Il. Financial Developments

3. Money Market

For the year 2019, the total turnover in the interbank call loan market went down significantly
by 37.74%, while that in the short-term bills market posted a modest decrease of 1.82%. With respect
to money market rates, as the Bank maintained an accommodative monetary policy stance, the
interbank overnight call loan rate stayed at low levels, whereas bills market rates slightly moved

up during the year.

Decrease in Interbank Call Loans

Trading in the interbank call loan market was less active in 2019 on account of sufficient domestic
liquidity and the interbank overnight call loan rate remaining at low levels. Total annual turnover
of interbank call loans fell markedly by NT$18,185.9 billion or 37.74% to NT$30,006.8 billion over
the previous year. At the end of 2019, the outfstanding amount of interbank call loans reached

NT$265.8 billion, representing a year-on-year decrease of NT$118.2 billion or 30.79%.

In terms of borrowers, domestic banks still made the largest contribution to total transactions,
with a share of 70.43%, followed by bills finance companies, foreign and Mainland Chinese banks,

and Chunghwa Post, with respective shares of 13.84%, 10.07%. and 5.66%, respectively.

With ample liquidity in the banking system, banks' demand for borrowing weakened in the year,
leading the amount borrowed by domestic banks to drop substantially by NT$15,253.4 billion or
41.92% over the previous year. On the other hand, bills finance companies, in consideration of
liquidity and profitability, chose to finance through outright sales or repurchase agreement
tfransactions, thereby reducing their funding needs. The amount borrowed by bills finance companies

showed a decrease of NT$207.3 billion or 4.76% from a year before,

Meanwhile, the amount borrowed by Chunghwa Post also declined by NT$3,122.9 billion or
64.77% compared with the previous year, owing to softened funding needs. With net foreign capital
inflows rising by NT$15.9 billion in 2019, foreign and Mainland Chinese banks obtained funds from
the custodian business for foreign investors. However, as some of these banks became more cautious
about fund allocation, their demand for borrowing increased, driving the amount borrowed by

foreign and Mainland Chinese banks to climb by NT$397.7 billion or 15.16% over the previous year.

With respect to lenders, domestic banks remained the largest supplier of funds, accounting for
67.44% of total tfransactions in 2019. The second were foreign and Mainland Chinese banks with a
share of 30.07%, followed by Chunghwa Post and bills finance companies, confributing to 2.33%

and 0.15% of total transactions, respectively.
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With regard to maturity, interbank overnight call loans remained the most actively traded
instrument in the market with a predominant share of 48.75%, down by 14.44 percentage points
from that of the previous year. The second were those with a maturity of one week, accounting
for 36.73%, up by 11.12 percentage points from that of the previous year, while the share of loans

with a fwo-week maturity increased by 2.51 percentage points to 10.79%.

Decline in Short-Term Bill Transactions

For the year 2019, newly issued short-term bills stood at NT$14,927.3 billion, registering a decrease
of NT$44.6 billion or 0.30% from a year before. Commercial paper made up a dominant 91.20% of

the new issues, followed by negotiable certificates of deposit (NCDs) with a share of 6.60%.

The slide in the volume of newly issued short-term bills mainly resulted from reduced issuance
of NCDs. This was because when part of the NCDs reached maturity, some banks did not renew
the issuance of NCDs after assessing their own funding conditions or enterprises holding NCDs did
not renew their purchases in order to free up funds for other purposes. As a result, the amount of

NCDs issued went down by NT$842.8 billion from the previous year.

Meanwhile, the amount of banker's acceptances dropped slightly by NT$4.5 billion in 2019. On
the contrary, issuance of commercial paper grew by NT$648.6 billion compared with the previous
year as government enterprises and private enterprises issued commercial paper to raise funds
amidst a low interest rate environment. The amount of treasury bills expanded by NT$154.0 billion

over the previous year, primarily on account of an increase in issuance to support fiscal funding needs.

As of the end of 2019, total outstanding short-term bills amounted to NT$2,353.2 billion, showing

an increase of NT$130.1 billion or 5.85% from that of the previous year end.
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Short-Term Bills Market

Unit: NT$ Billion
. : ; ' Bankers' Negotiable
Total Treasury Bills City Treasury Bills | Commercial Paper Acceptances Certificates
Year of Deposit
e Il I S e e Il o Bl
2010 71408 | 1,1675 365.0 2400 - - 59034 686.1 33.1 62 839.3 2352
2011 74240 | 1,1926 3212 180.3 - - 6,2705 7352 30.1 57 802.2 2715
2012 8,187.7 | 1,4540 2650 1950 - - 73116 | 1,0236 242 43 586.9 231.1
2013 9.809.0 | 1.650.2 3246 2146 - - 88274 | 1,1992 235 42 6335 232.3
2014 | 10,8406 | 16412 2449 1300 100 00 99195 | 13068 241 43 6422 2002
2015 | 11,6128 | 16777 233.7 900 - - 10,4260 | 1,346.6 208 35 832.3 237.6
2016 | 12,7785 | 18735 217.3 90.0 - - 11,3713 | 1,480.1 18.3 41 11716 2994
2017 | 14,8785 | 2,1545 2200 250 - - 13,0778 | 1,7090 194 42 1,661.3 4164
2018 | 14,9719 | 22231 1600 300 - - 12,9650 | 1,7606 185 40 1,8285 4285
2019 | 14,9273 | 23532 3140 650 - - 13,6136 | 2,034.1 140 26 9857 2515

Source: Financial Statistics Monthly, CBC.

The total turnover of short-term bills in 2019 posted a year-on-year decrease of NT$750.4 billion
or 1.82% to NT$40,505.5 billion. Of the total tfransactions, commercial paper still accounted for the
lion's share of 94.63%, rising by 5.59 percentage points from a year earlier. The second were NCDs
with a share of 4.72%, 5.86 percentage points lower than the previous year. Treasury bills and banker's
acceptances made up negligible shares of transactions. As for market participants, private enterprises
were still the largest player in the market with a share of 46.30%, followed by banks with a share of
28.22%.

Money Market Rates Remaining at Low Levels

In 2019, the weighted average interbank overnight call loan rate stayed at a low level on the
back of ample market liquidity. In the first half of the year, the interbank overnight call loan rate
exhibited a broad uptrend and reached 0.189% in April, driven by higher transaction demand for

money prior to the extended holiday weekend for Tomb-Sweeping Day.

In the following two months, banks' funding conditions slightly tightened on account of income
tax collections, the Dragon Boat Festival holidays, and enterprises' preparation to release semi-
annual financial statements. The interbank overnight call loan rate thus went up and registered an

all-year high of 0.202% in June.

Later in the year, some banks became cautious about fund allocation because of enterprises'
dividend payouts and confinuous net foreign capital outflows; nevertheless, market liquidity remained

abundant, bringing down the inferbank overnight call loan rate to 0.180% in August.

From September onwards, despite several public holidays and the approach of the year end
leading to stronger transaction demand for money, market liquidity was at a reasonably ample

level, and foreign capital recorded four consecutive months of net inflows. Therefore, the weighted
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Expansion in Money Market Funds 2017 2018 2019

Source: Financial Statistics Monthly, CBC.
In the year 2019, amid a low interest rate

environment, international financial market

turmoil, and the global stock market rally, money market funds were offen seen as an ideal
investment option to park short-term capital given the benefits of stable returns, low risk, and high
liquidity. As a consequence, the size of money market funds expanded during the year. At the end
of 2019, there were a total of 42 money market funds in Taiwan and the total assets reached

NT$793.7 billion with an increase of NT$110.1 billion or 16.11% from the end of the previous year.

With regard to portfolio composition, the largest use of the funds was bank deposits with a share
of 5§7.64% at the end of the year Following bank deposits were short-term bills and repurchase

agreements, accounting for 29.45% and 12.67% of total money market funds, respectively.

Porifolio Composition of Money Market Funds

Unit: NT$ Billion
Year/Month _—_— Bank Deposits Short-Term Bills Repurchase Agreements Bonds
End Amount Share (%) Amount Share (%) Amount Share (%) Amount Share (%)

2017 783.1 550.3 7027 1329 16.97 99.0 12,64 09 0.11
2018 683.6 4550 66.56 151.1 22.10 769 11.25 0.7 0.10
2019 793.7 4575 57.64 233.7 29.45 100.6 12,67 19 0.24
2019/ 1 7017 464.8 66.24 160.9 2293 753 10.74 06 009
2 737.7 467.0 6331 172.8 2343 97.1 13.16 07 0.10

3 7459 4644 62.26 179.4 24,06 1014 13.59 0.7 0.10

4 779.8 4758 6101 198.6 2547 104.6 13.42 0.8 0.10

5 7417 467.1 62.97 201.5 27.16 721 9.72 1.1 0.15

6 7236 4425 61.16 193.2 26.70 86.8 11.99 1.1 0.15

7 7369 4445 6031 201.1 2729 902 1225 1.1 0.15

8 790.3 454.7 57.54 2334 29.53 101.0 12.78 12 0.15

9 7643 4438 58.06 226.1 29.58 929 12.16 15 0.20

10 833.1 4623 55.49 2645 31.74 1044 12.53 19 0.23

11 8258 4726 57.23 253.1 30.65 982 11.89 19 024

12 793.7 4575 57.64 233.7 29.45 100.6 12,67 19 0.24

Source: Securities Investment Trust & Consulting Association of the R. O. C.



