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11. Bond Market

In 2003, new issues of bonds were sftill large, and the total new issues of bonds amounted
to NT$961.5 billion. Among them, issues of central government bonds continued to increase in
order to finance the rising budget deficits. Issues of corporate bonds hit the second highest
in history as many local companies took advantage of low interest rates to issue corporate
bonds to fix their long-term cost of funds. Bank debenture issues mildly decreased as the
banking system's funding conditions were relatively easy. Moreover, NT dollar-denominated
bonds issued by international financial institutions in Taiwan also significantly increased during

the year due to their low issuance costs.

Bond transactions in the secondary market registered a record high for 2003 and bond
yields generally exhibited a V-shaped pattern during the year. During the first half of the year,
in association with the outbreak of the US-Irag war and the SARS epidemic, bond yields tfrended
downwards. In the second half of the year, with a rebounding economy and strengthening
stock prices, bond yields bounced back. In addition, bond funds continued to expand this
year because of their higher returns and tax-free advantages compared with bank deposits.
Furthermore, the appreciation of the NT dollar induced the shift of foreign currency deposits

into bond funds.

Surge in Central Government Bond Issues

The Ministry of Finance issued central government bonds to a total amount of NT$455
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Issues and Outstanding Value in Bond Market by Category

Unit: NT$ Billion

Total Cen‘rroIB((Q)%irnmen’r LochB%%irnmen’r Corporate Bonds Bank Debentures | Foreign Bonds*
Issues |Oufstanding| Issues |Oufstanding| Issues |Outstanding| Issues |Outstanding| Issues | Oufstanding | Issues | Oufstanding

2001 | 8146 | 3,0124 (4370 | 1,7726| 200 857 | 1981 8085 | 119.0 2026 | 405 1430
2002 | 9620 3,7486 (4262 | 2,1241| 100 904 | 2858 | 1,0072| 2140 3773 | 260 149.6
2003 | 961.5| 4,465.1 | 4548 | 2,503.6 - 849 | 2790 | 1,1769| 1827 5412 | 450 158.5
2003/1 | 1162| 3.8585| 800 | 2,203.7 - 904 103 | 1,0155 99 384.3 160 164.6
2| 508| 3,9023| 350 | 22387 - 904 19 | 1,0120| 139 397.6 - 163.6
3| 570| 39531 | 400 | 22786 - 904 25 | 1,0130 15 3955 130 175.6
4| 604| 40014 | 300 | 23085 - 883 220 | 1,031.6 34 3984 50 174.6
5| 745| 40553 | 300 | 23384 - 883 295 | 1,0486| 150 4130 - 167.0
6| 1094| 4,1266| 300 | 23586 - 88.3 675 | 1,0953| 119 4244 - 160.0
7| 755| 4,1893| 450 | 2,4034 - 88.3 240 | 1,108.3 65 4308 - 158.5
8 | 644| 42484 | 300 | 24333 - 883 279 | 1,313 65 4370 - 158.5
9| 980| 43098 | 400 | 24442 - 87.3 236 | 1,1496| 274 463.2 70 1655
10 774 43752 | 300 | 24739 - 87.3 182 | 1,1603| 252 4882 40 165.5
11 587 | 43817 298 | 24689 - 849 5.1 1,1524| 238 5100 - 1655
12 | 1192 | 4,465.1| 350 | 2,503.6 - 849 465 | 1,1769| 37.7 5412 - 158.5

Note: * Refers to the NT dollar-denominated and foreign currency-denominated bonds issued in Taiwan by
international financial institutions.
Sources: Financial Statistics Monthly, Taiwan District, the Republic of China, Central Bank of China.

billion in 2003. The total issues registered the highest recorded in history, reflecting the tight
fiscal position of the government budget. In order to establish an effective yield curve for the
bond market and extend the duration of benchmark bonds, the GreTai Securities Market (GTSM,
or over-the-counter market) launched the when-issue market. The Ministry of Finance also
regularly issued re-opened government bonds with different maturities, namely 5, 10, and 20
years. With regard to the issuing cost, issuing rates of government bonds declined in the first

half of the year mainly due to weak domestic demand and deflationary pressures. However,

Bond Transactions in the Over-the-Counter Market

Unit: NT$ Billion
Year/ Total Outright Transactions Repurchase Agreement Transactions
Month Amount Share (%) Amount Share (%)

2001 118,992.5 53,0239 44.6 65,968.6 554
2002 134,399.0 60,659.0 451 73,7400 549
2003 203,624.2 126,570.8 622 77,0534 37.8
2003/ 1 15,3904 8,909.7 579 6.480.7 42.1
2 11,8380 69792 59.0 4,858.8 410
S 16,493.0 9.850.8 59.7 6,6422 403
4 21,5320 14,4189 67.0 7,113.1 33.0
5 24,4109 16,884.1 69.2 7,526.8 30.8
6 21.811.1 15,1286 69.4 6,6825 306
7 18,9364 12,037.1 63.6 6.899.3 364
8 14,2503 82028 57.6 6,047.5 424
9 11,898.1 59293 49.8 5,968.8 502
10 16,8764 10,4409 619 6.4355 38.1
11 13,6269 78770 57.8 5,749.9 422
12 16,560.7 99124 59.9 6,648.3 40.1

Source: Taiwan Securities Exchange (TSE) and GreTlai Securities Market (GTSM).
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in the second half of the year issuing rates increased in line with the economic recovery and

bullish stock market.

Mild Decrease in Corporate Bonds Issues

The new issues of corporate bonds were relatively small in the first quarter of 2003. In the
second quarter, the size of local bond funds expanded in response to the sluggish stock market.
As a result, the demand for corporate bonds strengthened. From the supply side, many
enterprises were encouraged to issue corporate bonds to lock in low-cost funds in anticipation
of a rise in long-term interest rates. Consequently, the issues of corporate bonds increased in
the second quarter, and with demand for corporate bonds exceeding supply, issuing rates of
corporate bonds fell fo record lows. However, in the second half of the year, enterprises became
less willing to raise funds through issues of corporate bonds as the cost of funds increased as
a result of the stock market upturn. The issues of corporate bonds increased again in December
to meet enterprises' seasonal demand for funds as the year-end approached. For the year as
a whole, total issues of corporate bonds were NT$279 billion, a decline of 2.4 percent from the

previous year.

Marked Decrease in Bank Debenture Issues

Because funding conditions in the banking system were relatively easy, domestic banks
reduced their issues of bank debentures to NT$182.7 billion this year, a decrease of 14.6 percent

from the previous year. Domestic banks issued bank debentures for different purposes, such

Turnover in Bond Market by Category

Unit: NT$ Billion
TSE Market GreTai (OTC) Market
l\;iirt/h Total  |Corporate Bonds subtotal Government Corporate Bonds Foreign Bank
(Convertible) Bonds Nonconvertible | Convertible | Bonds |Debentures
2001 118,992.5 240 118,9685 | 118,3345 173.8 90.1 360.1 100
2002 134,399.0 19.1 134,379.9 | 133,187.6 6562 196.0 286.4 53.7
2003 203,624.2 9.8 203,6144 | 200,619.8 1,904.6 249.1 7135 1274
2003/1 15,3904 038 15,389.6 15,193.3 134.1 130 450 42
2 11,8380 05 11,837.5 11,693.7 984 75 29.5 84
3 16,493.0 14 16,491.6 16,256.5 136.0 8.7 83.0 74
4 21,5320 2.1 21,5299 | 21,2850 161.6 124 672 3.7
5) 24,4109 0.6 24,4103 | 24,1610 156.7 136 59.1 199
6 21,811.1 05 21,8106 | 21,5394 177.5 220 633 84
7 18,9364 10 18,9354 18,636.2 197.7 275 64.8 92
8 14,2503 10 14,2493 14,006.1 164.3 24.8 50.2 39
9 11,898.1 05 11,897.6 11,6415 1563.0 23.6 64.6 149
10 16,8764 04 16,876.0 16,587.9 179.8 329 632 122
1 13,6269 0.6 13,6263 13,350.8 171.8 26.7 638 132
12 16,560.7 04 16,560.3 16,2684 173.7 364 59.8 220

Sources: Taiwan Securities Exchange (TSE) and Grelai Securifies Market (GTSM).



as strengthening their fier II capital, making financial investments, raising their medium- and

long-term loan funding sources, and promoting fixed-rate mortgages.

Significant Increase in Foreign Bond Issues

In 2003, as the interest rate spread between local and international markets widened and
the NT dollar appreciated, issuance costs of foreign debts in Taiwan were relatively low. As a
result, new issues of NT dollar-denominated bonds by international financial institutions increased
by 73.1 percent over the previous year to NT$45 billion. Of these issues, the European Investment
Bank (EIB) accounted for the largest share of NT$15 billion, followed by the Council of Europe
Development Bank (CEDB) with NT$10 billion, the Asian Development Bank (ADB) with NT$9
billion, the Nordic Investment Bank (NIB) with NT$7 billion, and the European Bank of Recovery
Development (EBRD) with NT$4 billion. The weighted average issuing interest rate on 7-year NT

dollar foreign bonds ranged from 2.7 percent to 3.2 percent.

Booming Transactions in the Bond Market

During the first half of the year, the US-Iragq War and the SARS epidemic caused massive
amounts of funds to flow into the bond market for hedging purposes, pressing the yield for
benchmark 10-year government bonds gradually down from 1.96 percent to 1.42 percent.
From July to September, owing to the rebound in economic activity and the local stock market,
the transaction volume of bonds sharply decreased month by month. Therefore, the weighted
average vyield on 10-year government bonds jumped from 1.81 percent to 2.77 percent. For
the rest of the year, as the stock market entered a period of consolidation, bond yields gradually
frended upward. The average yield on 10-year government bonds soared to 2.80 percent in

December.

Trading in the bond market was very active and amounted to a record high of NT1$203,624
billion in 2003, an increase of 51.5 percent. Of this amount, outright transactions increased by
108.7 percent, and repurchase agreement transactions went up by 4.5 percent from the
previous year. The share of outright fransactions and repurchase agreements in total transactions

were 62.2 percent and 37.8 percent, respectively.

Continued Expansion in Bond Funds

Owing to the sluggish stock market in the first half of the year and the expectation of the
NT dollar's appreciation in the second half of the year, local bond funds were a very popular

investment instrument. As a result, the size of bond funds continued to expand in 2003. As of
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Porifolio Composition of Bond Funds

Unit: NT$ Billion
Outright Purchases Repurcrt:gsrﬁsAgree- Bank Deposits Short-term Securities
Total

Amount Srz%e Amount Srz;r)e Amount Srz;r)e Amount Srzoo/or)e
2001 1424.6 5206 365 409.2 28.7 457.0 32.1 37.8 2.7
2002 1846.9 7982 433 4728 256 5214 282 54.5 29
2003 2107.6 1066.9 50.6 6115 290 354.8 168 744 3.6
2003/1 1937.3 854.1 44.1 5178 26.7 508.0 262 574 30
2 1951.3 865.3 443 530.7 272 507.2 260 48.1 25
3 1924.0 856.1 445 547.6 285 478.7 249 416 2.1
4 2041.6 901.5 442 5914 29.0 4825 23.6 662 32
5 2037.4 9304 457 5735 28.1 473.3 232 602 3.0
6 1957.0 9262 47.3 562.3 287 4370 223 3.5 1.7
7 2061.1 956.2 464 640.8 31.1 4300 209 34.1 1.6
8 2123.1 991.5 467 660.8 31.1 437.7 206 33.1 1.6
9 2084.3 985.6 473 667.6 320 397.1 19.1 34.0 1.6
10 21654 10304 47.6 6934 320 390.8 180 50.8 24
11 2229.2 1048.4 470 7135 320 389.0 17.5 783 3.5
12 2107.6 1066.9 50.6 6115 290 354.8 168 744 3.6

Source: Securities investment Trust & Consuiting Association of RO.C.

the end of the year, the net assets of local bond funds amounted to NT$2,107.6 billion, an
increase of 14.1 percent from the previous year. Despite lower yields relative to the previous
years', the amount of bond funds still grew during the year as a result of a continuous flow of
funds from bank deposits in view of their tax-free benefits on capital gains, quick redemption,

and higher-than-bank-deposits refurns.

With respect to portfolio allocation, local bond funds primarily invested in outright purchases
of corporate bonds, repurchase agreements of government bonds, and bank time deposits.
Of total investment at the end of 2003, outright purchases of bonds accounted for 50.6 percent,
bonds with repurchase agreements made up 29.0 percent, and deposits with financial institutions

represented 16.8 percent.
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