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Snap Taiwan’s central bank cuts rates too 
Taiwan has cut rates to 1.125% but we think more is to come. The fiscal 
stimulus should look to help the economy more directly rather than its 
current scattergun approach as the impact of the coronavirus has turned 
into a global demand issue that is likely to hurt the economy even post- 
Covid-19. As a result, we've lowered our TWD and GDP forecasts 

 

Taiwan cuts rates for the first time since 2016 
Taiwan's central bank cut policy rates more aggressively than the market expected. The rate cut 

from 1.375% to 1.125% is deep, but in line what other central banks are doing around the world. 

This is the first move since 2016, and lower than the 1.25% we saw during the global financial 

crisis. 

For the first time, the central bank has introduced a TWD 200 billion lending pool for small-medium 

enterprises for six months, which aims to help SMEs surf through the tide of Covid-19’s damage on 

operations, which should, in turn, stabilise the job market. In our view, this should be more 

effective than the fiscal stimulus planned by the government so far. 

But we think the assumption that Taiwan needs low interest rate funding for a period of six 

months is quite optimistic. 

Global demand has been hit and the recovery may be gradual if the job market is dismal even 

after Covid-19 subsides, which will subsequently lower demand for electronic products, e.g. 

smartphones, which are more of a luxury item than a necessity. Taiwan’s manufacturing and 

export demand will also be hit but this relief lending pool should help. 

To prevent tight liquidity conditions, a liquidity injection of up to 180 days funding now includes 

banks, bills, postal, security firms, insurance companies. 
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Another downgrade to Taiwan's GDP 
We are a lot less optimistic than the government or the central bank on Taiwan's GDP 

growth for 2020. The rapid spread of Covid-19 will hit global demand for electronic 

products, which is Taiwan’s main export item. 

Moreover, the fiscal stimulus is too small to help SMEs and the job market if the global 

demand for electronic goods like smartphones continues to be persistently weak. 

Therefore, we downgrade our forecast for Taiwan's GDP growth to -0.4% from 0.8% for 

2020. 

 
Fiscal stimulus could help SMEs 
Taiwan has scaled up its fiscal stimulus from TWD60 billion, discussed on 27 February, to 

TWD100 billion on 18 March 2020. This is now equivalent to 0.5% of nominal GDP estimated by 

the government for 2020, up from 0.3% in late February. But the scale of this package is still 

smaller compared to other economies’ stimulus, which is generally 2% or above GDP. 

The smaller scale of fiscal stimulus could be explained by the unaffected manufacturing and 

export sector. But if we look ahead, many manufacturing economies are still battling with  

Covid-19, as their factory operations remain suspended. 
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Revising USD/TWD forecast 
Even though Taiwan is not slashing rates like the Federal Reserve, the TWD is going to be 

weaker against the USD because of the flight to safety to US Treasuries, and capital 

outflows from Taiwan’s stock market. 

We believe this flight to safety behaviour will last until Covid-19 subsides in the US and 

Europe and, in the meantime, we hope this does not lead to a global financial crisis 

that turns liquidity risks into credit risks. 

Based on the above assumptions we revise our USD/TWD forecasts for the end of 1Q20 to 

4Q20. These are 30.5, 31.00, 30.50 and 30.00, respectively. 
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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 NV 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. The producing legal 

entity 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 subject to limited regulation by the 

Financial Conduct Authority (FCA). 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. 
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