Condition and Performance of Domestic Banks
Second Quarter 2007

· Summary of Condition and Performance

Supported by the bullish Asian economies, the global economy would go forward on a stable growth. Meanwhile, benefited from continued expansion of international recovery, the domestic economic growth in Taiwan remains stable. The external sector, bolstered by the exports of consumption electronic products and the related products, kept robust in the second quarter of 2007. The smooth external demand contributed to the domestic consumption and the manufacturing of traditional industry. Moreover, with the improving unemployment rate and the tailing-off negative impact of consumer debt, Taiwan’s economic growth is anticipated to stay in an ongoing trend. Generally speaking, thanks to the robust external demand and the modest private consumption, Taiwan’s domestic economy showed rebound in the global market. According to the statistics of Directorate-General of Budget, Accounting and Statistics, Executive Yuan, the preliminary real GDP growth rate was 5.07﹪in the second quarter of 2007, increasing 0.37 percentage points from 4.70﹪at the same quarter of the previous year. 
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Although recovered from a legacy of impaired assets in consumer’s loans gradually, the domestic banking sector’s risk management capacity and discipline are still developing. Most domestic banks had diversified their businesses to enlarge the profits. The domestic banks had aggressively expanded into wealth management, asset management, treasury, and trust business to enhance revenue diversification. The low interest rate margin had driven banks to tap into fee-based business. Fortunately, benefited from the remarkable performance, they gradually turned in fairly good performance in the first half of this year. Besides, based on the adequate capital and ample liquidity, the banking sector grasped new business opportunities and performed better management of risks. 

· Key Trend

The domestic banks continue to suffer from low interest spreads and fierce competition. The net interest income was subdued in the first half of 2007 compared with the same period in 2006. The major income components are tabulated as follows.

Major income components
	
	NT$ billion 

	
	Jan.-Jun.

2006
	Jan.-Jun.

2007
	% Change

	Income
	
	
	

	Net interest income
	195.1
	170.1
	-12.8

	Net revenues other than interest
	57.0
	61.6
	8.1

	Expense
	
	
	

	Loan loss provision
	89.1
	63.5
	-28.7

	Other expense 
	127.0
	135.9
	7.0

	Net income
	36.0
	32.3
	-10.3


Net Interest Margin（NIM） increasing

The NIM was NT$85.4 billion during this quarter, increasing by NT$0.7 billion（0.83%） compared with the previous quarter due to the interest spread remaining on a downward trend. (Chart 1)
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Deposits increased 

Total deposits as of the second quarter’s end of 2007 were NT$20,837.8 billion, increasing by NT$255.5 billion (1.24%) compared with the preceding quarter. It was mainly from a large increase in foreign deposits. The annual growth rate of total deposits was 5.70%, 0.68 percentage points up from 5.02% as of the second quarter’s end of 2006. (Chart 2)
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All  data were on the quarter base

Loans grew slightly

The total loans were NT$ 17,585.5 billion at this quarter’s end, increasing by NT$ 185.9 billion (1.07%) compared with preceding quarter. The slight growth rate was due to the bank claims on private sector, especially in the real estate sector and mortgage loans. (Chart 3) 

Investments increased slightly 
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The investments were classified based on the Statements of Financial Accounting Standards No.34 “Financial instruments：Recognition and Measurement” issued by the Accounting Research and Development Foundation of the R.O.C. The total investments amounted to NT$3,780.5 billion, increasing by NT$117.8 billion (3.22 %) compared with the previous quarter. (Chart 4)

 Asset quality improved continuously
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The average ratio of non-performing loans at this quarter went down by 0.03 percentage points to 2.32 %. Based on the adequate capital and ample liquidity, the banking sector performed better management of risk. The non-performing assets of the overall banking sector remain manageable. Besides, the average provision coverage ratio was54.31%, 1.49 percentage points up from 52.82% as of previous quarter’s end. More broadly, the consumer credit problem is likely to ameliorate in 2007. (Chart 5)
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Provision-to-loan ratio leveled off 

The provision-to-loan ratio was 1.28﹪, slightly leveled off from 1.29﹪at the end of preceding quarter. It was due to the increase of loans outpacing the increase of loan loss provisions. （Chart 6）

Liquidity Ratio decreasing slightly
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The liquidity ratios of all domestic banks were over the statutory minimum ratio (7%) in June 2007. The average liquidity ratio was 15.65%, decreasing by 1.54 percentage points from 17.19% in March 2007. Generally speaking, the domestic banking sector had ample liquidity. (Chart 7)

Average Capital Adequate Ratio increased
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The average BIS capital adequacy ratio was 9.54% as of the end of June 2007, increasing by 0.08 percentage points from 9.46% at the end of March 2007. Taken as a whole, most of the domestic banks have adequate capital. The average capital adequate ratio was disclosed quarterly since the third quarter of 2006. The data disclosed was based on unaudited basis.  (Chart 8)  
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利息淨收益 

				Interest income		Interest expense		NIM

				281,773		201,625		80.1

				287,286		205,094		82.2

				292,988		211,487		81.5

		00		302,507		216,985		85.5

				291,133		212,848		78.3

				281,422		200,211		81.2

				267,706		185,073		82.6

		01		249,564		154,584		95.0

				225,003		131,778		93.2

				217,525		118,320		99.2

				206,910		105,549		101.4

		02		189,547		90,433		99.1

				176,460		82,872		93.6

				167,875		77,038		90.8

				160,580		69,564		91.0

		03		144,637		60,547		84.1

				158,363		67,301		91.1

				161,138		68,719		92.4

				163,964		70,556		93.4

		04		173,370		76,794		96.6

				177,391		80,302		97.1

				188,761		88,766		100.0

				200,418		97,412		103.0

		05		206,341		103,055		103.3

				207,754		105,974		101.8

				203,358		110,004		93.4

				209,369		117,182		92.2

		06		196,961		117,427		79.5

				207,085		122,390		84.7

				208,922		123,545		85.4
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存款

				Deposits
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放款 

				Loans

				13,683
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		00		14,475
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				14,372

		01		14,527
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				14,725

				15,112
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投資

				Investments
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逾放

				NPL ratio (new)		NPL ratio

				9.14		5.89

				9.91		6.47

				11.53		7.79

		01		11.27		7.48

				11.75		8.04

				10.79		7.48
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NPL ratio (new) 9.14  9.91  11.53
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備抵呆帳率

				備抵呆帳		放款		ratio of provisions to loans.

				162,961		12,774,707		1.28

				168,475		13,171,743		1.28

				162,835		13,177,661		1.24

		00		175,621		14,474,639		1.21

				177,813		14,307,740		1.24

				192,630		14,360,914		1.34

				229,197		14,371,747		1.59

		01		223,709		14,527,437		1.54

				228,523		14,280,857		1.60

				238,956		14,129,753		1.69

				228,773		14,029,563		1.63

		02		215,780		14,130,749		1.53

				208,857		13,998,273		1.49

				218,756		14,231,997		1.54

				233,929		14,273,639		1.64

		03		200,937		14,563,212		1.38

				203,311		14,724,994		1.38

				181,376		15,111,525		1.20

				187,308		15,237,432		1.23

		04		179,099		15,558,302		1.15
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		05		185,488		16,566,573		1.12
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				196,667		16,872,951		1.17

		06		215,452		17,195,956		1.25

				224,507		17,399,544		1.29

				224,872		17,585,466		1.28
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備抵呆帳 162,961 168,475  162,835

放款 12,774,707 13,171,743  13,177,661

ratio of provisions to loans. 1.28  1.28  1.24
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流動性 
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資本率
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