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ABSTRACT
Pyramidal Structure and Family Business Control:
The Case Studies on Singapore Banks
PAN XINYUN
Dept. of Area Studies
The Graduate School
Yonsei University

This thesis aims to analyze the relation between the investment preference of banks within a
pyramid and its expected strategy of investment and the influence of this relation on the
performance of the family controlled business groups where the banks belonged to. This study
argues that the consistency between investment preference and expected strategy of the bank
within pyramid can impact on the performance of the business group positively. Thus this can
help to create an effective and efficiency internal capital market to provide necessary fund for
firms in the group and insulate the entire business group from risks and dangerous from
undesirable challenges and crisis.
Previous researches on pyramidal structure and family controlled business suggests that good
investment is concentrated in upper-tier banks and lower-tier or bottom tier banks are more
likely to be assigned with risky investment. However, when it comes to real investment
preference of subsidiary bank in each business group, it is not always consist with the expected
strategy. With this in mind, the thesis looks into the cases of family controlled finance groups in
Singapore, then classified banks to different tires of the pyramid. The first stage is background
which covers gives a brief introduction of the cases and describes ownership data. The second
stage is to present firm-level analysis of each group as well as how performance differs between
them. Then, the final stage gives a more detail analysis about the determinants of banks
investment preference and also generates the conclusion and reveals the limitations.
All of the cases in this study have similar ownership structure in terms of cash flow and voting
rights. The comparative study suggests that the investment strategies and performance is not
always match with the locations of banks in a pyramid. Then, it argues that if the bank/finance
company engaged in improper risky investment run counter to its location within pyramid, the
whole family group could be affected negatively.

Key words : Business Group, Family Business, Pyramid, Bank, Firm Performance

Chapter I
An Overview
The ultimate owners of some business groups organized by pyramidal structure are empowered
to control more subsidiaries with lower cash flow requirements, because pyramid structure
helps to create an internal capital market that provides more convenient options for capital
transferring and management. The government and business groups in Singapore control lots of
firms with a group based on pyramidal structure. Therefore, why firms in Singapore choose the
pyramid as the way to organize their empire? And how does the pyramid influence the
performance of each firm within the group and the entire group as whole? This study
investigates the relationship between pyramidal structure and firm performance and focus on
the case of family business groups in Singapore.
Asian businesses are well known for strong family traditions and family responsibilities that
pass from one generation to another as well as family values and wealth. The impressive growth
of Asian economies from the 1970s to 1990s has invoked many researchers devoted into studies
linked to the successful cases and competitive advantages of Japanese keiretsu, Korean chaebol,
and overseas Chinese business. Meanwhile, Family businesses play a dominant role on
In addition, a large number of firms supervised by familycontrolled businesses are publicly listed firms. It is estimated that family businesses represent
an estimated 80 % of all enterprises in Asia (UOB news release, 2012). Their contribution to
Asian economic growth is highly recognized and the ways of their management have been
widely promoted. However, after the Asian economic crisis and the overwhelming slowdown,
an increasing number of economic experts, consultants, IMF economists, and government
policy-makers have been preoccupied with the drawbacks of family businesses management.
They asserted that family-controlled and managed businesses will have much difficulty in
staying competitive with the approaching of the new era of global economy.
In this respect, business families realized that training and innovation are extreme important in
ensuring success of the next generation. Education and training have always been the priority
on the agenda and it is interesting to notice that increasing numbers of business families today
are depending on professionals from outside of the families in management roles or consulting
non-family advisors in helping with the transition to the next generation. According to recent
researches of business, attempts to identify the basis of familyadvantage have been undergoing new changes and debates. This study investigates the familyve advantage by taking a look of their pyramidal structure.

According to the research of Almeida and Wolfenzon (2006a), the controlling family selects
pyramids to minimize the deviation between cash flow and voting rights. When setting up new
firms that require high and risky investment while generate low

security

profits, the

controlling family prefers to put them at lower tier of the pyramid. On the other hand, when the
family is expecting the new firms to generate a higher return with lower risk, they set them up
at the upper tier of the pyramidal structure. This indicates that the success of new firms is
related to their locations in the pyramid (Morck and Nakamura, 2004; Yupana, 2012). Instead
of focusing on single firm s performance, this study suggests that the high or low performance
of the entire group is related

investment decision according to their locations in

pyramid.
Why Singapore Family Business?
When it comes to the case study of family business, Europe and United States are the most
preferred candidates for researchers. Even though some scholars are willing to turn their eyes
toward the east, their attentions are captured by the miracle achieved in Japan, Korea, or
Taiwan where they see more identical cultural and political factors than in other areas. As a
sovereign city-state and island country in Southeast Asian, Singapore is regular guest in diverse
family business related researches and local institutions are also taking great efforts to promote
the revolution and innovation in family business. In this study, Singapore family-controlled
firms are chosen as the case because they share the similar characters as their counterparts in
other places and also they demonstrate their own peculiarities which are worth to research.
First of all, family business is a key pillar of Singapore economy. Being made up of small and
medium companies, they employ 7 out of every 10 workers and contribute over large amount of
national gross domestic product. Other than employment, family businesses also make
important contributions to innovation and creativity. However, family enterprises are facing a
typical set of upcoming challenges at the same time. The profiles of the family businesses
surveyed (KPMG-Singapore 2011-2012) suggest that a majority of family businesses are big
enough to have professional and formal governance structures in place. More than half have
annual turnover in excess of SGD20 million. How a family business deals with challenges in
the new era can determine not only the success or failure of itself but also the future of the
country as whole.
Furthermore, since its independency in the 1960s following the end of the British colonial
period, and under the leadership of the charismatic Lee Kuan Yew, instead of 'leaving the

people at rest' as institutional theory might predict, Singapore initially developed export
oriented economy following the attraction of multi-national companies (Deyo 1991; Pang 1982).
However, the 1985 economic recession led to a revolution of government policy that emphasis
on local entrepreneurs as the engine of growth. Since then the government has introduced a
range of initiatives in order to help local companies improve their technological capabilities and
break their ways into international markets, and opened up new opportunities for local
businesses to benefit from the privatization of state-owned corporations. To summary, the
Singapore government and other various players within this state are conscious agents who are
capable of making choices about economic policies in the light of alternative development
models.
Listed Family Firms in Singapore
A city-state placed in the heart of Asia filling with enchantment, Singapore is an attractive
destination for global investors by providing unparalleled access to all kinds of business
opportunities and

advanced business infrastructure, global

connectedness and trade links help investors to access the booming Asian markets, one of the
-growing areas, within a

range. As a triple-A rated

economy with high potential of growth, Singapore continues to be a charming and stable
location for business expansion and for investments.
According to the broadest definition of family business, which refers to the firms where
controlling family or the family members are present among the 20 largest shareholders or
serve as board members, 421 firms, or 60.8% out of 692 SGX-listed firms covered in the study
of CGIO 2013 are family firms. While, if a more limitations were set on the ownership of the
firm. Some Family firms would be moved to the category of non-family firms when family
ownership is lower than 5%. In other words, they only focus on those firms where family
holding is no less than 5%. Therefore, the report showed that 352 firms or 51.4% of all the 685
SGX-listed firms are still qualified as family firms. Lastly, the narrowest definition is applied
and this strictest one ask for both of family ownership and family leadership. Researchers from
The highest possible rating assigned to the bonds of an issuer by credit rating agencies. An issuer that is rated AAA
has an exceptional degree of creditworthiness and can easily meet its financial commitments. Ratings agencies such
as Standard & Poor's and Fitch Ratings use the AAA nomenclature to indicate the highest credit quality, while
Moody's uses Aaa.
The Centre for Governance, Institutions and Organisations (CGIO) was set up to spearhead efforts to generate the
intellectual leadership and practical relevance of the "Asian model of governance "to business communities and
governments in this region. One of the principal objectives of this research center would be to conduct high-quality
academic research in the areas of corporate governance, institutions and organisations, focusing on Asian countries.

CGIO only consider those firms where family members occupy the CEO or Chairman positions
and where family members possess at least 5% of the shares in their researches. Thus, the study
showed that among the 685 SGX-listed firms, there are still 301 firms, or 43.5% of the total fall
into the category of family firms. To concluded, no matter which definition

is being based on,

it is safe to say that family firms are critical to Singapore economy development. The high
proportion of family firms within the publicly-listed companies at the SGX illustrates the
population and success of Asian family firms and their outstanding performance directly rebut
the statement that family firms only can survive as small ones.
When it comes to the distribution of family firms, significant differences amongst the different
industries are identified. There are fewer family firms in industries such as financial services,
transport, communications and etc. Yet, family business has a majority share within industries
such as construction; hotels and restaurants; properties; and manufacturing. One significant
advantage of family firms is that they are more likely to focus on long-term benefits since
families usually wish that the business stays under control of the family for multiple
generations. It is noticed that family businesses listed on the SGX normally possess longer
history (21.2 years) than non-family firms do by about two years. Besides, family firms perform
significantly better than non-family firms according to the measurement in CGIO report. Family
firms recorded an average ROA of 3.7% while that of non-family firms was 0.9%.
Ownership of SGX-listed firms is averagely highly concentrated and the level is even higher in
family firms. Moreover, compare to their peers, Family firms have more individual owners. On
average, 65.9% stake is in the hand of the top five shareholders of family firms. In turn, family
members hold approximately 38.3% of these shares through individual or holding companies.
This indicates that the level of decentralization of ownership in SGX-listed family firms is not
as high as speculated. Firms where founders are more actively engage in daily operating tend to
be owned through more individual stakes compared to those where founders are no longer on
the board.
If we turn to the ownership structure of public firms to see who owns family firms, it is easy to
find that ownership structure in Singapore is highly concentrated in few hands, both for family
firms and non-family ones. In addition, CGIO s research reveals that the top five owners of a
firm control an average stake up to 62.7 % in non-family firms and 65.9 % in family firms. This
indicates that the five largest shareholders control more than 50 %of votes and the firm as well.
however, within legal limits, minority shareholder approval are required for certain decisions.

See the definition of family business in Chapter II.

In summary, pubic traded family firms in Singapore exert great influence in most industries and
display better performance than their non-family counterparts. The family brings continuity and
commitment to the business, which leads to success in long term. SGX-listed family firms
demonstrate concentrated ownership and a high level of control over the business by family
members in the form of holding many of the leading executive positions on the board. However,
most of these family firms listed on SGX actually are in their early stage where founders are
still present.
The importance of Finance Industry in Singapore
As one of the most famous international financial centre in Asia, Singapore offers financial
institutions worldwide and international companies a business environment that is costcompetitive companied by effective regulation and sound law system, excellent infrastructure
and a highly skilled group of finance professionals. In addition, Singapore is strategically
located in a region where full of opportunities and potentials. Now, Singapore is the home for
over 200 banks, most of which have chosen to base their operational headquarters here as well
so as to service their group activities within this area. With a total asset size of nearly US$2
trillion until December 2013, the banking industry in Singapore has been critical to the nation s
role in financing local and regional growth, for instance, especially in facilitating trade,
corporate finance and the building of infrastructure.
Since Singapore achieved independence from Malaysia in 1965, its scant domestic market and
limited natural resources was in urgent need of an outward-oriented growth. The government
started to extricate itself from the dependence on entrepôts trade, and tried to develop and
strengthen its industrial sector based on exported-oriented growth and foreign direct
investments. This together with its commitment to grow up to an international financial centre
in the late 1960s consolidated the start of the liberalization of its capital account and banking
industry. In the 1970s, the Monetary Authority of Singapore (MAS) began to liberalize foreign
exchange controls step by step with the floating of the Singapore dollar(S$) since 1973,
followed by lifting of exchange control regulations gradually giving Singapore residents and
local companies permissions to invest in foreign currency deposits or equities. Asian Currency
Units were established to accept foreign currency deposits from both Singapore residents and
non-residents. In 1975, the government finally abolished the bank cartel on fixed interest rates.
By 1978, all kinds of foreign exchange control regulations were freed and Singapore residents
and companies were allowed to borrow and lend in all currencies. To great extent, the absence
of capital controls facilitate the rapid growth of Singapore s capital and financial markets such

that by the 1980s it had turned into an important financial centre with many local and
international financial institutions.
Table1 Evolution of the SGD policy of Singapore
Period
1983

Events
Issue of MAS Notice 621, which codified the policy of discouraging the
internationalization of the SGD.
Amendment to MAS Notice 621 to allow the extension of SGD credit
facilities of any amount to

1992

non-residents where the SGD funds were used for activities tied to economic
activities in
Singapore.
The new MAS 757 replaced MAS 621. MAS 757 reaffirmed the basic thrust
of the SGD policy, but contained clearer and more explicit provisions than

13 Aug
1998

MAS 621. This would minimize the need for banks to consult MAS. Some
activities under the SGD policy, specifically in relation to
arranging SGD equity listings and bond issues of foreign companies, were
relaxed to foster the development of the capital market in Singapore.
Key changes were made to MAS 757 to allow banks to:
(1) transact all SGD interest rate derivatives with non-residents freely. This
followed the

26 Nov
1999

launch in September 1999 of the SGD interest rate futures on SIMEX (now
Singapore
Exchange) where participation was open to residents and non-residents;
(2) arrange SGD equity listing for foreign companies freely, provided the
proceeds were
converted into foreign currency before being used outside Singapore.
Key changes were made to MAS 757 to allow banks to:
(1) lend SGD to non-residents for investment purposes in Singapore. This
would allow
non-residents to obtain SGD funding for investment in SGD equities, bonds

6 Dec 2000

and real
estate, and broaden the investor base for SGD assets;
(2) extend SGD credit facilities to non-residents to fund offshore activities, as
long as the
SGD proceeds were first swapped into foreign currency before being used
outside Singapore.

Key changes were made to MAS 757 to:
(1) exempt all individuals and non-financial entities from the SGD lending
restrictions of
MAS 757. This recognised that such entities were not usually the prime
drivers of
destabilising currency speculation;
(2) allow non-resident financial entities to:
(i) transact freely in asset swaps, cross-currency swaps and cross-currency
repos.
20 Mar
2002

Previously, such transactions were treated as forms of SGD lending;
(ii) lend any amount of SGD-denominated securities in exchange for both
SGD and
foreign currency denominated collateral. Previously, lending of SGD
securities
exceeding SGD 5 million had to be fully collateralised by SGD collateral;
(iii) transact freely in SGD FX options with non-resident entities. Previously,
such
transactions were allowed only if they were supported by underlying
economic and
financial activities in Singapore.

source:

-internationalization of the Singapore dollar and the Asian dollar market

by Ong Chong Tee

After the strike of 1997-98 Asian Crisis Singapore took steps to carry out greater financial and
capital account liberalization. The Asian crisis had displayed the consequence of being overdependent on the banking sector for capital and growth. Hence, the Singapore government
tended to deepen and broaden the nation s capital markets and to achieve this, it had to give up
the non-internationalization policy. Firstly, MAS introduced Notice 757 to replace Notice 621
in 1998. The key points of this new policy were a total liberalization of the S$ (Singapore
Dollar) credit facilities to residents, and the relaxing of the credit facilities of S$ to nonresidents for equity listing and issuance of S$ bonds. The government also authorized a
restrictive use of derivatives for hedging interest rate and currency risks. All these moves and
innovations were in accord with the aspiration to make Singapore an international financial
centre. However, Banks and finance companies are still required to consult with MAS for any
type of credit facilities of over $5 million to non-resident non-bank financial institutions, which
allows MAS to keep a close watch on financial speculators and stock-jobbe. Meanwhile, the
relaxation of the non-internationalization of the Singapore dollar did not lead to much impact

on the currency during the current global crisis (2008) since MAS relies more on other
elements including strong macroeconomic fundamentals, prudent fiscal policies, foreign
exchange confirming to economic fundamentals, credible and monetary policies etc.
Approaches to liberalize the financial sector can be classified into three categories (Lim, 2002).
The first referred to a paradigm shift for MAS, transforming from regulation towards
supervision, following the Anglo-Saxon model

of financial liberalization. Since 1998, MAS

moved away from a one-size-fits-all approach in risk management regulatory system to a riskbased management system for banks. This new measure depends on market players to provide
full and temperate disclosure, and the market to regularize their behavior. Second of all, MAS
decided to progressively rescind the protection related to domestic financial institutions so as to
thrust competition and financial innovation. Last but not least, MAS carried out measures to
promote the capital markets to complement the banking loans market. These reformations and
developments are evidenced in Table 1 that shows the growth in the size of the capital market
from 2007 to 2013. During this time period, domestic bank loans to non-bank customers grew
twofold while the fund markets rose only 1.5 times to reach 100.3 billion or 20% of the bank
loans market.
Table 2 Growth of Capital Market in Singapore
2007

2008

2009

2010

2011

2012

2013

GDP Current Price

243.2

257.4

279.9

322.4

344.7

358.5

372.8

Bank Assets

582.9

668.5

706.8

781.6

855.8

911.0

973.2

233.4

272.2

281.3

322.7

420.5

490.7

574.3

75.5

42.9

56.6

62.3

82.8

78.7

100.3

30.0

15.5

15.3

25.9

24.8

32.8

25.5

Loans to Non-bank
Customers
Net Funds Raised in
Domestic Capital
Market
New Issues of Debt
Securities

Anglo-Saxon mode is a form of capitalism that is usually associated with the United Kingdom and the United
States, but also characterizes the economies of such countries as Canada, Australia, New Zealand and Ireland. It
traditionally has heightened free-market tendencies, characterized by less regulated financial and labor markets. It
differs from its counterpart, continental capitalism, which is more state-controlled and focused on wealth
redistribution. Most of the countries in continental Europe including France, Italy and Germany possess a form of the
continental economic model.

Source: Annual Report of MAS 2007-2013
Unit: S$Billion (Singapore Dollar at exchange rate of 0.76 Dollar, winter 2014)

Table 2 indicates that the number of both bank financial institutions and capital market
financial institutions have consolidated and increased just like insurance companies, stock
broking firms investment advisers and fund managers. By following such a course, namely in
order to build an open and fully liberalized economy, the nation s economic growth is primarily
determined by external factors which results in rising in times of global booming and
decreasing in times of worldwide recession. However, having achieved persistent current
account surpluses and huge amount of foreign and fiscal reserves, Singapore is capable of
tackle the economic and financial storms in a better way.
Table 3 Bank/ Financial Institutions and Capital Market Financial Institutions
Sector

2007

2008

2009

2010

2011

2012

2013

Banks

108

113

114

120

120

123

123

Local

5

6

6

7

6

6

6

Foreign

103

107

108

113

114

117

117

334

337

350

339

345

351

353

Finance Companies

3

3

3

3

3

3

3

Merchant Banks

49

49

50

46

47

46

42

153

151

158

157

164

168

177

Insurance Brokers

62

65

66

63

64

67

69

Financial Advisers

67

69

73

71

67

67

62

Nonbanks

Insurance
Companies

Source: Annual Report of MAS 2007-2013

In 2013, MAS published a framework to distinguish domestic systemically important banks
within Singapore and identify the challenges they may face. The consultation paper of MAS
2012 elaborates the proposals for the D-SIB framework, consisting with a general outline of the
methodology to be applied to assess the systemic importance of banks and finance firms in
Singapore and a range of policy measures that may apply to D-SIBs. The global context for this
proposal is that as the result of the Global Financial Crisis since 2008, there were several public
A merchant bank is a financial institution that provides capital to companies in the form of share ownership
instead of loans. A merchant bank also provides advisory on corporate matters to the firm they lend to. In the United
chant Banking: Past and Present, by Valentine
V. Craig, 2002,
https://www.fdic.gov/bank/analytical/banking/2001sep/article2.html

bail-outs of large, global systemically important financial institutions, which is also known as
FIs, hence the G20 Leaders appealed to the Financial Stability Board (FSB) in 2009 to develop
a policy framework to address the negative externalities accompanies with systemically
important FIs.
In November 2011, the Basel Committee on Banking Supervision proposed a framework to
identify global systemically important banks (G-SIBs). The framework illustrates higher loss
absorbency requirements for G-SIBs and the stage in arrangements for how to implement the
framework. MAS attempts to build a D-SIB promote and recognize the importance of D-SIB
evaluation system and to set out a range of policies and measures that may be employed to DSIBs. In Singapore, the bank designated as d-sibs roughly grouped by their structure is divided
into the following types:
(a) Locally incorporated bank groups; local banks headquartered in Singapore;
(b) Foreign bank groups: locally-incorporated foreign bank subsidiaries and sister branches (if
any) &
Foreign bank branches: foreign banks that operate only as branches.
Source: Proposed Framework for Systemically Important Banks in Singapore, MAS, 2014

MAS recommend using indicators based rating system measures the importance of the bank.
The preferred indicator will be decided by four factors, such as size, interconnectedness,
substitutability and complexity. MAS believes that a bank designated as a significant one either
because of its size, interconnectedness or the substitutability could has a large influence on
Singapore s financial system and domestic economy in all.
Overall structure of the thesis
The rest of the paper is structured as follows. Chapter I and II present an overview of the thesis,
and introduce related researches and research method used in this study. Chapter III gives a
brief introduction of the cases and describes ownership data. Besides, Chapter III also presents
firm-level analysis of each group as well as how performance differs between them. Chapter IV
examines potential determinants of investment preference of family business groups. Finally,
Chapter V also summarizes conclusions and reveals the limitations.

Chapter II
Literature Review
For every firm, the optimization of resource allocation in free market is critical for its value
creation. The efficiency of an external capital market can be realized by allocating capital to the
most profitable investment (Sudip et, 2009). However, due to imperfect and asymmetric
information markets, external capital market leads to lemon premiums

(Myers and Majluf,

1984). As a result, unfortunately external financing is much costly and unreliable (Brennan and
Subrahmanyam, 1996). But firms can turn to the internal capital market as a replacement.
Researches on internal capital market in the developed markets are mostly focusing on the
multidivisional structure , since the agency problem between headquarter and divisional
market is the major concern. While in emerging market, like Asia, the most important agency
problem is among the large shareholders or the ultimate owners and the minority shareholders.
New research on family business provides a new way to re-examine this mature economic
paradigm. Following this, agency problem is consistently puzzling family firm owners, which
can basically be divided into categories: adverse selection and moral hazard (Jensen &
Meckling, 1976). Initially, agency theorists suggested that because of the unification of
ownership and control, family firms would have lower agency costs than others (Jensen &
Meckling, 1976). However, some studies identified several inefficiencies and reduce the value
of minority expropriation related inventive, inefficient risk, and lack of investment (Fama &
Jensen, 1983). Recent analyses notice that public-listed family firms pay a capital premium to
compensate minority investors who are facing the risk that ultimate owners may use their
control rights to expropriate private benefits of control at their expense (La Porta, Lopez-deSilanes, & Shleifer, 1999; Shleifer & Vishny, 1997). These factors suggest that family
ownership and control impose a capital constraint that might hinder
However, scholars have realized that family business in many economies are ubiquitous and
numerically dominant and has for centuries (Colli, Fernandez-Perez, & Rose, 2003). The
outstanding performance of family businesses is even more identical in emerging markets

L
and the possible return on an investment
Multi-divisional forms simply means that there is one parent company, and that parent company owns smaller
companies that use its brand and name. The whole organization is ultimately controlled by central management, but
most decisions are left to autonomous divisions. Generally, a parent company will own all of the smaller companies
and the smaller companies will provide one service.

where they are regarded as

economic (Whyte, 1996). Large, family controlled

conglomerates with long history are dynamic and flexible, and they make up a large proportion
of gross national product in booming emerging markets (Claessens, Fan, and Lang, 2002).
Small family firms located in manufacturing clusters (Carney, 1998b) and those located in
global commodity chains (Frenkel, 2001) are important industrial players in many emerging
markets.
The founding families are able to control a group of firms through pyramidal structure within
limited cash requirements (La Porta et al., 1999; Claessens et al., 2000). This will create an
internal capital market, making capital transfer more effectively by reducing the transfer of
external financing restrictions and reducing agency costs. Another related issue is the different
incentives for building pyramid. Because the original purpose of creating pyramids may bring
distinguished economic impact (Bianco and Casavola, 1999; Khanna and Palepu, 2000). To
investigate the effect of pyramidal structure on the group companies, we might need to take a
look at the creation incentive of pyramid and its influence on risky investment and impact on
performance. The following part provides a review of several important research fields and
economic paradigm that related to this study.

Researches on
The popular notion that
(Berle and Means, 1932) means the control over companies is being transferred to professional
managers as the result of the dispersion of ownership. The study of Berle and Means concluded
that almost half of large American corporations did not have a single owner who controlled
more than 20% of the stock and many corporate governance literatures are following the
theories. It has also been spread by Baumol (1959), Jensen and Meckling (1976) and Grossman
and Hart (1980). Other studies, such as Shleifer and Vishny (1997), Claessens et al. (2000), and
Holderness et al. (1999) finds results which are at odds with this traditional statement. In fact,
the controlling powers of large shareholders cover a significant number of companies in many
countries, including the developed countries.
La Porta and Shleifer (1999) try to identify the situations of ultimate shareholders from27 rich
countries by using data related to ownership structures of large companies in these countries.
Compare to Berle and Means's image of ownership of the modern corporation, this research
believes that large corporations in many countries have large shareholders, most of whom are
indeed controlled by families or the State, and these shareholders are actively involving in
corporate governance (Kang and Shivdasani (1995), Yafeh and Yosha (1996)). Their earlier

work, such as La Porta et al. (1997, 1998), also suggests that widely held corporation that Berle
and Means described would be more common in countries with good legal protection of
minority shareholders, which are often the rich common law nations.
Similarly, Faccio and Lang (2002) researched the ultimate ownership and control situation of
5,232 corporations from 13 Western European countries. It showed that even a large proportion
is widely held (36.93%), family controlled is more popular with a percentage of 44.29%.
Widely held firm is more popular in the UK and Ireland, but family controlled firms are more
significant in continental Europe. Financial and large firms are more intend to be widely held,
but non-financial and small firms are more like to be under control of founding family. State
control is important for larger firms in some countries. Dual class shares and pyramidal
structure improve the control of ultimate shareholders. However, there are significant
differences between ownership and control in only handful countries in European. While their
results for the 20 largest firms show slight odd with those of La Porta et al. (1999). It said that
there are fewer State-controlled enterprises and more widely held companies, fewer pyramids,
and more dual class shares.
For their counterparts in Asia, Claessens (2000) find large families control more than half of
East Asian corporations. Yet, distinguished cross-country differences do exist. Furthermore,
smaller companies are more likely to be family-controlled then large companies are. In many
countries, the control is enhanced by pyramid structures and sometimes deviates from the rules
of one-share-one-vote rules, and voting rights exceed formal cash-flow rights as a result. In
extreme cases, 16.6% and 17.1% of total market capitalization in Indonesia and the Philippines
respectively can be traced back to a single family ultimate control, namely the Suhartos and
the Ayalas . The ten largest families in Indonesia, the Philippines, and Thailand are controlling
half of the corporate sector, largely through market capitalization, and the largest ten families in
Hong Kong and South Korea are controlling nearly 30 % of the corporate sector. The only
exception is Japan where family control is negligible. These researches indicate that a relatively
small group of families are in control of a large number of East Asian economies in a pretty
effective way.
However, unlike the findings of East Asia by Claessens et al. (2000), Faccio and Lang (2002)
suggest that families in Europe control a higher proportion of firms and the largest shareholder

Suharto (8 June 1921

27 January 2008) was the second President of Indonesia, holding the office for 31 years

from Sukarno's ouster in 1967 until his resignation in 1998.
The Zóbel de Ayala clan is a Pilipino business family of German-Spanish ancestry, founders of Ayala y Compañía
(now Ayala Corporation) and the Premio Zóbel literary awards.

is seldom a single person, but on average they possess much higher cash-flow rights and control
rights, generating higher ratio of cash-flow to voting rights. These differences could be
contributed to weaker law enforcement in Asian countries that enables owners to achieve
effective control of many companies by controlling and holding a smaller proportion of each
one.
Diverse researches arises the obvious question of how the agency conflict between the
controlling and the minority shareholders can be reduced. One effective approach is to improve
the legal environment so as to make it harder to predatory minority shareholders. Another view
is that firms will choose to seek external capital to protect minorities instead of relying on legal
reforms. Other than the ongoing market adjustments, it is more likely that the existing
ownership structures are a reliable answer equal to the domestic legal environments that
companies must operate in.

Researches on Pyramid
The matter of how firms are owned has been always an essential topic in corporate finance
researches since the days of Berle and Means (1932). Most of the literature and papers have
focused on ownership structure of one firm in isolation. However, in many countries an
individual, a family or coalition of families control a number of different firms from various
industries. This type of organization is widely recog
have a complex ownership structure. Regardless, some highly stylized structures can be
identified. Bebchuk, Kraakman, and Triantis (2000) investigate ownership structure in which a
shareholder actively involves in management while claiming only a small part of the equity on a
There are three kind of wide-used radical ways to separate control rights
and cash-flow: dual-class share structures, pyramids, and cross-ownership. Here, dual-class
share structures refer to a type of share division in which companies issue shares that have
different rights. The company basing on dual class ownership structure can issue two classes of
share, Class A and B. These classes lead to different voting rights, but they represent the same
underlying ownership in the company. Besides, a firm can be established with a single class of
stock by pyramidal structure.
In contrast to pyramid, companies in a cross-ownership structure are linked by horizontal crossholding of shares that reinforce and entrench the power of central controllers. Thus, crossholding structures differ from pyramids chiefly in that the voting rights used to control a group
remain distributed over the entire group rather than concentrated in the hands of a single
company or shareholder (Lucian, Reinier and George (1999)). In similar spirit, Grossman and

Hart (1988) and Harris and Raviv (1988) show that as long as higher private benefit exists,
deviations from one-share one-vote would be larger, which is a familiar scene in countries with
poorer shareholder protection. To be specific, one-share one-vote is a rule which each common
share in a publicly-traded company represents one vote at meetings of shareholders. That is,
two persons each holding one share have one vote each. However, one person who holds two
shares has two votes. Moreover, Wolfenzon (1998) argues that ultimate shareholders are more
likely let minority shareholders pay for setting up new firms as partial subsidiaries without
sharing with all the benefits of the new investment with these minorities in nations where
protection towards shareholders is not sufficient.
A very common one of these is the pyramid. La Porta, Florencio and Andrei (1999a) defines a
firm's ownership structure is a pyramid if: (1) there is an ultimate owner, and (2) at least one
publicly traded company within the empire and the ultimate owner possess no less than 20 %
voting rights. Therefore, supposing a publicly traded firm B holds 40 percent of the votes in
firm C, and another sample firm A has 30 percent of the votes in firm B, then firm C can be
seen under control of A, and the ownership structure is a pyramid. But if A is holding firm B
100 percent, firm A is still the ultimate owner of firm C, but the ownership structure is not a
pyramid anymore. Besides, pyramids ask for at least one publicly traded intermediate company.
La Porta (1999a) also uses a definition of pyramids with 10 rather than 20 percent of voting
rights in their research. Additional evidence can be found in case studies such as the Italian case
of Bianco and Enriques (1997) and Corporate Governance Network (1997) for other European
countries.
In pyramidal structure, an individual or family obtains control over a number of firms by a
hierarchical chain of ownership relations (Wolfenzon, 1999). A natural alternative is the
horizontal structure. In this structure, the entrepreneur obtains control by directly holding

A simple model is presented in Wolfenzon (1999) s work to compare the costs and benefits
between these two stylized structures- pyramidal and horizontal structure. Based on this model,
the choice of structure is a payoff maximizing decision made by an owner in control of an
already established firm A who is planning to set up a new firm (firm B). For the case of a
pyramidal structure, firm B is set up as a subsidiary of firm A, whereas for horizontal structure,
A publicly-traded company is a limited liability company that offers its securities (stock/shares, bonds/loans, etc.)
for sale to the general public, typically through a stock exchange, or through market makers operating in over the
counter markets. Public companies, including public limited companies, must be listed on a stock exchange
depending on their size and local legislation

firm B is set up as an independent company from firm A. The difference between structures lies
mainly in the distribution of firm B s

owner can take entire value and

benefit if he uses the horizontal structure, otherwise he has to share the profit with other
shareholders of firm A if he chooses the pyramidal structure. Also, even though the distribution
of verifiable value differs between structures, the diverted amount or the private benefits
always accrues to the ultimate owner.

<Figure1 Pyramidal structure and Horizontal structure>
Pyramidal structure
Entrepreneur

Horizontal structure
Entrepreneur

source: Wolfenzon (1999) p2

Wolfenzon (1999) also provides empirical evidence for other implications in the model. One of
them is that pyramidal structures are necessarily associated with high diversion levels. Another
is that larger firms are more likely to be set up in pyramidal structures. For sure, Wolfenzon is
not the first person to analyze the choice of structure. In fact, many arguments have been
proposed to explain the presence of pyramidal structure. The most popular one is that, by
creating the pyramid, the ultimate shareholders are capable of obtaining control of a firm with
less equity than they would need if they chose horizontal structure. An entrepreneur might want
to reduce his equity holdings while retaining control to maximize the amount of capital under
his control (Hilferding, 1910; Berle and Means, 1932), or to reap more of the surplus when
bargaining with a potential buyer of control (Bebchuk and Zingales, 1996).
Another widely accepted explanation is that regulatory or tax considerations impact the
application of pyramids (see Roe (1991) for the case of the US). In addition, others have
indicated that pyramidal structures can be used as a useful tool to hide the identity of the real
owner from either the market or the state (Bianchi et al. (1997)). Research of Riyanto and
Toolsema(2004) proposes a model of tunneling and propping to explain the preference of
pyramidal structure. Tunneling means that ultimate owners of the firm transfer resources from

one company within the business group to another. Propping is used to save the receiving firm
from bankruptcy in the pyramid. It shows that the pyramid may be justified when tunneling is
accompanied with propping and in certain countries, tunneling can be recognized as illegal.
To provide more case studies, La Porta, Lopez de Silanes, and Shleifer (1999) had already
found that pyramids were the most commonly used mechanism for concentrating control in a
controlling-minority structure in their 1999 work. Furthermore, Pyramidal structure is very
common in Asian countries (Claessens et al. 1999) and also in some European nations (Bianchi,
Bianco, and Enriques 1997; Holmen and Hogfeldt 1999). One example of a well-known
pyramid is the Li Ka-shing group in Hong Kong. The Li Ka-shing family manages its empire
through the Cheung Kong public company, where the family holds 35 % stake (La Porta, Lopez
de Silanes, and Shleifer 1999). In turn, Cheung Kong has 44 % interest in the main business,
namely Hutcheson Wampoa. Hutcheson Wampoa controls Cavendish International as its
subsidiary, which is also the owner of Hong Kong Electric (Weidenbaum 1996). Another
example is the Indian family Gondrej, which possesses 67 % of Godrej Soaps which is listed on
the Bombay Stock Exchange, through Gondrej and Boyce Manufacturing Company within the
empire. Godrej Soaps owns 65 % share of Godrej Agrovet and 65 % of Godrej Foods, together
with the Godrej group (Morais 1998).

Researches on ownership structure s influence on firm performance
Since the highly agreement on the importance of ownership structure, intensive studies had
been taken to strengthen the research of ownership structure influence on firm performance.
For example, Mitton (2002) uses a sample of 398 firms from Indonesia, Korea, Malaysia, the
Philippines, and Thailand to research the ownership structure. Mitton finds that the return
mainly associated with higher ownership concentration is largely attributable to major block
holders

that stay away from management. Meanwhile, firms where the largest

voting rights exceed their cash flow rights and firms with pyramidal ownership structures have
relatively lower returns, although the significance disappears after controlling for other factors.
Similarly, Lemmon and Lins (2003) use a sample of 800 companies in eight East Asian
countries to study the influence of ownership structure on firm performance during the period
of financial crisis. Their study concludes that crisis period stock returns of firms in which
owners have high levels of control rights and have separated their control and cash flow
ownership, are 10 to 20 % points lower than those of other firms. The argument is consistent

Blockholder refers to the owner of a large amount of a company's shares and/or bonds, or block. In terms of
shares, these owners are often able to influence the company with the voting rights awarded with their holding.

with the view that ownership structure plays an important role in determining whether insiders
expropriate minority shareholders.
In addition, Case studies of Korean firms were conducted by Joh (2003) with data of 5,829
Korean firms subject to outside auditing from 1993 to 1997. The paper finds that firms with
low ownership concentration show low firm profitability, after controlling for firm and industry
characteristics. On the other hand, Attig and Gadhoum (2004)
firm value. This finding is consistent with the hypothesis
that the tiers of equity holdings within the pyramidal structure contribute to make an
impervious veil behind which ultimate owners may engage in expropriating behavior. Yupana
(2012) finds that pyramidal structure is widely used by the controlling families to operate their
banks through detailed ownership data from Thailand between the period before and after the
1997 financial crisis. The results of her study suggest that the controlling family takes different
lending strategies in banks located in different pyramidal tiers. Lower-tier banks are more likely
to lend loans more aggressively and they perform even worse than expected, but banks in upper
tier tend to focus on more profitable investment and have potential to generate higher profit in
short term.
Singapore has grown to be one of the major financial center and economy in Asian area, and
the activities of Singaporean local firms have captured more attentions. The way how those
firms finance and use the capital are important and influence the investment opportunities of
others. In Singapore, the government and entrepreneurs control a great number of listed firms
by setting up pyramidal ownership structures. However, the owners of each group have
different incentives for creating this pyramidal structure within their business groups. Stateowned companies use the pyramidal structure to reduce government interference on publiclisted firms, allowing them being able to operate more flexibility in a free market. For nonstate-owned enterprises, ultimate shareholders, such as the controlling families, use the
pyramidal structure to control those firms with less cash flow in order to create an internal
capital market within their organization (Bianco and Casavola, 1999; Fan et al., 2005; Zhu,
2006). This paper investigates the influence of pyramidal structure on the performance of
family-owned business group. By using cases of family business groups in Singapore, I try to
test Morck(2004) and Yupana (2012) s argument in another Southeast country and suggest that
when making investment decisions, if firms within business group do not take into account their
role as one member of the pyramidal structure, the entire group might be affected negatively.
Hypothesis Development

Based on recent empirical findings, the pyramids are selected by the controlling family to
maintain its control of several subsidiaries within a business group and to increase the overall
performance of the entire family business group. For instance, some wealthy families own an
extensive empire that includes banks and other nonfinancial firms in various industries. The
mechanisms that the families use to operate and control these firms groups are pyramids. On
average, when conducting a research of pyramidal ownership structure, researchers intend to
allocate firms to four tiers in maxim within the pyramid (Yupana, 2012).
I decided to follow the way in Yupana s study and simply classify banks within the group into
four tiers. Almeida and Wolfenzon (2006a) provide a rigorous model showing that pyramids
allow the controlling family to pool the group firms retained earnings, allowing lowprofitability investments to be undertaken. Similarly, this study agrees that the controlling
family selects the pyramid in order to improve the entire group s profit. When organizing a
business group, the controlling family not only just chooses the number of shares to own in
each subsidiary but also choose a firm s position in the group (Morck and Nakamura, 2004).
Firms where the controlling family displays direct ownership usually locate upper in the
pyramid. For instance, a number of holding companies were placed at the apex because they
were directly under control of the family in most cases. In turn, these holding companies
controlled other firms in the family group. Firms lower in the pyramids are used to undertake
risky investments and generate higher profit in short term, while the firms nearest the apex
carry out safer investments and focus on long-term development purpose (Yupana, 2012). If the
risky investment becomes unprofitable, the firms from lower-tier can be sold and the family
will not lose its control of the business group. Hence, pyramid is applied to help the owner
protect the entire family controlled business group from negative returns and shocks by
transferring risks (Morck and Nakamura, 2004).
Thus, this study extends this theory to argue that proper pyramidal structure enables the
controlling family maximize the return of entire group. While, if the firm in certain tier carried
improper investment or take inappropriate risk for either short-term or long-term benefit of
itself, the entire group is going to fall into unfavorable situation. This study uses banking
business as samples to testify the influence of pyramidal structure on business groups
performance. Following the 1997 global financial crisis, a serious political debate is ongoing
worldwide to discuss about whether family controlled groups should be permitted to set foot in
the banking sector. Therefore, it is necessary to have a look at the relation between bank and
the entire business group it belonging to. This study suggests that the pyramidal structure of

bank ownership can affect a bank s lending behavior and thus exert influence on the entire
business group s performance.
The hypothesis in this study is based on the argument presented by Morck and Nakamura
(2004). They research the ownership structure of the top 10 zaibatsu family business groups
during the period before World War I in Japan. Morck and Nakamura believe that the
controlling family takes it serious about choose what stakes the family would hold in each
company and at the same time carefully decide each firm s location in the group. Core business
that the family considers essential to the group are placed closer to the top of the pyramid,
while other non-core firms are allocated lower in the pyramid. This ownership structure is
conducive to tunneling and propping, as income and assets are collected in the core firms
locating on the top. Losses and debts, however, are channeled down to the lower-tier firms. For
instance, banks in the Mitsui, Mitsubishi, and Sumitomo zaibatsu were the core business for the
controlling families and thus these banks were placed near the apex of the pyramid.
Nevertheless, for the Suzuki zaibatsu, the bank was not as essential as its peers and thus it was
located in bottom of the pyramid. The bank was used to provide loans to other firms within
pyramid. When the group encountered financial crisis, the bank might fail due to high
concentration of its loans in the group s firms. Similarly, the case of Korean banks is discussed
in the book of Lew (2013). The study shows that the number of banks decreased from 33 in
1997 to 18 in 2006. After the server financial crisis, the banking industry in South Korea
underwent a significant restricting process. The large amount of public fund was provided by
the government in order to save the banks within the business group so-called Chaebol.
Therefore, in similar spirit, this study classifies the banks/finance companies into higher- and
lower-tier firms. All of the business groups in this study operate with similar ownership
structure according to cash flow and voting rights. Nevertheless, higher-tier banks carry out
lower-risk investments than banks in bottom tiers of pyramid. By concentrating high risky
projects in lower-tier firms, pyramidal structure allows upper-tier firms to reduce negative
returns when these risky investments do not work and fail to generate the profit the controlling
family expected. However, this study shows that investment strategies and performance do not
always match with the locations of firms in a pyramid. Then, it suggests that if the bank/finance
company engaged in improper risky investment according to its location within pyramid, the
whole family group could be affected negatively.
For instance, the controlling family assigns a bank/finance company in lower-tier of pyramid in
order to generate large amount of profit for the business, but the bank/finance company only
concentrate on long-term and low risky investment so as to achieve sustainable development of

its own. In this case, this family controlled business group will fail to accomplish its investment
goal and this situation will affect the group negatively eventually. Afterwards, this might lead
to the failure and downturn of the entire family group. To be specific, the performance in the
hypothesis refers to the performance of the entire family-controlled group that the bank/finance
company belonged to and improper refers to both high and low risk which run counter to the
initial purpose.
Research Model
There are a substantial number of literatures and researches related to family owned businesses
by various authors. I am looking specifically at the performance of such businesses in
Singapore. This study bases cases on business conglomerates in Singapore and specialized on
commercial banks and finance companies that were listed on the Stock Exchange of Singapore
during 2003-2013.
Because the focus is on family-controlled business group in Singapore, this study excludes nonlisted companies because of limited data availability. The final sample consists of 5 to 10 bankyear observations including commercial banks and finance companies. The number of banks
and finance companies changes every year because of varies patterns within the exchange.
Therefore, banks will be used to refer to both banks and finance companies in this study.
According to the analysis of each firm s annual report, the number of samples and the cases
could be modified in final report.
To test the hypothesis, the ownership structure is drawn to identify which tier banks are placed
within the pyramid. To build the ownership structures of a business group and trace the
ultimate ownership, I use the standard method proposed by La Porta, Lopez de Silanes, and
Shleifer (1999), Claessens, Djankov, and Lang (2000), and Faccio and Lang (2002). In addition,
a 10 % threshold of control rights is adopted to identify the ultimate ownership of each bank.
This study uses various kinds of resources to trace the ultimate ownership. The main source of
the ownership data is the companies annual reports. All family members as well as companies
ultimately owned by these members are treated as a single shareholder to account for the fact
that it is common in Singapore for businesses to be closely tied to an extensive family. Hence, a
shareholder includes people with the same family name and other members related through
marriage. Multiple data sources are displayed to identify family trees. Yet, for less public
families, it is hard to reveal the relationship only by the surname and other family information
supplied in annual report and Singapore Exchange database.

In this study I use the basic idea provided by Yupana (2012) to identify the location of each
bank in pyramid. Yupana (2012) provides two cases of different ownership structure (Family 1
& Family 2). Both of Family 1 and Family 2 own a bank and other firms in their empire. For
family 1, Bank X is placed in the second tier, showing the significant of this bank for the
controlling family and the entire group. While, for family 2, Bank Y is in the third tier,
indicating that Bank Y is not a core firm for this family as much as Bank X for family 1. The
ownership and control rights are decided by cash flow rights and voting right in each firm, both
of which are calculated by looking into shares of substantial shareholders. For Bank X and
Bank Y, it is assumed that the ratio of ownership to control rights owned by the controlling
family is identical. Thus, in each case, the degree of expropriation by the controlling family is
expected to be the same for both Bank X and Bank Y. Hence, Bank X and Bank Y are supposed
to present similar investment preference.
However, some researches about banks investment preference suggest otherwise. First of all,
considering the stability of the entire group, the family will assign investment projects with
various levels of risk to different firms. So, Bank Y which locates in bottom tier is expected to
extend loans with higher risk. These loans have a higher chance of default. Bank X is more
likely to hold safer loans. When the downside of these risky loans appears very high, the family
group can choose to sell banks performing badly in bottom tiers. For family 1, if they relinquish
Bank X, the group will lose control of two companies, B and C. However, for family 2, they
will only lose control of company C if Bank Y is bankrupted.
<Figure 2 Pyramid and Family Business Group>

source: Yupana (2012) p23

Empirical analysis based on Thailand indicates that bottom-tier banks tend to extend more
loans and perform more poorly. And Yupana suggests that this is one of the reasons why most
top-tier banks survived after suffering the crisis, but most low-tier banks failed. However, if the
controlling family was prepared to relinquish the subsidiary when they are caught by crisis to
help the whole group to survive at first place, we can see the failure of bottom-tier banks as a
kind of success of the group s strategy. However, if subsidiaries only think about the survival
and development of themselves, what consequences will be brought to the entire group, for
instance, bottom-tier keep investing on low risky projects in order to achieve long-term
development and top-tier banks go for high risk investment in order to achieve quick expansion.
This study attributes the differences of family business groups performance to each subsidiary
bank s investment strategy based on its location within pyramid. For example, as in Figure 2,
Bank X is supposed to carry out long-term and low risky investment. While, if Bank X was
arranged to focus on short-term and high risky businesses as Bank Y, Bank X and Company B,
C can be influenced during recession and even would end in bankruptcy. At the same time, the
entire family group could fall into decay. Then it can be explained as that Bank X was
misplaced in tier 2 of the pyramidal structure, or we can say as long as Bank X was placed in
tier 2, it is unsecured for the whole group if Bank X set foot in high risk projects. Otherwise,
Bank X is supposed to be located on tier 3 as Bank Y of Family 2 group.
Variable Definition and Measurements
Family business and family business group
When it comes to family business research, one of the primary concerns is the identification of
family firms. Due to this ubiquitous in terms of time and space of the family firm, it is
necessary to give a thought about the definition of family firm s essential character.
at least two factors matter to determine whether a company is a family firm: family ownership
and family participation in corporate governance. Since prior research provides only limited
guidance on how to identify family firms, this study uses the ownership of the founding family
and the presence of family members on the board of directors to ascertain family firms.
However, international differences in institutional and cultural contexts suggest that it may be
not rigorous to assume that a generic definition of family firm will translate across societies. In

fact, family firms could show different forms and tendencies according to different institutional
environments.
A broadest definition of family firms suggested in the research of CGIO (The Centre for
Governance, Institutions and Organizations, 2013) maintains that a family firm is one in which
co-founders or their family members are present among the 20 largest shareholders or serve as
board members. A narrower definition is that founders or their family members are among the
top 20 shareholders, and either a family member serves as the CEO or Chairman. A narrower
definition offers a minimum threshold for ownership and only considers those firms under
family control when the founders and their family members possess at least 5 % of the company.
Furthermore, the narrowest definition requires that a family member holds the CEO or
Chairman position and the family ownership should be no less than 5 %.
Table3 illustrates the different definitions used in the CGIO report. If there is neither family
ownership nor family influence in the form of board positions, it is classified as a non-family
firm which falls in quadrant 4. Most family firms show family ownership and family board
leadership at the same time and are classified into quadrant 1. Quadrant 2 is a family-owned but
professionally managed firm. Quadrant 3 refers to family firms in which founders or their
family members hold the CEO or Chairman role, but the family does not hold substantial
ownership stakes. The broadest definition covers quadrants 1, 2 and 3. In this study, I tend to
use the broadest definition which helps simplify the process of identifying the family business.
Table 4 Definitions of Family Business
Family Management

No Family Management

Family Ownership

1

2

No Family Ownership

3

4

Source: Success and Succession: A Study of SGX-listed Family Firms, CGIO

On the one hand, to be more specific, there appears to be a convergence on an accepted
definition of family business. For example, Colli et al. (2003, p30) give the following definition:
ief executive, there are at least two generations of family control, (and)
a minimum of 5 percent of voting stock is held by the family or trust interest associated with
Breton-Miller (2003, p127) define

e in which

a family has enough ownership to determine the composition of the board, where the CEO and
at least one other executive is a family member, and where the intent is to pass the firm on to
the

a definition that presents a

dominant, controlling coalition that shapes the vision of a firm across generations.

Mroczkowski and Tanewski (2006) define a family-

entity controlled by a

private individual, directly or indirectly, in conjunction with

The

definition in their study is based upon the following criteria: (1) The existence of a founding
member involved in management with greater than 20 % of voting shares; (2) The shareholder
is CEO or a key member of the board (that is, chairman); (3) At least one other related party is a
member of the board; (4) The original shareholder and the related parties hold greater than
40 % of the voting shares of the company. In this study, it defines a business group as family
controlled as 10% threshold of control rights belonged to the family.

Ownership and control rights

To measure corporate ownership and control rights, measurements are introduced by Almeida
and Wolfenzon (2006a). In their research, corporate ownership and control rights refer to cashflow rights and voting rights, respectively. Ownership and control rights can differ across
nations and industries because corporations can issue different classes of shares that provide
different voting rights for given cash-flow rights. Ownership and control rights can also be odd
with each other due to pyramiding and holdings through multiple control chains.
The identity of the ultimate shareholder and the size of its cash-flow and voting rights are
detected basing on the standard methodology developed by La Porta et al. (1999), and followed
by Claessens et al. (2000), Faccio and Lang (2002), Claessens et al. (2002). Therefore, this
study based its analysis on (1) official registers held by stock market authorities, and (2)
information disclosed by the corporations, both

of their

websites and in annual reports. If all the information needed cannot be found in (1) or (2), other
reliable sources of information were considered such as (3) Worldscope
Osiris

, Extel

and

, (4) information displayed in different kinds of national annual reports about public

listed companies, (5) information contained in the financial press and other research papers.
The prior matter for the ownership variables are the direct voting rights and direct cash-flow
rights held by the ultimate largest shareholders, which refers to two different figures in the case
of a share capital structure departing from one share/one vote. This study then traces the map of
s.
http://extranet.datastream.com/Data/Worldscope/index.htm
The Extel Survey began in 1974, conceived the idea of collecting views and votes from fund managers on
service and advice they were getting from research analyst at stock-broking houses. http://www.extelsurveys.com/
Osiris is a comprehensive database containing information on over 80,000 listed companies, banks and insurance
companies around the world providing specific report formats, the income statement, balance sheet, cash flow
statement and etc. https://www.osiris.bvdep.com/ip

the ownership of the stakes, in order to identify the ultimate shareholders and their ultimate
ownership of voting rights and cash-flow rights. Specifically, the ultimate cash-flow rights are
those held by the largest shareholder after calculate the whole chain of control right. For
example, if family A owns 50% of direct cash-flows of B and B owns 40% of direct cash-flows
of C, family A owns ultimately 50% × 40% = 20% of cash-flows of C. Besides, ultimate voting
rights are the voting rights held in the weakest link of the control chain. 10% is the cut off point
for the existence of a control chain, which means that a listed company that has no shareholder
larger than 10% is considered widely held and therefore not controlled by any single
entrepreneur.
Loan growth and Riskiness of Banks
During the last couple of decades, especially after witnessed the widely spread 2008 finance
crisis across the world, concern has increased that the exceptionally rapid growth in business
loans at commercial banks has been one of the major reasons lead to the failure in the banking
industry. Some analysts argue that competition between banks for loan customers has been
growing instantly, causing banks to reduce loan rates and ease credit standards to attractive new
clients. Others maintain that since the economic growth has continued and memories about
consequences of past loan losses have disappeared, banks have become more aggressive and
more prefer to take risks. Both explanations are correct, the loan growth will eventually bring
the acceleration in loan losses, reducing bank profits and leading to a new round of financial
bubbles. As the experience of the early 1990s made sound and clear, such a slump in banking
could not only threaten the deposit insurance fund but also hinder the economic development
by discouraging banks from granting new loans.
The connection between loan growth and bank risk, especially credit losses, has been studied at
the macroeconomic level in a large number of literatures based on cases from different areas.
For example, early empirical studies based on the case of US showed that loan growth may
US banks from 1984 to 1987 suggests that the average loan growth in past few years has a
significant positive relationship with the contemporaneous loan loss rate. In addition, Clair
(1992) conducted a research on individual banks in Texas from 1976 to 1990 and indicates a
negative influence of loan growth on bad loans and the loan default rate of the first bank year
after credit expansion, whereas for subsequent years, a positive relation is occasionally
discovered. Similarly, Berger and Udell (2004) examine the cyclicality of bank lending
behavior in the US during the period 1980 to 2000. They detect the relaxation of credit
standards and more loans are granted as time went on.

Evidence from other areas is also suggesting the same story. Salas and Saurina (2002) research
the case of Spanish commercial and savings banks by analyze a large data set from the period
1985 to 1997. They assert that loan growth of each branch of savings banks has significant
positive connection with loan losses three or four years prior. Hess et al. (2009) analyze
determinants of credit losses at 32 Australasian banks during 1980 to 2005. It shows that strong
loan growth turns to higher credit losses within the following two to four years, which is consist
with prior findings regardless of a very different dataset. Iannotta et al. (2007) and Illueca et al.
(2008) document that bank ownership is an important factor in determining lending behavior,
risk taking and performance. Therefore, this study uses loan growth rate of each bank year to
represent the riskiness of certain bank.

Firm performance

Firm performance is the accounting performance measured by the net income and income
before extraordinary items. ROA, the net income divided by the average assets, and ROE, the
net income divided by the average equity. In this study, firm performance is researched based
on ROA and ROE.
Return on Asset
The return on assets (ROA) shows how profitable a company's assets are in generating revenue.
ROA provides an idea of how effective management is when it comes to the usage of its assets
to create profit. Dividing a company's annual earnings by its total assets, ROA is calculated as a
percentage. Sometimes this is also known as "return on investment". There are significant
differences among ROA of public companies and the ROA is largely depend on the
characteristics of each industry. This is why when using ROA as a measure of comparison, it is
best to compare it with a firm's previous ROA figures or the ROA of another firm with common
features.

Return of Asset
Earnings-based performance metrics such as ROA (measured as income before extraordinary
items scaled by lagged total assets) suffer less from the timeliness problems. However, because

Accounting Discretion, Corporate Governance, and Firm Performance, by Robert M. Bowen, Shivaram Rajgopal,
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accruals reverse over time, use of accounting discretion in the past might be correlated with the
use of accounting discretion in the future, and hence with future ROA. It is unclear how such
inter-temporal relations in accounting discretion would affect empirical tests. In contrast, an
empirical test that uses future operating cash flows as the performance measure (after
controlling for lagged operating cash flows) is less likely to be affected by accrual reversals.
Return of Equity
Return on equity (ROE) measures the rate of return on the ownership interest or shareholders'
equity of the common stock owners. It measures a company's efficiency at creating benefits
from every unit of shareholders' equity. ROE shows how well a company uses investment funds
to generate earnings growth. ROEs between 15% and 20% are generally considered good. The
ROE compares the the company s profitability to that of other firms from the same industry.

Return of Equity
This study employs two performance metrics mentioned above, each with its own advantages
and limitations. The evidence from these metrics, taken together, provides more information
about the robustness of the findings. Moreover, the use of different measures of firm
performance allows for additional interpretations.

Chapter III
Family controlled Banks in Singapore
Singapore s commercial banks are licensed by and governed under the Banking Act. Some of
them may conduct universal banking

. Other than commercial banking, which is permitted to

carry out deposit taking, the provision of check services and lending, the banks may also
undertake any other businesses which are regulated or authorized by MAS, in term of financial
advisory, insurance broking and capital market services. Commercial banks in Singapore can be
grouped into 3 types such as full banks, wholesale banks or offshore banks

. Among them,

full banks are authorized to provide the whole range of banking business under the regulation of
the Banking Act. The following table lists the major local full banks in Singapore within which
except DBS, all four other banks are belonged to family-controlled groups.
Table 5 Full Banks in Singapore
Local Full Bank

EFA

ACU

SGS

O

O

X

O

O

Bank of Singapore
(part of OCBC)
Development Bank of

Primary

CEO
Renato T
De Guzman
Piyush Gupta

Universal banking is a banking system in which banks provide a wide variety of financial services, including
both commercial and investment services. Universal banking is common in some European countries, including
Switzerland. In the United States, however, banks are required to separate their commercial and investment banking
services. Proponents of universal banking argue that it helps banks better diversify risk. Detractors think dividing up
banks' operations is a less risky strategy.
Full banks may provide the whole range of banking business permitted under the Banking Act;
Wholesale banks may engage in the same range of banking business as full banks, except that they do not carry out
Singapore Dollar retail banking activities. They operate within the Guidelines for Operations of Wholesale Banks
issued by MAS;
Offshore banks can engage in the same activities as full and wholesale banks for businesses transacted through their
Asian Currency Units (ACUs).
http://www.mas.gov.sg/singapore-financial-centre/types-of-institutions/commercial-banks.aspx
EFA: Exempt Financial Adviser means a financial adviser who is exempt under section 23(1) from holding a
financial adviser s licence.
The ACU is an accounting unit, which the banks use to book all their foreign currency transactions conducted in
the Asian Dollar Market (ADM). The banks' Singapore dollar transactions are separately booked in the Domestic
Banking Unit (DBU).
SGS: Singapore Government Securities.
Primary Dealers: SGS primary dealers play a critical role in the growth and development of the bond market by
carrying out the following functions: 1. Provide liquidity to the SGS market by quoting two-way prices under all

Singapore (DBS)
Far Eastern Bank
Limited (part of UOB)

X

X

X

Hsieh Fu Hua

O

O

Primary

Samuel Tsien

O

O

Primary

Wee Ee Cheong

Oversea-Chinese
Banking Corporation
Limited (OCBC)
United Overseas Bank
Limited (UOB)

source: Monetary Authority of Singapore, 19 Sep 2014

Furthermore, local finance companies in Singapore are also tabled as following. Finance
companies in Singapore are licensed according to and governed by the Finance Companies Act.
Their main businesses cover various areas such as providing fixed, saving deposits and credit
facilities toward individuals and corporations. Finance firms may not provide deposit accounts
which are repayable with the necessity of check, draft or order. In general, finance companies
are not supposed to grant unsecured credit facilities to any person or group of persons, which in
total and remarkable at any time exceeds S$5,000. They also are not allowed to deal in any kind
of foreign currency, gold or other precious metals or possess foreign currency denominated
stocks, shares or even debt securities. But finance companies may be able to expand their scope
of bu
Table 6 Finance Companies in Singapore
Finance Companies

EFA

SGS

Chairman&
Managing Director

Hong Leong Finance Limited

X

X

Kwek Leng Beng

Sing Investments & Finance Limited

X

X

Lee Sze Leong

Singapura Finance Litmited

X

X

Teo Chiang Long

source: Monetary Authority of Singapore, 19 Sep 2014

In this study, I choose UOB (Wee Family), OCBC (Lee Family) and HL Finance Limited
(Kwek Family) as the cases to study. These three groups represent family controlled business
groups within banking industry since they enjoy high prestigious and long history and common
distinguished features which are worth to be discussed and researched. In addition, according to
the tables above, it is obvious that these local firms are essential and dominance to Singapore.

market conditions; 2. Underwrite issuance at SGS auctions; 3. Provide market feedback to MAS; and 4. Assist in the
development of the SGS market.

In order to emphasize the importance of the firms and the families they belonged to, the
following table of the Richest People and Family (TOP 20) are introduced.
Table 7 the Richest in Singapore
Ran

Name

Net Worth

Age

Source

1

Robert & Philip Ng

$12.8 B

2

Kwek Leng Beng & Family

$7.8 B

3

Khoo Family

$7.0 B

4

Wee Cho Yaw & Family

$6.2 B

85

Banking

5

Kwee Brothers

$6.0 B

69

real estate

6

Eduardo Saverin

$4.2 B

32

Facebook

7

Goh Cheng Liang

$3.2 B

8

Richard Chandler

$3.0 B

55

investments

9

Peter Lim

$2.5 B

61

investments

10

Kuok Khoon Hong

$2.4 B

64

palm oil

11

Raj Kumar & Kishin Rk

$2.3 B

60

real estate

12

Chang Yun Chung

$2.1 B

96

shipping

13

Sam Goi

$2.1 B

65

frozen foods

14

Lim Oon Kuim

$2.0 B

70

oil trading

15

Ong Beng Seng & Christina Ong

$1.8 B

69

diversified

16

Lee Seng Wee & Family

$1.6 B

83

Banking

17

Koh Wee Meng

$1.6 B

51

real estate

18

Tang Wee Kit

$1.5 B

59

retail

19

Ron Sim

$1.5 B

55

retail

20

Asok Kumar Hiranandani

$1.4 B

59

real estate

k
real estate
73

diversified
Banking

paints

source: Forbes July 2014

Based on the report of Forbes, Singapore's wealthiest are enjoying better fortunes in these days,
along with the local economy's improving performance. For instance, Kuok Khoon Hong, head
of palm oil giant Wilmar International , break into the market of India with a $200 million
purchase of a sugar refiner and forged pa
billion bid for the bigger award--Australian foods group Goodman Fielder. A small home
market also impelled hotel tycoon Koh Wee Meng to turn to oversea market. While, the biggest
Wing Hang Bank by Oversea-Chinese Banking
valuation of Forbes

economy but also the benchmark Straits Times Index, which has gained no more than 3%. Their
combined wealth increased by a fifth to $96.9 billion over the past 11 months. Since this study
focus on the cases from the banking industry, it is representative to choose the three finance
group, namely UOB, OCBC and Hong Leong, to conduct comparative research. As the cases in
this study, UOB (Wee Family), OCBC (Lee Family) and HL Finance Limited (Kwek Family),
their ultimate owners are ranking NO.2, NO.4 and NO.16 in the table respectively. The
following part is a brief introduction of each group s history and situation basing on their
annual reports and reports released by formal authorities.

United Overseas Bank (UOB)
United Overseas Bank Group started as a small enterprise in the 1930s along the Singapore
River and has grown its business within Singapore and the region to develop into a leading
regional bank. The banking group was incorporated on 6 August 1935 with the name as the
United Chinese Bank. Fostered by the Founding Father Datuk Wee Kheng Chiang (

),

s main businesses are lied on the Fujian community in its early years. In 1974, Mr
Wee Cho Yaw (

) succeeded his father became the new leader of the family business,

who also is known as Datuk Wee Kheng Chiang. Under his leadership, the UOB went through a
series of acquisitions and expansion in the region. Nowadays, the UOB Group owns a network
of over 500 offices in 18 countries and areas across Asia Pacific, Western Europe and North
America.
UOB grew rapidly during the period of the 1990s, partly thanks to the roaring economy in
Southeast Asian region. Through this decade, UOB began to get itself ready for the future,
since the Singapore government was imposing increasing pressure on the city-state's five largest
banks

to consolidate, including state-owned DBS and Keppel Tatlee which are the number

one and four banks respectively, and the family-controlled Union Overseas Bank and OverseasChinese Banking Corporation. Due to the Asian economic crisis of the late 1990s, UOB
endured even greater pressure to compromise to government push for consolidation after the
government merged its POS Bank people's bank unit into state-owned DBS, establishing
Singapore's largest bank. However, Wee kept on resist consolidation inside of his empire,
turning to expansion abroad expect to become a stronger regional player.

5 biggest banks of the 1990s: DBS, UOB, OCBC, Keppel Tatlee, and POS Bank

The bank provides a full package of commercial/corporate banking services, personal financial
services, private banking and other kind of asset management services, such as
corporate finance, venture capital, investment, and insurance services. The company also offers
stock broking services depending on its share of UOB-Kay Hian Holdings. After gained a large
share of market in Singapore, the company acquired its rival Overseas Union Bank in 2002.
UOB hopes it can bring more future growth from the overseas operations other than Far Eastern
Bank in Singapore. UOB's major banking subsidiaries in Asia are United Overseas Bank
(Malaysia), United Overseas Bank (Thai), PT Bank UOB Indonesia, PT Bank UOB Buana,
United Overseas Bank Philippines and United Overseas Bank (China). Today, UOB is still
controlled and managed by Wee family, Mr Wee Ee Cheong succeeded his father--Mr Wee Cho
Yaw, who is the ex-CEO of the Group. Then, Mr Wee Cho Yaw remains in the Group as the
Chairman. Although the banking sector domains the company's primary business, UOB is also
setting its foot in real estate by using a 40 percent stake in United Overseas Land; and in trading
as well, through a 30 percent stake in Haw Par Corporation, which generate profit based on
other products such as Tiger Balm ointments. Other than UOB, the Wee family control many
firms listed in the Singapore Stock Exchange through direct stakes or in-direct shares through
UOB.
In this study, I will look into UOB as well as to its subsidiary bank

Far Eastern Bank in

Singapore (figure3). The Wee family has about 24 percent stakes in UOB Group and many
members form the Wee family involve in the top management as well as undertake
directorships within the empire. By conducting cross holding from UOB and affiliated
companies, generally the Wee family is controlling the company. According to figure 3, the
UOB group, which is under control of Wee family, is the case we are tending to discuss. The
performance of the entire refers to the performance of the UOB itself and all of the subsidiaries
controlled by UOB. And the performance of subsidiary Far Eastern Bank equals to the data
revealed in the annual report of Far Eastern Bank.

Hong Leong Group
The Hong Leong Group is one of the biggest Chinese family-owned conglomerates in Asia.
Started form a modest gesture after being established in 1941 by the founding father, Kwek
Hong Png (

), an early migrant from the Fujian province of China, the empire has grown

progressively through the last 73 years to become one of most successful and largest diversified
international business group in Asia. However, the group has achieved oversea expansion and
meanwhile, it remains an essential Chinese family-owned and controlled group in the region.

Kwek Hong Png established Hong Leong Company in 1941 to undertake business in diverse
areas such as ropes, paints, and rubber estates supplies, and then he invited his three brothers to
join him. From the 1950s to 1960s, Hong Leong conducted the high risky investment to walk
into manufacturing field through joint ventures with giant Japanese firms, which also accorded
with the Singapore government's industrialization goals. In the mid-1960s, the Kweks' family
started to be interest in the acquisition of property. During the period when Indonesia was
confronting with Singapore, the property prices in Singapore were relatively low and from the
1960s to the 1970s, Hong Leong purchased one of the largest land banks in Singapore at very
low cost. Subsequently, the next huge strategic move happened at the late 1960s. When Hong
Leong Group started Hong Leong Finance in 1966, it grew up into a leader in another field
which refers to the provision of loans to small industries. After a fast-growing period, Hong
Leong Finance became the largest finance company in Singapore.
In 1990, four years ahead of the death of Kwek Hong Png, his eldest son, Kwek Leng Beng (
), succeeded the leadership and management of the group as one from the family's secondgeneration and later he became the chairman of the Hong Leong group. During his years of
power, the group grew up to a large Chinese family conglomerate with extensive global
operations in various business field, namely hotels, property, financial services and
manufacturing. Also, there are many subsidiaries within the Hong Leong Group and in this
study I will extract the financial data which I gathered to make comparison against its other
peers. The company that I will look into is Hong Leong Finance (HLF) and Hong Leong Bank
of the finance group. In HLF, the family benefits through a controlling stake up to 63 percents
in the company. Similarly with UOB, the Kwek family members occupy a number of
directorship and management positions within the group (Figure4). Incorporated in 1961 as a
Small and Medium Enterprise, Hong Leong Finance has grown into
company with a distribution network including 28 branches in the region. Used to listed on the
Singapore Stock Exchange in 1974 under the name of Singapore Finance Ltd, HLF is the major
financial services sector of the Hong Leong Group Singapore, providing an extensive range of
financial products and services, raning from deposits & savings, corporate & consumer loans,
government assistance programs for SMEs to corporate finance and advisory services etc.
Hong Leong Bank was established by Lam Ji Chiew (

) and initiated operations in 1905

in Kuching, Sarawak with the name of Kwong Lee Mortgage & Remittance. Hong Leong Bank
was acquired by the Hong Leong Group in 1994. The original company extended loans against
the security of export commodities such as indigenous products namely pepper and rubber. It
also offered the services of remitting money for local overseas Chinese to their families living
Southeast part of China. Hong Leong Bank has expanded its business around the Asian region.

The Singapore Branch so called HL Bank Singapore is a well-known boutique investment bank
providing primarily investment banking, private banking and treasury services. Similarly, Hong
Leong

as

well. Its branch is the first bank in Hong Kong which launched an Islamic banking window.
Besides, Hong Leong Bank Vietnam Limited began the green field operations since October
2009. It is the first Malaysian and Southeast Asian bank posses a license to incorporate and run
a wholly owned commercial bank in Vietnam. Hong Leong Bank Vietnam Limited now begin
to move towards becoming a local society embedded and full-fledged commercial bank. Hong
Leong Bank (Cambodia) PLC started business in July 2013 in term of a wholly owned
subsidiary in order to carry out wholly commercial banking operations. The Bank is providing
an extensive package of personal financial products and business banking services. The Bank
owns 20% shareholding in Bank of Chengdu Co., Ltd and is proud to be the first
Malaysian/Singaporean bank accomplishing a strategic investment in mainland China. Bank of
Chengdu is a leading commercial bank in city level located in Western and Central China with
its headquarter in Chengdu where is also the capital of Sichuan Province. Along with a network
of more than 120 branches, it undertakes a full-fledged commercial banking operation. In
March 2010, the mother Bank together with its subsidiary in mainland successively received
regulatory approval to conduct the operations of Sichuan Jincheng Consumer Finance Ltd. Co.,
which is a 49:51 joint-venture company. Afterwards, in February 2014, Hong Leong bank built
a representative office in Nanjing where is the politic center of Eastern China.
In the case of Hong Leong Group, considering the conglomerate is extremely complicated and
controlling an empire including much more numbers of firms than other two cases, this study
will only take the Hong Leong Finance Group as a case to study. Therefore, the performance of
entire group will refer to the performance of Hong Leong Finance limited and its subsidiaries
companies. The performance of subsidiary bank is only basing on the data from the annual
report of Hong Leong Bank which means the part without the performance of its subsidiaries
such as Chengdu Bank in China.
Overseas Chinese Bank Corporation (OCBC)
Oversea-Chinese Bank (OCB) started its legend in 1919. The bank's name is sometimes thought
to be spelled wrongly, but in fact it is a widely used British version of the word more
commonly spelled as "overseas" as we know. Overseas-Chinese Banking Corporation Limited
(OCBC) is the oldest established Singapore bank after the merger of three local banks in 1932
the Chinese Commercial Bank (1912), the Ho Hong Bank (1917) and the Oversea-Chinese
Bank (1919). OCBC launched branches overseas such as in Hong Kong (1923), Xiamen

(1925), and Rangoon (1927). Under the leadership of Dato Lee Kong Chian

(1938-

1964), Tan Sri Tan Chin Tuan

(serves

(1966-1983) and Mr Lee Choon Seng

as Chairman), the empire flourished to be one of the largest and the most influential banks both
in Singapore and the entire Southeast Asia. OCBC was also the only foreign bank that has
branches in China during the 1950s. OCBC Group has assets that are up to more than S 338
billion. The bank group is well-known as one of the top banks across the world and other than
Magazine in 2011 and

Although the Lee family holds a large part of stake which is up to approximate 25% in OCBC
but it seems that they are only giving advices and conducting supervision by having two family
members occupy sits on the board of directors instead of running of the company on themselves
alone. Besides, nearly 3.54% of the shares wit
name of Lee Foundation. In addition, apart from the family itself, the Lee Foundation also
includes 0.66% ordinary shares held by Lee Pineapple Company (Pte) Limited, 11.96% shares
held by Selat (Pte) Limited of which 0.51% is belonged to Selat (Pte) Limited, 3.68% shares
held by Singapore Investments (Pte) Limited and 0.06% ordinary shares from Peninsula
Plantations Sendirian Berhad. The other substantial ordinary shareholders, other than the Lee
Family, are Aberdeen Asset Management PLC with 7.01% shares and Aberdeen Asset
Management Asia Limited with 6.19% shares and etc. (Figure 5)
The interest of the family is represented by the family members -- Lee Seng Wee
Lee Tih Shih
directors

and

on the 14-member board and both of them are non-executive

. They are not independent from substantial shareholders from the family, while

they are actually separated from management and business relationships. These two members
are also maintaining a deep relationship with the Lee Foundation and Selat (Pte) Limited. Lee
Seng Wee, who is from the second generation of the Lee Family, was first assigned to the board
on February 1966 and was acting Chairman of OCBC Bank from 1995 to 2003. Now, he is a
Executive Committee and Nominating Committee. He is also the
director holding the largest interest in the ordinary shares with a direct interest of 0.22 % and a
deemed interest of 0.13 %. Lee Tih Shih, who is from the third generation of the Family, is not

Non-executive director refers to a member of a company's board of directors who is not part of the executive
team. A non-executive director (NED) typically does not engage in the day-to-day management of the organization,
but is involved in policy making and planning exercises. In addition, non-executive directors' responsibilities include
the monitoring of the executive directors, and to act in the interest of any stakeholders. And non-executive director is
also called external director, independent director and outside director.

deeply and actively involved in the banking industry of the empire just like the older
generations even though he once worked in senior positions for OCBC Bank. Initially, He
joined the board on April 2003 and currently serves as an Associate Professor both at the Duke
University Medical School in Durham, USA and Duke-NUS Graduate Medical School in
Singapore. He only possesses a direct interest of 0.08 % in the bank. According to the Annual
mely one executive
director (CEO David Conner), 5 non-executive non-independent directors including the board
chairman Cheong Choong Kong, and 5 independent directors, occupying more than one-third
but less than half sits of the board. There was only one female director, Fang Ai Lian who is an
independent director and had been appointed to the board in November 2008. The entire board
includes members who have core competitiveness in fields such as accounting, finance,
business and management.
This study looks into OCBC group and one of its subsidiary banks --OCBC NISP. OCBC NISP
Bank, which is formerly known as NISP Bank, is the fourth oldest bank in Indonesia. It was
established in April 4th 1941 in Bandung under the name of NV Nederlandsch Indische Spaar
En Deposito Bank. Over years, OCBC NISP Bank grown to become a reliable bank with high
reputation, typically for its services toward small and medium business. OCBC NISP officially
joined the group of commercial bank in 1967 and became a Foreign exchange bank in 1990 and
public company in Indonesia Stock Exchange in 1994. Until the end of 1990, OCBC NISP
Bank managed to overcome the Asia financial crisis and the failure of banking industry on its
own without receiving any kind of recapitalization obligation aid from the government. It was
the only bank in Indonesia that sustained credit distribution within a short time after the end of
the crisis. This mobility enabled OCBC NISP Bank to achieve a high growth. With the support
from its parent company in Singapore, OCBC NISP has managed aggressive programs to
consolidate the infrastructure, human resources, technology, and managing system.
When it comes to the case of OCBC Group, the OCBC controls its subsidiary bank OCBC
NISP through its holding company named OCBC Overseas Investment Limited. Since the
OCBC Overseas Investment is not a business group neither a public listed company that dose
open its finance situation, the OCBC Overseas Investment is not a desirable and suitable case as
family controlled business for this study. There for, in the following analysis, the performance
of the entire group mean the performance of OCBC bank and its subsidiary companies and the
performance of subsidiary bank refers to situation of OCBC NISP.
Location of banks in pyramid

The analysis starts by allocating the banks into each tier in pyramid. Figure 6 displays the
results where there are four tiers in the pyramid. It is obvious that no bank is placed in the first
tier. Banks were gathered mostly in the second and bottom tiers. In this study, only the
subsidiary bank of OCBC is classified into the fourth tier and other banks are concentrated in
second and third tiers.
According to Figure 4, I take Hong Leong Group (Singapore) as an example to illustrate the
placement of banks in pyramid. Figure 4 shows the ownership structure of the Kwek family
group in 2013. The Kwek family built a colossal pyramid comprising both financial and
nonfinancial firms. The group also owns multitudinous indirect subsidiaries and associate
companies and is indeed the most complicated case in this study. Hong Leong Group of
Singapore owns one financial group and an investment company, the Hong Leong Finance
Group and Hong Leong Holding. Both of them are controlled by the Kwek family,
characteristically through a pyramid of companies that have share with a variance between cash
flow and voting rights.
The Kwek family places four holding companies at the apex of the pyramid

the City

Development Limited, the Hong Leong Holdings, Hong Leong Asia, and Hong Leong Finance
Group

to control other companies within the group. The Kwek family directly controls

33.17 % of the voting rights of Hong Leong Finance Group. HL Finance in turn owns the
following 2 finance companies: Hong Leong Bank BHD and HLG Capital BHD. Therefore,
Hong Leong Bank and Hong Leong Capital are placed in the second tier of the pyramid. While,
the mechanism the Kwek family used to control Hong Leong Finance is not straightforward.
But a control arrangement with other family-owned investment companies, such as Hong Leong
Corporation Holdings (5.25 %), Hong Leong Foundation (3.13 %), Hong Leong Enterprises
Limited (1.01 %) and etc. Each of these companies actually owns a small stake. Since more
than 30% of the voting rights are owned by the controlling family, Hong Leong Finance is
placed in the first tier.
The Hong Leong Group Singapore also control another few unlisted companies in the financial
services industries that are in the fourth tier or even bottom tier, such as HL Global Enterprises
Limited and CDL Investment. In this study, Hong Leong Bank is selected as a sample because
it is a bank that is located in Singapore and has its major business inside of Singapore. The
other companies are finance and investment as subsidiaries on abroad. Hong Leong Bank was
labeled in the third tier in the pyramid because its voting rights are concentrated in the first-tier
company, specifically Hong Leong Finance (63.59%). In conclusion, the placement of
companies appears to be consistent with the fact that banking and finance have been the Kwek

, Figure 6).
Accordingly, Hong Leong Finance has served as a core firm of the group, accounting for its
position near the apex. The group was diversified into banking services and investment. Other
significant expansion was the addition of nonfinancial business, namely hotels and packaging.
Therefore, the bank is in a high tier, with the other firms filling the lower tiers.
Table 8 Major Shareholders of Hong Leong Bank 2013
Bank

The Percentage of shares held Direct
(%)

1

Hong Leong Financial Group

63.59

2

City Group

13.91

3

Employees Provident Fund Limited

14.88

Source: Annual Report of Hong Leong Bank 2013

For more information about the ownership and control of HL Bank, the list of directors in the
Board is provided below. The Board comprises eleven directors, 10 of whom are non-executive.
Among the non-executive directors, five are independent. Excepting two members, almost
every director possesses other main position in other firms within or without the group. While,
according to the FY-2013 report, none of the Directors has any conflict of interest with HL
Bank. When it turns to the family relationship with Director and/ or Major Shareholder, YBhg
Tan Sri Quek Leng Chan, Mr Kwek Leng Hai, YBhg Datuk Kwek Leng San and Mr Quek Leng
Chye, a deemed major shareholder of HL Bank, are brothers. YBhg Tan Sri Quek Leng Chan is
the father of Mr Quek Kon Sean. Since 4 out of total directors are from the Kwek family, it is
safe to argue that Hong Leong Bank is actually under control of the founding family of the
Hong Leong Empire. The Board of HL Bank acknowledges the importance of regular
communication with shareholders and investors via the annual reports, circulars to shareholders
and quarterly financial reports and the various announcements made during the year, through
which shareholders and investors can have an overview of the Group s performance and
operation.

Table 9 Board Directors in Hong Leong Bank FY2013

commonly known as EPF, is a Malaysia Government agency under the
Ministry of Finance. It manages the compulsory saving plan and retirement planning for private sector workers in
Malaysia.

Name

Nationality

Position

Age

Gender

Other Statures
Chairman and Chief

Chairman

YBhg Tan
Sri Quek

Malaysian

Leng Chan

Non-Executive
Non-

Executive Officer of
70

M

Independent

Hong Leong Company
(Malaysia); Executive
Chairman of Guocoland
and etc.

Group
Managing
Tan Kong
Khoon

Singaporean

Director
Chief Executive

56

M

NonIndependent
President and Chief
Kwek Leng
Hai

Singaporean

Non-Executive

Executive Officer of

Director

Guoco Group Limited

Non-

60

M

Independent

Director of Bank of
Chengdu CO., Ltd. And
etc.

YBhg

Director of Hong Leong

Dato
Mohamed
Nazim bin

Non-Executive
Malaysian

Director

Capital Berhad and
51

M

Independent

Abdul

Legend Golf and etc.

Razak

Direct of HLFG and

Non-Executive
Choong
Yee How

Malaysian

Director
Non-

Hong Leong Capital
57

M

etc.
Direct of HLFG and

Non-Executive
Sean

Malaysian

Director
NonIndependent

Berhad and Hong Leong
Assurance Berhad and

Independent

Quek Kon

Hong Leong Islamic
Bank Berhad and The

33

Hong Leong Capital
M

Berhad and Hong Leong
Assurance Berhad and
etc.

Chairman of Malaysian
YBhg
Datuk
Kwek Leng

Non-Executive
Director

Singaporean

Non-

Pacific Industries
58

M

Independent

San

Berhad, Hong Leong
Industries Berhad, Narra
Industries Berhad and
etc.

Lim Lean
See

Non-Executive
Malaysian

A.Razak

Choon

F

Director of Hong Leong
Financial Group Berhad
Chairman of Shangri-La

Non-Executive
Malaysian

Director

Hotels Berhad and the
64

M

Independent

Bin Ramli

Lim Beng

60

Independent

YBhg Tan
Sri

Director

Deputy Chaireman of
Favelle Favco Berhad
and etc.
Director of Petronnas

Non-Executive
Malaysian

Director

54

M

Independent

Gas Berhad, Petronas
Dagangan Berhad and
MISC Berhad

YBhg
Dato Syed
Faisal
Albar Bin

Non-Executive
Malaysian

Syed A.R

Director

48

M

Independent

Albar
Source: Annual Report of Hong Leong Bank 2013

Table 9 shows the ultimate ownership stake of the controlling family, the results based on the
whole sample show that the controlling family owned a relatively large stake. Hong Leong
Bank locates in the second tier, which indicates the Bank is close to the core of the entire Kwek
family. Other two subsidiary banks

Far Eastern Bank and OCBC NISP are placed in third and

fourth tier respectively. All three banks cash-flow rights to voting rights ratio of founding
family are similar to each other. If a founding family s investment and lending behavior are
influenced mainly by its O/C ratio, these three firms should present similar investment behavior
and performance.
Table 10 Location of Banks in Pyramid

Subsidiary banks

Cash flow rights

Tier

(Ownership) %

Voting rigthts

Cash-flow rights/

(Control

Voting rights

rights) %

(O/C )

Hong Leong Bank

2

21.10

63.59

0.33

Far Eastern Bank

3

11.90

50.00

0.24

OCBC NISP

4

17.66

85.10

0.21

Source: Annual Report of Hong Leong Bank 2013, Far Eastern Bank 2013, OCBC NISP 2013

Pyramidal tiers and loan growth
Concern has risen recently that the rapid growth in business loans may be a sign that banks
have lowered their credit standards in excess, increasing the possibility they would suffer heavy
loan losses if the economy growth slows. Thus, in this study, I use loan growth rate to identify
the risk level a bank take. According to the research of Morck and Nakamura (2004) and
Yupana (2012), the controlling shareholder chooses not only what stakes to hold in each firm
but also where to place the firm in the pyramids and the location in the pyramids is relevant
since the controlling shareholder would assign different investment strategies to subsidiary firm.
When it comes to Banks in different tiers, good investment is concentrated in upper-tier firms
and lower-tier or bottom tier firms are more likely to engage in risky investment. Therefore, by
doing this the owner family can insulate the entire group from the adverse effect if an
investment does not work as intended, in which case the controlling family is able to maintain
control over the rest firms by selling poorly performing firms in the lower tiers.
However, evidence from banks controlled by the family in diverse tiers is not always consistent
with the argument mentioned above. Table 10 and figure 8 show that the average loan growth
rate of OCBC NISP which is located in lower-tier than other 2 banks displays a constant high
risky investment preference. This is consistent with the theory that bottom tier firms are more
likely to engage in risky investment. Nevertheless, the other two banks indicate unstable
investment preference.
Table 11 Loan Growth of Banks
Tier

2006

2007

2008

2009

2010

2011

2012

2013

O/C ratio is widely used to test the level of separation of cash-flow right and voting right of shareholders

Mean

Hong Leong Bank

2

Far Eastern Bank

3

OCBC NISP

4

-0.04

0.26

0.14

0.22

0.08

0.02

0.09

1.11

0.08

0.07

0.193

-0.21

-0.18

-0.16

-0.03

-0.10

0.16

-0.087

0.08

0.14

0.32

0.31

0.28

0.21

0.394

Source: Annual Report of Hong Leong Bank 2006-2013, Far Eastern Bank 2008-2013, OCBC NISP
2006-2013

Figure 7 Loan Growth of Banks

Source: Annual Report of Hong Leong Bank, Far Eastern Bank and OCBC NIP 2006-2013

In another word, investment strategies and performance is not always matching with the
locations of firms in a pyramid. For instance, Hong Leong Bank which is placed in second tier
is supposed to present low level of loan growth rate and Far Eastern Bank which comes from
the third tier is expected to engage in higher investment than firms in upper tiers do. But Far
Eastern Bank s Loan growth rate from 2008-2012 is all minus. On the contrary, Hong Leong
Bank seems more likely to lend more loans and take higher risk.
If the initial purpose of the founding family is to use these banks to serve internal market by
placing them in different tires, does each bank would place the group s benefit in a more
important place rather than the bank s own benefit? First of all, the performance of each
subsidiary bank is illustrated by ROA and ROE in the following graph.
Pyramidal Tiers and The Group s Performance

Figure 8 Performance of Far Eastern Bank

Figure 9 Performance of Hong Leong Bank

Figure 10 Performance of OCBC NISP

Source: Annual Report of Hong Leong Bank, Far Eastern Bank and OCBC NIP 2005-2013

Based on the comparison of ROA and ROE of OCBC NISP changing trajectory (Figure 9-11)
Far Eastern Bank and Hong Leong Bank, which are place in fourth, third and second tier
respectively, it is obvious that OCBC NISP is showing a higher and more stable performance
than its comparison in upper tier. Moreover, from 2007 to 2013, Far Eastern Bank from Wee
family s empire was going through a constant decline both for ROA and ROE. Far Eastern
Bank s low average level (2.29%) of ROE is telling that it s not a desirable target for investors,
while average ROE as 11.18% means that OCBC NISP is able to maintain high and steady
growth during a long time range. However, Hong Leong bank that prefers high risk investments
seems achieving a remarkable success, even during the tough time of 2008 Finance Crisis.
Before we come to a conclusion of firm performance, it is necessary to take a look on the
performance of each group as whole.
Table 12 Performance of the Groups (%)

Source: Annual Report of Hong Leong Bank 2007-2013, UOB Group 2004-2013, OCBC Group 20042013;

Figure 11 ROA of 3 Groups
OCBC

HL

Figure 12 ROE of 3 Groups

OCBC

HL

Source: Annual Report of Hong Leong Group 2007-2013, UOB Group 2004-2013, OCBC Group 20042013

The graphs of groups performance (Figure 12-13) indicate diverse patterns as well. Hong
Leong Finance Group as an entire group displays unstable and relatively low level of ROA an
ROE, which means the earning HLF Group is able to derive from each dollar of asset and each
unit of shareholders equity is not as applausive as its peers in Singapore. Furthermore, the
ROE of HLF Group from 2007 to 2013 is averagely lower than 10% and UOB Group is
averagely lower than 14%. All in all, we sort out each group s and its subsidiary bank s firm
performance as the following table.
Table 13 Pyramid and Firm Performance
Bank

Tier

Investment

Firm

Preference

Performance

Performance of
Group

the entire group
(relatively)

Hong Leong Bank

2

High risk

High

HLF

Low and unstable

Far Eastern Bank

3

Low risk

Low

UOB

Low

OCBC NISP

4

High risk

High

OCBC

High

In this study, I am trying to connect the performance of entire group with the investment
strategy of subsidiary firms in pyramid. The strategy in this study refers to that whether the
subsidiary bank conduct investment and lend loan according to its position in pyramid. We
assume that the owner of the empire place bank in apex of pyramid to conduct low risky
program since the owner recognize this bank as a core member of the empire. Otherwise, the
family is likely to put the bank in bottom tier to generate short-term profit, in case that there is

unfavorable situation or crisis occurred, the family can relinquish the firm in bottom tier to
protect the whole group. Therefore, if we insert our expectation about the investment
preference of banks in each tier into the table, it comes out as the same as the following.
Table 14 Pyramid and Firm Performance
Bank

Tier

Investment
Preference

Performance of
Group

the entire group
(relatively)

Expected
Strategy

Hong Leong Bank

2

High risk

HLF

Low and unstable

Low risk

Far Eastern Bank

3

Low risk

UOB

Low

High risk

OCBC NISP

4

High risk

OCBC

High

High risk

This study argues that the consistent between expected strategy and real strategy in table above
has positive influence on the performance of the entire group. An ocular way to observe this
relationship is provided in the graphs.
Figure13 Hong Leong Finance Group

HL Bank

For Hong Leong Finance Group and its subsidiary Hong Leong Bank (Figure 14), in 2011 when
HL Bank engaged in some extremely high risk investment compared to its preferences in other
years, the performance of the group was experiencing undesirable decline since 2011. While,
this study has not ruled out other reasons for this abnormal strategy of HL bank yet. Hence, for
example, the possibility is also high that the entire group s low performance is due to the
recession of the market as whole.

Figure 14 UOB Group
UOB

FE Bank

Figure 15 OCBC Group

OCBC

NISP

Source: Annual Report of Hong Leong Bank 2007-2013, UOB Group 2004-2013, OCBC Group20042013

When it comes to the case of UOB Group (Figure 15), Far Eastern Bank s conservative style is
in accord with the pattern of group s performance. On the other hand, aggressive style of NISP
is corresponding to the high performance of OCBC Group (Figure 16). Case by case, there are
other explanation about the difference of each group s performance. Besides, except for
pursuing the development or benefits of the firm itself, there are other reasons can explain why
the bank chooses the strategy.

Table 15 The assumption of relation between pyramid tier and the groups performance
Bank

Tier

Investment
Preference

Performance of
Group

the entire group
(relatively)

Expected
Strategy

Relation

Hong Leong Bank

2

High risk

HLF

Low and unstable

Low risk

negative

Far Eastern Bank

3

Low risk

UOB

Low

High risk

negative

OCBC NISP

4

High risk

OCBC

High

High risk

positive

In conclusion, the table 15 is suggesting that the relation between the investment preference of
banks and the expected strategy of investment would impact influence on the performance of
the family controlled business group. In turn, for a family business group structured by pyramid,
the expected investment strategy is largely determined by the position of the bank within the
pyramid. To be specific, the banks that locate in apex of the pyramid are usually more
important for the controlling family, so in order to protect the entire group from being affected
negatively by risks and crisis, these banks are more likely to be assigned with low-risky
investment. On the other hand, the banks in bottom tiers tend to focus on high risk and shortterm investment so as to generate more profit within a short time period for the group.
However, when it comes to real investment preference of subsidiary bank in each business
group, it is not always consist with the expected strategy. Therefore, in this part, we compared
cases of 3 family business groups from Singapore to discuss the impact of the inconsistency on
the performance of the business groups. The results displayed by table 15are in accordance with
the hypothesis mentioned in the prior part of this study. For instance, Hong Leong Bank is
located in the second tier of the pyramid of Hong Leong Finance Group. This suggests that
Hong Leong Bank is supposed to focus on safe investment/ low risk investment since it is so
essential for the business group that it cannot afford any significant loss caused by not working
investment or loans. However, since 2007, Hong Leong Bank set its foot in several aggressive
movements involving huge number of capital and large amount of resources. These high risk
investments might bring high return for the bank and the entire group, but for recent years, the
data from the annual reports of Hong Leong Finance Groups shows that the performance of the
group is unstable and not desirable. Besides, the other two cases are also confirmed the
hypothesis either on a positive way or a negative way.
Hence, this study argues that the consistency between investment preference and expected
strategy of the bank within pyramid can impact on the performance of the business group
positively. The inconsistency between investment preference and expected investment strategy
of the bank would influence the performance of the entire group on negative way.

Chapter IV
Discussion
Due to the limitation of numbers of cases providing in this research, details about investment
strategies of each firm are helpful and necessary in understanding each group s incentives and
to help reaching a more reasonable conclusion of relation between pyramidal structure and
banks performance. Besides, in this part, the specification of Singapore society and banking
industry are also taken into account to generate an explanation building on the local situation.
Risk Assessment
There is no industry is able to avoid risk either in daily business actives nor in major investment
and it s necessary for each firm evaluate the micro environment before they set foot in any kind
of new investment or adventure. Banking industry is similar with other businesses which also
take the same risks in business operation. One of which popular model for the ultimate owners
to calculate risk is the PEST analysis. PEST analysis comprises Political factor, Economic
factor, Social factor and Technological factor that will affect business operation. The module is
also applicable to bank, since bank is required to study and analyzed in order to be competitive
in the ever-changing market. As banking industry in Singapore are being regulated by the
powerful government and government have high intervention, hence using PEST analysis is one
of best method for bank to analyze its political, economic, social and technology factors
surrounding it. These few areas are very crucial for a bank to ensure its survivability and
competitive advantageous and generate large influence on the decision making related to
investment behavior.
Political factors consist of government regulations, legal issues, law and include both formal
and informal rules that the firm must consider. For examples tax policy, employment laws,
pollution regulations, trade restrictions and tariffs and political stability. Banking industry in
Singapore can be recognized as a safe industry because laws are made comprehensively and
banks are being monitored tightly compared to banks in the US.
In Singapore, government involves in the industry as other players. Banks are directly governed
by the Monetary Authority of Singapore (MAS), which also serves as the central bank in
Singapore. Laws, interest rate, rules and other that related to banking industry are all regulated
by MAS and the Banking Act, hence bankers will need to follow rules and guidelines of MAS
in order to operate smoothly in Singapore, or otherwise license will be revoked. In addition,

financial budget are proposed by the government, so banks have to be aware of the proposed
budget as well, to see if there is any new budget limitation that will affects its mission
statements. For instance, the recent proposed budget which helps the newly graduate to
purchase their own first house, because of this the bank has to come out with a feasible solution
that will create win-win situation, and a plan that can implement its mission. Moreover,
Singapore is a democratic-based country, so bankers also have to comprehend changes
happening in political powers. Changes in political power will lead to change in rules and
regulation hence banks policy will be affected. With a government whom has high intervention
in the industry and has overwhelming powers, bankers should keep waking up to its existence
in the Mendelow matrix

(Aubrey Mendelow). Despite those economy policies given by

government such as in the proposed budget 2014, whether it will improve the economy or not is
still a question. How it influences the bank on fulfill its goal and accomplish its mission will
largely depend on the bank s strategy to overcome unexpected circumstances.
Economic factors are those affect the purchasing power of potential clients and the bank
of capital. The examples of this factor refer to economic growth, interest rates, exchange rates
and inflation rate. No surprise that Singapore depended largely on the giants from such as the
US markets. Bear or bull markets are closely connected to their market condition. For instance
the recent fall of US economy which leaded to the collapse of Lehman Brothers directly affect
the market in Singapore as not only bank affected , insurance company, American International
Group (AIG) was also on the edge of bankruptcy if there was no bailout from the US
government. Warren Buffet once said that insurance company is one of the safest industries to
invest in . Hence, if the local bank in Singapore invests all its capacity in insurance sector,
this will greatly affect its mission negatively as customer will lose confidence and would
retrieve their investment from the bank. About the influence of the recent finance crisis, more
details are being presenting in the later parts.
Then for social factor, it comprises the demographic, history and cultural aspects of the external
environment. Social factor is capable of affecting clients needs and the scope of the markets.
There are examples of social factors such as health consciousness, growth rate of population,
age distribution, career attitudes and degree of safety. With the accelerating process of
globalization, bankers are required to carefully segment its markets in order to distinguish the
having a detailed and careful segmentation of market, bank would
Mendelow's Matrix is one of the most frequently used matrices in the business world. The only purpose of using
Mendelow's Matrix is to evaluate the stakeholders of a business. More specifically, what stakeholders have more or
less power to influence the business and what stakeholders have more or less interest in the business and any
combinations of the two.
Buffet F&Q http://buffettfaq.com/

hardly attract and retain its client or uphold mission. Although the world is evolving into a
more open and more informative society, no doubt most people are bit foggy on investing.
Facing to clients or potential clients who are lack of knowledge in investing, bank need to
adjust its function by explaining or expose information on investing to their clients and soon to
be clients. In return, this will enable banks to uphold its mission.
introduced by
tricksters around. Due to that tricksters are

-earned money throughout the

years, no doubt the victim peers will prefer to avoid investing or will not even have a thought
about conducting any new investment, they will rather keep cash in hand or even keep it in a
biscuit containers for the sake of safety.
In the end, the technological factor is the one that will affect the future economic benefit and
whether the bank can achieve its goal. With the various technological developments, bankers
have to bear in minds that how technologies can be useful in assisting them to uphold the
bank s mission. Bank mission is to help clients to invest their money instead of keeping it in
closet. Thanks to the help of technology, banks are able to supply application from phones and
computers to allow the clients to keep track of their investments whenever and wherever
possible with a simple click. Bank like CIMB click

(CIMB Bank, Malaysia) is one of which

that helps their customer in managing their investment and using banking facilities. If banks in
Singapore still do not evolve parallel according to the technological changes, in a short time
they will get left out and more clients will then turn to other bank to find investing partners.

Determinant of Investment Strategy
Based on the discussion above, we argue that the position of subsidiary bank within the
pyramid is one of the factor determine the preference of each firm s investment strategy.
However, the position of the bank alone cannot describe how the position within the pyramid
impact on bank s strategy. First of all, it is proper to take a deep look on each firm s key
business and service areas.
Table 16 Key Business and Service Areas
Name

Tier

Key Business Areas

Founding Time

CIMB Clicks is an internet banking and financial services portal that is accessible to all CIMB Bank, CIMB
Niaga, CIMB Thai & CIMB Singapore account holders. CIMB Clicks is a convenient way to access client s account
information, manage finances and pay bills - from the convenience and security of client s own PC.

Personal Financial Services
Business and Corporate Banking
Hong Leong Bank

2

Global Markets
Islamic Financial Services

1905
Established

Regional Footprint:
Hong Kong, Vietnam, Chengdu
Personal Banking
Far Eastern Bank

3

Business Banking

1984

Treasury Services

Acquired

Cross-Pacific Financial Services
Wholesale Banking
Enterprise Banking
OCBC NISP

4

Commercial Banking
Transaction Banking

1941
Established

Treasury and Consumer Banking
Source: Annual Report of Hong Leong Bank 2013, Far Eastern Bank 2013, OCBC NISP 2013
Based on table 15, it is obvious that Hong Leong Bank tend to put more strength on global
market and pay more attention on clients outside of Singapore. On the other hand, OCBC NISP
involves in diverse bank services and Far Eastern Bank demonstrates its preference towards
customers such as small and medium enterprises. Subsequently, it s time to reveal each bank s
strategy as well as the reason and consideration behind of it. I am using
approach to examining the competitive environment at the level of the Strategy Business
Unit

(SBU) or the immediate environment of the bank, so as to provide a basic

understanding of what forces impact the investment strategy and opportunities for building the
competitive advantages. Porter suggests that the situation of competition within an industry
relies on 5 basic forces, namely, threat of new entrant, threat of substitute, threat of bargaining
power of customers, threat of bargaining power of suppliers and threat of rivalry among the
existing firms. It can be determined that compared to the other counterparts, Hong Leong Bank
is more likely to engage in global business and more tend to expand oversea business.

Porter five forces analysis is a framework to analyze level of competition within an industry and business
strategy development. It draws upon industrial organization (IO) economics to derive five forces that determine the
competitive intensity and therefore attractiveness of a market.
In business, a strategic business unit (SBU) is a profit center which focuses on product offering and market
segment. SBUs typically have a discrete marketing plan, analysis of competition, and marketing campaign, even
though they may be part of a larger business entity.

Therefore, each bank has different emphasis when they are facing the similar determinant
forces.
Firstly, c

ntial can exert an influence on the banking and finance industry. This

might also affect one s survivability and profitability. In turn, it can generate a high profit with
good management and it will draw more new entrants join banking industry aiming for the
potential profit. Therefore, threat of new entrant is an important factor in external competitive
environment and that s why companies are necessary to be prepared to face the external
environment problem. In the high competitive markets, new entrant into the same industry can
pose a big challenge to company, because new entrant may own more effective strategies and
appealing service packages to allure customer to its side, such as the loan interest rate is
cheaper, extent the time period of life insurance policy or more benefits in life coverage
insurance policy. For example, July bank is new entrant bank from Singapore into Malaysia,
they possess large financial outlay and capital investment in Malaysia, which is also the major
target market for OCBC NISP, thus this pose a big challenge to OCBC NISP to compete in
banking and finance industry due to promotion and offer of OCBC NISP are not attractive
enough to local clients. It may cause loss of profitability in the long term.
Substitute product is product or service that satisfies the need of a consumer that another
product or service fulfills. The threat of substitute products can be extraordinarily serious if the
substitute products are much more effective. It influences the marketing mix

which consists

of product, price, place and promotion. Change of the economic situation is also a considerable
factor to this threat such as inflation factor, which makes customer switching their preference to
substitute services. For instance, the credit card owner of UOB bank may switch to Public Bank
as UOB bank s credit card charges all the holders RM68 annual fees, but Public Bank charges
no fees with Debit card and provides a same function with Credit Card of UOB.
There are many ways for a customer to satisfy his needs by switching to substitute product or
service available in market. Customer will conduct a comparison between different products
prices, quality, and the effects customer looking for based on their buying active and make
consuming decision. The final decision of customer is basing on their own preference.
Customer preference is a very important factor to the company since customer can always find
a substitute if they are patient enough
for them from the market where has everything one expect to find. OCBC bank have to make
The marketing mix is a business tool used in marketing and by marketers. The marketing mix is often crucial
when determining a product or brand's offer, and is often associated with the four P's: price, product, promotion,
and place. In service marketing, however, the four Ps are expanded to the seven P's or Seven P's to address the
different nature of services.

research on what is the public preference and needs waiting to be satisfied such as more ATM
machine all around, it can attract more customer to create an account in the bank. It is common
sense that customers always prefer to pay for the same quality of services with cheaper price.
Thus, OCBC bank is facing a huge threat from substitutes because they only have few brand
outlets compare with other bank, which is not convenient for customer. Thus, in this case it is
reasonable for OCBC to expand investment in certain market to keep their regular customers
from moving toward the substitute supplier.
Besides, the bargaining power of consumer is identified one kind of ability of customer to put
the firm under pressure, which also can influence

toward price

changes. Consumers power is the factor that is able to impact the value of a product produced
by an industry. The bargaining power of consumer is working according to how much pressure
they can impose on the banking and finance industry. This bargaining power can result in profit
decreasing of the bank through price reduction, increase in customer preference. Banking and
finance industry only sell services to customer instead of material object, for example financial
service, therefore banks such as OCBC need consumers to use their financial services as
frequent as possible. Without customers, OCBC bank will not be able to earn any profits. So
customer is said to have influence power over the bank. On the other hand, customer can make
a choice to invest in which bank he prefers such as Hong Leong Bank or UOB. Customer will
always chooses the candidate who offers the same benefit but asks for lower investment price
and makes customer feel more worthy to do so.
On top of that, the bargaining power of suppliers is also described as another force form the
market. Suppliers of raw material, components, labor and services to the firm can be source of
power over the profitability of the firm. When there are more than few substitutes, Suppliers
might reject to collaborate with the firm. The power of suppliers will increase when there is a
very high switching cost from one supplier to another supplier. Under this circumstance, the
price of demand normally will be higher than normal price. For instance, the ATM machine of
OCBC bank is totally depending on services provided by certain security company, such as the
alarm alert system, installation of CCTV, thus the security company have more economic
power than OCBC bank because OCBC bank do not have means to install the system by their
own firm.
The intensity of rivalry largely determines the competitiveness of industry. Rivalry among
industry may affect the profit through some means, like increase innovation, advertising and
improve service and products of other competitors. Competition between existing industries
will be high if the industry has a lot of competitor in same size and relying on the same
strategies. Banking and finance industry in Singapore are facing to large number of competitor,

there are increasing the competition with the same type of customer and services type. For
example, Hong Leong bank has provided financial service such as free financial consultation
with financial advice for its clients. While at the same time, its major competitor, Citibank are
also providing free financial analysis to customer. There is greater rivalry competition when the
two sides possess equal power and size to each other. Banking and finance industry has limited
and not much different feature in services they can offer compared to other sectors, such as
fixed deposit, personal loan, home loan etc. Since relatively lower switching cost is required in
order to move to an alternative service, it is more difficult for banking and finance industry to
compete with other competitor than other industries.
Porter (1990) suggested that the creation of such competitive advantage does not appear totally
by chance. He argued that there are four key elements that can make up
. The four elements are: factor conditions, demand conditions, related
and supporting industries, and structure, strategy and rivalry. Since OCBC, UOB and HL
Finance are international banks and the headquarters are placed at Singapore, thus Porter s
theory is qualified to be applied. Therefore,

these Banks will depend on the

Singapore national condition as following.
These basic factors in economic theories are referred to the source of comparative advantages
of firms. The factor condition can be classified into two categories. The first one is the basic
factors that are identified as generic factors including all general conditions and activities such
as airport, seaport, raw material, semi-skilled or unskilled worker and initial investment capital.
These are mostly

something not relying on policy or strategy and change

constantly. Singapore is a small island city-state situated at the tip of Peninsular Malaysia.
Singapore is enjoying perfect advantage on geographical location which located at the central
part between the East and the West which made it an ideal place for banks to develop an
international financial hub. Singapore s location also is an ideal place to set a network through
which people from every corner of the world can get together in one place since it is located
centrally between the East and the West.
On the other hand, advanced factors are those essential factors that create the competitive
advantages such as infrastructure, level of training and skill, research and development and etc.
For example, Hong Leong Bank is providing a package of financial services, therefore, the
Bank s advanced factor should included productivity, communication infrastructure,

Michael E. Porter argued that a nation can create new advanced factor endowments such as skilled labor, a
strong technology and knowledge base, government support, and culture. Porter used a diamond shaped diagram as
the basis of a framework to illustrate the determinants of national advantage. This diamond represents the national
playing field that countries establish for their industries.

sophisticated and competent worker, outstanding research and development team and etc. Since
Singapore was always proactive in developing the state s infrastructure facilities and the
research and development expenditure in 2008 when was the tough time for most countries,
was contributed 2.66% of GDP which is the highest among the other countries like China,
Malaysia, and Hong Kong. Hence, local banks will be competitive as the government attaches
importance to the research and development part which will improve the whole
base. In addition, Singapore government has introduced more flexible policies on employment
of foreign worker and on immigration. This action had brought good feedback as the highskilled worker has been attracted to join the energetic business environment in Singapore. As at
2013, percentage of international migrant to Singapore in total population is 48.74%. Hence,
banks can recruit the skills and experiences from the different country to develop a world class
banking services.
On top of that, demand condition is important to the home market since the demanding buyers
in the home market are imposing pressure on the firm in order to meet the highest standard they
are looking forward to. Therefore, when a firm is confronted with a sophisticated and
demanding home market, the firm is compelled to be innovative and creative so as to sell betterquality products to the market. Banking industries in Singapore had dominated 20% of the GDP
in 2013. In respect of the sophistication of the demand, it could say that Singapore financial
consumers were less demanding and sophisticated due to the pass rules restriction. However,
due to that the Singapore government relaxed the rule in 1999 the government has issued more
qualifying full bank licenses to the foreign bank. Besides, Singapore government encourages
the domestic bank to consolidate their operation in order to compete in future competition
offering by foreign bank players. Therefore, the foreign bank would undoubtedly enhance the
innovation and sophistication of consumer. For example, the more the foreign competitions
within the market, OCBC bank have to come out with an innovative and high-quality financial
product and services in order to fulfill the local consumer s need, which in turn of course asks
for more long-term investments. Besides, increases in the sophisticated demanding in the
country prepare OCBC bank being ready to serve the global with world-class quality in order to
compete in a broader market.
The internationally competitive firm must initially have had access to the components and
related products provided by the world-class suppliers. In addition, the success in the related
industries may be due to the accumulation of knowledge. A world-class related and supporting
industry can have the most effective influences on the rapid development of the banking and
financial industries due to the related and supporting industries can be cost effective and be
incredible attractors. This will attract more foreign bank investor to Singapore. Nowadays,
Singapore government has emphasized on the information technology. One approach of the

government developing this industry is to develop a world-class IT infrastructure for the
information economy. The IT industry provides the hardware and the software not only
supporting the banking industries but also the other industries as well. The rise of IT will
improve the inter-connection between the worlds where the financial services can be serving to
the customer through the IT network. Hence, by the advanced technology had been developed
in the Singapore, both of OCBC and UOB can now inter-connected the branches with IT
network. IT also enable customer to experience the world-class financial service through the
world-class database and information available in the network.
Last but not least, Porter s

refers to the organization and

management of an industry and the characteristics of domestic competitors that could lead a
country to achieve sustainable competitive advantage. When Singapore government authorize
the qualifying full bank licenses to the foreign bank, the local bank such as OCBC and UOB are
trying to adjust their strategies in order to compete with these new players from outside. Since
the OCBC is the longest bank established, it is capable of maintaining its own position
domestically against the major international bank. Besides, it also increase the competition
between the domestic banks to comes out an innovative and quality financial service in order to
gain market share and compete with the foreign bank. The will and motivation of improve and
compete with others will bring OCBC and UOB to the international level and gain market share
around the world. The following part is the case study of each firm s investment strategy in
details and their recent performance.
Case analysis
Hong Leong Financial Group and Hong Leong Bank
Low profile Kwek Family seems to become more active and positive in the stock market again
these years than before. In the past decade or so, they made couple of impressive trades,
including the purchase of stakes in newly listed firms Kencana Petroleum Bhd, Petra Perdana
Bhd and TMC Life Sciences Bhd. Some market observers believe that Kwek Family could be
reinvesting their wealth after divesting his shareholding in OYL Industries Bhd, a global air
conditioning company, to Japanese Company Daikin Industries Ltd. While others feel that the
market shall not expect Kwek Family-controlled companies engaging in corporate exercises
tentatively such as restructuring or mergers and acquisitions. In this study, I only look at the
listed Financial Group controlled by Kwek Family, which is the

s ultimate investment

and shareholding vehicle, as well as the company where the family has a strategic stake.

Hong Leong Financial Group is an investment holding company owning other two listed
financial firms, namely Hong Leong Bank (HL Bank) and HLG Capital (HLGC). It also has
non-listed insurance company named Hong Leong Assurance, which makes HLFG become a
diversified financial group. However, the largest contribution to revenues and profit of Hong
Leong Financial Group is HL Bank where it owns 63% shares. Analysts say while HLFG s
nonbanking segment actually grew at a faster rate since FY 2007 and successfully back on track
after the wide-spread financial crisis, investors should focus on HL Bank as the group s
profitability is tend to depend more on the banking sector (table 16). Especially in the current
investment environment, profitability of its stock brokerage and asset management sectors may
be under pressure.
Table 17 Hong Leong Group 2004-2013
ITEMS

2004

2005

2006

2007

2008

2009

2010

2011

2012

2013

Total
asset

8,034

9,140

9,557

12,689

12,341

11,395

11,337

12,107

15,022

14,870

7,452

8,896

9,088

Loans
and
5,133 5,894 6,056
8,039
7,413
6,137
6,279
advances
Source: Annual Report of Hong Leong Group 2004-2013; Unit: S$ million

According to an investment research about the annual report and Credit Suisse Research, the
stock is worth a look as a possible candidate for privatization. The researches have shown that
HLFG with is qualified to be a perfect candidate for privatization

. HLFG possess such

ingredients as (1) a non-appreciate market situation, (2) a deep discount to its revised net asset
value or RNAV

, and (3) the stock being able to generate desirable dividend yields. However,

other analysts doubt the feasibility of taking HLFG private given the HLFG actually owns 63%
of HL Bank, which is already higher than central bank s ownership limitation of 20% by any
single corporation. By privatizing HLFG, the Kwek family would only raise its effective stake
in HL Bank and draw further attention from the monitors, which might impose a deadline for its
compliance with the shareholding limit.
Therefore, some observers believe that Kwek would only try to privatize HLFG if the family is
fully ready to cut its shareholding in HL Bank and find a prepared buyer to take over a strategic
stake. This scenario is not too far-fetched given that competition is aggravating domestically

http://www.sharesinv.com/articles/2013/06/26/hong-leong-financial-group-looks-good-to-be-taken-private/
Revaluated Net Assets Value: a revaluation of fixed assets is a technique that may be required to accurately
describe the true value of the capital goods a business owns. This should be distinguished from planned depreciation,
where the recorded decline in value of an asset is tied to its age.

due to local mergers and the influx of foreign players. There also seems to be increasing
pressure for local banks to either group up with foreign players, merger with other domestic
partners, or rebuild their own teams.
According to OSK research, the latest released annualized revenue 30 June 2013 of HL Bank as
RM 13,747, which was up to 103.69% growth to previous year. Such a better-than-expected
result largely thanks to (1) lower funding cost, in turn a higher interest income, (2) unrealized
securities trading and (3) a much lower provisioning

. The paper argues that HL Bank should

be able to achieve a strong set of accomplishments in the approaching quarter as well, given
that its strategic transformation bringing appreciate results. OSK research suggests that having
fulfilled a series of transformation processes since FY 2004, HL Bank is capable of handle
higher-than-industry loans growth rate, predominantly driven by its consumer loans that
account for 66.1% of total loans. While observers and researchers have been less optimistic
toward auto and SME (small and medium enterprises) loans due to the intensified competition
in the former and a reality of diminishing asset quality in the field.
Despite that the net interest margin of the bank is facing with the huge challenge because of the
ongoing liberalization of the local banking sector, OSK Research reckons that HL Bank would
be able to tackle this by concentrating on higher yielding assets, like credit cards and personal
loans. Although not having any investment banking or insurance operations at the bank level,
the non-interest income of HL Bank has been outstanding, according to the research,
contributing almost 30% to the entire group. OSK research forecasts sustainable development
in this division, with large potential from its business of wealth management because of its
stable customer deposit base. The research also believes that management is working hard to
achieve a better cost-to-income ratio, even as the ratio has risen from less than 35% in FY2004
to nearly 50% in FY2013, partly due to aggressive enhancement of human capital.
Moreover, the baseline of the bank could be advanced by lower provisions. Many scholars
believe that HL Bank ranks the second best asset quality in the industry following Public Bank
Bhd. As a percentage of total income, the provisions at the bank have declined from around
30% to less than 10% until 2013. Even so, its loan-loss coverage is also reaching the 90% level
and its net non-performing loan ratio is staying at less than 2%. Other than raising its profile
domestically, HL Bank has expanded overseas aggressively, exposing itself to the phenomenal
Under the International Financial Reporting Standards (IFRS) a provision is a liability, while under United
States Generally Accepted Accounting Principles (GAAP) it is an expense. Thus, in the United States, a liability for
income tax is described as Income Tax Expense, while under IFRS it is described as Income Tax Payable. Similarly,
warranty costs are treated as an expense under GAAP and a liability under IFRS.

economic growth of China. Apart from conducting cross-selling, especially of treasury products,
considering the success of its existing Hong Kong branch, there could also be a potential upside
re-rating for HL Bank about should it list the Chinese bank in the near future. The story is that
HL Bank would likely help Chengdu Bank get fully prepared for listing by strengthening its
operations and forging its capacity, namely in compliance risk management, financial reporting
standards, Information Technology and e-banking. This should be followed by increasing its
market share and strengthening its franchise in mainland China. With the Kwek family s
connection, it would not be surprising to see Chengdu Bank growing its strength rapidly and
HL Bank showing aggressive investment strategy.
All in all, Hong Leong Bank is actively involved in mergers and acquisition within domestic
market. Meanwhile, it constantly expanded its overseas branches, especially in Mainland China.
And the new business environment increases the risk of investment and this in turn make the
investors hesitate to enlarge their investment in the bank sector of Hong Leong Finance Group.
However, the Group is largely depending on the Bank s profit-creating ability since it holds
nearly 65% shares of the bank, which directly lead to the low performance of the entire group
in latest years. While, the potential for the group come back with full strength is still high as
long as the Group can get the confidence of investors by succeeding in overseas market.

UOB and Far Eastern Bank
UOB is incorporated and headquartered in the Republic of Singapore, and maintain an
international network of more than 500 offices located throughout 19 countries and areas in the
Asia Pacific, Western Europe and North America. It is a leading bank in Asia, where it operates
through its branches, representative offices and also banking subsidiaries located across
Singapore, Malaysia, Thailand, Indonesia, China, and the Philippines.
Table 18 United Overseas Group 2004-2013
ITEMS

2004

2005

2006

2007

2008

2009

2010

2011

2012

2013

Total
asset

134,879

145,073

161,312

174,950

183,941

185,578

213,778

236,958

252,900

284,229

Loans
and
advances

64,300

67,142

76,875

92,668

99,840

178,857

152,930

141,191

112,440

99,201

Source: Annual Report of UOB Group 2004- 2013 Unit: S$ million

The overall global capital position of UOB was still strong in 2012, with loans-to-deposits ratio
being as high as 84.0% in 31 December 2012. For the year 2012, S$1.2 billion 3.15% fixed rate

subordinated notes and US$845 million in senior notes were issued under the Euro-Medium
Term Note Program to further strengthen the funding sources of UOB. The bank maintains
sufficient liquidity to fund its daily operations, help to meet deposit withdrawals and loan
disbursements, take part in new investments and debt repayment. Therefore, liquidity is
managed in a manner to meet known and unforeseen cash funding needs. Liquidity risk is
managed along with a package of policies, rules and controls issued by the Asset and Liability
Committee (ALCO). The policies, controls and regulations enable UOB to monitor and adjust
liquidity risk to make sure that adequate sources of funds and capital are reachable within a
range of market conditions. These comprise avoiding over concentration of funding by
diversifying the sources and terms of funding as well as maintaining a high-quality portfolio
and manageable debt securities. UOB sticks with a conservative strategy in its liquidity
management by continuing to gather core deposits, making sure that liquidity limits are
perfectly adhered to and that plenty liquid assets are saved to meet a shortage of cash. The
proactive management of deposits distribution is conducted to ensure cost effectiveness is in
accordance with diversification of funding sources. Ensuring liquidity includes essential factors
such as competitive pricing, proactive management of core deposits and the improvement of
customer confidence. Core deposits are in general stable non-bank deposits, including current
accounts, savings accounts and fixed deposits. UOB supervises the stability of the core deposits
by analyzing their volatility from time to time.
Liquidity risk is closely connected with the regulatory liquidity risk management framework
and is measured and managed according to a well-planned cash flow basis. UOB is managed
based on the scenarios such as
Limits related to cash flow mismatch are introduced to control the bank s liquidity
exposure level. At the same time, UOB uses liquidity early warning indicators and trigger
systems to sniff out possible emergency situations. Contingency funding plans are specially
used to screen potential liquidity crises through the usage of a series of warning indicators.
Crisis escalation processes and diverse strategies about funding and communication have been
innovated to minimize the influence of any liquidity crunch.
subsidiaries all over the world are required to abide by each place s local regulatory
requirements. In the case that they are incapable of collecting adequate funds to meet the
stand out and
help meet such requirements. UOB is monitored by the Monetary Authority of Singapore and is
required to retain Tier 1 and ensure total capital adequacy ratios remain as 6% and 10%. As a
group consists of finance and non-finance companies, UOB is well-capitalized, with Core Tier
1, Tier 1 and Total Capital Adequacy Ratios of 13.1%, 14.7% and 19.1% respectively as of
December 31, 2012. These figures illustrate an increase comparing to

mainly thank to higher retained earnings and the issuance of subordinated debts, along with
lower risk-weighted assets due to improved credit quality.
The largest

side of Asia, where it operates through its

branches and representative offices as well as through banking subsidiaries in Singapore (Far
Eastern Bank Limited), Malaysia (United Overseas (Malaysia) Bhd), Thailand (United
Overseas Bank (Thai) Public Company Limited), Indonesia (PT Bank UOB Indonesia), China
(United Overseas Bank (China) Limited), and Philippines (United Overseas Bank Philippines).
UOB offers a variety of financial services including personal financial services, wealth
management, private banking, commercial and corporate banking, transaction banking,
investment banking, corporate finance, capital market activities, treasury services, futures
broking, asset management, venture capital management and insurance. In Singapore, UOB is a
leader in the credit and debit cards business and the private home loans business. UOB is also a
key player in loans to small and medium enterprises.

Even though there were some worries

lower level exposure to China comparing to

its counterparts, successive management suggested that they are still positive on the longer-term
prospects of this economy, but prefer to take a stronger conservative stance because of its risk
exposure for the near to medium term since the economy is going through restructuring. They
also expelled

empire has a

less than 2% market share in each country. In addition, it is not competing head-on with
domestic players for the same segment of clients and tends to focus on clients with regional
businesses. Signs are emerging that funding costs will go up as competition picks up in the
local market, especially in the retail consumer space. Fortunately, on the mortgage loans repricing side, the situation is little easier for manage as it is no longer as simple as in the past to
refinance existing mortgage loans. Overall, this is an area that management intends to focus on
to ensure stability of funding in all its key regional markets.
The latest report indicates that
expectations. Yet, Net interest margin

perform better than market
(NIM) stayed comparatively low in 1Q14 as 1.73%

when its peers are enjoying improvements. In fact, management expects margins to stay in the
current level. Considering the mixed medium-term outlook for the area, they have updated
impairment charge estimates in both FY14 and FY15. UOB are looking forward to a 5 % to 8 %
increase in total operating income, but this will drop to 4-5% at the operating level due to

higher operating costs, improving the cost-to-income ratio to around 45% (from 42%-43% in
2011-2013). However, the bank is retaining its fair value estimate of S$22.40 and based on
current price, UOB is also maintaining its HOLD rating .

To conclude, UOB group takes conservative stance in its investment strategy. Far Eastern Bank
as the subsidiary located on tier 3 was supposed to conduct more aggressive investment to draw
more cash founding for the entire group, however the bank focus on local market and Southeast
Asian Market rather than expose itself to much wider areas such as China like its peers. In
addition, compare to Hong Leong Group, UOB are more subjected to restrictions and rules of
Singapore government. The Group is more interest in repaying old borrowings rather than
conducting new investments.

OCBC and OCBC NISP
OCBC (Oversea-Chinese Banking Corporation Limited) achieved a net profit after tax of S$715
million for the fourth quarter of 2013, 8% higher than last year s fourth quarter (S$663 million).
This was supported by a 22% average increase of net profit after tax from the banking
operations that included record quarterly profit from Malaysian and Indonesian banking
subsidiaries which grew by 37% and 17% respectively in local currency terms, while 34%
and 6% in SGD terms. The entire

last financial year which

ended in 31 December 2013 was S$2.77 billion SGD. The rapid growth of its customer-related
businesses raised net interest income and fee income to an impressed high level. Besides, the
group s Malaysian and Indonesian banking subsidiaries submitted record annual results, and its
insurance subsidiary Great Eastern Holdings (GEH) reported strong potential of business
growth. Because the stimulus of strong growth in both of loans and deposits, the annual net
interest income reached a record as S$3.88 billion, which is 4% higher than S$3.75 billion of
prior year. On the other hand, Customer loans increased 18% year-on-year to S$170 billion
because of the steady growth in domestic market and key overseas markets, which largely relied
on the growth of trade finance and loans to the housing and building and construction sectors.
Net interest margin for last financial year was stable at 1.64% during the four quarters in 2013.
Compared to the previous year, net interest margin decreased 13 points due to the constant low
interest rate environment and the re-accessing of existing mortgage loans in response to severe
Net interest margin is a performance metric that examines how successful a firm's investment decisions are
compared to its debt situations. A negative value denotes that the firm did not make an optimal decision, because
interest expenses were greater than the amount of returns generated by investments.
A dealer's advice to holders of a particular company's shares telling them not to sell the shares they have, nor to
buy any more shares in that company. ( Source: Longman Business English Dictionary)

market competition. This was in part alleviated by the increasing in corporate and commercial
loan and lower costs from deposit funding.
Table 19 Overseas Chinese Bank Corporation FY 2004-2013
ITEMS

2004

2005

2006

2007

2008

2009

2010

2011

2012

2013

Total asset
(S$ million)

121,935

134,710

151,220

174,607

181,385

194,300

229,283

277,758

295,943

338,448

Loans and
advances
(S$ million)

55,224

57,193

61,132

72,775

81,336

82,341

106,449

135,132

144,030

169,620

Source: Annual Report of OCBC 2004- 2013

rall earning from wealth management activities, which includes income from
insurance, private banking, asset management, stock-broking and sales of other wealth
management products, grew up to a new record as S$1.93 billion with an increase of 5% from
last year s S$1.84 billion. As a portion of total income, wealth management operations
occupied 29%, compared with 28% in FY12. The Group s private banking sector retained its
strong growth, with assets under management increasing 8% to S$58 billion at 31 December
2013, compared to S$52 billion one year ago. Operating expenses were also under wellmanagement, growing 3% to S$2.78 billion compared to S$2.70 billion in 2012. Staff
expenditure increased 4% up to S$1.72 billion, showing a 3% rise in headcount to benefit
business expansion in its key markets, annual payment increments and attractive incentive
compensation related to business volume growth. The cost-to-income ratio was 42.0% in FY13,
compared with 40.6% a year ago, mostly because of the lower contribution from market-related
trading and insurance income. Moreover, Allowances for loans and other sectors of asset were
S$266 million in total, which are 2% lower than 2012 s S$271 million, while the nonperforming loans (NPL) ratio increased to 0.7% from 0.8% of last financial year.
OCBC S key subsidiaries

high customer-related business

improvement. GEH continued to maintain steady underlying insurance business growth, within
which weighted new business premiums and new business value comprise up to 27% and 22%
respectively year-on-year. This was result of substantial development across all sales channels
in Singapore and oversea markets. The robust assurance growth is also partly a result of the
close collaboration between subsidiary such as GEH and the controlling family.
GEH presented a net profit after tax of S$675 million and after deduct the part of divestment
gain, net profit after tax was 12% lower than 2012 s S$768 million, since strong growth in its
underlying insurance business was higher than those offset by unrealized mark-to-market

losses

in its Non-Participating Fund. Therefore

S$542 million

et profit after tax contributed

s total income, excluding divestment gains and removing

amortization of intangible assets and non-controlling interests. This declined by 13% from
S$622 million a year ago. OCBC Bank (Malaysia) Berhad reported a record set of achievement.
Annual net profit after tax was MYR946 million, which equals to S$374 million, 17% higher
than MYR811 million (S$328 million) in 2012. This was accomplished through income growth
in different kinds of field such as a 52% increase in Islamic Financing Income, a 2% increase in
net interest income and a 2% growth in non-interest income. Operating expenses grew 3% from
the previous year while allowances were 29% lower than last year s figure. There was robust
loan growth as high as 17% year-on-year, with the Non-performing Loan (NPL) ratio at 2.3%.
in the similar spirit, Bank OCBC NISP displayed a record net profit after tax of IDR

1,143

billion (S$137 million), with a growth of 25% from IDR915 billion (S$122 million) a year ago.
NISP s total income increased 18% year-on-year, underpinned by a 22% increase in net interest
income and a 5% increase in non-interest income. Its operating expenses were 14% higher than
previous year while allowances increased 5%. Total customer loans were significantly rose by
21% year-on-year and the NPL ratio declined from 0.9% a year ago to 0.7%.
Table 20 Case Analysis of Investment Preference
Bank
Hong Leong
Bank
Far Eastern
Bank

Tier

Investment
Preference

Group

Strategy

Performance of
the entire group

Highly depending on HL Bank
2

High risk

HLF

Undergoing transformation

Low and unstable

Expanding overseas market
Taking conservative stance
3

Low risk

UOB

Depending on Local Market

Low

Recovering Period
Relying on both local and

OCBC
NISP

overseas Market
4

High risk

OCBC

Competition from foreign banks

High

Depending on low-tier
subsidiaries for short-term profit

A loss generated through an accounting entry rather than the actual sale of a security. Mark-to-market losses can
occur when financial instruments held are valued at the current market value. If a security was purchased at a certain
price and the market price later fell, the holder would have an unrealized loss, and marking the security down to the
new market price results in the mark-to-market loss. Mark-to-market accounting is part of the concept of fair-value
accounting which attempts to give investors more transparent and relevant information.
Indonesian Rupiah

To sum up, OCBC group is relaying its growth both in Singapore and key overseas market due
to the severe market competition from other global banks, such as Citi bank. The increasing of
subsidiary profit contribute positively on the group s performance, while unlike Hong Leong
Bank, OCBC is not keeping its all resources in one single basket.
The table above (table 20) is the summary of analysis of each group and investment preference
its subsidiaries. We can conclude that it is important for the bank and the entire group takes the
pyramid into account when it comes to investment strategy making. Both aggressive investment
for up-tier bank and conservative stance for lower tier bank can jeopardize the performance of
the whole family-controlled group.

Chapter V
Robustness of Case Specifications
Alternative Measure of Riskiness and Bank Performance
The performance and financial stability of banks and finance companies are mainly determined
by two basic sources: micro bank-specific factors and the macroeconomic environment. Micro
bank-specific factors are widely used in this study including the bank s risk exposure, operating
strategies, and the management expertise. Macro factors comprise GDP growth, unemployment
rates, interest rates, exchange rates, and the situation of competition. Experiences learnt from
the 1994 Mexican financial crisis told researchers and observers that bank-specific variables
partly explained the possibility of bank failure, and macroeconomic factors impact financial
performance and the timing of financial failures in a more general way (Gonzalez-Hermosillo,
Pazarbasioglu and Billings 1997).
Some former researches states that financial performance of banks is largely determined by the
business cycle (Lowe and Rohling 1993; Calomiris et al 1997; Kaufman 1998). During boom
period, firms and households put larger proportions of their income into debt servicing.
Supposing all else factors stay unchanged
will grow with the following business cycle. Researches of Laker (1999) suggest that the
variables often noticed to be positively linked to robust bank profit growth are GDP growth and
changes in real interest rates. Total expenditure of banks, including interest expense
follow a pro-cyclical

, would

pattern based on the business cycle. Interest paid may increase when

saving increase, while wages and operating expenses would suffer from upward pressure since
labor markets tighten within booming times.
However, according to empirical findings, the relationship between banks performance and the
business cycle is not straightforward. Because both income and expenditure seem to be procyclical, the bank s profit depends largely on its cost policy and credit risk profile. The

Interest expense is a non-operating expense shown on the income statement. It represents interest payable on any
type of borrowings

bonds, loans, convertible debt or lines of credit. It is basically calculated as the interest rate

times the outstanding principal amount of the debt.
Pro-cyclical means a condition of positive correlation between the value of a good, a service or an economic
indicator and the overall state of the economy. In other words, the value of the good, service or indicator tends to
move in the same direction as the economy, growing when the economy grows and declining when the economy
declines.

relationship between risk and return relies on how banks access risk, and the lags between
taking risk and realizing profits or losses. For example, if GDP is enjoying rapid growth, banks
may earn higher returns by take part in high risky investment, which generates profits. However,
if a bank suffers from losses subsequently exceed what it had expected to such losses will
jeopardize the bank s performance.
Bank s profit pattern could also be counter-cyclical

if its operational strategy is to ease the

negative influence from the business cycle. For instance, expenditure policies could be strongly
pro-cyclical, loosening up during boom times and tightening when it comes to recessions. In
addition, if national savings are more likely to be pro-cyclical than the demand for credit, bank
profit may follow the pattern of counter-cyclical. In this case, an increase in GDP may lead
finding of this
feature is consistent with countries where the national savings and investment gap is procyclical. Ve

study in 1991 discussed a pro-cyclical current account in Sweden.

Mendoza (1991) finds a similar result in Canada. Penati and Dooley (1984) also find some
evidence with a sample of 14 industrial countries including Canada, Norway, New Zealand, and
Switzerland, which suggests that these countries experienced a pro-cyclical current account for
a certain periods in the 1950s.
In addition, non-performing assets to total assets (NPLs) is also a widely used measures of
banking resilience or stability, and changes in profitability, changes in capital, and changes in
liquidity are applied to test firm performance as well. For instance, Gonzalez-Hermosillo (1999)
finds that changes in bank capital, influencing by profitability and retained earnings growth, is
another useful indicator to access bank fragility. Essential macro determinants related to
changes in banking resilience are GDP growth, interest rates changing, and gearing ratios.
Besides, it is widely known that banks resilience will be impacted by the ability of firms and
households to handle their debt. In turn, this depends on the increase of income, changes in
gearing, and interest rates (Lowe and Rohling 1993; Calomiris et al 1997; Kaufman 1998).
Assuming other factors constant, an increase of aggregate revenues and production will
improve the ability of firms and households to uphold their debt obligations, and thereby
increase bank stability.

Counter-cyclical refers to A type of stock in which the underlying company belongs to an industry or niche with
financial performance that is negatively correlated to the overall state of the economy. As a result, the stock's price
will also tend to move in a direction that is opposite to the general economic trend, meaning appreciation occurs
during times of recession and depreciations in value occur in times of economic expansion.

In different situation, these relationships may be less convincing or even work in the opposite
direction. Accelerating of output growth may result in excessive lending and thus intensify the
vulnerability of banks. For instance, during a short period, GDP growth leading to rapid credit
growth could increase

the necessity of increasing classified assets

instantly, hence at the same time reducing NPL ratios. However, in a relatively longer period,
credit growth may lead to higher NPL ratios due to increasing possibility of marginal borrowers
default. Furthermore, this so-called financial accelerator promotes banks to establish countercyclical style fiscal and monetary policies to handle excessive bank lending and reduce the
potential risk of fragility.
Similarly, relationship between aggregate output and bank stability in Singapore does not
appear linear as well. During a certain period, the relationship between the business cycle and
bank fragility displays both positive and negative changes. For instance, during the economic
recession following the Asian Crisis, NPLs increased rapidly, hindering profit growth and
capital accumulation. Yet, when economic growth rate bounce back to around 10% in 1999,
NPLs remained in high level. At the end of 2000, NOL ratios increased significantly regardless
of the economic booming in 2001.
Reports of MAS found that increases in Singapore banks NPLs were significantly driven by
improvement in the unemployment rate rather than weak GDP growth. For example, when the
annual unemployment rate increase 100 basis point, the NPLs would grow around 350 basis
points. However, it is difficult to explain the sharp decreasing in NPL ratios since 2000 with
unemployment increasing a lot from around 2.5% at the start of 2001 to 5.5% by mid 2003.
This kind of exception largely reflects uncertainty about the relationship between the business
cycle and bank fragility. In addition, the Swedish Riksbank

also emphasizes the significance

of monitoring bank profitability, rather than NPLs, as an importance factor to indicate bank
fragility (Financial Stability Report, June 2003).
Furthermore, except the financial indicators discussed in the chapters above, there are some
non-financial key performance indicators normally using in reports to identify bank
performance. Firstly,

ted through performance of the

employees. Performance of the employees can be accessed by the achievement of target sales of
each employee or collected feedback from different sources such as supervisors, clients and
suppliers. Banks should be monitors and
The Riksbank is Sweden's central bank and an authority under the Riksdag, the Swedish parliament. The
Riksbank is responsible for monetary policy with the objective to maintain price stability. The bank has also been
given the task to promote a safe and efficient payment system.

basis in order to uphold its objectives effectively. Thus, this may motivate the employees
improve their performance.
In addition, reputation of banks can be measured through emotional appeal, product and
services and workplace environment. Emotional appeal is refers to how much is the bank is
liked and respected whereas product and services can be measured through the perceptions of
quality, innovation, value and reliability. Also, workplace environment is refers to management
quality, culture and employees quality. Client

is another essential non-financial

indicator which can be seen from clients

ts and repeat sales.

In order to increase customer s satisfaction, banks should respond quickly to feedbacks from
customs so as to understand and meet their demands. Moreover, corporate social responsibility
is measured by complying with relevant laws and regulations to determine how the bank s
management and operation impact on society and the environment.
According to IFRS 8

segment reporting (International Financial Reporting Standards), an

financial entity should disclose information to enable users of its financial statement to measure
the nature and financial effects of the business activities in which it engages and the economic
environments in which operates. Customer and product segment engages in global
responsibility for their respective areas. For instance, OCBC provides its customer with
services and product segments including Global Consumer Financial Services, Global
Corporate Banking, Global Treasury, Insurance and others. The items of the statement of
financial position are: Internally transfer price, Revenues and expenses are attributed to each
segment. Transactions between business segments are recorded within the segment as if they
are third party transactions and are eliminated on consolidation. Geographical segment
engages in providing products and services within a particular economic environment which
contain different risks from other economic environments. OCBC geographical segment
included Singapore, Malaysia, rests of South East Asia, Greater China, other Asia Pacific and
rest of the world. There are no other individual country contributed more than 10% of
consolidated total income and total assets except for Singapore and Malaysia. Hence the
geographic information is prepared according to the country in which the transactions are
engaged and presented after elimination of intra-group transactions and balances.
Alternative Explanation of strategy preference
Influence of the Financial Crisis

Singapore went through the worst economic downturn in last two decades, which is even more
serious than the Asian financial crisis in the 1990s. However, the impact of the recent Asian
crisis on Singapore also fades away quickly, the negative influence of this global financial
crisis started to emerge obviously only in the third quarter of 2008. Although the Asian crisis
hurt the financial sector hardly, the financial and banking sector is relatively intact, excepting
that the stock market was hit furiously.
The most direct and severe perspective of the financial shock is the influx of toxic financial
assets from US financial institutions into the rest of the world. Singapore, as a regional
financial centre, is managing to catch up with the accomplishment of the Anglo-Saxon model.
Therefore, it reasonable for Singapore banks had their fair share of toxic assets

. For instance,

bigger and more complex domestic banks such as DBS in Singapore invested in collateralized
debt obligations (CDOs) and other structured products, and the nation is holding as much as
$430 million share of the bank (Straits Times, August 25, 2007). Yet these amounts are
substantial, they did not significantly weaken the capital base of these banks.
Singapore banks take financial wealth management as the core business to drive the
development of financial market. With the soaring in commodity prices, Asia s export boom
since 1990s brought a great deal of funds into the nation. Singapore was competing with
Switzerland to be world-class financial wealth management centre. Multifarious private bankers
and fund managers emerged like wild mushrooms after a spring rain. The total bank assets
under management in Singapore rose from S$363 billion in 2003 to S$870 billion by the end of
2012. By 2007, the amount of funds management had reached almost $1.2 trillion and the
number of investment professionals in this industry was 2,185 (MAS, 2008a:32).
Table 21 The Banking Industry Indicator of Singapore

Total
Bank Assets

2003

2004

2005

2006

2007

2008

2009

2010

2011

2012

362.5

398.2

425.2

508.6

582.9

668.3

706.8

781.6

859.1

869.7

IFRS 8 is a set of international accounting standards stating how particular types of transactions and other events
should be reported in financial statements. IFRS are issued by the International Accounting Standards Board.
An asset that becomes illiquid when its secondary market disappears. Toxic assets cannot be sold, as they are
-09, in regards to
mortgage-backed securities, collateralized debt obligations and credit default swaps, all of which could not be sold
after they exposed their holders to massive losses.

Deposits
(Non-bank)
Loans
(Non-bank)
Loan/
Deposit (%)

194.2

206.2

223.7

272.5

315.0

347.5

319.5

433.8

483.3

492.7

171.4

179.1

183.1

194.6

233.4

272.2

281.3

322.7

420.5

432.6

88.3

86.9

81.8

71.4

74.1

78.3

88.0

74.4

87.0

87.8

Source: Annual Report of MAS 2003-2013; Unit: S$ Billion

A big push was conducted toward financial sector in 2001 by the Securities and Futures Act
(SFA) and the Financial Advisers Act (FAA). The FAA aims to improve the level of services
and the quality of advice delivered by financial advisers

Consumers and investors will have a

wider choice of investment products to choose from as distributors and product manufactures
would be able to cross-sell each other s products (MAS, 2002:12ff). Because of the big push,
all the other bankers were encouraged to sell structured products

to not only the more

affluent and savvy customers but also pensioners and the ordinary savers in the street.
DBS sold nearly US$360 million structured notes

connected to Lehman Brothers Holdings

to its clients in Hong Kong and Singapore. Comprising DBS High Notes 5 in Singapore and the
Constellation series in Hong Kong, these structured notes have not been able to create any
profit for DBS as a result of the financial crisis (AsiaOne, October 29, 2008). MAS s report
also shows that Singapore banks issued $508 million of Lehman Minibond Program Notes,
$103 million DBS High Notes 5 and $28 million Merrill Lynch Jubilee Series 3 Linke Earner
Notes, all of which had been purchases by thousands of retail investors-- 28% of them had
bought $10,000 or less (MAS, 2008b:51). In order to retrieve their lost as much as possible,
some investors have taken action against the banks, especially toward DBS. In July 2009, more
than 200 investors who lost about $17 million on DBS High Notes 5 in total brought a lawsuit
against the bank calling for their note to be declared void and their stakes repaid (Strait
Times, July 10, 2009).
Most financial institutions in Singapore had successively compensated the less sophisticated
investors who suffered from the toxic structured notes. For example, Hong Leong Finance
Structured products1 are investment vehicles based on or derived from a single security, a basket of securities, an
index, a commodity, a debt issuance and/or a foreign currency. Structured products have a fixed maturity date and are
designed to offer specific risk-return tradeoffs, with pre-set formulas for both the potential risk and potential return.
However, these calculations are often complex.
A structured note is a hybrid security that attempts to change its profile by including additional modifying
structures. A simple example would be a five-year bond tied together with an option contract. This structure would
work to increase the bond's returns.

offered $57.6 million to 2,048 investors and this is the maximum amount of compensation paid
for the loss of financial crisis. Maybank from Malaysia paid $25.3 million to 1,100 investors,
while ABN Amro, which is an all-round Dutch bank, compensated their 262 investors $14.1
million for their lost. Besides, state-owned DBS also offered 197 investors $7.6 million.
According to MAS, the total settlements for decided cases amount to banks and the regulatory
authorities, the damage caused by toxic assets, making up of only 0.5% of total banking assets,
is minimal for the banking industry. With total assets of S$879 billion until the end of 2012, the
banking industry is not significantly affected by this unwelcome episode. Yet, MAS is still
conducting an overall review of existing programs and practices linked to the sale and
marketing of investment products. MAS impeded bans on the sale of structured notes from 10
financial institutions including ABN Amro Bank, CIMB-GK Securities, DBS, DMG and
Partners Securities, Hong Leong Finance, Kim Eng Securities, Maybank, OCBC Securities,
Philip Securities and UOB Kay Hian on July 1st 2009, and this measure had sent out toxic
structured notes related to Lehman Brothers. Even at first MAS set the ban to be from a 6month to 2-year period but MAS kept it in place until there are adequate measures to ensure
proper training for financial advisory representatives and effective risk rating procedures for
structured products sold by these financial institutions (Channel NewsAsia, July 8, 2009).
Singapore s banking industry is getting stronger and has improved since the 1998 Asian crisis.
Between 1997 and 2007, its loan-to-deposit ratio dropped from 121% to 74% (Table 20) and
since then the ratio stays around 80%. Its ratio of shareholder s equity to total assets has
declined from a high of 9.9% in 2001 to 6.8% in 2007 as a result of the sharp rise in total
banking assets. MAS 2008 annual report revealed that the equity-to-total-assets ratio of local
banks reached to 8.5% and the ratio of regulatory capital to risk-weighted assets up to 14.3% in
the third quarter of 2008 (MAS, 2008b, Table B2:59).
Even though the banking sector has been strong and healthy, it is not able to have totally
immunity to risk and volatility according to a series of banking activity indicators. The annual
growth rate of loans to non-bank customer of domestic banking units fell from about 26% in
May 2008 to 7% by March 2009, which is the steepest fall since November 2008 (Table 20).
All in all, the interbank market was not badly affected and kept working relatively effectively.
The interbank market recovered by November 2008 and increased again slightly in December
and then recovered to normal.
Influence of Singapore corporate culture

It is widely accepted that culture is a key determinant of economic success. Landes (1998)
suggests that If we learn anything from the history of economic development, it is that culture
makes all the difference.

In fact, an important piece of academic research has already

demonstrated that national cultures largely affect productivity, innovation, and inventiveness
(Shane, 1992, 1993; Shane, Venkataraman, & MacMillan, 1995). Lenartowicz and Roth (1999)
observe that a comprehensive understanding of nature and impact of culture within certain
countries are worth to be placed on the centre of research focus.
Aiming to understand a particular culture of a typical nation or area, it is necessary to take a
look at its founders and its present managers in charge of business. Besides, Founders are often
recognized as

the

and value (Low 2005: 47;

perspective or the founding family s value can be

Schein, 1983; Selznick, 1957).

transformed into a common value that will help the firm survive crisis and great impact (Martin,
in 1998 hold a strong believe that managerial values

Sitkin & Boehm, 1985: 99).
were essential

s philosophy and thus partly decide what style of risk a

firm will prefer to take (Ashkanasy et al, 2000).
In

undertook a research covering 32 Singapore firms and it turned

out that all Singapore co-operatives play a major role in local market(Tan, 1994: 11) and are
recognized as a social gear for the rapid development of the country and its people (David,
1975: 8). Singaporeans wholly own these companies by the network based on memberships and
therefore, they can be formally considered as Singapore companies (Low, 2009; 2002),
revealing a typical Singapore style corporate culture and values. The model of the Singapore
national culture was discussed and analyzed in Low s research and certain unique Singaporean
cultural values were reiterated (Low, 2009; 2002).
Table 22 Singapore corporate culture
Type

Examples Such a corporate culture type

1. Profit or the Mee-pok Man/

Corporate Culture

They are normally small businesses with

-Is concerned with making profits (the bottomline) for the

Street Noodle Seller (small

the use of limited resources (materials,

sake of survival (to satisfy basic needs)

business) Culture (can be

capital and human resources) that

- Values prudence, thriftiness and business viability

niche-player)

orientates its business towards meeting

- Being frugal is virtue; prudence helps to boost

the customer needs for better survival or

investments and grow the business.

profits. They are often cautious to

- Is self-sufficient and hardworking

balance with productivity to obtain

- Has good human-relations approach and business

profits. They also include: the mee-pok

orientation.

seller, street noodle seller, Hawker stall-

-

owners, Shop/market stall-owners.

- Is street-smart, surviving in the harsh environment and

Often found in cooperatives, charitable

- Pursues social objectives and the needs of the

-

input).

can be quite hardy or resilience.
2. Co-operative culture

organizations and government bodies,

community.

tasked to carry out certain social

- Helps others and pays back to the community

objectives

(Confucian value)
-Carries out corporate social responsibility.

3. Modernizing/ the Bum-boat

Modern private business, family-owned

Owner Culture (Modern

companies.

- Is brought about normally by the growth of a familyowned company through modernization and the hiring of
professional managers.

private business culture)

- Stresses on productivity.
- Goes modern and professionalism, using technology to
reap the benefits of automation and modernity
(technology is normally resorted to remain competitive).
- Values learning, and bringing in of change into
organization (change is seen as necessary)..
4.Sole proprietor/ Towkay and

Shopkeeper, small companies

-

-

fathers

Family Culture
- (Superiors normally) shows concern openly.
-

-in-the-

- Has a personal and caring atmosphere, builds a high
sense of belonging and togetherness.
- Cultivates personal relationships (guan xi).
- Values political stability and the

5.Stability or the Orchid shirt
and national dress Culture

and insurance/ credit companies.

help and

support with a high sense of unity.
- Has prospered, and such a company usually want to play
it safe. Such a company also has the critical mass,
commitment, capacity and capability to innovate and
grow.

6.Role model or School Teacher

Prevalent in schools/ universities/

-Feels compelled to set the example, and usually trusted

Culture

vocational and technical schools/

by counterparts and employees.
- Being the role model is respected, commanding the
parents and elders.
- Goes global with diversified interests.

7.Going-global or the Singapore
Symphony Orchestra: SSO

businesses with international business

- Values technology.

culture values

concerns, trade and network

- Resorts to global sourcing and networking, giving it
access and advantage to lower costs, raw materials and
components.

8. Technology-driven or the

Companies that prevail in high-tech

- Values progress and (green) technology

Metamorphosis Culture

start-ups; green companies

- Values innovation and new inventions
- Values rationalism and pragmatism
- Is high team-based and works on value-added projects,
emphasizing on high returns and net value add.

9. Bureaucratic or Kathakalli

Exists normally in the government

- Embodies a hierarchical, bureaucratic structure

Culture

bodies and banks

- Gets the tasks done; and in a way, being proceduredriven.
- Can be said to be having these qualities:

Source: Low K.C.P (2011) P37

In Singapore, the demanding to improve profits always exists and some argue that it is partly
explained by a wide spread Confucian value by which benevolence being promoted (Table 21).
As one core value of Confucianism, the leaders are considered as guardians and providers of
employee s welfare. The leaders are required to help people who are less fortunate or pay back
to the society for what has been taken from it. Such kind of culture strengthen
converted version of Confucianism discussed

2002) study. The most

remarkable implication of this culture is that these cooperatives enable ordinary people to
become company shareholders, which also narrow the distance between the rich and the poor.
Nonetheless, it is widely believed that family-controlled businesses in the new era are specially
facing the dilemmas to stick to traditional family management or introduce the knowledge
needed for the modern economy (Lee, 1996).
Low (2005) also shared a metaphor about the corporate culture type so-called Stability or the
Orchid shirt and national dress Culture. For companies fall into this category, national stability
support are emphasized. These companies are usually thriving from a
politically stable environment and then keep expanding. Besides, for a Confucian society, Order
and stability were also highly valued (Robertson, 2000; Yao, 2000). Singapore typically
long had a reputation for being intolerant of corruption and for having one of the more efficient,
no-nonsense regulatory

Thus, it is understandable that

local companies have been used to expanded and grown through incentives, financial assistance
schemes and solid support from government.
Therefore it is agreed that Singapore companies prefer to play it safe. They are afraid of losing
the efficient and effective civil service
provided by their government. Unlike its neighboring countries, particularly Indonesia that
suffered from frequent social disorder, Singapore, where boasts for politically safe and
financially prudent, has been identified as a ideal place to do business, especially concreted by
the experience during the Asian Economic Crisis. This Orchid shirt-wearer corporate culture
can be observed from

ks, fund management and insurance/ credit companies.

These companies traditionally benefit from a well-ordered state

incentives,

the efficient and effective Civil Service, the tripartite arrangements, provision of good roads,
infrastructure and communications systems and all these benefits are so tempting that are hard
to be relinquished.
Furthermore, accounting for large proportion of Singapore firms, for a family-controlled
business, the most identical difference from other profit-seeking organizations is the family s
value impact on the decision making and operations of business. Sirmon and Hitt (2003)

discuss how family aspiration and values indirectly affect effectiveness and efficiency of a
family business in management by creating unique and various resources: patient financial
capital, social capital, and human capital. Social responsibility is another helpful medium by
which family values can influence

and improvement of

reputation. Andrews (1980) argues that, in order to match opportunities with organizational
resources, a company will follow the strategy which based on the leaders
responsibilities to society. Noneconomic responsibilities to society include improving the
quality of life in a given community, fighting poverty, and promoting key social causes and etc.
These noneconomic responsibilities relate to the family itself and society at the same time. For
example, a bank within a family-controlled business group may focus on lending money for
certain industry namely charity organization, simply to offer the family members opportunities
for development, even if these project lower the bank s profitability.

Conclusion
A business group structured according to a pyramid helps ultimate shareholders to manage the
portfolio firm in the pyramid with less cash demanding. Consequently, the business group
builds an internal capital market to manage capital and allocate resources within the corporate
pyramid in order to help business groups relieve restrictions from external financing and
reduces financing expense. Therefore, this paper attempts to answer the following questions:
why firms in Singapore choose the pyramid as the way to organize their subsidiaries? And how
does the pyramid influence the performance of each firm within the group and the entire group
as whole?
This study investigates the relationship between pyramidal structure and Family-controlled
business group s performance in Singapore. It begins analysis by examining the ownership
structure of banks and nonfinancial enterprises that under the control of a family. The survey
suggests that some notable and rich families own an extensive empire, including banks and
other nonfinancial firms in various industries. The mechanisms that the families use to control
these firms are pyramids. Then I classify banks and nonfinancial firms into pyramids of four
tiers to conduct the comparative case study between the business groups. Usually, a number of
holding companies were placed at the apex. These holding companies controlled other firms in
the family group.
According to the research of Morck and Nakamura (2004) and Yupana (2012), the controlling
shareholder chooses what stakes to hold in each firm and also consider seriously about where to
place the firm in the pyramids. When it comes to Banks in different tiers, good investment is
concentrated in upper-tier banks and lower-tier or bottom tier banks are more likely to be
assigned with risky investment. However, evidence from banks controlled by the family in
diverse tiers is not always consistent with this argument. In another word, investment strategies
and performance is not always match with the locations of firms in a pyramid.
All of the cases in this study have similar ownership structure in terms of cash flow and voting
rights. Data from annual reports and other resources shows that investment strategies and
performance is not always match with the locations of firms in a pyramid. Then, it suggests that
if the bank/finance company engaged in improper risky investment run counter to its location
within pyramid, the whole family group could be affected negatively.
For instance, as the case in this study, Hong Leong Bank in tier 2 with Hong Leong Finance
Group was expected to generate conservative investment as its essential position. However, as

the core firm of the group, Hong Leong Banks is presenting active oversea expanding projects
and conducting high risk investment in recent. This leads to the temporary unstable and
downturn of the entire group s performance. Therefore, this study argues that the consistent
between expected strategy and real investment preference has positive influence on the
performance of the entire group.
Furthermore, the case analysis presents the investment preference of each bank and discusses
the reason and consequence based on micro bank-specific factors. Hong Leong Bank is actively
involving in M&A and expanding its overseas branches, especially in Mainland China. But
since the entire group is depending largely on the banking sector, thus the vigorous investment
behavior of Hong Leong Bank which in tire 2 leads to the low performance of the whole empire.
Similarly, Far Eastern Bank from UOB Group confines its business within the local market and
takes a conservative stance when it comes to short-term high risk investment. In this study, I
contribute this preference to the reason that the Group s burden of prior borrowing and the
pressure from Singapore government. On contrary, OCBC group is relaying its growth both in
Singapore and key overseas market. Its subsidiaries located on bottom tier within the group
actively engage in high risk investment and the increasing of NISP s profit contributes
positively on the group s performance.
The last part introduced some other widely accepted measurements of banks performance and
alternative determinants of performance. It concludes that even though Singapore went through
the most overwhelming financial crisis in last two decades, Singapore s banking sector had
achieved recovery since 2008 and the downturn was not the main reason of certain banks low
performance in recent years. While from the perspective of corporate culture, Singapore s
banks and finance companies are more likely to be influenced by stability or the Orchid shirt
and national dress Culture, which refer to those firms prefer stable environment and the
government s help with a high sense of unity. This kind of explains the conservative stance of
UOB Group that the controlled family enjoys Singapore s political stability and its social
cohesion.
Limitations and Implication of Findings
There are several limitations in this research which need to be highlighted. Case analysis is the
most import part in this study, however as a result of the condition limit I could not present an
intensive and deep-digging research on each business group. Due to each family controlled
business group experienced a tortuous course of development, I was not able to show a clear
and whole picture of the empire s situation. In addition, even though family controlled business

is the key word in this study, it has not been connected closely with the theme which is
pyramidal structure. I tried to provide a brief introduction of family business in Singapore and
discussed the importance of finance industry in Singapore. However, this study does not reveal
the influence of the typical feature of Singapore family business group on its performance.
Furthermore, to answer the questions related to banks performance during a long time range, it
is necessary to study historical reason, political, social and economic impacts, even the specific
international environment. This study is trying to discuss the investment preference and banks
performance from diverse perspectives, while it fails to give a systematic explanation
distinguishing different factors, such as direct and in direct reasons.
This study suggests that the controlling family of each group place banks/finance companies in
difference tier within their empire by considering the setting can insulate the entire group from
the adverse effect if an investment does not pay off, in which case the controlling family is able
to maintain control over the other firms by selling poorly performing firms in the lower tiers.
First of all, according to the conclusion above that the consistent between expected strategy and
real investment preference has positive influence on the performance of the entire group, the
regulatory authorities should not only look at the feasibility of extending banking licenses to the
family groups. The control framework should also look at where the banks or the finance
companies will be placed in the pyramid structure and how much direct control the owners
exercise on the banks owned by the group.
Then, for the business group and the banks/finance companies, in order to achieve long-term
development and substantial growth, it is essential and necessary to always consider the big
picture and carry out proper investment based on the position within the pyramid and other
relative factor.
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