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Introduction 
After twenty years, cross-Strait exchanges, which started with trade, 

investment and the movement of people, have gradually extended into the financial 
industry.  Many foresee the advent of a cross-Strait financial industry, which could 
give Taiwan a chance to become a regional if not a global financial center.  Becoming 
a leading financial center has been a goal ever since the pronouncement of the Asia-
Pacific Regional Operations Center by Lee Teng-hui in 1995, which included finance 
as one of six “hubs.”1  So far, however, that goal has been elusive.   

President Ma Ying-jeou promised that the liberalization and 
institutionalization of cross-Strait economic policies would create new opportunities 
for Taiwan, by participating more fully in China’s economic growth and by being 
allowed to sign Free Trade Agreements (FTAs) with other countries.  Finance 
appears to be one industry where Taiwan could leverage its special relations with 
China to catapult itself into a more prominent global role.  A leader in manufacturing 
and hi-technology sectors such as semiconductors, Taiwan has so far been limited in 
the development of its financial industry because of its restrictive policies towards the 
activities of foreign financial institutions.  Because of the highly restrictive policies 
that both sides maintained, Taiwan’s trade and investment with China had to be 
settled through a third country, which was very costly and inefficient given that cross-
Strait trade had reached $121.6 billion by 2012.2  Furthermore, cumulative 
investment in China has grown to represent 80% of total Taiwanese outward foreign 
direct investment (FDI), totaling $130.5 billion by August of 2013.3   

From the start of his term in 2008, Ma Ying-jeou had raised the possibility of 
Taiwan becoming an Asia Pacific financial center, although Taiwan is not 
competitive relative to Hong Kong, Tokyo, Singapore or even Shanghai. 4  Rather 
than upgrading Taiwan’s capability in finance on a comprehensive basis, however, 
the Ma administration has focused predominantly on expanding cross-Strait financial 
flows.  In September 2012, Taiwan’s Financial Supervisory Commission (FSC), the 
main financial regulator, began a campaign to promote the development of “a 
financial industry with cross-Strait characteristics.”5  The leading aspect of the 
campaign is becoming an offshore renminbi (RMB) center and issuing RMB-
                                                
1 Asia-Pacific Regional Operations Center website, 
http://park.org/Taiwan/Government/Theme/Asia_Pacific_Rigional/apc02.htm; also see description of 
Taiwan as a financial center, 
http://park.org/Taiwan/Government/Theme/Asia_Pacific_Rigional/english/centers/4.htm (Accessed 
November 8, 2013). 
2 Unless otherwise indicated, all currencies are in USD.  Data from Mainland Affairs Council, “Table 1 
Trade between Taiwan and Mainland China,” Cross-Strait Economic Statistics Monthly, No. 246 
(November 8, 2013), http://RMB.mac.gov.tw/public/Attachment/322015413549.pdf (Accessed 
November 8, 2013). 
3 Mainland Affairs Council, “Table 7 Taiwan Investment in Mainland China,” Cross-Strait Economic 
Statistics Monthly, No. 246. 
4 “Taiwan sets sight to be a financial center,” The China Post, May 20, 2008, 
http://www.chinapost.com.tw/business/asia/%20taiwan/2008/05/20/157258/Taiwan-sets.htm 
(Accessed November 8, 2013). 
5 See Financial Supervisory Commission website for further information on the details of this 
campaign, http://www.fsc.gov.tw/ch/home.jsp?id=372&parentpath=0,2,310 (Accessed November 8, 
2013). 



 2 

denominated bonds.  This would simultaneously create more investment alternatives 
for Taiwanese investors and also attract more foreign investors to the Taiwan market.  

A key milestone in the institutionalization of cross-Strait economic relations 
has been the signing of ECFA in June 2010.  ECFA is a preferential trade agreement 
(PTA) between Taiwan and China with an “early harvest” list that specified which 
goods and services would be liberalized first.6  Several parts of the financial industry 
were included in the early harvest list, which China promised to liberalize, whereas 
Taiwan committed very little.  In addition to ECFA, the two sides have signed a 
series of Memorandums of Understanding (MOUs) on financial cooperation which 
effectively lifted various restrictions and liberalized regulations on both sides. 

At the current stage, there are three important dimensions that indicate the 
breadth and depth of such integration.  The first dimension is allowing direct 
investments in each other’s financial industry.  Both Taiwan and China have been 
concerned about the effect of foreign capital flows on stability in the domestic market 
especially after several financial crises in the last two decades.  Taiwanese 
regulations have restricted Taiwanese firms from investing in the financial industry in 
China, and have been extremely cautious about opening Taiwan’s financial industry 
to Chinese capital.  The second dimension is opening capital markets for issuers and 
investors on both sides, in both equity and debt, not to mention foreign exchange and 
commodities.  Such an integrated financial market would allow Chinese firms to list 
on the Taiwan Stock Exchange (TWSE) and repatriate the funds anywhere in the 
world, and would allow Taishang, Taiwanese businesses in China, to raise capital on 
the Chinese market to meet their operating needs in China.   The final dimension is 
allowing RMB and New Taiwan Dollar (NTD) to flow freely across the Strait with 
full convertibility. 

There appears to be progress along all three dimensions that has appeared 
significant to Taiwanese and international observers.  Some have suggested that a 
cross-Strait financial industry is about to emerge.  Moreover, unlike in other 
industries, where opening trade and investment creates a stark contrast between 
winners and losers, the liberalization of the financial sector is one that benefits most 
Taiwanese, from individuals to corporations, by reducing transaction costs and 
diversifying investment alternatives.  The beneficial impact for Taishang is clear:  
their costs in terms of settling trade, making investments or raising capital will be 
immediately reduced.  Institutional investors, banks, insurance companies and 
brokerage firms stand to gain even more, but individuals across a wide spectrum of 
Taiwanese society can also expect to benefit.  Taiwan is an economy with a very high 
percentage of home ownership and participation in the stock market.  These 
liberalization measures will improve the prospects for Taiwan’s real estate and stock 
market, which will benefit a large percentage of the population.  For the country as a 
whole, Taipei has been suggesting the possibility that more multinational 
corporations will use Taiwan as a base for expansion in Greater China, utilizing 
Taiwan’s skilled workers and deep know-how about business in China, particularly in 
the financial sector.  The government further hopes that international investors will be 

                                                
6 See the ECFA website for details, http://www.ecfa.org.tw/ShowTotalProfit.aspx?pid=6&cid=13, 
(Accessed November 8, 2013).   
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attracted to Taiwan with an ever-expanding portfolio of investment vehicles including 
RMB-denominated bonds.  At least in the short run, the possibilities appear bright.   
There are, however, many structural issues, which will be addressed in this paper, 
that may lead to disappointment over the long run. 

This paper assesses the prospect of financial integration across the Strait and 
the emergence of a cross-Strait financial industry.  It examines the potential for 
Taiwan to play a larger role as an Asian regional financial center, given its special 
relations with China.  The paper is divided into three sections.  The first section 
introduces the background and details the liberalization measures chronologically.  
The second section analyzes the process of cooperation or integration along the three 
dimensions introduced earlier: direct investments in banking, insurance and securities 
sectors, accessing capital markets, and currency convertibility.  How these 
liberalizing measures affected companies in each sector is also discussed.  Finally, the 
implications of such development for Taiwan as a whole are explored in the 
concluding remarks followed by a review of prospects for the future. 

 
Background and Liberalization Measures 

Although Taiwanese companies have been active in the Chinese economy 
since the 1980s, the financial industry was put off limits by both sides.  China 
restricted foreign participation in its financial industry and Taiwan prohibited 
Taiwanese companies from participating in China’s financial industry.  Highly 
regulated by national governments, finance is usually one of the last industries to be 
liberalized in the process of economic integration.  Even after both China and Taiwan 
became members of the WTO in 2001, the emergence of a cross-Strait financial 
industry faced significant barriers.  Cooperation only became possible after 2008 with 
the rapprochement between the Ma administration and Beijing.  

In May 2008, the Straits Exchange Foundation (SEF) and Association for 
Relations across the Taiwan Straits (ARATS) agreed to resume negotiations based on 
the “92 Consensus.”  This paved the way for “institutionalized consultation” on a 
wide range of issues between Taiwan and China.  The first meeting between Chiang 
Ping-kun and Chen Yunlin, as heads of the SEF and ARATS respectively, took place 
on June 12, 2008, which inaugurated the first of many “Chiang-Chen Talks.”  The 
next day, agreements for charter flights and mainland Chinese tourists coming to 
Taiwan were signed.  Businesses and most Taiwanese had high expectation for the 
economic prospects from such liberalization.7 

With the Chiang-Chen meetings under way, several measures related to the 
financial industry were submitted to the Executive Yuan in June and July.  To 
facilitate tourism, the RMB became convertible in Taiwan.  Five cross-Strait financial 
measures became permissible, including allowing foreign funds to buy Taiwanese 
equities without having to show proof that they did not have PRC capital, allowing 
the listing of Taiwan and Hong Kong exchange-traded funds on mainland exchanges, 

                                                
7 For details, see Strait Exchange Foundation, “Full Text of Cross-Strait Agreement Signed Between 
SEF and ARATS Concerning Mainland Tourists Traveling to Taiwan,” June 13, 2008; Enoch Fung, 
“Taiwan Views,” Goldman Sachs Global Economics, Commodities and Strategy Research, April 27, 
2009. 
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allowing the secondary listing on the TWSE of Hong Kong Stock Exchange (HKSE)-
listed companies, lifting restrictions on Taiwanese funds buying into offshore 
affiliates of PRC companies, and allowing Taiwanese funds to trade PRC futures.  
The Ma administration lifted the cap imposed on Taiwanese funds investing in 
Chinese companies listed on overseas exchanges, and raised the limit on funds 
investing in listed mainland securities.  Investment restrictions were also relaxed in 
several prohibited industries.  In addition, the limit on investing in China, which had 
been 20%-40% of a company’s net worth, was uniformly changed to 60%.  
Individuals could invest up to $5 million in China, a significant increase over the 
previous $2.4 million (NT$80 million) limit.  Furthermore, the previously onerous 
investment review process was streamlined.8 

Even though the Executive Yuan had full power to move forward in these 
areas and although many groups were calling for some relaxation of cross-Strait 
restrictions, the pace of liberalization still caught many by surprise.  Violent public 
protests broke out, culminating in the disruption of the visit to Taiwan by ARATS 
personnel in October 2008.  Despite those protests, Chen Yunlin visited Taipei for the 
second Chiang-Chen meeting held in November 2008.  It was the highest-level visit 
by a mainland Chinese official in sixty years, and the meeting produced four more 
agreements, including the opening of the Three Links: direct air links, sea transport 
and postal cooperation.9  Furthermore, representatives of the mainland delegation 
included much higher-ranking officers than in the past, including the Taiwan Affairs 
Office and many financial regulators: the State Administration of Foreign Exchange, 
the China Securities Regulatory Commission (CSRC), the China Banking Regulatory 
Commission (CBRC), and the China Insurance Regulatory Commission. 

More comprehensive agreements were reached during the third Chiang-Chen 
meeting in April 2009, which were followed by discussions on financial 
liberalization.10  Cross-Strait financial cooperation was furthered through the 
establishment of a joint regulatory framework to supervise the operation of banks, 
stock brokerages and insurers on both sides of the Strait.  Furthermore, mechanisms 
were established to facilitate mainland investments in Taiwan.11  Direct investments 
in the financial industry, however, remained heavily restricted, even as investments in 
other industries were liberalized.12  Strategic investments in the financial industry 
would have to wait until the signing of formal MOUs on financial regulation. 

                                                
8 Executive Yuan, “Program on Adjusting Cross-Strait Securities Investment: Short-term Plan,” and 
“Review of the Easing of Ratio Restrictions on Mainland Stock-related Overseas Investments Made by 
Funds” (“行政院第 3098次院會決議”), June 26, 2008. 
9 Mainland Affairs Council, “The Chiang-Chen Talks,” for texts of related agreements, 
http://www.mac.gov.tw/np.asp?ctNode=5689&mp=1 (Accessed November 8, 2013). 
10 Mainland Affairs Council, “The Chiang-Chen Talks,” under Lai Shin-yuan, “Third Chiang-Chen 
Talks Produce Fruitful Results” (“第三次江陳會談成果–經貿篇 2009-05-13”), April 27, 2009, 
http://www.mac.gov.tw/public/Data/972111255971.pdf (Accessed November 8, 2013). 
11 Mainland Affairs Council, “Third Chiang-Chen Talks Proceeds Smoothly and Produces Fruitful 
Results,” April 26, 2009, http://www.mac.gov.tw/ct.asp?xItem=60714&ctNode=6530&mp=202 
(Accessed November 8, 2013). 
12 Mainland Affairs Council, “陸委會「第三次江陳會談成果」記者會賴主委幸媛發言參考資料,” 
April 26, 2009, http://www.mac.gov.tw/ct.asp?xItem=60637&ctNode=6174&mp=102 (Accessed 
November 8, 2013). 
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After much discussion and delay, three such MOUs were signed in November 
2009, which allowed FSC to supervise mainland branches of Taiwanese financial 
institutions, and the relevant Chinese agencies to supervise Taiwanese branches of 
mainland financial institutions.  The MOUs were primarily intended to establish 
mechanisms for sharing and protection of information, ongoing coordination and on-
site inspections.  But more importantly, once they took effect, Taiwanese financial 
institutions would be allowed to apply through FSC to establish a presence in 
China.13  In March 2010, FSC then promulgated further details governing business 
operations and investments in the banking, securities and insurance industry.14  

These MOUs allowed Taiwanese firms to enter China but did not give them 
any preferential treatment relative to other foreign firms.  Such preferential treatment 
was provided by ECFA in June 2010.  In ECFA’s early harvest list, China liberalized 
six areas in the financial industry and Taiwan opened one.  Specifically, Chinese 
banks were able to open representative offices in Taiwan and Taiwanese banks could 
also accelerate the pace of expansion in China.  The two sides also agreed to establish 
a Cross-strait Economic Cooperation Committee to carry out the implementation of 
the framework agreement.  

In August 2012, the MOU on Cross-Strait Currency Clearing Cooperation, 
which provided for direct settlement of RMB and NTD between designated mainland 
and Taiwanese banks, was signed.  RMB services began in February 2013.15  Banks 
would finally be able to meet the growing demand for RMB trade settlement and 
provide services such as deposits, remittances, trade financing and even foreign 
exchange derivative transactions.  While liberalization measures in other industries 
drew wide criticism with charges that closer ties would threaten Taiwan’s sovereignty, 
these agreements in the financial industry did not create much political controversy.  
Many Taiwanese welcomed new opportunities for businesses and individuals, just 
like the convenience and opportunities created by direct flights.16 

In April 2013, CBRC and FSC further agreed to a series of liberalization 
measures during a “Banking Supervision Platform” meeting by signing an MOU, the 
terms of which would be included in a subsequent agreement.17  China allowed 
Taiwanese banks to open rural branches and sub-branches in designated areas of 
provinces where they already operated.  The Taiwanese side agreed to raise the limits 
to investment by Chinese banks in Taiwan and remove the requirement that Chinese 

                                                
13 Financial Supervisory Commission, “FSC inked three MOUs with Chinese authorities,” November 
24, 2009, 
http://www.fsc.gov.tw/en/home.jsp?id=54&parentpath=0,2&mcustomize=multimessage_view.jsp&dat
aserno=38541&aplistdn=ou=news,ou=multisite,ou=english,ou=ap_root,o=fsc,c=tw&toolsflag 
(Accessed November 8, 2013). 
14 Mainland Affairs Council, see details on the series of agreements signed for the financial industry, 
http://www.mac.gov.tw/ct.asp?xItem=106217&ctNode=7469&mp=1 (Accessed November 8, 2013). 
15 Mainland Affairs Council, see the listing of agreements signed regarding RMB convertibility, 
http://www.mac.gov.tw/ct.asp?xItem=106213&ctNode=7469&mp=1 (Accessed November 8, 2013). 
16 David G. Brown and Kevin Scott, “China-Taiwan Relations: Relative Calm in the Strait,” 
Comparative Connections 15, vol. 1 (May 2013). 
17 For details of this MOU, a good summary is found on the website of the Taipei Representative 
Office in Singapore, http://www.roc-taiwan.org/SG/ct.asp?xItem=365936&ctNode=8570&mp=286 
(Accessed November 12, 2013). 
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banks must have five years of operating history in OECD countries prior to setting up 
business in Taiwan.  The Trade in Services Agreement that was signed in June 2013 
reaffirmed the terms of the MOU and gave Taiwanese banks entering China more 
preferential terms.  However, the agreement, which encompasses a wide range of 
service industries, is currently tabled at the Legislative Yuan with an intense public 
debate about the negative impact such an agreement could have on employment and 
the economic structure in Taiwan.18 

 
Mutual Direct Investments in the Financial Industry 

The Banking Industry 
Until recently, Taiwanese banks were prohibited from establishing branches, 

lending in China, or investing in Chinese banks.  Taiwanese financial institutions felt 
a sense of urgency about entering the Chinese banking market for two reasons.  First, 
in its WTO accession agreement, China had committed to open the financial industry 
to foreign competitors by 2006, which meant the competition to enter one of the 
largest banking markets in the world would become heated very quickly.  Second, 
Taishang were very much disadvantaged in China without the presence of Taiwanese 
banks that could provide credit for their operating needs.  Without easy access to 
credit, Taishang’s businesses were hampered by capital constraints and Taiwanese 
banks were also losing business to foreign banks that were the primary sources of 
funding for Taishang.  This was also one area where Beijing was willing to help to 
upgrade Taiwan to the status of Hong Kong.19 

In the past, some Taiwanese sought to evade these restrictions by indirectly 
investing in Chinese banks.  Some, like the TWSE-listed Pou Chen Group, which 
controls an HKSE-listed subsidiary Yue Yuen and has a controlling stake in an 
industrial bank in Taiwan, had invested in China using offshore entities, at the risk of 
being reprimanded by Taiwanese regulators.  Although the “stealth mode” investment 
of investing on a personal basis was possible, the controlling shareholders could not 
raise capital in private or public markets due to Taiwanese regulations.  Pou Chen 
Group’s investment in First Sino Bank, which had engaged in the RMB business 
since 1996 with a special license in Beijing, Shenzhen and Shanghai, incurred the 
wrath of the Taiwanese regulators and other competitors during Lee Teng-hui’s 
administration.  According to Ed Ku, president of Yue Yuen, operating within the 
legal parameters set by Taiwanese regulations severely limited the scope of its 
investment in the bank.20 

In addition to First Sino Bank, there were only two other banks funded by 
Taiwanese businesses in China, Concord Bank in Ningbo and Fubon Bank, prior to 
liberalization.  Fubon Bank had indirectly acquired 19.99% ownership and 
management rights in Xiamen Bank in June 2008 through its Hong Kong subsidiary, 

                                                
18 The agreement has drawn a lot of criticism because of the process, not necessarily the content.  The 
latest public polls conducted on November 8, 2013 shows 47.4% of respondents not supportive versus 
31.7% supportive, Taiwan Thinktank Polls,  
http://www.taiwanthinktank.org/chinese/page/2/2410/2751/0 (Accessed November 12, 2013). 
19 “周: 兩岸金融交流發展空間大,” Commercial Times, March 7, 2009, A2.  
20 Ed Ku, President of Yue Yuen, interview by author, Hong Kong, November 29, 2007. 
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which then invested in Xiamen Bank through preferences granted by the CEPA 
between Hong Kong and China.21  In 2009, it was reported that Fubon Bank had 
indirectly increased its Xiamen Bank shareholding to 50%.22  As a result, the stock 
rallied substantially and became a darling among securities analysts as a potential 
beneficiary of cross-Strait liberalization in the banking sector.23  With profitability 
declining year after year, Taiwanese banks were eager to show that like Fubon, they 
were expanding into China. 

But the Taiwanese government, concerned about public reaction, was 
conducting the negotiations cautiously.  Having preferred treatment like Hong Kong 
might imply accepting some kind of arrangement like the Closer Economic 
Partnership Agreement (CEPA), which would generate public backlash given the lack 
of support for Hong Kong’s “one country, two systems” model in Taiwan.  Therefore, 
the FSC chairman repeated the message that “weighted equality” must be considered 
in the cross-Strait regulatory mechanisms.  Given the difference in size of markets 
across the Strait and how big the Chinese state-owned banks were, the concept was to 
ensure that Taiwanese restrictions on Chinese banks operating in Taiwan would 
match or be stricter than restrictions imposed by Chinese regulations on Taiwanese 
financial institutions in China, and that regulators on both sides would have equal 
latitude to monitor.  There were other sensitivities related to disclosure and national 
security.  With cross monitoring and regulation, Taiwanese questioned how Chinese 
banks would use information that was obtained from Taiwanese banks.  This would 
become important as Chinese regulatory authorities were able to supervise and 
manage Taiwanese banks with Chinese operations. 

As a result of these considerations, Taiwanese believed they should be able to 
impose additional restrictions on Chinese investments in Taiwan’s financial sector, 
even though the Taiwanese banking and insurance sectors were already fully open to 
other foreign investors.  Otherwise, financial liberalization would not be an equal 
trade: 

ECFA, tariff reduction, and normalization of trade and communication, are 
not meaningful without an MOU on financial regulation.  However, in order 
to push through an MOU, policies must be adjusted so that there is weighted 
equality, above and beyond equal treatment, which the Taiwanese public will 
demand, especially during an election.24 
The agreements between Beijing and Taipei would give these Taiwanese-

controlled banks an advantage over banks from other countries.  Taiwanese banks 
would finally be able to compete with other global banks with far greater resources, 
many of which had already been in China for many years.  While the MOUs on 
banking, insurance and securities signed in 2009 established a basis for cooperating 
on financial oversight, ECFA allowed Taiwanese banks to set up branches in China 
and offer banking services on more favorable terms than foreign competitors 

                                                
21 Jin-yi Lee, CEO of Fubon Bank (Hong Kong), interview by author, Hong Kong, August 28, 2009. 
22 “富邦金持股廈門銀 增至 50%,” Economic Daily News, July 20, 2009, A2. 
23 “富邦金 2881 建議股價 28-40元,” United Evening News, July 11, 2009, B7; “瑞信: 台灣金融業
已準備好邁向未來之路; 外資鑠金首選富邦金,” United Evening News, July 21, 2009, B1. 
24 Sean Chen, Chairman of FSC, interview by author, Taipei, April 3, 2009. 
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including CEPA for Hong Kong and Macau.  To conduct RMB business, Taiwanese 
banks only needed to be in operation for two years and profitable for one (versus 
three years plus two years for foreign banks).  For banks, this would enlarge the 
scope of their markets immediately and effectively relax the restrictions on cross-
Strait banking relationships even before RMB capital controls were lifted.  
Competition, however, was fierce and Taiwanese banks would still have to meet 
Chinese regulatory approval by the CBRC.25  Taiwan, in contrast, only agreed to 
allow Chinese banks to set up representative office in Taiwan.  This was relaxed later 
in December 2011, when Chinese banks were permitted to apply to upgrade their 
representative offices to branch offices. 

After all these agreements were signed, the seven Taiwanese banks that had 
representative offices in China immediately applied to upgrade those offices to 
branch status.  For example, the Bank of Taiwan, which had 35 branches in China 
before 1949, and now was part of the state-owned Taiwan Industrial Holding 
Company, was able to return to China.26  As of June 30, 2013, 12 Taiwanese banks 
had branches and six had representative offices in China and three Chinese banks – 
Bank of China, Bank of Communications and China Construction Bank – had 
branches in Taiwan and two more had representative offices.27 

Despite these agreements, neither side has found it easy to break into the other 
market over the last five years.  Serving Taishang remains the foundation of 
Taiwanese banks’ business expansion into China.  Beyond that, like other foreign 
banks, they have had difficulty generating profit in the China market.  Although 
foreign banks have started to set up wholly owned operations in China since 2007, 
they have in aggregate only 387 branches compared with 66,000 operated by the five 
leading state-owned Chinese banks in 2012.  And the total assets held by foreign 
banks in Chinese banking industry are still less than 2% of the total market.  It is 
estimated that the foreign banks have invested $60 billion in China but have earned 
only approximately $10 billion over the last ten years.28  In terms of profitability, 
return on equity for foreign investors was only 5.9% while it was 15.6% for Chinese 
banks.29  Although Taiwanese banks in China appear to be marginally profitable as of 
the first half of 2013, their total assets are only around $3 billion and the returns 
generated in China do not compare favorably to the returns they generate back home 
in Taiwan.30 

Chinese banks, which are predominantly state-owned, appear to be eager to 
enter the Taiwan market despite limited economic benefits so far.  Taiwan’s financial 
industry is more developed than China and has a wealth of financial professionals 
                                                
25 Ma Jingying, “Taiwan Banks Enter the Mainland Banking Maze,” Caixin Online, June 29, 2010, 
http://english.caixin.com/2010-06-29/100156725.html (Accessed November 8, 2013). 
26 “兩岸金融 MOU 最快下月簽,” United Daily News, July 24, 2009. 
27 Taiwan Financial Services Roundtable, Taiwan Financial Services Roundtable Quarterly (July 
2013), 59, http://www.tfsr.org.tw/publish.php (Accessed November 8, 2013). 
28 “Foreign Banks Hit a Wall in China,” Bloomberg Businessweek, June 7, 2012. 
29 Taiwan Financial Services Roundtable, Taiwan Financial Services Roundtable Quarterly 
(September 2013), 30-31. 
30  Taiwan Financial Services Roundtable, Taiwan Financial Services Roundtable Quarterly (July 
2013); “All Chinese branches of Taiwanese banks made profit in first half of year,” Taipei Times, 
August 17, 2013. 
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who may be of value to Chinese banks.  In addition, the private wealth management 
market in Taiwan is attractive because of the large number of high net worth 
individuals in Taiwan, many of whom have also benefited from their businesses in 
China.  This market is entirely dominated by non-Taiwanese players.   

Otherwise, Taiwan’s banking industry is highly fragmented and competitive 
that it is not very appealing for Chinese banks.  Moreover, Chinese banks are 
extremely profitable at home and Taiwan presents a smaller and less profitable 
market.  Unlike other foreign banks, Chinese banks cannot own 100% stakes in 
Taiwan’s banks and financial holding companies.  There are over 70 banks in Taiwan, 
31 of which are foreign-owned including the three Chinese banks, for a population of 
only 23 million people.  The average size of a bank in Taiwan is only a quarter to half 
of those in Korea, Hong Kong and Singapore.31  Given the poor prospects for this 
market, if Chinese banks are eager to invest in Taiwan, it is probably for political 
reasons.  

There have been several high profile acquisitions in Taiwan by foreign 
investors starting with the 2006 Standard Chartered takeover of Hsinchu International 
Bank and many other acquisitions have been rumored to be under consideration by 
Chinese strategic investors.32  Most strategic investors in Taiwan’s financial industry, 
however, have been disappointed because of fierce competition, low profitability and 
over-reaching government regulations. 33  Financial investors such as Carlyle and 
TPG made investments in Taiwanese banks hoping to expand into China or sell their 
stakes to Chinese banks but these hopes never materialized due to regulations on both 
sides. 34 

Many Taiwanese companies and international investors were hoping that the 
government would relax the limits so as to allow Chinese banks to invest in 
Taiwanese banks.  It would boost the value of not only the banks but also the overall 
market.35  However, previous regulations allowed Chinese banks to hold only up to 
5% of any Taiwanese bank and an additional 5% if China’s qualified domestic 
institutional investors (QDIIs) shares are included.  In April 2013, the limit was 
increased to 10%, or 15% including QDIIs stakes and board seats were allowed.36  
Given such a low ceiling for equity stakes, it has not been a very attractive 
proposition for strategic Chinese investors.  Taiwan’s Ministry of Finance has stated 
that it is not considering giving up control of the eight leading state-owned banks; 
therefore, Chinese banks could only form equity partnerships with the private 
financial holding corporations such as Chinatrust, Fubon, Sinopac and Cathay. 

Overall, the prospect of a large market like China can be immense for 
Taiwanese banks, which have not been very successful in expanding internationally. 
With the preferential treatment China accords to Taiwan, the banks will be able to 
start with satisfying the huge credit demand of Taishang, and expand to service small 
and medium enterprises in China, which are poorly serviced by China’s large state-
                                                
31 “Size matters in cross-Strait banking,” China Post, translated by Taiwan Today, August 4, 2013. 
32 “Banking talks cover cross-strait investment,” Want China Times, April 25, 2011. 
33 “Taiwan’s Banks are a hard sell,” The Wall Street Journal, March 13, 2013. 
34 “Carlyle Among Firms Finding Taiwan Banks No Path to China,” Bloomberg, October 3, 2013. 
35 “Taiwan: Financial Services,” Goldman Sachs Equity Research, March 14, 2012. 
36 “Taiwan mainland China ease financial regulation,” Taiwan Today, April 2, 2013. 
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owned banks.  So far, however, Taiwanese banks have not seen results that far exceed 
foreign competitors who are better capitalized and have been in China longer.  The 
Chinese banks are willing to invest in Taiwan despite limited business prospects, but 
have been constrained so far by restrictions Taiwan imposes.  As a result, there has 
been little consolidation in the cross-Strait banking industry. 
The Insurance and Securities Industry 

In addition to the banking sector, Taiwanese insurance companies and 
securities firms should have an advantage in retail products because of cultural and 
language similarities but they have been held back by regulations on both sides.  The 
penetration rate of insurance products, defined as ratio of premium underwritten to a 
country’s GDP, is merely 3% in China, compared to 19% in Taiwan, in 2012.  
Existing Chinese regulations provide that foreign insurance companies expanding 
into China must have total assets of US$5 billion, thirty years of operating history in 
its home country, and two years of operating history in China, before they can set up 
branches in China and conduct RMB businesses.  They also need to conduct business 
through a joint venture, of which it cannot own more than 50%.37  Unlike other 
foreign entrants and as agreed in ECFA, Taiwanese insurers can seek to meet these 
three requirements by forming a consortium with other insurers.  The hurdles to enter 
the Chinese market are considerably lower because the total assets can include the 
combined assets of all members of the consortium and the operating history of any 
one of the members will be sufficient to meet the 30-year rule.   

However, these preferential terms are still difficult to meet for most 
Taiwanese insurers.  For the eight smaller and newer Taiwanese insurers that were 
formed after government deregulation in the 1990s, only Fubon Insurance has 
qualified because its parent has over thirty years of history.  Otherwise, the entry 
barriers are so high that unless special considerations are given, none qualifies to set 
up operation in China.38  Even the four leading insurance companies that have met 
the criteria and entered the Chinese market have had difficulty expanding their 
market share.   

The most well known case of the constraints Chinese regulations present is the 
Cathay Life-China Eastern Airlines joint venture.  Cathay Life, Taiwan’s leading 
insurer, has been operating in China through a joint venture with China Eastern 
Airlines.  The joint venture has been hampered by the inability of China Eastern to 
come up with capital as the business grows.  This has been a common problem for 
joint venture with state-owned enterprises that wanted additional profitability but 
could not raise the capital to expand.  Cathay Life can raise more capital for the 
business but it would cross the 50% equity threshold, so either a third partner, 
whether Taiwanese or Chinese has to join and contribute capital or the business will 
become stagnant.  Furthermore, Taiwanese insurers have limited ability to make 
investments given the small Qualified Foreign Institutional Investor (QFII) quota 
China grants to them. 

                                                
37 “兩岸 MOU, 台資銀行立即升格分行,” Commercial Times, March 31, 2009, A4. 
38 Jade Tien, Assistant Vice President, Executive Office, Mercuries Life, interview by author, Taipei, 
June 19, 2013. 
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Strategically, similar to the banking sector, there have been international 
insurance companies which invested in Taiwanese insurers as a platform to enter 
China but have been disappointed.  The MassMutual Group of the U.S. invested in 
MassMutual Mercuries Life, a Taiwanese insurance company, in order to expand into 
China.  After years of waiting for regulatory changes and trying to find the right 
partner in China, the U.S. partner sold its stake back to the Taiwanese insurer and 
formed a joint venture in China separately, according to Henry Chen, Chairman of 
the Taiwanese partner Mercuries Group.  Under the existing regulation, the joint 
venture would have to wait thirty years before it could apply to enter China since the 
exemption for Taiwanese insurance consortium does not apply for a US-Taiwan joint 
venture.39 

The current Trade in Services Agreement being reviewed in the Legislative 
Yuan also includes insurance.  In addition, on October 17, 2013, insurance regulators 
across the Strait met to discuss cooperation and relaxing restrictions on Taiwanese 
insurers so they can enter China on more preferential terms than other foreign 
competitors.40  Taiwan is requesting China to relax the limitation of 50% especially 
when the Chinese joint venture is unable to meet capital requirement with further 
expansion.  Second, Taiwanese insurers would like to see the three requirements, 
known as “532” of having $5 billion of total assets, 30 years of operating history and 
two years of operation in China, relaxed so the smaller insurance companies in 
Taiwan can begin operation in China as well.  In terms of Chinese investing in 
Taiwanese insurance companies, Taiwan so far only allows Chinese insurers to set up 
offices in Taiwan but not to make direct investments. 

For the securities industry, there has been the least progress.  Consistent with 
China’s stringent regulation on foreign participation in the securities industry 
including prohibitions against trading A-shares, Taiwanese securities firms are 
allowed to make minority investments in Chinese securities firms and can only have 
representative offices in China.  As a result, even the largest firms such as Goldman 
Sachs, Morgan Stanley, UBS, CSFB have operated as minority shareholders with 
limited profitability.41  On the Taiwan side, the securities sector remains completely 
off limits to Chinese strategic investors. 

 
Accessing Capital Markets 

In order for a cross-Strait financial industry to truly develop, it is important 
that companies on both sides of the Strait tap the capital markets on the other side.  A 
basic condition is that there can be a flow of portfolio investments, which are limited 
at present.  Like Taiwan in the past, China keeps a closed capital account and wants 
to control portfolio capital flows.  In terms of the bond market, neither market has 
been open to the other.  While there are offshore RMB-denominated bonds issued in 
Taiwan, called the Bao Dao Bonds or RMB Formosa Bonds, the capital raised cannot 
be freely repatriated back to China.   

                                                
39 Henry Chen, Chairman, Mercuries Group, interview by author, June 19, 2013. 
40 “Regulators meet to tackle cross-strait insurance issues”, Want China Times, October 18, 2013. 
41 Gina Liu, Head of Federation, Goldman Sachs LLC (Taiwan), interview by author, Taipei, August 
15, 2013. 
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In terms of equity, China studied Taiwan’s use of the QFII system as Taiwan 
slowly liberalized its financial market, and rolled out China’s own QFII system in 
2002.  Foreign institutional investors have been allowed to invest in China’s A-shares 
through the QFII system, and in 2011, and through the RMB QFII (RQFII) program, 
but it is highly restrictive.  The current total foreign holding of Chinese shares stands 
at only 1.6% of the A-share market capitalization.42  In terms of outward investment, 
since 2006, China has permitted some Chinese firms to invest abroad, but only 
through a restrictive Qualified Domestic Institutional Investors (QDII) program.   

All of this, however, was subject to restrictions on the Taiwanese side, which 
limited both inbound and outbound portfolio investments with China.43  After the 
financial MOUs were implemented in January 2010, each side’s QFIIs, including 
funds and insurers, finally started to conduct portfolio investing in the other side’s 
financial markets.44  As of the first quarter of 2013, 16 Chinese QDIIs have invested 
over $200 million in Taiwan’s market.45  In 2013, the CSRC Chairman Guo Shuqing, 
in a meeting with FSC’s Huang Tien-mu, announced a RMB 100 billion RQFII quota 
for Taiwan-based investors and FSC announced it would reciprocate by raising the 
total limit on Chinese funds investing in Taiwan under QFII from $500 million to $1 
billion.46 

As a result of the limits on portfolio investment flows, direct holdings of debt 
and equity securities have yet to develop.  Companies cannot cross list on the other 
side’s stock exchange.  While Taiwan welcomes the listing of foreign companies on 
the TWSE, current regulations do not allow listing of Chinese registered companies 
and is highly restrictive for Hong Kong-listed companies.  This means that 
Taiwanese-owned businesses in China, whether registered in China or Hong Kong, 
have to seek capital outside of Taiwan.  As a result, many of the most established 
Taishang, such as the shoemaker Yue Yuen, have raised capital by listing on the 
HKSE.  China’s market is even more restrictive than Taiwan’s market in that Chinese 
stock markets are not open to foreign-registered companies.   

It is possible that in the future, Taiwan-based companies can issue Chinese 
Depository Receipts on the Chinese markets and China-based companies can issue 
Taiwan Depository Receipts on the Taiwan Stock Market.  Similar to American 
Depository Receipts, these would be local currency-denominated certificates 
representing shares in a foreign stock, but this would require significant changes in 
policy on both sides and extensive regulatory coordination. 

 
Currency Convertibility  

                                                
42 “China to Increase QFII Quota to 150 Billion USD,” China Securities Journal, July 22, 2013, 
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45 “QDII investment cap to be hiked to US$1 bil.,” China Post, January 30, 2013. 
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Journal, January 29, 2013. 
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The cross-Strait currency settlement and clearing agreement signed between 
the Central Bank of Taiwan and the People’s Bank of China has been the 
breakthrough that many have been waiting for.  This agreement creates a RMB/TWD 
clearing mechanism, which would allow trades to be settled without going through a 
third country.  Furthermore, Taiwanese banks can now offer RMB products and 
services in Taiwan.  The agreement is slightly more preferential than what Hong 
Kong can do as an offshore center.  For example, Taiwanese individual investors 
must observe limits on the amount they can convert into RMB and transfer to China, 
however, the RMB can be sent to any third party in China, whereas Hong Kong 
individuals can only transfer to their own accounts in China.     

The agreement allows the RMB and the Taiwan dollar to be used in cross-
Strait economic transactions for trade and investments, through the designated 
clearing banks: Bank of China in Taipei and Bank of Taiwan in Shanghai.  Before the 
signing of the agreement, only offshore banking units and overseas branches of banks 
could conduct RMB business.  With gross trade with China exceeding US$120 
billion in 2012, and possibly larger if indirect trade through Hong Kong is included, 
China is Taiwan’s leading trade partner.  Direct RMB settlement will reduce 
transaction costs in that trades can be conducted through a third currency. 

In terms of the financial industry, there are many new opportunities that come 
with currency convertibility.  Banks will begin to develop an offshore RMB market, 
with deposits and investment products.  Several Taiwanese banks such as Mega and 
Chinatrust Bank already have a strong RMB deposit base because of their trade 
finance capability.  After Hong Kong and Macau, Taiwan has become another 
offshore RMB center.  However, Taiwanese banks will have to form a larger RMB 
deposit pool if an offshore RMB market is to be launched in Taiwan (CNT as 
opposed Hong Kong’s CNH market).  As a start, Taiwan can capitalize on its trade 
surplus with China totaling over $40 billion in 2012, and even more if including trade 
surplus with Hong Kong.  The total amount of RBM deposits in Taiwan is estimated 
to be over RMB100 billion by 2015, which is still small compared to Hong Kong’s 
CNH market, which reached RMB603 billion in 2012.47  Beyond a deposit base, 
investment alternatives for RMB need to be developed so as to attract foreign 
investors.  If China allows the RMB to be repatriated to China as FDI or to be 
invested in Chinese markets through the RQFII scheme, it would facilitate investment 
returns but it would also constrain the growth of the offshore pool.  There is already a 
mismatch of liabilities and assets in the offshore market in Hong Kong and the Hong 
Kong banks cannot invest their RMB deposits with the healthy returns that would 
make the RMB business profitable.48  Furthermore, if and when RMB appreciation 
slows, RMB deposits will decline very quickly.  Managing an offshore RMB market 
in Taiwan will therefore be challenging given the capital control measures China has.  

                                                
47 Paola Subacchi and Helena Huang, “Taipei in the RMB Offshore Market: Another Piece in the 
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Tsinghua Center for Public Policy, 2013), 16. 
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There are additional hurdles to growing the market.  Currently, Taiwan banks 
are issuing Bao Dao Bonds and perhaps in the future, Chinese firms may issue RMB 
bonds in Taiwan.  This is especially true since the offshore borrowing costs are lower, 
but the proceeds cannot be remitted back to China without approval.  On the demand 
side, these bonds have been sold primarily to Taiwan’s local institutional and retail 
investors.  But in order to attract international investors for RMB transactions, Taipei 
must move beyond satisfying the demand of local investors alone.  Compared to 
Hong Kong, London and Singapore, all of which have the ambition to build a major 
offshore RMB market, Taiwan is unlikely to be very competitive.  Given Hong 
Kong’s years of experience as an offshore RMB center and the size of its market, 
Hong Kong will likely continue to be the world’s leading RMB center.  The Hong 
Kong market is already quite impressive in terms of breadth (the wide range of RMB 
products including deposits, loans, bonds, equities and derivatives) and depth (10% of 
total deposit and more than RMB 300 billion of dim sum bonds issued).49  Taiwan’s 
CNT market, by comparison, is projected to be only one-fifth the size of CNH by 
2017.50   

Taiwan’s aspirations to become a regional financial center will depend on the 
growth of the CNT market and the internationalization of the RMB.  The 
internationalization of the currency is just as problematic as growing the CNT 
market.51  RMB internationalization is integrally linked to China’s domestic goals of 
opening the capital account and liberalizing the domestic financial system and would 
depend on Beijing’s domestic political process and remains highly uncertain.  In 
particular, strong offshore RMB markets would lead to pressure to eliminate capital 
controls, which would make it impossible for Beijing to control the exchange rate and 
the interest rate.52  Resistance to accelerated financial sector liberalization among the 
leadership is high and therefore, Beijing intends to keep the offshore and onshore 
RMB very separate for now, limiting the growth of the offshore RMB markets. 

Even if over time, there is wider support among the Chinese elites for 
internationalizing RMB, in terms of internationalization, RMB has a long way to go.  
Currently, RMB is not used widely as a store of value or for the denomination of 
financial assets.  What China does have is the second largest economy in the world in 
terms of GDP and increasingly, therefore, RMB is being used as a medium of 
exchange in financial transactions.  But RMB needs time to develop the other two 
conditions of the three necessary for the internationalization of a nation’s currency: 
confidence in the currency and a deep and open financial market.   

In the mean time, China appears ready to create additional offshore RMB 
centers, which may erode Taiwan’s present advantage.  Most analysts believe that 
China seeks to internationalize RMB in five to ten years, but for the time being, 
China is focused on keeping offshore and onshore RMB totally separate.  In addition 
to authorizing Singapore and London as additional offshore RMB centers, Beijing is 
planning to create a China (Shanghai) Free Trade Zone, with financial liberalization 
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as one of its main objectives.  There appears to be differing opinions among elites in 
China as to the objective of this free trade zone.  But there is no doubt that it will 
become a major RMB center.53  Within a short period of time, therefore, there will 
probably be many more offshore RMB centers emerging with which Taiwan will 
have to compete.  At present, Taipei is the least sophisticated financial market and 
much smaller than Hong Kong, Singapore or London in terms of amount of RMB 
holdings.  It is fair to conclude that if China continues with capital controls, Taiwan 
will benefit in the short term from more opportunities to develop a new market which 
will benefit most Taiwanese businesses working in China.  However, there are few 
signs that Taiwan can leverage this position into a more competitive regional 
financial center over the longer term. 

 
Conclusion 

As important as the content, the MOUs liberalizing the financial industry were 
important because they were the first agreements which directly involved the two 
governments, rather than through the SEF or any other nominally non-government 
organization.54  This was a small step toward mutual recognition.  One analyst 
characterized the signing of the very first MOU on Cross-Strait financial cooperation 
in April 2009 as “mutual nondenial.”55  Specifically, relevant government agencies in 
China and Taiwan are now cooperating on the implementation of sensitive areas, 
similar to the functional interactions between Hong Kong and Chinese agencies in 
banking.56  Moreover, ECFA’s most important consequence is that Taiwan now 
hopes to be allowed to sign FTAs with other countries that would include the 
financial industry.  So far, Taiwan has signed FTAs with New Zealand and Singapore, 
but they have not yet included financial services. 

In addition, cross-Strait cooperation in the financial industry has enhanced the 
interdependence that was already created with the high level of trade and investment 
between China and Taiwan.  Without financial cooperation, cross-Strait economic 
integration cannot be structurally deep or sound.  Taishang will be the immediate 
beneficiary of this financial cooperation, since it provides greater support for their 
operations in China.  Taishang previously had an obvious disadvantage in that they 
were not able to borrow easily from either Taiwanese or Chinese banks and had to 
rely on credit from foreign banks operating in China.  An integrated financial industry 
will allow Taiwanese businesses to gain access to financing in China through their 
Taiwanese relationship banks.57  

                                                
53 See State Counsel website, http://www.gov.cn/zwgk/2013-09/27/content_2496147.htm and 
Shanghai government website, 
http://RMB.shanghai.gov.cn/shanghai/node2314/node2318/node2368/u21ai783453.html. (Accessed 
November 8, 2013). 
54 Chen Yi-shan and Chang Hxiang-i, “MOU簽訂日，就是利多出盡時 揭開 MOU的真相”,  
CommonWealth Magazine, October 2009. 
55 Richard Bush, Uncharted Strait: The Future of China-Taiwan Relations, (Washington, D.C.: 
Brookings Institution Press, 2013), 60. 
56 Bush, Uncharted Strait, 62. 
57 Enoch Fung and Vincent Chang, “Taiwan Views,” Goldman Sachs Global Economics, Commodities 
and Strategy Research, April 30, 2009.  



 16 

But there are reasons to be cautious about the future of financial cooperation.  
Further liberalization of the financial industry will have greater impact than other 
industries on the stability of the domestic market and on the distribution of wealth.  
The example of Hong Kong shows that since the handover to China, the massive 
amount of Chinese investments has led to more volatility in the market toward 
inequality in society.   And while many hope that the reverse flow of Chinese capital 
into Taiwan’s market will raise the price of assets and securities, as could be seen in 
the high level of interest by international investors in Taiwanese banks once the 
prospect of financial MOUs emerged, Taiwan may not be prepared to manage the 
resulting risks.  In addition to being overwhelmed by China’s financial prowess and 
resources in banking, securities and real estate, the volatility produced by an 
overheated stock market and rising real estate values could exacerbate Taiwan’s 
growing economic inequality.58 

Moreover, given how competitive the Chinese financial market is, Taiwanese 
financial institutions might not reap the expected benefits in terms of immediate 
profitability.  Given existing Chinese capital controls and banking regulations, 
Taiwanese banks might find that the liberalization measures have allowed them to 
start expanding into China but with limited profitability.   

In the end, the worst outcome could be that preferential treatment for 
Taiwanese financial institutions does not result in long-term profit and sustainable 
business prospects.  Conversely, Chinese financial institutions may become so 
dominant in the Taiwanese market as to introduce risks that Taiwan cannot manage.  
As agreed in ECFA, Chinese banks are now operating in Taiwan and may seek to 
acquire increasingly large stakes in Taiwanese banks, which can be overwhelming.59 

Beyond the economic issues of inequality and instability, continued cross-
Strait cooperation in managing financial markets requires more than short-term 
economic benefits.  The examples of EU and ASEAN demonstrate that domestic 
coalitions of private firms and political parties may provide leaders support to join 
regional institutions in order to reduce transactions costs.60  In order to sustain such 
integration efforts, however, countries joining a regional institution or forming a PTA 
must eventually have common goals and values which are not being discussed in 
cross-Strait financial cooperation because of their political sensitivity.  The 
Taiwanese have increasingly begun to consolidate their national identity to be 
separate from China in the last two decades.  This separate sense of national identity 
has allowed the Taiwanese government to focus on negotiating economic agreements 
with China with greater latitude as Taiwanese see economic and political relations to 
be distinct.61  However, the Taiwanese government walks a fine line to ensure the 
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agreements do not denigrate Taiwan’s sovereignty and will constantly be challenged 
domestically if Taipei appears to be giving China more leverage to pressure Taiwan 
into unification.  If further integration, especially in the financial industry, creates 
more inequality, that could re-open the national identity debate between those who 
have benefitted and favor political accommodation and those who feel victimized and 
are suspicious of Beijing.62 

 
Looking Forward 

Currently, there are few signs, if any, that point to true integration between the 
two markets.  There is no portfolio investment flow nor are there any meaningful 
steps to open capital markets to the other side.  The opening of the financial industry 
has been driven by the need to satisfy the needs of Taiwanese businesses in China 
through the activities of Taiwanese banks, and has enabled the creation of a clearing 
mechanism that accords Taiwan the same status as Hong Kong.  Going forward, there 
are two courses for Taipei to choose from. 

The first possibility is that Taipei’s financial industry becomes focused on 
serving the cross-Strait economy, and that further integration continues along this line.  
Officials in China have implied that the offshore RMB centers of Hong Kong and 
Taipei will be the basis for building an integrated Greater China economic region 
centered on Beijing, as China continues to grow and RMB circulation explodes.  By 
depending on the preferential treatment received from China, Taiwan may end up 
serving primarily its own domestic clients operating in this Greater China market and 
not be transformed into a more sophisticated regional financial center.  Because the 
Chinese market does not conform to global standards, the cooperation across the 
Strait will not pressure Taiwan to improve its standards in the industry.  Taishang 
will see lower transaction costs and banks will provide more RMB services and 
products but Taiwan financial industry will not attract international investors or 
become more integrated with other financial centers.   

In this scenario, the asymmetry that already exists in much of cross-Strait 
economic interdependence will be exacerbated.  While trade with China is now a fifth 
of Taiwan’s total trade (40% if Hong Kong is included), trade with US has dropped to 
less than 10% in 2012.  This runs counter to Taiwan’s strategy to avoid over-
dependence on the Chinese market and not being “hollowed out.”  Taiwan will 
become increasingly beholden to changes in Beijing’s policy due to the increasing 
exposure of Taiwanese banks to the China market.  While Taiwan has an advantage 
in being one of the first cities to create an RMB offshore center, China can create 
many more such centers in the future.  The creation of a free trade zone in Shanghai 
is just one example of the numerous possibilities that would make Taiwan just one of 
many centers, which are already better positioned international financial centers than 
Taiwan.  And if Beijing does gradually liberalize its capital controls regime, it is 
uncertain if Taipei, or Hong Kong for that matter, would have any policy advantage 
over other Mainland Chinese cities as an RMB center.  Over time, the special position 
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of Taiwan will be diminished as China develops its domestic financial centers.  In a 
perverse way, Taiwan would benefit only if China continues to resist integrating its 
financial markets with the world.  

The second possibility is that while the Taiwan financial industry takes 
advantage of the special opportunities now afforded by China to attract international 
investors, the Taiwanese financial industry simultaneously upgrades its capabilities to 
meet international standards.  As an offshore RMB center, Taipei will be able to offer 
more products and alternatives to international investors, who would otherwise not be 
attracted to the Taiwan market because of its limited depth and openness.63  At the 
same time, Taipei must focus on attracting FDI from countries with sophisticated 
financial investors and institutions, which will help to improve Taiwan’s financial 
industry.  As a result of declining economic vitality, over the last decade, Taiwan’s 
inbound FDI has dropped precipitously and is very low compared to its Asian 
neighbors.  In 2012, total inbound investment was only $3.2 billion, compared to $9.9 
billion for Korea, $10.0 for Malayasia and $19.8 billion for Indonesia.  Taiwan’s 
inbound FDI is also now only a fraction of Taiwan’s outbound investment.64  
Increasing FDI from developed countries will not only reduce Taiwan’s dependence 
on China, it will also upgrade Taiwan’s economic structure.  Since the liberalization 
of cross-Strait financial industry began, much of Taiwan’s resources have been 
diverted to working with regulators and private firms across the Strait.  This focus 
comes at the expense of upgrading Taiwan’s overall capabilities in the industry, and 
does not help Taiwan in restructuring its underdeveloped financial industry.  Much of 
the work in prying open the China’s financial market is not relevant to improving 
Taiwan’s standards in regulation, infrastructure or know-how to meet global 
standards.  It may also come at the expense of setting a longer-term strategy so that 
Taiwan can be competitive in an increasingly integrated global financial industry. 

Foreign banks in Taiwan have long viewed Taiwan as an inadequate financial 
center because of its poor infrastructure, regulatory environment and market access.  
Despite formally removing all barriers for global investors for a decade now, 
Taiwan’s capital markets do not attract international investors.  The central bank, the 
Bank of Taiwan, continues to be highly interventionist, overly concerned about 
irregular capital flows.  And the strict regulatory and legal environment limits the 
ability of investors to be innovative or to expand into Taiwan.65  Immigration 
regulations, for example, make it prohibitive for expatriate professionals to work in 
Taiwan.  The infrastructure of Taiwan in such areas as telecommunications also lags 
behind other financial centers.  The talent pool, language skills and training for the 
financial industry are not commensurate with Taiwan’s manufacturing or technology 
industry.  Taiwan needs to develop its financial industry, from education to 
infrastructure, so that it can service more than local needs.  The American Chamber 
of Commerce (Taipei) has repeatedly highlighted this issue and made 
recommendations such as lifting the limitations on the products international financial 

                                                
63 Subacchi and Huang, “Taipei in the Renminbi Offshore Market,” 13-14.  
64  According to UNCTAD statistics, http://unctadstat.unctad.org/ReportFolders/reportFolders.aspx 
(Accessed November 8, 2013). 
65 Gina Liu, interview by author. 



 19 

institutions are allowed to distribute.66  Taipei has recognized some of these problems 
and has vowed to relax incoming FDI restrictions, make it easier for expatriates to 
work in Taiwan, and reduce high business income taxes in the future.   

Because of Taiwan’s deficiencies, while foreign investment banks and 
financial institutions have been aggressively investing in China, none has used 
Taiwan as a base to do so, unlike the manufacturing or technology industry.  This is 
despite the know-how Taiwanese professionals have about the Chinese financial 
industry.  More have used Hong Kong as a platform, even before Hong Kong 
developed an offshore RMB market.  In essence, what Taiwan needs to do is to 
improve the international competitiveness of its financial industry and not be 
complacent about relying on special status with China.  

In addition, Taiwan must seek to join other FTAs with the goal of upgrading 
its financial industry.  President Ma has talked about being prepared to join the Trans-
Pacific Partnership in 2020 or other FTAs such as the Regional Comprehensive 
Economic Partnership, which is among the ASEAN members and its six FTA 
partners.  If the financial industry is included in these FTAs, they would open new 
markets for Taiwan and put pressure on long-needed domestic reforms in order to 
restructure Taiwan’s economy.67  Taiwan has long aspired to restructure its economy 
from a manufacturing country to a service-oriented knowledge economy with a 
competitive financial industry.  To do so, Taiwan needs to attract investment and 
know-how from foreign businesses with management skills in the financial industry.  
Taiwan’s closer cooperation with China will not solve this problem – Taiwan cannot 
and should not want to rely on FDI from China in finance, which would not upgrade 
Taiwan’s know-how and would run the risk of being controlled by China politically.   

In sum, it is imperative for Taiwan to build a more competitive financial 
industry.  This can be achieved by working closely with China as well as with 
partners from other countries with advanced know-how.  Continued liberalization and 
upgrading of the financial industry is key to Taiwan’s future economic vitality and 
cannot be achieved without a strategy that balances developing a cross-Strait 
financial industry and integrating Taiwan into the global financial architecture. 
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