change EPS PE P/B ROE Cash yield EPS YoY PEG
Company  Code ‘"“’::"'":"‘ price price L (NTS) o) () (%) (%) (%) (%)
(NTS)  (USSmn) (NTS) (%)| 2024F 2025F| 2024F 2025F| 2024F 2025F 2024F 2025F| 2024F 2025F] 2024F 2025F| 2024F 2025F
TSMC 233077 | Outperform | 14500 832812 10450 388 4523 5787 231 181| 64 51| 304 315 15 17{ 399 279| 06 06
Winway 6515TT | Outperform | 16550 1225 11250 471 3491 s026| 322 224| 84 61| 294 312 23 33| 1587 440| 02 05
M31 6643TT | Outperform 955.0 929 7230 321| 802 1364 902 530| 19 10| 154 260| 09 15] (264) 779| (34 07
Hon Hai 231777 | Outperform 2000 80,686 189.0 534| 1150 1448 164 130| 17 16| 104 124| 32 40] 122 259 13 05
acl 238277 | Outperform 4000 34,068 287.0 304 1458 1903| 197 151| 56 52| 203 358 41 53| 417 305 05 05
AVC 3017717 Olllpel‘folm 885.0 8339 7000 264 21.40 3161 327 221 103 83 341 116 15 23 546 ai7 06 05
Alfpea<) DELTA 2308TT | Outperform 5120 33,088 4145 235| 1556 1897 266 218| 47 41| 188 201| 19 23] 210 220 13 10
EMC 238377 | Outperform 595.0 6,075 5720 40| 2705 3314| 211 173| 65 57| 326 352| 28 35| 697 225/ 03 08
GCE 236877 | Outperform 255.0 3,295 2180 170 1203 1s79| 181 138| 62 s2| 3a7 a1| 28 34 677 312] 03 o2
Unimicron 303777 | Outperform 2050 6,937 1480 385( 432 1278 343 16| 24 21| 71 193| 12 35| (450) 1958| (08) 01
Accton 234577 | Outperform 7600 12,588 7300 41] 1961 2525| 372 289 142 118| 405 446| 18 21| 229 293| 16 10
VPEC 245577 Ou‘[perfmm 2020 923 1625 243 372 529 437 307 9.0 80 214 276 20 28 528 421 08 07
MTK 2454 71T Dutperform 17000 66,450 13500 259 67.16 7024 201 192 55 52 280 274 51 50 387 46 05 a1
A0 Faraday 303577 | Outperform 305.0 1,850 2310 320| 418 878| 552 263| 45 40| 94 62| 13 27] (322) nz4| (17  o02
Alchip 3661TT | Outperform | 33450 6625 26750 250| 8098 8360| 330 320| 59 s4f 238 177 15 16| 927 42| o4 77
Andes 653377 | Outperform 4800 613 3935 20| (180) 397| wNm 990 42 ao| (19) az| oo o02{ (105 NM| NA NA
Gaming PC Asustek 235777 | Outperform 8100 13787 6040 341 4781 4502 126 134 18 17| 145 31| s9 56 1230 (s8)f o1 (23)
DPI 457277 Oulperfurm 195.0 186 1550 258 7.14 781 217 199 31 30 145 154 37 a1 15.0 93 14 21
MAGA Hiwin 2049 7T Dutperﬁ)rm 2940 2,745 2525 164 6.84 894 369 282 25 23 68 85 12 15 189 308 20 09
(Make America
Great Again) FE 15197T | Outperform 800.0 4,730 536.0 493 1430 2283 375 235| 193 147| e18 782 21 31| 593 s597| 06 04
lotusPharm ~ 1795TT | Outperform 600.0 2,173 266.0 1256 1904 2918 140 91| 34 27| 262 320| 21 33| 218 50| 06 02
(athay FHC 2882 71T Dutperﬁ)rm 800 30,835 684 17.0 760 668 9.0 102 12 11 146 1.0 44 444 1189 (12.1)! 01 (0.8)
High Dividend Yield |CTBC FHC 289177 | Outperform 420 23576 39,1 74| 353 359 111 w9 17 14| 159 140| 47 47| 236 16| 05 68
Uni-President 1216 TT | Outperform 940 14912 854 101] 388 470| 220 182| 38 36| 174 203| 37 45| 204 209 11 09

Source: TEJ; 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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