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6. Bond Market

For the year 2017, the total volume of bond issuance showed a decrease. New issues of bonds
totaled NT$2,122.9 billion, contracting by NT$399.2 billion or 15.83% over the previous year. At the
end of 2017, the outstanding amount of bonds issued reached NT$12,663.3 billion, up by NT$1,078.8

billion or 9.31% from the previous year end.

Issuance of central government bonds to meet fiscal funding needs for 2017 reached NT$400.0

billion, decreasing by NT$163.5 billion or 29.02% from the previous year.

Issuance of corporate bonds for 2017 recorded a significant increase of NT$100.5 billion or
35.13% to NT$386.5 billion. The rise primarily reflected that government enterprises issued new bonds

to raise funds for investment in factory expansion.

With regard to bank debentures, the main purpose for banks to issue bonds was to strengthen
their capital base and meet mid- to long-term operation funding needs. Bank debenture issuance

totaled NT$189.5 billion for the entire year, growing by NT$49.4 billion or 35.25% over the previous year.

Moreover, foreign institutions issued 118 foreign currency-denominated international bonds in
Taiwan amounting to NT$1,139.2 billion, falling by NT$385.4 billion or 25.28% over the previous year.
Meanwhile, nine NT dollar-denominated foreign bonds were issued by foreign institutions with a

total amount of NT$7.7 billion, up by NT$4.8 billion or 161.02% compared to the previous year.

In the secondary market, average yields on bonds with different maturities all climbed higher
in 2017 driven by the Fed's policy rate increases. Among the components, the average 10-year
government bond yield rose by 25 basis points to 1.064%. Demand for bonds softened as investors
expected market rates to move up in the future, while the supply of bonds contracted. Therefore,
annual transactions amounted to NT$61,583.5 billion, declining by NT$5,234.5 billion or 7.83% over

the previous year.

Decrease in Government Bond Issuance

In regard to central government bonds, on account of the rise in fax revenues and government
bond issuance approaching the ceiling, central government bond issuance for 2017 contracted
by NT$163.5 billion, or 29.02%, to NT$400.0 billion.

In 2017, among the total volume of government bonds issued by the Ministry of Finance, 10-
year bonds made up the lion's share with NT$155.0 billion, followed by 5-year bonds with NT$100.0

billion, while 2-year, 20-year, and 30-year government bonds registered issuance of NT$45 billion,
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NT$50 billion, and NT$50 billion, respectively.

With respect to issuing rates, as market rates were expected to rise amid the Fed's rate hikes,
the weighted average issuing rates in 2017 on central government bonds with different maturities
were all higher than the previous year. Among them, the weighted average issuing rate on 20-year
bonds recorded the largest rise of 34 basis points. The weighted average issuing rate on 5-year

bonds came in second with an increase of 20 basis points.

In terms of bonds issued by governments of special municipalities, new issues were nil in 2017.
However, as part of the bonds were redeemed at maturity, the outstanding amount of bonds issued
by governments of special municipalities stood at NT$41.6 billion at the end of the year, decreasing

by NT$21.5 billion or 34.10% from the previous year end.

Rise in Corporate Bond Issuance

Corporate bonds refer to NT dollar or foreign currency-denominated bonds issued in Taiwan
by domestic corporations. In 2017, government enterprises issued new bonds with an amount of
NT$72.5 billion to raise funds for plant expansion. As a result, the issuing amount of corporate bonds
for the year 2017 expanded substantially by NT$100.5 billion or 35.13% to NT$386.5 billion. As for bond

maturities, 5-year corporate bonds made up the majority of the issuance with a share of 45.28%,

Issues and Outstanding Values in Bond Market by Category

Unit: NT$ Billion

Central Government | Local Government| Beneficiary
Year/ Total Bonds Bonas* Corporate Bonds | Bank Debentures Securities™

Month

Foreign Bonds™* | Int'l Bonds****

Issues  [Outstanding| Issues |Outstanding|Issues | Outstanding | Issues | Outstonding | Issues | Oufstanding | Issues | Outstanding |Issues | Oufstanding | Issues  |Outstanding
2015 |2,090.2| 10,467.0 [605.3 | 54788 | 82 906 [2684| 2,0042 [1963| 1,2859 | 00 945 55 9.6 |1,0066| 1,503.4
2016  |2,522.1( 11,5845 5635 55423 | 00 63.1 [2860| 1.8979 [140.1| 1,2125 | 50 97.8 30 98 [1.5246| 2,761.0
2017 |2,1229(12,663.3 {4000 | 55948 | 00 41.6 [3865| 19385 [189.5| 1,2303 | 00 95.6 7.7 145 |1,139.2| 3,7480
2017/ 1| 239.3| 11,6953 | 500| 55123 | 00 63.1 19.6| 1,887.6 | 228| 12295 | 00 98.0 14 112 145.6| 2,893.6
2259(11,8683 | 250 55048 | 00 63.1 05| 1,8763 | 183| 1,239.1 | 00 98.6 00 10.7 182.1| 3,075.7
3024(12,038.1| 300| 54548 | 00 63.1 109| 1,849.1 | 250| 125629 | 00 98.7 00 106 236.5| 3,308.9
143.3| 12,1390 | 250 54798 | 00 63.1 448| 1,8684 | 481| 12844 | 00 98.5 00 106 254| 3,334.3
1764|12,271.8 | 500| 55298 | 00 54.1 708| 1,917.1 74| 1,2800 | 00 97.8 33 138 449| 3,379.3
1662|12,357.1 | 250 5.554.8 | 0.0 54.1 534| 19228 | 140| 1,2680 | 00 97.6 1.3 147 72.5| 3,4452
184.3| 12,3932 | 450 55098 | 0.0 54.1 3583| 19259 41| 12677 | 00 97.7 00 145 99.8| 3,5623.5
180.0| 12,457.7 | 250 55348 | 00 54.1 249| 19170 1.1] 1,2603 | 00 97.1 00 144 129.0| 3,580.0
161.1( 12,4824 | 250 54948 | 00 54.1 49.8| 19308 | 125| 1,2528 | 00 96.7 09 156.1 730| 3,638.1
10| 1164(12,5508 | 250 55198 | 00 54.1 282| 1,9383 54| 12493 | 00 96.7 08 156 57.0| 3,677.0
11| 1329(12,6442 | 500 55698 | 00 416 165| 1,9353 | 13.8| 1,2596 | 00 96.0 00 146 527| 3,727.4
12 94.8( 12,6633 | 250 55948 | 00 416 320| 19385 | 17.1| 1,2303 | 00 95.6 00 145 20.7| 3,7480

O 0 N OO0~ W N

Notes: * Referring fo bonds issued by governments of special municipalities.
** |Including those purchased back by originators for credit enhancement.
*=* |ncluding NT dollar and foreign currency-denominated bonds issued in Taiwan by intfernational financial institufions.
**+ncluding foreign currency-denominated bonds issued in Taiwan by international financial institutions.
Sources: 1. Financial Statistics Monthly, CBC.
2. Banking Bureau, Financial Supervisory Commission.
3. Department of Foreign Exchange, CBC.
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followed by 3-year bonds with a share of 156.65%. At the end of 2017, the outstanding amount of
corporate bonds reached NT$1,938.5 billion, rising by NT$40.6 billion or 2.14% from the previous year

end.

Growth in Bank Debenture Issuance

A total of 20 financial institutions issued bank debentures in 2017 in support of their funding
needs, with an issuance amount of NT$189.5 billion, rising by NT$49.4 billion or 35.25% over the
previous year. The increase was mostly because financial institutions issued new bank debentures

to maintain mid- to long-term funding costs at low levels amidst an ongoing low interest rate environment.

Regarding the purpose of issuance, the issuance of NT dollar bank debentures was to bolster
capital adequacy and support mid- to long-term operation funding needs. The majority of the
issuance went for subordinated debts with a share of 80.48%. With respect to the issuance of foreign
currency bank debentures, the main purpose was to meet rising demand for foreign currency loans
and support mid- to long-term foreign currency funding needs. Therefore, senior bank debentures

with lower issuing rates accounted for the largest share of total issuance.

In terms of the volume of issuance, the major types of NT dollar bank debentures issued were
7-year, 10-year, and perpetual debentures, making up shares of 15.30%, 44.21%, and 20.70% in total
issuance, respectively. As for foreign currency bank debentures, 30-year bank debentures accounted
for the entire share of the bond issuance in 2017. At the end of the year, the outstanding amount

of bank debentures was NT$1,230.3 billion, up by NT$17.8 billion or 1.47% from the previous year end.

No New Issues in Asset Securitization

New issues of asset securitization products were nil in 2017. However, as some asset securitization
products matured and the principal was repaid, the outstanding amount of asset securitization

decreased by NT$2.2 billion or 2.25% from the previous year end to NT$95.6 billion.

Significant Increase in Foreign Bond Issuance

Foreign bonds refer to NT dollar-denominated corporate bonds issued in Taiwan by foreign
institutions. The foreign bonds currently in circulation are corporate bonds issued by offshore
companies listed on the Taiwan Stock Exchange or the Taipei Exchange (for over-the-counter
trading). For the year 2017, issuance of foreign bonds amounted to NTS$7.7 billion, up by NT$4.8
billion or 161.02% from a year earlier. At the end of the year, the outstanding amount of foreign

bonds reached NT$14.5 billion, an increase of NT$4.7 billion or 47.65% over the previous year end.

Contraction in International Bond Issuance

International bonds refer to corporate bonds issued in Taiwan by foreign institutions and are
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currently denominated in foreign currencies. The Financial Supervisory Commission (FSC) announced
in May 2017 that domestic insurers could only invest in international bonds that have non-callable
periods of at least five years from the date of issue in the primary market or at least three years
from the date of fransaction settlement in the secondary market. These new rules caused the
number of issues and issuing amount of infernational bonds to decline compared to the previous
year. As a result, international bond issuance in 2017 fell by NT$385.4 billion or 25.28% from a year
before to NT$1,139.2 billion.

With regard to currency composition, issuance of US dollar-denominated, RMB-denominated,
NZD-denominated, and ZAR-denominated bonds in 2017 stood at NT$1,123.4 billion, NT$10.8 billion,
NT$4.9 billion, and NT$0.2 billion, respectively. At the end of the year, the outstanding amount of
infernational bonds was NT$3,748.0 billion, an increase of NT$987.0 billion or 35.75% over the previous

year end.

Lift in Average Bond Yields yet Decline in Transactions

In 2017, reduced trading volumes resulting from a shrinking supply of bonds led the 10-year
government bond yield to tfrend down from the beginning of the year. Nevertheless, the 10-year
government bond yield frended up and averaged 1.064% for the entire year, 25 basis points higher

than the 0.818% of the previous year.

Among government bonds of the other maturity ranges, the average yield on 20-year bonds
posted the biggest increase of 36 basis points over the previous year. Second was that on 15-year
bonds with an increase of 27 basis points. Furthermore, average yields on 5-year, 7-year, and 30-
year government bonds for the year 2017 climbed by 21, 6, and 17 basis points, respectively,

compared to 2016.

In respect of transaction volume, as investors expected market rates to rise further given the

Yield on Central Government Bonds
with Different Maturities Yield Curve of Central Government Bonds
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Fed's gradual rate hike path and domestic bond yields stayed at low levels, demand for bonds
softened. This, combined with a slide in bond supply, led total bond transactions to decline by
NT$5,234.5 billion or 7.83% from the previous year to NT$61,583.5 billion in 2017.

By type of bonds, the majority of total bond franscactions went for government bonds with a
share of 64.19% and an annual trading volume of NT$39,532.0 billion. The second most actively
fraded were corporate bonds, accounting for 29.37% of total franscactions with an annual trading
volume of NT$18,089.3 billion. Bank debentures came in third, making up 3.73% of total franscactions
with an annual trading volume of NT$2,295.8 billion. Meanwhile, international bonds, foreign bonds,
and asset securitization products accounted for marginal shares of 2.58%, 0.09%. and 0.04% in total
transactions, with their respective annual trading reaching NT$1,586.8 billion, NT$57.9 billion, and
NT$21.7 billion.

Turnover in Bond Market by Category

Unit: NT$ Billion
Year/ Total Govemment CoigeEiD Eames Bank Beneficiary Foreign Int'l Bonds
Month Bonds Nonconvertible Convertible Debentures Securities Bonds

2015 67,7257 45,7787 17,3969 650.5 25743 347 353 1,255.4
2016 66,817.9 4522435 16,546.7 655.3 2,3769 194 294 1,946.8
2017 61,6835 39,5320 17,202.1 8872 22958 217 57.9 1,5686.8
2017/ 1 4,551.7 28113 1,3280 74.3 1799 1.7 1.8 154.7
2 4,758.7 2,9284 1.276.6 719 191.1 1.9 1.5 287.3
3 6,145.7 3,906.0 1,601.8 814 2484 08 40 3035
4 4,734.5 3.043.0 1,3744 58.7 174.6 1.7 39 783
5 4,936.8 3,1204 1,466.1 59.1 193.8 20 51 904
6 5,828.1 3,881.2 1,627.8 79.7 205.7 18 58 1260
7 4,929.3 3,1142 1,467.7 63.7 1700 44 58 1035
8 5,580.0 3,663.7 1,501.6 793 1895 1.6 53 139.0
9 53135 3,4320 1,625.3 87.3 187.6 15 5.7 739
10 4,730.8 3,000.9 1,401.2 743 1734 14 79 71.6
11 52725 3,479.9 1,413.6 857 1906 15 6.1 95.1
12 4,801.8 3,1510 1,3180 718 191.1 14 50 63.6

Source: TPEx.



