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Abstract

Taiwan’s economic structure is deeply susceptible to instability in US-China
economic relations. Beginning in July 2018, the US government began imposing
additional tariffs on goods made in Mainland China, such as high-tech products, and
China responded in turn, raising tariffs on US agricultural and other products. Caught in
the middle, what does this “trade war” mean for Taiwan’s economy? With the expansion
of the scope of additional US tariffs on Mainland China, Taiwan is gaining an export
substitution effect mainly in IT-related parts and accessories. However, this substitution
effect has been outweighed by a decrease in Taiwan’s exports to the Mainland and Hong
Kong. Additionally, as the scope of the tariffs increases, so too do the costs of supply
chain adjustments for Taiwanese companies. Under such conditions, the Taiwanese
economy will inevitable face strong downward pressure from weakening Mainland and
US economies. In addition to tariff increases, the US government has been
strengthening restrictions on technology exchanges with Mainland China. Here, too,
many Taiwanese companies that have Mainland high-tech firms as customers or
partners find themselves in a precarious political-economic climate. Thus, while trade
data shows that certain sectors in Taiwan are benefiting from the trade war, overall it is

having a deleterious effect on the health of the Taiwanese economy.
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