April 27, 2018

Economics Group
Jay H. Bryson, Global Economist
jay.bryson@wellsfargo.com ● (704) 410-3274

Michael Pugliese, Economist

michael.d.pugliese@wellsfargo.com ● (212) 214-5058

Consumption Drives Taiwanese GDP Growth in Q1
Real GDP growth in Taiwan was 3.0 percent year over year in Q1, led by private and government consumption.
Fixed investment growth remained soft, and the threat of a trade war is lingering in the background.
Consumption Strength Offset by Imports, Investment Spending
Data released this morning showed economic growth in Taiwan slowing
slightly in Q1-2018, up 3.0 percent year over year (top chart). Private final
consumption continued to accelerate, with growth strengthening for the
fifth consecutive quarter and topping 3 percent for the first time since
Q2-2015. Government final consumption also surged, up more than
6 percent year over year after four consecutive prints at 1 percent or lower.
Export growth also remained solid as the global economic backdrop
remained supportive of healthy aggregate demand from abroad.
Acceleration in imports and continued weakness in gross fixed capital
formation (GFCF) prevented economic growth from reaching a multi-year
high. With a working-age population that is expected to decline in the years
ahead, Taiwan will need faster labor productivity growth to maintain its
current pace of potential economic growth, a theme we highlighted in a
special report in January that is available upon request. In short, if GFCF
growth remains lackluster as it did in Q1, economic growth in Taiwan will
continue to fall far short of the rates experienced in the past few decades.
At its last policy meeting in March, the Taiwanese central bank once again
elected to remain on hold (middle chart). The central bank noted “robust”
consumer confidence, which jives with today’s strong personal consumption
numbers. Although the economic growth environment in Taiwan and abroad
remains solid, the central bank noted that both current inflation and
inflation expectations were “mild” and the output gap remained negative,
suggesting there is still slack in the economy. With trade uncertainty
pervasive (more on that below), the Taiwanese central bank may stay on hold
for the foreseeable future unless its hand is forced by a further pick-up in
growth and inflation.
Trade Troubles a Big Deal for Taiwan
Taiwan’s small, open economy is heavily reliant on trade, as foreign spending
on Taiwanese goods and services accounts for about 40 percent of the value
added that is generated in Taiwan. In a recent special report we published
that is available upon request, our analysis shows that Taiwan would be the
economy with the most to lose from a trade war between mainland China
and the United States. Specifically, products that are exported from Taiwan
to the mainland, assembled into final products and subsequently reexported to the United States account for 1.5 percent of total value added in
Taiwan, the most of any country (bottom chart). This finding makes intuitive
sense due to the significant amount of exports from Taiwan to the mainland,
which in 2017 totaled almost $90 billion (nearly 30 percent of total
Taiwanese exports). As a result, should trade relations between the United
States and China deteriorate to the point of meaningful action, we would
expect to see slower growth in Taiwan.

Source: IHS Markit, Bloomberg LP and Wells Fargo Securities
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