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BANKING

The banking market in Taiwan has been 

volati le in the past year due to the risk of 

unexpected “black swan” incidents, the plunge in oil 

prices, and post-Brexit uncertainties. These factors 

exemplify the influence of global economic developments 

on Taiwan financial institutions. The retreat of some 

international banks from Taiwan has also contributed to 

making the banking market in Taiwan quite 

challenging, but government efforts to liberalize 

Taiwan’s financial sector have helped to reduce the impact 

of uncertain global conditions. We look forward to 

continuous liberalization measures by the government to 

attract more foreign institutions to participate in the 

market and bring more business opportunities to 

Taiwan from neighboring financial hubs. 

The members of the Committee commend the government 

for engaging in deregulation in a timely and concrete manner 

to improve the business environment for Taiwan’s 

banking industry. The Committee highly appreciates the 

business models created by the Financial Supervisory 

Commission 

(FSC), including the “Bond Agency Platform” and the 

“Financial Derivative Information and Advisory Service,” 

which have created numerous opportunities for the banking 

industry. As responsible members of the financial community 

in Taiwan, we aim to contribute to the sustainable 

development of the banking industry and to help make 

Taiwan one of Asia’s financial hubs.

The Committee wishes to thank the Taiwan financial 

authorities for paying extra attention to last year’s White 

Paper and taking satisfactory follow-up actions. In this year’s 

paper, we have focused our attention on four main issues, 

all of which we believe can be resolved in the coming year. 

In view of the FSC’s desire to expand Taiwan’s financial 

market and increase job opportunities, the first step in that 

effort should be to embrace the operational and regulatory 

standards that have been adopted internationally. In this 

way, Taiwan’s financial industry would not only become 

more competitive versus neighboring financial markets 

such as Hong Kong and Singapore, but talent and business 

opportunities could also be retained in Taiwan.

Suggestion 1: Further broaden opportunities for 
offshore product development and distribution.

In recent years the relevant government agencies in Taiwan 

have taken positive steps with regard to broadening financial 

product offerings, in line with the theme of promoting the 

Taiwan market internationally. However, industry perceives 

that more could be done to help foster market growth by 

permitting an even greater variety of financial instruments so 

as to satisfy differentiated risk-return demands. 

The Committee presents the following recommendations 

for liberalizing the scope of product offerings:

1.1 Lower the rating requirement for issuers selling OSP to 

retail investors. 

As raised in this White Paper for the past several years, 

regulatory restrictions since 2011 on issuer credit-rating 

requirements have significantly decreased the number 

of issuers who can issue offshore structured products to 

retail investors in Taiwan – a situation that has practically 

brought the OSP market in Taiwan to a standstill. 

Although the FSC lowered the OSP issuer rating to S&P 

A+ (or Fitch A+ and Moody’s A1) in 2014, the change did 

not significantly improve the market situation. Taiwan 

investors still need to pursue investment opportunities 

from offshore markets in neighboring countries such as 

Hong Kong where the entry barrier for issuance is lower 

than in Taiwan. A crucial factor in making Taiwan a 

more attractive market for these investors will be the 

variety of products that can be offered through more 

active participation by the market players. To attract 

more market participants, the first step is to lower the 

issuer rating at least to A- as in Hong Kong

It is also important to recognize that the OSP issuers in 
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Taiwan are the leading global banks, which are subject 

to stringent capital requirements and supervision in their 

home markets. Internationally it is no longer standard 

practice to use the issuer rating as the sole reference in 

determining the financial status of the issuer. If it were to 

lower the issuer-rating requirement, the regulator at the 

same time could utilize other financial criteria that would 

more truly reflect the financial status of the issuers. The 

Committee believes that adopting this approach would 

assure that investors’ interests continue to be protected 

effectively.

1.2 Allow applicants to apply for a six-month extension if 

the product is not offered before the original approval 

expiry date. 

According to the Article 18 of the “Regulations 

Governing Review and Management of Offshore 

Structured Products,” the applicant shall start offering the 

product within six months after receiving the approval 

letter; otherwise, the applicant needs to submit a product 

review request and get product approval again before 

offering the product, unless otherwise specified by other 

laws. The current product review process takes around 

three months from submission of the request until receipt 

of the approval letter, and market conditions sometimes 

change considerably, making it difficult for the applicant 

to find a suitable timing to offer the product within the 

allotted six months. Resubmitting the product request 

with the same payoffs is not efficient for the applicant, 

the review committee, or the distributor. Therefore, we 

suggest that the regulators amend the regulations to allow 

the application to be automatically extended for another 

six months if the product is not offered before the original 

approval expiry date, or alternatively for the applicant 

to send a notification letter to the regulator regarding the 

six-month extension.  

1.3 Expand the product scope available under the “bond-

agency” platform. 

Despite the generally positive response from regulators 

to the industry’s longstanding appeal for a relaxation 

of restrictions on financial products, the continuing 

restrictions on bond-agency product scope prevent 

Taiwanese institutional and ultra-high net worth investors 

(“Eligible Investors”) from obtaining a full scope of 

services from onshore financial institutions. As a result, 

Eligible Investors need to engage offshore financial 

institutions for certain types of transactions, creating 

unnecessary obstacles for Eligible Investors’ portfolio 

management and stifling further growth in the bond-

agency business.

Although existing regulations have laid a foundation for 

onshore bond agency platforms to provide “plain vanilla” 

cash bond products, certain other products that are of 

interest to Eligible Investors and allowed to be purchased 

by the respective competent authorities are excluded 

from the scope of bond agencies’ business. These include 

People’s Republic of China (PRC)-linked bonds and 

overseas bonds issued by Taiwanese issuers. If the product 

scope is not further expanded, Eligible Investors will 

increasingly turn to offshore financial institutions in other 

markets (such as Hong Kong and Singapore) to purchase 

the relevant products, which would be contrary to the 

objectives of the FSC’s “Financial Import Substitution 

Policy.”

Furthermore, “PRC-linked bonds” as defined in the 

existing regulations include bonds listed on the Hong 

Kong and Macao exchanges if the issuing enterprises 

are directly or indirectly owned by the government or 

corporates in the PRC. These securities are excluded from 

the scope of legitimate investments. The criteria as defined 

in the regulations increase the compliance and supervisory 

costs involved, given the difficulty of verifying the identity 

of the major shareholders for each issuer. The Committee 

suggests abolishing the current regulatory restrictions 

on tradeable markets and the country of origination of 

issuers for the bond-agency business, thus expanding the 

scope of products that Eligible Investors are permitted to 

purchase.

1.4 Relax the net worth requirement for conducting repo/

reverse repo under foreign bond proprietary licenses. 

Foreign banks concurrently engaging in the foreign 

bond proprietary trading business have encountered an 

obstacle in applying the total repo/reverse repo (“RP/RS”) 

outstanding position as stipulated in Articles 8 and 9 of 

the “Rules Governing the Proprietary Trading of Foreign 

Bonds by Securities Firms” (the “Rules”) of the Taipei 

Exchange (TPEx). The Rules provide that: 

• The	 respective	 outstanding	balances	 of	RP	 and	RS

against foreign bonds and TWD government bonds

shall not exceed six times the securities firm’s net

worth;

• The	 respective	 outstanding	balances	 of	RP	 and	RS

against bonds other than TWD government bonds

shall not exceed four times the securities firm’s net

worth; and

• The	 respective	 outstanding	balances	 of	RP	 and	RS

against foreign bonds shall not exceed the securities

firm’s net worth.

The definition of “net worth” as provided in the Rules 

seemingly refers to the security book’s net worth for 

banks concurrently engaging in the foreign bond 

proprietary trading business. However, the setup of a 

foreign bank’s branch in Taiwan only requires working 

capital of either TWD 200 million or TWD 250 million 

depending on the criteria. As a result, the net worth 

of foreign banks’ branches in Taiwan is very small, 

as it normally includes only the working capital plus 
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unrepatriated retained earnings. In addition, the security 

book’s net worth is allocated from the foreign bank 

branch’s net worth and thus is even much smaller than 

that of the foreign bank branch. This obstacle hinders 

foreign banks in Taiwan from conducting RP and RS 

against foreign bonds. Consequently, foreign banks – as 

the main foreign currency liquidity providers in Taiwan – 

cannot provide the required foreign currency funding to 

local investors when needed. These investors (including 

the Central Bank) then have no choice but to obtain the 

liquidity from offshore banks.

The Committee therefore suggests that the FSC relax the 

definition of net worth under the Rules by benchmarking 

the net worth of a foreign bank’s home office (or foreign 

bank subsidiaries). This change would help establish 

a thriving and robust bond market in Taiwan and 

contribute to a healthy liquidity mechanism.

1.5  Further relax regulations governing the “derivatives 

information and advisory” business. 

A) Broaden the definition of an entity’s size to include the

entire group, to better capture the corporate client’s

business model and allow banks to provide suitable

product services.

In its “Amendments of Banks Providing Information

and Advisory Service on Offshore Financia l

Derivatives” issued on June 21, 2016, the FSC agreed

to expand the eligibility of High Net Worth Investors

(HNWI) to include the parent company and its 100%-

owned overseas subsidiaries. However, under the

current “Regulations Governing Internal Operating

Systems and Procedures for Banks Conducting

Financial Derivatives,” the HNWI eligibility does not

include the 100%-owned overseas subsidiaries. The

banks must use the applicant’s stand-alone financial

statement (consolidated financial statements are not

acceptable) to validate the applicant as an HNWI, but

these stand-alone financial statements may not meet

the HNWI requirements or may even be unavailable.

In the interest of consistency and to avoid confusion,

we suggest allowing the banks to use the information

on the applicant in the parent company’s consolidated

financial statement to verify the applicant’s financial

condition. Due to strategic considerations, many

large local companies use their offshore subsidiaries

as invoicing or manufacturing centers. Although

the associated foreign-exchange risk is borne by

the subsidiary, the risk is generally managed by

the parent-level finance center on behalf of the

subsidiaries. Broadening the definition of the entity’s

size to include the entire group would better capture

the corporate client’s business model and allow banks

to provide to provide suitable product services.

B) Permit SPIs and their 100%-owned offshore

subsidiaries to engage in the “derivatives information 

and advisory” business for investment purposes. 

The Committee much appreciates the FSC’s action 

in June 2016 in expanding banks’ service scope to 

enable them to provide “derivatives information and 

advisory business” to Senior Professional Investors 

(“SPI”) and their 100%-owned offshore subsidiaries 

that have hedging eligibility. However, the opening 

of the derivatives information and advisory business 

to SPIs is limited to offshore derivatives for hedging 

purposes. The same restriction does not apply to 

Professional Institutional Investors (“PII”) such as 

banks, insurance companies, and securities firms. 

Based on clarifications given by the FSC, the offshore 

derivatives for hedging purposes exclude Offshore 

Structured Products (“OSP”) as their purpose is 

considered to be for investment rather than hedging. 

However, the super-large corporates meeting the 

definition of SPI and their 100%-owned offshore 

subsidiaries have a great demand for offshore 

investment products – but they have been unwilling to 

invest in OSPs via the distribution channel pursuant to 

the “Rules Governing OSP” as that channel is under 

the trust structure. SPIs conduct business globally and 

actively look for investment opportunities in different 

regions and sectors. Treating SPIs the same as PIIs 

would help them meet their investment needs, achieve 

better efficiency for OSP investments, and strengthen 

the sustainability of Taiwan’s financial market 

development. In addition, allowing the advisory 

license to cover OSPs would not only increase the 

competitiveness of foreign banks in Taiwan against 

offshore banks, but also support the government’s 

Financial Import Substitution Policy.

The Committee suggests that the “derivatives 

information and advisory business” be further relaxed 

to allow the SPIs and their 100%-owned offshore 

subsidiaries to acquire OSPs for investment purposes, 

thus strengthening the competitive position of banks 

in Taiwan against offshore banks.

Suggestion 2: Lift regulatory restrictions and provide 
an incent ive framework for the onshore wealth 
management business.
2.1 Allow banks to provide financing to customers by using 

their financial assets under trust from the lending bank 

as collateral. 

The Committee highly welcomes the recent regulatory 

change enabling clients to use their mutual fund assets 

under trust as collateral to obtain financing from a third-

party bank. However, the lengthy operational process has 

retarded the development of this practice. We therefore 

urge the government to move one step further by allowing 
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financial assets under trust from the Trust Bank to be 

used as collateral for loans from that bank. 

In international practice, investment-product financing is 

a very common wealth-management service, which banks 

in Hong Kong and Singapore have for years offered to 

high net-worth and mass-affluent client segments. We 

suggest that customers be able to pledge the entrusted 

beneficiary financial assets held with the trust bank as 

collateral for a loan, as credit by the same bank rather 

than a third party is far more operationally efficient.

The key benefits of this service include enhanced returns, 

diversification of borrowing, and most importantly, 

liquidity. Currently the investment products are mostly 

offered through the trust platform, where restrictions 

have made them unavailable to be pledged for lending. 

If trust assets could be unleashed from that constraint, 

it would greatly benefit clients’ financial flexibility and 

efficiency, while also benefiting the overall banking 

market.

In comparison, both insurance companies and securities 

firms are allowed to offer financing services to their direct 

clients through assets under the firm’s control. Permitting 

banks to provide a comparable service would significantly 

facilitate development of the wealth-management 

business.

The Committee suggests revising existing regulations to 

enable the banking industry to provide credit to clients 

who pledge their entrusted financial assets as collateral 

with the same lending bank.

2.2 Encourage and provide policy incentives to banks 

committing to business expansion and investments 

onshore. 

According to recently released statistical data on 

international capital flows, Taiwan has been consistently 

suffering from a low level of foreign direct investment 

(FDI). Another sign of the harsh business environment 

in the domestic banking sector has been the withdrawal 

from the Taiwan market or downsizing of the local 

presence by several international financial institutions. 

Given that FDI is a key KPI and strategic-development 

goal, this Committee considers it imperative that the 

government overhaul the existing regulatory policies 

and practices to rebuild Taiwan as an FDI-friendly 

environment. 

To achieve this goal, this Committee proposes that 

the financial regulatory agencies adopt a differential 

regulatory framework for the banking sector. A metric 

approach factoring in the characteristics currently 

targeted in regulatory policy targeting – for example, 

onshore business volume, employment scale, and track 

records of internal controls, etc. – could be adopted 

to complement the new regulatory framework. The 

application of the differentiated regulatory approach 

could include:     

• New business and product offerings. The government

should provide incentives to encourage international

banks with a local presence to expand their business

operations and scope of product offerings. Given the

expanded business opportunities, international banks

would make further investments in their onshore

operations. Among the areas of business potential

that could be granted to international banks with high

scores in the metric system are the approval of new

business to new clientele, new structured products,

and innovative financial products.

• Express approval process. To facilitate new business

licenses and product applications, the government

should adopt a streamlined approval process to

shorten the lead time for product launches.

• Reduce the initial minimum threshold for new

business. Lower the headcount and initial capital

requirements for new business applicants, and/

or allow staff to engage in multi-tasking across

businesses within functional divisions. The recognized

“supervisory sandbox” concept could be applied.

• Reduce the intensity of surveillance. The frequency

of onsite examination/inspection could be adjusted by

means of a risk-based system that takes into account

the metrics of the differential regulatory approach.

Suggestion 3: Further relax regulations on inter-
national bond business.
3.1 Cancel the “Liquidity Provider of Formosa Bond” 

requirement on retail Formosa Bonds. 

The “Liquidity Provider of Formosa Bond” (LPFB) 

system was adopted in early 2016 to improve the 

poor secondary market liquidity of the Formosa Bond 

“professional board” market. But the lack of secondary 

market transactions was because most bonds were held 

by professional institutional investors, such as insurance 

companies or banks, who tend to buy longer tenor bonds 

and hold them to maturity. They have no interest in 

trading the bonds via the secondary market.

The best way to improve the secondary market would be 

to introduce different types of investors into this market 

by promoting a Formosa Bond “retail board,” where 

the demand would be mainly in short-tenor bonds, and 

the volume of secondary market transactions would be 

greater since the bond-holders would consist of hundreds 

or thousands of retail investors.

But the LPFB system requires that if a Formosa Bond’s 

tenor is less than seven years, the underwriter has to 

appoint a Liquidity Provider to quote both bid and offer 

prices. Since the underwriter usually quotes a bid price 

only and not an offer price, the underwriter needs to hold 

some of the bonds instead of allocating all of them. But 
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the funding costs for the security house are usually very 

high, thus discouraging underwriters to do retail bonds, 

which is detrimental to secondary market liquidity. To 

remedy this situation, we suggest canceling the LPFB 

requirement on retail Formosa Bonds.  

3.2 Revise the filing requirements for retail Formosa bonds.

Current retail Formosa bond filing requires an audited 

financial report for the “previous immediate three years.” 

But for most companies, whether corporate or banks, 

audited reports are available only in March or April, with 

the result that no retail Formosa bond can be issued in 

the first three months of every year. It is also difficult to 

issue them in December (due to the duration of listing 

and distribution activities).

We suggest replacing the “previous immediate three 

years” requirement with the submission of audited 

financial reports for the “last available three years plus 

the latest quarterly report.” This change would be in line 

with international market practice, promote the Formosa 

bond market, and benefit investors by providing them 

with more timely buying opportunities.

Suggestion 4: Reduce the withholding tax rate to zero 
on foreign investors’ income from Taiwan international 
bonds issued by local issuers.

The FSC has been actively promoting the development of 

the Taiwan international bond market, including Formosa 

bonds, since 2013. Given the recent upward trend in this 

market, the Committee believes that making the environment 

more foreign-investor friendly could further substantially 

boost Taiwan’s international bond market.

For foreign investors to participate in the Taiwan 

international bond market, Euroclear and Clearstream had 

to set up a linkage with the Taiwan Depository & Clearance 

Corp. (TDCC) in 2014. With that linkage, foreign investors 

can invest in Taiwan international bonds without applying 

for a FINI (Foreign Institutional Investor) ID and appointing 

a local custodian. However, this deregulation did not bring 

significant foreign inflows due to the uncompetitive, high 

withholding-tax rate. 

Under current tax regulations, when foreign investors 

hold Taiwan international bonds issued by a local issuer, the 

income derived is subject to a 15% withholding tax (WHT), 

whereas other Asia markets do not impose any WHT on 

foreign investors’ income derived from similar instruments 

(such as the Hong Kong Dim Sum bond). The 15% WHT tax 

makes Taiwan international bonds less appealing to foreign 

investors. 

To increase the competitiveness of Taiwan international 

bonds in today’s business environment, the Committee 

recommends a reduction in the 15% WHT tax rate to 0% to 

attract more foreign investments and fuel more growth and 

liquidity in international bonds in Taiwan.  

WP_2017.indd   29 2017/5/23   6:29:58 PM




