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Taiwan: in deep recession 
   
 
 

 Growth collapsed in 4Q08 
The Taiwanese economy contracted a record, worse-than-expected 8.4%y-o-y in 
4Q08, prompting the central bank to deliver another 25bp inter-meeting rate cut 
today.  

Though we believe the collapse in growth in part reflected the ‘heart attack’ the 
global economy experienced in 4Q08, it has become increasingly obvious that 
Taiwan—an extremely open economy without any domestic demand cushion—is 
headed for a more severe downturn than its Asian counterparts in 2009. 

The external shocks are huge 
The export sector, which has been Taiwan’s single growth driver over the past 
few years, is bearing the full brunt of the slowdown in external demand. Exports of 
goods and services contracted 19.8%y-o-y in 4Q08. In fact, the collapse in 
Taiwan exports has been far deeper than those in the rest of the region. 

Domestic economy remains in doldrums 
Compounding the current downturn is the extremely weak domestic economy. 
Fixed investment contracted 23%y-o-y, driven by a collapse in private sector 
investment sentiment. Private consumption held up better, falling 1.7%y-o-y. 

Can the government help avert a deep recession 
The key question is, given the significant external headwind, can the government 
apply expansionary fiscal policies to avoid a deep recession? Our answer is 
simply no. Fiscal measures will provide some relief, but they will not be enough to 
shore up the economy.  

The government has thus far announced three fiscal packages since late 2008 to 
mitigate the sharp downturn. We estimated the size of these measures at around 
3% of GDP, which is not trivial. However, except for the NT$82.9bn shopping 
coupon (0.7% of GDP) that had been handed out in January 2009, the 
implementation of a significant portion of those packages (for instance, details on 
the NT$500bn infrastructure plan for 2009-2010 still require approval from 
lawmakers) will take longer to come through.  

Cutting 2009-10 growth forecasts 
In part reflecting the growth collapse in 4Q08, we now expect the Taiwanese 
economy to contract 5.5%y-o-y in 2009 (old forecast: -1.0%), before returning to a 
sluggish growth of 3.5%y-o-y in 2010. This should place Taiwan’s growth outlook 
in 2009 right near the bottom in the region, supporting our FX strategist’s bearish 
view on the NTD (see Forex Focus: The world at a glance, 17 February). 
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 Taiwan—Growth breakdown 
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Source: CEIC, BAS-ML calculations. 

 

Taiwan—Key macro forecasts 
%y-o-y or otherwise stated 2008 2009F 2010F 
GDP 0.1 -5.5 3.5 
  Private consumption -0.3 -1.4 3.0 
  Government spending 1.1 4.2 4.1 
  Fixed investment -10.8 -16.2 4.6 
  Exports -0.2 -16.6 3.5 
  Imports -4.3 -18.5 3.5 
    
CPI 3.5 -1.2 0.8 
Policy rate (end period, %p.a.) 1.50 0.75 1.50 
NTD/USD (end period) 32.9 34.0 33.2 
Source: CEIC, BAS-ML forecasts. 
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Merrill Lynch Research policies relating to conflicts of interest are described at http://www.ml.com/media/43347.pdf. 
"Merrill Lynch" includes Merrill Lynch, Pierce, Fenner & Smith Incorporated ("MLPF&S") and its affiliates, including BofA (defined below). "BofA" 

refers to Banc of America Securities LLC ("BAS"), Banc of America Securities Limited ("BASL"), Banc of America Investment Services, Inc ("BAI") and 
their affiliates. Investors should contact their Merrill Lynch or BofA representative if they have questions concerning this report. 
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MLPF&S, BAS, BAI, and BASL distribute, or may in the future distribute, research reports of the following non-US affiliates in the US (short name: legal name): 

Merrill Lynch (France): Merrill Lynch Capital Markets (France) SAS; Merrill Lynch (Frankfurt): Merrill Lynch International Bank Ltd, Frankfurt Branch; Merrill Lynch 
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Lynch (Russia): Merrill Lynch CIS Limited, Moscow; Merrill Lynch (Turkey): Merrill Lynch Yatirim Bankasi A.S.; Merrill Lynch (Dubai): Merrill Lynch International Bank 
Ltd, Dubai Branch; MLPF&S (Zürich rep. office): MLPF&S Incorporated Zürich representative office. 

This research report has been approved for publication in the United Kingdom by Merrill Lynch, Pierce, Fenner & Smith Limited and BASL, which are authorized 
and regulated by the Financial Services Authority; has been considered and distributed in Japan by Merrill Lynch Japan Securities Co, Ltd and Banc of America 
Securities - Japan, Inc., registered securities dealers under the Financial Instruments and Exchange Law in Japan; is distributed in Hong Kong by Merrill Lynch (Asia 
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This research report has been prepared and issued by MLPF&S and/or one or more of its non-US affiliates. MLPF&S is the distributor of this research report in 

the US and accepts full responsibility for research reports of its non-US affiliates distributed to MLPF&S clients in the US. Any US person (other than BAS, BAI and 
their respective clients) receiving this research report and wishing to effect any transaction in any security discussed in the report should do so through MLPF&S and 
not such foreign affiliates. 

BAS distributes this research report to its clients and to its affiliate BAI and accepts responsibility for the distribution of this report in the US to BAS clients, but 
not to the clients of BAI. BAI is a registered broker-dealer, member of FINRA and SIPC, and is a non-bank subsidiary of Bank of America, N.A. BAI accepts 
responsibility for the distribution of this report in the US to BAI clients. Transactions by US persons that are BAS or BAI clients in any security discussed herein must 
be carried out through BAS and BAI, respectively. 

General Investment Related Disclosures: 
This research report provides general information only. Neither the information nor any opinion expressed constitutes an offer or an invitation to make an offer, 

to buy or sell any securities or other financial instrument or any derivative related to such securities or instruments (e.g., options, futures, warrants, and contracts for 
differences). This report is not intended to provide personal investment advice and it does not take into account the specific investment objectives, financial situation 
and the particular needs of any specific person. Investors should seek financial advice regarding the appropriateness of investing in financial instruments and 
implementing investment strategies discussed or recommended in this report and should understand that statements regarding future prospects may not be realized. 
Any decision to purchase or subscribe for securities in any offering must be based solely on existing public information on such security or the information in the 
prospectus or other offering document issued in connection with such offering, and not on this report. 

Securities and other financial instruments discussed in this report, or recommended, offered or sold by Merrill Lynch, are not insured by the Federal Deposit 
Insurance Corporation and are not deposits or other obligations of any insured depository institution (including, Bank of America, N.A.). Investments in general and, 
derivatives, in particular, involve numerous risks, including, among others, market risk, counterparty default risk and liquidity risk. No security, financial instrument or 
derivative is suitable for all investors. In some cases, securities and other financial instruments may be difficult to value or sell and reliable information about the 
value or risks related to the security or financial instrument may be difficult to obtain. Investors should note that income from such securities and other financial 
instruments, if any, may fluctuate and that price or value of such securities and instruments may rise or fall and, in some cases, investors may lose their entire 
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Foreign currency rates of exchange may adversely affect the value, price or income of any security or financial instrument mentioned in this report. Investors in 
such securities and instruments effectively assume currency risk. 

UK Readers: The protections provided by the U.K. regulatory regime, including the Financial Services Scheme, do not apply in general to business coordinated 
by Merrill Lynch entities located outside of the United Kingdom. These disclosures should be read in conjunction with the BASL general policy statement on the 
handling of research conflicts, which is available upon request. 

Officers of MLPF&S or one or more of its affiliates (other than research analysts) may have a financial interest in securities of the issuer(s) or in related 
investments. 

Merrill Lynch is a regular issuer of traded financial instruments linked to securities that may have been recommended in this report. Merrill Lynch may, at any 
time, hold a trading position (long or short) in the securities and financial instruments discussed in this report. 

Merrill Lynch, through business units other than BAS-ML Research, may have issued and may in the future issue trading ideas or recommendations that are 
inconsistent with, and reach different conclusions from, the information presented in this report. Such ideas or recommendations reflect the different time frames, 
assumptions, views and analytical methods of the persons who prepared them, and Merrill Lynch is under no obligation to ensure that such other trading ideas or 
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discusses any legal proceeding or issues, it has not been prepared as nor is it intended to express any legal conclusion, opinion or advice. Investors should consult 
their own legal advisers as to issues of law relating to the subject matter of this report. Merrill Lynch research personnel's knowledge of legal proceedings in which 
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its accuracy. This report may contain links to third-party websites. Merrill Lynch is not responsible for the content of any third-party website or any linked content 
contained in a third-party website. Content contained on such third-party websites is not part of this report and is not incorporated by reference into this report. The 
inclusion of a link in this report does not imply any endorsement by or any affiliation with Merrill Lynch. Access to any third-party website is at your own risk, and you 
should always review the terms and privacy policies at third-party websites before submitting any personal information to them. Merrill Lynch is not responsible for 
such terms and privacy policies and expressly disclaims any liability for them. 

All opinions, projections and estimates constitute the judgment of the author as of the date of the report and are subject to change without notice. Prices also are 
subject to change without notice. Merrill Lynch is under no obligation to update this report and Merrill Lynch's ability to publish research on the subject company(ies) 
in the future is subject to applicable quiet periods. You should therefore assume that Merrill Lynch will not update any fact, circumstance or opinion contained in this 
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arising from any use of this report or its contents.   
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Any information relating to the tax status of financial instruments discussed herein is not intended to provide tax advice or to be used by anyone to provide tax 
advice. Investors are urged to seek tax advice based on their particular circumstances from an independent tax professional. 

The information herein (other than disclosure information relating to Merrill Lynch and its affiliates) was obtained from various sources and we do not guarantee 
its accuracy. This report may contain links to third-party websites. Merrill Lynch is not responsible for the content of any third-party website or any linked content 
contained in a third-party website. Content contained on such third-party websites is not part of this report and is not incorporated by reference into this report. The 
inclusion of a link in this report does not imply any endorsement by or any affiliation with Merrill Lynch. Access to any third-party website is at your own risk, and you 
should always review the terms and privacy policies at third-party websites before submitting any personal information to them. Merrill Lynch is not responsible for 
such terms and privacy policies and expressly disclaims any liability for them. 

All opinions, projections and estimates constitute the judgment of the author as of the date of the report and are subject to change without notice. Prices also are 
subject to change without notice. Merrill Lynch is under no obligation to update this report and Merrill Lynch's ability to publish research on the subject company(ies) 
in the future is subject to applicable quiet periods. You should therefore assume that Merrill Lynch will not update any fact, circumstance or opinion contained in this 
report. 

Neither Merrill Lynch nor any officer or employee of Merrill Lynch accepts any liability whatsoever for any direct, indirect or consequential damages or losses 
arising from any use of this report or its contents.   
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