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1.  Introduction 

A credit crisis refers to a sudden reduction of loan or credit availability, and it is often 

caused by a sustained period of lax and inappropriate lending, leading to great financial loss.  

As a result, the full extent of bad debts becomes known.1  Issues linked with bank credit 

crisis often include connected lending, moral hazard, excess capacity, and liberalization.2  

In Taiwan, consumer credit crisis has strained the consumer banking industry at the end of 

2005, resulting in a record high as the amount to be written off reached 300 billion New 

Taiwan Dollars (NTD) from October 2005 to the end of 2007. 

 

1.1.  Background 

Taiwan began its the financial liberalization in the 1990s by introducing 16 new 

commercial banks to the 24 existing state owned banks (SOB) in 1992.  The government 

has slowly loosened the regulation to promote competition in the market.  The new banks 

tended to focus on retail banking, with higher spread and shorter lending term.  The number 

of banks peaked in 2000 across the island, and there were 53 domestic banks and 39 foreign 

banks.3  Altogether, there were more than 54 credit card issuers in the market, while the 

population was only 22 million.     

                                                 
 

1 http://en.wikipedia.org/wiki/Credit_crunch 
2 Bein and Calomiris. 2001. Emerging Financial Markets, Section 7 – The Troubles with Banks 
3 Financial Supervisory Commission 
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The number of banks is not one of the reasons that cause the over-banking problem, but 

“over competition” would lead to inefficiency and over-lending problem.  

As Taiwan, China, became a member of the World Trade Organization in 2001, the 

government called for a major financial reform to reduce the number of banks.  There were 

two phases for this change, while the first phase is referred to as the first financial reform 

from 2001 to 2003, and the second is the second financial reform from 2003 to 2006.4  The 

two reforms have further pushed the banks compete for a larger market share and gain quick 

book earning by creating a huge receivable in the balance sheet.   

Since most of the new banks focused on retail banking rather than traditional 

commercial lending, unsecured banking represented for 20 - 40 % of the total revenue.  

Comparing to other secured lending products, such as mortgage or lending on collateral, the 

interest margin would be much lower.  With more than 50 card issuers in the market, 

unsecured product proliferated, and, quickly, banks started to market the financial products 

the same as Fast Moving Consumer Goods (FMCG), like shampoo and soap commodity 

products.   

The cash card was introduced in 1990 by Cosmos Bank.  Before cash cards were 

introduced, the key retail players focused on credits card and unsecured lending products, 

such balance transfer, loan on the card, and cash advance to build up a revolving balance.  

                                                 
 

4 Financial Supervisory Commission 
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Soon after the introduction of cash cards, the market was saturated with different hybrid 

products with different combinations to promote unsecured lending.  With other issues on 

the rise at the same time, the problem did get worse when banks gave out extended or 

multiple credit lines to one individual without reviewing the total credit line assigned within 

one particular bank or among all other lending banks. 

While the banks had enjoyed a lucrative interest income from revolving portfolio at a 

high interest rate, situation finally plummeted with downbeat economic situation, coupled 

with high unemployment rate, low real GDP growth, and decreasing saving rate.  

In October 2005, the banks saw a sharp increase in the non-performing ratio.  And, 

like the outbreak of Severe Acute Respiratory Syndrome(SARS), credit crunched with 

massive write off, as media agitated its way to the public.    

 

1.2.  Literature Review and Objectives 

The literature on exploring the causes of the credit card and cash card crisis are very 

limited.   Most of the literature and published thesis on credit card focus on risk 

management, relationship marketing, and asset backed security.  Lin Jin-Long (2006) 

provided some explanation on the cause of the crisis, and they are (1) policy and 

supervisory governance inefficiency, (2) over-competition, (3) excess of consumer 

spending, and (4) market overflowed with consignment agencies.  In Hsu Su-Fang’s 
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article (2006), she claimed (1) liquidity surplus, (2) over-competition, (3) asymmetric 

information, (4) moral hazard, and (5) excess of consumer spending are the causes of the 

credit card and cash card crisis. 

In comparing to the existing literature, this thesis provides a comprehensive account 

on the development of credit cards and cash cards in Taiwan, covering the payment history, 

liberalization of the banking sector, and the economic trend, coupled with a regression 

analysis of its relationship to over-banking, over-lending, and economic downturn.   




