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I. Introduction
In Taiwan, there is an oft-repeated saying that “as business is the roots, so finance is the leaves.”  And as change in the industrial structure has clothed it in a new and glittering guise, finance has, in a sense, become synonymous with money.  This is the allure of the financial services sector.

Certainly, financial crises did not appear in our world just yesterday.  Such was their prevalence in the days of unfettered capitalism that governments were compelled to intervene and usher in the era of prudential regulation.  The U.S. banking crisis in the late 1980s turned out to be a blessing as it resulted in the successful introduction of the government-led RTC (Resolution Trust Corporation).  And cooperation between the government and private asset management companies (AMCs) provided a powerful driving force for the development of the U.S. bond and asset securitization markets.  Moreover, monetary and financial policies have served as key instruments in the U.S. government’s efforts to strengthen the soundness of its financial institutions in recent years, helping the U.S. to consolidate its position as the wealthiest nation on earth in the last decade of the twentieth century.
In order to redress a number of weaknesses that were uncovered by the Asian financial crisis between mid-1997 and mid-1999, the governments of the affected countries embarked on programs of financial reform.  The measures they introduced were primarily designed to improve bank balance sheets and profitability, in conjunction with active efforts to encourage consolidation in the banking industry.
Strictly speaking, financial reform is not confined to actions taken by the government alone.  As a matter of fact, the power of financial reform comes from problem solving and the willingness to do things in a different manner – in other words, from innovation.  A good illustration of this is the restructuring that banks have undertaken without being impelled to do so by government policy.  Particular examples are Chinatrust Commercial Bank’s introduction of new patterns of distribution and Cosmos Bank’s launch of its innovatory cashcard.  The former has successfully established a new brand image and cemented its reputation as a leader in Taiwan’s banking industry, while the latter has reaped high reward for its innovativeness by becoming the largest cashcard-issuing bank.
The Government has made a number of explicit statements about consolidation within the financial services industry during the last few months.  An observation worth adding here is that, in such an environment, it is increasingly unlikely that any financial consolidation, be it management-oriented or simply a new national champion financial institution, can be brought to fruition without the cooperation of all involved parties.  Nevertheless, there is no doubt that the government’s policy initiatives herald a new era in the provision of financial services in Taiwan. 
It should also be mentioned that, from the financial supervisor’s point of view, risk management is becoming more and more important in face of the swiftly rising tide of global capital flows and financial consolidation. 

Given that policies have now taken up the leading role in the process of financial consolidation, I will focus my presentation on the background of Taiwan’s government-led financial reforms since 2000, the government’s main measures, its achievements, and the future of Taiwan’s financial services sector.
II. The Background of Government-led Financial Reforms since 2000
First, I can say with great certainty that we should appreciate the lessons we have been able to learn from the experience of other countries, such as the way the FDIC (Federal Deposit Insurance Corporation) and RTC dealt with banking and thrift crises in the U.S. in the late 1980s to early 1990s, and the playing out of the Asian financial crisis that erupted in mid-1997.

Now Taiwan must respond to the new era of fast-changing information technologies and trade liberalization by moving toward a knowledge-based economy.  In such an environment, it is increasingly essential for the government to constantly monitor and analyze the state of the financial services sector and the problems in the way of its healthy development, and to formulate and implement strategies and action plans for making adjustments and improvements wherever they are needed.

As you know, Taiwan’s banks have had to contend with major challenges in the recent past, especially in dealing with the surge of their non-performing loans (NPLs) during 1998-2002.  But in the past two years, since the government launched a drive to promote financial reform, there has been a notable improvement in the financial sector’s state of health, with banks having managed to write off a high proportion of their bad debt and reduce the NPL ratio quite considerably.
I will begin with a brief account of the changing business and financial environment before the first-stage financial reforms proposed by the Executive Yuan’s Financial Reform Taskforce in July 2002.  I will then examine the background of Taiwan's second-stage financial reforms proposed by the Cabinet-level Council for Economic Planning and Development (CEPD) and Financial Supervisory Commission (FSC), and endorsed by the President’s Economic Advisory Group. 
1. The background of the first-stage financial reforms

(1) Spike in NPLs

According to government figures, the NPL ratio of depository institutions soared from around 3% in 1995 to nearly 8.8% at the end of March 2002.  Some analysts, including international credit rating organizations, suggested that it might actually be even higher.
NPLs not only created problems for the financial sector’s balance sheet on the asset side, but also created a negative impact on income statements as a result of provisioning for loan losses.  Therefore, financial institutions had to devote substantial manpower to recovering bad loans, which adversely affected their normal operations.  Loaded with past-due loans, they became more conservative and cautious in lending money to businesses, which further damped the chance of economic rebound.  Thus, the weakening of financial institutions’ asset quality led in turn to a contraction of their lending and investment, squeezing their profitability and reducing their return on equity.
(2) Surge in troubled financial institutions
A surge in the number of unsoundly operating financial institutions, including domestic banks and community financial institutions, posed the threat of triggering a financial crisis.  After the bursting of the real-estate bubble, many community financial institutions found themselves facing serious difficulties, largely owing to structurally-derived problems.  According to government statistics, more than ten percent of such institutions had a negative adjusted net worth by the end of 2000.  To head off the danger that this situation might generate a full-blown financial crisis, the government needed to act quietly and smoothly in effecting the withdrawal of the failing lenders from the market.
(3) Challenge of combating financial crimes
Although Taiwan promulgated the Money Laundering Control Act on April 23, 1997 and became the first economy in Asia to enact an anti-money laundering law to effectively prevent money-laundering activities and strengthen international cooperation on counter-terrorism, we know very well that the task of combating financial crimes is far from being done.  This is a hugely challenging area that requires enormous and unceasing efforts to keep up with and tackle the myriad and constantly changing faces of financial crimes.
2. The background of the second-stage financial reforms

With the financial sector having been restored to a much sounder condition thanks in large measure to the effectiveness of the first-stage financial reforms, it is necessary to take the reform program into a more advanced stage that focuses on the objectives of beefing up the international competitiveness of the financial industry, heightening its value added, strengthening its functions in serving the fund-raising and capital-deployment needs of enterprises that are positioning themselves regionally and globally, and enhancing its contribution to promoting stable economic growth.  Actions taken toward these ends need to address five particular areas of concern as follows:
(1) The regulatory environment needs to be further improved and integrated in step with the development of the financial sector.
Now that Taiwan has a substantial number of financial holding companies that are expanding their operations, and the government has opened the way for banks to engage in cross-marketing of financial products, all current finance-related laws and regulations need to be reviewed and revised with emphasis on financial liberalization and risk management.

(2) Financial institutions need to upgrade their operational efficiency to meet the demands of intense market competition and the dynamic development of the economy.
The fragile financial market and the relatively small scale of financial institutions hamper the pace of product innovation and efforts to take advantage of economy of scale, while the limited liberalization of the domestic financial market also makes it difficult for banks to develop differentiated operations.  The average scale of Taiwan’s banks is relatively small compared with their main counterparts elsewhere in Asia, though a report in the International Chinese Newsweekly showed Taiwan as having 42 banks ranked among the Asian top 300 in terms of total assets, a number surpassed only by Japan and well ahead of third-placed India.  The Asia’s regional services center, such as Hong Kong and Singapore, average asset relative to Taiwan’s is more than two-fold and four-fold, respectively. 
Asia’s Largest 300 Banks by Assets

	
	Banks

	Country/Area
	Number 
	Shares of Total Assets (%)
	The Average Asset Scale Relative to Taiwan’s (%)

	Japan
	129
	56.4
	3.40

	Mainland China
	16
	19.8
	1.24

	Taiwan
	42
	5.4
	1.00

	South Korea
	14
	5.0
	2.78

	Hong Kong
	18
	4.9
	2.12

	India
	23
	2.7
	0.91

	Singapore
	3
	1.8
	4.67

	Malaysia
	17
	1.5
	0.55

	Thailand
	11
	1.2
	0.85

	Indonesia
	12
	0.8
	0.52

	Philippines
	12
	0.4
	0.26

	Macao
	3
	0.1
	0.26

	Total
	300
	100.00
	2.59


Source: International Chinese Newsweekly, June 13, 2004.

        Compiled by the Council for Economic Planning and Development
(3) The pace and scope of business and product liberalization and the reform of finance-related taxation need to be stepped up to keep abreast of international norms. 

The great majority of financial institutions in Taiwan engage in only the conventional lines of business such as deposit, lending, securities, insurance, and mutual funds, and they have to contend with the differing tax rates currently applied to new financial products.  These circumstances put our financial institutions at a disadvantage in competing internationally.
(4) Greater efforts need to be made to cultivate and import high-caliber financial personnel. 

Past policies and practices adopted in the development process of the financial services sector in Taiwan have thwarted the internationalization of our financial markets.  Consequently, the personnel of financial institutions tend to lack experience and expertise in this regard, while the industry as a whole is beset by a shortage of international level of financial executives.
(5) The newly constructed financial supervisory system and financial institutions’ risk control capabilities still need to be enhanced and fine-tuned to meet the increasing challenges that will come with the intensifying globalization of financial services and to ensure that Taiwan’s financial stability can be maintained.
With the rapid development of globalization, a paradigm shift in the financial services industry is taking shape.  The distinction between the financial and non-financial sectors will become increasingly blurred, and cross-border capital movements will be completed at one stroke of the finger.  It is essential that Taiwan’s supervisory system and financial institutions are properly prepared to cope with the heightened complexities and risks that these developments will bring.
III. The Main Measures & Achievements of Taiwan’s Financial Reforms
Our government has taken the approach of placing equal emphasis on supervision, de-regulation and self-discilpine while striving to achieve the optimum balance between pressing ahead with financial reform and maintaining financial stability.  Some of the main achievements of these efforts thus far are as follows:
1. The slashing of the Gross Business-Revenue Tax (GBRT) and other measures aimed at helping financial institutions accelerate the reduction of their NPLs.

Although Taiwan’s economy weathered the Asian financial crisis much better than many of its neighbors, its financial sector sustained a jolt that made domestic market conditions more difficult in the closing years of the 1990s and caused a sharp rise in banking institutions’ NPL ratios.  The government responded by prioritizing the introduction of measures to help banks reduce their NPL ratios, most notably the cutting of the gross business-revenue tax levied on banks from 5% to 2% in 1999, which helped them write off bad loans amounting to 40.3 billion U.S. dollars.
At the same time, legislation was enacted to pave the way for establishing asset management corporations (AMCs), as a mechanism for speeding up the disposition of NPLs.  Many domestic banks took advantage of this opening to form AMCs through strategic alliance or joint-venture partnership with well-known international investment bankers.

Additional measures to help domestic financial institutions improve the quality of their assets and to reduce the cost of disposing of their NPLs were promulgated in 2003.  Also, to make the calculation of Taiwan’s NPL ratios consistent with international practice, a new set of standards was laid down, to come into effect on July 1, 2005, requiring banks to classify their loan portfolios into five categories according to the credit-risk assessment and make appropriate loan-loss provision for each category as stipulated.

Thanks to these measures and the concerted efforts of the government and financial institutions, sales of foreclosed real estate to AMCs had recovered some 15 billion U.S. dollars, covering about 30 percent of cleared NPLs, by the end of 2004.  The total amount of past-due loans of domestic banks dropped from 348 billion U.S. dollars in March 2002 to 153 billion U.S. dollars as of the end of October 2004, reducing the average past-due loan ratio from 8.04% to 3.32% over the same period.  Moreover, the ratio of loans under surveillance to total loan assets also dropped from 3.70% to 1.19%.  With this success, the government achieved the targets of the so-called “258 Initiative”, announced by President Chen in May 2002, to reduce the overall NPL ratio to no more than 5% and increase the capital adequacy ratio to at least 8% for the banking sector within two years.
Such highly positive developments as the dramatic reduction of the NPL ratio over the past two and a bit of years have been accompanied by a substantial improvement in the profitability of Taiwan’s banks, a trend that is likely to be further strengthened by the industry’s improving asset quality and the continued stable performance of Taiwan’s economy that most forecasters expect.

2. The enactment of a series of new and revised finance-related laws and active steps to arrange the takeover of ailing financial institutions.
From 2000 through 2004, a series of new and revised laws were drafted and enacted to comprehensively reform, supplement and strengthen the basic architecture of the financial system.  The most important items of legislation were as follows:
(1) Statute for the Establishment and Management of the Executive Yuan's Financial Restructuring Fund
The Financial Restructuring Fund was set up in July 2001 to provide a mechanism and funding for the withdrawal of ailing institutions from the financial market and the absorption of unsound financial institutions by stronger market participants. 
	Date of Promulgation
	Name of Law

	Nov. 2000
	Financial Institutions Merger Act

	July 2001
	Six Financial Regulations:

Statute for the Establishment and Management of the Executive Yuan's Financial Restructuring Fund; 
Financial Holding Company Act; 
Act Governing Bills Finance Business; 
Value-added and Non-value-added Business Tax Act;
partial revision of the Deposit Insurance Act;

partial revision of the Insurance Act;

	July 2002
	Financial Asset Securitization Act

Statue for the Protection of Securities Investors and Futures Dealers

	July 2003
	Organizational Act for the Executive Yuan’s Financial Supervision and Management Commission

Real Estate Securitization Act 
Agricultural Finance Act

	June, 2004
	Securities Investment Trust and Consultants Act


Source: Council for Economic Planning and Development, November 2004

To enable problem financial institutions to be dealt with as swiftly and effectively as possible, and to obviate the risk of a crisis of confidence among depositors setting off a chain reaction, the Financial Restructuring Fund Statute canceled the stipulation in the Deposit Insurance Act that the cost of handling problem financial institutions must not exceed the loss arising from the cash pay-offs.  The Statute also stipulates that the Fund shall provide a transitional blanket guarantee to all depositors and other creditors of the problem financial institutions handled by the Fund.

Forty-four poorly performing community financial institutions, including eight credit cooperative associations and thirty-six credit departments of farmers’ and fishermen’s associations, were taken over by ten domestic banks under the government’s financial restructuring policy during 2001~2002. 

Given the high level of crowding and resulting intense competition in Taiwan’s banking sector, the reduction of the number of financial institutions is one of the key prerequisites for improving the soundness of our financial markets.  Substantial progress has already been achieved on this front, with the number of depository institutions having been reduced from 455 in 2000 to exactly 400 in 2004.  Further significant steps were made with the completion of a deal for E. Sun Commercial Bank to take over Kaohsiung Medium Business Bank in June 2004, and the takeover of Chung Shing Bank by Union Bank of Taiwan in December 2004, which was the most recent example of the effective operation of this fund.
A draft amendment to the Statute providing for a substantial increase in the fund is currently under deliberation in the legislature.  If the enlargement of the fund is approved, it is expected to significantly expedite the process of dealing with the distressed financial institutions.

Meanwhile, continuing effort is being directed toward constructing a financial security net by replacement of the Restructuring Fund with a deposit insurance system after the fund expires on July 9, 2005.
(2) Financial Holding Company Act
To create a vibrant and innovative financial market, Taiwan has updated the legal framework to facilitate financial market consolidation.  The Financial Institutions Merger Act and the Financial Holding Company Act were enacted to promote mergers of financial institutions and speed up M&A activities.  So far, 14 financial holding companies (FHCs) have been established, with 89 financial institutions incorporated into these FHCs.  Vibrant activity on the M&A front is expected to continue as the government maintains its efforts to promote financial sector consolidation.
(3) Asset Securitization Acts
The enactment of the Financial Asset Securitization Act in July 2002 and the Real Estate Securitization Act in July 2003 opened up bright prospects for the development of the asset securitization market in Taiwan.
To further facilitate the development of this market, the government is planning to streamline the process of securitization applications by allowing certain cases to be exempted from approval requirements.  Consideration is also being given to introducing synthetic securitizations which are not covered by the current laws.  More institutional investors will be allowed to invest in securitization products and general taxation treatments will be developed for such products.

(4) Organizational Act for the Executive Yuan’s Financial Supervisory Commission
In order to promote consolidated financial supervision and ensure financial stability while keeping abreast of the times, Taiwan passed the Act Governing the Establishment and Organization of the Financial Supervisory Commission on July 10, 2003.  A new agency, named the Financial Supervisory Commission (FSC), was set up on July 1, 2004 to consolidate the supervision of the banking, securities, futures and insurance industries under one roof, as well as to integrate the tasks of examining these industries.

Accorded separate status from the Ministry of Finance (MOF), the FSC is endowed with complete and exclusive responsibility for financial supervision, discharging its functions entirely independently from the fiscal functions of the government.  The establishment of the FSC and the transformation of the supervisory structure will add new momentum to Taiwan’s financial regulatory reform and give a strong boost to the development of Taiwan’s financial sector.
As the financial landscape continues to change, Taiwan will strive to keep abreast of international trends by closely monitoring the global economy and actively participating in international financial activities.  It will adopt flexible and adaptable supervisory regimes and actively consult with the industry to better enhance the dynamism and competitiveness of its financial markets.

3. Measures aimed at enhancing the operation of financial institutions.
Amendment of the Money Laundering Control Act was passed into law on August 6, 2003.  The amended provisions of the Act stipulate that, in addition to verifying the identity of customers, financial institutions are required to keep records of cash transactions exceeding one million N.T. dollars (approximately 30,000 U.S. dollars) for at least five years and to report every such transaction to the Money Laundering Prevention Center for crime-prevention analysis.  On-site examinations will be conducted to ensure compliance with the new law, and a financial institution that is found to have violated this requirement will be subject to a fine of up to one million N.T. dollars.
Moreover, the amendment gives the competent authority powers for taking action where there are reasonable grounds for suspecting that a financial institution is being used as a money-laundering channel, and empowers prosecutors and judges to freeze suspected terrorist assets even at the early stage of an investigation and in cases where no crime has been committed in Taiwanese territory.
The government has also taken a number of measures to tackle the problem of credit card fraud.  In addition to laying down stiffer penalties for producing counterfeit credit cards, the authorities have set requirements for credit card issuers to participate in a real-time reporting system to aid the detection of criminal activities.  Meanwhile, the international credit card organizations, the JCIC, NCIC and part of local banks have developed intelligent detection systems to identify fraudulent transactions.
In response to the 911 terrorist attacks, Taiwan issued a guideline requiring every financial institution to establish a computer database to include all listed and known terrorists.  Taiwan also held training programs and seminars to promote awareness of fighting money laundering.
In addition, amendments to the Banking Law, the Financial Holding Company Act, the Act Governing Bills Finance Business, the Trust Enterprise Act, the Credit Cooperatives Act, the Securities Exchange Law, and the Insurance Law, approved by the legislature on February 4, 2004, substantially increased penalties for financial crimes across the board. The amendments to the related laws which are currently under deliberation in the legislature provided that any transfer of assets by a senior manager or CEO in violation of the Banking Law or Securities Law will be treated as invalid, and shall need quick delivery and quick decision.
With these and other such measures in place, we will continue doing our utmost to ensure that transaction security is safeguarded and that all financial institutions comply with international standards on account opening procedures and anti-money laundering practices.  And since money laundering is cross-border in nature, Taiwan will endeavor to work as closely as possible with international anti-money laundry organizations in fighting terrorist financing activities.
4. Measures aimed at broadening market access and attracting foreign investment
In this regard, our primary aim is to create an environment that gives stronger banks more room for innovation, thereby invigorating the financial market as a whole.  Toward this end, the competent authority has switched the emphasis of supervision from the administration of business rules and regulations to the proactive strengthening of the makeup of financial institutions with a view to effectively boosting their competitiveness.
With regard to liberalizing capital movements and opening up the domestic market, two major steps were taken in 2003 when first, in August, foreign bank branches in Taiwan were allowed to start issuing financial debentures, and second, in September, the screening system for qualified foreign institutional investors (QFII) was abolished.  In the case of the former, debenture issuance was capped at twice the issuing institution’s net worth for the previous year; and the abolishment of the QFII system, which had been in operation for the past 12 years, meant that Taiwan’s stock market was fully opened to foreign investment.
Other notable measures include extending the functions of offshore banking units (OBUs) and broadening eligibility to conduct bond-related transactions.  The regulations governing OBUs were revised to give them greater leeway in conducting cross-strait financial transactions and to strengthen their functionality as capital deployment centers for Taiwanese businesses operating abroad and in mainland China, while the granting of permission for domestic and foreign banks to conduct bond underwriting and own-account bond dealing has given a substantial boost to the growth of the domestic bond market.
Now, in line with the government policy of promoting Taiwan’s development as a regional financial services center (which I will have more to say about later), we will be placing particular emphasis on the development of our capital market’s fund-raising functions and the promotion of the asset management business.
To promote Taiwan’s development as a regional fund-raising center, we will do our utmost to provide the kind of market efficiency and accommodative business environment that will induce such international financial institutions as the Asian Development Bank (ADB), the Central American Bank for Economic Integration (CABEI), the Inter-American Development Bank (IADB), the European Bank for Reconstruction and Development (EBRD), the Nordic Investment Bank (NIB), the European Investment Bank (EIB), and the Council of Europe Development Bank (CEDB), among others, to increase their issuance of N.T. dollar denominated bonds and debentures from their outstanding value of some five billion U.S. dollars as of the end of October last year, while continuing to improve our credentials as a sound and smooth-functioning financing environment for local and overseas Taiwanese companies as well as multi-national enterprises.
To promote asset management business in Taiwan, we will be pushing ahead with multiple initiatives aimed at fostering the creation of a broad range of asset management options for international institutions and individual investors to take advantage of.
IV. Looking to the Future of Financial Services in Taiwan
Alongside the major efforts that have been made to overhaul the financial sector in recent years, the public and private sectors have been working hard together to advance Taiwan’s development as a knowledge-based economy and to pursue environmental sustainability as a core element of national development goals.  Financial reform is one facet of a multi-faceted drive to comprehensively upgrade the economy and, building on the solid foundations laid down over the past several decades, open up bright new prospects for Taiwan and everyone living and investing here.

A key part of the steps to be taken toward that end is set out in the Challenge 2008 National Development Plan, a six-year blueprint for national development that was launched in 2002.  Involving projected total investment of 2.6 trillion N.T. dollars, the plan is designed to equip Taiwan with all that it essentially needs for the achievement of its lofty development goals and the ultimate transition of our homeland into a “green silicon island.”
As we proceed with the implementation of this plan, complemented by the major bolstering of infrastructure mapped out in the Ten New Projects, we will also continue to attach high importance to carrying out a range of initiatives aimed at strengthening the fundamental soundness of the financial sector, enhancing its role in our economy, and opening up the best possible prospects for it to become a jewel of our economy in the future.  I would now like to say something more about four of what I consider as the most important of these initiatives, namely: the Regional Financial Services Center Promotional Program; the supplementation and amendment of related laws and regulations; the privatization of state-owned banks, and the enhancement of corporate governance in Taiwan.
1. Regional Financial Services Center Promotional Program.

In order to help investors to use their capital more efficiently, and boost the island’s development into a regional financial services center, the government will continue to open financial markets for both domestic and foreign investors.  Last year, the CEPD brought together representatives from related government departments, scholars and experts to study how to rework the vision of developing Taiwan as a regional financial services center, and set up working groups to hammer out specific goals and plans, which were approved by the Executive Yuan in November.
As we proceed with the implementation of this program, we will continue to push forward the enhancement of our financial institutions’ products and encourage them to provide increased versatility in cost control and operations for Taiwanese and foreign investors.  For example, we will continue to review and simplify procedures for foreign investment in Taiwan's securities markets, as a means of increasing the proportion of capital market transactions conducted by foreign institutional investors in Taiwan. 
Following the new guidelines of “openness, innovation and efficiency”, we hope to build a macro financial environment that allows the financial sector to maximize its strengths and elevates the international stature of our financial markets.  Our aims include increasing the financial sector’s share of GDP, increasing the amount of funds raised by multinational corporations and international institutions in Taiwan, and expanding the issuance of asset-backed securities.  
Moreover, at the conclusion of a meeting of the Economic Advisory Group in October 2004, President Chen explicitly instructed related government agencies to take concrete steps to promote consolidation in the financial sector.  He set four specific targets for achieving this end as follows: (1) at least one domestic institution in each financial field should become established as a representative regional player by the end of 2005; (2) the number of financial institutions in which the government holds a stake should be reduced from twelve to six by the end of 2005; (3) the number of financial holding companies should be halved from fourteen to seven by the end of 2006; and (4) at least one domestic financial institution should be run by a foreign-owned entity or be listed on an overseas stock exchange by the end of 2006, as a means of upgrading the efficiency and liberalization of Taiwan's financial market.
In pursuit of these goals, we have set a number of specific targets as follows:
(1) For the financial services sector to raise its share of GDP from 11.3% in 2003 to 13.0% by the end of 2008.

(2) For one to three financial institutions to become established as representative regional operators by the end of 2008.

(3) For stocks held by foreign entities to rise as a percentage of total market capitalization from 18.8% to 25.0% in 2008.
(4) For the amount of funds raised in Taiwan by multinational corporations and international institutions to double by the end of 2008.

(5) For the issuance of asset-backed securities to grow four-fold.
(6) For the assets of financial institutions as a whole to grow more than 30% over the same period.
To achieve these goals, it is essential that every effort be made to cultivate and attract high-caliber financial professionals to work in Taiwan’s financial industry.  The government will therefore implement a range of measures to help achieve this.  For example, as part of its efforts to cultivate top-notch talent, it will administer a program to select young people with outstanding potential for excelling in this field and sponsor them to study at the best academic institutions abroad.  And to help induce the cream of foreign professionals to live and work in Taiwan, it will consider permitting financial institutions to provide them with loans for purchasing their own homes to reside in while they stay here.
2. Supplementing and amending related laws and regulations
On November 10, 2004, the Executive Yuan approved a timetable for progress on 29 bills designed to speed up the deregulation of Taiwan's domestic services market.  At that time, fourteen of the bills had already been sent to the Legislative Yuan for deliberation, seven were scheduled to be drafted and submitted to the Executive Yuan for approval by the end of the year; and the other eight needed more time for coordination due to the broader scope of their coverage.
In addition, the CEPD and the Ministry of Economic Affairs (MOEA) will this year assess the feasibility of formulating a “Limited Partnership Act” aimed at heightening the flexibility of corporate operations.  If enacted as envisaged, it will be of particular benefit to venture capital firms, giving them a more flexible and clearly defined mechanism for withdrawal from the market, and thus helping to attract long-term domestic and foreign capital into the venture capital industry.
Also, in response to requests from foreign companies operating in Taiwan, the Judicial Yuan has made a policy decision to map out the establishment of a special court for corporate reorganization and bankruptcy, to speed up the review of corporate reorganization application and bankruptcy cases.  With a view to making the review process more efficient, the Judicial Yuan drew lessons from the manner in which Japan revised its bankruptcy law, concentrating reorganization cases in the jurisdiction of a special court and planning the court of jurisdiction for bankruptcy cases flexibly depending on whether the case involves a private individual or a company, the number of creditors involved, the amount of debt, and other factors.  In the near future, the Judicial Yuan will further solicit the opinions of foreign companies and formulate the necessary accompanying measures.
3. Privatization of state-owned banks

Government-owned banks used to dominate the local banking industry until the early 1990s, when Taiwan embarked on financial liberalization by granting new banking licenses and encouraging foreign banks to enter the domestic market.  As a result of increasing competition and the government’s privatization policy, 1991 marked the turning point for a shift in market dominance from government-owned banks to private banks.  Up to the end of 2002, nine government-owned banks had been privatized. 
Financial Services Industry Bills Slated for Enactment or Revision

	Law
	Major Content

	Enacting Financial Services Act
	Use of the same criteria by different financial industries undertaking asset management

	Revising Income Tax Act
	Adoption of person/place policy for tax levies

	Revising Financial Institutions Merger Act or Business Mergers and Acquisitions Act
	Formulation of practicable tax incentives for mergers and acquisitions

	Revising Trust Enterprise Act
	Expansion of flexibility in trust business operations

	Revising Deposit Insurance Act
	Accelerated accumulation of deposit insurance funds, and establishment of a financial safety net

	Revising Real Estate Securitization Act
	Heightening of real estate liquidity and addition of more real estate fund-raising channels

	Revising Offshore Banking Act
	Strengthening of foreign exchange banks’ agency operations for offshore banking units

	Revising Insurance Law
	Expansion of the scope of insurance operations and enlargement of operating scale in the insurance industry

	Revising Statue for the Establishment and Management of the Financial Restructuring Fund
	Acceleration of market withdrawal by problem financial institutions and reinforcement of stability in the financial system

	Revising Value-added and Non-value-added Business Tax Act
	Expansion of fund sources and promotion of market withdrawal by problem financial institutions

	Revising Banking Act
	Reinforced modernization of the corporate bankruptcy and reorganization system

	Revising Futures Transaction Tax Act
	Review of the tax system for financial products

	Revising Income Tax Act
	Establishment of an international-standard financial tax system


Source: Council for Economic Planning and Development, Nov. 10, 2004
Note: Bills listed in the gray area of this chart are now under deliberation by the Legislative Yuan
To facilitate a freer, fairer and more open financial market in Taiwan, the Ministry of Finance (MOF), after successfully assisting the privatization of nine state-owned banks, plans to undertake further transfers to the private sector of its remaining stakes in banks, in accordance with the consensus reached at the Economic Development Advisory Conference of 2001.  Three state-owned banks, namely Bank of Taiwan, Land Bank of Taiwan, and Central Trust of China, are scheduled to be privatized, with the government’s shareholding in these financial institutions set to be reduced to below 20% of ownership by August 2006.  The government has also made the decision not to subscribe to any new share issuances of privatized financial institutions. 
4. Enhancement of corporate governance
Another essential step forward in the process of bolstering the financial industry is the implementation of the Policy Agenda and Action Plan to Strengthen Corporate Governance, as formulated by the cross-ministerial Corporate Governance Reform Task Force in 2003.  This initiative places prime emphasis on reform in companies listed on the stock and over-the-counter markets, especially financial service firms, to be followed by the gradual inclusion of other kinds of business in due course. 
Among the key points of focus of the action plan are the strengthening of companies’ internal controls, the orderly establishment of a system of independent directors, the protection of investor interests, and the reinforcement of public disclosure requirements.
V. Conclusion

In summary, the state of Taiwan’s financial sector reached a turning-point in 2001-2002.  Since then, there has been considerable progress in improving its fundamental soundness.  The process of merger and consolidation has picked up pace, reducing the number of financial institutions in the over-crowded market and helping to mitigate the problem of malignant competition.  Banks have made substantial adjustments to their business operations, with the establishment of financial holding companies enabling them to offer a full array of financial services under one roof.  They have also taken a vigorous approach to clearing bad loans, resulting in a dramatic fall in their NPL ratios.  As their financial soundness has improved and the market situation brightened, they have been able to increase their lending and investment, expand their business across the board, and strongly boost their profits.
As a whole, the financial market has been achieving steady gains in efficiency to match its improving fundamentals.  This is especially important to Taiwan’s financial stability, which forms the bedrock of sustained economic development as it enables the private sector to reach sound judgments on production plans and trade decisions under a consistent macro environment.  Much of the financial industry’s change for the better over the years can be attributed to the government’s continuous efforts to guide its development along a sound course in tune with the trends and needs of the times.
In recent years, financial supervision in Taiwan has advanced a long way.  Now it is of paramount importance that financial reform and corporate restructuring should also be carried forward to the highest possible level.  The earlier this can be achieved, the higher its benefits will be and the lower its costs for our society as a whole.  The opening up of our financial markets must be matched by the reinforcement of the functions of financial supervision and enhancement of the operational efficiency of financial institutions.  Only thus can we be sure that our financial markets will continue to develop as soundly as we are aiming for, and be able to play an optimum role in the overall advancement of Taiwan’s economy.
The goal of our second phase of financial reforms is to develop Taiwan as a free, open and efficient regional financial hub.  We welcome foreign investors to establish new financial institutions and invest in domestic banks in Taiwan, and believe we all stand to benefit richly as increasing liberalization and internationalization carry our financial industry forward into a bright new era of success and prosperity.






( Vice Chairman, Council for Economic Planning and Development, Executive Yuan (the Cabinet), Taiwan, ROC.
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