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Country Banking Overview - Taiwan

Name Sarah C.T. Hsu Region/Country: Taiwan

1. Give an overview of the banking industry in your region/country, including
current and future trends.

Taiwan has much in abundance: soaring mountains, delicious food-—and banks.
A stroll 1n the streets of Taipei reveals a kaleidoscope of bank logos. In all,
the 1sland nation of 23m people has 38 commercial banks, 16 financial holding
companies (FHCs, which own at least one bank plus insurance and securities
subsidiaries) and over 300 rural credit co-operatives. Most are tiny. The top
five lenders have just 38% of the market, versus 60-80% in most developed
countries. A lack of scale and fierce competition has left bank profits anemic.
In 2012 the banks' average return on equity was around 10.4%, lower than a lot
of Asian countrics.

Moreover, Taiwan has a bank-based financial system, in which bank lending 1s
the primary sources of funding for firms. The government owns or has control
over around half of bank stakes.

2. Outline 1-2 of the latest trends in banking which has an effect on your
region’ s/country s practices.

After President Ma Ying-Jeou took office in 2008, economic ties across the
Taiwan Strait have become much closer. Liberalization measures have been taking
to ease the restrictions on cross-Strait financial business dealings. At the
end of 2010, a few Taiwanesc banks began branch operation in the mainland China.
As of the end of June this year, ten Taiwanesc banks have set up branches in
the mainland. Meanwhile, Taiwan also opened its door to Chinese banks. Three
banks from China have established business presence in Taipei, and one with
a representative office status.

On February 6™ 2013, banks in Taiwan offered something new to their customers:
deposit accounts in China’ s currency, the yuan. The banks offered much better
terms than depositors normally enjoy. Deposit-taking and trading in yuan was
made possible by a currency clearing agreement, signed in August 2012 between
People’ s Bank of China and Taiwan Central Bank. That deal is only the latest
example of China' s unconventional efforts to promote the use of its currency



beyond 1ts borders, even as it maintains controls on capital flows across them.
. Describe the regulatory environment of your region/country.

Financial Supervisory Commission (FSC) was the authority responsible for
development, supervision, regulation, and examination of financial markets and
financial service enterprises in Taiwan. It was created on 1 July 2004 to unify
several previously separate regulatory authoritics which supervised different
sectors of the financial industry.

With regards to major changes in Taiwan s regulatory environment,
International Financial Reporting Standards (IFRS) took effect this vear,
affecting all publicly traded companies based in Taiwan. The change represents
an effort to ensure that company accounts are understandable and comparable
across borders, and to expedite international trade. All companies and
financial institutions must prepare financial statements in accordance with
the stipulations of Taiwan-IFRS,

Moreover, the Basel Committee on Banking Supervision (BCBS) has required the
adoption of new capital adequacy requirements since January 2013 ( “Basel 1117 )
in order to bolster the quality and quantity of capital, and Taiwan banks are
preparing for the new requirements. Banks are encouraged to raise their NPL
coverage ratios, and work out proper dividend policies in order to strengthen
their risk-bearing capacity.

. Describe the main challenges which are facing your region/country and how
those are being addressed in your organization.

The major challenged facing Bank of Taiwan include a lackluster global economic
performance, keen competition in the local market, tougher regulations after
the 2007-2008 global financial crisis, anemic loan demand, and rapidly changing
industrial environment, which poses challenges to banks” ability to review
customers’  credit. Our Bank 1is making every effort to enhance 1ts
competitiveness to address these challenges. Major steps have been taken,
including: attracting talented staff, reducing capital cost by restructuring
the composifion of deposits, expanding its syndicated loan market, and
increcasing the portion of overseas profits. So far, we have seen some
improvement in the Bank’ s earnings. The pre-tax profits for the first half
of this year are expected to hit new high.
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