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Constructing an early warning indicator for Taiwan’s
economic growth using the Growth-at-Risk (GaR) model

Tsai, Chao-Min"

Abstract

The article uses the Growth-at-Risk (GaR) framework developed by the International
Monetary Fund (IMF) to evaluate Taiwan’s future GaR. The results are described as follows: (1)
The results from the quantile regressions indicate that in times of adversity, financial conditions
with regard to the price of risk have the largest impact on Taiwan’s short-term economic growth
in the future because they offer more information about downside risks, whereas under normal
circumstances, other external factors exert a more pronounced influence as Taiwan is a small
and export-oriented open economy, which is highly susceptible to global economic and financial
risks, international commodity prices, and economic conditions of major trading partners. In
addition, in the medium term, macrofinancial vulnerabilities have a major negative impact on
economic growth; (2) With projections made in Q2 2021, the study forecasts Taiwan’s GDP
growth rate in four quarters ahead (Q2 2022) is 3.2832%. For the same forecasting horizon, the
probability for Taiwan’s GDP to record positive growth is as high as 98%. In terms of downside
risks, the probability for Taiwan’s economy to enter a recession is fairly small at around 2%; (3)
In the scenario analysis, a decrease in bank profits, slower US GDP growth, and falling sales of
new residential buildings have a greater impact on Taiwan’s GDP growth in four quarters ahead.
As for the main factors that may cause the probability of Taiwan’s economic recession to rise
further are a slide in US GDP growth, lower bank profits, and China’s economic slowdown. The
results suggest that exports (i.e., external demand) and financial stability are closely related to

Taiwan’s economic growth.

Keywords: growth at risk (GaR), quantile regressions, financial conditions with regard to the
price of risk, macrofinancial vulnerabilities, other external factors.
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