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No rush to buy the dip as Taiex correction has just started           
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Taiex correction at initial stage, as bull-market sell-off has just kicked in 

The Taiex has plunged more than 700 points over the past two days, seemingly reflecting 

US presidential candidate Trump’s aggressive rhetoric and as Biden weighs trade rules to 

block chipmaking exports to China. Nonetheless, we believe the key factor is the 

overbought status of the index and that share valuations are too high, sparking significant 

reaction to bad news. We believe the correction is at the initial stages as investors have 

loaded up on stocks, lured by an average return of 31% over the past year (the Taiex has 

exceeded the yearly line by 31%). Historically, the index has seen significant bull-market 

selloffs on the back of negative news when this key number exceeds 30%. The minimum 

correction range is 5-10% and the worst case scenario is a decline of over 20%. We believe 

the best strategy at this time is to wait for the bottom. 

All AI positives have been priced in 

Before the current correction started, forward PE had peaked at 21x, nearing the record 

high of 22x and over two standard deviations higher than the long-term average, close to 

previous extreme values. While we agree that the AI frenzy supports a significant re-

rating of related supply chains, many AI supply chains have been experiencing unusual 

conditions, where share prices have stagnated despite positive factors. This suggests that 

even the best fundamental conditions cannot always buoy investment sentiment when 

shares are over-priced and all the positive news is priced in. To the contrary, this often 

triggers big profit-taking sell-offs. 

We recommend defensive trading 

We cannot predict when the Taiex will stop correcting. This is because the index has long 

been dominated by the performance of a single company, TSMC (2330 TT, NT$1,005, OP), 

and a handful of other big tech companies. That said, we believe the drop in many high-

valuation shares will significantly surpass that of the overall index during this correction. 

We therefore recommend investors focus on defensive trading for the time being, 

especially shares with low valuations, a low comparison base and a high cash dividend 

yield, namely foods, cement, petrochemicals, financials, construction, telcos, Apple (US)-

related companies and ABF makers. Aggressive investors should engage these above-

mentioned plays. 

Valuation & Action 

We believe the Taiex bull-market sell-off is at the initial stage as many AI supply chains 

have unusually seen share prices stagnate despite positive factors, reflecting the fact that 

all bullish news has been priced in. Other factors weakening risk appetite are seasonal 

softness for the Taiex and a potential Trump victory in the US presidential election. We 

recommend defensive trading for now. The focus should be on shares with low 

valuations, a low comparison base and a high cash yield, namely foods, cement, 

petrochemicals, financial, construction, telcos, Apple-related companies and ABF makers. 
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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.  


