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Annual revenue was about US$50 billion （14% of GDP）in FY2009 in Chinese Taipei. However, the tax revenues, the main resource of annual revenue, are less than last year due to the financial downtown of last year. And the annual expenditure is about US$55 billion （15% of GDP）.So we will be in deficit this year. However, our finances are still steady based on the macro indices of revenue structure, expenditure scale, deficit or surplus, debt condition, and so on. The impact of the financial crisis is still having some effect on our economy because we are export-oriented. We will continue to use fiscal tools so as to secure the recovery and seek to encourage private demand such as by strengthening public construction with a prepared budget of about US$15 billion from FY2009 to FY2012, and employing the distribution of shopping vouchers（US$100 per person）, a tax reduction of about US$1.5 billion, the implementation and promotion of employment programs. 

All these policies have caused the public debt to rise. The ratio of the amount of accumulated actual debt in Chinese Taipei to GDP at the end of October was 32.38% still under the limits of the ratio of 40% set by the Public Debt Act. In addition, we predict that the economic growth rate will be 3.92% in FY2010, which shows that our economy will recover gradually.

To bring back the fiscal sustainability and economic growth, Chinese Taipei has already drafted “The Medium and Long Term Program for Achieving Sound Finance” in a foresighted way through finance management, tax management and property management. We are integrating the resources of the public and private sector, strengthening public debt management, developing the function of financial mechanisms and using the private resource efficiently to promote all kinds of construction. Through these strategies, our stated aim, following public expectations, is “to support construction with public finance and to raise public finance with construction.”  The program is predicted to increase revenues or decrease inefficient expenditures by about US$30 billion from FY 2009 to FY2016. In addition, invisible effects can be achieved such as an improvement in the investment environment, the promotion of industrial competition, the raising of employment opportunities, the rationalization of the tax burden, and improvements in income distribution, and so on. Because of the global economic downturn in the half year in FY2009, Asia economies are the first to show signs of improvement, and such improvement will help us in the steady development of foreign trade and products. We will promote economic policies continuously so we look to some certain degree of improvement in economic conditions.

For your reference, we provide some detailed information about Chinese Taipei’s economic situation and outlook in Annex 1, and Chinese Taipei fiscal strategy of facing uncertain environment in Annex 2. 

Annex1 
Chinese Taipei’s Economic situation and outlook

I. CURRENT DOMESTIC SITUATION 

Economic Growth 

In the second quarter of 2009, real exports of goods and services declined by 18.36%. With the added effects of decreasing fixed capital formation and weakening private consumption, Chinese Taipei’s real GDP contracted by 7.54%. 

As the world economy begins to recover in the second half of 2009, Chinese Taipei’s export performance is expected to regain vitality. For 2009 as a whole, real GDP is forecast to contract by 4.04%. 

Domestic Investment 

In the second quarter of 2009, gross fixed capital formation contracted 23.7%, due mainly to a 33.4% decline in private investment. 

This big drop in private investment was caused by investment plans being put on hold due to the weak economy, with imports of capital equipment and investment in construction continuing to decline. But with Chinese Taipei carrying out a series of major investment programs to stimulate the economy, Chinese Taipei’s investment increased by 24.0% in the same quarter. 

Foreign Trade 

In July 2009, exports and imports fell by 24.4% and 34.1% year on year, less than their respective falls of 34.2% and 42.3% in the first half of the year. The improving trade performance was mainly a result of rising demand from China. 

Major trade partners 

China (including Hong Kong) and ASEAN have become increasingly important trade partners to Chinese Taipei since 2000. 

Japan has remained Chinese Taipei's largest supplier of imports, despite a narrowing share. Meanwhile, the higher cost of crude oil has increased the share of imports from the Middle East. 

Production 

In 2008, the industrial production index showed an annual growth rate of minus 1.8%, the lowest since 2002. 

In July 2009, the industrial production index posted a year-on-year decrease of 8.1%. However, the decline has moderated, compared to the 24.3% contraction in the first half of the year, with industrial production being driven back upward by a pick-up in exports. 

Unemployment rate and labor force participation rate 

The unemployment rate rose by 0.13 of a percentage point in July to 6.07%, from 5.94% in June. The seasonally adjusted unemployment rate rose by 0.10 of percentage point to 6.01%

In July, the labor force participation rate increased by 0.11 of a percentage point from the previous month, to 57.90%. 

Prices 

With commodity prices having fallen from year-earlier highs, the CPI in July showed a year-on-year dip of 2.33%, the 6th consecutive month of price contraction. Core prices (excluding fresh food and energy prices) also fell 0.93%.

With the high-base effect as well as sagging commodity prices over recent months, the WPI in July was down sharply by 14.11% year on year. 

Money Supply 

With the steady transfer of funds from time and savings deposits to demand deposits, the annual growth rate of M1B in July rose to 20.64%. The M2 annual growth rate climbed to 8.33%, due mainly to continuous net capital inflows. 

For the first seven months of this year, the average annual growth rates of M1B and 

M2 were 9.91% and 7.18%, respectively. 

Short-term Interest Rates 

Since recent falls in international commodity prices have greatly alleviated the pressure of imported inflation, while economic activity has decelerated sharply, the CBC has implemented eight successive cuts in interest rates. 

In July 2009, the commercial paper rate and interbank rate fell to 0.16% and 0.10%, respectively. 

Stock Price 

After peaking at a 9,605-point average in October 2007, Chinese Taipei’s stock exchange index plummeted to 4,475 points in January 2009 due to weakening economic conditions. 

Increasingly clear signs of global recovery and improving cross-strait relations have helped the index rebound to 6,856 points in August 2009. 

Monitoring Indicators 

The overall monitoring indicator flashed “yellow-blue” for the second consecutive month in July 2009, signaling signs of gradual improvement in Chinese Taipei’s economic conditions. 

II. PROSPECTS FOR 2009/2010 
Chinese Taipei's economy shows signs of bottoming out 

－In line with growing signs of gradual recovery in Asia’s emerging economies, the contraction of Chinese Taipei’s real GDP improved from a first-quarter decline of 10.13% to a second-quarter decline of 7.54%. 

－Expressed as a seasonally adjusted annual rate (SAAR), real GDP increased 20.69% in the second quarter, in contrast to a decrease of 10.16% in the first quarter. The quarter-to-quarter improvement indicates that Chinese Taipei's economy reached the bottom of the recession in Q1 2009.

－For 2009 as a whole, the GDP growth forecast has been revised upward to -4.04% from the previous forecast of -4.25%, with per capita GNP projected to reach US$16,280. The damage caused by Typhoon Morakot is estimated to clip 0.2 of a percentage point from GDP growth in 2009.

－In 2010, Chinese Taipei’s economy is forecast to grow 3.92% with per capita GNP reaching US$16,977. 

Exports regaining some momentum

－As the expected global recovery gathers strength, export declines are expected to keep narrowing, with positive growth reappearing in the fourth quarter of 2009. The full-year growth forecast for Chinese Taipei’s goods and services exports has been revised upward from -13.92% to -11.90%. In 2010, exports are projected to grow 10.98%, boosted in part by improving cross-strait relations. 

－Because of rising export-induced demand, the full-year growth forecast for Chinese Taipei’s goods and services imports in 2009 has also been revised upward from May’s projection of -16.36% to the latest projection of -14.65%. In 2010, imports are projected to grow by 10.71%. 

Private consumption outlook remains weak 

－A soaring unemployment rate plus shrinking income have hurt private consumption growth, though the stock and vehicle markets are showing signs of resilience. 

－Private consumption is projected to stay close to stagnation with a 0.21% increase in real terms for 2009 as a whole. In 2010, private consumption is projected to rise moderately by 1.87%.

－The damage caused recently by Typhoon Morakot has had some impact on private consumption and service exports. But once relief and recovery efforts are rolling forward soundly, the disruptions from the disaster will substantially diminish. 

Domestic investment to slow further

－Despite rising capacity utilization rates, private investment is projected to decrease by 27.43% in 2009, due mainly to businesses putting investment plans on hold until the economy enters a sustained recovery. Private investment is forecast to grow 3.16% in 2010.

－However, Chinese Taipei’s investment is forecast to grow 21.48% in 2009, largely on account of infrastructure development under the Chinese Taipei’s project to expand investment in public works. 

－While Chinese Taipei’s investment in 2010 had been forecast to contract by 3.73%, this figure does not take into account the spending now under planning for Typhoon Morakot post-disaster reconstruction. 

Inflation risks subsiding 

－Even though the prices of oil, basic metals and chemical materials have been rising recently, the WPI is still forecast to show a year-on-year fall of 8.94% for the whole of 2009, owing to last year’s high base of comparison. 

－Due to the heavy losses inflicted by Typhoon Morakot on Chinese Taipei’s agricultural, fishery and livestock sectors, food prices are expected to increase in Q3 2009. Nonetheless, factors such as the fiercely competitive markets, the discount strategy adopted by many retailers, the relatively stable prices of services such as rent, and the high-base effect, translate into a projected CPI decrease of 0.68% in 2009. 

－In 2010, the WPI is forecast to rise by 3.72% as commodity prices rebound in line with the global economic upturn. The CPI is projected to rise by 0.87%, as the fierce competition in the markets restrains the markup. 

III. POLICY INITIATIVES 

A. Financial Stabilization and Three-Pillars-of-Support Policy 

1. Government support for banks 

2. Bank support for businesses 

3. Business support for workers

4. Continuation of preferential home loan programs 

B. Expanding Domestic Demand and Stimulating Consumption  
1. The issuance of consumption vouchers (November 20, 2008)  

2. Continued execution of the Program for Strengthening Local Construction to Expand Domestic Demand (May 22, 2008)  

3. Implementing the Project for Expansion of Investment in Public Works to Invigorate the Economy 

4. Subsidizing the purchase of energy-saving, low-carbon-emitting household appliances and equipment, low-polluting vehicles, etc. (September 11, 2008)  

5. The special project to increase the number of tourist arrivals from China 

C. Invigorating Exports and Raising Enterprise Competitiveness 

1. The New Cheng Ho Plan (December 25, 2008)  

2. Short-term continuation of five-year tax-exemption for additional investment, to enable manufacturing and related technical service firms to enjoy tax breaks(September 11, 2008). 

3. Cutting by NT$30,000 per vehicle the commodity tax on new passenger cars purchased to replace old ones, to promote car consumption, stabilize the operation of the auto industry, and match the Chinese Taipei’s energy-saving and carbon-reduction drive (December 11, 2008) 

4. Continued implementation of the Action Plan for Energy Conservation and Greenhouse Gas Reduction, to improve the industrial structure (September 4, 2008) 

5. Expansion of the National Development Fund to help enhance economic development and support national sustainable development policy (October 23, 2008) 

D. Promoting Employment and Enhancing Labor Training 

1. Establishment of a special interdepartmental Cabinet task force on alleviating unemployment 

2. Continued implementation of the 2008~2009 Short-Term Employment-Promotion Measures 

3. The 2009~2012 Employment Promotion Program (November 6, 2008) 

4. Implementation of the Short-term Skill Plus Program 

5. The Project for Cultivating High-Grade Manpower to Promote Employment 

E. Actively Caring for the Disadvantaged

1. Project to Subsidize Work Income 

2. Continued implementation of measures to care for the disadvantaged 

F. Tax Reduction Measures 

1. Increasing the four main individual income tax deductions – namely, the standard deduction, the salary/wage earner’s special deduction, and the deductions for the disabled and higher education expenses 

2. Reduction of estate and gift taxes 

3. Raising tax credit rates for companies purchasing and installing energy-saving equipment or investing in new and clean energy equipment or technology 

G. Promoting the normalization of cross-strait relations 

IV. Conclusion 

As more green shoots appear in the global economy, Global Insight has upwardly revised its forecasts for global GDP growth in 2009 and 2010. The global recovery is being led by emerging economies in East Asia, which, according to the Asian Development Bank, have already entered the transition from recession to recovery. Although the global economy is widely expected to experience an upturn in 2010, the path of recovery remains difficult and its pace uncertain. 

Chinese Taipei has recently upgraded its growth forecast in the second half of 2009, in expectation of the economy moving into a gradual recovery. However, the weak economic conditions in advanced economies will continue to weigh on Chinese Taipei’s export growth for the remainder of this year. GDP is projected to be negative for the first three quarters in 2009, with an overall contraction of 4.04% for the year as a whole. 

Chinese Taipei’s agricultural and tourism sectors have sustained severe damage from Typhoon Morakot, but the overall impact on the economy is limited. Under the positive effects of fiscal stimulus measures and other economy-boosting factors, including public construction programs, drives to promote urban regeneration and boost private investment, short-term employment-promotion measures, tax reductions, the influx of tourists from China, and closer cross-straits economic ties, Chinese Taipei is expected to speedily regain a healthy level of economic growth. 

Annex 2 
Chinese Taipei’s Fiscal Strategy of Facing 
Uncertain Environment

During the global economic downturn, Chinese Taipei takes many strengthened measures.

1. The Chinese Taipei announced a series of additional fiscal and economic policy measures to stabilize price, to stimulate domestic demand and to increase public spending, including a total of US$2.60 billion of shopping vouchers in FY 2009 and a total of US$15.15 billion of public spending during  FY 2009-2012.

2. In order to battle the deteriorating unemployment problems, Chinese Taipei devised subsidy and financial assistance ways of encouraging private enterprises to protect jobs for creating job opportunities for at least 150,000 people to keep the overall unemployment rate at fewer than 4.5% in FY2009.

(1)The measures under consideration include financial assistance to help companies meet their payrolls, low-interest loans, and subsidies of employers’ contributions to their workers’ labor and health insurance premiums. 

(2)We would seek to reward companies that demonstrate compassion and refrain from laying off employees and as a cost-cutting measure during these tough times. 

3. We also adopted the policy of a guarantee of all deposit and interbank loans.

4. Continuously impetus to tax revolution ：We extensively used long-term incentives, such as cutting estate, gift and income taxes. By creating an investment environment of transparent, simple and low tax burden, enterprises can reduce tax cost so that they will benefit from tax revolution. The aim is to achieve “low tax rates, wide tax bases and simplified tax administration.”By the way, Chinese Taipei will create an international competitive tax environment.

5. Strengthening management of the public debt of the general government: In a scenario of a more expansionary fiscal policy, the general government debt is expected to rise. Chinese Taipei should comply with the Public Debt Act. This important law has governed the fiscal discipline and effectively controlled the growth of public debt. We will strengthen the management and supervision of national debt by minimizing the government’s financing cost, rationalizing government debt structure; diversifying the government bonds, mobilizing actively the government financing demand, disclosing the government debt information to the public in the future.

6. Strengthen cost-benefit concept to promote financial efficiency: In order to promote financial efficiency, when every agency submits infrastructure projects, they should strengthen financial plans, cost-benefit assessment so that we can reduce non-economic expenditures. In addition, we will have many innovational ways such as researching new financial strategies, creating new financial tools, integrating usable resources, striving to increase revenues while cutting expenditures.

7. In the line with the principle that the sound finance is the headstone of whole economic development, Chinese Taipei promulgated “The Program of Sound Finance in the Medium-term and Long-term”at present. We hope to achieve the goal of“sound finance”by ten strategies of finance management, tax management, property management and we will cooperate with other departments to improve business efficiency. We predict that we will increase revenues or decrease inefficient expenditures  in FY 2009-2016 （excluding economic growth,  planning tax reforms, inducible effects, etc）.In addition, invisible effects can be achieved such as improvement in the investment environment, promotion of industry competition, raising of employment opportunities, rationalization of the tax burden and improvement in income distribution, etc. 
To promote economic development and encourage private investment, several major public construction projects were implemented simultaneously. Chinese Taipei aims not only to fund public expenditures, but also to develop policies on fiscal stability, a sound tax system and effective management of public assets. Our stated aim, following public expectations, is “to support construction with public finance and to raise public finance with construction.”                                                                      
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