
5.1 Ownership structure 

Shen et al.1 argue that most of Taiwan’s family controlled companies 

share certain similar features, i.e. weak institutional invetors, family- or 

business group-oriented ownership, reduced role played by professional 

managers, disproportinately large number of individual investors. As far as 

SinoPac Holdings is concerned, Table 5.2 demonstrates the similar nature as 

suggested by Shen et al.. 

5.1.1 Identities of owners  

As illustrated by Tables 5.1 and 5.2, SinoPac Holdings can be regarded as 

a company with dispersed ownership. Disperse ownership renders the large 

number of outside small shareholders unable to combine their ownership 

effectively to undertake direct monitoring on company affairs (Cubbin and 

Leech, 1983). As Keasey et al. (1997) suggest, free-ride problem occurs when 

these shareholders rely on each other to monitor company affairs. Thus, ‘exit’ is 

a more likely choice than ‘voice’ their concerns. As per Table 5.2, the majority 

shareholders are two groups of investors, namely foreign institutional investors 

including securities firms, trusts, funds and local individual investors. Although 

foreign funds account for over 30% of the total shares, these foreign 

                                                 
1 This research paper is currently under review and has not yet been published. See references section 
for detailed information.  



institutional investors are not keenly interested in the management of SinoPac 

Holdings since their primary interest is investment returns. Thus, they leave 

control with the incumbents as long as the company’s performance is 

satisfactory. Even when they are aware of declining company performances, 

they are more likely to take an exit by divesting their investment rather than 

involving themselves in replacing the controlling group. Foreign institutional 

investors and individual investor account for around 70% of SinoPac Holdings 

ownership. However, these investors are probably the least active as explained 

above. Such distributuion of ownership leads to the type of control that the 

Hong Family exercises. It is worth noting that since these foreign investors 

emphasize on stable returns, they tend to choose companies with sound 

corporate governance and performance. 

In recent time, some oveseas funds have moved away from their traditional 

role in the US, becoming more active in company affairs. For example, 

California Public Employees' Retirement Fund, Calpers, publicly issued the 

opposition to the current Disney board, and this effort has been joined by other 

pension funds. Their active participation in company affairs will inevitably 

strengthen corporate governance, making the board and management more 

accountable to shareholders.  
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Table 5.1: Distribution of share ownership of SinoPac Holdings as in 
December 2003 
 

 
No. of 
owners 

No. of shares Percentage of total 
shares (%)  

1-999 59,768 17,587,082 0.4692  

1000-10,000 73,789 261,301,233 6.9715 

10,001-20,000 15,281 2,270,157,430 6.0568 

20,001-30,000 3,967 97,422,486 2.5992  

30,001-50,000 3,194 124,117,296 3.3115 

50,001-100,000 2,081 147,200,609 3.9273  

100,001-200,000 945 131,334,218 3.5040  

200,001-400,000 449 126,598,913 3.3777  

400,001-600,000 170 83,102,511 2.2172  

600,001-800,000 85 58,552,667 1.5622  

800,001-1,000,000 60 52,894,229 1.4112  
Greater than 
1,000,001 351 2,420,999,987 64.5923  

Total 160,140 3,748,126,974 100  

Source: Market Observation Post System 

 
Table 5.2: Identities of shareholders of SinoPac Holdings as in December 
2003 
 

Identities of shareholders 

 
No. of 

shareholders No. of shares Percentage of total 
shares (%) 

Government & 
SOEs  8 17,722,641 0.4728  

Local financial 
institutions 25 344,729,721 9.1974  

Local securities 
firms, trusts, 
funds 

22 32,344,346 0.8629  

Local companies 261 685,288,357 18.2835  

Other local legal 15 6,242,298 0.1665  
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persons 
Foreign securities 
firms, trusts, 
funds 

417 1,174,778,463 31.3431  

Local individual 
investors 159,359 1,452,807,938 38.7609  

Overseas 
individual 
investors 

32 553,338 0.0148  

Treasury shares 1 33,659,872 0.8980  
No. of 
shareholders 160,140 ------ ------ 

Total No. of 
authorized and 
issued shares 

------ 3,748,126,974 100 

Directors, 
supervisors, 
senior managers 
& shareholders 
with more than 
10% ownership 

18 356,381,159 9.5082  

Source: Market Observation Post System 

 
Table 5.3: Distribution of share ownership of Bank SinoPac as in November 
2001 
 

 
No. of 
owners 

No. of shares Percentage of total 
shares (%) 

1-999 35,065 9,120,743 0.47 

1000-10,000 44,148 138,351,448 7.12 

10,001-20,000 9,929 144,865,013 7.45 

20,001-30,000 1,576 38,251,834 1.97 

30,001-50,000 1,256 47,204,000 2.43 

50,001-100,000 720 50,260,011 2.59 

100,001-200,000 356 50,211,088 2.58 

200,001-400,000 192 55,145,730 2.84 

400,001-600,000 99 48,880,129 2.51 

600,001-800,000 57 40,139,917 2.06 
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800,001-1,000,000 32 29,042,922 1.46 

Greater than 1,000,001 250 1,292,924,812 66.49 

Total 930,680 1,944,397,617 100  

Source: SinoPac Holdings 2002 Prospectus 

 
Table 5.4: Distribution of share ownership of National Securities as in 
November 2001 
 

 
No. of 
owners 

No. of shares Percentage of total 
shares (%) 

1-999 22,230 7,687,456 0.60 

1000-10,000 34,214 126,235,106 9.89 

10,001-20,000 5,667 80,270,537 6.26 

20,001-30,000 2,002 49,462,316 3.88 

30,001-50,000 1440 55,977,874 4.38 

50,001-100,000 982 67,760,500 5.31 

100,001-200,000 401 55,586,961 4.36 

200,001-400,000 194 53,856,100 4.22 

400,001-600,000 73 35,484,175 2.78 

600,001-800,000 34 23,464,790 1.84 

800,001-1,000,000 14 12,725,809 1 

Greater than 1,000,001 88 707,527,196 55.45 

Total 67,339 1,276,038,820 100  

Source: SinoPac Holdings 2002 Prospectus 

 

5.1.2 Concentration of ownership 

(a) Broad view 

The government vowed to achieve concentrated ownership by introducing 

the FHC Act. As demonstrated in Figure 5.1, the percentage of total shares 
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owned by SinoPac Holdings shreholders with more than 1 million shares is 

greater than that of National Securities, while less than Bank SinoPac. In 

statistics term, the category of owning more than one million shares is more 

concentrated in bank SinoPac and SinoPac Holdings than in National Securities. 

In other words, 64.59% of SinoPac Holdings shares are actually concentrated in 

the hand of shareholders with more than one million shares, as oppose to 

66.49% in Bank SinoPac and 55.45% in National Securities. Therefore, 

compared to National Securities, SinoPac Holdings seems to achieve better 

ownership concentration.    

Nevertheless, the composition of owners of this category is important 

given that these owners seem to have great power of control over the company. 

Nevertheless, since the detailed shareholders rosters are not publicly avaliable, 

it is difficult to escertain the identities of these owners and their number of 

shares. However, as mentioned before, institutional investors are not in fact 

insterested in control since their focus is on returns. Although they have great 

number of shares, they are passive in taking control as long as the conpamy 

performs well. Thus, their concentration of share ownership is not directly or 

automatically translated into control.    
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Figure 5.1: Comparison of ownership structure among SinoPac Holdings, 
Bank SinoPac and National Securities 
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(b) Board of directors and supervisors 

Another method used to measure the concentration of ownership is by 

measuring the percentage of total shares held by the borad of directors and the 

supervisors. For example, the board of directors and supervisors of the Tainan 

Business Bank jointly hold around 52% of the Bank’s equity. In other words, 

the Tainan Business Bank has a very concentrated ownership structure. This is 

generally viewed as a positive corporate governance sign given that the 

decision-makers’ ownership and control align closely. Thus, the board members 

will have less incentives to seek risky activities because of their greater 

ownership. The percentages of shares held by the board members and 

 6



supervisors of SinoPac Holdings, Bank SinoPac and National Securities 

respectively are listed in Table 5.5 which demonstrates that SinoPac Holdings 

has relatively less concentration of ownership compared to Bank SinoPac and 

greater ownership concentration than that of National Securities. This means 

that the decision-makers of SinoPac Holdings have better alignment between 

ownership and control compared to the National Securities’ board members and 

supervisors. This is seen as an improvement in corporate governance.  

Notwithstanding, the concentration of ownership, both in broad sense and 

from the perspective of shareholdings by board members and supervisors, 

witnessed decreasing trends from the pre-merger Bank SinoPac to SinoPac 

Holdings. In other words, the misalignment between ownership and control of 

the decision-makers has incresed from Bank SinoPac to SinoPac Holdings.   

 
Table 5.5: Percentages of shares held by the board members and 
supervisors of SinoPac Holdings, Bank SinoPac and National Securities 
 

 
Percentage of shares held by board of 

directors and supervisors 

SinoPac Holdings 9.46% 

Bank SinoPac   9.94%* 

National Securities  7.53%* 

* as on 8 May 2002 

Source: Stock Affiars Service Department of SinoPac Holdings 
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5.2 Type of control  

5.2.1 Berle and Means categories 

In accordance with the distribution of ownership structure and identities of 

owners, it is observed that SinoPac Holdings is a company with dispersed 

ownership. The board of directors hold less than 10% of the total equity. 

Nevertheless, this is a common phenomonon in Taiwan’s banking and financial 

industry given the required large size of capital. This can be concluded that the 

Hong family in fact has minority control as long as Berle and Means categories 

are concerned. The Hong Family has 1.493% of ownership in SinoPac Holdings 

but is able to exercise considerable control over SinoPac Holdings, which is 

evidenced in their control over the board seats. According to Berle and Means, 

this ‘working control’ rests on the controlling block’s ability to attract scattered 

owners proxies since no other shareholder is large enough to conduct regular 

montoring. Eqaully important, as stressed by Berle and Means, this type of 

control runs well when the company prospers, but may lead to proxy war in bad 

time.  

5.2.2 ECGN theoretical framework 

Quadrant II of the ECGN theoretical framework illustrates that dispersed 

ownership with concentrated voting power gives the block-holders secured control 
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excessively disproportionate to their ownership stake. Thus, conflicts may take place 

between the controlling block-holders and outside small shareholders. However, the 

disperse nature of ownership structure proves difficult for small shareholders to unite 

their ownership effectively to undertake direct monitoring on company affairs so the 

controlling groups possess enough voting powers in shareholders’ meetings and 

subsequently dominates company affairs. The controlling block will try to extract 

private benefit at other owners’ expense. In the present case, the Hong family indeed 

enjoys control in excess of their ownership by taking advantage of SinoPac Holdings 

disperse ownership structure. Their control enables the family to handpick 

management team affiliated with the family. This is a particular concern from the 

perspective of corporate governance since the huge deviation between ownership and 

control is highly likely to lead to agency problems. Particularly, when the company is 

in crisis, outside small shareholders will suffer most since they are unable to remove 

incumbents and can only opt for exit by divesting their shares with loss.  

5.2.3 Becht and Mayer’s five stylized path 

Becht and Mayer’s Path Five is similar to Berle and Means’ management 

control. The striking character of Becht and Mayer’s Path Five is shares being sold to 

the public in accordance with the principle of ‘one-share-one-vote.’ In the present 

case, SinoPac Holdings shares by law are sold to the public in accordance with the 
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principle of ‘one-share-one-vote’ without restrictions attached to shares’ voting rights. 

Nevertheless, even though shares are sold to outsiders without conditions attached, 

the ineffective control and monitoring by outside shareholders enable the management 

to exercise greater control, which is evident in the argument of Shen et al.. They argue 

that Taiwan’s family-owned or -controlled companies are reluctant to sell their shares 

to professional investors, who are more likely to form strong monitoring forces. 

Instead, they target individual investors so as to preserve their dominance given that 

individual investors are ineffective to combing their voice. Moreover, as Yeh et al. 

suggest in their research, the controlling families appoint board of directors in more 

than half of Taiwan’s public companies2 so the control is transferred back to the 

controlling block-holder. In the present case, the Hong family clearly has a loud voice 

in the selection of the management of SinoPac Holdings  

5.3 Type of corporate governance system 

Taiwan’s corporate governance is more like a hybrid of the corporate 

governance systems categorized by Vives (2000), i.e. market oriented and 

bank-oriented systems. The market for corporate control has gradually 

developed in Taiwan, which is evidenced in the recent proxy war for controlling 

China Development Financial Holdings Corporation. Products of despersed 

                                                 
2 See許崇源 et al., 2003.  
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ownership, namely hostile takeovers or proxy wars, are bound to occur more 

often, which are central to the market-oriented system. However, in Taiwan 

conflicts mostly occur between the controlling shareholders with concentrated 

control and outside small shareholders, which is a key feature of the 

bank-oriented system. Nevertheless, as explained aobve Taiwan’s commercial 

banks are disallowed to hold equities of other companies unless meeting certain 

conditions. Families by and large replace the role played by banks in Germany 

or Japanese.  

SinoPac Holdings has dispersed ownership structure, resembling to the 

market-based system. However, similar to the bank-oriented system conflicts 

are most likely to occur between controlling shareholders and outside 

shareholders since the management is handpicked by and representatives of the 

controlling shareholders.  

5.4 Mechanisms to acquire disproportionate control 

5.4.1 Pyramid structure 

The research by Claessen et al. (2000) conclude that voting powers 

frequently exceed csah flow rights via pyramid structures or 

cross-shareholdings in nine East Asian countries, including Taiwan. Shen and 

Wu (2003) argue that the more complicated the structure of indirect 
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shareholdings, the more likely that the principle of one-share-one-vote is 

compromised since the ratio of control and cashflow rights is enlarged. A 

classic example is the Van Sweringen brothers in the US in the 1930s. By 

investing less than US$20 million, the Van Sweringen brothers were able to 

control eight Class I railroads of the combined assets of over US$2 billion.3 

The disproportinate control acquired by way of pyramid structures provides 

inventives for the controlling shareholders to seek rent-extraction activities at 

other shareholders’ expenses.  

Due to the ‘one-share-one-vote’ principle enshrined in Taiwan’s Company 

Law, non-voting shares or shares accorded with more than one voting power is 

not feasible. Nevertheless, pyaramid structures are commonly used to acquire 

greater ownership. The Hong family has 28.62% direct interest in Hong Yu 

Investment Corp., LTD. which in turn has 1.89% direct ownership in SinoPac 

Holdings. Moreover, The Hong family and Hong Yu Investment Corp., LTD. 

have 10.90% and 49.68% respectively direct ownership in National Holding, 

which in turn has 3.79% ownership in SinoPac Holdings (see Figure 4.2). As 

long as the Hong family controls Hong Yu Investment Corp., LTD. and 

National Holdings, resources associated with these two companies are at the 

                                                 
3  See Berle and Means, 1968.  
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Hong family’s disposal, including the casting of the compnaies’ votes in the 

event of the election of board members of SinoPac Holdings. Therefore, by way 

of adopting the pyramid structure, the Hong family can expand their control. 

However, the pyramid structure adopted by the Hong family is quite 

straiforward and simple compared to other business groups in Taiwan.   

By using pyramid structure, the Hong family is able to exercise 

dispropotinate control over SinoPac Holdings, not to mention SinoPac 

Securities. The principle of “one-vote-one-share” is intended to enhance 

corporate governance and reduce moral hazard. If this principle is adopted here, 

there should be no SinoPac shareholder who is large enough to dominate the 

company affairs. Thus, the ownership type will be more or less similar to Berle 

and Means category of management control whereunder the control falls into 

professional management as commonly witnessed in the US public companies. 

The diciplinary force will come from shareholders, like the Hong family, who 

have significant interest in the company so they will play an effective 

monitoring role to conduct checks and balances on the management. 

Furthermore, in the US there is a well-established labor market of senior 

management, under-performing senior managers will subject themselves to the 

risk of dismissal. Taiwan’s companies are pretty much family owned or 
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controlled so those in control are reluctant to give away their management 

power.   

5.4.2 Cross-shareholdings 

Cross-shareholdings are seen as an effective devise to acquire 

disproportionate control over the company, which inevitably blurs the 

shareholding structure. Recently, the Ministry of Finance has been forced to 

deal with the issue of cross-shareholdings between China Development 

Financial Holdings Corporation (CDFHC) and its subsidary, China 

Development Industrial Bank (CDIB). CDIB cross-holds 7.07% of CDFHC 

shares as compared to the total of 3.71% jointly held by CDFHC’s directors and 

supervisors. Moreover, the current chairperson Diane Chen and her family hold 

less than 0.2% of CDFHC’s total shares. Thus, concerns arise as to how the 

7.07% shares will be cast in the election of CDFHC board members in April 

2004. As stated earlier, the votes of the subsidary are highly likely to be utilized 

by those who have control over the holding company. The controlling 

shareholder, in the present case being the Chen family, will be able to utilize 

the 7.07% to expand their control in CDFHC by acquiring board seats. The 

issue has so far remained outstanding as to whether CDIB’s 7.07% 

cross-shareholdings in CDFHC should be deprived of voting rights to prevent 
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the controlling shareholder to increase the control. It is suggested that those 

cross-held shares should be treated as treasury shares whose voting rights 

should be deprived.  

SinoPac Holdings is among the very few FHCs which do not have 

cross-shareholding with its subsidaries. This is seen as a very positive sign of 

corporate governance. By way of cross-shareholding, the controlling 

shareholder is able to utilize subsidaries’ cross-shareholdings of the holding 

company to strengthen or increase its contrtol in the holding company. Bank 

SinoPac and SinoPac Securities are both 100% subsidaries of SinoPac Holdings 

and they do not own SinoPac Holdings shares. Therefore, the Hong family does 

not use this device to expand their control. Furthermore, this holding structure 

provides a clearer ownership structure for both supervising authorities and 

investors.  

5.4.3 Proxy votes 

Berle and Means believe that in order for the block-holders to maintain the 

working control, it is necessary for the controlling groups to attract scattered 

owners proxies. As explained before, soliciting proxies is lawful and very 

common in Taiwan as long as potential solicitors meet the conditions set out in 

Rules Governing the Use of Proxies for Attendance at Shareholder Meetings of 
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Public Companies.  

The imminenet proxy war between the controllining shareholders of 

CDFHC and China Trust Group is a case in point. China Trust Group is 

reported to start forming a group of solicitors to seek proxy votes. At the same 

time, the incumbent led by the chairperson Diane Chen will also endeavor to 

solicitor proxies to fend off the potential takeover. Either side able to 

successfully acquire sufficient proxies will eventually obtain control over 

CDFHC. The Minstry of Finace recently revised the Rules Governing the Use of 

Proxies for Attendance at Shareholder Meetings of Public Companies to make a few 

changes. Inter alia, the FHC’s shares cross-held by the FHC’s subsidiary are 

prohibited to be used to seek proxies for the FHC. Thus, Diane Chen will not be 

able to use the 7.07% shares coss-held by CDIB to help her overcome the 8% 

threshold to seek unlimited number of proxies.   

It is a common practice of Taiwan’s public compnaies that the controlling 

shareholder, de facto, use compnaies’ resources to purchase gifts for 

shareholders in exchange of shareholders’ proxies. The biggest problem of this 

practice is that the controlling shareholder maintains the control at the 

company’s expense, or more accurately at the expense of all company 

shareholders. Furthermore, since the controlling shareholder has access to the 
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shareholders roster and channels to the distribution of such gifts, it is much 

easier for the controlling sherholder to locate or make contact with shareholders, 

and ultimately obtain shareholder proxies. 

By the same token, the proxies, combined with the Hong family’s minority 

interest, enable the family to control the majority votes in the board elections. 

SinoPac Holdings was establisehd as a result of a successful merger among 

National Securities, Bank SinoPac and SinoPac Securities and each of them 

held an extraordinary shareholders meeting on 11 November 2001, jointly 

regarded as the inaugural meeting of SinoPac Holdings, during which the 

shareholders of the aforementioned three companies adopted resolutions to 

establish SinoPac Holdings and to approve the selection of board members of 

SinoPac Holdings. As a common practice in Taiwan, management of public 

companies takes initiative to solicit proxies prior to shareholders’ meetings or 

extraordinary shareholders meetings taking place. Thus, it is highly likely that 

the controlling groups of the three merging compnaies solicited proxies from 

scattered shareholders to achieve the election of board members of SinoPac 

Holdings who are affiliated to them. Unfortunately, this type of information is 

currently not publicly avalible.  
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5.5 The alignment of the ultimate owners’ ownership and control  

Below are comparisons of the deviation of the Hong family’s ownership 

and control drawn in different time lines, i.e. pre-FHC National Securities and 

post-FHC SinoPac Holdings and SinoPac Securities.  

5.5.1 La Porta’s deviation 

When La Porta’s deviation is used to draw the comparison, the difference 

is not so great. La Porta’s deviation suggests that the misalignment between the 

Hong familly’s ownership and control has been improved under the new 

holding company structure since the deviation has shrunk from 0.4612% to 

0.397%. Nevertheless, this measurement is not the best in reflecting the actuual 

alignment between ownership and control.  

5.5.2 Claessens ‘wedge’ 

When Claessens ‘wedge’ is borrowed to measure the difference, in terms 

of controlling one unit of capital, the Hong family needed to own 0.9368 unit of 

capital under National Securties Corp. as oppose to only 0.78995 unit of capital 

under the holding company structure now. 

5.5.3 Moral Hazard I 

If Moral Hazard I concept, i.e. the amount of capital controlled per unit of 

capital owned, is adopted, the outcome indicates that each unit of capital owned 
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by the Hong family is transformed into control over 1.31524 units of capital 

compared to mere 1.0674 units of capital under National Securties Corp.  

5.5.4 Moral Hazard II 

According to Shen et al., non-performing loans most often occur when 

directors having excessive power in relation to their ownership make loan 

decisions contrary to the banks’ interest in Taiwan. Their research illustrates 

that the five troubling banks did have higher Moral Hazard I and II compared to 

other banks with sound performances. If Moral Hazard II, i.e. local Moral 

Hazard Index, is adopted, then the differences will be very significant. Every 

percent of National Secutrities Corp. capital controlled by the Hong family 

would be converted into 9.744% of board seats in National Securities Corp. 

However, every percent of SinoPac Holdings’ capital owned by the Hong 

family is transformed into 23.91% of the SinoPac Holdings board seats. More 

strikingly, each percent of SinoPac Holdings capital enables the Hong family to 

acquire 38% board seats in SinoPac Securities. The Hong family’s control has 

grown excessively disproprtionate to their ownership. Notwithstanding, the 

Hong family has no seat in the current board of Bank SinoPac so the Family’s 

shareholdings in SinoPac Holdings are not translated into any pecentage of 

board seats.       
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5.6 Possible reasons contributing to the increasing misalignment 

According to Hsu el al. (2003), Moral Hazard II seems to better measure 

the real control exercised by the ultimate owner of Taiwan’s public companies 

compared to Moral Hazard I. Thus, the Hong family does enjoy 

disproportionate growth in control compared to their actual shareholdings 

compared to National Securities. Several reasons may contribute to this 

increasing misalignment. 

5.6.1 Size of capital  

National Securities had a capital of NT$12.7 billion while SinoPac 

Holdings has a much larger capital of NT$35.3 billion. Given the huge 

difference in the size of capital, the Hong family’s shareholding percentage is 

inevitably reduced to a great extent. In addition, since SinoPac Holdings is a 

public company with dispersed shareholding structure, the growing capital size 

reduces the Hong family’s overall shareholdings from almost 6.8% to mere 

1.5%. Nevertheless, the Hong family are still able to acquire greater 

disproportionate control over SinoPac Holdings and SinoPac Securities than 

before with National Securities.  

5.6.2 Legislative change  

The new law enables the Hong family to enlarge their control at subsidiary 

level. Section 15(2) & (3) of the Financial Holding Company Act sets out that if 
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a financial holding company owns 100% of its subsidiaries, then the rights and 

functions of the shareholders’ meetings of such subsidiaries should be exercised 

by the board of directors of such subsidiaries. Furthermore, the board of 

directors and supervisors of the subsidiaries are appointed by the FHC’s board. 

Because of this, SinoPac Holdings’ board has unfetterd power to appoint the 

board members of SinoPac Securties. Since the Hong family has four out of the 

11 seats in SinoPac Holding’ board, they have a pretty loud voice.  

In addition, the implication of the merger in the present case is more 

significant than ordinary merger and acquisition. According to the FHC Act, it 

is the subsidaries, instead of the holding company, that actually operate 

businesses. Thus, due to the method of appointmtent, the subsidaries’ boards of 

directors play an essential role but at the same time are not directly accountable 

to shareholders of the holding company. In an ordinary merger and acqusition, 

the merged company is at least responsible for some business operations and 

therefore the powers and functions of shareholders are not completely 

derogated or replaced so they are still able to undertake direct monitoring on the 

compnay as opposed to the legal framework underpining the present case.   

5.6.3 Natural consequence of a merger 

Since SinoPac Holidingd was established by way of a successful merger 

and if the merging parties desired to dominate their old businesses respectively, 
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then incresaing misalignment is an inevitable natural consequence. The board of 

Bank SinoPac will not be subject to re- appointment until April 2004. The 

composition of the current board remains the same as the board before the 

establishment of SinoPac Holdings. The current board members were appointed 

by SinoPac on May 9, 2002 to resume their remaining term. It is not yet known 

whether the Hong family will gain any seats in Bank SinoPac’s new board due 

to be appointed in April 2004.  

However, based on the SinoPac Securities’ board appointment, it is 

possible that the ultimate owners of National Securities and Bank SinoPac prior 

to the establishment of SinoPac Holdings will maintain their respective 

dominance in SinoPac Securities Corp. and Bank SinoPac under the new 

holding structure. In other words, the original owner will still dominate their 

respective business with greater control in post-merge era. 

Ironically, mergers of this type may in fact strengthen corpoeate 

governance because each merging party will have incentives to conduct direct 

monitoring on the other. As mentioned above, who controls the holding 

company’s board will have unfettered power to appoint board members at 

subsidiary level. Each party has to deligently monitor on the other in order to 

protect its ownership stake and retain its control. Therefore, the balance of 
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powers “within” the controlling blocks may incidentally fill in the monitoring 

role.   

5.7 Corporate governanace in banking and financial sector 

Greuning and Brajovic-Bratanovic have identified several key players who 

form a set of relationships, which is crucial to corporate governance in banking 

and financial sector. For the purpose of this research, a few players are singled 

out here for discussion.  

5.7.1 Shareholders 

Greuning and Brajovic-Bratanovic (2003) argue that shareholders are in a 

position to determine bank’s direction because of their various oversight powers. 

However, they also concede that shareholders may not be able to exercise such 

influence due to dispersed ownership. Because of this, they stress the 

importance of establsidhing an assessment process, which helps determine a 

bank’s ownership and control structure as well as the status of its capital. By 

way of this process, the ultimate controllers of the bank can be established. 

They also emphasize the importance of locating mecahnisms which help 

increase the misalignment between ownership and control.  

In Taiwan, although public companies are mandated to disclose certain 

information, publicly available information is not always satisfactory. It may 
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not be difficult for an ordinary investor to acertain who are actually in control 

of the company. Yet, to establish the degree of control exercised by the ultimate 

controllers and the misalignment between their ownership and control may 

prove otherwise. Thus, in order to make the ultimate controller more 

accountable to other shareholders, more stringent disclosure rule may need to 

be in place. To use the Hong family as an example, invetors knew that the 

family was the ultimate owner of the National Securities Corp. and so do the 

investors of SinoPac Holdings. However, they may not have a clear idea of how 

much the misalignment is between the family’s ownership and control. This 

knowledge is very important as far as other shareholders are concerned given 

that the greater deviation of the misalignment, the more likely that moral hazard 

will take place.  

5.7.2 Board of directors 

Greuning and Brajovic-Bratanovic (2003) warn that corporate goverance is 

likely to be compromised if connections exist between ceratin shareholders and 

board members as well as between board members and management. Moreover, 

to have independent outside directors, not handpicked by either the controlling 

owners or management, as board members is more effective in achieving 

corporate governance. Accordingly, “independent” outside directors, if selected 
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properly, are able to strengthen corporate governance.   

Neverthless, under Taiwan’s legal framework the mechanism of outside 

directors may well be adopted to serve other purposes than enhancing corporate 

governance. According to the Rules Governing the Use of Proxies for 

Attendance at Shareholder Meetings of Public Companies, the threshold for 

consigning a trust enterprise to solicit unrestricted number of proxies may be 

lowered in the event that the company has outside directors in its board. 

Because of this, the motive behind the inclusion of outside directors becomes 

suspicious, i.e. whether outside directors are intended to strengthen corporate 

governance, or achive personal objectives of the controlling shareholder.  

SinoPac Holdings’ board does not have any independent outside directors 

while SinoPac Securities do have two outside directors who are regarded as 

independent and non-affliated with the Hong family. These two outside 

directors have sound knowledge of the securities business so the selection of 

outside directors to SinoPac Securities board is seen as a positive sign of 

strengthening corporate governance. Moreover, suspicious motives identified 

above are not of concerns in the present case since the appointments were made 

at the subsidiary level which has no direct relevance with the consignment of a 

trust enterprise to solicit proxies. Nevertheless, as SinoPac Holdings is the 
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holding company of SinoPac Securities, to have truly indepedant outside 

directors sitting on the borad of SinoPac Holdings will be more meaningful in 

corporate governance.  

5.8 Management control feasible in Taiwan?  

Management control is the most common type of control witnessesd in the 

US public companies. Shareholders’ role is limited to the monitoring of 

company affairs. Thus, conflict of interest occurs not as often as in Taiwan. As 

previously mentioned, Taiwan’s public companies are largely family-owned 

or –controlled so the controlling shareholders can hardly limit their role to pure 

monitoring. Thus, the concern of rent-seeking activities by the controlling 

shareholder arises. In lieu of effective monitoring, serious wrongdoings or 

criminal offences take place, such as illegal transfer of company assets, 

unauthorized favor to friends or family.  

Due to the requirement of the size of capital, the largest shareholders, 

excluding foreign institutional investors, of Taiwan’s FHCs have difficulties in 

holding more than a few percent of total shares. This disperse nature is very 

similar to that of the US public companies. Nonetheless, the large shareholders 

in Taiwan or their affiliates are those who exercise control over the FHCs while 

the US companies are controlled by professional managers. In terms of 
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corporate governance, it may be more efficient to have shareholders with 

considerable voice take responsibilities of monitoring company affairs, instead 

of managing company affairs.   
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