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Impact on Taiex & sectors of US presidential election

Key message Market concerned about risk of a Trump victory after the presidential debate

Former President Donald Trump has inched ahead of President Biden in the first national
poll since the incumbent's widely-considered “disastrous” CNN debate on June 28. Trump
BRI s cxportorienied  green NEEE will return to the White House if the results of national polling hold up. Due to the

sector to be impacted under Trump victory. electoral system in the US, swing states are critical to candidates. Trump has led Biden in

1. Trump’s plan for higher tariffs the main risk.

3. Taiex backend-loaded — To peak at 23,000 swing states before and since the debate. Since Trump has made it clear that he will
points and trough at 20,000 points in  impose another round of new import tariffs, namely a 10% across-the-board levy on all
2H24F. products imported into the US, and calls for a 60% tariff on all Chinese goods if elected,

countries around the world are concerned about damage to the global economic system.

In addition to a possibile global tariff war, the global green energy sector may be

impacted heavily as Trump is not a believer in climate change, though this would benefit

traditional energy industries as environmental regulations may be lifted. More generally,

Trump and Biden hold radically different views on many issues, including abortion,

immigration, business and personal income taxes (including the wealth tax) and the

Russia-Ukraine conflict. However, we think the overall impact of a Trump victory will be

greater in the US than in Taiwan, which will only be moderately affected.

Trump’s higher import tariffs the main risk for Taiwan

During Trump's 2016-20 term, his administration imposed a round of tariffs that targeted
USS$250bn of China-made goods. As a result, many Taiwanese manufacturers operating
in China moved production lines to Southeast Asia and/ or back to Taiwan, not only
reducing the negative impact but actually benefiting from order transfers. However, this
time around Trump is floating a 10% across-the-board tariff on all US imports, which
means the impact on the profitability of Taiex-listed companies will be siginificant. Based
on annual exports of approximately US$100bn to the US, if all of Taiwan's goods exported
to the US are fully levied with a 10% tariff, Taiwanese exporters will have to pay an
additional USS10bn in tariff fees (NT$320bn). This equates to as much as 8.2% of total
Taiex profitability, leaving 2025F forward profitability at around NT$3.9tn. Overall risk
will be unpredictable as Taiwanese firms pass on the additional tariffs to US companies,
which in turn pass on to US consumers, resulting in price hikes and a consumption
slowdown. Meanwhile, Trump’s proposed levy of 60% or more on Chinese imports will
put ‘de-Sinicization’ efforts back in the spotlight. Since Trump initiated tariff wars against
China in 2018 and Biden a technology war in 2022, China's market share in overall US
import value has dropped from 18% to 11.6% (in 2023), while its import ranking has
dropped from first place to third, now trailing Mexico (first place) and Canada (second
place).

The presidential election is scheduled for November 5. If pre-election polls or swing state
support rates veer towards Trump, we believe the impact on the stock market will be
gradually priced in during 2H24F. Therefore, the Taiex may be prone to volatility two to
three months prior to the election. We see three potential scenarios post-election.
Scenario 1 is a Trump victory. The Taiex will slump as Trump pledges to implement his
tariff policy, affecting global trade. Scenario 2 is a Trump loss, though Trump does not
admit defeat. The Taiex will plunge due to concerns about political turmoil and civil strife
in the US. And Scenario 3 is a Biden win of a second term. The Taiex will rally as Biden
continues existing trade and military policies.
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Trump victory will hurt US green energy sector & Taiwan’s related exports

Trump is disdainful of climate change theory and believes strong moves in the direction
of renewable energy mean the US will give up its advantages in abundant natural
resources for exploitation, benefiting traditional energy industries and allowing China
and Europe, which have stronger clean energy industries, to profit. Therefore, a Trump
return could mean a cancelation of federal subsidies for renewable energy, reduced
investment in clean energy technology and infrastructure, and a shift back toward
traditional energies. These policies will weigh on the profitability of global solar and
electric vehicle sectors, and reduce the market competitiveness of these industries.
Companies may face challenges such as capital shortages and lower market demand and
investment. For the traditional energy industry, under relaxed regulations, firms could
cut operating costs, further stimulating the production and export of US oil and liquefied
natural gas. For Taiwan’s green energy industry, except for a few solar module
manufacturers and automobile components exported to the US, most green energy
companies are domestic-oriented. In addition, demand for green energy will continue to
expand in Taiwan due to Al industry-driven electricity demand. Thus, negative impacts
will be limited.

Valuation & Action

If pre-election polls or support rates in swing states lean towards Trump, the market will
be most concerned about the risk of comprehensive tariff hikes under Trump. As a result,
the Taiex may be in consolidation mode in 2H24F, especially in the two to three months
before the election. If he wins, Trump may reduce or cancel subsidies for the green
energy industry, impacting Taiwan's export-oriented green energy companies. In
addition, early pull-in (to avoid high tariffs) may be seen, leading to urgent orders for
shipping and air freight. Hence, we recommend investors keep an eye on freight rate
changes at election time. Since there is still some time until the election, we maintain our
Taiwan investment preferences for 3Q-4Q24F. Namely, for 3Q24, stocks in industries that
are bottoming, stocks with low valuations and high dividends, and stocks with
government policy support. For 4Q24, we recommend focusing on the Al supply chain.

We maintain our estimate the Taiex will peak at 23,000 points (20x 2024-25F average
EPS) and trough at 20,000 points (18x 2024-25F average EPS) in 2H24F. The average PE
of the Taiex over the past five years is 15x.
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Figure 1: Support for Trump has edged above Biden since Figure 2: Votes from swing states critical to election result
the presidential debate

Support for Biden & Trump in national polls, percent Votes from Republican & Demaocratic parties and swing states
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Source: RealClearPolitics; KGI Research Source: KGI Research

Figure 3: Political views - Trump vs. Biden

Trump Biden

Imposing a 10% across-the-board levies on all products imported from overseas and a 60% tariff
on all Chinese goods and products
Green energy sector to be affected; traditional energy industries to benefit from relaxed

Global trade Launch tariff and technology wars against China

Green energy Aggressively supporting clean energy projects

regulations
Tax Cutting taxes for businesses and top earners Raise taxes on corporations and the wealthy.
Abortion Abortion rights should be left to the states Adoctor should be making the decisions
S T - n Tak h ‘ h to US immigrat
Immigration Zero tolerance” policy toward illegal border crossing al‘mg a more fumane: approach 1o L> immigration
policy
Russo-Ukrainian War  Disagrees to give finandial support, confident to settle the war Continue to send Ukraine fresh military aid
Source: Bloomberg; TEJ; KGI Research and KGI estimates
Figure 4: China's overall US import weighting fell to 11.6% Figure 5: China’s global US import ranking slipped to No.3 in
in 2023 from 18% before the trade war 2023 from No.1 before the trade war
US historical weighting of import value (by country), percent US historical weighting of import value (by country), percent
2 2023 rank 2016 2017 2018 2019 2020 2021 2022 2023
No.1 Mexico 12%  12% 12%  13% 12% 12% 13%  14%
No.2 Canada 2% 12% 12%  12% 1% 12%  12%  12%
15 Mexico No 3 China 18% 18% 18%  15%  16%  15% 1%  12%
L Canada No 4 Germany 5% 5% 5% 5% 5% 5% 5% 5%
10- - China No.5 Japan 6% 6% 6% 6% 5% 5% 5% 5%
No.6 United King 4% 4% 4% 4% 4% 4% 4% 4%
No 7 Korea, Soutl 3% 3% 3% 3% 3% 3% 3% 3%
5 Germany No.8 India 3% 3% 3% 3% 3% 3% 3% 3%
D No.9 Vietnam 2% 2% 2% 2% 3% 3% 3% 3%
No.10 Ireland 2% 2% 2% 3% 3% 3% 3% 3%
0 No 11 Taiwan 2% 2% 2% 2% 2% 3% 3% 3%
2016 2017 2018 2019 2020 2021 2022 203 No.i2 taly % m % o 2% o 2%
No.13 France 2% 2% 2% 3% 2% 2% 2% 2%
Source: U.S. Bureau of Economic Analysis; KGI Research Source: U.S. Bureau of Economic Analysis; KGI Research
Figure 6: Historically, US stocks tend to consolidate two to Figure 7: Scenario analysis - 2024 US presidential election
three months before a presidential election
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Figure 8: Current Taiex valuation at record high Figure 9: Comparison - Taiwan stock valuations & Taiex
Taiex forward PE (12-months), x Equivalent index Equivalent index
(NB replacement 2024-25F PE . 2025F PE .
25 ;ycle and real- _ @ level (point) level (point)
23 estate bubble) 22y (Pandemic bonus) 21x
21 (Sino-US trade war) 20X 15x% 17,102 15x 18,611
(Handset replacement cycle)
19 19x
17 16X 18,242 16X 19,851
15 =ttt % 1N WY T
13 17x 19,382 17x 21,092
" 1y 12x 12x )
? 9x 310y Avg. =15 10x 18X 20,522 18X 22333
5 19X 21,663 19X 23,574
2005 2007 2009 2011 2013 2015 2017 2019 2021 2023
20X 22,803 || 20X 24,815
Source: TEl; KGI Research and KGI estimates Source: TEJ; KGI Research and KGI estimates
Figure 10: Taiex — Valuations
Forward PB(X) Forward PE(X)
Forward 2024 2025 5-year 10-year 20-year 2007 2008| Forward 2024 2025 S5-year 10-year 20-year 2007 2008
1-year average| average| average peak| bottom 1-year average| average| average peak| bottom
Taiex 214 225 209 172 162 162 228 095 20.04 2203 18.46 15.21 15.01 17.14 2173 8.80
Taiexexcl. TSMC 160 168 1.56 1.40 138 1.46 222 0.89 19.26 | 21.01] 1813 14.92 15.00 16.06 [ 2271 8.06

Source: KGI Research
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Figure 11: Our top picks

Investment Tarqe1 Mkt cap Sha.re Change EPS PE P/B ROE Cash yield

Company Code rating price price +- (NTS) (%) () (%) (%)
(NTS) (USSmn)  (NTS) (%)| 2024F 2025F, 2024F 2025F| 2024F 2025F 2024F 2025F 2023 2024F 2025F
Zilltek 6679TT | Outperform ;| 5600 684 4050 383 1216 16067 333 252 39 37| 122 148} 14 26 34
Parade 1966 TT | Outperform | 9700 2039 8180 186 3462 4408| 236 186| 31 28 135 156, 15 21 27
Silergy 6415TT | Outperform i 4800 5202 4400 91| 548 1361) 803 323| 13 11} 67 151; 04 05 14
WNC 6285TT | Outperform § 1580 2,149 1445 93! 1052 NA] 137 NA| 22 NA] 161 NA[ 42 45 NA
3Q24 Top picks {miC 9914 71T { Outperform 2800 1,960 2135 311 880 1271 243 168, 30 28 125 170} 28 25 36
mﬁﬁﬂs& EGAT 2645TT | Outperform | 1570 1,300 1130 389 523 583 216 194, 32 32| 150 165 40 42 46
poliysupport) |BHI(Bizink)  3665TT { Ouperform | 4020 1848 3670 95 2082 2949! 176 124| 24 21} 136 180, 25 34 48
Largan 3008TT | Outperform | 33700 10,965 26750 260 [16855 164061 159 163 20 18] 130 116} 25 31 3.1
ESFH 2884TT | Outperform 320 13831 288  113] 152 164{ 190 176| 17 16, 95 92| 42 38 42
CTBC Holding  2891TT | Outperform 390 23201 385 13} 329 339, 17 114, 15 13| 143 126| 49 49 52
Bora 6472TT | Outperform | 8600 2,676 8580 024311 6023{ 199 142 75 54} 582 585! 10 10 10
EMC 238377 | Outperform | 5900 5127 4845 218 2741 3155] 177 154 55 48] 330 336) 35 35 41
Accton 2345TT | Outperform | 6200 9486 5510  125; 1928 2205{ 286 250, 108 94! 399 400 24 24 26
DELTA 2308TT | Outperform | 4900 30,555 3830 279} 1421 1813 270 211, 44 39| 174 196/ 19 19 24
Hon Hai 231777 | Outperform | 2050 87,069 2045 02} 1138 1419 180 144{ 18 17{ 103 122} 29 29 37
Asustek 235777 | Outpeform | 5400 11,178 4900 102} 3153 3591 155 136, 15 14 96 106 48 48 55
;‘32\4;2;9‘“5 Kaori 8996 7T | Outperform | 5700 1,280 4640  228| 797 1695 582 274! 149 105, 260 451, 09 09 18
energy) GCE 2368TT | Outperform | 2700 3225 2135 265} 1279 1721 167 124, 57 45| 375 406| 28 28 37
AVC 301777 | Outperform | 8000 8853 7520 64| 1891 2666 398 282 112 94} 304 362/ 13 13 18
Alchip 3661TT | Outperform | 46000 5970 24550 874 8439 9944 291 247, 84 70} 321 308 17 17 20
Chenbro 8210TT | Outperform | 3400 1089 2940 156 1452 1890 202 156, 56 48| 294 329 26 26 33
ShinfoxEnergy 6806 TT { Outperform | 1610 1,102 1625 (09) 686 896! 237 81| 23 21| 113 123] 22 22 28
KTI 8936 TT | Outperform | 1140 587 771 479} 337 569 229 135, 32 28! 143 221} 23 23 38

Source: 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

Disclaimer

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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