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January FHC earnings grew on investment & fee income       

..    
 
 
 
 
  

Event   

Excluding Shin Kong FHC (2888 TT, NT$8.33, NR), which booked a loss of NT$2.2bn, the 
aggregate earnings of fourteen FHCs in Taiwan grew 130% YoY and 894% MoM in 
January, with insurance-centric FHCs pulling off 423% YoY profit growth, outstripping 
bank- and brokerage-centric peers’ 51% and 169% growth. We attribute the 
outperformance of insurance-centric FHCs to forex gains from 1.8% depreciation of the 
NT dollar, and realized capital gains from both stocks and bonds. Bank-centric FHCs 
benefitted from forex swap gains, along with rebounding investment income in January, 
one-off fee income from large syndicated loans, robust sales of financial products, which 
shored up fee income, and lower provisions. Brokerage-centric FHCs recognized 
increased fee income, as the daily turnover of the Taiex soared 57% YoY to NT$384.8bn 
in January, with their investment positions also incurring valuation gains. 

Analysis 

Bank-centric FHCs — Growing fee income & reduced bad loan provisions offset the 
impact of declining forex swap gains. CTBC FHC (2891 TT, NT$28.40, OP) reported a 
preliminary net profit of NT$8.8bn in January, up 251% YoY and 705% MoM, achieving 
15% of our full-year forecast. CTBC Bank saw January earnings rise 31% YoY and 56% 
MoM, as fee income increased on growing contributions from the syndicated loan, 
wealth management and credit card businesses. Meanwhile, investment income also 
rebounded on capital gains from bond disposals and valuation gains from other financial 
instruments. Taiwan Life posted January earnings of NT$4.17bn, turning profitable both 
on a MoM and YoY basis, thanks to increased forex gains, capital gains from stock 
investments, and valuation gains. Mega FHC (2886 TT, NT$37.8, N) and First FHC (2892 
TT, NT$26.75, N) registered 2.7% and 16% YoY growth in January earnings, owing to 
higher fee income from wealth management and syndicated loans, which, alongside 
reduced bad loan provisions, offset the impact of a MoM decline in forex swap gains. 

Insurance-centric FHCs — Riding capital gains & reduced forex losses. Fubon FHC’s (2881 
TT, NT$65.30, OP) January earnings rebounded to NT$14.07bn, up 131% YoY and 
achieving 15% of our full-year forecast, as Fubon Life reported January profits of 
NT$9.08bn, up 553% YoY, on realized capital gains from stock and fund investments 
which increased by NT$8.1bn MoM to NT$13.5bn, and 1.8% depreciation of the NT 
dollar, which shaved hedging costs by NT$4.8bn MoM. Taipei Fubon Bank delivered 
January net profits of NT$3.49bn, up 14% YoY, on increased interest and fee income, up 
by a respective 12% and 73% YoY. Fubon Insurance contributed a net profit of NT$540mn, 
while Fubon Securities posted 37% earnings growth YoY. Cathay FHC (2882 TT, NT$44.5, 
OP) reported January net profits of NT$9.41bn, up 444% YoY, achieving 12% of our 2024F 
estimate, as Cathay Life turned profitable MoM and YoY, with earnings of NT$4.72bn, on 
realized capital gains, increased recurring income, and lower hedging costs, with forex 
reserves increased NT$1.5bn MoM. Cathay United Bank saw January net profit rise 36% 
YoY to a monthly high of NT$3.97bn, as, boosted by wealth management and credit card 
businesses, fee income jumped 40% YoY, and investment income rebounded. 

Stocks for Action 

The US Federal Reserve released a hawkish statement after the January FOMC meeting. 
At the same time, YoY US CPI growth turned out to be higher than expected, and thus the 
market expects the Fed to postpone the first rate cut of 25bps to 2Q24F. So far, the Taiex, 
S&P 500 and US Dollar indices have remained in an uptrend since January, and we think 
this will keep insurers’ forex gains and valuations of stock investments afloat. With the 
US 10-year Treasury yield rebounding to 4.1-4.4%, we think insurers and banks will 
continue to expand their overseas bond positions. As the average cost of currency swaps 
has retreated to 4.23% since the beginning of 1Q24, we estimate banks’ FX swap income 
will narrow in coming quarters, although the cost of currency swaps could stay well above 
4% in 1Q24F. Coupled with realization of bond investment gains and growing demand for 
loans, we believe banks’ NIMs will narrow slightly or stay flat QoQ in 1Q24F. As a potential 
rate cut by the US Fed in 2024F will be favorable to life insurers, banks’ stocks, bond 
investment valuations, recurring hedging costs with currency swaps, wealth 
management fee income and brokerages’ operations. Within the financial sector, we 
prefer banks, brokerages and life insurers over leasing firms. Our top picks are CTBC FHC, 
Yuanta FHC (2885 TT, NT$27, OP), Cathay FHC, and Fubon FHC. 

Risks 

Weakening global financial markets; high credit costs for banks. 
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