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4.  Over-Lending and Proliferation of Unsecured Products 
China Trust Investment, later renamed as China Trust Commercial Bank in 1992, 

brought the business model from the United States and issued the first credit card in Taiwan 

back in 1974.14  By 1979, the Taiwan government started a series of financial liberalization 

actions, and plastic payment was part of the financial reform.  The cards in force begin with 

92,000 in 1991 to 45 million in 2005, with a growth rate of 49 times, and the sum of billing 

increased as well, from 37 billion NT dollars in 1991 to 1400 trillion in 2005, with a growth 

rate of 38 times.  From 1991 to 2004, the data has revealed a double-digit growth year on 

year, and there is no sign of slowing down till the burst of the credit crisis in 2005.   

Traditionally, unsecured credit lending uses a 5 P credit model, and 5 P stands for 

people factors, purpose of the borrowing, payment source, protection on loss, and 

perspective for other sources of revenue.15  In the credit card’s underwriting model, it 

depends on the credit scoring system that takes the applicant’s demographic information and 

credit history into review, and it is very different from traditional lending.  Credit card’s 

main function is used as payment tool to pay for daily expense or business expense.  The 

purpose of payment is very clear.  Credit Card issuers would use one scoring system to 

review the applicant and another scoring system to track spending behaviors.   

As the unsecured products proliferated, an aggressive marketing scheme positioned 

credit card and cash card products as fast consumer project goods, like shampoo and soap, or 

other commodity goods.  The market finally got hit when the NPL ratio jacked up the 

financial earnings. 

 

                                                 
 

14 China Trust, https://www.chinatrust.com.tw/cgi-bin/prod/jsp/ch/home/default.jsp 
15 Paul H. Hunn, 1970, 5P Theory. 
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4.1.  Characteristic of Credit Card Issuers (new entrants) 

In comparison to the state owned banks, new banks are lot more aggressive to compete 

for market share in the consumer lending area.  Since corporate lending is saturated, new 

entrant tends to target personal loans, credit cards, automobile loans, and personal banking.  

With so much focus on consumer banking, it does change the business model of banks and 

its requirement of branches and the number of employees.  The latter reason has 

contributed to the growing number of the branch expansion and staff numbers. 

As dated on June 2004, the top 10 credit card issuers out of 54 issuers in Taiwan are: 

Chinatrust Commercial Bank, Taishin International Bank, Cathay United Bank, Union Bank 

of Taiwan, Fubon Commercial Bank, E.Sun Commercial Bank, Ltd., Citibank N.A., AnShin 

Card Services Co., Ltd., and The Chinese Bank.  8 out of 10 are brand new commercial 

banks which entered the market in 1992.  Yet, even with 16 new banks entered in 1992, 

only 9 new banks survived up to date, and one of the top 10 banks in 1994, Chinese Bank (中

華銀行), has fallen out of the game.   

In terms of competition, the new banks are much smaller in scale, and they are able to 

offer competitive pricing or aggressive marketing scheme to attract customers and penetrate 

the market quickly.  For example, Taishin Commercial Bank was the first in 1997 to waive 

the annual charge of 2400 NT dollars for the Platinum Card at that time.  The other players 

immediately follow, and, shortly enough afterwards, the market is virtually a fee free 

market. 

   

4.2.  Chronicle History of the Credit Card Development 

The following is a list of chronicle events over the last 30 odd years of development of 

the plastic payment.  As illustrated in Table 5, in such a short span of history, the credit 

card has bloomed to the peak with various reforms in the infrastructure, policies, and market 
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practice.   The key development such National Credit Card Center, Financial 

Supervisory Commission, and Join Credit Information Center that support the domestic 

credit card infrastructure and policy making are further described in the Appendices, B, C, 

and D. 

 

Table 6  Chronicle History of Credit Card Development 

Date  Major Event(s) 

1974 - China Trust Investment launched the first local currency card. 

1975 - Banker Association of Taipei setup the Joint Credit Information Center 
(JCIC). 

1983 - National Union Card Center (NUCC) was established. 

1988 - NUCC was renamed as National Credit Card Center. 

1991 - 16 new commercial banks were issued licenses. 

1992 - JCIC became a non-profit National Credit bureau. 

1997 - Waiving annual fees became a market practice. 

1999 - Cash Card was introduced to the market. 

2000 - The number of issuers hit the highest record, 54. 

2001 - FHC was introduced and the first phase of financial reform started. 

2003 - The 2nd phase of financial reform started. 

2004 - The Financial Supervisory Commission was set up. 

2005 - Dual cards NPL hit the record high. 

2008 - The Personal Bankruptcy Law was rolled out. 

 

 
4.3.  Credit Card and Its Financial Mechanism 

The concept of using a card for purchases was described in 1887 by Edward Bellamy in 

his utopian novel Looking Backward. Bellamy used the term credit card eleven times in this 
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novel.16 The concept of paying different merchants using the same card was invented in 

1950 by Ralph Schneider and Frank X. McNamara, founders of Diners Club, to consolidate 

multiple cards, and that was followed by Carte Blanche and in 1958 by American Express 

which created a world-wide credit card network.17 It was only until 1974, China Trust 

Commercial Bank, formally called China Trust Investment, issued the first credit card in 

Taiwan.  It is a plastic financial product that links to a customized credit line, and the credit 

line is assigned based on the holder’s income, past credit history, and demographic, social, 

and financial attributes.   

In Taiwan, based on the regulation imposed by the government, the minimum age for 

credit card application is 20 years old, and cannot exceed 75 years old.  The local banks 

tend to have a one credit line policy, which means that only one line is assigned to multiple 

cards.  However, the US issuers are different.  Each credit card has its own credit line, and 

generally banks would have limit on the number of cards that one can have.   

The default interest rate is around 20% for most banks.  Before 2006, only a flat rate 

was used for the entire billing cycle.  But starting in 2006, the Financial Supervisory 

Commission required banks to look into Risk Based Pricing, so as to give customers 

different interest pricing based on their credit behavior and risk default level.  The objective 

is a customized interest rate based on the default cost, operation cost, and funding cost.   

Since most of the banks in Taiwan operate a revolving payment centric model, whereas 

the revenue mostly comes from revolving interest, approximately 60%, and about 30 % of 

revenue comes from the transaction fee, such as the reimbursement rate for issuers, and the 

remaining of 10 % is from fees and cross selling insurance products.  After the credit crisis, 

the transaction fee has increased to 60%, and the income from revolving payment has 

                                                 
 

16 (Chapters 9, 10, 11, 13, 25 and 26) and 3 times (Chapters 4, 8 and 19) in its sequel, Equality 
17 Wakipedia, http://en.wikipedia.org/wiki/Credit_card 
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dropped to 30%.   

In the expenditure centric model, the revenue would consist of roughly 35% from 

annual fee, 45% from transaction fee, and 10% from insurance cross selling, and lastly 10% 

from other miscellaneous charges.  Before the credit crisis, the revolving balance was a key 

indicator in terms of business profitability and scale. 

In the perspective of cost, it includes the cost for funding, operating overhead, rewards, 

services and benefits, and most importantly, cost for the default.  Generally, the default 

accounts for about 30~40% of the total cost.   

In terms of the default cost, it generally refers to the ratio of non-performing loans 

(NPL).  By definition, NPL means when the credit card bill is overdue for 90 days, and the 

ratio generally falls in the range between 1.5% and 2.5%.  However, the ratio was being 

manipulated after the credit crisis to bypass the monitoring of the Financial Supervisory 

Commission.  Therefore, the write-off ratio is a better indicator of the total amount of 

non-performing loans.  The write off ratio to the revolving balance before the credit card 

crisis is around annualized 4~ 5%, but the ratio has increased to over 30 % during the crisis.  

According FSC, the annual credit card write-off was 21 billion NT in 2004, 48 billion in 

2005, 115 billion in 2006, and 63 billion in 200718.   

 
4.4.  Marketing Practices 

Credit cards or cash cards have flourished as they become one of the primary revenue 

sources for banks.  Most of the marketing programs were developed based on The United 

States’ practice, but modified to fit the local practices.   

The acquisition cost per new account typically ranges between 30 - 50 U.S. dollars for 

products that do not charge annual fees, and 50 - 100 U.S. dollars for fee products.  

                                                 
 

18 Financial Supervisory Commission 
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Marketing plan of each product would depend on the net present value of the product 

finance forecasted to derive upfront investment.  A certain percentage of the acquisition 

cost is given to the salesperson as an incentive, and some percentage is given to customers as 

an acquisition incentive or reward.   

 

Table 7 Summery of Acquisition Programs 

Program Name Definition 

Pre-approval Credit cards are given to a pre-selected list that may or may not 

have pre-credit screening with credit bureau. 

Card for card / 

Matching credit line 

If a customer has a card from bank A, bank B may also issue 

him/her a card and match the credit line.   

Companion Card 

Strategy 

A customer may be given multiple cards as companion cards when 

he or she only intends to apply for one product. 

Telemarketing Telemarketing center is hired to make outbound sales calls to 

increase acquisition sales rate. 

Direct Mailing Direct mail communication materials are used with an incentive to 

acquire customers. 

Direct Sales There are two types of direct sales, in-house and third party.  

Sales people are distributed through branches, call centers, or even 

on the street corner to maximize acquisition. 

Purchase Mailing List A mailing list is bought from various commercial companies to 

solicit prospects. 

Consignment agency  This is similar to third party, but generally less qualified customers 

would turn to consignment agency to obtain financial products.  

Their supporting documents are often modified to add the credit 

soundness of the applicants.   
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Figure 4 Credit Cards in Force (CIF) from 1991 to 2007 
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Sources: Disclosed by banks 

 
With aggressive acquisition program, there is a steep rise of credit cards in force as 

illustrated in Figure 5, with the volume doubled in every 3 years.  The total CIF has peaked 

during 2005 at 45 million cards, and drastically declined to 36 million cards in 2007.   

Marketing / Usage Program are designed to promote usage and expenditure over the 

entire customer cycle.  Summery is listed in the table 8. 

Consequently, as result, the billing steadily increased year on year, as illustrated in 

Figure 5.  Since the credit crunch in 2005, the billing has stabilized around 1.4 trillion NT 

dollars.   
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Table 8 Summary of Usage Incentives and Rewards 

Reward Program Definition 

Application Sign-on 

Bonus 

Gift are given to applicants when they sign up the application 

Approval Bonus When the application is approved, a bonus is given.   

Activation Bonus To avoid dormant account or inactive card, an incentive is 

given to customer for activities.   

Reward Accelerator Most credit card programs have a reward program to increase 

loyalty.  With accelerator, multiple rewards are granted 

comparing to the normal earn rate.   

Tier Rebates / Rewards Tier rebate is often used to stimulate higher spending.   

Lucky draw Lucky draw is a popular marketing program in Taiwan.  If the 

last digit on the invoice matches the last figure of the expense, 

a reward is given to encourage share shift of the wallet.   

Spend fee waiver 

program 

Spend fee waiver program is designed to waive the annual fee 

when a customer uses the card.   

 
Figure 5  Credit Cards Billing from 1991 to 2007 

Unit: Millions NTD 
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4.5.  Revolving Balance Acceleration 

Under aggressive marketing schemes and relaxed risk management, the credit card 

payers have two focuses and one is to increase sales and acquisition, while the other is to 

increase revolving balance.  The table 9 gives a summary of the methods to increase 

revolving balance.   

 

Table 9 Summery of Stimulate Revolving Balance 

Method Definitions 

Balance Transfer Balance is transferred from one bank to another with a teaser rate or 

a lower introductory interest rate.  The transferred balance may 

either sit on the unsecured personal lending business or with credit 

card business unit. 

Cash Advance Cash advance is designed to provide cash access under urgent 

situations, for example, you’ve lost your wallet and need cash.  

Cash advance provides a good source of revenue on fees, i.e.  

3.5% handling fee of the amount for each cash withdrawal. 

Loan on the Card 

 

This provides an unsecured loan to the card holder or un-utilized 

credit line as a loan. 

Installment The installment is a way to incur recurring billing.  Interest rates 

are often factored in with rebate from merchants.   

 

The market in Taiwan is highly competitive, comparing to other Asian markets.  

Innovated marketing programs play an important role in the consumer banking history, but 

often financial innovation leads to blind spots for risk control. 
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Figure 6 presents the revolving balance from a credit card portfolio.  The revolving 

balance has steadily dropped after 2005 to 285 trillion NT in 2007.   It also presents a 

drastic decline in profitability that most issuers heavily rely on.    

 

Figure 6  Revolving Balance from 1998 to 2007 

Unit: Millions NTD 
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4.6.  Cash Card 

 
Cosmos Bank was one of the new commercial banks opened in 1992.  As the 

competition in the bank sector becomes fierce over the years, Cosmos introduced the cash 

card in 1999, which was a product originally developed by Japan.  The mechanism for cash 

cards is similar to credit cards.  Each card is linked with a credit line, but the interest rate is 

not compounded like the credit card.  There is a handling fee when cash is withdrawn from 

an automatic teller machine (ATM).  It is similar to pre-approval loan with an ATM card for 

withdraw purpose.   

“George & Marry” was the name of the cash card introduced by Cosmos Bank.  The 
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card does apply to any retail purchase, but it allows the holder ATM access to withdraw cash.  

It is an equivalent to a personal loan that is attached to a plastic card product.  The two main 

differences between cash cards and personal loans are the underwriting process, which 

deviates from traditional lending practice, and cash card are being marketed and distributed 

like a credit card, or other consumer goods, while loan are applied with needed basis. 

 

4.7.  Dual cards Performance Summaries 

As the payment market saturated with consumer finance products, the number of cards 

and the outstanding balance reached its peaks in 2005, and dropped quickly in 2006 and 

2007, as depicted in Table 10 and Table 11. 

Table 10 Credit Cards and Cash Cards - CIF  

Year Number of Credit 
Cards 

Number of Cash 
Cards Total 

2004 44,182,000 3,758,765 47,940,765 
2005 45,493,700 3,271,925 48,765,625 
2006 38,324,000 2,088,006 40,412,006 
2007 36,437,097 1,395,509 37,832,606 

Sources: Disclosed by banks 
 

Card in force (CIF) for credit cards was at its highest in 2005.  For cash cards, the CIF 

has rapidly reduced in 2005, resulting in a lower number comparing to the previous year.   

Table 11 Credit Cards and Cash Cards – Outstanding Balance 

Unit: Million in NTD 
Year Revolving Balance 

from Credit Cards 
Outstanding Balance 
from Cash Cards 

Total 

2004 457,932 241,504 582,866 

2005 494,711 241,504 736,215 
2006 350,430 175,879 526,309 
2007 284,700 124,934 409,634 

Sources: Disclosed by banks 
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Outstanding balance shows a similar trend as it also peaked in 2005, and dropped 

quickly in 2006 and 2007.  As illustrated in Table 12, the write-off from dual cards doubled 

in 2005, and doubled again in 2006.  Though the default showed a sign of slowdown, but 

the amount was still three times higher than year 2004.  The total write-off from late 2005 

to the end of 2007 has exceeded 300 billion NT dollars.  Write-off is a better indicator than 

non-performing ratio, because most ratios are manipulated to meet FSC’s requirement for a 

lower NPL ratio. 

 

Table 12 Credit Cards and Cash Cards – Write-off  

Unite:  Thousands NTD 

Year Write-off from Credit 
Cards 

Write-off from Cash 
Cards Total 

2004 21,435,627 10,637,776 32,073,403 
2005 48,273,282 22,723,371 70,996,653 
2006 115,178,081 47,676,811 162,854,892 
2007 62,746,288 37,959,957 100,706,245 

Sources: Disclosed by banks 
 

 

4.8.    Unsecured Consumer Lending 

The credit crisis incurred by the dual cards, credit card and cash card, has very little to 

do with payment industry, but it is closely linked to unsecured consumer lending.  Most of 

retail banks manage their card business to gain unsecured revolving portfolio.   

Table 13 illustrates the growth in unsecured lending, from its lowest at 7% in 1993 to 

17% in 2005.  Credit card and cash card’s revolving balance take the largest share in 2005 

with 63.5% to the total unsecured lending portfolio.  The growth of the unsecured lending 

presents a critical source of revenue, though it may only account for approximate 10% of 

total unsecured lending. 
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Table 13 Total Consumer Loan vs.  Unsecured Loan 

Unit: Millions NTD 

Yea r

Tota l

Cons ume r

Loa n

Uns e cure d

Cons ume r

Loa n

Othe r

Uns e cure d

Loa n /Tota l

Cons ume r

Loa n

Cre dit Ca rd

Revolving

Ba la nce

Dua l Ca rds

/Tota l

Cons ume r

Loa n

1992 1,528,810     131,431         9% - -
1993 1,742,423     124,268         7% - -

1994 2,177,078     148,607         7% - -

1995 2,559,158     165,307         6% - -

1996 3,022,425     258,981         9% - -

1997 3,598,047     370,185         10% - -

1998 3,873,602     417,886         11% 124,908      3%

1999 4,050,223     444,514         11% 152,768      4%

2000 4,296,486     480,480         11% 205,656      5%

2001 4,270,124     495,968         12% 259,875      6%

2002 4,442,484     527,988         12% 316,328      7%

2003 4,969,421     613,140         12% 399,847      8%

2004 5,861,529     952,118         16% 457,932      8%

2005 6,635,245     1 ,158,772     17% 494,711      7%

2006 6,633,359     884,685         13% 350,430      5%

2007 6,732,450     779,039         12% 284,700      4%  
Source:  Central Bank 

 

 

4.9.  Asset Backed Security – Asset Revitalization 

Like many credit card issuers in the international markets, asset backed security (ABS) 

is a tool used to allow card issuers to diversify their sources of funding, and further reduce 

risks by branching the risk out to investors as security products.  Such risk diversification 

would allow banks to take even more aggressive role in the credit card business.   

Credit card ABS account for a large portion in the ABS market.  The cash flow for a 

pool of credit card receivables consists of finance charges collected, fees, and principals.  

Finance charges collected represents the periodic interest the credit card borrowers charge 
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based on the unpaid balance after the grace period.19 

However, when the ABS flourished the banking industry, banks were not fully 

accounted that the defaults in the ABS would lower the rating of the bank, especially with 

the credit card business has placed under the same legal entity as the bank.  The question on 

whether ABS has diverted the risk from banks to investors is uncertain.  

Product proliferation is highly related to the credit crisis.  Hypothetically, when 

financial product proliferated, innovation in product design, risk management, and 

marketing would drive new growth, but usually disaster quickly follows.   

And, when we look back, the credit card industry would never be the same again.  

Since the consumer credit crisis, the FSC imposes new polices to suppress credit card and 

cash card portfolio, the aims are to reduce consumer finance expansion and suppress further 

damage though tight regulation.   

 

                                                 
 

19 Fabozzi. 2007. Bond Markets, Analysis and Strategies, Pearson Prentice Hall 




