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Taiwan: GDP contracted in 2Q
Even though Taiwan successfully prevented the spread of
Covid-19 locally, it could not avoid the damage done by the
virus globally, which has hurt its exports, employment and wage growth,
and therefore, domestic consumption. The GDP contraction is within our
expectations and we maintain our forecast for a full-year recession in
2020

Xinyi District in downtown Taipei, Taiwan

The contraction was due to weak consumption
Consumption detracted 2.69 percentage points from GDP, which contracted by 0.73% year-
on-year in 2Q20. The contraction in consumption itself in 2Q20 was 5.13% YoY, which was the
worst on record. 

The weak consumption was a result of weak exports of goods and services, including tourism.
Even though electronic exports grew at an extraordinary pace, it could not prevent overall
exports from stagnating, subtracting 0.1 percentage point from GDP growth.

Investment seemed to contribute more than other categories, at 2.19 percentage points, but
there is no data breakdown on inventories, which could be an important contributor to
investment growth. This is positive for GDP growth in 2Q20 but means that future growth from
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investment in the second half of the year should be slower, as businesses will use up
inventories before producing more.

Weak consumption trend might not recover soon
Though there is a slight improvement in the unemployment rate to 3.96% in June from 4.07%
in May, combined with the negative inflation data, it shows that sentiment
around consumption should continue to be weak for at least another quarter.

This depends heavily on Covid-19 cases globally. If Taiwan’s export market continues to suffer
from low domestic demand due to the damage done by Covid-19 ,Taiwan, as a small open
economy, will feel the pain.

Luckily, electronics can support exports
Taiwan’s comparative advantage is on supplying advanced semiconductor chips to the
Mainland China market. The US has banned more companies, especially in the area of
technology, from doing businesses with Mainland China firms. This has left a market space for
Taiwan semiconductor companies, and has been the main support for the economy so far
since the Covid-19 outbreak.

This comparative advantage will continue if Taiwan continues to supply these advanced
semiconductor chips to Mainland China. The uncertainty here is political tension with Mainland
China and the pressure from the US.

Forecasts
As the contraction of GDP is within our forecast range, we maintain our GDP forecast for
Taiwan at -0.4% for the whole of 2020, and -1.0% YoY and -1.5% YoY for 3Q20 and 4Q20,
respectively.

The bigger contraction in the second half of the year is partly due to last year’s high base
effect, and the uncertainty of Covid-19 damage to external demand for Taiwan’s products. 
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Disclaimer

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank N.V. (“ING”) solely for
information purposes without regard to any particular user's investment objectives, financial situation, or means. ING forms
part of ING Group (being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the
publication is not an investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to
purchase or sell any financial instrument. Reasonable care has been taken to ensure that this publication is not untrue or
misleading when published, but ING does not represent that it is accurate or complete. ING does not accept any liability for
any direct, indirect or consequential loss arising from any use of this publication. Unless otherwise stated, any views, forecasts,
or estimates are solely those of the author(s), as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any
person for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the
Dutch Central Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority
for the Financial Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In
the United Kingdom this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V.,
London Branch is authorised by the Prudential Regulation Authority and is subject to regulation by the Financial Conduct
Authority and limited regulation by the Prudential Regulation Authority. ING Bank N.V., London branch is registered in England
(Registration number BR000341) at 8-10 Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this
report or effect transactions in any security discussed herein should contact ING Financial Markets LLC, which is a member of
the NYSE, FINRA and SIPC and part of ING, and which has accepted responsibility for the distribution of this report in the United
States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit www.ing.com.
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