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1. Financial Developments

ll. Financial Developments

1. Overview

In 2018, the Bank's policy rates remained unchanged, banks' posted interest rates and the
weighted average inferest rate on deposits stayed stable, while the base lending rate and the
weighted average interest rate on loans slightly moved downward. The interbank overnight call
loan rate hovered at a low level, whereas bills market rates rose modestly. The average 10-year
government bond yield dropped on account of ample market liquidity. Loans and investments
of monetary financial institutions grew at a pace faster than that of the previous year as loan
growth picked up owing to the economic recovery, increased housing transactions, one big
merger deal, and greater financing demand from government enterprises. Meanwhile, M2
growth slowed because of net foreign capital outflows and a broader asset allocation strategy

beyond just deposits.

With respect to the exchange rate, the NT dollar against the US dollar fluctuated in the year,
against a backdrop of the US-China trade conflicts and the Fed's rate hikes. At the end of 2018,
the NT dollar depreciated against the US dollar compared with a year ago, but, on a daily average

basis, the NT dollar appreciated against the US dollar in 2018.

In the stock market, driven by factors including US stocks renewing record highs and net
purchases in the local market by foreign investors, the Taiwan Stock Exchange Capitalization
Weighted Stock Index, the TAIEX, reached 11,253 points on January 23, a record high in the past
28 years. In the fourth quarter, affected by the US-China frade conflict and global stock markets
crashes, the TAIEX dropped and closed the year lower, but the daily average fransaction value

expanded.

M1B Growth Increased but M2 Growth Slowed

The monetary aggregate M2, measured on a daily average basis, recorded an annual growth
rate of 3.52% in 2018. This was lower than the 3.75% registered in 2017 yet remained within the Bank's
2.5% to 6.5% target range for the year. The drop was because of a partial shift of bank deposits to
life insurance policies and net foreign capital outflows. The annual growth rate of M1B, measured
on a daily average basis, rose to 5.32% in 2018 from 4.65%, mainly because of increased stock
market turnover in the course of the year and the implementation of pension reform in July.
Meanwhile, the annual growth rate of reserve money went up in 2018 as a result of higher growth

in tfransaction deposits.
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Bank Loans and Investments Grew Faster

The annual growth rate of bank loans and investments increased from 4.82% at the end of 2017
1o 5.39% at the end of 2018. The increase was due to faster loan growth amid the economic recovery,
a moderate housing market rebound, one big merger deal, and greater demand from Taiwan
Power Company to finance its plant expansion and energy transition-related plans. If loans and
investments of life insurance companies, non-accrual loans reclassified and bad loans written off
by monetary financial institutions, and funds raised directly from capital markets were all taken into
account, the total outstanding amount of funds raised by the non-financial sector would register

an annual growth rate of 3.85% at the end of 2018, higher than the 3.68% recorded a year earlier.

Deposit Rates Stayed Steady While Loan Rates Slightly Declined

In 2018, the Bank's policy rates remained unchanged, and banks' posted interest rates on
deposits stayed steady. At the end of 2018, the average fixed rate on one-year time deposits of
the five major domestic banks was 1.04%, the same as a year earlier, and the base lending rate
was 2.631%, slightly lower than 2.632% in 2017. The weighted average rate on new loans decreased
from 1.414% the previous year to 1.370%, mainly because of a drop in the rate on loans for current

operations.

For domestic banks as a whole, the weighted average interest rate on deposits was unchanged.
Meanwhile, the weighted average interest rate on loans slightly declined by 0.02 percentage points,
mainly owing to increases in low-interest loans of some banks to local governments and government

enterprises.

Bills Market Rates Slightly Increased, but the 10-Year Government Bond Yields Decreased

Against the background of a domestic economic recovery and stable prices, the Bank continued
to conduct open market operations to maintain market liquidity at an appropriately easy level.
The interbank overnight call loan rate remained at a stable lower level, fluctuating between 0.178%
and 0.183% during the year of 2018. With regard to the bills market, money market rates fluctuated
in a narrow range and slightly increased compared with last year because of stronger demand for

funds amid the economic recovery.

The yield on the benchmark 10-year government bond trended downward, mainly because of
ample market liquidity. In terms of issuance, as tax revenue increased and the amount of issuance
was approaching the statutory limit, the total amount of government bonds issued decreased by

NT$52.7 billion over the previous year.
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Exchange Rate Swung Up at the End of the Year, but the Average Exchange Rate Rose Slightly

At the beginning of 2018, the US dollar was dampened by the US Treasury Secretary's remarks
that a weak US dollar would benefit the US economy. As a Result, the NT dollar appreciated against
the US dollar. In April, because of the US-China trade conflict and rising US government bond yields,
the NT dollar depreciated against the US dollar. Later, the US and China imposed tariffs on each
other'sexports. Tensions over the US-China trade conflict induced international capital outflows from
emerging Asia, causing the NT dollar to depreciate against the US dollar and to fall to a yearly low
on October 11. At the end of 2018, the NT dollar depreciated by 2.88% against the US dollar
compared with the end of the previous year. On a daily average basis, the NT dollar appreciated
against the US dollar by 0.94% in 2018.

Stock Index Swung Higher but Closed Lower

In the beginning of 2018, the TAIEX rose to a yearly high of 11,253 on January 23, a record
unseen for 28 years, bolstered by active trading from domestic individual investors driven mainly
by the domestic economic recovery, US stocks renewing record highs, and net purchases by foreign
investors. In the fourth quarter, affected by the global stock market crash, rising US bond yields and
foreign investors' sell-offs in emerging Asia, the TAIEX slid from 11,0562 on October 1 to 9,489 on
October 26. Thereafter, the TAIEX fell on weak international stock markets, the US-China trade friction,
and domestic uncertainty over major elections. The TAIEX closed at 9,727 points at the end of the

year, declining by 8.6% compared with the previous year end.
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2. Banking Sector

Number of Monetary Financial Institutions

At the end of 2018, the number of monetary financial institutions (defined hereafter in this
chapter as excluding the central bank) decreased to 402. The number of domestic banks decreased
by one as Ta Chong Bank was merged into Yuanta Commercial Bank, while the numbers of the

other types of monetary financial institutions all remained unchanged.

Number of Monetary Financial Institutions by Type

Types of institutions End of 2018 End of 2017 Annual Change
Total Number of Main Offices 402 403 -1
Domestic Banks 38 39 1
Foreign and Mainland Chinese Banks 29 29 0
Credit Cooperatives 23 23 0
Credit Departments of Farmers' and 371 371 0
Fishermen's Associations
Chunghwa Post 1 1 0
Total Number of Branches 6,083 6,106 -23
Local Branches 5,879 5,898 -19
Overseas Branches 144 147 -3
Offshore Banking Units 60 61 -1

Sources: 1. Financial Statistics Monthly, CBC.
2. Department of Financial Inspection, CBC.

At the end of 2018, there were no money market mutual funds offered by banks, while the

number of financial holding companies remained at 16, the same as 2017.

Market Shares of Deposits and Loans

In terms of deposits, the market share of domestic banks rose to 78.25% at the end of 2018,
mainly attributable to the fact that some domestic banks successively provided preferential interest
rates for large-value fransaction deposits and foreign currency deposits. As a result of deposit
inflows to domestic banks, the market shares of foreign and Mainland Chinese banks, Chunghwa
Post, credit departments of farmers' and fishermen's associations, and credit cooperatives declined

to 1.56%, 14.30%, 4.32%., and 1.57%, respectively.

In ferms of loans, the market share of domestic banks continued to slip fo 89.57%, mainly as the

government collected more tax and treasury revenues, causing a decrease in its borrowings from
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domestic banks. Meanwhile, foreign Market Shares of Deposits and Loans

and Mainland Chinese banks' market by Category of Monetary Financial Institutions

['@ Endof2018 W Endof2017

share climbed to 4.58% as their lower Deposits* Loans™*
. . Unit : % Unit: %
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edged up to 4.05%, whereas that of

Notes: * Excluding the values of the host contracts of structured products issued
credit cooperatives slightly fell to 1.73%. by banks.
** Including data for securities acquired under reverse repurchase
agreements.

sou rces a nd Uses Of FU nds Source: Financial Statistics Monthly, CBC.

At the end of 2018, the total amount
of funds in monetary financial institutions was NT$49,193 billion, increasing by NT$1,097 bilion compared
to the end of 2017. The combined share of transaction and non-fransaction deposits was nearly
85%. While transaction deposits kept growing, the annual growth rate of non-tfransaction deposits
fell sharply to -0.03% owing to a higher comparison base and marked decreases in foreign currency

deposits along with NT dollar depreciation in the second half of the year.

In the case of fund uses, bank loans still accounted for over 50% of total uses of funds at
the end of 2018. Both the share and growth in loans increased compared to the previous year,
mainly owing to greater demand from government enterprises and individuals supported by
the recovering housing market. As for growth in net foreign assets, it dropped sharply from
5.36% at the end of 2017 to -15.46%., mainly driven by large net foreign capital outflows and

slower trade surplus growth.

Portfolio investments by monetary financial institutions continued to post year-on-year rises at
the end of 2018. This mainly reflected the effect of the US-China trade conflict and a slowdown in
the global economy, which caused monetary financial institutions to increase holdings of government
bonds for hedging. As for banks' purchases of CDs issued by the CBC, both its share and growth

decreased compared with the end of the previous year.
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Sources and Uses of Funds in Monetary Financial Institutions!

Unit: NT$ Billion
End of 2018 End of 2017 Annual Change
Annual Annual
Amount |Share (%) |Growth Rate| Amount |Share (%) |Growth Rate| Amount |Share (%)
(%) (%)
Sources:
Transaction Deposits 2 16,773 3206 551 14,950 31.08 312 823 098
Non-transaction Deposits3 26,189 5326 -0.03 26,197 54.47 527 -8 -1.21
NT Dollar Deposits 20,440 41.55 040 20,357 42.33 117 82 -0.78
Foreign Currency Deposits 5,750 11.69 -1.54 5,840 12.14 2261 -90 -045
Government Deposits 1,043 212 11.13 938 1.95 482 104 017
Other Items 6,188 12.56 294 6,011 12.50 484 177 0.06
Total 49,193 100.00 228 48,096 100.00 453 1,097 0.00
Uses:
Net Foreign Assets4 3,675 747 -15.46 4,347 9.04 536 -672 -1.57
Loans 27,660 56.26 5,06 26,328 54.74 496 1,332 1.52
NT Dollar Loans 26,666 54.21 536 25,309 52.62 418 1,357 1.59
Foreign Currency Loans4 994 202 -241 1,018 212 29.11 -24 -0.10
Portfolio Investments® 6,088 12.37 634 5,725 11.90 548 363 047
Purchases of CDs Issued by CBC 7,741 15674 -0.67 7,793 1620 404 -52 -0.46
Deposits with CBC 4,030 821 3.22 3.904 8.12 052 126 0.09

Notes: 1. Monetary Financial Institutions include Domestic Banks, Local Branches of Foreign and Mainland Chinese Banks, Credit Cooperatives, Credit
Departments of Farmers' and Fishermen's Associations, Chunghwa Post and Money Market Mutual Funds
Including checking accounts, passbook deposits and passbook savings deposits.
Including fime deposits, time savings deposits, foreign currency deposits, postal savings deposits, non- residents’ NT dollar deposits, repurchase
agreements and money market mutual funds.
4. Excluding valuation changes in the exchange rate of the NT dollar against foreign currencies
5. Measured at original costs.
Source: Financial Statistics Monthly, CBC.
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Deposits

Because of people's changing asset allocation behavior, such as increased purchases of life
insurance products or exchange traded funds (ETFs), the annual growth rate of deposits in 2018
was 2.60%, a significant decline from the 3.46% in 2017. Moreover, as the previous year's net foreign
capital inflow turned into a net outflow in 2018, the annual growth rate of deposits showed a

general downtrend as a result.

In terms of monthly movement, in the first half of the year, most months recorded declines
except for April and May. In April, along with stronger growth momentum for bank loans and
investments, the annual growth rate of deposits also rose. In May, because of faster growth in bank
loans and investments and decreased net foreign capital outflows, the annual growth rate of

deposits significantly increased.

In the second half of the year, the annual growth rate of deposits generally frended down,
except for September and November when the growth momentum for bank loans and investments

increased and net foreign capital outflows furned into inflows.
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For transaction deposits, because banks Annual Growth Rates of Deposits
rolled out more preferential interest rate deposit — Total Deposits — Transaction Deposits*
% Non-Transaction Deposits** == Government Deposits

programs in March and April, the annual growth
rate went up. However, in May and June, as
some firms parked their funds in time deposits
in preparation for dividend issuance and more 5
effective allocation for higher returns, which

caused fransaction deposits to temporarily flow

to time deposits, the annual growth rate of -5

1 4 7 10 1 4 7 10 1 4 7 10
transaction deposits fell. In the other months, 2016 2017 2018
’rhe ro’re generally fluc’ruo’red in ’rondem with Notes: * Including checking accounts, passbook deposits and passbook

savings deposits.

. ** Including time deposits, time savings deposits, foreign currency
the annual ChOhge of depOSIT balances of deposits, postal savings deposits, non-residents’ NT dollar
deposits, repurchase agreements, and money market mutual
funds.

securities giro accounts. Overall, for transaction Source: Finanoial Staistcs Monthy, CEC.

deposits, the annual growth rate roughly trended
up in 2018 and its share in total deposits increased
to 36.68% at the end of 2018. The uptrend was most significant in July, when pension reform caused

some time savings deposits o flow to passbook savings deposits.

For the year as a whole, non-transaction deposits posted a fall in the annual growth rate from
3.60% at the end of 2017 to 0.62% at the end of 2018, on account of a higher comparison base,
preferential interest rate programs for transaction deposits and changes in people's asset allocation

behavior.

By type of non-transaction deposits, the annual growth rate of time deposits declined largely
owing to a higher base effect, and the share of time deposits dropped to 12.37% at the end of
2018. The shares and the annual growth rate of time savings deposits declined because of the
above-mentioned influence from pension reform. The annual growth rate of postal savings deposits

rose owing to a lower comparison base, but its share fell to 14.07%.

For foreign currency deposits, the share and the annual growth rate in 2018 decreased to
13.37% and 1.38%, espectively. This was mainly attributable to a shift to foreign currency-denominated
insurance products. In addition, NT dollar depreciation pushed up the cost of purchases of foreign
currency, thus weakening the incentive to hold foreign currency deposits. Owing to increased tax
revenue, the annual growth rate of government deposits went up to 11.20%. and its share in total

deposits also rose to 2.43%.
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Shares of Deposits by Type

% [ End of 2018 '™ End of 2017
42
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Notes: * Including NCDs.
**Including repurchase agreements, non-residents’ NTD deposits and money market mutual funds.

Source: Financial Statistics Monthly, CBC.

Bank Loans and Investments

The annual growth rate of loans and investments of monetary financial institutions was 5.39%
at the end of 2018, increasing from 4.82% at the end of 2017. Growth in loans increased to 5.18%
at the end of 2018 from 4.68% at the end of the
previous year, owing to a moderate housing
, Annual Growth Rates of Loans
market recovery, one big merger deal, and and Investments

greater demand from Taiwan Power Company %  — Total Loans and Investments ~— Loans Investments
15

to finance its plant expansion as well as national
energy transition. Meanwhile, growth in portfolio
investment accelerated to 6.34% at the end
of 2018 from 5.48% a year earlier because

insurance companies partially sold ftheir 5 W\aa‘\,/m‘

massive government bond holdings to banks

in order to increase their overseas investments, 0

1 4 7 10 1 4 7 10 1 4 7 10
resulting in faster growth in banks' investment 2016 2017 2018
in governme nt bonds. Source: Financial Statistics Monthly, CBC.

Loans by Sector

The annual growth rate of private sector loans extended by banks (defined in the following
paragraphs as including domestic banks and local branches of foreign and Mainland Chinese
banks) rose to 5.44% at the end of 2018 from 5.16% at the end of 2017. The upturn was mainly due
to a recovering housing market and one big merger deal. The annual growth rate of loans to

government enterprises returned to positive territory, registering 11.00% at the end of 2018 from
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-3.34% at the end of 2017, as Taiwan Power Company increased borrowing from banks to facilitate
its plant expansion and energy transition policies. Meanwhile, the annual growth rate of loans to
government agencies was -1.52% at the end of 2018 because of reduced demand thanks to
increased tax revenues. The growth rate, though negative, sfill represented an improvement

compared to -5.44% the previous year as a result of a lower base effect.

In terms of loan composition, loans extended to the private sector and government enterprises
accounted for 93.06% and 2.15% of total loans at the end of 2018, respectively, higher than the
92.84% and 2.03% recorded at the end of 2017. Loans extended to government agencies accounted

for 4.79% at the end of 2018, lower than 5.12% at the end of the previous year.

Loans by Industry

Broken down by industry sector, bank loans to the manufacturing sector continued to account
for the largest portion, at 41.99% at the end of 2018 compared to 42.32% at the end of 2017, with
its annual growth rate also down from 6.88% to 4.76%. The fall was mainly attributable to slower
growth in loans extended to electronic parts and components manufacturing, as one semiconductor
manufacturing company fully repaid its borrowing for an acquisition completed in 2016 and exports
declined in the fourth quarter of the year. While the share of loans extended to the construction
industry slightly decreased at the end of 2018, its annual growth rate rose from -8.40% to 4.72% at

the end of 2018, in line with a housing market recovery.

The recovering housing market also kept the share of loans extended to the real estate industry

on an upward track. However, following the slowdown in export orders and vehicle sales, the share

Loans by Industry

% of Total Loans '@ End of 2018 I End of 2017
50

45 | 41994232
40
35
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16.3816.00
15 12.7812.88
10.19 10.13
10 6.01 6.34 7.94 4 ag
5 251253 I I 2.20 2.42
. | TT
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and and and and
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Note: Figures include the data of domestic banks and local branches of foreign and Mainland Chinese banks but exclude their data on securities acquired
under reverse repurchase agreements.
Source: Financial Statistics Monthly, CBC.
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of loans extended to the wholesale and retail industry shrank. Both the share and the annual growth
rate of loans extended to the finance and insurance industry bounced back as a result of one big

merger deal, which induced a significant volume of bank loans to this industry.

Consumer loans

The annual growth rate of consumer loans extended by banks increased from 3.80% at the end
of 2017 to 4.42% at the end of 2018. Among them, house-purchasing loans grew by NT$329.6 billion,
or 496%, in 2018, a higher year-on-year increase mainly because home sales rose as more owner-
occupied buyers entered the market and sellers cut prices. As for the shares of various consumer
loans, house-purchasing loans remained the largest component, with its share rising from 83.59% at
the end of 2017 to 84.02% at the end of 2018. Car loans accounted for 1.69%, increasing from 1.67%,
mainly because of car loan promotion schemes. Meanwhile, house-repairing loans, revolving credit
for credit cards, employee welfare loans, and other consumer loans accounted for 1.10%, 1.36%,

0.67%, and 11.16%, respectively.

Investments

Owing to valuation changes, portfolio investments by monetary financial institutions, measured
at fair value, recorded a year-on-year increase of NT$408.4 billion, while the increase was smaller,

at NT$363.1 billion, when measured on a cost basis.

Portfolio investments by monetary financial institutions measured on a cost basis grew at a
faster pace of 6.34% in 2018, mainly because banks increased government bond holdings to hedge
risks in response to a number of uncertainties such as the US-China trade conflict and slow growth

in the global economy.

Among the investment instruments, government bonds accounted for the largest share with
62.85%. higher than the 61.87% registered a year ago, mainly bolstered by massive purchases of
government bonds by banks and the Department of Savings and Remittances of Chunghwa Post
to seek low-risk investments. At the end of 2018, commercial paper accounted for a share of 16.72%,
lower than a year ago, mainly because commercial paper issuance decreased and banks cut
back such holdings. Corporate bonds accounted for a share of 14.43%, increasing from the end of
2017.

Direct Finance and Indirect Finance

Financing channels of the non-financial sector comprise direct finance and indirect finance,
referring respectively to issuing securities in the markets and credit made by financial institutions.

The combined amount of direct finance and indirect finance increased from the previous year's



NTS$1,658.1 billion to NT$1,794.7 billion in 2018.
Direct finance decreased by NT$80.2 billion
during 2018, smaller than the decrease of
NT$118.9 billion last year. Indirect finance increased
from the previous year's NT$1,777.2 billion to
NTS$1,874.9 billion, which was mainly due to
higher growth in loans and investments by

financial institutions.

Based on the outstanding balance, the
share of direct finance in total funds raised
decreased from 19.81% a year before to 18.93%
af the end of 2018, while the share of indirect

finance increased from 80.19% to 81.07%.

Bank Interest Rates

In the first half of 2018, the domestic
economy grew steadily. However, entering
the second half of the year, with the Fed
interest rate increase and the US-China trade
war, global financial markets fluctuated
drastically. As the global economic climate
cooled, and uncertainty over international
economic and financial prospects increased,
domestic economic growth slowed down,
and inflation expectations remained mild.
Against this backdrop, the Bank decided to
keep policy rates unchanged; hence domestic
bank interest rates remained broadly steady.
In the case of the interest rates of the five

major domestic banks, their average fixed

1. Financial Developments

Direct Finance vs. Indirect Finance*

NTS$ Billion Im 2018 I\ 2017
20,000
15,000
10,000
5,000
0 sl |
-5,000
Total Direct Finance** Indirect Finance***

Notes: * Measured in terms of flow data.

** Refers to the total amount of new issues of various marketable
securities, including government bonds, corporate bonds, listed
stocks, offshore bonds, depositary receipts, short-term bills, and
asset-backed securities held by the non-financial sector.

*** Refers to loans and investments (measured on a cost basis)
made by monetary financial institutions, trust and investment
companies,and life insurance companies, after taking account
of their non-accrual loans reclassified and bad loans written off.

Source: Financial Statistics Monthly, CBC.

Average Deposit Rates
of the Five Major Domestic Banks*

= 1-Year Time Deposit = 1-Month Time Deposit
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Note: * The five major domestic banks are Bank of Taiwan, Taiwan
Cooperative Bank, First Commercial Bank, Hua Nan Commercial
Bank and Land Bank of Taiwan.

Source: Financial Statistics Monthly, CBC.

rates on one-month and one-year time deposits remained at 0.60% and 1.04% at the end of 2018,

respectively, both the same as the end of the previous year.

The weighted average rates on deposits and loans of domestic banks showed a slightly
downward trend in 2018. Because of an increase in the share of transaction deposits, of which the

interest rates were lower, in tfotal deposits, the weighted average deposit rate slightly decreased
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to 0.55% in the fourth quarter of 2018 from
0.56% a year ago. The weighted average
interest rate on deposits of domestic banks
was stable at 0.56% in the first three quarters
of 2018 but slightly dropped to 0.556% in the
fourth quarter, averaging 0.56% for the whole
year, which was the same as that recorded

in the previous year.

As banks' rates on current operations loans
dropped in 2018, the weighted average interest
rate on new loans of the five major domestic
banks edged down from 1.414% in the previous
year to 1.370% in 2018. Excluding central
government loans, the weighted average
interest rate on new loans decreased from
1.472% in the previous year to 1.414% in 2018,
down by 0.068 percentage points. Moreover,
the average base lending rate decreased to
2.631% at the end of 2018 from 2.632% at the

previous year-end.

In the first quarter of 2018, owing to an
increase in bank claims on local governments
and government entferprises and fierce
competition in the mortgage market, some

banks offered lower rates on new mortgage

%
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Average Lending Rates
of the Five Major Domestic Banks

— Rate on New Loans*

\

= Base Lending Rate
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Note: * Including housing loans, capital expenditure loans, current
operations loans and consumer loans.

Source: Financial Statistics Monthly, CBC.

Weighted Average Interest Rates
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Source: Financial Statistics Monthly, CBC.

loans. The weighted average interest rate on total loans of domestic banks slightly decreased from

1.92% in the previous quarter to 1.91%. The rate dropped to 1.90% in the second quarter, owing to

increases in low-interest loans to government enterprises and large-value loans to renowned firms.

Thereafter, the rate remained broadly steady until the end of the year. For the year as a whole,

the weighted average interest rate on loans of domestic banks was 1.90%, which was 0.02 percentage

points lower than that recorded in the previous year.

Because the average lending rate was slightly lower and the average deposit interest rate was

stable, the average interest rate spread between deposits and loans slightly shrank to 1.34 percentage

points in 2018, which was 0.02 percentage points smaller than that recorded in the previous year.



1. Financial Developments

3. Money Market

In 2018, the total turnover in the interbank call loan market decreased by 5.70%. while that in
the short-term bills market increased by 9.18%. In terms of money market rates, the interbank
overnight call loan rate remained at low levels, whereas bills market rates displayed a modest
uptrend, as the Bank maintained an accommodative monetary policy stance against a background
of slower global and domestic economic growth, heightened uncertainties over international

economic and financial prospects, and mild inflation expectations.

Interbank Call Loans Decreased

In the first half of the year, banks' demand for call loans rose because of steady growth in bank
loans and investments amid robust expansion in the domestic economy. Nevertheless, the escalating
US-China trade conflict weighted on the global economy and caused growth in domestic bank
loans and investments to decrease in the second half of the year. Total annual turnover of interbank
call loans for 2018 decreased by NT1$2,913.5 billion, or 5.70%, to NT$48,192.7 billion. The outstanding
amount of interbank call loans stood at NT$384.0 billion at the end of the year, recording a slight

decrease of 2.28% from the previous year end.

With regard to borrowers, domestic banks were still the largest player during the year, making
up 75.51% of total tfransactions, followed by Chunghwa Post, bills finance companies, and foreign
and Mainland Chinese banks, with shares of 10.00%, 9.05%, and 5.44%, respectively. The amount
borrowed by domestic banks fell by NT$3,663.4 billion, or 9.15%, over the previous year because
ample liquidity in the banking system caused banks' demand for borrowing to soften. Meanwhile,
with market liquidity remaining sufficient, private and government enterprises resorted to other
sources for borrowing, leading to weaker demand from bills finance companies for funds used for
underwriting commercial paper. Therefore, the amount borrowed by bills finance companies dropped
by NT$922.0 billion or 17.46% during the year. On the other hand, the amount borrowed by Chunghwa
Post grew by NT$691.8 billion or 16.75%, primarily resulting from increased investment in government
bonds. The amount borrowed by foreign and Mainland Chinese banks rose substantially by
NT$980.2 billion or 59.67% over the previous year, reflecting greater demand for funds because

of net foreign capital outflows.

In terms of lenders, domestic banks continued to be the largest supplier of funds, contributing
to 70.01% of total tfransactions in 2018. Following domestic banks were foreign and Mainland Chinese
banks, Chunghwa Post, and bills finance companies, with respective shares of 23.98%, 5.72%. and

0.29%. The amount lent by domestic banks only expanded by NT1$553.3 billion, or 1.67%, compared
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with the previous year because of Composition of Interbank Call Loan Market
by Participant

abundant liquidity in the banking system. Y P

I\ 2018 | 2017
As for foreign and Mainland Chinese By Borrower By Lender
banks, the funds they gained from the Unit: % Unit : %
custodian business for foreign investors 100088 ChunghwaPost 572
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9.05 | Bills Finapce 0.29
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321 4  Chinese Banks |u 27.00

Mainland Chinese banks by NT$2,245.6
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significantly by NT$1,335.9 billion or 32.65%

over the previous year, largely attributable

Source: Financial Statistics Monthly, CBC.

to less available funds as it increased

investment in government bonds.

In respect of maturity, interbank overnight call loans remained the most actively tfraded instrument
in the market with a predominant share of 63.19%, down by 4.30 percentage points from that of
the previous year. Second were those with a maturity of 1 week, accounting for 25.61%, up by 1.62
percentage points from that of the previous year. The share of loans with a 2-week maturity increased

by 2.00 percentage points to 8.28%

Short-Term Bill Transactions Increased

In 2018, newly issued short-term bills amounted to NT$14,971.9 billion, representing an increase
of NT$93.4 billion or 0.63% over the previous year. Of the new issues, commercial paper still accounted

for a dominant share at 86.60%, followed by negotiable certificates of deposit with a share of 12.21%.

As banks issued more negotiable certificates of deposit in an attempt to fill the funding gap
or increase the deposit base, the amount of negotiable certificates of deposit issued rose by
NT$267.2 billion from a year before. In contrast, issuance of commercial paper registered a
decrease of NT$112.8 billion compared with the previous year. The decline was mostly because
enterprises were less willing to issue commercial paper on account of weakened funding needs
and a slight uptrend in money market rates, along with abundant liquidity in the banking system
leading banks to actively expand their lending business. The amount of treasury bills and bankers'

acceptances fell by NT$60.0 billion and NT$0.9 billion, respectively, over the previous year.

As of the end of 2018, total outstanding short-term bills stood at NT$2,223.1 billion, 3.18% more

than that of the previous year end.



1. Financial Developments

Short-Term Bills Market

Unit: NTS Billion

vour Total Treasury Bills City Treasury Bills | Commercial Paper Aciggl;g;i:es Negoﬁ?fblge%z’:gicmes

ssues | etnaing| V% |oustonng| "% |osanang] % |ousenang| %° |ousanang] U |ousandng
2009 6,2934 | 1,043.1 4350 2150 - - 5,397.7 651.3 21.9 49 438.8 1719
2010 7,1408 | 1,167.5 365.0 2400 - - 5,9034 686.1 33.1 6.2 839.3 2352
2011 74240 | 1,1926 3212 180.3 - - 6,270.5 7352 30.1 57 8022 2715
2012 8,187.7 | 1,4540 2650 195.0 - - 7.311.6 1,023.6 242 43 586.9 231.1
2013 9,8090 | 1,6502 324.6 214.6 - - 8,827.4 1,199.2 235 42 633.5 2323
2014 | 10,8406 | 1,6412 2449 1300 100 00 9,919.5 1,306.8 24.1 43 6422 200.2
2015 | 11,6128 1,677.7 233.7 Q0.0 - - 10,426.0 1,346.6 20.8 35 832.3 237.6
2016 | 12,7785 | 1,8735 217.3 Q0.0 - - 11,3713 1,480.1 18.3 4.1 1,171.6 299.4
2017 | 14,8785 | 2,1545 2200 250 - - 13,077.8 1,709.0 194 42 1,561.3 4164
2018 | 14,9719 | 22231 160.0 300 - - 12,965.0 1,760.6 185 40 1.828.5 4285

The total turnover of short-term bills in 2018 expanded by 9.18% to NT$41,255.9 billion. Of the
total transactions, commercial paper still made up the lion's share with 89.04%, showing a decrease
of 1.67 percentage points from a year earlier. Second were negotiable certificates of deposit with
a share of 10.58%, recording an increase of 1.74 percentage points over the previous year. Treasury
bills and bankers' acceptances made up negligible shares of tfransactions. With respect to market
participants, private enterprises remained the largest player in the market with a share of 42.89%,

followed by banks with a share of 31.35%.

Money Market Rates Remained at Low Levels

For the year 2018, the weighted average intferbank overnight call loan rate remained at a low
level because of ample market liquidity. In the first half of the year, banks' funding conditions slightly
tightened on account of the US-China trade
dispute, net foreign capital outflows, enterprise

mergers and acquisitions, and income tax Money Market Interest Rates

collections. As a result, the weighted average — Interbank overnight call loan rate
— Primary market rate on 1-30 day commercial paper
interbank overnlgh’r call loan rate went up % Secondary market rate on 1-30 day commercial paper
0.8

from 0.180% in January of 2018 to 0.192% in

June. Later in the year, net foreign capital 0.6 W
inflows helped increase market liquidity, thereby

sending the rate down to 0.178% in September. 04
However, the weighted average interbank

0.2 | -
overnight call loan rate slightly fluctuated
between 0.179% and 0.183% in December, 0.0

1 4 7 10 1 4 7 10 1 4 7 10
reflecting higher funding needs of enterprises 2016 2017 2018

Source: Financial Statistics Monthly, CBC.
at the end of the year.
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The primary market rate on commercial paper with a maturity of 1-30 days moved within a
range between 0.51% and 0.68%. while the secondary market rate on commercial paper with a

maturity of 1-30 days remained between 0.37% and 0.54% throughout the year.

Money Market Funds Contracted

Amid global financial market turbulence in the year 2018, money market funds were often seen
as an ideal investment option to park short-term capital given the benefits of low risk and high
liquidity, yet investment trust companies adopted a product diversification strategy which affected
their asset allocation during the year. In addition, money market funds tend to generate relatively
lower returns. These factors combined to lend to a continuous decline in the size of money market
funds. At the end of 2018, there were a total of 43 money market funds in Taiwan with total assets

reaching NT$683.6 billion, down by NT$99.4 billion or 12.70% from the previous year end.

In respect of portfolio composition, the largest use of the funds was bank deposits with a share
of 66.56% at the end of the year. Following bank deposits were short-term bills and repurchase

agreements, accounting for 22.10% and 11.25% 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 (%)

2016 8483 551.1 6497 1442 17.00 1347 15.88 182 215
2017 783.1 550.3 70.27 1329 16.97 99.0 12,64 09 011
2018 683.6 4550 66.56 151.1 22.10 76.9 11.25 07 0.10
2018/ 1 8135 5513 67.77 154.6 1901 106.7 13.11 09 011
2 8285 5570 6723 1645 19.85 1060 12.80 10 0.12

3 8263 567.7 68.70 165.7 18.84 102.0 12.34 1.0 012

4 831.8 5714 68.69 160.3 19.28 99.0 11.90 10 0.12

5 7989 557.6 69.80 1412 17.67 99.1 1240 10 013

6 7255 5009 69.04 1294 17.83 94.6 1303 07 009

7 7360 503.1 68.36 137.0 1861 953 1294 06 0.09

8 751.6 509.9 67.85 146.3 1947 947 12,60 06 008

9 7166 483.1 67.41 150.6 21.02 82.3 11.48 06 0.09

10 7302 483.6 6623 167.3 21.54 88.7 1215 06 0.09

11 7306 4680 6405 1752 2397 86.9 11.89 06 009

12 683.6 4550 66.56 151.1 22.10 769 11.25 07 0.10




1. Financial Developments

4. Foreign Exchange Market

The NT Dollar Exchange Rate

In 2018, on a daily average basis, the NT dollar appreciated slightly against the US dollar but
depreciated against the euro, the Korean won, the renminbi (RMB) and the Japanese yen. The
frade-weighted nominal effective exchange rate index of the NT dollar decreased by 0.60% on a
daily average basis. The exchange rate movements of the NT dollar vis-&-vis each of the above

foreign currencies are analyzed as follows.

At the beginning of 2018, the US dollar was dampened by the US Treasury Secretary's remarks
that a weak US dollar would benefit the US economy. As a result, the NT dollar appreciated against
the US dollar. In April, because of the US-China trade conflict and rising US government bond yields,
the NT dollar depreciated against the US dollar. Later, the US and China imposed fresh tariffs on
each other's exports. The flare-up in US-China tfrade tensions caused international capital to flow
out of emerging Asia, leading the NT dollar to depreciate against the US dollar and to fall to a
yearly low on October 11. At the end of 2018, the NT dollar depreciated by 2.88% against the US dollar
compared with the end of the previous year. On a daily average basis, the NT dollar appreciated against
the US dollar by 0.94% in 2018.

At the beginning of 2018, the NT dollar depreciated against the euro as the euro area's update
on 2017 GDP growth data pointed to the fastest expansion in a decade. Later, owing to the euro
aread's weaker-than-anticipated economic performance and political unrest in Italy, market
participants expected the ECB would postpone its policy rate hikes, leading fo euro weakness, and
therefore the NT dollar against the euro rose to a yearly high on May 29. In the second half of 2018,
the euro was dampened by Turkey's currency crisis, Italy's budget issue, and Brexit uncertainty,
making the NT dollar against the euro fluctuate and broadly appreciate. Compared with the end
of the previous year, the NT dollar appreciated against the euro by 1.34% at the end of 2018. On

a daily average basis, the NT dollar depreciated against the euro by 3.63%.

In 2018, the NT dollar depreciated against the yen in the first quarter and fluctuated in the
following three quarters. Early in the year, the BoJ announced it would taper bond purchases and
start thinking about how to exit its massive monetary stimulus program around the fiscal year starting
in April 2019. In addition to the BoJ's plan, market concerns about the US-China frade conflict drove
the yen higher on safe-haven demand, sending the NT dollar against the yen to a yearly low on
August 13. Late in September, the BoJ decided to keep its interest rate policy unchanged, and thus
the yen weakened, leading the NT dollar against the yen to appreciate. At the end of the year,

uncertainty over Brexit talks and US-China frade friction caused the yen to rebound on safe-haven
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demand, and the NT dollar depreciated against the yen as a result. In sum, the NT dollar depreciated
by 4.83% against the yen at the end of 2018 compared with the previous year end. On a daily
average basis, the NT dollar depreciated against the yen by 0.63%.

The NT dollar against the RMB depreciated in the first half of 2018 and appreciated toward the
end of the year Early in the year, as China tightened capital controls and the People's Bank of
China raised the interest rates for open market operations, the NT dollar depreciated against the
RMB. In the second half of 2018, a worsening US-China trade conflict and a slowdown in Chinese
economic growth combined to send the NT dollar gradually higher to hit a yearly high against the
RMB on November 8. Overall, the NT dollar appreciated against the RMB by 2.40% between end-2017
and end-2018. On a daily average basis, the NT dollar depreciated by 1.19% against the RMB when
compared with the previous year.

The NT dollar against the Korean won appreciated in the first quarter, depreciated in the second
quarter, and generally fluctuated toward the end of the year. Owing to South Koread's capital

outflows induced by its stock market slump,

the NT dollar appreciated against the won Percent Changes of NT Dollar
Against Major Currencies
and reached a yearly high on February 6. Then, ( Compared with End-2017 )
won strength, bolstered by the plan of an inter- — USDINTD — JPYINTD EUR/INTD
% = CNY/NTD = KRW/NTD
Korean summit in April, led the NT dollar to 8

T NTD appreciation
depreciate against the won. During the latter

half of 2018, amid rising US-China trade tensions
and the Fed's inferest-rate hikes, the NT dollar 0

against the won fluctuated. Compared with

the end of 2017, the NT dollar appreciated by 4

1.22% against the won at the end of 2018. On | NTO depreciation

a daily average basis, the NT dollar depreciated ? T2 3 4 5 620187 8 9 10 M 12
by 1.73% against the won in 2018. Source: Department of Economic Research, CBC.

Annual Changes of NTD Exchange Rate Against Major Currencies

NTD/USD NTD/EUR NTD/JPY NTD/CNY NTD/KRW
Exchange Rate (2018/12/28) 30.733 356203 02784 44762 0.0275
Exchange Rate (2017/12/29) 29.848 35674 0.2649 45835 0.0279
Annual Change -2.88% 1.34% -483% 2.40% 1.22%
Average Exchange Rate (2018) 30.156 35.595 02731 45580 00274
Average Exchange Rate (2017) 30439 34.302 02714 45037 0.0269
Annual Change 094% -3.63% -0.63% -1.19% -1.73%

Source: Department of Economic Research, CBC.



Foreign Exchange Market

1. Financial Developments

Trading in the Taipei foreign exchange market increased in 2018. Total net trading volume for

the year was US$7,987.6 billion, representing a 12.5% year-on-year increase. The daily average

turnover was US$32.1 billion in 2018.

In ferms of trading partners, fransactions between banks and non-bank customers accounted

for 31.9% of the total turnover, while interbank transactions made up 68.1%. including 24.0% for

fransactions among local banks and 44.1% for those between local banks and overseas banks.

As far as fraded currencies were concerned, NT dollar trading against foreign currencies

accounted for 49.8% of the total frading volume, of which trading against the US dollar (USD) made

up a dominant 47.8%. Transactions in third currencies contributed to 50.2% of the total trading

volume, with trading in currency pairs of USD-RMB, USD-euro, and USD-yen accounting for respective

13.5%, 11.4%, and 7.1%.
Compared with 2017, NT dollar trading

shares of

against foreign currencies increased by
10.5%. Transactions in third currencies

increased by 14.6%.

With respect to types of transactions,
the major types were foreign exchange
swaps and spots, accounting for 50.0%
and 39.0% of tfotal furnover, respectively.
Compared with 2017, the trading volume
of margin trading decreased, whereas

those of the other types increased.

Composition of Foreign Exchange
Transactions by Currency Pair

2018 2017

Others

18.1 % —I
‘

NTD/USD

r 47.8 %

Others
185%

NTD/USD

r 48.8 %

USD/RMB —
13.5%

USD/RMB-—
10.9 %

USD/EUR‘| ‘
USD/JPY NTD/Non-USD

USD/JPY NTD/Non-USD 11.0 %
89 % 1.9 %

71% 20%

USD/EURJ
11.4 %

Source: Department of Foreign Exchange, CBC.

Turnover of Major Products in the Taipei Foreign Exchange Market

Unit: US$ Million
’ Cross
Forex Margin )
Year Spofts Forwards Swaps Trading Options CSurrency Total
WeleH
2014 2,869,175 408,770 3,352,584 20,379 1,134,172 37.365 7,822,445
2015 3,405,177 475,473 3,292,799 25,055 973,082 33,023 8,204,608
2016 2,780,002 477,036 3,430,524 17.437 358,694 50,109 7,113,802
2017 2,826,236 423,119 3,550,558 12,402 242,537 43,934 7,098,786
2018 3,111,414 567,790 3,992,873 7,876 249,254 58,354 7,987,560
2017-2018
Growth Rate (%) 10.1 342 125 -365 2.8 32.8 125

Source: Department of Foreign Exchange, CBC.
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For other foreign currency derivatives,
including forwards, swaps, and options based
on foreign currency interest rates, stock
price indices, commodity prices, and credit
derivatives, the total turnover amounted
to US$260.9 billion. Of this amount, interest
rate-related derivatives accounted for the
lion's share with US$254.1 billion, or 97.4%,
with its turnover increasing markedly by
43.0% from the previous year. Interest rate
futures accounted for the majority of this

increase, up by US$32.4 billion.

Composition of Foreign Exchange
Transactions by Type of Product

2018 2017
Cross Cross
Margin oni Currency Margin oni Currency
Trading ptions Swaps Trading ptions | Swaps
010 31% 0.7% - SPots " 34% | 06% - Spots
a7 Fsg.o% 4 Fsg.s %
| |

Foreign ‘
Exchange Forwards
Swaps

6.0 %
50.0 %

Foreign ‘
Exchange Forwards
Swaps

0
50.0 % T

Source: Department of Foreign Exchange, CBC.

Turnover of Other Products in the Taipei Foreign Exchange Market

Unit: US$ Million
Commodiity-
Interest Rate-Related Products PRrglgtTjec?s Stook
VEET Forward Interest Interest -erelgn Inqex De(r:i\r/i?il\tes izl
Rate Rate Rate ?::,r"eerg;y Subtotal Cc)orgr;ri\é):si‘ry Clsiens
Agreements Swaps Options Bt FUiies

2014 22 43,179 1,657 122,236 167,093 3,870 302 1,401 172,666

2015 4,928 42,763 2,152 56,088 105,930 4,058 486 1,122 111,596

2016 120 41,952 5,743 51,222 99,037 3,053 145 933 103,168

2017 - 49,453 11.412 116,911 177,776 2,802 121 857 181,556

2018 - 78,848 25,974 149,310 254,132 3.524 403 2,861 260,920
oo @ - 594 127.6 277 430 258 2329 2337 437

Source: Department of Foreign Exchange, CBC.

RMB Business

By the end of 2018, there were 66 domestic banking units (DBUs) and 58 offshore banking units

(OBUs) engaging in RMB business. The balance of RMB deposits amounted to RMB298.4 billion; RMB

remittances totaled RMB1,484.3 billion in 2018; RMB settlement through the Taipei Branch of the
Bank of China totaled RMB4,398.6 billion.

RMB investment tools have become even more diversified during 2018. RMB investment business

conducted by financial institutions as of the end of 2018 is shown in the following table.



II. Financial Developments

RMB Business Conducted by Financial Institutions

Unit: RMB Billion
Business Items Amount
Deposit balance (include NCDs, end of 2018) 2984
Total remittances (February 2013 to December 2018) 9.706.3

Total sefflement through the Taipei Branch of the Bank of China

(February 2013 to December 2018) 23,1062
Total value of 136 RMB-denominated bonds issued (up to the end of 2018) 934
Accumulated premium receipts from RMB-denominated 136
investment-linked insurance business (up to the end of 2018)

Accumulated premium receipts from RMB-denominated fraditional 42

insurance business (up to the end of 2018)

Source: Department of Foreign Exchange, CBC.

Foreign Currency Call Loan Market

The transaction volume in the foreign currency call loan market in 2018 was US$1,755.2 billion,
an increase of 18.2% over the previous year. Of this amount, US dollar fransactions accounted for
a dominant share with US$1,638.2 billion, making up 93.3% of the total while increasing by 19.0%
from 2017. RMB transactions reached RMB650.2 billion in 2018, making up a share of 5.6% of the
total but recording a year-on-year decrease of 0.7% in volume. Japanese yen fransactions reached
¥1,197.0 billion in 2018, representing a small share of 0.6% of the total with a year-on-year rise of

125.2% in volume. The amount of euro tfransactions amounted to €0.6 billion, with a modest share of

0.04%. Other currencies accounted for a combined 0.46% of the total fransaction volume. The balance

Transactions in the Taipei Foreign Transactions in the Foreign Currency
Currency Call Loan Market Swap Market
USS$ Billion USS$ Billion
2,500 1,600
1.400 1,361.8
2,000 1,755.2 1,200
1,500 1,000
800
1,000 600
400
500
200
0
2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018
Source: Department of Foreign Exchange, CBC. Source: Department of Foreign Exchange, CBC.
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of foreign currency call loan transactions at the end of 2018 was US$46.6 billion.

The volume of foreign currency-NTD swap fransactions reached US$1,361.8 billion, 9.7% more
than 2017, while the balance was US$263.9 billion at the end of 2018.

OBU Assets

There were 60 OBUs at the end of 2018. Domestic banks operate 37 of these OBUs, while foreign
banks run the other 23. The total assets of all OBUs decreased to US$201.0 billion at the end of the year,
representing a decrease of US$2.0 billion or 1.0% from the previous year end owing to decreasing claims
on financial institutions. Domestic OBUs made up 88.8% of these combined assets with an amount of
US$178.5 billion, and the OBUs of foreign banks accounted for US$22.5 billion, or 11.2%, of the total.

In ferms of the uses of funds, loans to non-financial institutions, at US$82.2 billion, represented
the majority share of 40.9% of total OBU assets. Securities investments came in second place,
accounting for 29.4% of total OBU assets. In terms of the destination for funds, Asia accounted for
the majority with 52.0%, followed by America at 31.0%.

The OBUs' main source of funds was due to financial institutions, making up 48.1% of fotal
liabilities and equity. Furthermore, deposits of non-financial institutions accounted for 39.2% of the
total. The main funding origin of OBUs was Asia, accounting for the majority with 62.0%, followed

by America, with a share of 24.0%.

Forex trading turnover of all OBUs rose by 12.9% to US$636.2 billion, of which US$348.6 billion
went for spot transactions, US$139.9 billion for forward transactions, and US$147.7 billion for forex
swap fransactions. Compared with the previous year, the growth rates of trading of spots, forwards,

and forex swaps were -3.1%, 77.2%, and 18.4%, respectively.

For OBUs, the total turnover of other derivatives products grew to US$356.1 billion, an increase of
27.8% over the previous year. Of this amount, futures transactions registered US$155.3 billion, making

up 43.6% of the total.
Balance Sheet of OBUs in Banking System

Unit: US$ Million
Total
Loans to Portfolio Claims on Other Assets= Deposits of Due to Securities Other
Year/Month | Non-financial [T —— Financial o Total Non-financial |  Financial Euee] Liabilities &
Institutions Institutions Liabilities & |  Institutions Institutions Equity
Equity
2014/12 87.849 22,066 43,518 26,379 179.811 57.818 97.509 338 24,146
2015/12 81,198 29,547 43,932 18,388 173,065 66,137 88,228 0 18,700
2016/12 77.236 42,803 44,929 11,467 176,435 72,245 86,865 0 17.326
2017/12 81,074 53,819 58,336 9.717 202,946 77,144 106,712 0 19,090
2018/12 82,161 59,180 48,552 11,074 200,968 78,704 96,622 0 25,641
217/12:2018/12 13 100 -168 140 10 20 95 00 343
Growth Rate (%)

Source: Financial Statistics Monthly, CBC.



1. Financial Developments

5. Stock Market

Strong volatility associated with international financial market turbulence marked the year of
2018 for Taiwan's benchmark stock index, the Taiwan Stock Exchange (TWSE) weighted stock price
index (TAIEX). For the first three quarters of the year, the TAIEX fluctuated wildly at relatively high
levels, reflecting a mix of bullish and bearish influences such as US-China trade conflicts, international
market movements, geopolitical concerns, and investor expectations of the Federal Reserve's policy
rate paths. However, the TAIEX retreated from above the 10,000 mark in the fourth quarter, as global
stock market crashes, rising US bond yields, and foreign investor sell-offs in Asian emerging markets

(EM) dragged the local stock index out of a 1-year plus streak of strength.

At the end of 2018, the TAIEX dropped by 8.6% compared with the end of the previous year.
Most categories lost ground, except for Cement, Textile, Trading & Consumers' Goods, Iron & Steel,
and Building Material & Construction. The two worst-performing groups were Glass & Ceramics and
Paper & Pulp, posting year-on-year declines of 38.3% and 31.7%, respectively as their 2017 surges
were confrasted by plunges in 2018. Tourism shares also suffered a fall of 26.0%, owing to a dwindling

number of Chinese tourists and a rush of hotels scrambling out of the market.

Maijor Statistics of the TWSE Market

Stock Price Daily Turnover Market Net ?ﬁ{g”,%uffrﬂhom
Average
Year/Month Index Trading Rate Capitalization Foreign | gsgsgg:'ee: " Securities
‘ Volge o Investors Trust Companies Dealers
(end of period)|  (NT$ Billion) (%) (NTS$ Billion) Net Buy/Sell Net Buy/Sel Net Buy/Sell

2016 9,253.5 68.7 64.6 27,2479 3202 -19.9 -86.6
2017 10,6429 97.5 784 31,8319 1552 -335 114
2018 9,727.4 1199 926 29,3185 -355.1 -15 -99.4
2018/ 1 11,1038 127.5 84 33.277.3 755 -1.3 172
2 10,8155 1270 51 32,434.1 -99.4 1.8 -11.2

3 10,9195 1133 80 32,7485 -45.1 -5.1 -21.9

4 10,657.9 124.5 70 31,8728 -82.3 09 -94

5 10,8750 132.1 89 32,527.6 -28.1 -38 -109

6 10,8369 150.1 9.3 32,437.0 -832 01 2.1

7 11,057.5 1327 838 33.122.3 83 48 -1.3

8 11,063.9 116.7 8.1 33.241.1 32.8 92 -23.5

9 11,006.3 1187 68 33.057.5 659 -09 -1.8

10 9.802.1 109.5 82 29,5629.6 -143.0 -7.7 -12.3

1 9.888.0 1032 76 29,7538 104 1.1 -9.1

12 9.727.4 887 64 29,3185 -66.9 -05 -174

Source: Securities and Futures Bureau, FSC.
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The TAIEX daily average trading value was NT$119.9 billion in 2018, a year-on-year increase of

23.0%. as the extension of the day-frading transaction tax break shored up market momentum.

The Taipei Exchange (TPEx) weighted stock price index for the over-the-counter market slipped
by 16.8% in 2018, with most categories posting year-on-year declines. Among them, the Electric
Machinery and Electronics categories sank by 24.2% and 23.6%, respectively, affected by the
US-China trade conflict and weakness of technology shares in the US market. For the year of 2018,

the TPEx daily average trading value increased by 5.8% to NT$33.0 billion.
The TWSE Market

Listings Increased; Capitalization Shrank

At the end of 2018, the number of TWSE listings totaled 928, with the number of initial public
offerings reaching a 5-year record of 31. The par value of total shares issued rose by a modest 0.3%
to NT$7.2 trillion, while total market capitalization shed 7.9% to NT$29.3 trillion. The number of Taiwan

Depository Receipts (TDRs) remained 17.

TAIEX's Record Start Was Reversed by Market Downswings amid International Slump

At the start of 2018, as US equities hit multiple historical records and foreign investors bought
heavily in the local market, the TAIEX set off a gaining streak and peaked at 11,253 points on
January 23, the highest mark in 28 years. The index pulled back afterwards and dropped to 10,372
points on February 9, owing to European and US stock market crashes and investor concern about

steeper US rate hikes, as well as profit-taking sell-offs on the TWSE.

Thereafter, up until the end of the third quarter, the TAIEX fluctuated sharply at high levels. The
local benchmark oscillated wildly in the inferim, reflecting the upside and downside developments
on the international scene, including US-China TWSE and TPEx Indices

tfrade talk progress, global stock market 1966100 — TWSE (LHS) — TPEX (RHS) 1995=100
11,500 160

performance, geopolitical risks, and investor
expectations about the Fed's rate decisions. 10,500
140

The fourth quarter, though, was characterized
9,500

by a broader downtrend. With global equities
120
crumbling, the US bond yield climbing, and 8.500

foreign investors offloading a lot of their Asian

EM positions, the TAIEX plunged to 9,489 points T T T 1 4 7 0 1 4 7 w0
2016 2017 2018

on October 26 from 11,052 points on October
Sources: 1. TWSE.

1, halting a bull run that had lasted for more 2. Taipei Exchange (TPEX).



1. Financial Developments

TWSE Stock Price Changes, by Industrial Group
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than one year In the final months of 2018, uncertainties including trade conflicts among major
economies and domestic elections caused the main board shares to seesaw at lower price levels.

The TAIEX closed the year at 9,727 points, down by 8.6% compared to 10,643 points a year before.

Broken down by subcategory, most industrial groups registered lower prices than the previous
year. Glass & Ceramic and Paper & Pulp shares suffered the hardest, as high comparison bases in
2017 and steeper corrections in 2018 dragged them down by 38.3% and 31.7%, respectively. Tourism
shares decreased by 26.0%, affected by a fall in Chinese tourism to Taiwan and the ensuing spate
of hotel shutdowns. The stocks in the Automobile subcategory also slipped by 21.9%, owing fo frade
war-related impacts and declining car sales. By contrast, shares in Cement, Textile, Trading w&
Consumers' Goods, Iron & Steel, and Building Material & Construction all recorded positive year-
on-year growth, with Cement shares harvesting the biggest rise of 10% thanks to record-high

corporate earnings.

Market Turnover Increased

In 2018, trading momentum built up mainly because the day-frading tax cut was extended
until the end of 2021. For the year of 2018, the TWSE market turnover, measured on a daily average
basis, increased by 23.0% to NT$§119.9 billion from the NT$97.5 billion recorded the previous year.
Robust trading activity also sent the turnover rate higher from the 78.4% of 2017 to 92.6%.

TWSE Witnessed Net Sales by Institutional Investors

In 2018, all three major types of institutional investors net sold in the local stock market. Foreign
investors offloaded a net NT$355.1 billion of TAIEX shares, an amount unseen since the 2009 global
financial crisis. Meanwhile, local securities investment trust companies and securities dealers recorded
net sales of NT$1.5 billion and NT$9.94 billion, respectively, in the TWSE market.
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Looking at foreign investor behavior in 2018, they collectively became net sellers in the TWSE
market in months other than January, July, August, September, and November. The net sales were
mainly attributable to international headwinds, including escalating US-China tfrade friction, growing
expectation of the Fed's rate hikes, increased geopolitical tensions, and slumping global equities.
Indeed, the global stock market crash triggered the year's heaviest net sale of NT$143.0 billion of

main board shares in October and pushed the TAIEX below the 10,000 mark.

In terms of local securities investment trust companies, they were net buyers in February, April,
July, August, and November. In the rest of the year, they became net sellers with profit-taking

fransactions for the purpose of fund redemption, financial statement boosting, or portfolio adjustments.

Local securities dealers, with inclination for short swing trading, net bought during the bullish
months of January and June in 2018 and net sold in the rest of the year to hedge their positions

or lock in gains.

The TPEx Market
Listings Increased but Capitalization Fell

At the end of 2018, the number of TPEXx listings increased to 766, with 31 new listings mostly from
the technology industry. The total par value rose by 2.2% year on year to NT$738.5 billion, while
market capitalization fell 14.8% to NT$2.83 ftrillion.

TPEx Index Rallied but Then Dropped with Sharp Swings

In 2018, the TPEx experienced wilder fluctuations than the TWSE. The index opened the year
with upswings and peaked at 159.1 points on June 6 but sharper corrections followed. Amid economic

worries and financial market turmoil at home and abroad, the TPEx Index plummeted to 109.9 points

TPEX Stock Price Changes, by Industrial Group
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on October 26. Despite a rebound afterwards, the index closed the year at 123.5 points. Not only
did it fall by 16.8% compared to the previous year's 148.5 points, it also suffered a decline nearly

twice as large as that in the TAIEX.

For the year of 2018, net sales by foreign investors, local securities investment trust companies,
and local dealers were NT$13.5 billion, NT$7.6 billion and NT$156.4 billion, respectively. The historical
record of net sales by local dealers was because these investors offloaded in large quantity their

holdings of bond ETFs and call/put warrants.

The daily average turnover in the TPEx market increased by 5.8% from the NT$31.2 billion of the

previous year to NT$33.0 billion.

Key Measures for the Stock Markets
Key measures for Taiwan's stock markets in 2018 include the following:

(1) January 1: The withholding tax on dividends paid to foreign shareholders would be raised from
20% to 21%.

(2) January 18: With the passing of tax reforms, the tax credit imputation of the integrated income
tax system was abolished. Resident shareholders may now be levied for income from dividends
in either of the following ways — a 8.5% deduction on dividend income as part of tfotal taxable

income, up to a maximum of NT$80,000, or a flat tax rate of 28% on dividend income only.

(3) April 13: With the passage of an amendment to the Securities Transaction Tax Act, the fransaction
tax cut for day trading would be extended to December 31, 2021, effective from April 28, 2018.

The extended tax reduction also applies to day trading by securities dealers.

(4) May 29: The Financial Supervisory Commission (FSC) announced that qualified securities firms
may issue exchange-traded notes (ETNs), an instrument to be officially defined as a security
from July 2, 2018.

() August 9: A draft amendment to the Fufures Trading Act was approved by the Cabinet, paving
the way for a central counterparty clearing mechanism of over-the-counter derivatives
tfransactions. In addition, the maximum administrative fine for violations against futures tfrading

regulations would be raised from NT$0.6 million to NT$2.4 million.

(6) September 10: The FSC announced that, starting in 2019, the TWSE would no longer offer makeup
sessions for tfrading and settlement on those Saturdays adjusted to be work days, which used
to be the norm under the government's mechanism to substitfute a Saturday for an extra

weekday off in order to complete an extended national holiday weekend.
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6. Bond Market

For the year 2018, the total volume of bond issuance displayed a downtrend. New issues of
bonds amounted to NT$1,930.5 billion, decreasing by NT$191.6 billion or 9.03% over the previous
year. At the end of 2018, the total outstanding of bonds issued stood at NT$13,564.3 billion, rising
by NT$904.4 billion or 7.14% from the previous year end.

Central government bond issuance for 2018 totaled NT$347.3 billion, falling by NT$52.7 billion
or 13.17% from the previous year, mainly because the increase in tax revenues reduced fiscal funding

needs.

Issuance of corporate bonds for 2018 posted an increase of NT$26.6 billion or 6.90% to NT$412.3 billion.
The rise was primarily because corporations issued new bonds in order to roll over old ones and

repay short-term loans.

In terms of bank debentures, the main purpose for banks to issue bonds was to strengthen their
capital base and meet mid-to long-term operation funding needs. Bank debenture issuance amounted

to NT$231.8 billion for the entire year, increasing by NT$42.3 billion or 22.31% over the previous year.

In 2018, 116 foreign currency-denominated international bonds were issued in Taiwan by foreign
institutions with a total amount of NT$903.7 billion, contracting by NT$235.5 billion or 20.67% compared
to the previous year. Meanwhile, foreign institutions issued 12 NT dollar-denominated foreign bonds

totaling NTS7.1 billion, down by NT$0.6 billion or 8.44% over the previous year.

In the secondary market, abundant domestic liquidity and the international oil price slump
brought down annual average yields on bonds with different maturities in 2018. For the 10-year

government bond, its yield slid by 12 basis points to 0.942%.

In addition, with Taiwan's bond exchange-traded fund (ETF) market growing considerably,
surging demand for bonds drove the bond trading volume higher. As a result, annual transactions
reached NT$64,822.1 billion, rising by NT$3,238.7 billion or 5.26% over the previous year.

Reduction in Government Bond Issuance

With respect to central government bonds, as tax revenues increased and public debt
approached the statutory ceiling, central government bond issuance declined by NT$§52.7 billion
or 13.17% from the previous year to NT$347.3 billion in 2018.

Among the total volume of government bonds issued by the Ministry of Finance, 10-year

bonds accounted for the largest share with NT$145.0 billion, while 5-year bonds came in second
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with NT$90.0 billion. 2-year, 20-year, and 30-year government bonds recorded issuance of
NT$27.3 billion, NT$45.0 billion, and NT$40.0 billion, respectively.

The weighted average issuing rates in 2018 on central government bonds with different maturities
were all lower than the previous year, reflecting ample market liquidity and a drop in international
oil prices. The issuing rate on 20-year bonds registered the largest decrease of 36 basis points, and

second was that on 30-year bonds with a decrease of 34 basis points.

In ferms of bonds issued by governments of special municipalities, all new bonds in 2018 were
issued by the government of Kaohsiung Special Municipality with a total amount of NT$14.6 billion.
At the end of the year, the outstanding amount of bonds issued by governments of special

municipalities totaled NT$43.9 billion, up by NT$2.3 billion or 5.65% from the previous year end.

Growth in Corporate Bond Issuance

Corporate bonds refer to NT dollar- or foreign currency-denominated bonds issued in Taiwan
by domestic corporations. For the year 2018, the issuing amount of corporate bonds increased by
NT$26.6 billion or 6.90% to NT$412.3 billion, mainly because corporations issued new bonds in order

to roll over old ones and repay short-term loans.

Issues and Outstanding Values in Bond Market by Category

Unit: NTS$ Billion

Total Central Government | Local Government
Year/ Bonds Bonds*
Month

Beneficiary

Corporate Bonds | Bank Debentures Securities**

Foreign Bonds Int'l Bonds

Issues  [Outstanding| Issues [Outstanding|Issues | Outstanding | Issues | Outstanding | Issues [Oufstanding | Issues | Outstanding |Issues| Oufstanding| Issues |Outstanding
2016 |2,622.1(11,581.9 5635 | 55423 | 00| 63.1 [2860]| 1,8983 |[140.1| 1,209.5 50 978 |30 98 [1.6246|2,7610
2017 |2,122.1 [12,6599 (4000 | 5594.8 | 00| 416 3857 19381 |[189.5| 1,227.3 00 956 |77 145 [1,1392] 3,7480
2018 |1,9305(13,564.3 (3473 | 55586 (148 | 439 [4123|2,0230 (231.8]| 1,3202 | 136 | 1042 |71 15.1 903.7 | 4,499.3
2018/ 1| 2079 (12,7127 | 250|5,5048 | 00| 416 438 1,9458 6.8| 1,232.7 00 958 |00 14.3 1323 3.877.9

2| 2098 (12,8523 | 260| 54999 | 00| 416 24119361 | 318 1,257.5 00 960 |18 16.1 148.8| 4,005.3
3| 2668 (129718 | 260| 54499 | 00| 416 235| 19413 | 83.1| 1,291.0 00 928 |00 169 1662(4,1394
4| 2756132144 | 25054749 | 00| 416 183| 1.9368 | 265| 1,312.8 00 925 |00 1563 205.8| 4,340.6
5| 2224113,3583 | 200| 54949 | 00| 416 70.2| 1,984.1 159| 1.3100 00 916 |06 169 1156.7( 4,4202
6| 1700134587 | 37355322 | 00| 416 65.1( 1,9980 9.9 1,308.7 30 943 |04 16.1 544 4,4679
7| 1263 (13,5463 | 25055572 | 00| 416 56.6| 20278 | 11.5| 1,311.6 00 943 |06 155 326 | 4,498.5
8| 7641135576 | 2560|55822 | 00| 416 255| 2,0182 75| 1,309.5 00 943 |09 13.9 17.5| 4,498.0
9 959135241 | 400|55422 | 00| 416 31.7| 20295 | 199 1,.3129 00 942 |06 14.1 3.7(4,489.7
10| 830(134934 | 250( 55136 [148 | 439 202 2,0240 38| 1,302.6 00 947 |10 148 18.3| 4,499.8
11| 977(135219 | 40055236 | 00| 439 310| 20330 | 199 1,307.2 00 935 |04 145 6.4 4,506.3
12| 988135643 | 35055586 | 00| 439 240( 2,0230 | 254| 1,3202 | 106 | 1042 |08 15.1 3.1{ 4,499.3

Notes: * Referring fo bonds issued by governments of special municipalities.
** Including those purchased back by originators for credit enhancement.
Sources: 1. Financial Statistics Monthly, CBC.
2. Banking Bureau, Financial Supervisory Commission.
3. Department of Foreign Exchange, CBC.
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Regarding bond maturities, the majority of the issuance went for 5-year corporate bonds with
a share of 43.92%, followed by 7-year bonds with 22.91%. The six largest corporate bond issuers were
Taiwan Power Company, Fubon Life, China Steel Corporation, Hon Hai/Foxconn Technology Group,
Far Eastern New Centfury Corporatfion, and Taiwan Mobile Co., Ltd., with a combined issuance

amount of NT$145.3 billion, accounting for 35.24% of total issuance.

At the end of 2018, the outstanding amount of corporate bonds totaled NT$2,023.0 billion,
expanding by NT$84.9 billion or 4.38% from the previous year end.

Rise in Bank Debenture Issuance

For the year 2018, 28 domestic banks issued bank debentures in support of their funding needs,
with an issuance amount of NT$231.8 billion, increasing by NT$42.3 billion or 22.31% over the previous
year. The rise was largely because banks issued new debentures to lock in mid- to long-term funding

costs at low levels amidst a low interest rate environment.

The main purpose for banks to issue NT dollar bank debentures was to strengthen their capital
base and support mid- to long-term operation funding needs. Subordinated debts made up the

lion's share of 64.50% in total issuance.

As for foreign currency bank debentures, the purpose of issuance was to meet mounting
demand for foreign currency loans and support mid- to long-term foreign currency funding needs.
Therefore, the majority of the issuance went for senior bank debentures with lower issuing rates,

amounting to NT$99.0 billion.

In respect to the maturity of new issues, perpetual debentures made up a dominant 43.73% of
total NT dollar bank debenture issuance, while 10-year, 3-year, and 7-year debentures accounted
for 14.68%, 11.97%. and 11.63%, respectively.

In 2018, issuance of foreign currency bank debentures was primarily composed of 30-year
debentures and perpetual debentures, with respective shares of 92.78% and 7.22%. At the end
of the year, the outstanding amount of bank debentures was NT$1,320.2 billion, expanding by

NT$92.8 billion or 7.56% from the previous year end.

Expanding Asset Securitization Products

New issues of asset securitization products amounted to NT$13.6 billion for the entire year. The
outstanding amount of asset securitization went up by NT$8.6 billion or 8.94% from the previous year
end to NT$104.2 billion.



1. Financial Developments

Contraction in Foreign Bond Issuance

Foreign bonds are defined as NT dollar-denominated corporate bonds issued in Taiwan by foreign
enterprices. The foreign bonds currently in circulation are corporate bonds issued by offshore companies
listed on the Taiwan Stock Exchange or the Taipei Exchange (the over-the-counter market).

For the year 2018, issuance of foreign bonds totaled NT$7.1 billion, a decrease of NT$0.6 billion
or 8.44% from a year earlier. At the end of the year, the outstanding amount of foreign bonds stood
at NT$15.1 billion, growing by NT$0.7 billion or 4.50% over the previous year end.

Deceleration in International Bond Issuance

International bonds refer to corporate bonds issued in Taiwan by foreign institutions and
are currently denominated in foreign currencies. In 2018, intfernational bond issuance fell by
NT$235.5 billion or 20.67% from a year before to NT$903.7 billion.

The Financial Supervisory Commission (FSC) announced the amendments to the Regulations
Governing Foreign Investments by Insurance Companies on November 21, 2018. According to Article
10 of the Regulations, the total foreign investment amount (including investments in international
bonds) of an insurer shall not exceed 145% of the insurer's approved foreign investment limit.
Furthermore, the aforementioned total amounts of some insurers had nearly reached the limit prior
to the promulgation of the amended regulations. Both factors caused demand for international

bonds to soften compared to the previous year.

In ferms of currency composition, issuance of US dollar-denominated, RMB-denominated, and
ZAR-denominated bonds in 2018 stood at NT$822.1 billion, NT$79.6 billion, and NTS$0.3 billion,
respectively. At the end of the year, the outstanding amount of infernational bonds reached

NT$4,499.3 billion, an increase of NT$§751.3 billion or 20.04% over the previous year end.

Downtrend in Average Government Bond Yields yet Uptick in Transactions

In 2018, on account of sufficient domestic liquidity and plunging international oil prices, the
10-year government bond yield moved downward and averaged 0.942% for the entire year, 12

basis points lower than the 1.064% of the previous year.

Compared to the previous year, the average yield curve of central government bonds shifted
downward for the year 2018. The average yield on 20-year bonds recorded the biggest decline of
38 basis points over the previous year. Second was that on 30-year bonds with a decrease of 35
basis points. Moreover, average yields on 5-year, 7-year, and 15-year bonds in 2018 dropped by 6,

5, and 15 basis points, respectively, compared to 2017.

With regard to transaction volume, total bond transactions expanded by NT$3,238.7 billion or
5.26% from the previous year to NT$64,822.1 billion for the year 2018. The rise was because the
growing domestic bond ETF market helped push up demand for bonds.
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Yield on Central Government Bonds

with Different Maturities Yield Curve of Central Government Bonds
% — 5-year Bonds = 10-year Bonds 20-year Bonds % — 2018 — 2017
2.0 2.0
1.5 1.5
1.0 1.0
0.5 0.5
1 4 7 10 1 4 7 10 1 4 7 10 5 7 10 15 20 30 Maturity
2016 2017 2018 (years)
Source: TPEx. Source: TPEx.

By type of bonds, the majority of total bond fransactions went for government bonds with a
share of 65.36% and an annual trading volume of NT$42,369.8 billion. The second most actively
fraded were corporate bonds, making up 28.60% of total transactions with an annual tfrading volume
of NT$18,536.3 billion. Bank debentures came in third, contributing to 4.11% of total transactions with

an annual trading volume of NT$2,665.3 billion.

Meanwhile, international bonds, foreign bonds, and asset securitization products made up
marginal shares of 1.17%, 0.14%, and 0.02% in total transactions, with their respective annual trading
reaching NT$1,149.7 billion, NT$88.5 billion, and NT$12.5 billion.

Turnover in Bond Market by Category

Unit: NT$ Billion
ver | e | Sopnpen | e | Fereen | i sonas
Nonconvertible Convertible

2016 66,8179 45,2435 16,546.7 6553 23769 194 294 1,946.8
2017 61,5835 39.532.0 17,202.1 887.2 2,295.8 217 579 1,686.8
2018 64,822.1 42,369.8 17.553.2 983.1 2,665.3 125 88.5 1,149.7
2018/ 1 6,394.2 4,392.1 1,656.2 885 1900 1.3 54 160.7
2 3.889.1 2,506.3 1,009.1 610 1419 02 8.7 1620
3 57117 3,8259 1,377.3 828 249.6 1.3 79 1669
4 4,865.1 32389 1,2280 63.8 2280 12 57 99.4
5 58729 3,873.6 15415 778 2533 12 8.3 1171
6 55094 3.503.6 1,6722 1020 2129 12 68 1108
7 5,858.1 3,764.6 1,690.1 770 264.7 12 7.3 53.1
8 59333 3,897.7 1,616.7 88.2 256.9 12 70 656
9 5,047.2 3,303.8 1,396.5 785 2162 00 47 475
10 5,683.6 3,763.6 1,622.3 88.7 234.3 12 14.1 59.5
11 5,196.3 3,332.9 1,5614.8 764 207.5 12 58 57.8
12 4,861.1 2,9669 1,6284 984 210.1 12 68 492

Source: TPEX.



