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Currency-risk Capital Requirements on Bond ETFs


Taiwan’s FSC plans to impose extra currency-risk capital charge of 6.1% on the
bond ETFs



It will prompt Taiwan’s life insurers to raise their hedging ratios, imposing
downward pressure on USD/TWD DF and NDF points in the months ahead



We also keep a close watch on the US-China trade talks as a concrete progress
could sustain renewed equity inflows and then prop up the TWD with USD/TWD
DF and NDF points falling at a faster pace and with a flattening trend

Asia Overview - EM Asian currencies were mixed versus the dollar during
Tuesday’s Asian session. The SGD edged down, while the JPY fell 0.3% amid a 9
bp surge in the 10Y UST yield.
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The CNY and CNH rallied slightly. The dollar/yuan is likely to break below the 7.1
level, remaining susceptible to the US-China trade talks. China’s CPI rose 2.8% yoy
in August, unchanged from the previous month’s rate. Meanwhile, the nation’s PPI
deflation deepened last month, signaling a worsening economic slowdown. The
KRW pared its early gains and dipped somewhat. USD/KRW is likely to consolidate
and then slide further towards 1,180. North Korea fired two short-range projectiles
into its eastern seas in the early morning on Tuesday, shortly after saying it will be
willing to resume denuclearization talks with the US in late September. The TWD
rallied 0.1% amid equity inflows. USD/TWD is likely to fall below 31.2.
India’s onshore FX markets will reopen Wednesday after a public holiday. USD/INR
is likely to head for 70 on hopes for portfolio inflows in the medium term. The RBI is
working on putting in place a formal mechanism to assess the adequacy of its forex
reserves. India’s finance minister Nirmala Sitharaman said on Tuesday that the
government will soon come out with decisions for the realty sector. The IDR declined
0.1%. However, USD/IDR could test the 14,000 level before long. Indonesia’s trade
minister Enggartiasto Lukita said in a statement on Monday evening that global trade
tensions could derail the RCEP agreement if a deal is not struck by November. The
MYR gained 0.2%. USD/MYR will likely reach 4.15 and then head for 4.10. The PHP
declined 0.2% Tuesday, with USD/PHP likely to fluctuate around 52.0 for now.
Philippines reported a wider trade deficit of USD 3.39bn in July, although exports
rose a higher-than-expected 3.5% yoy. The THB inched up. USD/THB will trade in a
range of 30.5-31.0, with risks of breaching the lower bound. Thailand’s finance
minister Uttama Savanayana told reporters after the weekly Cabinet meeting that
the value-added tax rate will be kept at 7% for the fiscal-year starting 1 October.
Most regional equity indices resided in the red on Tuesday. China’s SHCOMP index
slid 0.12% despite USD 334.3mn of equity inflows. However, South Korea’s KOSPI
index advanced 0.62%. In the meantime, Taiwan’s TWSE index dropped 0.44%
although global funds added to their holdings in local main board shares by USD
72.8mn on Tuesday. Malaysia’s KLCI index and Thailand’s SET index closed down
0.54% and 0.32% respectively. Indonesia’s JCI index ended 0.17% higher in spite of
USD 13.2mn of equity outflows.
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Taiwan • It was widely reported that Taiwan’s financial regulator, the Financial
Supervisory Commission (FSC), plans to impose an extra currency-risk capital
charge of 6.1% on the bond ETFs denominated in the TWD but tracking foreign
assets such as US corporate bonds.
In our view, the move is aimed at curbing Taiwanese life insurers’ heavy positions in
the bond ETFs that surged to TWD 900.3bn as at end-July, accounting for 96% of
the total. The existing rules allow local lifers to allocate up to 10% of their total capital
of TWD 25.5tn (i.e. TWD 2.55tn) in ETF products, suggesting there is still room for
them to buy more bond ETFs.

Source: Taiwan Insurance Institute & Scotiabank FICC Strategy

1

GLOBAL FX STRATEGY | ASIAN FX UPDATE
Wednesday, September 11, 2019

As the total amount of debt with yields below zero is now standing at around USD 15.3tn around the world, despite recent rises in the
bond yields, Taiwan’s life insurers are expected to keep purchasing bond ETFs for higher returns. In the meantime, the planned
extra capital requirements for currency risk will prompt local lifers to raise their hedging ratios, which will impose downward
pressure on USD/TWD DF and NDF points in the months ahead.
In our view, risk-on sentiment is likely to continue during the rest of September on hopes for the US-China Washington talks
achieving a breakthrough.



South China Morning Post reported late Tuesday that "China is expected to agree to buy more American agricultural products in hopes of a
better trade deal with the US as the two nations prepare for a meeting between their top negotiators next month."



A source familiar with the situation told the HK-based newspaper that working-level officials were discussing the text of a deal on the basis of
a draft the two sides negotiated in April and the text would be reviewed when Chinese Vice-Premier Liu He met US Trade Representative
Robert Lighthizer and Treasury Secretary Steven Mnuchin in Washington in early October.



According to the report, China could also offer more market access, better protection for intellectual property and to cut excess industrial
capacity, but would be more reluctant to compromise on subsidies, industrial policy and reform of state-owned enterprises.



China’s FX regulator, the State Administration of Foreign Exchange (SAFE), said in a statement on Tuesday afternoon that the nation
removes investment quota limit for QFII and RQFII to further open up its financial market.

We also keep a close watch on the US-China trade talks as a concrete progress could sustain the renewed equity inflows
throughout the remainder of the month, and then prop up the TWD with USD/TWD DF and NDF points falling at a faster pace
and with a flattening trend.
We would like to sell USD/TWD at 31.2 now, with a target of 31.0 and a stop of 31.3.
USD/TWD NDF Curve

Source: Bloomberg & Scotiabank FICC Strategy

USD/TWD vs USD/CNH

Source: Bloomberg, TWSE & Scotiabank FICC Strategy

USD/TWD vs. Taiwan Equity Portfolio Flows (+,
Inflows)
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