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DPP wins presidency; Taiex to stay strong on AI trend       

..    
 
 
 
 
  

Defense, green energy and heavy electrical sectors to rally after Lai win 

Taiwan’s presidential and legislative elections on January 13 concluded with the 
Democratic Progressive Party’s (DPP) William Lai elected as president, while the 
Kuomintang (KMT) took the most seats in the parliament, and the Taiwan People’s Party 
(TPP) secured its position as the critical minority in the legislature. The cross-strait policy 
of the DPP has been to “strengthen national defense while maintaining the status quo”. 
By winning a third consecutive presidential term, we believe the DPP will be able to 
maintain its policy of building military aircraft and vessels in-house, boding well for 
defense and aerospace stocks. Also, as the DPP remains committed to a nuclear-free 
homeland policy, we think it will continue to provide policy support to the green energy 
and heavy electrical equipment industries. That said, with the DPP losing its majority in 
the legislature, it will be more difficult for the new president to pass laws and implement 
his policies. Mr. Lai may have to include members of the opposition parties or 
independents when appointing ministers and other high-ranked officials, to show that he 
is willing and able to work across party lines to achieve his legislative goals. 

Tourism stocks, hotels, airlines and ECFA beneficiaries to come under pressure 

In his first international press conference following his electoral victory on January 13, 
the president-elect said he intends to continue the cross-strait policies of the current 
administration, and will strive to maintain peace and stability in the region. He made it 
clear that he hopes to engage in exchanges and cooperation with China, but that has to 
be carried out on the premises of parity and dignity, meaning that both sides should treat 
each other as equals, and with respect. In our view, while Mr. Lai vows to develop cross-
strait relations based on the foundation of the current administration, there has been a 
lack of trust between the DPP and the Chinese government. Against such a backdrop, 
cross-strait relations are more likely to remain chilled, rather than warm, in the coming 
four years. If China continues its propaganda and military threats, and endeavors to 
further squeeze Taiwan’s space in the international community, chances are that cross-
strait relations will only deteriorate further. The tourism and hospitality sectors, including 
hotels and airlines, are vulnerable to impacts from poor cross-strait relations. Also, 
beneficiaries of the Early Harvest List of the Cross-Strait Economic Cooperation 
Framework Agreement (ECFA), such as the petrochemical, textile, machine tool, and auto 
parts sectors, may be negatively affected if Beijing decides to revoke tariff concessions. 

Taiex will stay strong on AI proliferation 

Taiwan has undergone multiple transitions between parties in government, and while the 
cross-strait relations tend to worsen when the DPP is in power, the actual impact of cross-
strait tensions on Taiwan’s foreign direct investment (FDI) has been limited. We attribute 
this resilience to Taiwan’s well-rounded semiconductor supply chain, and leading 
position in tech product manufacturing. During the past eight years, when the DPP was 
the ruling party, FDI to Taiwan increased, indicating that Taiwan’s strength in 
semiconductor manufacturing outweighs geopolitical concerns, from the perspective of 
investors. In the coming four years, the odds of the cross-strait relations changing for the 
better seem low, but the proliferation of AI applications won’t materialize w ithout the 
support of advanced foundries and AI server supply chains in Taiwan. As such, we remain 
upbeat about Taiwan’s FDI outlook. The AI bandwagon will continue to provide 
structural, and long-term growth momentum to the Taiex, which we estimate will see 
earnings grow about 20% YoY in 2024-25F, thanks to increasing AI proliferation and a 
recovery in the manufacturing sector. We believe the Taiex will continue to advance, and 
if the index pulls back sharply after the presidential election, or in mid-2024, it will be a 
golden opportunity for investors to engage. We estimate the Taiex may rise to a high of 
20,000 in 4Q24F, although seasonal pullbacks to as low as 16,600 are possible in 2Q-
3Q24F. 

Valuation & Action 

We expect defense, green energy, and heavy electrical stocks to rally after the DPP won 
the presidential election. On the other hand, tourism, hotels, airlines and ECFA 
beneficiaries may fall victim to sell-offs by disappointed investors. If the Taiex plunges as 
a result of post-election geopolitical risks, we believe investors should take the 
opportunity to engage, in order to benefit from future rallies driven by the AI megatrend. 
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