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IV. Measures to maintain financial stability

In 2016, under the circumstance of modest domestic economic recovery and stable inflation,
Taiwan’s financial markets and financial infrastructure maintained smooth operations and
sound development. Profitability and asset quality of financial institutions slightly declined
but remained at an appropriate level, while capital levels continued improving. As a whole,

Taiwan’s financial system remained stable.

In spite of stable recovery in advanced economies and improving growth momentum in
emerging economies, international financial markets are likely to fluctuate sharply owing to
heightened uncertainties from economic policies and politics in the euro area and the US.
Moreover, changes in global and domestic economic and financial conditions facing Taiwan
are likely to have consequences for financial stability, especially the evolution of future
policies in the US, the Fed’s interest rate hike trajectory, the rise in trade protectionism, the
Brexit negotiation process, the political and economic conditions of the euro area, and the
spillovers from Mainland China’s economic restructuring and financial risks. Therefore, the
CBC will continue to closely monitor the influence of these issues on the domestic economy
and financial system and adopt appropriate monetary, credit, and foreign exchange policies as
warranted. Meanwhile, the FSC also continues to amend financial laws and regulations and
undertakes measures to strengthen financial supervision, aiming at maintaining the soundness

of financial institutions and improving financial stability.

4.1 Measures taken by the CBC to promote financial
stability

In the first half of 2016, in view of lower-than-expected domestic growth yet mild inflation,
the CBC cut policy rates twice, conducted open market operations, and continued adopting an
accommodative monetary policy to boost economic growth. Given that financial institutions
have kept strengthening credit risk management on real estate loans, the CBC removed most
restrictions on the relevant targeted prudential measures in March 2016. The CBC continually
followed a managed float regime, stabilized the NT dollar exchange rate, and examined
foreign exchange regulations to reinforce anti-money laundering practices and risk

management related to banks’ foreign exchange business.
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4.1.1 Adopting appropriate monetary policies to cope with domestic
and global economic and financial conditions

The CBC lowered policy rates twice in the first half of 2016 and then kept them

unchanged

In the first half of 2016, owing to a slowdown in global economic growth and an uncertain
economic outlook, coupled with a subdued domestic economy and widened negative output
gap, the CBC lowered policy rates twice by 12.5 bps each time against the backdrop of a
moderate inflation projection. As a result, the discount rate, the rate on accommodations with
collateral, and the rate on accommodations without collateral were cut to 1.375%, 1.75%, and
3.625%, respectively, so as to maintain a stable financial environment and boost economic
growth. In the second half of 2016, considering modest international economic growth and a

stable domestic economy, the policy rates remained unchanged.

Reserve money growth remained moderate

The CBC conducted open market operations to keep market liquidity at an appropriate level.
In 2016, the excess reserves in all financial institutions remained at a higher level. The total
loans and investments of all banks grew by 4.12%, while the monetary aggregate M2 grew by
4.51% year on year, both of which were higher than the GDP growth rate of 1.50%. This

indicated that market liquidity was sufficient to support economic activity.

The CBC will continue to implement appropriate monetary policies

The CBC will continue to closely monitor price conditions, the output gap, as well as changes
in global and domestic economic and financial conditions, and undertake appropriate
monetary policy actions to maintain price and financial stability and, in turn, foster economic

growth.

4.1.2 Unwinding most targeted prudential measures on real estate
loans

Since the CBC has implemented targeted prudential measures for real estate loans in June
2010, financial institutions have continuously enhanced self-discipline on credit risk of real
estate loans, and the government has successively carried out relevant taxation schemes to

promote a sound housing market. As a result, speculative real estate demand tapered off;
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however, the concentration in new high-value housing loans of financial institutions stayed at
a high level. Therefore, the CBC repealed most regulations imposed on real estate loans in
March 2016, except for high-value housing loans. In the future, the CBC will continue to
monitor financial institutions’ credit risk management on real estate loans and development of
the real estate market so as to undertake appropriate policy actions in a timely manner to

ensure financial stability.
4.1.3 Safeguarding stability of the NT dollar exchange rate

Adopting flexible foreign exchange rate policies

After the global financial crisis, the divergence of monetary policy stances in major advanced
economies induced massive and frequent international short-term capital movements in
emerging markets, sharp fluctuations in international financial markets, and an appreciation
of the NT dollar exchange rate. In order to maintain dynamic stability of the NT dollar
exchange rate, the CBC adopts a flexible managed float exchange rate regime, and the
exchange rate of the NT dollar is in principle decided by market forces. Nevertheless, when
seasonal or irregular 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 CBC will, in line with its

mandate, aptly maintain foreign exchange market order.

Maintaining an orderly foreign exchange market and promoting its sound
development

In 2016, the CBC continued to undertake appropriate management measures to safeguard
foreign exchange market order and promote its sound development. These measures mainly

included:

1. Continuing to adopt management measures targeting international capital inflows and
outflows, including (1) implementing a Real Time Reporting System for Large-Amount
Foreign Exchange Transactions to monitor the latest transaction information in the foreign
exchange market; (2) overseeing that funds of NTD demand deposit accounts of foreign
investors are transferred in accordance with the purpose laid out in their declaration; (3)
requiring foreign investors to use the US dollar as margins for securities lending; (4)
requesting the amount of investment in bills and bonds by foreign investors not exceed

30% of net inward remittances.
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2. Urging authorized foreign exchange banks to strengthen their foreign exchange risk
management in order to mitigate the risk exposures of individual banks and systemic risks

of the market as a whole.

3. Strengthening targeted examinations on foreign exchange businesses and forward
transactions to ensure they are undertaken for real demand purposes in order to restrain

foreign exchange speculation.

4. Requiring that, for each authorized foreign exchange bank, its combined position limit for
NTD non-delivery forwards (NDFs) and foreign exchange options not exceed one-fifth of

its total position limit.

4.1.4 Strengthening foreign exchange supervision of banks

Along with the reinforcement of money laundering prevention and the enhancement of
supervision in complex high-risk FX derivatives, the CBC amended the following foreign

exchange regulations in 2016:

1. The CBC revised the Directions Governing Banking Enterprises for Operating Foreign
Exchange Business, stipulating that: (1) banks should ensure that know your customer
(KYC) procedures are followed when conducting FX business; (2) the electronic messages
for FX remittances should include the required information about the payers and the
payees; and (3) supplementary measures should be taken when there is a lack of the

above-mentioned information in electronic messages.

2. The CBC revised the Regulations Governing Foreign Exchange Business of Banking
Enterprises, so that pre-approval is required for authorized banks when conducting new,
complex, high-risk FX derivatives business for customers except for professional
institutional investors and high-net-worth corporate investors.

4.2 Measures undertaken by the FSC to maintain financial
stability

From 2016 onwards, in order to facilitate financial innovation, enhance financial
competitiveness and shore up economic growth, the FSC has continued implementing several
measures including promoting financial technology (FinTech) development, encouraging the
financial industry to invest in the green energy industry and startups, as well as supporting

industries to realize the new business opportunities under the government’s New Southbound
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