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I.   GLOBAL ECONOMY
Latest Global Insight forecasts (February 2004) : 

World economic growth: Estimate for 2003 and forecast for 2004 are 
2.6% and 3.8%, respectively. 
Trade volume: Estimate for 2003 and forecast for 2004 are 4.6% and 6.9%, 
respectively.
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II.1  DOMESTIC ECONOMY
1. Economic Growth

Thanks to a pick-up in export growth and the successful contamination of the 
SARS epidemic in the latter half of 2003, Taiwan’s economic growth 
rebounded to positive growth rate of  4.2% and 5.2%, respectively, in the third 
and fourth quarters.  The economy grew 3.2% in 2003 and expected to grow 
4.7% in 2004.
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II.2  DOMESTIC ECONOMY
2. Foreign Trade

(1) Two-way Trade
Improving significantly from 2002, exports and imports posted double-digit 
increase rates in 2003.  The trend continued in the first two months of 2004.
In 2003, trade surplus amounted to US$16.9 billion, the third highest 
historical level.  It registered US$1.3 billion in January-February 2004.

1.332.623.726.025.029.148.82004    Jan-Feb
16.913.1127.310.4144.211.7271.52003
18.14.9112.56.3130.65.7243.12002
15.6-23.4107.2-17.2122.9-20.2230.12001

8.326.5140.022.0148.324.1288.32000

10.95.8110.710.0121.67.9232.31999

5.9-8.5104.7-9.4110.6-9.0215.21998

Growth %Value $Growth %Value $Growth %Value $
Balance $

ImportsExportsTrade
Unit: US$ billion; yoy %

Foreign Trade

Source: Ministry of Finance.
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II.2  DOMESTIC ECONOMY
(2) Major trading partners

Exports to and imports from Hong Kong and Mainland China, among major trading partners, have 
expanded the fastest since 2002.
Exports to and imports from the United States returned to positive growth in the first two months of 
2004 after declining for the previous three years.

17.653.138.142.727.940.444.325.413.20.22004
Jan-Feb

5.431.010.919.6-7.08.922.110.2-0.5-3.12003

3.724.9-2.35.5-0.72.928.7-6.3-6.1-3.22002

-21.2-7.8-21.2-33-27.4-21.6-10.8-16.5-23.1-20.62001

40.427.18.12627.629.324.516.739.512.72000

159.2-14.613.30.121.311.33.527.65.21999

ASEAN 6*
Hong Kong 

and Mainland 
China 

Europe Japan USA ASEAN 
6*

Hong Kong 
and Mainland 

China
Europe Japan USA 

Imports (annual change rate %)Exports (annual change rate %)

Changes in Two-way Trade with Major Trading Partners

*ASEAN6 refers to Indonesia, Malaysia, the Philippines, Singapore, Thailand and Vietnam.  
Source: Ministry of Finance.
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II.2  DOMESTIC ECONOMY
(3) Trade Structure

The share of heavy and technology-intensive industrial products of total exports 
continued to rise after it shrank slightly in 2001. It rose considerably to 75.3% in 2003 
and further to 78.0% in the first two months of 2004.
The share of imports of capital goods decreased to 20.5% in 2003 and further to 20.3% 
in January-February 2004. 

Composition of Foreign Trade

25.36.48.68.79.39.27.813.1Consumer Goods
33.318.371.170.867.765.764.169.0Raw Materials
33.40.420.320.523.025.028.017.9Capital Goods
32.613.1100100100100100100Imports
11.81.020.623.225.327.327.236.0Others
30.713.878.075.373.171.171.460.5Heavy & Technology-intensive Industry*
26.310.598.798.598.498.498.696.5Industrial Products

9.94.11.11.21.31.41.23.1Processed Agricultural Products
-1.78.40.20.30.30.20.20.4Agricultural Products
26.010.4100100100100100100Exports

2004
Jan-Feb20032004

Jan-Feb20032002200120001996

Change (yoy % in US$)Composition (%)

* Including industries of chemicals, chemical products, rubber products, plastic products, basic metals, fabricated metal products, 
machinery & equipment, electrical & electronic machinery, transport equipment, and precision instruments.
Source: Ministry of Finance, Monthly Statistics of Exports and Imports, March 2004. 
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II.3  DOMESTIC ECONOMY
3. Domestic Investment

Real gross fixed capital formation shrank 1.6% in 2003, improving from -
2.1% in 2002. Thanks to a more assured trend of global recovery and the 
resultant acceleration in high-tech investment by the private sector, total 
investment is expected to increase 8.7% in 2004. 

3.6 509.3 13.3 239.2 -0.7 1352.6 1.8 2101.2 1999
-4.7 485.5 -3.5 230.9 15.7 1565.6 8.6 2282.0 2000
-4.8 462.4 4.1 240.3 -29.2 1108.9 -20.6 1811.6 2001

-13.1 401.6 -2.3 234.7 2.5 1136.7 -2.1 1773.0 2002

NT$ billion; yoy %

0.7118.5-5.683.516.8403.69.8605.6Q4(f)
1.2103.1-7.847.016.3325.29.9475.4Q3(f)
1.697.4-8.443.514.5290.78.7431.5Q2(f)
2.280.6-10.531.19.2272.65.8384.4Q1(f)
1.4399.7-7.5205.214.51292.18.71896.92004(f)

-1.8394.3-5.5221.7-0.71128.7-1.61744.72003(p)

Growth rateAmountGrowth rateAmountGrowth rateAmountGrowth rateAmount

Government
investment

Public enterprises 
investmentPrivate investmentTotal

Real Gross Fixed Capital Formation

f: Forecast.  p: Preliminary.  r: Revised.  
Source: DGBAS, 184th Commission on National Income Statistics Meeting, February 20, 2004. 
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Industrial
production

Mining Manufacturing Electricity, gas,
and water

Construction

2000 7.4 -6.7 8.0 10.0 -15.1
2001 -7.3 7.9 -8.0 1.8 -12.3
2002 6.4 2.1 7.5 3.7 -23.1
2003 5.5 -13.6 5.4 5.0 13.0

Q2 -0.4 -15.4 -0.6 2.1 0.3
Q3 6.6 -14.4 6.0 7.7 34.6
Q4 9.5 -22.0 9.7 5.3 20.7

2004  Jan-Feb 11.99 -1.92 13.21 4.45 -9.9

Growth Rate of Industrial Production                               %

II.4  DOMESTIC ECONOMY
4. Production

Industrial production continued to grow, at a pace of 5.5%, in 2003.  It 
increased 12.0% in January-February 2004, as manufacturing industry 
expanded 13.2%.  

*Including industries of chemicals, chemical products, rubber products, plastic products, basic metals, fabricated 
metal products, machinery & equipment, electrical & electronic machinery, transport equipment, and precision 
instruments.
Source: Ministry of Economic Affairs, Industrial Production Statistics Monthly, Taiwan.
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II.5  DOMESTIC ECONOMY
5. Employment

Nonagricultural employment has displayed marked improvement since the second 
quarter of 2003. The unemployment rate increased to a record high in 2002 and 
gradually lowered to below 5% in 2003.  It fell further to 4.6% in January-February 
2004.

2.59,0284.5746457.410,156Jan-Feb

1.18,8365.0050157.210,034Q2
1.68,8975.1452457.510,117Q3
2.38,9644.7448057.410,129Q4

1.58,8774.9950357.310,0762003

1.68,7532.9929357.79,7842000
-0.98,6774.5745057.29,8322001
0.88,7455.1751557.39,9692002

2004

Nonagricultural 
employmentUnemploymentLabor Force

Unemployment
Rate (%, Average) 

1,000 
persons

1,000 
persons yoy, %

participation  
％

1,000 
persons

Source: Directorate General of Budget, Accounting, and Statistics.
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II.6   DOMESTIC ECONOMY
6.  PRICES

Wholesale prices increased 2.5% and consumer prices decreased 0.3% in 2003.  In 
February 2004, wholesale prices and consumer price rose 2.1and 0.6%, respectively, 
from a year earlier.
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II.7   DOMESTIC ECONOMY
7. Money & Finance
(1) Money Supply

The annual growth rate of M1B and M2 increased 11.8% and 3.8%, respectively, in 
2003, and 20.4% and 6.8%, respectively, in February 2004.
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II.7   DOMESTIC ECONOMY
(2) Interest Rates

Market interest rates have been lowered continuously until the third quarter of 2003, 
reaching historically low levels and reflecting the loosening situation in the money 
market.  The downward trend has leveled off since the last quarter of 2003.  In 
February 2004, commercial paper rate and interbank rate posted 1.0% and 0.9%, 
respectively.   

Commercial paper (31-90 days) rate

Interbank money market rate (overnight)
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II.8   DOMESTIC ECONOMY
8. Business Cycle Indicators

During the first half of 2003, the steady recovery achieved since 2002 was disrupted due to the 
spread of SARS.  As the epidemic was gradually brought under control, green lights flashed again 
for five consecutive months during July-November.  Since December 2003, the monitoring 
indicators have flashed yellow-red for three consecutive months in four years, indicating a strong 
improvement of the economy.

Monitoring Indicators
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II.8   DOMESTIC ECONOMY

Source: CEPD.
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II.8   DOMESTIC ECONOMY

131361262003      Feb
3166519Mar

-13266113Apr
1156916May
987517June
4137017July
9136522Aug
9136522Sep
5136918Oct
5156520Nov

14106624Dec
27759342004      Janr

22105832Febp

Source: CEPD.

Net (1)-(2)Worse (2)UnchangedBetter (1)

Business conditions 3 months later

Business Expectations                    % of manufacturing firms surveyed

According to surveys conducted by the Council for Economic Planning and Development, 
the manufacturing firms continued to be optimistic in the first two months of 2003. As 
uncertainties increased with the spread of SARS, the optimistic view lessened in March 
and April.  However, as the outlook for the economy has become significantly brighter,  
business expectations have regained momentum since May 2003.
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III.1   CURRENT ISSUES

1. Current Economic Issues
Dependence on exports to and investment in mainland China is rapidly increasing 
yet the development of a cross-straits communications and consultation mechanism 
is at a standstill.

Domestic demand expanded modestly in 2003, and need to be boosted to meet 
the targeted growth of 3.7%.

Fiscal deficits have expanded rapidly in the past decade, as it has become more
difficult in raising fiscal revenues and contracting expenditures.  

The banking sector reached very high levels of non-performing loan ratio, at 8.8% 
in the first quarter of 2002, with problems most severe among community financial 
institutions.  Although domestic banks as a whole improved to below 5% in 
December 2003, community financial institutions still saw a level above 14%.

The unemployment rate has risen from 3.0% in 2000 to around 5% in 2002.  
Although declining to below 5% in the end of 2003, it is still above historical level.  
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III.2   POLICY INITIATIVES
2. Key Policy Initiatives

Easing restrictions on economic links with mainland China:
1. The “no haste, be patient” mainland investment policy has been replaced with a 

less restrictive “proactive liberalization with effective management” approach.
2. The preparatory phase of cross-strait direct transportation links is already 

underway.
3. "Measures on cross-Strait freight facilitation" are to be announced at 

appropriate time.
Measures to stimulate the economy:
1. The "Taiwan first investment" program was introduced to promote private 

investment.  Among the key initiatives are land cost reduction, trillion-dollar 
financing for traditional industries and small and medium enterprises, five-year 
tax holiday for new investment in manufacturing, and infrastructural 
development.  The program is designated to keep annual investment above 
US$35 billion over the next five years.

2. A further spending of US$15 billion for the five years from 2004 is scheduled to 
step up development in transportation, high-technology, higher education, and 
water resource management. 
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III.2   POLICY INITIATIVES

Fiscal reform
•The government has established a fiscal reform committee to draw up 
plans for achieving a balanced budget within five to ten years.

•Another committee has been formed to consolidate the management of 
national properties to help relieve fiscal burden.

Financial reform: A financial restructuring fund (RTC) was established, 
with which 43 insolvent financial institutions have been liquidated since 
August 2001.  At the same time, AMCs (Asset Management Companies) 
were encouraged to form to help dispose bad assets and the Financial 
Holding Company Law was passed to speed up integration across industries.

Measures to increase employment:  An increase of US$575 million in 
public services spending is expected to create about 80,000 jobs in public 
services for those who need employment the most in 2003.  Unemployment 
rate is expected to fall to around 4% in 2004.  
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III.2   POLICY INITIATIVES

3. Challenge 2008: Six-Year National Development Plan
The comprehensive six-year national development plan is designed to foster the 
creativity and talent Taiwan needs to transform itself into a “green silicon island.”
Total expenditure under the plan will be NT2.6 trillion (approximately US$75 billion.)
The major goals of the plan are:
1. To develop at least 15 products or technologies that rank among the world’s 

best
2. To double the number of foreign tourists visiting Taiwan
3. To increase R&D expenditures to 3% of GDP
4. To reduce the unemployment rate to less than 4%
5. To boost the economic growth rate to over 5%
6. To expand the number of broadband Internet users to over 6 million
7. To create 700 thousand jobs
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III.2   POLICY INITIATIVES

The plan includes three major reforms, of government, 
banking and public finance, and ten major investment areas 
as follows:
1. Cultivate talent for the E-generation
2. Develop the cultural creativity industry
3. Develop an international base for R&D and innovation
4. Develop high value-added industries
5. Double the number of tourists visiting Taiwan
6. Develop a digital Taiwan
7. Develop Taiwan as an operations headquarters
8. Improve the transportation infrastructure
9. Conserve water resources and the ecology
10.Construct new hometown communities
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IV.   PROSPECTS
2003

The Taiwan economy resumed positive growth in 2002, following the unprecedented 
negative growth in 2001.  The momentum continued in the first quarter of 2003, as 
growth reached 3.5%.  However, the domestic economy was severely affected by 
the spread of the SARS epidemic in the second quarter, turning to a negative growth 
of 0.1%.
Growth strengthened to 4.2% in the third quarter, as the spread of SARS was 
brought under control by late June. Thanks to rising optimism about the global 
economy and the emerging effect of increased government spending, the last 
quarter saw 5.2% expansion.
The economy grew 3.2% in 2003 with consumer prices falling by 0.3%.

2004
In 2004, the momentum of the global economic recovery and world trade 
acceleration is expected to be notable and strong enough to keep Taiwan’s export 
expansion as fast as 2003.
The positive wealth effects created with the warming-up of the stock and real estate 
markets will help boost private consumption.
Private investment is expected to grow at a double-digit rate, driven by plant 
expansions in the opto-electronic and semiconductor industries and such large 
projects as high-speed railway and the 6th naphtha cracker plant . 
Economic growth is targeted to be 5.0% with very moderate inflation of 0.7%.
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ECONOMIC FORECASTS FOR TAIWAN

TIER: Taiwan Institute of Economic Research, Taipei.

DGBAS: Directorate-General of Budget, Accounting and Statistics, Taiwan, ROC.

P: preliminary estimate.
CIER: Chung-hua Institute for Economic Research, Taipei.

4.35+0.543.19 (Dec 2003)Academia Sinica

4.74+0.093.24 (Feb 2004)DGBAS

4.81-0.173.34p(Jan  2004)TIER

4.26+0.043.12 (Dec 2003)CIER

4.9+0.23.3 (Feb  2004)Global-Insight (formerly DRI-WEFA)

4.10.03.2(Sep 2003)IMF

3.0-0.52.0 (Sep 2003)World Bank

2004Difference from 
last projection

2003
Growth rate %


