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IVV. Measures to promote financial stability and
address the COVID-19 pandemic’s impact

4.1 Measures taken by the Bank and the FSC for promoting
financial stability in 2020

4.1.1 Measures taken by the Bank to promote financial stability

In 2020, considering that the domestic economy still suffered from the COVID-19 pandemic,
the Bank cut policy rates and introduced a special accommodation facility to support bank
credit to SMEs. Furthermore, to avoid excessive flows of bank credit into the real estate market,
the Bank twice adjusted targeted macroprudential measures regarding real estate loans. The
Bank also continued to adopt flexible FX rate policies to maintain dynamic stability of the NT

dollar exchange rate and to duly review relevant FX regulations.

Reducing the policy rates in March 2020 to mitigate the impact of the

pandemic

Impacted by the pandemic that broke out in China in the beginning of 2020, Taiwan’s
manufacturing industries faced interruptions in supply chains, from which SMEs suffered the
greatest. In order to mitigate the pandemic’s repercussions on the domestic economy and
employment, the Bank cut the discount rate, the rate on refinancing of secured loans, and the rate
on temporary accommodations each by 25 bps to 1.125%, 1.5%, and 3.375% in March 2020.

Introducing a special accommodation facility for SME loans

In view of the economic impacts arising from the pandemic, the government consecutively
launched relief loan programs both for enterprises and for workers. The Bank also initiated the
Special Accommodation Facility to Support Bank Credit to SMEs (“the Facility”) in April 2020,
followed by a rolling review of the details of the Facility, the deadline of applicable preferential
interest rates, total amount of the Facility’s accommodations, and the application deadline
(Table 4.1) in order to help banks better serve as financial intermediaries and to provide SMEs
with easier access to funding. As of the end of 2020, banks had received 195,075 applications
with the amount totaling NT$248.8 billion, and the annual growth rate of SME loans extended
by domestic banks stood at 13.17% at the end of December 2020.
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Table 4.1 Key points of amendments to the CBC’s special accommodation facility for SMEs

Date of
announcement

Content

Effective date

Mar. 31, 2020

Formulating the Regulations for the CBC’s Handling of the Special
Accommodation Facility to Support Bank Credit to SMEs Affected by
the Coronavirus Disease (COVID-19)

Apr. 1, 2020

Apr. 17, 2020

Adding a program for relief lending to small-scale business entities
(Program C) so that banks would be able to better help them acquire
working capital as soon as possible

Apr. 20, 2020

Apr. 23, 2020

Lowering the interest rates applicable under the Facility from 0.25%
to 0.1% to further incentivize banks to lend to SMEs

Apr. 27, 2020

Apr. 23, 2020

Allowing community financial institutions to engage in relief lending
to small-scale business entities, thereby enhancing the effectiveness of
the Facility

May 4, 2020

Jul. 22, 2020

Adjusting the maximum credit lines for each applicant:

Program A (those cases with at least 90% guarantees covered by
Taiwan Small & Medium Enterprise Credit Guarantee Fund (SMEG)):
Amount raised from NT$2 million to NT$4 million;

Program B (those provided with collateral, including at least 80%
guarantees covered by Taiwan SMEG): Amount raised to NT$16
million from NT$6 million

Jul. 24, 2020

Aug. 10, 2020

Extending the deadline for preferential interest rates to apply to newly-
filed loan applications to June 30, 2021

Aug. 10, 2020

Sep. 22, 2020

Raising the total amount of the Facility to NT$300 billion from
NT$200 billion

Sept. 22, 2020

Dec. 10, 2020

Extending the deadline for SMEs to apply for credit support from
December 31, 2020 to June 30, 2021, and the deadline for preferential
interest rates to apply to newly-filed loan applications to December 31,
2021

Dec. 10, 2020

Mar. 19, 2021

Extending the deadline from March 27, 2021 to December 31, 2021
for accommodations and applicable preferential interest rates for cases
that banks applied during the period from April 1, 2020 to August 9,
2020 for the approval of the Bank

Mar. 19, 2021

Source: CBC.
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Conducting open market operations to manage market liquidity

To maintain sufficient liquidity in the financial market, the Bank conducts open market
operations and manages reserve money at an appropriate level by issuing NCDs. At the end of
2020, the total outstanding amount of NCDs issued by the Bank was NT$9,168 billion, while

the average annual growth rate of reserve money registered 8.59% for the year 2020.

Furthermore, from April 2020 onwards, the Bank adjusted the issuance frequency of NCDs to
strengthen the effect of NCD rates on market rates. The Bank also flexibly adjusted the total
issuance amount of CDs so as to maintain ample funds in the banking system. As a result, the
weighted average overnight call loan rate was 0.167% during January and March in 2020 and
held at about 0.080% starting from April. To improve the operational readiness and ensure the
completeness of the various instruments used for open market operations, the Bank regularly

conducted small-scale testing of repo operations with counterparties from April 2020 onwards.

Adjusting targeted macroprudential measures twice to guide efficient
allocation of bank credit

In order to promote financial stability and sound banking operations and to preclude excessive
flow of bank credit into the real estate market, the Bank used moral suasion at meetings with
banks in November 2020 and carried out on-site inspections. Furthermore, it amended the
Regulations Governing the Extension of Mortgage Loans by Financial Institutions twice in
December 2020 and March 2021, introducing LTV ratio caps on and cancelling the grace
periods for housing loans granted to corporate entities, the third (or more) housing loans to
natural persons, high-value housing loans, land loans, unsold housing unit loans, and idle
industrial land mortgage loans (Table 4.2) to attain efficient allocation and proper use of credit
resources outlined in the government’s Healthy Real Estate Market Plan and to help banks

enhance risk management of real estate lending.
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Table 4.2 The CBC adjusted twice the Regulations Governing the Extension of Mortgage Loans

by Financial Institutions

Loan items

Loan conditions

2020.12.7 amendement!

2021.3.18 amendement!

The first housing loan

LTV cap of 60%, no grace period

LTV cap of 40%, no grace period

Corporates The second (or more)

housing loan

LTV cap of 50%, no grace period

LTV cap of 40%, no grace period

The third housing loan

LTV cap of 60%, no grace period

LTV cap of 55%, no grace period

The fourth (or more)
housing loan

The same as the third housing
loan, no other requirements

LTV cap of 50%, no grace period

Natural persons

High-value housing
loans

LTV cap of 60%, no grace period

e No house-purchasing loans or
below two housing loans:
LTV cap of 55%, no grace
period

e Over three housing loans:
LTV cap of 40%, no grace
period

® LTV cap of 65%, 10% may
not be disbursed until

Land loans construction begins No change
e Submit substantive plan for
construction
Unsold housing unit loans LTV cap of 50% No change
Idle industrial land mortgage loans Banks internal rules LTV cap of 55%*

Notes: 1. The 2020.12.7 amendment took effect on December 8, 2020; the 2021.3.18 amendment took effect on March 19, 2021.
2. It shall not apply if mortgaged land is already under construction, or if the borrower already submits a substantive plan for
construction and pledges that construction will begin within a certain period of time.

Source: CBC.

Additionally, the Bank has consecutively conducted targeted examinations of real estate

lending business since January 2021 to encourage banks to abide by the Bank’s regulations.

The Bank also invited ten banks in Q1 for communication to further understand their

viewpoints on the real estate market and opinions about carrying out the Bank’s regulations.

The Bank will closely monitor the developments in the real estate market and financial

institutions’ credit risk management in real estate lending, examine and evaluate the

effectiveness of the relevant regulations, and timely revisit and fine-tune the regulatory

measures via a rolling process.
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Adopting flexible FX rate policies to safeguard the dynamic stability of the NT
dollar exchange rate

As Taiwan is a small open economy that is highly interconnected through trade with other
economies, the Bank suitably adopts a managed float exchange rate regime to contain sharp
fluctuations in exchange rates. Under this regime, the exchange rate of the NT dollar is in
principle decided by market forces. Nevertheless, when seasonal factors (such as massive
inflows or outflows of short-term capital) lead to excess volatility and disorderly movements
in the NT dollar exchange rate with adverse implications for domestic economic and financial

stability, the Bank will, in line with its mandate, aptly maintain FX market order.

In recent years, the huge and frequent movements of international short-term capital flows have
superseded international trade and economic fundamentals and become the key factor
influencing the volatility of exchange rates. With a view to avoiding disturbance from the
abovementioned factor on the domestic FX market, the Bank conducts “leaning against the
wind” operations to maintain order in the FX market when necessary so as to mitigate volatile
movements of the NT dollar exchange rate and foster FX market efficiency. The dynamic
stability of the NT dollar exchange rate is conducive to the long-term sound development of

the domestic economy.

Additionally, the Bank continued to undertake appropriate management measures in 2020 to
safeguard FX market order and promote its sound development. These measures mainly
included: (1) taking hold of the updated transaction information in the FX market through the
Real-Time Reporting System for Large-Amount FX Transactions; (2) reinforcing off-site
monitoring efforts made to ensure that forward transactions were based on genuine needs, so
as to curb FX speculation; (3) urging authorized FX banks to enhance their exchange rate risk
management, thereby reducing FX exposures of individual banks and systemic risks in the FX
market; and (4) strengthening targeted examinations on FX businesses in order to maintain the

discipline of the FX market.

4.1.2 Measures undertaken by the FSC to maintain financial stability

To assist the sound development of Taiwan’s financial industry, from 2020 onwards, the FSC
launched several measures, including “Capital Market Roadmap,” “Green Finance Action Plan
2.0,” “Corporate Governance 3.0 - Sustainable Development Roadmap,” “Trust 2.0 - The
Promotion Plan for Full Functions of Trust Services,” and “FinTech Development Roadmap,”

among others. In addition, the FSC revised financial regulations in accordance with
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international standards, such as adopting the LTV approach for capital requirements for real
estate mortgages granted by banks. Furthermore, the FSC took flexible and responsive
measures in a timely manner to counter the impact of the COVID-19 pandemic on the domestic
financial system. It also urged financial institutions to reinforce credit risk management of
exposures to real estate lending and assessed their risk bearing abilities so as to preserve

financial stability.

Measures taken in response to the impact of the COVID-19 pandemic on

domestic financial markets and financial institutions

(1) To mitigate the impact of the COVID-19 pandemic on domestic stock markets, the FSC
announced restrictions on the short selling of securities and expanded the range of eligible
collateral for margin calls in March 2020 with a view to maintaining orderly stock markets
and safeguarding investor interests. These interim measures were then repealed in June

2020 when the stock markets gradually stabilized.

(2) The requirement for D-SIBs to set aside a 2% internal capital buffer could be deferred for
one year, which will then be implemented over the four years from 2021 to 2024.
Meanwhile, the deadline for D-SIBs to report their contingency plans for business crises
could be deferred until the end of August 2021.

(3) The FSC required insurers to report the evaluations of the pandemic’s impact and the
responses taken to their board of directors. In addition, it provided temporary measures to

help insurers and their distressed tenants work out rent relief arrangements.

Requiring banks and insurers to conduct stress tests to evaluate their risk

bearing capacities

In view of the severe impacts of the COVID-19 pandemic on international and domestic
economic and financial conditions, the FSC required domestic banks to report the results of the
Pillar II stress tests in April 2020 for the sake of understanding their capabilities to cope with
the impacts. The stress scenarios included the impact of the pandemic and could also help
reflect the effects of the relief package launched by the government. All domestic banks passed
the stress tests based on the results released by the FSC in May 2020,’* with banks showing

sound risk bearing capacities. Also, to understand the impacts on the resilience of financial

™ After the relief measures were introduced, as a test result of the minor scenarios, the average common equity ratio, Tier 1 capital ratio,
capital adequacy ratio and leverage ratio of domestic banks reached 10.67%, 11.44%, 13.13% and 6.36%, respectively. As a test result of
the severe scenarios, the above-mentioned four ratios reached 9.81%, 10.59%, 12.27% and 5.87%, respectively.
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institutions in the context of low interest rates and a protracted pandemic, the FSC required
domestic banks and insurers to conduct year 2021 supervisory stress tests, for the purpose of
assessing how their capital adequacy ratios change and where their risk bearing capacities stand

under consistent test scenarios.

Strengthening financial institutions’ credit risk management of real estate

lending and incorporating relevant measures in targeted examinations

With a view to urging financial institutions to prudently control the credit risk incurred by real
estate-related exposures, the FSC adopted numerous measures successively from November
2020, which included requiring banks and bills finance companies to improve internal control
and operating procedures of real estate lending and conducting targeted examinations on the
risk control of banks’ unsold newly-built house loans, land and construction loans, loans to real
estate investors, and high-value housing loans. Targeted macroprudential measures adjusted
recently by the Bank were included as part of the focus of these examinations as well.”
Moreover, to enhance risk control for real estate lending by bills finance companies, the FSC
included their business of guarantees for the real estate industry in the key items of 2021 on-
site examinations, and drafted measures to prevent their credit resources from excessively

flowing to the real estate market.

Continually strengthening the risk bearing capacity of insurance companies

(1) The insurers in Taiwan are expected to adopt IFRS 17 Insurance Contracts and begin to
measure insurance liabilities at fair value in 2026. To align accounting standards of insurers
with the solvency regime and help insurance companies fulfill asset and liability
management comprehensively, the FSC, emulating the “Insurance Capital Standard (ICS)
2.0” issued by the International Association of Insurance Supervisors (IAIS), planned to

78 in three phases.’’ The

implement the “new generation insurance solvency regime
regime is scheduled to be officially launched in 2026, in step with the domestic adoption

of IFRS 17.

> Between December 2020 and March 2021, the FSC conducted targeted examinations of housing and construction loans granted by domestic
banks and real estate credit extended by bills finance companies. The examinations focused on unsold newly-built house loans, land and
construction loans, real estate lending to property investors, and high-value housing loans, with the aim of grasping whether banks can
prudently evaluate lending purposes and repayment sources and earnestly implement loan reviews and other risk management mechanisms.

6 The emphases of the new generation insurance solvency regime include: (1) using the market value approach, i.e., evaluation of assets and
liabilities at fair value; (2) insurance capital being classified as Tier 1 and Tier 2; (3) adoption of stress scenario methods for risk capital
calculation, taking the resulting changes of net worth or liabilities into consideration and including catastrophe risks.

" Phase I (2020-2021) is the on-site field testing period. Phase II (2022-2024) will be the parallel run period, and phase III (2025) will be the
preparatory period.
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(2) The FSC amended the Insurance Act, adding new provisions that set the net worth ratio -
along with the capital adequacy ratio currently in use - as dual supervisory indicators and
classification standards of capital categories in order to reinforce the risk bearing capacity
of insurance companies. Also, the restrictions on insurers investing in domestic industries,
public utilities, and social welfare enterprises were loosened.’® The Legislative Yuan

passed these amendments in May 2021.

8 The basis for calculation of corporate bond investment caps has been changed from “paid-in capital” to “shareholders’ equity.” In addition,
the restriction on the maximum number of directors and supervisors that an insurance company may appoint to the board of a public utility
or a social welfare enterprise has been eased from less than 1/3 to 2/3 of the members of that board.
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4.2 Effectiveness of Taiwan’s measures to address the
COVID-19 pandemic

In response to the impact of the COVID-19 pandemic on the domestic economy and society,
Taiwan launched economic relief measures successively with a total of NT$1.26 trillion in
2020,” equivalent to 6.1% of GDP. The government rolled out measures to provide relief
funds or subsidies to the most affected firms and employees, to facilitate pandemic containment,
to deploy financial relief and economic stimulus, to offer wage support and working capital
subsidies, to promote vaccine research, development, and procurement, and to continuously
assist vulnerable industries. Among these measures, the Special Accommodation Facility
launched by the Bank in April 2020 to support financially-distressed SMEs had approved
204,051 applications with the amount totaling NT$270.5 billion as of April 8, 2021 (Table 4.3),
representing an effective effort to help vulnerable SMEs access the needed working capital to
weather the pandemic.

Table 4.3 The effectiveness of the Bank’s special accommodation facility to support SMEs (as
of April 8, 2021)

Program A Program B Program C Total
Ijgée()sf 48,091 34,216 127,859 210,166
Applications
Amount
(NTS$ bn) 88.2 136.8 60.8 285.8
No. of
Cases cases 46,402 32,871 124,778 204,051
apprgved Amount
(NTS$ bn) 83.7 128.0 58.8 270.5

Notes: 1. Program A aims at assisting SMEs to obtain financing up to NT$4 million per borrower. The program is offered at an interest rate
of up to 1% per annum with 90% of credit guaranteed by Taiwan SMEG. This scheme is available from April 1, 2020 to June 30,
2021.
2. Program B aims at assisting SMEs to obtain financing up to NT$16 million per borrower. The program is offered at an interest rate
of up to 1.5% per annum with collateral required by banks (or 80% of credit guaranteed by Taiwan SMEG). This program is available
from April 1, 2020 to June 30, 2021.
3. Program C aims at assisting small-scale business entities to obtain financing up to NT$0.5 million per borrower. The program is
offered at an interest rate of up to 1% per annum with 100% of credit guaranteed by Taiwan SMEG. This program is available from
May 4, 2020 to June 30, 2021.
Source: CBC.

Thanks to the effectiveness of those economic relief measures, Taiwan sustained economic
growth at 3.11% in 2020, not only higher than the 2.96% in the year before the outbreak of the

™ Tt included the special budget at NT$420 billion, the funds and disbursement through reprioritization at NT$140 billion, and relief funds
provided by financial institutions at NT$700 billion.
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pandemic, but also much better than major economies in Europe, North America, and Asia.
The unemployment rate gradually declined from a peak of 4.07% in May 2020 to 3.68% at the
end of the year, and the number of employees who agreed on negotiated reductions of working
hours with their employers also decreased significantly from a peak of 31,816 at the end of
June to 3,729 in April 2021. Meanwhile, benefiting from strong demand for telework-related
products as well as for electronic parts and components amid the pandemic, the corporate sector
saw a sharp rise in the profitability of TWSE-listed and OTC-listed companies in 2020, driving

the domestic stock market to record highs.

Moreover, despite the impact of the pandemic, financial institutions in Taiwan continued to
make profits in 2020. Among them, life insurance companies and bills finance companies
registered dramatic growth in profits. Meanwhile, the average NPL ratios of domestic financial
institutions remained at a low level, reflecting satisfactory credit quality, and their capital levels
remained adequate and well above the statutory minimum. All of the aforementioned

performance shows that financial institutions still operated soundly amid the pandemic shock.

However, new waves of the global pandemic and a surge in domestic COVID-19 cases in the
middle of May 2021 could affect the economic growth momentum in Taiwan. In response, the
Legislative Yuan passed amendments to some articles of the Special Act for Prevention, Relief
and Revitalization Measures for Severe Pneumonia with Novel Pathogens on May 31, 2021.
The amendments extended the applicable period until June 30, 2022 and raised the special
budget ceiling to NT$840 billion with the aim of reducing the impact of the pandemic on the

domestic economy and society.

4.3 The Bank will continue to adopt measures to promote
financial stability when necessary

In 2020, Taiwan’s financial markets and financial infrastructure were functioning well and
developing steadily despite a severe global recession triggered by the COVID-19 pandemic
shock. Moreover, profitability of financial institutions remained satisfactory with sound asset
quality and higher capital levels. Overall, Taiwan’s financial system remained stable. The Bank
continued to adopt appropriate monetary, credit and foreign exchange policies in response to
the impact of the pandemic on the domestic economy and the financial system. Meanwhile, the
FSC revamped financial regulations and enhanced financial supervisory measures to facilitate

sound operations of financial institutions and promote financial stability.
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Since the beginning of 2021, global economic growth had picked up thanks to wider vaccine
coverage across countries, massively scaled-up fiscal support launched by the United States,
rising inflation expectations fueled by increasing commodity prices, and abundant liquidity in
global financial markets and would likely to resume positive growth. However, four major risks
could still hinder this outlook, including lingering uncertainties around coverage and efficacy
of vaccines, a possible deterioration of current economic and financial situations caused by the
pandemic, sudden tightening of the financial situation driven by increased risk aversion in
markets, and heightened uncertainty about global economic and trade policies. Should the
above-mentioned risks intensify or materialize, the global economic recovery could be

dampened.

In sum, the 2021 global economic growth is expected to return to positive territory on the back
of such favorable developments as expanded vaccinations. However, considering that
international economic and financial developments are still surrounded by many uncertainties
and the domestic pandemic has not yet subsided, the Bank will continue to pay close attention
to the impacts of relevant subsequent developments on domestic economic and financial
conditions so as to take appropriate response measures in a timely manner to promote financial

stability.
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