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Current regulations are likely to create confusion and underestimate and distort credit risk in 

Taiwan's investment market, according to the report titled, "Taiwan's Regulatory Requirements Run 

Contrary To Global Practice And Conceal Investment Risk" that published by S&P Global Ratings 

through its subsidiary Taiwan Ratings Corp.  

Issuer credit ratings and issue credit ratings are different assessments of credit risk and are not 

interchangeable, yet Taiwan stands alone as the only jurisdiction worldwide allowing issuer credit 

ratings to be used as proxies for issue credit ratings. Indeed, some jurisdictions, including Hong Kong, 

explicitly state that issue credit ratings and issuer credit ratings are not interchangeable for 

investment purposes.   

Since 2013, Taiwan's financial regulator has been gradually easing regulations governing corporate 

bond and financial debenture issuance, with the intention of enhancing funding efficiency, reducing 

costs, and encouraging greater issuance volume—a move that we fully support. However, while 

deregulation has reduced costs for issuers it has not led to the increase in issuance volume that the 

removal of compulsory ratings and subsequent lower issuance cost could have produced. On the 

contrary, there has been much slower growth in new issuance volume for bonds and debentures 

during the past few years of deregulation despite Taiwan's gradual economic recovery over the same 

period. 

S&P Global Ratings views recent the nature of recent deregulation in Taiwan as debatable because 

issuer credit ratings and issue credit ratings measure different aspects of credit risk. An issuer credit 

rating reflects a rating agency's opinion of the likelihood that an entity might default with regard to 

all its financial obligations, whereas an issue credit rating reflects our assessment of a blend of 

default risk and the priority of a creditor's claim in bankruptcy associated with the specific debt being 

rated. It is therefore an issue credit rating that investors need to evaluate in their investment decision 

making. We believe an unrated debt should be listed as such, reflecting its true status and risk, while 

the purchase of such debt is left to the discretion of investors. 

In our view, the substitution of issue credit ratings with issuer credit ratings, a situation known as 

'proxy ratings', not only leads investors to underestimate the embedded risk of their investments but 

also creates a loophole allowing investors to assign a lower capital charge on their subordinated debt 

than what should be applied if the debt was rated. That is because in our experience, issue credit 

ratings on subordinated debt are usually at least two notches below the long-term issuer credit 

rating on the obligor. 
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We believe that markets and investors operate more efficiently and effectively under a consistent 

regulatory framework; therefore the direction in which Taiwan's regulatory regime is developing, 

contrary to established and accepted global practices, could stifle the market's attractiveness to 

inward investment and distort risk. We look forward to the establishment of an investment market in 

Taiwan that is both efficient and truly capable of reflecting investment risks. 

 

The full report is available to our subscribers at rrs.taiwanratings.com.tw and for members of the 

press by contacting our media liaison, Simon Chen at +886-2-87225871 or 

simon.chen@taiwanratings.com.tw.   

 

Copyright © by Taiwan Ratings Corp. All rights reserved. 

  

mailto:simon.chen@taiwanratings.com.tw


 

 
rrs.taiwanratings.com.tw January 19, 2018          3 

 

 

 

 

Copyright © 2018 by Taiwan Ratings Corporation (TRC). All rights reserved. 

No content (including ratings, credit-related analyses and data, valuations, model, software or other application or output therefrom) or any part thereof (Content) may 
be modified, reverse engineered, reproduced or distributed in any form by any means, or stored in a database or retrieval system, without the prior written permission of 
TRC. The Content shall not be used for any unlawful or unauthorized purposes. TRC and any third-party providers, as well as their directors, officers, shareholders, 
employees or agents (collectively TRC Parties) do not guarantee the accuracy, completeness, timeliness or availability of the  Content. TRC Parties are not responsible for 
any errors or omissions (negligent or otherwise), regardless of the cause, for the results obtained from the use of the Content, or for the security or maintenance of any 
data input by the user. The Content is provided on an "as is" basis. TRC DISCLAIMS ANY AND ALL EXPRESS OR IMPLIED WARRANTIES,  INCLUDING, BUT NOT LIMITED TO, 
ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE 
CONTENT'S FUNCTIONING WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR HARDWARE CONFIGURATION. In no event shall 
TRC be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential damages, costs, expenses, legal fees, or losses 
(including, without limitation, lost income or lost profits and opportunity costs or losses caused by negligence) in connection with any use of the Content even if advised of 
the possibility of such damages. 

Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and not statements of 
fact. TRC's opinions, analyses and rating acknowledgment decisions (described below) are not recommendations to purchase, hold, or sell any securities or to make any 
investment decisions, and do not address the suitability of any security. TRC assumes no obligation to update the Content following publication in any form or format. The 
Content should not be relied on and is not a substitute for the skill, judgment and experience of the user, its management, employees, advisors and/or clients when 
making investment and other business decisions. TRC does not act as a fiduciary or an investment advisor except where registered as such. While TRC has obtained 
information from sources it believes to be reliable, TRC does not perform an audit and undertakes no duty of due diligence or independent verification of any information 
it receives. 

To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jurisdiction for certain regulatory purposes, 
TRC reserves the right to assign, withdraw or suspend such acknowledgement at any time and in its sole discretion. TRC disclaims any duty whatsoever arising out of the 
assignment, withdrawal or suspension of an acknowledgment as well as any liability for any damage alleged to have been suffered on account thereof. 

TRC keeps certain activities of its business units separate from each other in order to preserve the independence and objecti vity of their respective activities. As a result, 
certain business units of TRC may have information that is not available to other TRC business units. TRC has established policies and procedures to maintain the 
confidentiality of certain non-public information received in connection with each analytical process. 

TRC receives compensation for its solicited ratings and certain analyses, normally from issuers, originators, arrangers, or underwriters of securities or from obligors. TRC 
reserves the right to disseminate its opinions and analyses. TRC’s public ratings and analyses are made available on its Web sites, www.taiwanratings.com (free of 
charge), and rrs.taiwanratings.com.tw (subscription), and may be distributed through other means, including via TRC publications and third-party redistributors. Please 
click here for any other conflict of interests that may affect the credit rating as requested by the regulator. 

http://www.taiwanratings.com/
https://rrs.taiwanratings.com.tw/portal/member?lang=en
http://www.taiwanratings.com/portal/front/conflictinterest

