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supply chain, gaming, e-paper, foldable
handset, financials and high-yield stocks.

More uncertainty ahead in September

The Taiex has pulled back once again after making a v-shaped turnaround on August 6.
Such drastic consolidation came as debates continue among investors, about: (1)
whether the US economy will make a hard or soft landing in the coming six months; (2)
whether the Fed will cut interest rates by 25bps or 50bps in September; (3) when the
Bank of Japan (BOJ) will raise interest rates again; (4) who will prevail in the US
presidential election; and (5) whether the new iPhone 16 series can drive enough
replacement demand. Uncertainties will linger for a while, but some upcoming major
events will shape market views, consequently affecting the direction of the Taiex index.
These events include: (1) the announcement of August US labor market results on
September 6; (2) the debut of iPhone 16 models on September 10; (3) the US presidential
debate on September 10; (4) the FOMC meeting on September 18; and (5) the Bank of
Japan’s (BOJ) monetary policy meeting on September 20.

Non-farm payrolls & the unemployment rate are key factors to watch for in the August
labor market data to be released on September 6

The US will announce August labor market data on September 6, and we believe all eyes
will be on non-farm payrolls and the unemployment rate. If the increase to non-farm
payrolls falls below its three-month average of 160k jobs added, the market will assume
a much higher probability of an economic hard landing, and vice versa. If unemployment
stays flat MoM at 4.3% or rises, the odds of the US economy making a hard landing will
rise substantially. The July labor market results took investors aback, as only 110k jobs
were added to non-farm payrolls, and unemployment surged to 4.3%, adding to concerns
about an economic hard landing. The current consensus on August results is for 170k jobs
to be added to non-farm payrolls, and for unemployment to dip to 4.2%.

Market will be most curious about iPhonel6 pricing and whether additional fees are
required to access Al services

Hardware upgrades in the upcoming iPhone 16 series are not as significant as for previous
series, and we believe the market will focus more on the pricing for the new models, as
well as the user experience and fees for Apple Intelligence, which we see as the primary
swing factors for replacement demand. If Apple transfers additional costs to consumers,
it will undermine replacement demand, and if prices are kept unchanged from the
previous iPhone 15 series, replacement demand will most likely be flat. Consensus argues
that Al features to be launched along with the iPhone 16 series will be the primary driver
of replacement demand, but we note it all comes down to the actual user experience and
whether additional fees are required to access Al services. The pricing for Apple
Intelligence has yet to be unveiled, but many predict that Apple will launch the service in
a subscription business model similar to iCloud. Monthly subscription fees could range
between US$10-20 and services could be provided in a tiered system.

Swing state polling after the US presidential debate on September 10 will show who
has the upper hand

The incumbent Vice President Kamala Harris was officially nominated for President by
the Democratic Party on August 5. By mid-August, she had surpassed her competitor,
Donald Trump in swing state polling, thus significantly reducing the risk of a second term
for the former president, which many investors fret about. However, the latest polling in
seven critical swing states suggest that Harris is leading by an average of only 0.2ppts
(47.7% versus 47.5%), within the margin of error, and thus it is too early to tell who will
be victorious. We believe the upcoming presidential debate on September 10 will help
US voters acquire a better understanding of Harris’ economic and trade policies, and
swing state polling after the debate will tell us whether the risk of a Trump comeback will
materialize.
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Rate cut of 25bps or 50bps at September FOMC meeting is the focus of the market

It is now a consensus belief that the Fed will announce an interest rate cut at the
September FOMC meeting. The question is the size — will there be a cut of 25bps or
50bps? The pace of rate cuts matters, as it will determine whether the market should
anticipate a hard or soft landing ahead for the US economy. Since the 1990s, whenever
the Fed cuts interest rates by 50bps or more in one go, the US economy has been in, or
on the brink of, a recession. As such, if the rate cut announcement in September is a cut
of 50bps, or the Fed provides forward guidance indicating a 50bp cut is around the
corner, it will be negative for stock markets, including the Taiex.

Will the BOJ provide guidance on next rate hike at the September 20 meeting?

The BOJ surprised the market by announcing a rate hike of 15bps on July 31, triggering a
sharp appreciation of the Japanese yen and forcing investors to unwind their carry trade
positions, leading to pullbacks in global stock markets. The next BOJ monetary policy
meeting will take place on September 20, and we believe investors will be keen to know
the BOJ's rate hike pathway. We recall four occasions where the US-Japan interest spread
narrowed substantially since the 1990s, and the Japanese yen appreciated against the
greenback by over 50%, 24%, 38% and 11%, respectively. The magnitude of yen
appreciation is determined by the degree of interest spread narrowing. Specifically, we
estimate that every 1ppt, or 100bp, narrowing of US-Japan interest spread will lead to 5-
10% appreciation of the Japanese yen.

Valuation & Action

After some drastic swings in July, we believe volatility will continue as a result of multiple
major events in September. Looking ahead, we expect the Taiex to rebound when
uncertainties are gone and negatives have been priced in. While the market is still
retreating, investors are advised to keep a weighting of stocks at 50% in their portfolios,
to create space for both aggressive and defensive trading strategies. We recommend
sectors like the iPhone supply chain, gaming, e-paper, foldable handset, financials and
high-yield stocks.
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Figure 1: The US economy will most likely make a hard
landing if non-farm payrolls sink below 160k jobs added

Figure 2: Sharp upticks in the US unemployment rate
following a rebound from a trough often entail a significant
economic downturn
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Source: Bloomberg; KGI Research

Note: Shaded areas indicate US economic recessions
Source: Bloomberg; KGI Research

Figure 3: All eyes are on prices for the upcoming iPhone 16
series

Figure 4: Pull-in from assemblers of iPhone 16 to increase by
6-12% compared to iPhone 15

Retail prices for iPhone 15 models in the US upon debut (September 2023)

iPhone 15 series Retail price in the US

iPhone 15 Us$799 up
iPhone 15 Plus US$899 up
iPhone 15 Pro US$1,099 up
iPhone 15 Pro Max US$1,299 up

iPhone new model stocking-up at assembly, mn units

Year iPhone Model Stocking-up at assembly plants
2014 iPhone & 100
2015 iPhone 65 80~85
2016 iPhone 7 70-80
2017 iPhone X/8 75~80
2018 iPhoneXS/XR 85-~90
2019 iPhone 11 75~80
2020 iPhone 12 80
2021 iPhone 13 85
2022 iPhone 14 85
2023 iPhone 15 80
2024 iPhone 16 85-~90

Source: Apple; KGI Research

Source: KGI Research

Figure 5: Harris is leading in swing state polling, but the
lead is within the margin of error

Figure 6: Swing states will determine which party prevails
in the US presidential election
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Source: KGI Research
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Figure 7: US economy is typically in or on the brink of a
recession when the Fed cuts interest rates by at least 50bps

Figure 8: Odds of a 25bp & 50bp rate cut in September
stand at 70% and 30%, respectively

US Fed funds rate, percent (LHS); magnitude of single rate cut, percent
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Figure 9: Since the 1980s, the Japanese yen has appreciated
markedly on four occassions when the US-Japan interest
spread narrowed substantially

Figure 10: For every 1ppt, or 100bp, narrowing of the
US-Japan interest rate spread, the Japanese yen will
appreciate 5-10% against the greenback

Spread of BOJ's and Fed’s benchmark interest rates, percent (LHS); USD:JPY
exchange rate (RHS)

Narrowing of US-Japan interest spread, bp (x-axis); appreciation of Japanese
yen against the US dollar, percent (y-axis)
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Figure 11: Taiex is now valued at 17-18x PE versus Figure 12: Taiex valuations & corresponding index level
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Figure 13: Valuation comparison
Forward PB(X) Forward PE(X)
Forward 2024 2025 S-year 10-year 20-year 2007 2008( Forward 2024 2025 S-year 10-year 20-year 2007 2008
1-year average| average| average| peak| bottom| 1-year average| average| average| peak| bottom
Taiex 196 207 192 1.73 162 162 2.28 0.95 17.50 1934 16.48 15.15 1498 7n 2173 8.0
Taiexexd. TSMC 146 1.55 143 1.40 1.38 1.46 2.22 0.89 16.65 18.44 16.11 1481 14.94 16.02| 2271 8.06

Source: KGI Research
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Figure 14: Our top picks

Target Mktcap Share Change EPS PE PIB ROE Cash yield

Company Code Ir:\taiis;ment price price +- (NTS) (x) (x) (%) (%)

(NTS) (USsmn)  (NTS) (%)} 2024 2025F 2024F 2025F| 2024F 2025F) 2024F 2025F. 2023 2024F 2025F
TSMC 23307TT  {Outperform 12900 714416 889.0 451} 4167 5173} 213 172| 54 45; 281 286) 15 18 20
Hon Hai 231777 |Outperform 2650 77218 1795 4761 1125 1526 160 18| 16 15f 102 131] 30 33 45
Largan 3008TT  {Outperform 38800 12,098 29250 32618577 19402} 157 151| 21 191 142 135} 23 32 33
Compeq Manufact 2313TT  |Outperform 970 2,700 731 327 547 698} 134 105| 20 181 158 183 21 30 338
VPEC 2455TT  {Outperform 2200 779 1360  618| 415 5801 328 234| 73 65{ 236 295 16 26 36
MS| 237777 |Outperform 2120 4516 1725 229 1246 1580} 138 100| 27 241 202 235| 31 44 56
Asustek 2357TT  {Outperform 6650 12,153 5280 259} 4148 4158} 127 127| 16 15| 126 122! 32 59 59
ElH 8069TT  {Outperform 3350 10361 2920 147 797 1194} 366 245| 65 59 181 2521 15 18 27
Fositek 6805TT  iOutperform 10000 1504 7080 412 1896 3560} 373 199| 93 77i 266 424} 08 14 27
ESFH 288477 {Outperform 300 13507 273 101 155 166F 176 164 17 167 101 100} 40 40 44
SMP 6121TT  {Outperform 4600 2,078 3625 269 | 2877 3261% 126 111 19 18] 152 165! 56 56 64
Chicony 238577 |Outperform 2020 3698 1570 287 1316 1379 119 14| 27 25! 234 225 59 59 62

Source: KGI Research
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