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No rush to buy the dip as Taiex correction has just started

Key message 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
with a focus on plays with low valuations, a i . L
‘ : selloffs on the back of negative news when this key number exceeds 30%. The minimum
low comparison base and a high cash
dividend yield. 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.

1. Taiex correction at initial stage, as bullmarket
sell-off pressure has just kicked in.

2. In addition, all positive news about Al
shares has been priced in.

3. We recommend a shift to defensive trading,

All Al 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 Al frenzy supports a significant re-
rating of related supply chains, many Al 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 Al 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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Figure 1: Taiex sell-offs often due to overbought status &
bearishness
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Figure 3: Taiex valuation has peaked at 21x of late, nearing
record high of 22x

Taiex 12-month forward PE, x

Figure 2: Taiex sell-offs often due to overbought status &
bearishness
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Figure 4: Latest Taiex valuation peak is two standard
deviations over long-term average, an extreme value

Taiex 12-month forward PE, x
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Figure 5: Taiex slow season is 3Q Figure 6: Taiex slow season is 3Q
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Figure 7: Projected earnings growth YoY - Taiex & subsectors

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 9.3) 10.2 56.3 299 195 15.2 | [Cement (50.7) 314 (9.3) 1.9 19.7 175
Thermal 345 20.5 38.7 43.8 36.7 24.9 [ |Food (13.6) 6.8 19.4 1.7 22.7 203
Power supply 15.1 43 126 233 212 17.3 | [Petrochemicals 63.1) (50.6) 12.2 46.2 389 219
ABF 102.5 (68.1) 17.1 81.3 25.2 13.4 | [Apparel 321 (11.0) 134 13.0 24.9 22.0
Optical communication - 63.4 347 30.1 30.3 23.2 | [Footwear makers 100.0 (45.2) 19.8 122 238 21.2
IC design and service 94.8 5.3 1.1 27.0 46.6 34.3 | [Industrial automation 5.2 (14.2) 21.2 22.8 26.5 20.2
Networking PCB 56.1 (22.8) 78.3 345 16.8 12.5 | [Bicycle (12.7) (44.8) 13.2 423 26.8 18.8
Networking 77.3 15.2 18.2 - 18.6 - Container shipping 19.7 (94.4) 3171 (60.1) 5.8 15.4
ccL (7.7 8.2 789 153 15.7 13.6 | |Steel (75.4) (89.0) 368.2 169.4 376 15.6
Tier-one foundry 70.4 (12.5) 24.1 25.9 25.0 19.9 | [Tourism (46.5) 176.4 9.4 11.0 16.6 14.7
Second-tier foundries 51.6 (333) (11.6) 9.6 228 21.7 | |Food 2.7 92.7 82 17.0 156 135
Handset components 28.4 (36.7) 36.1 15.7 14.0 13.9 | |Aerospace 135.4 213 245 16.4 21.4 15.8
Silicon wafer 295 251 (19.3) 18.2 17.4 147 | [Airlines (37.8) 185.5 26.1 (31.5) 10.2 175
Passive components (0.8) (24.7) 184 18.4 16.6 14.0 | [Heavy electrical (1.9) 429 483 30.5 36.9 28.1
Telecom 26 137 (2.4) 9.4 283 26.3 | [Green energy 56.9 80.8 (19.5) 371 211 215
IC design ¢handset/consumer electronics) (2.9) (32.6) 18.2 121 18.8 17.1

Handset EMS (2.1 08 153 258 17.0 14.0

Cloud digital 16.3 171 135 19.7 288 240

Note: KGl forecasts and consensus
Source: KGI Research
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Figure 8: 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

requlations
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
A " P . . Taking a more ‘humane' approach to US immigration
Immigration Zero tolerance” policy toward illegal border crossing i 9 PP 9
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 9: Historically, US stocks consolidate two to three Figure 10: Scenario analysis - 2024 US presidential election
months before a presidential election
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Figure 11: Taiex — Valuations
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 220 231 2.14 172 162 162 2.28 095 2051 2255 18.89 15.25 15.03 17.15 21.73 8.80
Taiex excl. TSMC 162 1.70 157 140 138 146 222 089 1948 | 2125| 1834 149 15.02 1607 2271 8.06

Source: KGI Research
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Figure 12: Our top picks

vestment | TGSt Mktcap Share Change EPS PE PIB ROE Cash yield
Company Code . price price +- (NTS) oy (x) (%) (%)

rating (NTS) (USSmn) (NTS) (%) 2024F 2025F| 2024F 2025F| 2024F 2025F| 2024F 2025F| 2023 2024F 2025F
Uni-President 1216 TT | Outperform 86.0 15,252 874 (16); 385 431§ 227 203 39 38f 173 188 34 37 42
ACC 110277 {Neutral 40.0 4,548 418 (42)f 306 340 136 123 09 09 6.1 6.7 58 438 53
FPC 1301 TT {Neutral 780 11,887 608 283¢ 208 421] 292 144 1.1 10 38 74 15 26 53
CTBC Holding 2891 71T |Outperform 39.0 22,297 370 54% 329 339 112 108 15 13} 143 126 49 5.1 54
TWM 3045TT |[Neutral 103.0 11,892 1040 (1.0 380 423 273 246 6.1 62§ 180 203 41 41 41
Chicony 2385TT |Outperform 258.0 3,875 1660 55411 1370 1493} 121 111 29 26F 244 243 47 58 b4
SMP 6121TT |{Neutral 4300 2,187 3850 2731 3053 34760 126 111 20 19 162 175 56 56 64
COMPEQ MANUFACT 2313 7T |Outperform 97.0 3,034 829 1707 595 785) 139 106 2.3 200 172 202 18 29 36
Asustek 2357 7T [Qutperform 5400 11,281 4945 92} 3153 3591 157 138 15 14 96 106 34 48 54
EMC 2383 7T |Qutperform 615.0 4,736 4475 37417 2851 32871 157 136 50 44% 343 347 39 39 48
largan 3008 TT |Qutperform 3880.0 12,338 30100 28918577 19402 162 155 22 208 142 135 31 31 32
Unimicron 3037 7T {Outperform 2350 9602 2050 1467 945 1648) 217 124 31 271 151 234 18 18 32
DT 4958 TT {Neutral 160.0 4231 1450 103 907 1143] 160 127 14 13 88 105 31 31 39
GCE 2368 TT |Qutperform 2700 3,248 2150 256§ 1279 1721 168 125 58 45% 375 406 28 28 37

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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