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Recent News

2016 Taiwan Economic Forecast : Great Challengesin the New Year

Because of an unexpectedly weak recovery in the global economy, the IMF has revised forecasts of
globa economic growth for 2015 downwards several times. The latest forecast for global GDP
growth is only 3.1% which is lower than the actual growth in 2014. The main reason is that
emerging markets and developing countries (EM) are registering growth that is far lower than the
long-term pattern. Furthermore, lower prices of crude oil and raw materials have resulted in a
divergence between advanced economies (AE) and EM, which may drag the economic growth
down next year. But fortunately, a more solid growth in AE is expected, which suggests a better
outlook in 2016 compared with this year, even if it is still sluggish. Taiwan, suffering from weak
domestic investment and exports, registered real GDP growth of only 1.26% year-on-year for the
first three quarters and even more important is the fact that the number was negative for the third
guarter. The subdued volume of goods exports in Nov. suggests that there are no good signs this
year and therefore the real GDP growth in 2015 is projected at only 0.75%. In 2016, rate increases
by the US Fed and QE in Euro Zone, along with lower oil prices may dampen the performance in
EMs because of the fragile financial conditions. Furthermore, the rise of “red supply chain” in
China will continue to restrict the recovery in Taiwan's economy and, therefore, a weak real GDP

growth is expected in 2016 (1.74%).

Private consumption grew 2.57% year-on-year in the first three quarters but the number for the third
quarter was 0.50% (y-0-y). Despite a steady growth in sales of food and beverage services, negative
growth in wholesale and retail suggests a weaker domestic demand. The latest Taiwan consumer
confidence index (CCl) aso indicates that the consumer confidence in the context of buying
durable goods declined for consecutive five months. Taking these factors together, we expect
private consumption to grow 2.50% this year and it may decelerate further to only 1.78% in 2016

because of therise in prices.

A sudden drop in (private) investment in the first half of this year reflects the concern for the weak
external scenario. Although we expect the semi-conductor industry to complete inventory clearance,
growth of imports of machineries and the index of export orders (electronics) are still struggling,
declining by 5.18% and 4.0% respectively in November. In addition, foreign investment has fallen
by 6.77% in the first ten months. Therefore we expect real private investment to grow by 2.35% in
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2015. In 2016, since the latest PMI (Purchasing Managers Index) has fallen into the contraction
territory and outlook manufacturing in the next half year is pessimistic, real private investment is
expected to register alower growth of 2.09% in 2016. The growth of gross fixed capital formation
in real termsis just about 1.18% in 2015 because of the negative growth of government and public

utilities investments and though it is expected to rise to 2.16% in 2016.

As for foreign trade, Taiwan's exports this year have continued to suffer from the slowdown in
China's imports as well as the weakness in ASEAN countries; growth was only 0.60% year-on-year
for the first three quartersin real terms whereas growth of imports was only 1.28% year-on-year in
the same period because of weak investment. The latest data suggest that the trade volume was still
subdued in Nov. After considering the effects of prices, we expect exports of goods and services to
decline by 0.48% and imports of goods and services to grow by 0.69% in 2015. While global trade
IS expected to expand, negative effects of economic reform in China and the lifting of the US Fed
rate are unavoidable and these shall restrain the recovery of this sector. We expect real exports and
imports of goods and services to expand 2.69% and 3.19%, respectively, in 2016.

Because of the sharp fall in crude oil price, consumer price index (CPI) declined by -0.35% and the
core price index was up nominally by 0.79% in the first eleven months. Continually dropping oil
prices are leading to a possible deflation in Taiwan but we expect oil prices to be more stable in the
coming year and, therefore, inflation is likely to be back to the normal, particularly because of the
two consecutive cutsin policy rate. CPI is expected to register a negative growth of -0.30% in 2015
and it may rise 0.49% in 2016. The wholesale price index (WPI) is falling along with the downward
trend in international commodities prices and is expected to decline 8.54% in 2015 but will
gradually accelerate in 2016 (0.30%).

Average unemployment rate in the first ten months was 3.76% and the lowest level was recorded in
May, which provides arelatively optimistic view of the jobs market. It is expected to be 3.73% this
year. In 2016, a tight job market is expected, according to the latest confidence index of job
opportunities over the next 6 months. Accordingly, we expect unemployment rate to be 3.89% in
2016.

The narrow money supply M1B and broad money supply (M2) expanded 6.05% and 6.19%,
respectively, in the first three quarters of 2015. However, growth of M1B was smaller than M2 in
all the three quarters, reflecting weak demand for funds. Expected estimates of annual growth of
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M1B and M2 are 6.00% and 6.45%, respectively. Assuming a modest recovery, we expect annual
growth of M1B and M2 to be 6.60% and 4.99%, respectively, in 2016.

In sum, the almost no growth in the domestic economy in 2015 reveals the fragile structure of
Taiwan's economy. We believe these effects will persist and, therefore, after considering the
uncertainty of risein US Fed rate and a possible hard-landing in China and forecast errors, the 50%
interval forecast for the GDP growth of 2016 will range from 0.58% to 3.02%.
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