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ABSTRACT

This paper investigates the relationship between the business cycle and the buffer capital
based on 26 Taiwan banks over 2000-2009.-The Panel data are estimated by Generalized Methods
of Moments (GMM).The empirical‘evidence indicates that after introducing Basel 11, buffer
capital is negatively related to business cycle, which is similar to the situation before Basel Il. But
the pro-cyclical result is mitigated somewhat by bank’s provision from the income-smoothing
behavior. This study also shows that the adjustment cost is significantly higher than before. There
is no evidence that the risk attitude of bank has improved, however, it does show that the buffer
capital for bank of FHCs are more pro-cyclical than those of non-FHCs.
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BB R TNE B52IFS 1 2 Blci G oo
Z\43fQTTif§ﬁ"ﬁ\j\7 FHEESE
#31(1) H2(2) 1-2(3) 41 (4) #-31(5)
BUF; .1 0.4187*** _-0.0263***. 0.4354***  0.4408***  0.4498***
(36.8124) (-3.9844) (72.0612) (79.4028) (55.6813)
ROE; -0.0543 -0.3794*** _-0.2167** -0.2001***  -0.1778*
(-0.8400) (-4.9715) (-2.4429) (-3.3349) (-1.9422)
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(-3.7385) (-3.1628) (-8.7668) (-5.6311) (-8.0970)
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(-2.3185) (0.4743) (-7.1940) (-9.0633) (-5.1890)
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(-3.8909) (-7.9399) (-5.5343) (-3.4400) (-1.8793)
BIG*GDPG; -0.2321
(-0.9198)
BHC*GDPG; -0.7168***
(-2.9866)
Sargan test 21.0041 22.9235 24.6315 25.9092 24.4111
(0.3969) (0.4061) (0.2159) (0.2099) (0.1809)
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