Taiwan’s

First Financial Storm-
The 10™ Credit Cooperative

of Taipei Scandal’




The history of the
10" Credit Cooperative

he Credit Association of Taipei was found-
Ted by Taiwan' s Japanese colonial gov-
ernment in September 1911. After World War
Two, the Taiwan government took over the
institute and renamed it the 10" Credit Coop-
erative of Taipei (10" cCT, ZtHHEHE1EL).
At its height, the institution had 18 service
locations, 100,000 members, and NT$17
billion in savings (US$60 million), an amount
equivalent at that time to around 6% of the
total amount deposited in Taiwan’ s 75

credit cooperatives. The reserves of the 10"

CCT, Taiwan’ s largest credit coopera-

tive in the 1980s, were an irresistible
honeypot to insiders with big schemes.
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Mr. Cai Wan-Chun (Second son)
"10th Credit Cooperation of Taipei

Mr. Cai Fu-An

Mr. Cai Wan-Lin (third son)
‘Cathay Construction Company
‘Cathay Life Insurance Company

Mr. Cai Wan-Tsai (oldest son)
‘Cathay Century Insurance Company
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The Background

of the Credit Cooperative

aiwan’ s credit cooperatives are
Tgoverned under the 1934 Coopera-
tive Law, which defines cooperatives as
a multi-member legal person. Members
join a credit cooperative by depositing
membership fees and then enjoy the
right to vote for representatives and to
take out loans. Credit cooperatives were
envisioned as mutual aid networks that
would improve the lives of all members,

with credit reserves made available to
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members in order to provide relief during
periods of short-term financial difficulty.
However, in practice, credit cooperatives
have operated little differently from tra-
ditional banking institutions. Thus, these
de-facto banks, controlled by a minority of
their membership instead of profession-
al managers, unregulated by bank laws,
and sitting on large cash reserves have
occasionally devolved into ticking financial

time bombs.



Photo from Apple daily

The Rise

of Cathay Conglomerate

r. Cai Wan-Chun (8% ), son of Cai
IVI Fu-An (¥ & %), a lifelong farmer,
founded Cathay Conglomerate (EIZ&£R ),
a business organization with a diverse
portfolio including Cathay Century Insur-
ance Company (B&RE¥RIEAH ), Cathay
Life Insurance Company (BZRAFREAF ),
Cathay Construction Company ( EZRERA
& ), International Marine Transportation
Corporation (EIf#8EA& ), Cathay Plastic
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Company ( EIZ%=2RBAE] ), Cathay Securities
Investment Trust Company (BEZR{EFERR ),
Cathay Advertisement Company (BlZ& 22
E% ), and Cathay Petroleum Company ( E
ROHEERATF ).



Mr. Cai Chen-Zhou

|l |
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Wan-Chun was appointed deputy chief of
Taipei City’ s central district after World
War Two and then, in 1957, was elected
Board Chairman of the 10" CCT. He built
up a personal fortune by using the coop-
erative’ s funds to invest in real estate.
Looking to replenish the 10™ CCT s
reserves, he launched the “open an ac-
count with a dollar” campaign in 1960.
This campaign was so successful that de-
posits topped NT$100 million within a few
months, making the 10" CCT the largest

of Taiwan s 75 credit cooperatives.
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Wan-Chun’ s younger brother, Cai Wan-
lin (% & %), took over as Board Chair,
serving until 1979. When Wan-Chun died
in 1979, Cathay Conglomerate was split
among his brothers, and Wan-Chun’ s
son, Cai Chen-Zhou (=Ml ) was appoint-
ed 10" CCT Board Chairman that same
year. At this point, the Cai family had con-
trolled the credit cooperative for over 20
years. During that time, the Cai clan had
used credit funds not only to fund Cathay
Conglomerate’ s expansion but also to

fund other Cai family projects and needs.



Cai Chen-Zhou
and the “13-Brother Group’

Legislative Yuan

hen-Zhou was a businessman with an interest
Cin politics. In pursuit of the latter, he struck up
a friendship, via Lieutenant General Xiao Zheng-
Zhi (#Bz ), with General Wang-Sheng (E£# ), one
of Taiwan' s most powerful generals at the time.
Wang-Sheng arranged Chen-Zhou' s admission
to the then-ruling party, the KMT (B E £ ), after
which he ran as a candidate in the supplementary
Legislative election in 1982. Chen-Zhou won the
election and formed the “13-Brother Group” in
the Legislative Yuan (LY).
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Mr. Cai Chen-Zhou (1985 )

Members of this group included the so-
called four “King Kongs™ , Liu Song-Fan ,
Wang Jin-Pin, Xie Sheng-Fu , and Xiao Rui-
Zheng , who together wielded definitive in-
fluence at the time over Taiwan" s highest
legislative body. Chen-Zhou and his group
cultivated close and mutually beneficial
ties with government officials. Two key is-
sues pushed by this group were the lifting
of term restrictions on credit cooperative
directors and the allowing of trust compa-
nies to run banks. Their ultimate aim was
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to gain broader control over financial
resources for personal benefit. Mean-
while, Chen-Zhou continued to take
advantage of his board chairmanship
at the 10" CCT, loaning credit funds for

his personal real estate investments.



1985:

The Financial Scandal Breaks

s a membership-based cooperative,
Aonly members of the 10" CCT could
be approved for loans. Chen-Zhou thus
arranged friends and Cathay Conglom-
erate employees to sign up as members
and then took out loans in their names.
Moreover, he used worthless properties
as collateral to take out high-value per-
sonal loans from the 10" CCT. By the end
of 1982, the value of outstanding 10"
CCT loans had climbed to NT$23.2 billion
(US$77 million).

In 1983, the Ministry of Finance (MOF)
uncovered unusual loans made by the
10™ CCT during a regular financial audit.
The ministry issued a warning and as-
signed MOF officials to monitor the coop-
erative from the inside. In 1984, these
officials discovered that reserve cash
levels were below the required minimum
and the MOF ordered the 10" CCT to take
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corrective action. However, the order
was ignored. In January 1985, the
discovery of illegal loan activities
at the cooperative led the Central
Bank to announce that it would
soon launch a formal investigation.
Chen-Zhou, with his government in-
sider status, was leaked information
about the coming investigation. In
response, he accelerated the pro-
cess of loaning 10" CCT funds to
Cathay Plastic Company, emptying
the cooperative’ s coffers within
a month through loans totaling
NT$3.8 billion (US$130 million).



Cathay
Plastic Company ( 1986 )

Photo from January 28,1986 National Central Library

On February 9”‘, 1985, the MOF discov-
ered that the cooperative had loaned out
102% of its deposits -- NT$15.4 billion
(US$513 million) lent with only NT$15.1
billion (US$503 million) in total deposit
value. With no hope of ever balancing
its books, the MOF ordered the 10" CCT
closed for three business days and asked
the Taiwan Cooperative Bank ( &1E£E ) to

take temporary control.

When news broke of the MOF s findings,
10" CCT depositors rushed to withdraw
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their savings. On February 10", depositors
withdrew NT$31.5 billion (US$105 mil-
lion), decimating the cooperative’ s cash
reserves. This is when checks issued by
Cathay Conglomerate subsidiaries (mostly
Cathay Plastic and Ideal Industry) began
bouncing as well. As of February 12",
NT$61.8 billion (US$206 million) had
been withdrawn from the cooperative, trig-
gering MOF' s decision to announce that
the Taiwan Cooperative Bank ( & 1 & & )
would run the 10" CCT indefinitely.
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Mr. Cai Chen-Zhou

THE

INVESTIGATION

On February 10", 1985, MOF’ s Inves-
tigation Bureau (MJIB) began its investi-
gation into the credit scandal and other
illegalities. On February 21%, MJIB initiat-
ed the first arrests, including those of 10"
CCT General Manager Chen Ze-Sheng (B
# 4 ) and Supervisors Lin Yan-Huo ( #k
¥ K)and Li Chao-Lun ( F # f& ). Other
interrogations of 10" CCT directors, super-
visors, managers, and assistant managers
were conducted in the days that followed.
All were intensively interrogated and
some of were detained. Prosecutor Chen
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Cong-Ming ( B B8 BA ) then set his sights
on arresting Chen-Zhou, the main defen-
dant and still a sitting LY Legislator. Chief
Prosecutor Chen Han (F&i# ) negotiated for
the arrest of Chen-Zhou with Legislative
Yuan President Ni Wen-Ya ( {2 X &) and
the members of the 13-Brother Group.
The LY passed a resolution that agreed to
the arrest on March 1%, 1985, making Cai
Chen-Zhou the first incumbent Legislator

in Taiwan history to be arrested.



s -

Photo from February , 1986 K A¥18 T

The investigation turned its focus toward
the bounced checks issued by Cathay
Plastic and ldeal Industry. Ideal Industry
President Xiao Zheng-Zhi (# 2z ) was ar-
rested, interrogated, and later indicted for
violating the Negotiable Instrument Act.
He was soon sentenced and served his

time in jail.

There was a public outcry for a formal in-
vestigation into the connection between

government officials and the illegal loans
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made by the 10" CCT. However, an inves-
tigation would eventually single out only
three employees in the legal affairs office
of Taiwan Cooperative Bank as being re-
sponsible for leaking information to the
10" CCT prior to TCB' s investigations.



THE
INDICTMENT

After 4 months of investigation, Prosecutor
Chen Cong-Ming indicted 84 defendants in-
cluding 10™ CCT President Cai Chen-Zhou,
General Manager Chen Ze-Sheng, Loan De-
partment Manager Yu Zhuang-Yong, Assistant
Loan Department Manager Cai Pei-Yan (%3&
/Z ), Gao Kun-Yu (& E %), Secretary General
Xu Zheng-Fu ( & B X ), and Supervisors Lin
Yan-Huo (# % X ), Li Chao-Lun (Z# &) and
Chen Ju-Wan (% /& 8 ) on June 17", 1985.
Employees at 16 10" CCT branches were
also indicted for accepting loan applications
from nominal members and for accepting in-
sufficient loan guarantees, falsifying property
assessments, and facilitating illegal loans.
Cathay Plastic Company Deputy Managers
Lin Zong-Yuan ( # 3% J& ) and Jiang Chi-Hong
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(LBt ) and Assistant Manager Zheng
Wu-Xiong (EBE % ) were found guilty of
assisting in the scheme by encouraging
employees to become 10" CCT mem-
bers. A total of 234 nominal members
were used to apply for illegal loans to-
taling NT$6.76385 billion (US$225.5
million). Defendants were charged
under the Criminal Law for counterfeit,
embezzlement, infidelity, and business

document forgery.



Mr. Cai Chen-Zhou in the trial
Photo from July 25,1985 CTS

THE
TRIAL

Chen-Zhou pleaded not guilty to the
charges, arguing that he did not provide
false property assessments to the coop-
erative and was not involved in the loan
process. He instead fingered others as
the culprits. Lin Zong-Yuan denied being
involved in false property assessments
and illegal loans. Yu Zhuang-Yong and
Chen Ze-Sheng both argued that they
were simply following the instructions of
Cai Chen-Zhou. Gao Kun-Yu argued that
he had simply followed the instructions of
Yu Zhuang-Yong. Other employees argued
that they had either followed the orders of
their supervisors or had followed proper

loan protocols.
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On December 19", 1985, the Taipei Dis-
trict Court found 31 lower level employees
not guilty and 53 other defendants guilty
either as charged or as partially charged.
Chen-Zhou received a sentence of 12
years incarceration; Lin Zong-Yuan and
Mr. Yu Zhuang-Yong were sentenced to
6 years; Gao Kun-Yu was sentenced to
4 years; and Jiang Chi-Hong received 3
years. Other defendants were sentenced
to between 6 months and 2 years’ incar-

ceration.



Mr. Cai Chen-Zhou
in the district court

December 19,1985 TTV‘V
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Both the defendants and the
prosecution appealed to the Tai-
wan High Court. After a 10-month
trial, the High Court revised and
overruled a number of the ap-
peals, with their announcement
made on October 3", 1986. Chen-
Zhou was still sentenced to 12
years’ incarceration, but was
found not guilty of embezzlement.
Lin Zong-Yuan was sentenced
to 6 years, and Yu Zhuang-Yong
was sentenced to 5 years. Other
defendants were sentenced to
prison terms between 6 months

and 3 years and 6 months.
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The court judgments



Mr. Xu Li-De

Mr. Jiang Ten-Shi

AR
Mr. Lu Run-Kang

Photo from

The upper right : CNA

The lower left : The History of Ministry of Finance

The upper left : China Times

The lower right : Government Information Office, Executive Yuan
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THE
CONSEQUENCES

This financial scandal caused Minister of Finance Lu Run-Kang, Minis-
ter of Economic Affairs Xu Li-De, KMT Secretary General Jiang Ten-Shi,
and KMT Taipei Branch Chairman Guan Zhong to resign soon after-

ward.

Bank of Communications ( 32i&#817 ) Managing Director and former Vice
Premier of the Executive Yuan Yu Jing-Tang suffered a stroke while de-
riding the 10" CC' at a managing directors’ meeting and passed away

soon after’.

’See http://old.ltn.com.tw/2003/new/aug/13/today-01.htm
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Cathay IJ_lospitaI
Photo fram July 23, 2016 Solemon203 . Wiki

Cathay Plastic, Cathay Construction,
and Cathay Life Insurance were swept
up in the the scandal and were the
subjects of citizen-led boycotts and pro-
tests for many years afterward. Cathay
Construction later filed for bankruptcy
and was put up for auction. Cathay
Conglomerate financially suffered in
the scandal and sold off important

properties to raise needed cash.

Cai Chen-Zhou was diagnosed with
cancer during detention and died on
May 14", 1987 before finishing his jail
term. He passed away in Cathay Hospi-
tal (BlZ= & Bt ), a Cathay Conglomerate
subsidiary, leading to rumors that he
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had faked his death in order to escape

justice.

In April 1985, The MOF promulgated
the Deposit Insurance Act and, in Sep-
tember 1985, the MOF and the Central
Bank funded and founded the Central
Deposit Insurance Corporation ( 7 & 77

IR AT ).



Taiwan Cooperative The Central Deposit The Central Bank
Bank Insurance Corporation
26 1

Credit Cooperation 47

Farmers Associations 248 &5 2,
Fishermen Associations 18 7 0]
Local bank 0 3 13
Commercial bank ¢} 3 5
Trust investment company (0} 6 2
Foreign banks 0 [0} 36
Bills Finance Corporation 0 (0] 2

Chart by editors

After this scandal, the MOF proposed a
new financial monitoring system, adding
deposit insurance, and separating finan-
cial oversight work among four groups.
Taiwan Cooperative Bank took charge of
overseeing 47 credit cooperatives and
the loan departments of 248 Farmers
Associations and 18 Fishermen Associ-
ations. The Central Deposit Insurance
Corporation ( PRERRAF ) took charge
of overseeing 3 local banks, 3 commercial
banks, 6 trust investment companies, 26
credit cooperatives, and the loan depart-
ments of 35 Farmers Associations and
7 Fishermen Associations. The Central
Bank ( 5R4T ), under MOF authorization,
took charge of overseeing 13 local banks,
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5 commercial banks, 36 foreign banks,
2 trust investment companies, 2 bills fi-
nance corporations, 1 credit cooperative,
and the loan departments of 2 Farmers
Associations.

The 10" Credit Cooperative scandal was
Taiwan' s first financial storm and the
first domino to fall in the series of finan-
cial scandals that erupted over the subse-
quent three decades.
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Chen Cong-Min
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At the beginning of the investigation,
our office had targeted potential
defendants to deputy managers and
their superintendents of the 10" Credit
Cooperation. To my recollection,
Defendant Cai was a legislator at
the time and many other legislators
obtained fund from the 10™ Credit
through Cai’s help. In time, he formed
a “13-Brother Group” in the Legislative
Yuan. Pursuant to the Cooperation
Law, the credit needs to prepare a
certain percentage fund as reserve
fund to stabilize the bank. However,

Defendant Cai used the reserve fund as

his pocket money. The way he avoided
financial examination was to bribe the
examination personnel as to put the
money back before examination. Those
who received bribes were indicted

later.

sought help from Minister Lu Run-
Kang of the Ministry of Finance
and General Manager Chen of the
Cooperative Bank. Minister Lu
therefore called out to Mr. Cai WanLin,
Defendant Cai’s relative, for help.
Unfortunately, under Lu’s warning,

Mr. Cai WanLin refused to help for
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the reason that the Cai family has
spitted up the family properties and
Defendant Cai had had his share. As
a consequence, Cathy Construction
Company and Cathy Life Insurance
Company, which not belonged to
Defendant Cai, were also protested by
raged people. Cathy Construction was

influenced and went bankrupt later.

On February 17, 1985, Chief Prosecutor
Chen Han directed me to check out
situations in Cathy Plastic Company.
When I arrived at the company, I was
accommodated by its general manager.
I asked him if the company can solve
the problem of checks bouncing,
he replied that Defendant Cai was

working on it.

On February 21, the first groups of

defendants were sent in the Prosecutors
Office by MJIB. After interrogating
those defendants, I decided to detain
them. Later on February 26, I decided
to push the investigation further and
to arrest the main defendant, Cai.
Later on March 1, the Legislative Yuan
had a meeting and agreed on arresting
Cai.

figure, I decided to interrogate him in

For he was a sensitive political

secret. I arrested him in his residence
and took him to the then dormitory
of the office (now the kindergarten
of MOJ). After Cai was detained, the

news was then disclosed to the press.
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