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Abstract 

Supervising the bond market in developing countries is challenging due to the lack of vehicles and 

structures that exist in rich economies. The investors may not cognize the risks in fixed-incomes 

and their impacts, particularly the default risk.  Our study first documents the background and 

causes of the bond fund crisis in Taiwan in 2004 and further evaluates the effectiveness of the 

regulator’s policies that responded the crisis. Using the data during 2006:01–2013:12, the findings 

that the quoted term structure of yield to maturities provides accurate corporate bond pricing 

confirm the feasibility of the new regulations. However, some observations show that volatile 

forward rates cause negative spreads and implausible survival probability curves. We discuss the 

findings and provide suggestions for further research.  
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I. Introduction 

Previous researches on financial crisis pay little attention on the relation between 

mispricing of the fixed-income and its market supervision. Managing the bond markets in 

developing countries is challenging since most of the tools and systems existing in rich economies 

are not available in emerging markets. Participants and policy makers, in general, also have 

different behavior patterns from those in developed countries and, sometimes, a misunderstanding 
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