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ASSET MANAGEMENT  

The Committee notes with gratitude that the Financial 

Supervisory Commission (FSC) set certain important goals 

last year aimed at building a better investment environment 

and achieving financial product innovation. The Committee 

also recognizes the FSC’s efforts in promoting fintech and 

a mutual fund investment platform, as well as local talent 

development. These reforms and the new policy agenda are 

in line with the Committee’s expectations and will ultimately 

benefit investors in Taiwan. We look forward to seeing more 

regulatory relaxation, especially the lifting of investment 

restrictions on onshore and offshore funds in the near future, 

so as to increase the Taiwan asset management industry’s 

competitive advantages, offer more business opportunities 

to industry participants, and provide consumers with wider 

investment choices.

In addition, the Committee would like to express its 

appreciation to the FSC for introducing a new type of 

onshore fund – the multi-asset fund – and allowing an 

onshore fund of funds to invest in certain derivatives for 

investment enhancement purposes. These steps represent 

a positive response to the industry’s advocacy last year in 

support of product innovation. The FSC’s decision to permit 

discretionary investment management accounts to engage in 

currency hedging arrangements through investment-linked 

insurance products and to purchase the foreign-currency 

share class of NTD-denominated onshore funds also enables 

the asset management industry to strengthen its business 

relationship with insurers. Furthermore, the FSC’s dedication 

in helping resolve the onshore fund “overdraft” issue and 

proxy voting delegation issue earned it a great deal of 

respect from industry players. All these changes demonstrate 

the FCS’s vision and ambition to upgrade Taiwan’s asset 

management business and bring it in line with global practice.

The Committee looks forward to cooperating with 

the FSC to further grow the onshore-fund business and 

continuously attract more local talent to work in the 
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industry. While revisions to the Securities Investment Trust 

and Consulting Act will have a significant impact on the 

industry, we hope that the draft amendments will contribute 

to building a better regulatory framework for Taiwan’s asset 

management industry by increasing the competitiveness 

and operational flexibility of onshore products, assuring a 

level playing field between onshore and offshore funds, and 

relaxing investment restrictions on onshore products. 

The Committee also urges the FSC to closely work with 

the Ministry of Labor on implementation of the Self-Choice 

Labor Pension Scheme, as it is critical to every worker’s 

retirement arrangement and should partially solve the current 

difficulty the government is facing with the Labor Pension 

Fund. In sum, the Committee strongly encourages the FSC 

to continue to adopt changes enabling the Taiwan asset 

management industry to meet the constantly evolving needs 

of investors.

Suggestion 1: Implement a member-choice labor 
pension scheme as soon as possible.

Under the current labor retirement plan, all employees are 

subject to an identical portfolio and return model. There is 

no opportunity for customization based on the individual’s 

actual needs and risk profiles so that employees may choose 

either to invest aggressively in hopes of gaining higher returns 

for their retirement income or conservatively to minimize 

risks. The current pension scheme fails to consider various 

factors that might cause individuals to select different types 

of investment plans – factors such as the employee’s amount 

of contribution, retirement age, level of risk tolerance, 

and preferred investment management vehicle. As a result, 

employees lack control over their investment risks and 

returns, which is inconsistent with the purpose of a “defined 

contribution” plan. 

The FSC appears to support the idea of transforming the 

current retirement scheme into a “member-choice defined 

contribution plan” similar to those implemented in such 

advanced economies as the United States (401K), Australia 

(Superannuation), Hong Kong (MPF), and Singapore (CPF). 

But decision-making authority on this issue rests with the 

Ministry of Labor (MOL). We urge the MOL’s Bureau of 

Labor Funds to adopt a policy that would enable employees 

to choose a retirement plan based on their individual needs 

and risk appetite – either to stay in the current scheme 

where the pension fund is managed by the government with 

a minimum guaranteed earning or to select appropriate 

investment objects through a member choice platform 

according to their risk appetite. Considering the continuing 

low interest-rate environment, the rapid aging of Taiwan’s 

population, and the need for employees to be able to choose 

from among diverse retirement plans, the Committee 

strongly encourages the MOL to expedite the process for 

implementing a member-choice labor pension scheme.

Suggestion 2: Promote the “AUM-based” methodology 
for calculating distributors’ commissions on fund 
sales.

The current design of distributors’ commission on fund 

sales creates a potential conflict of interest by giving a 

financial incentive to the distributor to influence clients to 

conduct frequent trading so that the distributor can earn 

higher commissions. This commission-driven design not only 

causes Taiwan investors to bear additional costs due to the 

extensive trading, but also has a negative impact on Taiwan’s 

asset management industry. The adverse effects include large 

redemptions after IPOs for new funds, with an impact on 

long-term investors’ Net Asset Value (NAV); volatility in the 

funds’ Assets Under Management (AUM) due to the higher 

turnover caused by extensive trading, leading to increased 

difficulties in investment management; and a culture in which 

Taiwanese investors treat mutual funds more like stocks, 

looking for short-term gains while paying high front-end fees 

to distributors each time they trade in. For asset managers, 

the commission model causes financial losses as a result of 

large commissions to distributors, who often only hold the 

funds for short periods. 

In various jurisdictions, including the United Kingdom, 

Australia, Canada, and many Asian countries, the authorities’ 

main focus in recent years had been to seek an optimum 

policy governing the transparency, calculation, and payment 

of commissions on fund sales, as well as the protection of 

investors’ rights and interests. The United Kingdom and 

Australia have prohibited financial advisors from receiving 

commissions, and the Netherlands imposed a similar 

restriction in 2013. The European Union also proposed 

restrictions on sales commissions in its Markets in Financial 

Instruments Directive II (MiFID II).

The Committee appreciates the efforts of the Securities 

& Futures Bureau (SFB) in trying to address this issue, 

including the SFB’s proposed two-step policy for commission 

calculation reform: first set a cap on the percentage of the net 

additional subscription applied to the commission calculation 

and then move gradually toward an “AUM-based” 

methodology as the ultimate aim. AUM-based methodology 

means the fees that a fund house pays to a distributor are 

based on the AUM that stays with the distributor, not based 

on the transaction amount that a distributor can make 

during a specific time period. Currently, the fees are based 

on the transaction amount, which wrongly incentivizes the 

distributor to churn funds frequently.

However, the Committee believes that the proposed 

first step, the commission cap, does not adequately address 

the issue and may in fact cause hardships, particularly to 

managers of smaller asset funds. More importantly, the cap 

may not be able to sufficiently address the key issue that 

Taiwanese investors face, which is the churning behavior 

of the distributors. Our recommendation is to move as 
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quickly as possible to the AUM-based fee approach, as other 

jurisdictions have. We recognize that this may put some 

pressure on the banking industry in the short run, but the 

benefit will be immediately felt by Taiwanese investors. Only 

when the “AUM-based” methodology is adopted will the 

high turnover rate of Taiwan-domiciled funds and the high 

volume of redemptions after the lock-up period be reduced. 

This change will also reduce the undue solicitation of clients 

to conduct extensive trading and help investors begin to take 

a more long-term approach to their investments.

Suggestion 3: Remove the cap on offshore funds’ 
investment in securities in the China market. 

The securities market in China is gradually increasing 

access for foreign investors by introducing such mechanisms 

as Shanghai-Hong Kong Stock Connect and Shenzhen-Hong 

Kong Stock Connect. Professional investors in Taiwan can 

now directly participate in the Chinese securities market via 

sub-brokerage services. However, mutual funds remain the 

key investment tool for most retail investors interested in the 

Chinese securities market.

As the importance of the Chinese market continues to 

grow, the weighting of the Chinese equity market among 

major market indices will likely increase in the near future. 

In that event, offshore funds benchmarking related market 

indices may hit the cap imposed by current regulation. To 

provide retail investors with more comprehensive investment 

choices and avoid any adverse impact on the operations of 

existing offshore funds, we recommend removal of the cap on 

offshore funds’ investment in securities in the Chinese market.
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