1. Introduction

A five year reform plan was announced on 17 May 1999 to let more foreign banks gain access to the domestic market, which can steel local banks for greater competition without risk of losing market share or management control. MAS will scrap the current 40% ceiling on foreign ownership. Over the next three years, it will offer the Qualifying Full Bank License to six foreign banks, allow 5 more restricted banks and give greater market access to qualifying offshore banks.

2. Local Financial Sectors

2.1 Depository Institutions

There are three main categories of commercial banks in Singapore: the full banks, the restricted banks and the offshore banks. The numbers stand at 32, 13 and 104 respectively. Full banks are allowed to operate the full range of banking services. Restricted banks can only have one main branch, and cannot accept Singapore dollar savings account and Singapore dollar fixed deposits less than S$250,000 from non-bank customers. Offshore banks cannot open more than one branch, accept deposits from persons other than approved financial institutions. Their lending limit is set at S$300 million. 

The reform plan stipulated the issue of six more full bank licenses, and the allowing of five more restricted banks and 18 more offshore banks. The lending limit of offshore banks is also increased to one billion Singapore dollars. 

Another class of banks is the merchant bank, numbering at 74. Merchant banks offers services such as offshore banking, corporate finance, share and bond issues, mergers and acquisition, portfolio investment management, management consultancy and other fee-based activities.

The assets and liabilities of commercial banks come up to about S$310 billion, with loans to non-bank customer amounting to S$151.6 billion. Total asset and liabilities of merchant banks amount to some S$60.5 billion.

All the segments of the banking sector also perform the investment banking function. In fact, it is one of the core businesses of merchant banks. The trend of bundling of products and cross selling is also foreseen to affect this sector. 

2.2 Insurance Companies

	Business
	Number of Insurers

	
	Direct Insurers
	Reinsurers
	Captives
	Total

	General
	45
	37
	51
	133

	Life
	8
	2
	1
	11

	Life and General
	6
	9
	1
	16

	Total
	59
	48
	53
	160


Table 1

Table 1 gives the composition of the insurance sector. Total premiums for the industry amount to S$7.8 billion, with totals for life, single premiums, annuities and general insurance to be S$4.5 billion, S$0.5 billion, S$0.1 billion and S$2.7 billion respectively. Offshore business counts for 40.7% of all general insurance premiums. The assets of life insurance companies amounts to S$21.9 billion, and that of general insurance and reinsurance to S$3.9 billion.

MAS is encouraging the industry to establish niches in the captive insurance, reinsurance and the marine insurance segments, and looking into liberalisation moves for the industry. The challenge for the industry is the blurring of boundaries between financial segments and the increasing competition of globalisation. Insurers need to improve on areas of costs and expertise and see how they can cater to the aging population of Singapore better. The aim is to develop Singapore into a premier insurance hub in Asia by 2003.

2.3 Finance Companies

There are 18 finance companies in Singapore. They are mostly established in the 1950s to focus on small-scale financing that banks are less interested in. These include instalment credit for motor vehicles and consumer durable, and mortgage loan for housing.

Finance companies are not allowed to accept deposits repayable by cheque, draft or order, nor are they allowed to extend unsecured credit above $5,000 to any persons. Only companies with capital funds of $100 million and above can apply to be allowed to deal in foreign currency, precious metals and foreign currency denominated stocks, share and debt securities provided the aggregate foreign currency exposure does not exceed 10% of capital fund. 

2.4 Mutual Funds

There are 157 fund management companies in Singapore, with total funds managed out of Singapore totalling S$150.6 billion.

In order to build Singapore into a premier asset management hub in Asia, MAS has taken many active steps to develop the asset management industry. Firstly, a streamlined licensing scheme was introduced aimed at developing boutique fund management firms to add greater depth to the fund management industry. Secondly, domestic funds from the MAS, GIC and CPF will be used as seed money to grow the fund management industry. Thirdly, the government introduced various tax incentives for the fund management industry such as the Enhanced Fund Manager scheme, which allow tax exemption for companies that manage at least S$5 billion of foreign investors’ funds.

Fourthly, to attract fund managers to operate out of Singapore, the minimum shareholders’ fund and global funds managed were reduced. Also, the CPF investment scheme for unit trusts was liberalised to give CPF members a greater choice of funds managers and fund performance as well as increase domestic source of funds. Fifthly, standards of disclosure and transparency of unit trusts are raised to enable investors to make informed decisions. Lastly, the government has allowed tax deductions for expenses incurred in relocation or recruitment of overseas talents. Besides, MAS is looking into how it can provide support for companies wishing to provide high-end training opportunities for employees, and to improve professionalism within the industry.

3. Singapore Banking Sector Liberalisation

3.1 Liberalisation Considerations

There are three key considerations behind the liberalisation. Firstly, globalisation and development in electronic delivery channels will let foreign banks reach into the domestic market, regardless of Government protection to the local banks. Secondly, MAS see competition, not protection, as the best way to foster strong and large local players. Lastly, liberalisation should see local banks strengthening and growing, underpinning the financial sector. MAS will review the progress in 2001 before proceeding further.

3.2 Advantages

The original ceiling of 40% foreign ownership had certain drawbacks. Firstly, it resulted in a two-tier market for shares of local banks and decreased the liquidity in local share tranches. Secondly, the true market value of shares of local banks was distorted, and the cost of funds to banks was increased. Thirdly, it was harder for banks to implement competitive employee share option schemes. Lastly, it hindered local banks that want to forge strategic partnership with foreign banks, or pay for overseas acquisition with shares.

In the previous protected environment, local banks compete among themselves by proliferating branches and ATMs, and maintaining separate but similar support services. This resulted in duplicated infrastructure and attendant inefficiencies. Liberalisation forces banks to consolidate, allowing them to rationalise overlaps, and share common back-office systems and delivery channels. 

Also, consolidation yields other important benefits for banks. Firstly, it will give banks larger economies of scale to defray high costs of technology, and to cross sell a wider range of products. Secondly, it gives banks the size to venture forth in the region to make acquisitions and strike alliances. Lastly, it will conserve scarce management talents, and help banks to attract more talents. High calibre executives are attracted to larger banks of international standing, with growth prospects both domestically and abroad.

3.3 Pitfalls

The government had protected and nurtured local banks for a national purpose: to enhance the resilience of our banking system. If the liberalisation weakens local banks and displaces their pivotal roles, it would have failed. Moreover, there are concerns over situation like that of Scandinavia, where local banks over-extended, and of New Zealand, where local banks where bought out by foreign parties.

MAS had installed various safety mechanisms to prevent these from happening. It stresses a gradual transition and other safeguards such as shareholding approval thresholds of 5%, 12% and 20%, and approval conditions such as non-voting ownership.

3.4 Thoughts and Conclusion

The Singaporean financial sectors survived the Asian crisis much better than the rest of the region. In view of the increasing globalisation, and the need for financial sector reforms, it is good for MAS to take the lead for the region. This will help local banks mature into institutions that can hold their own in the global arena, and allow Singapore to achieve the goal of being the financial hub of the region.

It is also comforting to know the great deal of care and planning that the MAS has taken, in taking many steps to ensure the health of the financial sector, and a smooth transition into a liberalised market.

However, the issue of ownership without voting rights seemed ironical when we are liberating the banking sector. BG Lee Hsien Loong maintained that these are standards safeguards that every country puts in. Also, there are concerns over cartel effects on pricing of products and services. This is not likely since the expected two major players left eventually will occupy only 20% of the market share each. A monopolistic situation is unlikely.

4. Commercial Banks’ Response

Development in Internet banking enables foreign banks to reach out to domestic consumers, decreasing and neutralising the advantage of an extensive branch network and government protection. If the government does not liberalise, local banks will still have to face stiff competition with foreign banks.

Commercial banks have more urgent needs to consolidate. Singapore is unlikely to sustain more than two local banks with the critical size for continuing expansion. Local banks face earning pressures, as one bank CEO even questioned the ability of a single large bank in obtaining sufficient revenue feed in Singapore. Also, the Government wants the local banks to maintain a market share of at least half of total resident deposits. The Government is also counting on major players with long term interests that are aligned with the Singaporean economy, to act as stabilisers for our financial system.

4.1 New Playing Field

Advancing IT technology means increasing emphasis on Internet banking. Small or big, banks are equal on the Internet. The difference is in a strong branding. In fact, smaller banks compete on a cost basis more effectively. The possibility is also there to combine services of banks with that of non-bank institutions. The synergy will allow banks to offer customised financial services. In the ‘faceless’ situation of the Internet, cultivating customer relationship is even more important. Finding niches and differentiating products are also critical issues. Marketing on the web is another possibility.

4.2 Strategies

Banks should not be merging just to be bigger. All local banks together would not be equal in size to a single Japanese bank. Instead, local banks should go regional, such as looking for good buys in the region. They can also become potentially niche players by focusing on traditional market or going for selective higher market segment.

Local banks must develop strategies to maintain or even improve market share. Strategies that can be implemented include: attract and retain talents, strengthen management team, institutionalise management process, improve corporate governance, consolidate among themselves, consider alliances with foreign partners who can offer new markets, products and technology and an increased emphasis on efficiency and quality of service.

4.3 Double Tranching

The problem of double tranching can be resolved by a bonus issue to reward more shares to holders of foreign stocks to compensate them for the loss. Foreign shares command a premium over the local shares as they can be held by a broader group of investors. 

5. Impact

There are concerns over whether financial companies will be liberated next, and the reply is that MAS has not yet studied financial companies, which has a more limited role than banks. Financial companies are presently subjected to a 20% foreign shareholding limit.

5.1
Unit Trusts

The government is driving to liberate unit trust industry of Singapore and develop the Republic into a premier fund management hub in Asia over the next five to ten years. This lead to a proliferation of feeder funds (Singaporean funds invested in another fund domiciled elsewhere) which contribute to long term development of the fund management industry of the country. Instead of becoming a premier fund management centre, we run the risk of becoming a fund source centre. Thus, we need greater disclosure of the feeder funds.

5.2
New Products and Services

The deregulation of the financial market leads to greater competition, a broader range of more innovative products that offers value, flexibility and better service. The competition is not just from banks but other financial institutions as well. Links between non-banks and banks institutions will become more blurred through third party alliances and huge mergers. Products will be offered in non-traditional ways such as via telephone, faxes or the Internet. 

5.3 Cross Selling 

There is marked increase in cross selling, whereby customers attracted to a product from a financial service provider are offered a range of other services. Accounts are consolidated to bundle a group of products together. The market can thus be better segmented to offer products that suit customers.

5.4 Personal Financial Planning

The personal financial planning industry will grow, as consumers need to learn how to exploit these new offerings. Financial planners will not be from banks alone, but other qualified financial institutions as well. People need such advisory service, as the offerings are difficult to choose from. Moreover, investment decisions become more complex with new opportunities arising from the freeing up of regulation on CPF savings. 

6. Conclusion

With globalisation, international competition is seen to be increasingly intense. Traditional boundaries between financial sectors and products are increasingly blurred. However, the international community is pressing for local protected financial markets to reform and liberalise.

The long-term benefits liberalisation is a more resilient local market, which the Singapore government has correctly recognised, and had taken steps to be ahead of the region in liberalising the financial sector of Singapore. 

The MAS had also realised the harsh environment and far-reaching effects of liberalisation, and has taken many safeguards to ensure the health of the financial sector. In view of all these, the liberalisation move can only be for the better of the financial sector of Singapore.     
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