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%+4% - Guided Questions for Sharing of Country Experiences
(Taiwan’s Experience)

Session 4: Measuring Asset Price Inflation and Detecting Asset Price Bubbles:
Emerging Market Economies Experiences

1. Have there been any incidence of an asset price bubble in your
country? If so, please briefly describe its origin, development,
repercussions, and policy responses. Please focus your discussion on
the major incidences that pose challenges to policy makers in terms
of monetary or financial stability.

There have been several asset price surges but not many bubbles in Taiwan.

During 1973-74 and 1979-80, experiencing the high inflation driven
by the two oil crises in 1970s, home purchases increased significantly.
However, no housing bubble was formed during the period since most
cases were owner-occupied housing.

During 1987-90, an asset price bubble was inflated after the reform of
foreign exchange regime and the deregulation of capital control in
Taiwan. Huge money inflows flooded the market with liquidity. Stock
and housing prices more than doubled within one year. In light of
rampant speculative activities, the Central Bank of the Republic of
China (Taiwan) (CBC) announced a series of selective credit controls
on February 28 1989 to address the concern of a destabilizing bubble.
In turn, the stock and housing markets were all sapped. Nevertheless,
with the deregulations for banks to set up in early 1990’s, bank
lending quickly surged. As this was also reflected in rising home
loans, housing prices resumed an upward trend.

Housing prices moderated after 1994 and continued to fall as
adversely affected by the Asian financial crisis, Taiwan’s September
21 Earthquake, the dot-com bubble bust, and the pandemic SARS in
Asia. In the meantime, the non-performance loan ratios were trended
up to historical highs.

Following the economic recovery both at home and abroad, and
stimulus measures including interest rate cuts, preferential home loan
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programs, and land value increment tax reductions, housing prices
began climbing up from 2003 Q2 onwards.

2. What are the latest developments of stock and property prices in
your countries? What are the major factors accounting for such
developments? Are there any issues of concern for policy makers?

Stock markets in Taiwan were hit hard by the global financial crisis in
the second half of 2008, as was the housing market (with a smaller
decline). Later, international capital inflows were attracted to the
Asia-Pacific region by its strong momentum of economic recovery.
Consequently, beginning from Q2 2009, the stock markets rebounded,
while housing prices soared to hit historical highs.

In recent years, growth in housing prices outpaced household income,
weighing people down with an increase housing burden. In addition,
growing property speculation and more home loans as a share of bank
lending also added to the concern of a potential housing price bubble.

3. How does your Bank measure asset price inflation? Is it included as

part of the CPI measure? If not, what are the measures or proxies
used and challenges faced, if any? How effective they are?

Our CPI measure includes data of rents but not housing prices.

There is no official housing price index. The CBC used several housing

prices and rents indices by private institutions for reference.

Though these indices capture market trends in certain situation, they are
still wanting in several aspects, such as retrieving the actual sale prices,
getting enough sample, consistency of statistical methods, duration of

time series, and the lack of data of some areas.

4. What are the indicators (or models, if applicable) that you
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organization uses to assess development of asset price bubbles? How
useful have they been, in relation to past bubbles (if there were) as
well as recent developments? Has your Bank developed leading
indicators for asset price bubbles and if so, what are these
indicators?

Currently, the CBC monitors housing market with a range of indicators,
including housing price increases, housing burden (eg. price-to-income
ratio and loan-to-income ratio), return on housing purchases
(price-to-rent ratio), housing supply and demand condition (eg.
percentage of investment-oriented purchases, building transactions and
supply), and lending of housing loans (eg. the share of housing loans in
total lending, housing loans as a percentage of GDP), and takes into

account the views of market experts on them.

Some indicators do not have long time series, while stock prices,
housing prices, and housing loans may facilitate to identify the past

asset price bubbles.

Other reference resources include domestic and foreign reports of
empirical studies on asset price bubbles. Nevertheless, in view of a lack
of related literature in Taiwan and regular examination in this regard,
the CBC is trying to develop an early warming framework for assessing
the risk of asset price bubble.

5. What are the main problems in assessing the risk of an asset price

bubble in your country? Are there plans (at your bank or at the
national level) to expand the list of indicators and their proxies?
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Various factors of the economic fundamentals may affect the
development of the housing market. Difference among urban
developments also adds to the complexity of the issue. The biggest
challenge in assessing the risk in this regard lies in the lack of reliable
and sufficient data of housing prices and market information, limited
time series data of real estate collaterals for housing loans, and the

absence of an effective early warning indicator model.

The government is working hard to improve transparency in the real
estate market and is planning to develop an official housing price

indicator.

Session 6: Macroeconomic Variables, Asset Price Movements and Policy
Implications: Empirical Evidence of the SEACEN Economies

1. Have there been evidences in your country that large capital inflows
are normally accompanied by a surge in asset prices?

Based on the developments in Taiwan’s housing market between 1987
and 1990 and in the second half of 2009, large capital inflows play a big
role to push up the housing prices.

2. To what extent does your organization concern about asset price
developments? Why or why not?

3. How does asset price development feed into the policy-making
process for both monetary stability and financial stability?

In response to surging housing prices, the CBC has adopted a series of
measures since October 2009, urging financial institutions to enhance
risk management. And beginning Q4 2009, a report with a special focus
on housing market developments is made to the Board of Directors of
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the CBC when it convenes.

Against a backdrop of accelerating recovery, continuous growth in bank
credit, rising market interest rates, surging real estate prices, and
increasing inflation, the CBC decided to raise the policy rates each by
12.5 basis points this June.

In recent year, the increase in housing prices has been more pronounced
in the Taipei metropolitan area, adding to the burden of homebuyers.
Moreover, the concentration of bank lending also raises concern that
this may undermine the effectiveness of banks’ risk management.
Therefore, the CBC promulgated the Regulations Governing the
Extension of Housing Loans in Specific Areas by Financial Institutions
in June, and, in July, the Bank urged financial institutions to keep an eye
further on speculative home-loan borrowing.

As a result of the above actions taken by the CBC to ultimately maintain
price and financial stability, housing sales gradually trended down,
which is viewed to promote the housing market and housing-related
lending to remain on track.

Session 10: Beyond Monetary and Exchange Rate Policy: Macro and Micro

Prudential Measures

1. What are the major policy measures used to respond to asset price

Q2

9

inflation/bubbles in your Bank?

Our Bank have used a range of policy tools to address an asset price
bubble, including policy rates, required reserve ratios, and selective
credit controls.

The CBC first announced selective credit controls on February 28 1989,
with the following measures implemented for 7 years: suspending the
lending for land (including land for golf courses) purchase loans without
collateral, restricting credit lines for business construction, and requiring
incremental loan appropriation instead of lump-sum funding.

In  comparison, the measures announced this June target
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“newly-extended housing loans” in specific Greater Taipei area
(including Taipei City and 10 other county-governed cities), asking
financial institutions to approve loans with a cap on loan to value ratio
of up to 70%, remove grace periods, and grant no additional loans
against the same collateral for home renovations, as working capital, or
for other purposes.

2. What are the major challenges faced by your Bank in using monetary and
exchange rate policy to respond to asset price inflation?

As Taiwan’s economy is mainly driven by export trade and the
exchange rate regime is a managed float, it is important for its exchange
rates to remain dynamically stable.

A big policy rate rise will expand interest rate spreads between local and
foreign markets, and attract more speculative foreign capital.
Meanwhile, housing prices have seen most increases in a limited
number of specific areas, not sufficient to warrant a significant rate rise,
which might bring unintended harms.

3. How important is macro and micro prudential measures in dealing with
asset price inflation/bubbles? What are the major measures used and how
effective they are?

According to the present regulations related to bank capital, there are
different risk weights on housing loans by different loan-to-value ratios.
Although this may help enhance bank’s risk management, more still has
to be done to avoid a housing price bubble.

Measures such as managing foreign exchange transactions of the FINIs
and selective credit controls (eg. capping LTV ratios or banning specific
types of lending) are generally effective in curbing large inflows of hot
money and fast growth of bank credit, hence helpful in preventing a
bubble from forming or growing.

4. In the case that banking supervision functions are under the responsibility
of another institution such as the Financial Stability Authority (e.g. Korea
and Taiwan), how does central bank formulate and implement macro and
micro prudential measures? Are there any challenges faced and how they
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are overcome?

) In Taiwan, the Financial Supervisory Commission is mandated to
supervise financial institutions. However, the Central Bank Act also
authorizes the CBC to implement selective credit controls when
necessary, and to carry out targeted financial examinations related to
monetary and foreign exchange policies.
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