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Abstract

China is major trade partner of Taiwan. However, China economy
slowing down not only has a direct impact on China through trade, but also
indirect effect through the economies of other countries. This paper use
Global Vector Autoregression model ( GVAR ) to simulate one standard
deviation negative shock in China real GDP growth. All Other terms and
conditions remain unchanged; the empirical results of this study are as
follows:

1. In the short run, the effect of decline in China real GDP growth on
Taiwan’s real GDP growth rate is significant drop and Taiwan
Dollar real exchange rate depreciates. In the long run, real GDP
growth rate, inflation rate, and real exchange rate recover.

2. The China real GDP growth shock significantly affects real output
in the US, Japan, Australia, and ASEAN but South Korea, the UK,
India and the euro area.

The effect through indirectly channels of transmission increases the
impact of the shock. Adjusting trade structure may be able to reduce the
negative impact of China’s new normal.
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