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Bull run to continue; watch for undervalued stocks       

..    
 
 
 
 
  

Don’t leave the party too early 

The Taiex has been hitting new highs since the CNY holiday ended. While faced with 
profit-taking pressure near term, we expect the index to again breach historial highs 
before the end of 1Q24F and challenge 20,000 points by the end of the year. However, 
we recommend investors tread carefully around the 19,000-point level, when greater 
volatility or a market correction could emerge. 

Fed to cut rates within six months, boosting fund-spurred risk appetite 

Historically, stock and bond markets have always risen during the six months before a 
Fed rate-cut cycle starts, on expectations of a fund-driven rally. Although the timing of 
the Fed starting to lower rates this year will be affected by inflation, it is bound to do so 
within the next six months. We predict the first rate reduction will be before June, 
weakening the US dollar and strengthening FINI willingness to invest in the Taiex. Looking 
at stock and bond performance during the six months before the six rate-cut cycles since 
the 1980s, we note that the probability of a positive return on stocks in the one, three 
and six months before the first rate reduction was a respective 100%, 67% and 67%, 
versus a 100% probability if the systemic risks in 1998 and 2001 are excluded (the first 
one triggered by the crash of Long Term Capital Management, and the second by the 
dotcom bubble burst). For 10-year Treasury bonds, the probability of a positive return 
was 100% across the said periods. 

The higher Nvidia’s shares go, the lower its PE, hinting at explosive earnings of AI 
shares 

Despite the surge in Nvidia (US) shares since last May, when the company announced 
stronger-than-expected results, projected PE has been falling, as consensus 12-month 
forward EPS has soared from US$5 to over US$20. This means robust demand for 
generative AI has sparked a ‘buy first, win first’ sentiment among Big Tech, putting 
earnings of AI-related hardware suppliers, led by Nvidia, at the explosive growth stage. 
Last May, when Nvidia’s shares first started to jump, they traded at a forward PE of 63x, 
versus the current 32x, which is still well below the levels seen before any previous 
market crash. US mainstream benchmark shares have typically traded near a forward PE 
of 100x amid a robust bull run, such as Polaroid, a Nifty Fifty stock in the 1970s, and Cisco 
in the 2000 internet era, of which PEs were a respective 95x and 100x at the time. 
Recently, we have seen generative AI usher in more killer models and apps, such as 
OpenAI’s (US) Sora, which can model words into images for a maximum of one minute, 
and Samsung’s (KR) S24 handset, which offers instant text translation, meaning 
generative AI apps are increasingly having an impact on daily lives and being monetized. 

Taiex boasts cheapest AI shares globally, will attract FINIs to re-engage 

Taiwan has a monopoly in the global advanced AI chip market and enjoys an over 90% 
market share in AI server production worldwide. Persistent bullishness on Nvidia and 
FAAMG, the global benchmark of AI stocks, will benefit Taiwan’s AI supply chains across 
the board, where valuations are 20x or below, well below Nvidia’s 32x and Supermicro’s 
(US) 36x. Cheap stocks like these will attract FINIs to re-engage the Taiex. 

Valuation & Action 

We expect the Taiex will continue to hit new highs in 1Q24F and potentially breach the 
20,000-point mark by the end of the year. However, we recommend investors be wary of 
greater volatility around the 19,000-point level and target: (1) cheap AI stocks; and (2) 
stocks with troughing fundamentals and valuations below the five-year average. Our top 
picks are: TSMC (2330 TT, NT$681, OP), Quanta (2382 TT, NT$236, OP), Wistron (3231 TT, 
NT$118.5, OP), Compeq (2313 TT, NT$72.9, OP), Auras (3324 TT, NT$445, OP), Gold 
Circult (2368 TT, NT$259.5, OP), Elite Materials (2383 TT, NT$492.5, OP), Winbond (2344 
TT, NT$27.7, OP), Luxnet (4979 TT, NT$164.5, OP), Win Semiconductors (3105 TT, 
NT$161, OP), Makalot (1477 TT, NT$374.5, OP), Hiwin (2049 TT, NT$258, OP), Waffer 
Technology (6235 TT, NT$107.5, OP), and Merida (9914 TT, NT$194.5, OP). 
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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.  


