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Abstract 

 

 The Republic of Singapore has long had a voluntary policy of 

developing its financial sector, and making it an essential part of its 

economy.  

This thesis aims at filling in the gaps of the current knowledge 

about Singapore’s financial cluster, through an in-depth analysis of 

Singapore’s unique set of banking and financial regulations, and recent 

developments that include the education of financial managers, the rise of 

Islamic finance, and the internationalization of the Renminbi. 

The time frame used to analyze it spans from the liberalization of 

Singapore’s financial and banking sector, which started in 1999, till 2014. 

The framework of Porter’s ‘Diamond model’ has been used to outline the 

strength, and weaknesses of the financial cluster. 

 Shortcomings and successes of Singapore’s financial cluster have 

been evaluated by analyzing primary sources available, and by examining 

the local environment. 

Singapore’s financial cluster still lacks critical mass in comparison 

to that of its rival, Hong Kong. Furthermore, weaknesses remain in 

regards to the educational level of financial and banking managers. 

 The recent developments to set Singapore as an offshore Renminbi 

center can only be acclaimed, however its main focus on the People’s 

Republic of China, needs to be broadened, to include the overall 

Southeast Asian region.  

 

Key words: Singapore, finance, banking, cluster 
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論文摘要 

 

 新加坡共和國(以下簡稱新加坡)長期以來致力推動該國金融產

業的自主性發展，並強化該產業成為國家經濟動能的要角。 

 本論文擬深度剖析新加坡獨特的銀行與金融法規，並分析新加

坡在金融業經營管理人才的教育培訓、伊斯蘭金融體系的崛起、人

民幣國際化等政策面向所做的努力，以彌補現有學術領域對該國金

融業研究的不足和缺口。 

 本文所採用的分析期間從新加坡啟動金融業自由化開始的

1999 年，截至 2014 年為止；而在分析架構方面，我們採用 Michael 

Porter 的產業鑽石模型來勾勒出新加坡金融業的產業競爭優勢。 

 此外，我們藉由檢驗已取得的原始資料與當地市場的條件分

析，進一步評估存在於新加坡金融體系的潛在風險和成功要素。 

 從本文分析結果顯示，新加坡金融業仍缺乏於其競爭對手-香

港所擁有的關鍵性經濟規模；此外，該國在金融業經營管理人才的

培訓成效上仍然不足。 

 儘管新加坡政府宣稱將推動該國成為人民幣的境外金融中心，

然而該政策僅著重在中華人民共和國的市場開發，並非擴展及整個

東南亞區域。 
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Chapter 1. Introduction 

 

1.1 Overview 

 Since the emotional time when former Prime Minister Lee Kuan Yew, the 

Father of Singapore, cried on "Television Singapura” after the separation from the 

Federation of Malaysia in 1965, Singapore has achieved tremendous growth, being a 

booming financial hub, and leading to improved living standards for the whole 

population.  

 Nowadays the island through technocratic and pragmatic ruling has started to 

be considered, for the leaders of some countries, as a model to follow, for instance 

inspiring former Thai Prime Minister Thaksin Shinawatra (Jones, 2008). Yet, it 

should be kept in mind that the city-state’s policies have had more to do with urban 

governance, rather than traditional policies enforced in a country mixing urban and 

non-urbanized areas. 

 The Singapore Miracle can be explained through a better understanding of the 

Developmental State (Liow, 2012). The Developmental State gives a good grasp at 

how the Republic has handled policy making, mixing an elite bureaucracy that was 

given scope to effectively taking initiatives, with market-conforming methods of state 

intervention in the economy, and with pilot organizations to control industrial policies 

(Stubbs, 2009). 

 Whilst most of the Asian Tigers, to some extent, moved away from the 

Developmental State model in the 1990’s, Singapore was slower to abandon it 

compared to South Korea. As a result the Developmental State has forcibly shaped 

the country and the local financial cluster, and has remained in some ways a persistent 

influence (Stubbs, 2009). It has until today been successful, and it has translated into 

high capital accumulation, and strong levels of investment in various sectors, among 

which the financial sector.  

 Some debate whether Singapore has been as much of a Developmental State 

as Taiwan, South Korea, and Japan, preferring to label the city-state as a "growth 

oriented autocratic regime” (Hayashi, 2010). Whatever is the label given to 
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Singapore, it has clearly adopted policies and regulations that are quintessential of the 

Development State, and that have helped the rise of an efficient financial center.  

 

1.2 Purpose of the research  

 This thesis will aim at looking at the impact of policies adopted in the 

financial sector from 1997 onward through the prism of the cluster theory, in the light 

of internal and external forces. I wish to shed the light on the links between these 

three variables, and analyze how they work altogether in the financial cluster that 

Singapore forms. 

  The most important internal forces considered are the regulatory and 

legislative environments, and the local workforce involved in the sector.  

 The main external forces taken into account are the rise of Islamic finance,1 

the RMB 2  internationalization and the rise in the number of High-Net-Worth 

Individuals (HNWIs)3 in Asia. 

 The year 1997 marked the start of the Asian financial crisis, while Singapore 

withstood the crisis relatively well compared to neighboring countries. It nevertheless 

prompted the city-state to liberalize its financial service sector. Consequently since 

1999 the government has decided to enforce a series of policies to make finance a 

leading economic force, part of Singapore’s “twin engine of growth", on par with 

manufacturing (Teo & Ang, 2001 p.361). Measures on how to implement these 

changes were made public by the Monetary Authority of Singapore (MAS)4 in its 

May 17, 1999 statement, “Liberalising Commercial Banking and Upgrading Local 

Banks” (cf. Appendix) (Monetary Authority of Singapore, 1999). 

                                                 

 
1 Islamic finance follows the principles of the Shariah, i.e. prohibition of getting involved in the 

payment or collection of interest charges. Thus if companies need capital, they would have to ask an 

investor to provide capital, at the end of the deal the capital-owner would receive a share of profits 

agreed upon before the signing of the deal. 
2 The RMB (Renminbi) is the Chinese national currency. 
3 HNWI is an individual with a net worth of more than 1 million USD (not including the primary 

residence). 
4 The Monetary Authority of Singapore acts as Singapore’s central bank, but also as its financial 

regulatory authority (in most countries, these two functions are held by two different institutions). As 

the MAS holds these two major roles, any of the policies it launches have considerable impact on 

Singapore’s financial cluster. 
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 Singapore has long been overlooked by academics that seem to prefer Hong 

Kong as their subject of research when it deals with finance clusters. However, 

Singapore, due to its nature as a country per se, has a clearer path ahead; on the 

contrary to Hong Kong that will see after June 30, 2047 the end of the Hong Kong 

Basic Law, which so far has allowed the Special Administration Region to be 

considered as a safe point of entry to the Chinese market.  

 Therefore this research will aim at answering the following question: “In what 

measure the successful liberalization of Singapore’s financial cluster has been 

influenced by internal and external forces?”  

 Throughout my research I will limit myself to the most relevant historical 

events (policies and developments) that have shaped Singapore’s financial sector, in 

order to more clearly outline the connections and interactions between the variables 

analyzed. Concerning the data collection process, I will use primary and secondary 

sources.  

 I hope this thesis will bring a more holistic approach to the current body of 

literature, by focusing on a broader set of variables, and adopting a case study 

approach when necessary. As a result, I wish to make clearer the mutually beneficial 

spillover effects between these variables and Singapore’s financial sector. 

 

1.3 Theoretical framework  

1.3.1 Cluster theory 

 There has been extensive research made by academics on clustering effects. 

The concept of cluster originates from previous researches focused on “Industrial 

district”, as first mentioned in Becattini’s paper entitled “Sectors and/or Districts: 

Some Remarks on the Conceptual Foundations of Industrial Economics” (1989). The 

emergence of “Industrial districts” is due to the combination of many factors, 

including economy of scale, multi-sectorial industries, stable environment, and 

abundance of labor. All that can foster the rise of whole areas called “Industrial 

districts”, unlike Clusters that are identified as geographic areas where a group of 

similar businesses are located. Efficiency and practicality are seen as the primary 

reasons leading to clusters’ development.  

 Academics like Camagni (1991) developed the idea of clusters linked to the 

notion of “knowledge spillover”, where companies and institutions learn from each 
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other due to their close geographical location, and the subsequent ease with which 

information circulates. As far as Cooke (2003) and his followers are concerned, they 

drew more attention to “local knowledge spillovers”. Grabher (1993) interestingly 

added, to the current existing knowledge when speaking about clusters, a stress on 

“traded linkages” that increase economies- of scale. Porter (2000) on his side focused 

on how companies are interconnected in a specific field; most interesting is his use of 

the “external linkage” theory that studies synergies between local government, 

universities, etc. Martin (2003) for his part emphasized the “innovative milieu” that 

puts forward the discovery of new processes and technologies as the foundation for an 

optimal cluster. The ideas of a “global linkage” trend as developed by Grabher 

(1993), and the “global pipeline” as discovered by Bathelt, Malmberg and Maskell 

(2004) emphasize more on clusters through the prism of globalization. Thus clusters 

are no longer seen as isolated entities that seem to develop on their own, secluded 

from the outside world, but also as phenomena that appear thanks to external factors. 

Those last two developments of the cluster theory have strongly impacted the study of 

cluster areas as they show that clusters would be nothing without their overseas 

interconnection. This thesis will therefore include an in-depth study of Singapore’s 

financial cluster in consideration to the latest regional and international developments 

in the financial world.  

 

1.3.2 Porter’s diamond model 

1.3.2.1 Overview 

 Michael Porter in his book published in 1990 and entitled “The competitive 

advantage of nations” developed what is now known as the “diamond model”. This 

model aims at identifying and proving the existence of clusters in some specific areas 

and industrial sectors. His methodology can be divided into two steps, first identifying 

booming industries located in specific locations. The second step aims at proving the 

existence of a competitive advantage through the historical analysis of four main 

variables: demand conditions; factor conditions; related and supporting industries; and 

firm strategy, structure and rivalry. Government and chance are sometimes added, but 

are not crucial, which if taken into consideration would make it a five-variable model 

(Porter, 1990). 
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 This model has so far been the only one used to study clusters in academic 

research, therefore it is worth reviewing it in order to better grasp the true essence of 

what a cluster is, but also to understand the limitations of this model.  

 

Figure 1  

Porter’s Diamond Model  

 
Source: Kaplan Financial Knowledge Bank, 2012. 

 

1.3.2.2 Demand conditions 

 Demand in the home country is seen as vital to ensure that the industry in 

which the cluster is specialized has a clear understanding of the needs of the 

customers (individuals, firms, and government). The greater the demand is, the 

greater the competition is, which means incentives for constant innovation and 

quality. For instance, in the financial sector the more locals have high standards and 

are educated concerning the financial products they consume, the more local banks 

and asset management firms will develop sophisticated investment vehicles fitting in 

with their needs (Porter, 1990, p. 82).  

 

1.3.2.3 Factor conditions 

 Simple factor attributes, as plentiful natural resources or abundant workforce, 

constitute positive conditions. However factor conditions can be cultivated, such as 

the educational level of manpower, transportation infrastructure, pro-business legal 

environment, etc. In a financial cluster, this would translate with the need to have 

Demand 
conditions

Factor 
conditions

Related and 
supporting 
industries

Firm strategy, 
strucutre and 

rivalry
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access to a large pool of trained financial managers and bankers. Fast Internet 

broadband speed would also be crucial to ensure that “high-frequency trading” (HFT), 

which is usually operated within 30 milliseconds or less, is processed without any 

problems (Porter, 1990, pp. 79-82).   

1.3.2.4 Related and supporting industries 

 Related and supporting industries are essential to ensure that clusters provide 

main industries with a full array of services and technologies indispensable to the 

optimal run of firms. Thus the cluster behaves like a one-stop shop where no external 

help is needed, hence positioning the cluster as a world-level hub. In the banking 

sector this would mean lower transaction costs thanks to readily available 

technologies in the same location (Porter, 1990, pp. 82-83). 

 

1.3.2.5 Firm strategy, structure and rivalry  

 Firms with a long-term strategy are determinant as they focus on research, and 

state-of-the-art services and products, thus ensuring a recurrent flow of customers. 

Rivalry to some extent is good as it guarantees that the cluster will grow past its 

natural factor endowment through increased competition. Consequently a free market 

ensuring the lowest entry barriers, fair competition, and a strong legal framework 

should be put forward to ensure that for instance, a financial cluster and its institutions 

have management structures as lean and organic as possible (Porter, 1990, pp. 83-86).  

 

1.3.2.6 Limitations of Porter’s diamond model 

 Michael Porter developed the diamond model and the cluster theory, through a 

close study of ten developed countries, which consequently leaves Davies and Ellis 

(2000) wondering whether his work applies to developing countries, as there is no use 

of a control group. Furthermore, the existence of clusters can be debated in the case of 

small-scale and open economy; as whatever competitive advantage could exist, firms 

have no real choice about their location, such as in Singapore (a country with a total 

land area of a bit more than 687 square-kilometers, nearly 47 times smaller than 

Taiwan). 



‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

 

7 
  

 Furthermore, in his book entitled the “The competitive advantage of nations” 

Porter was rather pessimistic about the case of Singapore that he viewed as a cluster 

whose only strong point was its factor conditions. This however has been proved 

wrong since he published his book, as the Republic has shown considerable ability in 

fostering the rise of two successful clusters, one in manufacturing, and the other in the 

financial sector.  

 What’s more, he also missed the importance of multinational corporations 

(MNCs), which in some countries are more important than local companies, such as 

in the Singaporean banking sector (Yetton, Craig, Davis, & Hilmer, 1992). 

 All in all, we can say that the diamond model has until today been the only 

major tool to analyze clusters, yet there are a few drawbacks linked to the non-

scientific path used. Heavy reliance on deduction leads some academics to consider it 

as a non-relevant method. 

  

1.3.3 Summary 

 To conclude, this thesis will primarily use the Porter’s diamond model as its 

theoretical background, with a specific focus on factor conditions. The other three 

variables will be to a lesser degree used in this research.  

 

1.4 Literature review 

 The following literature review aims at specifically analyzing the literature 

written about the liberalization of Singapore’s financial sector since 1998, and its 

subsequent development. This reform has tremendously changed the shape of the 

sector, and has led it to its successful stage. I will of course look at the shortcomings 

of current research, the debate over whether it qualifies or not as a cluster, and the 

study of external and internal forces that have shaped Singapore as the world level 

financial center it is now.  

 First thing that is noticeable is the lack of academic research on the topic since 

the mid-2000s. While there is substantial information published by the Monetary 

Authority of Singapore, little has been done to analyze the data available. What’s 

more, papers that have aimed at researching the local financial cluster failed to 

include the various elements that have built it. Thus giving an incomplete image of 

the varied actors at play. 
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 Torgovykh, Weinblum, Müller and Maier (2013) attempted to study 

Singapore’s financial cluster using Porter’s diamond model. However they applied it 

to Singapore’s business environment and not to the financial sector itself. Their most 

interesting finding is about the private banking sector, as they see banking secrecy as 

the city-state’s main competitive advantage; the Trust Companies Act and the 

Banking Act being crucial to enforce full secrecy. In relation to higher educational 

policies they advise Singapore’s government to improve the education level of current 

wealth managers, and the creation of more degrees and certifications suiting the 

specific needs of the industry at all levels, from bank clerks to traders.  

 Kuah (2008) in “Working Paper Series” published by the University of 

Manchester while clearly stating that small-scale economies can be analyzed through 

the diamond model, also outlines that in Singapore location is key for the financial 

sector. The concentration of highly skilled and specialized workforce has a positive 

impact on the performance of banking and financial institutions; furthermore they can 

also more easily get together to lobby the government into adopting favorable 

policies. 

 Malcolm Cook, in the book entitled “Banking reform in Southeast Asia: The 

region’s decisive decade” (2008) gives a clear chronological account of the evolution 

of the situation in Singapore, however it mostly focuses on the regulatory evolution 

concerning the banking sector, and slightly discusses the results (2008). Thus omitting 

several crucial variables. 

 Denis Hew in “Capital markets in Asia: Changing roles for economic 

developments” (2005) wrote one of the most complete accounts of Singapore’s 

financial center to date. It focuses on the overall historical development, including the 

legislative environment. It deals as well to some extent with Singapore’s stock 

market, local and foreign banks, the bond market, etc. However, due to its publication 

almost a decade ago, it misses on the 2008 financial crisis. Furthermore it does not 

include information about the training of employees, Islamic banking, or the RMB 

liberalization.  

 The Economic Review Committee, in “Positioning Singapore as a pre-eminent 

financial centre in Asia” (2002), gives a convincing in-depth overview of the 

strengths and weaknesses of Singapore as a financial center. The lack of a diversified 

financial sector, and sufficiently large stock market is thoroughly discussed. On top of 

that the shortage of industry-specific qualifying programs for employees in the sector 
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is dealt with. On a rosier note, wealth and asset management are identified as the 

strongest elements, and risk management is seen as a potential future key player in 

Singapore’s financial district. 

 Ong Chong Tee in “Singapore’s policy of non-internationalization of the 

Singapore dollar and the Asian dollar market” (2003) stresses the importance of the 

establishment of the Asian Currency Unit and the Asian Dollar Market as a tool to 

internationalize the activities of the local banks in the early development of the 

financial cluster until today. He also points out the poor performance of managers in 

the finance and banking sector that is lower than in the Philippines according to 

studies. Hence the heavy reliance of the city-state on foreign workers, and the 

limitations of this model on the long-run. Contrarily, Zahidi, Bloom, Milligan, Guzzo, 

& Harding (2013) in the “The Human Capital Report” underlined that the country has 

the workforce that is the best prepared in terms of human capital to face coming 

challenges, as competition on the international stage increases. 

 To conclude we can say that most of the current literature outlines Singapore’s 

status as an overachiever. Yet, none studies Singapore’s financial cluster combining 

local and regional perspectives altogether.  

 

1.5 Background information 

 In order to better understand the uniqueness of Singapore as a city-state, this 

part will briefly introduce the different development stages that it has been through. 

 

1.5.1 Development stages of the Republic of Singapore 

1.5.1.1 The path to self-governance and independence 

 The modern history of the city of Singapore truly started when Stamford 

Raffles colonized what was then known as Singapura or Temasek in 1819. Shortly 

after the settlement of Singapore, the island was able to take advantage of its natural 

deep-water harbor, its key location alongside the Malacca Straits, and the intense 

trade that took place between Europe and its colonies. As a result, “entrepot trade” 

became the key to the early rise of the city. The takeover of the colonized island by 

the East India Company in 1858 further reinforced the sole reliance of the local 

economy on trade.  
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 Following the “Straits Settlement”, the Indian Office of the British Governor 

took over and ruled altogether Singapore, Penang and Malacca. It somewhat pushed 

Singapore to diversify in the manufacturing sector, and the service industry. However, 

as World War II happened, the Japanese troops took over Singapore, and from 1942 

to 1945 the economy drastically suffered. After Japan surrendered, the British went 

back, and it’s not until 1959 that Singapore was allowed some degree of self-

governance. The first election saw the People’s Action Party (PAP) takeover the 

government with Lee Kuan Yew at its head, and it marked the start of the PAP’s 

single-handed rule that has been going on since then (Turnbull, 1989).  

 Lee Kuan Yew’s party did not rest on its laurels and in order to prevent the 

island from falling into the communists’ hands adopted a set of policies to resolve the 

various problems that plagued Singapore. The establishment of the first statutory 

board -a state-governed body-, the Housing Development Board (HDB), helped tackle 

rampant poverty and unemployment, thanks to the “Five-Year Building Programme” 

that built thousands of subsidized flats. This high-profile policy was enforced 

alongside the “Five Year Education Plan”, which reduced illiteracy and laid the 

foundations necessary for the rise of the “Singapore’s miracle”. The Singapore 

Polytechnic, and other vocational schools hereby established, set the path to the 

forthcoming industrialization. The famous stance of the island against corruption is 

not new either; it also dates back to the early days of the PAP when it enforced an 

“Anti Corruption Law”, which gave the judiciary power wide investigation and 

enforcement powers. 

 The first “State Development Plan” was launched in 1961, and was promoted 

by the newly established Economic Development Board (EDB), another statutory 

board. It was planned to last over a three-year span, and it identified the areas in 

which Singapore benefited from a clear competitive advantage (ship building, small 

appliances manufacturing, steel and chemical industry, etc.). It advocated an import-

substitution strategy aimed at tapping in the large Malaysian market. In order to 

promote labor-intensive sectors, the EDB also drafted policies that would attract 

Foreign Direct Investments (FDI).  

 In 1963 following a referendum Singapore gained independence from the 

British colonial empire, and seventeen days later Singapore merged with its neighbor 

to form the Federation of Malaya. However the PAP did not get along with the United 

Malays National Organization (UMNO) that wanted to establish pro-Malay policies. 
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Following the ethnic riots of 1964, the Federation of Malaysia expelled Singapore in 

1965, because of fears of a pro-Chinese coup against the UMNO (Lee, 2008). 

  

1.5.1.2 The Republic of Singapore’s first industrial revolution and the 

following turmoil 

 Singapore’s forced independence from Malaysia did not affect Singapore’s 

economy that had, at the time, a Gross Domestic Product (GDP) per capita more than 

double of Malaysia’s, and manufacturing already accounted for a bit more than 19% 

of its total GDP (United Nations Statistics Division, n.d.; World Bank, 2014c). 

Furthermore, the city-state was ready to face future challenges thanks to earlier PAP’s 

industrial policies and its two statutory boards, the HDB and EDB. 

 The separation from Malaysia meant that the government had to move away 

from its first State Development Plan, and adopt an export-oriented growth model, as 

it could no longer rely on Malaysia’s domestic market. This period was called the 

“First Industrial Revolution”. This new path did not go without some major issues. In 

1971 the UK, that still had a military base in the island, announced its intention to 

close it. Since British military was one of the principal employers of the island, the 

news stirred grave concerns. As a consequence, the PAP decided to attract foreign 

heavy-industry companies, and Japan proved to be a major ally. The former colonial 

power established many trading companies, and also helped strengthen the local 

shipbuilding companies, which led Mitsubishi Heavy Industries and Mitsui to start 

operating in Singapore (Lee, 2000). 

 The First Industrial Revolution, with the support of the EDB, saw an 

improvement in the industrial skills of the local workforce through the “Manpower 

and Training Unit” and the “Overseas Training Program”, both established in 1971. 

The EDB was also highly efficient in attracting investments from overseas by 

working as a “one-stop shop” for willing investors, especially since it had been 

alleviated from its considerable work-load thanks to the creation of the Development 

Bank of Singapore (DBS), and to the Jurong Town Corporation (JTC), a new 

statutory board (Teo & Ang, 2001). The creation of Asian Currency Units allowed the 

financial service sector to rise as well, by attracting foreign financial institutions, in 

permitting the trade in US Dollars or other major foreign currencies (Lee, 2000).  
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 All those measures reflected in the changing economic structure of Singapore, 

manufacturing grew tremendously, helped by the relocation of many factories from 

Hong Kong to Singapore, due to the political turmoil in China at that time. As a 

result, in 1973 manufacturing reached 22,3% of the GDP, and the Per capita GDP at 

current prices (US dollars) had attained $1,929, nearly triple that of Malaysia’s. 

Finally, GDP growth averaged 12,7% annually from 1965 to 1973 (United Nations 

Statistics Division). As the local business class did not seem to be willing to shift 

from their traditional focus on shipping and logistics, there was a concomitant 

increase in state intervention by means of a “big push” strategy, 

 As the country reached a state of full employment, concerns emerged about 

the spiraling wages and the unsustainability of the labor-intensive orientation of the 

economy, consequently the country attempted to adopt a more capital-intensive 

growth model (Cahyadi, Kursten, Weiss, & Yang, 2004). While globalization started, 

it became less and less competitive to attract FDI in the low-skilled sector as fierce 

competition emerged from other Asian countries that took part in the global 

production network. The EDB moved to attract more technology-intensive businesses, 

such as in engineering, high-end electronics, and petroleum processing. The borders 

were also opened to attract foreign talents, and offset the shortage of labor. Yet this 

strategy coincided with the First Oil crisis of 1973, the effects of which lasted until 

1976. As a result the industrial upgrade strategy had to be delayed, growth slowed 

down from 11,1% in 1973 to an annual average of 6,2 % from 1974 to 1976 (United 

Nations Statistics Division). 

 

1.5.1.3 The second industrial revolution: A hazardous journey 

 As the world’s economy recovered the flow of FDI went back to normal after 

1976, the turn towards more capital-intensive industries was resumed and in 1979 the 

Vocational and Industrial Training Board was set up to level up the skills of the 

workforce. Simultaneously, the Joint Industrial Training Scheme was enforced with 

the help of multinational corporations in order to provide them with highly sought-

after skilled employees. While in appearance this strategy appeared as a success as the 

growth rate went up, this was mostly due to the rise of Singapore in the financial 

service sector, and the construction sector.  
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 Thus, in 1980 the “Economic Development Plan for the Eighties” was 

published and it kick-started what is now known as the Second Industrial Revolution. 

All the statutory boards were put to the task to diversify the industrial structure of the 

country: Information and Communication Technology (ICT), pharmaceuticals, 

medical instruments, etc. The EDB was particularly successful in attracting MNCs in 

those sectors, and the city-state became a crucial link in the region in high-end 

industrial production. In order to ensure that productivity would follow and that 

wages went up, the government decided to enforce a high-wage policy from 1979 

until 1984. Simultaneously, the Trade Development Board (TDB) was founded in 

1983, with the aim of strengthening indigenous companies by helping them to expand 

their business abroad. This board had other beneficial effects on the economy, and 

further setting Singapore as an international trading hub (Ramcharan, 2002). 

 Education-wise lots of efforts were made to continually make sure that the 

workforce had the appropriate technical skills. Some universities were transformed 

into Technological Institutes, the brightest students were sent abroad, many faculty 

members were recruited from the West, and joint projects such as the French-

Singapore Training Institute were set up. 

 While at first it seemed that the Second Oil crisis did not have much impact on 

the economic performance of the island, oil-refining and ship-building were severely 

hit. What’s more the high-wage policy (1979-1984) led to an unsustainable situation 

as wages increased faster than productivity. Many companies instead of upgrading 

their business had simply relocated to the Malaysia hinterland, or Indonesia. As a 

consequence, in 1985 the country was hit with its first recession, the GDP contracted 

by 0,6% and the following year GDP only grew by 1,3% (World Bank, 2014a).  

 In reaction, in 1986 “The Singapore Economy: New Directions” was 

published and advised the PAP to make services a clear part of its growth strategy, 

pushing for tax incentives in order to ensure MNCs would settle their regional 

headquarters there. The “SME [Small and Medium Enterprises] Master Plan” was 

also launched in 1988 to make sure that indigenous companies would restructure. 

High wages, which had pushed the country into the 1985 recession, were frozen for 

two years, the corporate tax was lowered, and the flexi-wage system was enforced, 

automatically regulating people’s income based on various performance indexes. 

Luckily the economy went back on track, and from 1986 to 1990 the country thanks 
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to its new found luck in the tertiary sector enjoyed an average GDP growth of 8.7% 

(Toh & Tan, 1998). 

 

1.5.1.4 The 1991 Strategic Economic Plan: a turning point 

 The Strategic Economic Plan published in 1991 can be seen as a turning point 

for Singapore. Thus, it mentioned for the first time many key ideas that have long 

lastingly shaped the city-state. It was a long-term plan that aimed at making 

Singapore a high-income nation within the following 30 years. It also listed the ways 

to make the Republic a global city. Thereby, “The Riau Islands, Johor, Singapore 

Growth Triangle” was mentioned for the first time as a possible hinterland for 

Singaporean businesses. Singapore positioned itself as a key regional force, and 

identified possible clusters (Toh & Tan, 1998).  

 In the early 1990’s the country was concerned about the low productivity of its 

service sector (including the financial sector), while it encompassed 39% of workers, 

the economic output only represented 9% of the GDP. As a response the Singapore 

Productivity and Standards Board was created in 1996 to increase the economic 

output of service workers (Ministry of Trade and Industry, 2006).  

 While the local workforce was already well educated the government 

launched the “National Technology Plan” in 1991 to deepen locals’ scientific and 

technological knowledge, followed by the 1996 “National Science and Technology 

Plan”. The government came to the realization that the population being limited the 

country would have to resort to hiring foreign talents, thus starting the constant 

growth of foreign workers in the island (Ministry of Trade and Industry, 2006).  

 Regionalization was also set as a priority. Singapore had long overlooked its 

neighbors and mostly targeted Western markets. Thus a series of policies were 

enforced to better help Singapore to become a regional hub, such as the 

“regionalization of Singaporean enterprises programme” (Pereira, 2001). 

 All these efforts paid off, and in 1993 the GDP growth reached 11.5%. 

However, the 1997 Asian financial crisis disrupted the growth model set by the 1991 

Strategic Economic Plan. Whereas in 1997 the GDP growth was still of 8.5%, in 1998 

the country’s GDP contracted by 2.3%, luckily the economy bounced right back in 

1999 and grew by 6.9% (World Bank, 2014a). Most of Asia’s currencies and stock 

markets were severely hit, yet Singapore remained largely unaffected by the crisis, 
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that situation led the Singapore Dollar (SGD) to strengthen in comparison to other 

regional currencies. Consequently the island’s regional competitiveness worsened, so 

the government decided to reduce labor costs. The newly established Committee on 

Singapore’s Competitiveness advised the country to keep developing its well-

established financial service sector and diversify in venture capital and fund 

management, and to also turn to new high-growth hub services that include 

healthcare, media, education, etc. The “Productivity Action 21” plan was 

simultaneously launched in order to ensure that the local workforce would finally 

reach the list of the top 10 most productive nations in the service and manufacturing 

sector (Tan, 2002). This plan confirmed the island’s turn towards attracting more 

foreign talents in order to help achieve its goal. The 1990’s also saw the nation 

develop into a more knowledge intense model, with higher education at its core, 

leading to plans to make Singaporean universities among the most attractive and 

competitive in the world.  

 Those measures were highly successful as service exports grew by an annual 

average of 9.9% between 1985 and 2001. In 1993 more than a hundred foreign banks 

had set branches in the city-state. By 1998 the local financial market started to open 

up, and foreign banks were allowed to enter the lucrative retail-banking sector 

(Economic Review Committee, 2002).  

 The years 2001, 2002, and 2003 witnessed several external shocks, the 

technology bubble collapsed, the USA were hit by the 09/11 attacks, and the SARS 

epidemic broke out. As a consequence in 2001 the GDP contracted by 1.2%, in 2002 

the economy bounced back to a meager 4.2% GDP growth, and in 2003 the GDP 

grew by 4.6% (World Bank, 2014a).  

 As a result, as early as 2001 the government set a new Economic Review 

Committee, and in 2003 it released a series of recommendation in order to truly build 

the city as a global hub. Six fields were picked out and much emphasis was put to 

make them flourish: international links, the local business environment, knowledge-

driven sectors, the service and manufacturing sector, human capital, and job 

displacement (Ministry of Trade and Industry, 2003). Accordingly in 2006 the real 

growth of financial services was of 9,2%, Singapore became the sixth largest private 

banking center worldwide (Singh, 2012). At the same time the manufacturing sector 

still represented 27% of the annual GDP, an impressive performance for such a small 

island (World Bank, 2014c).  
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 This period of rapid expansion was again halted in 2008, as the subprime 

mortgage crisis hit the USA and impacted other international markets. That year the 

GDP grew by only 1.7%, and in 2009 it contracted by 0.8% (World Bank, 2014a). 

While on the financial front Singapore was enforcing many proactive measures such 

as guaranteeing all deposits, a stimulus package representing 8.2% of the GDP was 

launched (ADB Asia Capital Market Monitor, 2009). The government also took 

advantage of the lower level of economic activity to implement the “Skills 

Programme for Upgrading and Resilience”. This plan aimed at improving the 

knowledge of the local workforce, and seizing new opportunities when the economy 

bounced back (Ministry of Manpower Singapore, n.d.). The city-state did not have to 

wait for too long as in 2010 the GDP increased by a spectacular 14.8% (World Bank, 

2014a).  

 In 2010 the Economic Strategies Committee released its latest report. In the 

past most reports had solely targeted how to improve the business environment and 

the economic output of the local workforce. Yet the 2010 recommendations moved 

away from their traditional focus and called for a more inclusive growth, in order to 

decrease the ever-growing income inequalities (Ministry of Trade and Industry, 

2010).  

 

1.6 Chapters layout 

 This thesis will be comprised of four chapters. First, an introduction, 

explaining the details of the thesis, providing a theoretical framework for the research 

and literature review to support it; second, an overview of how Singapore emerged as 

a full-bodied financial and banking cluster, and an evaluation of key sectors 

performance from 1997 to 2013; third, an in-depth analysis of emerging factor 

conditions which have been at play: education and capacity building, Islamic finance, 

and the Renminbi factor. And finally, a conclusion addressing the research questions, 

summarizing major attributes, evaluating strengthts and weaknesses regarding 

Singapore’s financial and banking cluster. 
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Chapter 2. Emergence of Singapore as a Full-bodied Financial and 

Banking Cluster, and Performance from 1997 to 2013 

 

2.1 The 1997 Asian Financial Crisis: a wake up call for Singapore’s financial 

center 

 The 1997 Asian Financial Crisis having had a tremendous impact on the 

regional and Singaporean financial market, it is therefore crucial to understand its 

development and consequences. 

   

2.1.1 Impact on Asia 

 On July 2, 1997 Thailand’s national currency, the Baht, followed a downward 

spiral (CNN Money, 1997). In the coming days and weeks most countries in the 

region were severely hit as well. The Philippines, Malaysia, Indonesia and South 

Korea reached their lowest points that same year too (Beeson & Rosser, 1998). On a 

lesser note Taiwan, Hong Kong and Singapore weathered through the hard times 

better.  

 The situation started to look bleak in Asia as early as 1996. The 

macroeconomic situation in Thailand had already started to worsen. The Thai Baht in 

parallel to the USD, to which it was pegged at the time, appreciated by 21% against 

the Japanese, American, and German currencies between April 1995 and December 

1996 (Moreno & Federal Reserve Bank of San Francisco, 1997). Hence making the 

Thai Baht one of the world’s most overvalued currencies. As a consequence 

Thailand’s exports lost their competitiveness on the international market, shrinking by 

0.2% in 1996 especially in the textile sector (Lai, 2000, p. 68), leading to a 7.9% 

deficit of the country’s current account (Tan, 1999, p. 1). As a consequence, 

Thailand’s stocks and property markets began to tumble, further weakening local 

financial institutions. In spring 1997 heavy pressure started to be felt on the Bath, as 

locals wanted to insure themselves against the risk they had taken by borrowing in 

foreign currency denominated loans (Beeson & Rosser, 1998).  
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 To preserve the value of the Bath, the central bank spent a massive amount of 

its foreign reserve through USD “forward contracts” 5 , which proved costly and 

eventually deadly for governments’ foreign reserves.  

 The announcement of forthcoming massive losses by Finance One, one of the 

largest Thai banks, prompted the government to let the Bath float freely, as the Thai 

central bank could no longer afford to keep afloat its banking and monetary system. 

This ended the long-lasting peg of the Bath to the USD (King, 2001, p. 441). So, the 

Thai currency lost most of its value overnight, as it had previously been kept 

artificially at a high level when pegged to the much stronger USD, linked to the 

mature American market. 

 In the following two weeks, Malaysia and the Philippines unpegged their 

currencies as well, and South Korea did similarly afterwards, thereby provoking 

massive flight of foreign capital from the region (King, 2001).  

 As much of the local private debt was foreign currency denominated, many 

households were unable to pay back their loans. It led many countries to face 

unbearable situations, with for instance the case of South-Korea whose short term 

foreign debt nearly reached 100 billion USD at the end of 1997 (King, 2001, p. 442). 

Therefore, the region lost the momentum it had gained since the 1960’s (cf. Table 2). 

 

Figure 2 

GDP Growth (annual %)  

 1996 1997 1998 

Indonesia 7,6 % 4,7 % -13,1 % 

South-Korea 7,0 % 4,7 % -6,9 % 

Malaysia 10,0 % 7,3 % -7,4 % 

Philippines  5,8 % 5,2 % -0,6 % 

Singapore 7,6 % 8,5 % -2,3 % 

Thailand 5,9 % -1,4 % -10,5 % 

Source. United Nations Statistics Division, n.d. 

 

                                                 

 
5 “Forward contracts” are contracts made between two parties to buy or sell an asset (referred to as the 

'underlying’) at a specified price (referred to as the 'forward price’) on a future date. They do not trade 

on a centralized exchange and are therefore regarded as over-the-counter (OTC) instruments. There is 

no money exchanged until the settled date. 
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 The catastrophic domino effect of the crisis can be blamed on the 

underdevelopment of local financial systems. They were not ready to withstand the 

massive inward flow of foreign capital that occurred before the crisis in their local 

economies.  

 Local banks at the time heavily relied on USD denominated short-term loans, 

and their risk management strategies were inadequate. For instance, in the 1990’s the 

Thai government had settled the “Bangkok International Banking Facility” (BIBF) 

that was in charge of providing local banking institutions with foreign funds. 

However the BIBF activities were not closely supervised, which resulted in an 

uncontrolled growth of foreign currency denominated short-term debt that was used to 

invest in long term projects, which equaled to incompatible debt maturity6 (King, 

2001, p. 443).   

 Furthermore, due to the heavy inflow of foreign investors in local stock 

markets, the crisis spread fast in Asia. Fund managers and private investors who had 

to cover their losses in Thailand, sold their assets in other Asian markets that had not 

yet deflated too much, thus further inducing a domino pattern (Tan, 1999, p. 4). 

 All in all, at the dawn of the crisis there were three distinctly salient problems 

in Asia: asset bubbles in the real estate and stock market, shrinking exports, and 

opaque governmental and banking decision-making processes. Thus paving the way 

for the massive crisis that followed. 

  

2.1.2 Impact on Singapore 

 Contrarily to the situation in most countries of the region at that time, 

Singapore’s economy was not as hardly hit by the crisis as other nations (cf. Table 1), 

with the exception of Taiwan. This was due to the careful building of the financial 

sector since the mid 1960’s. The city-state had also in the previous boom years been 

exempt from a massive inflow of capital from abroad, preventing too much of a 

lending explosion (Garrido, 2005, p. 29). 

 Yet, overall the country suffered, and unemployment more than doubled, to 

balloon to 4.4% in December 1998 (Tan, 1999, p. 5). For that reason, Singapore chose 

to improve the economy’s competitiveness. For instance, the wage system was 

                                                 

 
6 Maturity refers to the date when the final payment of a financial instrument is due to be paid. 



‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

 

20 
  

reformed in order to make it more flexible and responsive to allow companies to 

remain profitable in times of economic hardship (Jin, 2000).  

 The government at first for the 1998-1999 budget did not plan to launch a 

stimuli package; actually a surplus was still expected. Only small tax cuts were 

planned to boost competitiveness. However as the economy did not show signs of 

recovery, the government decided to launch a second set of policies to help domestic 

companies, thus mostly aiming at resorbing the surge of the unemployed.  

 The “cost reduction package” was probably the boldest move from the 

government, by reducing costs of doing business7 by 15%, it was worth more than 10 

billion (SGD) in total (Tan, 1999, p. 8). These measures, though costly, did not 

increase Singapore’s debt as it had in its good years generated large budget surplus 

(Garrido, 2005, p. 33). Luckily, the expected effects of the successive plans 

materialized, and the banking sector was able to rebuild its attractiveness. 

 While helping the local economy, the Republic of Singapore also sought to 

help the whole region to recover as fast as possible. In August 1997 Singapore, 

alongside other countries, provided a rescue package worth US$17.1 billion to 

Thailand, and it did the same in November 1997 this time to help Indonesia with a 38 

billion USD package. It also took part into the IMF sponsored “New Arrangement to 

Borrow” aimed at giving the IMF access to extra funding in case the international 

monetary system would be at risk of collapsing. It injected 340 million USD in the 

overall 34 billion USD program (Jin, 2002). These moves all showed the willingness 

of Singapore to truly engage into any international plans aimed at resorbing the 

effects of the 1997 Asian financial crisis. 

 

2.1.3 Impact on the Singapore Dollar 

 The Singapore dollar is pegged to an undisclosed currency basket of 

Singapore’s “major trading partners and competitors” (Monetary Authority of 

Singapore, 2001d, p. 2). The official exchange rate of the SGD is calculated following 

the nominal effective exchange rate8 (NEER), and allowed to fluctuate within an 

                                                 

 
7 Cost of doing business (CODB) refers to the cost of operating one’s business, this generally includes 

taxes, salaries, bills, and rent. 
8 The NEER is the quote for a currency versus a weighted value of currencies traded within an index of 

currencies (weighed according to the balance of trade). The NEER differs from the “real exchange 
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“undisclosed policy band9” (Monetary Authority of Singapore, 2001d, p. 2). This 

solution allows for a more flexible monetary policy in case of crisis, in comparison to 

the Hong Kong Dollar that is completely pegged to the USD. As a result, while no 

drastic devaluation was undertaken, the SGD’s policy band was modified to allow 

greater volatility. Following this careful policy the  NEER had as early as 1999 

recovered its average NEER (Jin, 2000). 

 In 1997, the Singapore dollar found itself in a middle ground situation, where 

the national currency lost ground to the USD, the Japanese Yen, the British Pound, 

and Deutschemark, but appreciated against other Asian currencies, such as Malaysia’s 

Ringgit and the South-Korean Won (Jin, 2000).  

 Because of the sudden fall of other regional currencies against the Singapore 

dollar, the erosion of exports’ competitiveness consecutive to a comparatively more 

expensive currency, and the fall in regional consumption, domestic exports declined 

in the region. The situation would have been way worse, had the government not 

pushed for market expansion in all continents for its high-tech manufactured goods 

(Garrido, 2005, p. 35). The ASEAN-4 (Indonesia, Malaysia, Philippines, and 

Thailand) at that time represented almost a third of Singapore’s exports.  

 Singapore’s response however was nothing like that of its neighbors, it did not 

drastically change its monetary policy during the crisis, as speculators in the end 

chose to attack other currencies, which had weaker fundamentals, such as South 

Korea’s Won. This can be credited to the conservative lending policies of the 

Monetary Authority of Singapore (MAS). Before the crisis, its monetary decisions 

were highly trusted, and the Singapore Dollar in 1997 was still seen as a safe heaven 

due to the island’s sound macroeconomic environment: no external debt, large foreign 

exchange reserves, budget surpluses, high   savings rates, current account surplus 

(20.9% of GDP in 1998) (Jin, 2000).  

 What’s more, the MAS has long opposed the internationalization of the SGD, 

arguing that it has to parallel the growth of the real economy, thus preventing a risk of 

capital flow instability. While all forms of exchange control were totally removed in 

1978 (Tee, 2003, p.93), until today this policy has safeguarded the SGD from 

                                                                                                                                            

 
rate” (RER), which reflects the value of a currency corrected according to local purchasing power. This 

also contrasts with the “nominal exchange rate” (NER), which is the official exchange rate. 
9 A policy band refers to a currency system that allows a currency’s exchange rate to fluctuate between 

pre-established limits. It is a system in-between a fixed exchange rate and a floating exchange rate.  
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suffering from any catastrophic speculative attack. Even though some complain that it 

hinders the growth of the Singapore Financial cluster. 

 

2.1.4 Impact on Singaporean banks 

 As might be expected, Singaporean financial institutions had to overcome 

some difficulties during the crisis. Due to their investments in South East Asia they 

had to proceed to asset depreciation, and witnessed a sharp increase in non-

performing loans (NPL) 10  to around 10% in 1998. Luckily, the region only 

represented 20% of domestic banks’ assets, and “loan exposure to Malaysia, 

Indonesia, Thailand, South Korea and the Philippines in March 1999 was 34.7 billion 

SGD, or 12.5% of their total assets” (Jin, 2000, p. 9).  

 Banks in Singapore having an average capital adequacy ratio11 (CAR) of a bit 

more than 16%, they did not suffer losses to the point of going bankrupt. They were 

more than able to withstand the losses, and still posted benefits in 1998 (Tan, 1999). 

However, financial services got affected by the recession for the year following the 

crisis, while the business sector continued to grow (Jin, 2000). All in all, banks while 

having to digest the losses from NPL, the sector was not as badly hit as in South 

Korea or Indonesia, thus showing resilience through effective capital management 

techniques (Garrido, 2005, p. 29). 

 

2.1.5 Impact on the Stock Exchange of Singapore (SES) and the Singapore 

International Monetary Exchange Limited (Simex) 

 On a year-to-year trend, from July 2, 1997 Singapore’s stock market, which at 

the time comprised the Stock Exchange of Singapore (SES) and the Singapore 

                                                 

 
10 NPL (sometimes referred as “bad debt”) are loans on which the borrower stops making payments 

(usually for three months), and consequently leads to default. Individual countries have different 

regulations concerning classification into NPL. However, “loan loss provision” is usually set aside by 

financial institutions to cover potential losses from money lending activities. Two options exist to 

handle NPL, either including them in one’s balance sheet (loss account), or selling them to asset 

management companies (AMCs) that will reclaim whatever may be. NPL ratio reflects the overall 

health of banks, the smaller it is, the better the quality of outstanding loans.  
11 The Capital Adequacy Ratio (CAR) refers to the amount of capital versus the credit exposure. 

Regulations have been set worldwide in order to ensure that banks have a minimal CAR in order to 

lower systemic risk exposure, and safeguard customers. 
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International Monetary Exchange Limited (Simex), lost more than 45% (Tan, 1999). 

This resulted in severe losses on the side of private investors.  

 Singapore's brokerage firms were also severely shaken by a unilateral decision 

taken by the Malaysian government enforcing tight exchange control. The Kuala 

Lumpur Stock Exchange in mid-1998 was also concerned by protectionist measures, 

thus all transactions involving shares of Malaysian companies were no longer allowed 

to be conducted outside of Malaysia.  As a consequence Central Limit Order Book 

International, which so far in Singapore was in charge of such transactions suffered 

dramatic losses (Jin, 2000). 

 

2.2 Liberalization of Singapore’s Financial and Banking Market: Singapore’s 

answer to the 1997 Asian Financial Crisis 

 Singapore was already a blossoming financial cluster before the start of the 

1997 Asian financial crisis, however the unprecedented events led the MAS and the 

Singaporean government to look for ways to strengthen local banks, and reinforce the 

attractiveness of the city-state as a hub for foreign banks in Asia. 

 Walter Russell Mead theorized this fierce competition to attract foreign capital 

in the financial sector with the notion of "millennial capital” (Mead, 2004, p. 74). It 

reflects the aim of many cities to attract foreign capital, and become financial clusters, 

hence making it a necessity for Singapore’s financial cluster to reform after the 1997 

financial crisis. This was especially urgent, as many protectionist measures had been 

enforced in favor of Singaporean banks after Singapore’s independence.  

 Thus, as early as 1997 Singapore launched a Financial Sector Review Group 

to look for suitable strategies to reinvigorate the asset management industry, and 

formulate policies (Chew, 2001, p. 570). As a result, the MAS released the 

“Statement on Measures to Liberalise Commercial Banking and Upgrade Local 

Banks” on May 17, 1999. It was a two-phase plan, the first phase being enforced from 

1999 to 2001, and the second one from 2001 to 2004 (Monetary Authority of 

Singapore, 2001b).  

 This two-step liberalization process allowed for the MAS and the government 

to assess progress and challenges after the first two years, in order not to destabilize 

the local banking landscape. 
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2.2.1 First phase of the reform 

 The first phase had three clear goals: starting the liberalization of the banking 

market, upgrading banks governance, and lifting the 40% limit that foreign investors 

were subjected to when acquiring the shares of a domestic bank (International Law 

Office, 1999). 

 Although this limit was subsequently lifted, up until today no Singaporean 

bank has been taken over by a foreign player, as it is unlikely the government would 

approve. Foreign shareholders must get approval from the MAS and the government 

when seizing more than 5%, 12% and 20% of a local banking institution (Bureau of 

Economic and Business Affairs, 2013, p. 5). This shows that the MAS is still focused 

on encouraging the rise of a homegrown financial industry, thus reflecting the long 

term vision of the government. 

 These goals, which in appearance seem to send a clear message to the market 

that Singapore is ready to let foreign and local banks play on a level playing field, 

were consequently counterbalanced by many regulations.  

 The most important change made in 1999 to allow Singapore to increase its 

international attractiveness, was to reshuffle its licenses scheme for foreign financial 

institutions into three distinct categories: qualifying full banks (QFBs), restricted 

banks, and offshore banks. This was a welcome move as new licenses had only been 

issued in 1970 and 1983 (Monetary Authority of Singapore, 2001c). 

 

2.2.1.1 Qualifying Full Banks 

 The new QFB license was aimed at granting banks that under the previous 

system held a full bank license, or aspiring ones, greater privilege:  

 The opening of up to 5 branches, and ATMs in 10 different locations. 

 The possibility to share ATMs networks with other QFBs.  

 

 In order to qualify as a QFB several aspects are first considered: credit rating, 

and the “commitment to contributing to Singapore’s development as an international 

financial centre”, etc (International Law Office, 1999). This last statement can leave 

some to wonder in what measure the government would estimate the banks’ 

commitment to Singapore’s long-term plan. To further complicate things, the MAS 
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decided to limit the number of QFB licenses delivered to a maximum of 6 for the first 

phase (Monetary Authority of Singapore, 2012a). 

 

2.2.1.2 Restricted banks 

 The MAS following the 1999 reform updated the “restricted bank” status. This 

license aimed at banks not interested in developing domestic retail activities, i.e. only 

focused on wholesale activities.12 

  Their lending limit was increased and most restrictions on SGD swaps13 were 

lifted.  However they were still limited to opening only one branch, and were 

restricted to only handling Singapore dollar savings above 250,000 SGD (Monetary 

Authority of Singapore, 2012a). 

 

2.2.1.3 Offshore banks 

 The “qualifying offshore bank” (QOB) license is the one of those that grants 

the less freedom of operation to a foreign bank. It only allows operating into 

wholesale banking, and their lending limit is of 1 billion SGD. However they have 

been allowed to deal with Singapore dollar denominated swaps without any 

restrictions.  

 The most restrictive license of all is the basic “offshore bank” (OB) one that 

sets a lending limit of 500 million SGD (Monetary Authority of Singapore, 2012a). 

 

2.2.2 Second phase of the reform 

 The second phase came as a shock for many. It consisted in totally reshuffling 

the license system again, trying to make it more clear. The MAS phased out the 

system that classified foreign banks as full, restricted, or offshore; and it has moved 

towards a licensing system that differentiates between retail and wholesale banks.   

                                                 

 
12 Wholesale banking consists of a mix of activities (it excludes what most people would require in 

their day-to-day life): consultancy, mergers and acquisitions, investment vehicle management, etc. 
13 A swap is a financial agreement where two entities agree to exchange cash flow (based on a specific 

variable, such as interest rate) for a pre-agreed period of time.  
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  The reform has hugely benefited the overall banking and financial service 

industry of Singapore, while its share as a percentage of GDP was previously around 

10%, during the liberalization process it climbed by a bit more than 2 points, to 

around 12% (Economic Review Committee, 2002, p. 4). 

 

2.2.2.1 Outcome for local banks 

 While this liberalization process was mostly aimed at foreign banks, local 

banks were concerned but not from a regulatory point of view.  

 To safeguard the domestic banks, the MAS pushed local banks to merge in 

order to reach sufficient size, making sure that they would withstand the competition 

from QFBs (Lee & Bank of International Settlements, 2001). 

 By 2002, the liberalization resulted in the formation of three leading domestic 

banking groups: 

 Oversea-Chinese Banking Corporation (OCBC). In 2002, it acquired Keppel 

TatLee Bank (which was itself born from the merger between Keppel Bank 

and Tat Lee Bank in 1998) (OCBC Bank, 2012). 

 United Overseas Bank (UOB), which acquired Overseas Union Bank (OUB) 

in 2001 (United Overseas Bank, 2001). 

 Development Bank of Singapore (DBS), which took control of the Post Office 

Savings Bank in 1998 

 

2.2.2.2 New license scheme for foreign banks 

 QFBs were granted even broader rights than they had got in the first phase, 

they were allowed to open up to 10 branches, compared to only 5 previously.  

 The Restricted Bank license was rebranded as the Wholesale Bank license, 

which consequently better reflected their specialization in the financial sector.  

 What’s more, Qualifying Offshore Bank (QOB) and Offshore Bank (OB) 

licenses were phased out, and this category was merged into the new Wholesale Bank 

status. Simultaneously, the number of banks awarded this new license was 

significantly increased (Monetary Authority of Singapore, 2001c) 
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2.2.2.3 Outcome for foreign banks  

 As can be seen on Table 3, foreign banks have highly benefited from the 

financial liberalization process that was led from 1999 to 2004. They were granted 

greater rights than ever, and the license scheme was highly simplified. 

 Still foreign banks registered under QFB licenses did not benefit from the 

same right as local banks, which shows a bias against foreign players. 

 

Figure 3 

Evolution of License Scheme from 1999-2004 

 

Phase 1

(1999-2001)

Qualifying Full Bank

• 5 branches

• 10 locations for 
ATM

• Commitment to 
develop Singapore 
as a financial centre

Restricted Bank

• Wholesale activities

• Close to no 
restrictions on SGD 
swaps

• Can only handle a 
minimum of 
250,000 SGD

Offshore Bank

• Wholesale activities

• Lending limit of 500 
million SGD

Qualifying Offshore 
Bank

• Wholesale activities

• Lending limit of 1 
billion SGD

• Almost no 
restrictions on SGD 
swaps

Progress

assessment

Phase 2

(2001-2004)

Qualifying Full Bank

• Granted the right to 
open 5 more 
branches

Wholesale Bank

• Formerly known as 
Restricted Bank

• Qualifying Offshore 
Bank and Offshore 
Bank merged, and 
are also included in 
the wholesale bank
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2.3 Specificities of Singapore’s financial cluster 

 Singapore’s Financial Cluster has been able to develop through the cultivation 

of three specific factor conditions, the Asian Dollar Market, the Banking Act, and the 

Trust Companies Act. 

 

2.3.1 Asian Dollar Market 

 Singapore has long been a central nod for traders in Asia. In the mid-1960’s 

Singaporean banks recognized the opportunity that laid in attracting USD 

denominated funds from merchants from all over Asia.  

 Generally speaking the Asian Dollar Market refers to the pool of money held 

in a currency that is not the official one of the country (similarly to the Eurodollar 

market). 

 In 1968, Singapore won the bid to open the Asian Dollar market against Hong 

Kong and Tokyo, and it became operational in 1971. This development has been 

beneficial, it attracted the headquarters of many multinational companies in Singapore 

(Kuah, 2008). This inflow of foreign companies has in return further strengthened the 

local financial cluster, as multinational companies need wholesale banking services.  

 Ever since its creation, the Singaporean government has done all it could to 

make the Asian Dollar Market the central part of its financial market. Thus it has 

created many tax rebates and incentives to make it more appealing for banks to get 

involved in it (Lee, 1986, p. 98).  

 In 2012, lending in the Asian Dollar Market grew by 7.4%, especially for 

those loans denominated in East Asian currencies, thus reflecting the ever-growing 

emergence of China and the ASEAN as key economic partners for the city-state 

(Monetary Authority of Singapore, 2013a, p. 34). Furthermore, the sector still has 

huge prospects following the creation of Singapore’s RMB offshore market in 2013.  

 

2.3.1.1 Asian Currency Units 

 Asian Currency Units  (ACUs) are quintessential of the Asian Dollar Market. 

This category of assets designates the account where all the foreign currencies of a 

bank are held. Bank of America, the first bank involved in the Asian Dollar Market, 

made their first use of ACUs in 1968 (Tee, 2003). 
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 The separate accounting system that is required to handle ACUs is designed to 

prevent any risk contagion that a crisis could have on domestic banks. ACU deposits 

are mostly denominated in USD, Euro, Yen, British Sterling, and Swiss franc. All 

assets denominated in SGD are categorized as Domestic Banking Units (DBUs), and 

also require a dedicated accounting record (Jin, 2005, p. 212). The popularity of 

ACUs has been undeniable since its launch (cf. Table 4). 

 Even though the Asian financial crisis impacted the number of banks involved 

in ACUs, their number has stabilized since 2006 at around 140 banks. Yet, it has so 

far not been able to reach its pre-crisis level of 224 banks in 1997.  

 However, the overall amount of ACUs’ assets/liabilities expressed in USD has 

increased sharply, from 557.19 billion in 1997 to 1.09 trillion in 2012, almost 

doubling in 15 years. As the number of banks handling ACUs has decreased over 

time, it means that each bank handles more of it than ever. In 1997, one bank handled 

on average 2.49 billion USD worth of ACUs, this jumped to a whooping 6.63 billion 

USD in 2012, a phenomenal increase of 266% in 15 years.  

 This sharp rise can be easily explained by rules that are less strict for ACUs 

than for DBUs. There is no cash reserve needed when handling ACUs, a sharp 

contrast with DBUs that require a minimum of 3%. Furthermore, the profits earned 

from ACUs are only taxed at 10% (Jin, 2005, p. 213).  

 All in all, we can see that ACUs have been a key component of the 

development of Singapore as an offshore banking center, increasing the capability of 

local and foreign banks to lend money to multinational enterprises.  
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Figure 4 

Popularity of ACUs from 1997 to 2014  

Source: Monetary Authority of Singapore, 2001a, p. 88; Monetary Authority of 

Singapore, 2005, p. 136; Monetary Authority of Singapore, 2009, p. 106; Monetary 

Authority of Singapore, 2013a, p. 108. 
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2.3.1.2 Asian Dollar Bond Market 

 The Asian Dollar Bond Market (ADB) refers to the debt market non-

denominated in SGD. Even though since 1998 foreigners have been allowed to invest 

in the Singapore Dollar Corporate Bond Market (SDCB), incentives to invest in the 

ADB have remained far greater. 

 After the 1997 Asian financial crisis many companies faced liquidities 

shortage ensued from the collapse of the overseas short-term lending system. 

Singapore saw an opportunity there. Southeast Asian companies needed to find means 

to recapitalize; the bond market that provides long-term financing options was 

therefore promoted in the region as a solution for cash-strapped companies. Thus, the 

MAS mimicked the strategy adopted decades before by Switzerland to become a 

regional bond center in Europe. 

 In order to ensure that the Asian Dollar Bond Market is attractive, the 

Singaporean government and the MAS have had to optimize the SDCB as well. A set 

of measures was launched overtime. 10-year, 15-year, and 30-year government bonds 

were successfully introduced in respectively 1998, 2001, and 2012, in order to allow 

corporate bonds’ issuers to use the SDCB as their benchmark. In 2000, the MAS also 

launched a new policy lifting most of the rules that made it hard for foreigners to 

issue bonds denominated in SGD. In 2001, the Singapore Exchange (SGX) was also 

used to increase the liquidity of the bond market; through the launch of futures 

contracts 14  linked to the 5-year government bonds. All these measures had the 

common goal of improving the benchmark system (Jin, 2005). 

  Those moves were particularly needed, as the Singaporean government is 

virtually debt free, the only reason for Singapore to auction State bonds is to allow the 

domestic bond market to reach a critical mass15. Otherwise, the Republic of Singapore 

would not require to issue bonds.    

                                                 

 
14  Futures contracts are contracts made between two parties, and chiefly aim at reducing risks 

originating from price volatility. As prices of commodities for instance can be extremely volatile, two 

entities can agree on a preset price for the purchase of a good. Consequently purchasers and producers 

can make prices more predictable, and plan ahead in the future. Many also use it to make profits, thus 

betting on the rise or fall in asset value of the traded goods, and sell the futures contract when a profit is 

foreseeable; thereby they never plan to physically purchase goods. 
15 Critical mass refers to the concept that when there is an adequate number of users or customers for a 

product, the market will carry on growing by itself. When a market reaches its critical mass it should 

attain self-sustainability without having to invest much more in its development. 
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Figure 5 

Size of Singapore’s Non-SGD Corporate Debt Market, from 1997 to 2012 (SGD, in 

billion) 

 

Source: Monetary Authority of Singapore, 2004, p. 1; Monetary Authority of 

Singapore, 2012b, p. 2. 

 

 While the MAS has done all it could to increase the issuing of corporate bonds 

over time, it has however suffered heavily from the explosion of the 2000 Dotcom 

bubble16, and the 2008 financial crisis17. Table 5, shows how sensitive this market is 

                                                 

 
16  The Dotcom bubble refers to the years from 1997 to 2000 during which stocks related to the Internet 

sector saw their value skyrocket. However, as there were no pre-established business models (the 

Internet being a new technology), the value of those stocks was based on potential success and profits. 

As a consequence stock pricing was no longer linked to earnings and growth. In 2000, the market 

strongly fell after many companies failed to keep their promises, thus stock markets crashed in most 

developed countries, often losing more than half of their value. 
17 The 2008 financial crisis refers to the financial chaos that followed the default of Lehman Brothers 

Bank. The crisis originated from careless lending to aspiring American homeowners through 

‘subprime’ loans. The borrowers often did not meet minimal risk requirements, however as the loans 

were processed by financial engineers and repackaged in investment vehicles ‘collateralized debt 

obligations’, the risk was spread all over the world. When interest rates rose in 2007/2008, many 

borrowers were unable to repay their loans; many financial institutions were hardly hit. However the 

situation reached a point of no-return when the US government refused to come to the rescue of 

Lehman Brothers, and let it default in 2008. Panic spread all over the globe, stock markets plummeted, 
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to any international crisis, and therefore volatile, for instance in 2008 it witnessed a 

three-fold decrease in comparison to the previous year.  

 Therefore the MAS is intensively looking forward to diversifying the origin of 

companies that are willing to issue bonds. China, India, and the ASEAN are natural 

markets where Singapore is interested to tap into. Yet, until today, more than 90% of 

non-SGD corporate bonds have been issued in USD, making the local market 

extremely sensitive to a crisis originating from the USA (Jin, 2005). 

 In order to lower the current volatility, the MAS launched in 2013 the 

“Singapore Dollar corporate bond securities lending facility”, which will aim at 

centralizing the trade of corporate bonds, in order to ensure that the liquidity of the 

SGD and non-SGD primary and secondary market is optimal. This move was also 

accompanied by the creation of the SGD corporate bond index that aims at improving 

the benchmark system (Monetary Authority of Singapore, 2013d). 

 

2.3.2 The Banking Act and the Trust Companies Act: guarantors of 

Singapore’s status as a “tax heaven” 

 Singapore has acquired its nickname of the “Switzerland of Asia” not only 

because of the performance and quality of its financial sector, but also thanks to its 

well-known banking secrecy laws; having made it one of the best places in the world 

to hide its wealth from overbearing governments. This status has been mostly based 

on the Banking Act, and the Trust Companies Act, which will therefore be reviewed 

in the following sections.  

  

2.3.2.1 Singapore’s Banking Act 

 The main characteristic of the Banking Act is to require full secrecy 

concerning customers’ personal information and accounts; this is specifically 

mentioned in the section 47 of the law. It was first enacted in 1970, and last revised in 

2008 (Attorney-General’s Chambers Singapore, 2008).  

                                                                                                                                            

 
economic growth slowed down, and governments were asked to the rescue of many banks. Up until 

today the effects of the crisis have still been felt in many European countries. 
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 The drafting of this law was a smart move, as the region faced severe political 

turmoil and racial tensions in the late 1960’s and l970’s, many entrepreneurs and 

wealthy individuals were more than relieved to find the city-state as a safe heaven for 

their hard-won fortune.  

 This particularly appealed to Chinese communities in Indonesia and Malaysia 

who faced discrimination over their supposedly privileged situation. The Indonesian 

killings of 1965–66, which were originally an anti-communist movement, saw the 

occurrence of the killing of many Chinese people. However, anti-Chinese tensions 

culminated with the “13 May 1969 incident” in Malaysia, where ethnic-riots occurred 

between Malays and Chinese, and many got killed (Cho & Park, 2013). 

 Originally the Act was implemented to emulate what had made the success of 

Switzerland’s financial cluster, i.e. the protection of its customers’ information. In 

Singapore, both the banking institutions and all their employees are required to keep 

strict confidentiality. Even though the disclosure of information was made easier in 

2001 through the “Amendment Act” it was still very tightly controlled until 2008 

(Attorney-General’s Chambers Singapore, 2001). 

 Still, until today for instance only a few specific events can lead to the 

disclosure of information, such as if a Singaporean public officer or a Singaporean 

Supreme Court Judge orders the information to be made public.  

 Concerning foreign banks or banks incorporated abroad, if the banking 

authority from the parent country requires the disclosure of information, it can only be 

made in compliance with the general rules of disclosure applied in Singapore and 

announced in the Banking Act. Thus it safeguards clients from overly invasive 

dictatorial government, etc.  

   If a bank or any of its employees breaches the obligation specified in the 

“Banking Act”, they may face heavy penalties and potential prosecution leading to 

imprisonment. An individual can be fined up to 125,000 SGD, and a corporation up to 

250,000 SGD (Attorney-General’s Chambers Singapore, 2008). 

 

2.3.2.1.1 Impact of the 2008 financial crisis on the Banking Act 

 Banking secrecy is important for customers of offshore banking centers, 

especially in light with the “Lagarde list” scandal that took place in 2010. Hervé 

Falciani stole a list of around 130,000 potential tax offenders, who had secret bank 
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accounts in Switzerland. The employee of HSBC bank sold the list to member 

countries of the European Union (EU). This event shook the Swiss financial center, 

and shed the light on the controversial practices of many offshore banking centers 

including Singapore (Hesse, 2013). 

  This scandal took place in the aftermath of the 2008 financial crisis. Cash-

strapped governments, mainly in the EU and the USA, pushed for a crackdown on 

banking secrecy, which according to them allows tax evasion. Many countries were 

targeted, the most famous being Luxembourg, Switzerland and Singapore.  

 In order to be removed from the tax heaven “grey list” of the OECD, in 2009 

the Singaporean Ministry of Finance announced its decision to take part in the 

“standard for exchange of information” agreement, which allows foreign governments 

to ask Singapore for the disclosure of banking information concerning suspects of tax 

evasion (Brown, 2009; Monetary Authority of Singapore, 2013e).  

 Critics often raise the fact that to be removed from the list signing, it only 

required signing “bilateral information-sharing agreement” with twelve countries. 

This led many tax heavens to simply sign agreements with each other. However, 

Singapore has signed agreements with major economies like France, and in 2013 with 

the USA (Armstrong & Lim, 2013).  

 Nonetheless, the disclosure of information to foreign governments must fit in 

with the cases under which the Banking Act allows the release of information about a 

customer by a bank. Thus, while from a legal point of view Singapore is no longer 

considered as a Tax heaven, it has though not shown that much willingness to actually 

move away from secret banking.  

 

2.3.2.2 Singapore’s Trust Companies Act 

 The Trust Companies Act was only enacted in 2005, which means that it is a 

rather recent legislative evolution for Singapore’s financial cluster.  

 Trust companies18 are becoming increasingly popular among HNWIs, as they 

insure tax optimization and greater confidentiality, as often the identity of the 

beneficiary of the trust is hard to track.  

                                                 

 
18 A trust company is a legal vehicle that manages and administers individuals’ or companies’ assets. 

The trust company does not own the assets; it acts as a mere custodian for the beneficiary of the funds. 
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 As trust companies can be easily used for malevolent aims, Singapore strictly 

regulates them. Strong requirements are set to ensure the professionalism of 

managers, and the purpose of company trusts is clearly delimitated (Janus Corporate 

Solutions, n.d). 

 

2.3.3  Summary 

 To conclude we can say that Singapore, through the MAS, has been able to 

endow Singapore with an unprecedented set of factor conditions. 

  The Asian Dollar Market provides the necessary international exposure to an 

otherwise conservative domestic banking sector. Further improvements are necessary. 

The Banking Act and the Trust Companies Act though more controversial, as they are 

believed to be widely used for tax evasion purposes, are still key features of 

Singapore’s financial cluster.  

 As Lee Kuan Yew declared in 2009 about secret banking “we must move with 

the flow” (Houlder & Burton, 2009), Singapore needs to move away from bank 

secrecy as its main point of attraction, and develop itself as a center of excellence in 

fields such as private banking, wealth management, etc.  

 

2.4 Case study of the impact of the liberalization on three banks operating in 

Singapore 

  Singapore’s domestic banking landscape, as it has been mentioned, has 

tremendously changed since the liberalization. Singapore has had no difficulty in 

marketing itself as an operation center for international banks. However, what truly 

reflects the performance of a cluster is its capability to nurture the growth of home-

grown companies. 

 Contrarily to Hong Kong that has now long been associated in people’s minds 

all over the world with HSBC (The Hongkong and Shanghai Banking Corporation), 

and with Standard Chartered bank, to date Singapore has lacked a true flagship 

banking institution. Having a few world-famous banks is important for any country 

claiming to be a leading financial center: 

 It allows positive association in investors’ minds, thus strengthening the 

brand of the cluster. 
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 Financial activities being more and more location independent, it is 

advised to have a couple of strong domestic institutions that will use the 

cluster as their long-term base, whether it is to invest domestically or on 

the international scene. 

 

 To better illustrate the accomplishments of Singapore’s financial cluster since 

the 1999 liberalization, the following section will first present the recent overall 

performance of Singapore’s domestic banks.  

 In a second part the transformation of the three main Singaporean banks, 

generally referred to as the “Big Three” (DBS, OCBC, and UOB), will be outlined. 

Each banking institution will be analyzed through their performance since 1997 and 

their changes in corporate strategy. 1997 was chosen as the starting year in order to 

contrast their evolution pre and post liberalization.   

 

2.4.1 Recent performance of Singapore’s domestic banks 

 In 2012 Singaporean banks had 37% of their assets that originated from 

abroad, this showed a modest involvement abroad (in 2007 Swiss banks had 57% of 

their assets that originated from abroad). It was still a major improvement compared 

to the time when the only foreign market they were involved in was Malaysia (Swiss 

Bankers Association, 2009, p. 8).  

 However, due to their participation in mostly emerging markets (Malaysia, 

Indonesia, etc.), they are not exempt from the problems that plague developing 

markets, i.e. high rate of NPLs (in 2012, 77% of the Big Three’s NPLs originated 

from overseas). Though this rate is nearly three times higher than in Taiwan, it is still 

lower than in Australia or Japan (Moody’s Investors Service, 2013, p. 7). 

 Furthermore, there have been some worries concerning the potential burst of 

the real estate bubble in Singapore. Nevertheless, as DBS, OCBC and UOB, were 

respectively ranked the 12th, 13th, and 14th safest banks in the world by Global 

Finance Magazine in 2013 (DBS being the safest bank in Asia), there is no doubt that 

they would be more than able to handle losses following deflation in the real estate 
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market (Global Finance Magazine, 2013). On top of that, their Tier-1 Capital ratio19 is 

one of the highest in the world at nearly 15%, compared to a bit more than 9% in 

Taiwan. This is higher than the minimum rate of 6% advised by Basel III20 (Moody’s 

Investors Service, 2013, p. 9).  

 

2.4.2 Singapore’s “Big Three” from 1997 to 2013  

2.4.2.1 DBS 

 DBS, formerly known as the Development Bank of Singapore, is Singapore’s 

largest retail bank, and is the domestic leader in mortgages, and investment vehicles 

(RF Intelligence, 2013, p. 2). As of December 2012 it had a market share of 18% of 

all loans issued in Singapore, and 25% of all deposits; making it the number one in 

both sectors (Moody’s Investors Service, 2013, p. 3).   

 Created in 1968, it has been able to seize a considerable market share as it has 

been used from the independence of Singapore as the main bank to finance 

infrastructure development projects in the early industrialization phase.  

 DBS took over Post Office Savings Bank in 1998. And in 2007, in order to tap 

into growing demand in Malaysia, Indonesia and the Middle East, it created the 

Islamic Bank of Asia alongside other investors from the Middle East (Islamic Bank of 

Asia, 2007). 

 While showing its strength as a universal bank in Singapore, it has since 2010 

more clearly aimed at being a competitive regional bank focusing on Greater China21, 

Southeast Asia, and India. Capitalizing on Singapore’s cosmopolitan population, and 

strong language skills,22 it aims at attracting regional firms and HNWIs from Asia-

Pacific through DBS Private Bank. 

                                                 

 
19 The Tier-1 Capital ratio is a measure of banks core equity capital versus their risky assets. The higher 

this ratio is, the more likely a bank will withstand a crisis. 
20 The Basel Committee on Banking Supervision developed Basel III during the aftermath of the 2008 

financial crisis. It refers to a set of rules applying to financial institutions aimed at fixing the problems 

that had led to the bankruptcy of Lehman Brothers bank. It will be fully implemented worldwide by 

2018. 
21 In this context Greater China refers to the combination of China (People’s Republic of China), 

Taiwan (Republic of China), Hong Kong (Special Administrative Region), Macao (Special 

Administrative Region). 
22 English, Mandarin Chinese, Malay and Tamil are the four official languages of the country. 
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 Ironically it is currently using Hong Kong as its base to invest in the Greater 

China area, and not Singapore. This shows that Singapore’s financial cluster, is well 

positioned as a financial center for Southeast Asia, but lacks propositions for those 

investing in Greater China (DBS Bank, n.d.). In that logic in 2001 DBS bought over 

Dao Heng Bank for 10 billion SGD, and in 2003 it became part of what is now known 

as DBS Bank (Hong Kong) (DBS Bank (Hong Kong) Limited, 2003; Seawright, 

2001). 

 

2.4.2.2 OCBC 

 OCBC Bank unlike DBS was created before the independence of Singapore, it 

was born from the merger in 1932 of three banks targeting the Hokkien (福建) 

community of Singapore: Chinese Commercial Bank, Ho Hong Bank and, Oversea-

Chinese Bank (Hisasue, 2014, p. 17).  

 In line with its heritage OCBC Bank opened one of the first foreign banks in 

Xiamen (China) in 1925. It is no wonder then that OCBC has recently been more than 

keen to position itself as the leading bank to capitalize on the RMB 

internationalization.  

 In order to increase its investment portfolio available for its customers it 

acquired Straits Lion Asset Management in 2005. Yet, its main move to brand itself 

as a leading private bank for HNWIs, was the acquisition of ING Asia Private Bank in 

2010 (sold by ING because of financial difficulties following the 2008 financial 

crisis). It shortly after changed its name to Bank of Singapore, relying on Singapore’s 

strong image as a city-state with an efficient, hard-working and trustworthy 

population. Similarly in April 2014 it announced the takeover of Wing Hang Bank in 

Hong Kong, following an acquisition pattern similar to the one of Dao Heng Bank by 

DBS (Wing Hang Bank, 2014). 

 While it is focusing on becoming an influential regional bank, it nonetheless 

aims at expanding in markets it has long been accustomed to, i.e. Malaysia and China. 

Thus it counts on its long-term strength, which has always been centered on its 

customers and local communities. The bank is still famous all over Singapore for 

having been the first bank that introduced in 1948, the “night safe system” that has 
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since then allowed local merchants to put their money safely at the bank at the end of 

the day. Thus keeping their minds off from worrying (OCBC Bank, 2001).  

 As of December 2012 it had a market share of 14% of all loans issued in 

Singapore, and 16% of all deposits; it was the last in both sectors compared to DBS 

and UOB. But overall it is the second one of the “Big Three” in term of total assets 

that includes operations overseas, further showing its strength as a discrete but 

efficient regional actor (Moody’s Investors Service, 2013, p. 3).  

 

2.4.2.3 UOB 

 United Overseas Bank Limited (UOB) was founded in 1935, similarly to 

OCBC that mostly catered to the Hokkien overseas community UOB focused on 

servicing the same ethnic group. Though the bank changed its name to UOB in 1965, 

the full name ‘United Overseas Bank’ is still widely used even by the bank itself. 

 As a consequence of having a strong foothold among the overseas Chinese 

community it has a strong presence in four foreign markets with a significant Chinese 

population: Malaysia, Indonesia, Thailand and China. (United Overseas Bank, 2014). 

 As of December 2012 it had a market share of 18% of all loans issued in 

Singapore (the same as DBS), and 20% of all deposits; placing it in second position in 

Singapore’s domestic market. But overall it is the smallest of the “Big Three” in term 

of total assets, reflecting a strong focus on its local market, and meager performance 

abroad. (Moody’s Investors Service, 2013, p. 3). 

  

2.4.2.4 Summary 

 As can be seen on Table 6, Singaporean banks have seen their total assets 

value more than triple over a bit more than a decade. However when the total assets of 

DBS, OCBC and UOB are put together, it barely reaches 1,025 billion USD, looking 

dismal in comparison to HSBC. Hong Kong’s leading banking institution in June 30, 

2013 had total assets of 2,645 billion USD (HSBC Group, 2013). Thus the “Big 

Three” are nearly three times smaller than Honk Kong’s heavyweight.  

 In terms of expansion overseas as well, Singapore’s domestic banks fare 

poorly in comparison to HSBC. While OCBC, UOB and DBS, are merely regional 

players. HSBC has more than 6,300 offices in 75 countries and caters to around 54 
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million customers (HSBC Group, 2013), in comparison to DBS (Singapore’s largest 

bank) that in 2012 had just 5 million customers worldwide mostly in Hong Kong and 

Singapore (HSBC, n.d.). 

 Overall what could be advised for the city-state’s government and the MAS 

would be to considerably reshuffle their banking sector. Hong Kong has for instance 

only one main large bank, i.e. HSBC; the Netherlands like Singapore has only three 

main Banks, ABN Amro, ING, and Rabobank, but with GDP more than two times 

bigger than Singapore’s (United Nations Statistics Division, n.d.). Consequently the 

government could be well advised to push for a merger between UOB and OCBC as 

they had similar origin (i.e. Singapore’s Hokkien community), and therefore corporate 

cultures would not tremendously be different. 

 This solution would lead Singapore to have two main banks, OCBC/UOB 

would be more oriented towards the Asia-Pacific region, while DBS which has the 

official backing of the government could aim at becoming a global leader through a 

more aggressive acquisition policy of foreign banks. Therefore, these two large banks 

would stand a better chance of maintaining their flourishing activities in the 

international environment.  
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Figure 6  

Evolution of Total Assets Held by DBS, OCBC, and UOB from 1997 to 2013 (SGD, 

in million)  

 
Note. No data available for OCBC in 1997, and neither for UOB from 1997 to 2000 

Source: DBS Bank, 2014; DBS Group, 1999, p. 57; DBS Group, 2002, p. 179; DBS 

Group, 2004, p.51; OCBC, 2014; OCBC Group, 2003, p. 2; Oversea-Chinese 

Banking Corporation Limited, 2005, p. 2; United Overseas Bank Limited, 2003, p. 3; 

United Overseas Bank Limited, 2004, p. 3; United Overseas Bank Limited, 2009, p. 

1; United Overseas Bank Limited, 2014. 
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2.5 Evaluation of the evolution of Singapore’s banking and financial market  

2.5.1 Singapore’s foreign exchange market 

The foreign exchange (FX)23 is one of the strongest features of Singapore’s 

financial cluster. In 2013 it was the first largest center in Asia, and the third biggest in 

the world right after London and New York. It took around 5.7% of the global market 

that same year, as can be seen in Table 7, surpassing Tokyo for the first 

time (Monetary Authority of Singapore, 2013c). This can be credited to the very large 

pool of USD funds available in the city-state, thus allowing foreign MNCs to easily 

finance their USD-hungry activities. (DBS Group Research, 2013, p.19) 

 

Figure 7 

Share of Global Daily FX Turnover in Singapore, Hong Kong, and Japan in 1998, 

2001, 2004, 2007, 2010, and 2013.  

Source: Bank for International Settlements, 2013, p. 14. 

 

One way to strengthen this sector would be to further internationalize the 

SGD, as in 2013 it only represented 1.4% of the world’s global average FX turnover 

(the USD had a 87% share that same year) (Bank for International Settlements, 2013, 

p. 10). Though it is not something that the MAS is willing to do at the moment, it 

                                                 

 
23 The foreign exchange, also referred to as FX, is the trading platform where currencies are exchanged 

against other currencies. It is crucial for all commercial and financial activities around the globe.  
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would more easily put Singapore on the map as a leading world center for FX trading, 

having itself a strong currency.  

Furthermore, while Singapore ranked as the third largest FX center in the 

world, the USA and the UK still made up for 59.8% of the global daily FX turnover in 

2013, an increase of 8.9 points since 1998 (Bank for International Settlements, 2013, 

p. 14). This shows that there is increasing competition between secondary FX centers 

like Singapore, Hong Kong and Japan, and primary FX centers (i.e. the USA and the 

UK). The latter get an ever-growing share of the market. 

 

2.5.2 Singapore’s stock market 

The Singapore Exchange (SGX) is Singapore’s trading platform for stocks, 

bonds, and other securities24. It was born from the merger between the SES25 and the 

SIMEX in 1999 (Hew, 2005, p. 5). 

 It has achieved tremendous growth since 1973. Thus in 2013 it was the 

“largest securities market in Southeast Asia with approximately 1 trillion [SGD] total 

market capitalization” and “the No. 1 offshore venue for Japan, China, Taiwan, India 

and ASEAN futures” (Singapore Exchange, 2013, p. 7-9). 

There are two main steps that allowed SGX to reach this enviable situation: 

 The SES got opened to foreign companies in the 1980’s (Hew, 2005, p. 5). 

 In 1987 the Stock Exchange of Singapore Dealing and Automated 

Quotation (SESDAQ) was created, similarly to the American NASDAQ. It 

enabled newly established technology companies to go public (Hew, 2005, 

p. 6). 

 However, a couple of examples show that Singapore has not yet reached a 

critical mass, which outlines some weaknesses of Singapore’s financial cluster: 

 On the MSCI All Country World Index that “is designed to measure the 

performance of equities in developed and emerging markets”, Singapore 

only represents 0.5% of the world’s capitalization (versus 3.4% for 

Switzerland, and 1.0% for Hong Kong) (AGF Investments , 2014, p. 1). 

                                                 

 
24 Securities are any kind of assets, ranging from stocks, bonds, futures, etc. 
25 The SES itself was created after the split of the Stock Exchange of Malaysia and Singapore (SEMS) 

into two separate entities (one for Singapore, one for Malaysia) in 1973. 
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Therefore, it indicates the need for the MAS to push for more companies 

to go public, and to attract more foreign companies.  

 Many thought that the joint venture between the SGX and the American 

Stock Exchange established in 2001 would truly benefit Singapore’s 

financial cluster, and could lead to further collaboration in the future. 

Nevertheless, it was not a success as only few synergies emerged from it. 

The only benefit was for the SGX to be able to list five of the most popular 

exchange-traded funds (ETF)26 in the USA. Thus, in 2009 the agreement 

was terminated (NYSE EURONEXT, 2009). 

 

 This problem has to be fixed as fast as possible to keep Singapore’s 

competitive advantage. The answer to the SGX issues concerning its critical mass 

could find a solution in marketing Singapore as a hub for international companies to 

get listed in the Asia-Pacific region.  

 

2.5.2.1 Attractiveness of SGX for foreign companies 

 Over the last decade Singapore has achieved an enviable status as a platform 

for foreign companies to go public. Thus in 2013, 40% of the 770 companies on the 

SGX were non-Singaporean (Singapore Exchange, 2013, p. 7). They mostly originate 

from China, the Middle East and India, as these countries are famous for their 

underdeveloped financial markets, and the administrative hurdles to go public (Neo, 

2008, p. 63). 

 Since the time China approved of its companies to get listed on the SGX, 

Chinese firms have flocked to the city-state to go public. The start of this exponential 

trend can be traced back to 2003. For instance, in 2004 42 Chinese companies got 

listed on the SGX. 

 The SGX has a set of features that attract them. Listing requirements are lower 

in Singapore than in China, and require less time and money. In the People’s Republic 

getting public can take up to three years (compared to Singapore where it takes 

                                                 

 
26 Exchange-traded funds, also called ETF, track, replicate and match the value of indexes, such as the 

Dow Jones, or NASDAQ, etc. So, ETF are portfolios of the shares composing the underlying replicated 

index. It is different from traditional actively managed funds where the fund manager tries to beat the 

market. 
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around 9 months). What’s more, getting listed in Singapore allows many Chinese 

companies to bypass the control of the communist government on firms’ capital.  

 Though Hong Kong may seem like a natural choice for Chinese companies, 

many CEOs of Chinese SMEs find Hong Kong stock exchange too packed with large 

state-hold corporations from the Mainland.  

 Thus, Singapore presents itself as a good option for them. Furthermore, in 

2005 and 2006 the SGX signed Memorandum of Understanding (MOU) 27  with 

Zhejiang Provincial Government (浙江省), Shandong Provincial Government (山東

省), and the Wuxi Municipal Government (無錫市) in China, to ease the listing of 

companies originating from those areas on the SGX (Lu, 2014). Similarly, the 

Singaporean government has launched a series of seminars targeting Chinese 

investors, and it has translated its listing requirements in Mandarin Chinese (Jin, 

2005, p. 217). 

 Another aspect that has made the SGX so appealing for Chinese firms has 

been its status as a low-cost listing platform, as it is reportedly almost two times 

cheaper than in Hong Kong. Therefore, Singapore is a more affordable option for 

Chinese SMEs that cannot afford Hong Kong, but still want the benefits of raising 

money on overseas stock market.  

 On the same trend, over the last couple of years Singapore has pushed for a 

simplification of administrative processing rules. For instance, the MAS abolished 

minimum earnings requirements on the SESDAQ for foreign companies (Jin, 2005; 

Lu, 2014).  

 

2.5.2.2 The ASEAN Trading Link  

 Not all efforts of the SGX have gone towards attracting Chinese investors. 

Thus in 2012 the SGX, Bursa Malaysia and the Stock Exchange of Thailand 

altogether launched the ASEAN Trading Link.  

 It aims at providing brokers in the ASEAN with opportunities in other national 

stock markets in the region, as it works as a one-stop shop for would-be investors 

(Singapore Exchange, 2013, p. 16).   

                                                 

 
27 A Memorandum of Understanding (MOU) is a document that expresses a bilateral or multilateral 

agreement between at least two parties. It states a common will, goal, or line of conduct. 
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 It is part of a greater plan to move towards a closer ASEAN economic 

partnership, lower transaction costs, and the enforcement of similar financial 

standards in the region. In 2013 The Philippines Stock Exchange agreed to take part 

in it, while the Ho Chi Minh City Stock is still holding talks about whether or not to 

join (Citibank, 2013, p. 2). 

 

2.5.3 Private banking and wealth management in Singapore 

 An area where Singapore has undeniably succeeded in is the overall asset 

management industry that includes private banking and wealth management. With 

around 1 trillion USD under management it will soon surpass Switzerland (DBS 

Group Research, 2013, p. 62)  

  

2.5.3.1 Private banking 

 Private banking especially caters to HNWIs. It aims at providing these 

wealthy individuals or families with investment advice, financial products, and 

portfolios and trust management.  

 Singapore has long been the world’s leader in that sector. Over the recent 

years, Singapore has bulked up its capacities, and is predicted to take over the Swiss 

before the end of 2015 in terms of the amount of assets under management (PwC, 

2013, p. 18).  

 To a certain extent the old assumption that private banks, such as in 

Switzerland, exist simply for the reason that they help for tax-evasion purposes is still 

true. However, following the 2008 financial crisis private banks all around the world 

have faced growing pressure from foreign governments to stop their illegal activities. 

The most famous example being employees of UBS (Union Bank of Switzerland) 

being advised for a time not to travel to the USA as they faced the possibility of being 

detained at their arrival on the US territory. 

 Of course, it cannot be denied that among wealthy individuals belonging to a 

private bank in Singapore stands for a social status symbol. However a worrying trend 

in Asia seems to emerge. More and more wealthy individuals consider private bankers 

as mere salespersons; this is apparently linked to the fact that many Asian millionaires 

have made their fortune in the real estate market, where traditionally a bigger daily 
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involvement is needed on the side of the investor. As real estate is two times more 

important among Asian HNWIs compared to their European counterparts, there is no 

doubt that private banks will have to increasingly prove convincing to retain their 

customers (Vallikappen, 2012).  

 Singapore’s answer to this problem, as previously seen, has been to build a 

strong culture of banking secrecy. Moreover, it has also been able to capitalize on its 

central position in the Asia-Pacific region to attract HNWIs from the region, by 

providing them with state-of-the-art financial advice.  

 Overall Singapore is well positioned to face future evolution, Deloitte (a 

consulting company) ranked it as the second best private wealth management center 

in terms of “success area”. It was number one in “tax regulating” and “stability”, but 

it was outranked in terms of “business environment” and “provider capability”. Its 

most problematic area was in “capital market”, as has previously been shown in this 

thesis, as Singapore lacks critical mass (2013).  

 “Provider capability” while not the worst in the ranking, shows that the city-

state needs to upgrade the human capital of its private bankers, the service quality of 

its wealth management, the efficiency of wealth management institutes (low return on 

investments, and high cost ratio). In that field Switzerland, the USA and the United 

Kingdom did better, showing that there is room for improvement in Singapore  

(Deloitte, 2013, p. 11-13). 

 

2.5.3.1.1 The importance of HNWIs 

 Most people are not worth the time of private bankers, HNWIs who have 

assets of over 1 million USD are actually considered as the bottom of the food chain 

of the industry. Ultra-high net worth individuals who have more than 30 million USD 

worth of assets are those who catch most of private banks’ attention. As Asia has 

witnessed tremendous growth over the last decades, Singapore is well positioned to 

attract these ultra-HNWIs (Chan, 2014). 

 One of the most interesting features of Singapore is its high percentage of 

millionaires (USD) on the whole population. As can be seen on Table 8, It was the 

highest in the world in 2012, with 17.1% of the total population, faring way higher 

than Hong Kong with only 8,8% (Tencer, 2012).  
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Figure 8 

Top 10 Countries with the most Millionaires per Capita (% of total population). 

Source: Tencer, 2012. 

  

 This impressive amount of HNWIs is partly due to the attractive immigration 

policy targeting wealthy foreigners. The most famous case being Eduardo Saverin, 

one of Facebook co-founder and now a billionaire, who moved to Singapore and gave 

away his American citizenship to avoid taxes claimed by the American government 

(Frank, 2012).  

 Singapore with its competitive corporate tax rate of 17%, and low income tax, 

among the lowest in the developed world, provides entrepreneurs with the tax 

environment that allows them to protect their wealth (SBS Consulting, 2013). 
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 Wealthy Chinese millionaires are also a leading factor in the rise of HNWIs 

among the Singapore population. It is estimated that in 2014 64% of them are 

planning to move abroad. Foreign citizenship, less pollution, better and less 

competitive educational system for their offspring, and safe business environment are 

aspects where Singapore ranks very high. Singapore thus ranks fifth in term of 

preference of place to migrate to among Chinese millionaires, after the USA, Europe, 

Canada and Australia (Miao, 2014).  

 Nearly all of HNWIs who migrate to Singapore do so through the scheme for 

entrepreneurs to gain permanent resident status. The main criterion to apply is to 

deposit at least 1.5 million SGD with the Singapore Government. Furthermore family 

members can apply at the same time, allowing whole families to move in the city-

state. This scheme brings huge benefits to Singapore, as the birth rate is among the 

lowest in the world, and those rich individuals do not bring strain to the welfare 

system (Consulate-General of the Republic of Singapore, n.d.; Elma Global, n.d.). 

 

2.5.3.2 Wealth management 

 A successful wealth management industry is crucial for a healthy financial 

hub, especially for Singapore that has a lack of critical mass in the SGX. A large pool 

of assets under management provides earnings opportunities for both retail and 

private banks. It has been not only able to rise as a leading asset management hub for 

Singaporean citizens, but also for foreigners as 70% of wealth under management in 

the city-state originates from the USA, Europe and Asia. 

 Asia has long been known for its high savings rate, and Singapore is no 

exception. Singapore had the third highest gross savings rate in the world only after 

China and Algeria, at 46% of its GDP in 2012 (The World Bank, 2014b). Whether it 

is because of some cultural preference, or simple adaptation to the local environment, 

which does not have extensive welfare state coverage, is debatable.   

 Still, Singapore has been able to attract a sizable amount of those Asian 

savings to its shores, mostly because of low taxes in comparison to Hong Kong, 

provoking a massive escape of funds under management from Hong Kong to 

Singapore. 



‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

 

51 
  

 What is clearly known is that in Asia 65% of the private equity funds28 are 

purely invested in the Asian markets. This fact is in favor of Singapore, as regional 

customers will definitely prefer to have their wealth managed by a bank based in the 

region, and not a western bank that has little knowledge about the specificities of the 

market, and about current political and economic developments that may affect their 

investments. 

 Similarly, in Singapore the geographic allocation of funds is as such: 48% are 

invested in the Asia Pacific region, 30% are invested in Singapore, and 9% in Japan. 

So, overall only 13% are invested outside the Asia Pacific region (Jin, 2005, p. 222). 

 As can be seen on Table 9, since 1997 assets under management in Singapore 

have increased by more than 13-fold, to reach 1,63 trillion SGD in 2012 (Monetary 

Authority of Singapore, 2003, p. 1; Monetary Authority of Singapore, 2013b, p. 1). 

While the industry was strongly affected in 2008 by the crisis, it has been able to 

recover fast. As a consequence, in 2012 it was the fastest growing wealth 

management center in the world, at an astonishing pace of 22% compared to that 2011 

(Song, 2014).  

 

  

                                                 

 
28 Private equity refers to an asset class that is not publicly traded. 
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Figure 9 

Assets Under Management in Singapore from 1997 to 2012 (SGD, in trillion) 

 

Source: Monetary Authority of Singapore, 2003, p. 1; Monetary Authority of 

Singapore, 2008, p. 1; Monetary Authority of Singapore, 2013b, p. 1. 

 

2.5.3.2.1 Influence of CPF on Singapore’s wealth management industry 

  The Central Provident Fund (CPF) is a compulsory savings scheme that helps 

Singaporean citizens pay for their retirement, healthcare and housing. It is 

quintessential of the local welfare state. It may explain the high savings rate in 

Singapore.  

 In 2012 the amount held by the CPF board was of 230 billion SGD (CPF 

Board, 2012, p. 20). Therefore the local and international asset management industries 

are fiercely competing against each other to have a share of this market.  

 Since 1999 the government has allowed locals to invest up to 100% of their 

CPF in professionally managed funds (Hew, 2005, p. 10). While this is an option 

available to all, only a few are wiling to put the totality of their hard-won savings into 

riskier financial vehicles.  
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Chapter 3. Factor Conditions and Global Linkages at Play in 

Singapore’s Financial Cluster 

 

3.1 Introductory remarks 

  This section aims at further developing factor conditions presented in the 

previous chapter, and at researching on current global linkages at play in Singapore’s 

financial cluster.  

 Education and capacity building has been a crucial aspect in Singapore’s 

phenomenal economic rise. The city-state at the time of its independence could only 

rely on its workforce to achieve economic growth. Specific educational policies 

targeting the financial and banking manpower have proved pivotal in building 

Singapore’s financial cluster. They are consequently worth reviewing independently 

in this chapter, as they have given birth to Singapore’s main factor condition 

alongside the Asian Dollar Market, and banking secrecy.  

 When studying clusters Grabher focused on “global linkage” (1993), and 

Bathelt, Malmberg and Maskell outlined the “global pipeline” effect (2004). So, 

present clusters are seen as entangled into the forces released by globalization. Thus 

the simultaneous rise of Islamic finance and of the Renminbi as an international 

currency deserves a special focus in this thesis. 

 All in all, education and capacity building, Islamic finance and the 

internationalization of the Renminbi are three forces that could potentially reshape 

Singapore’s financial cluster as we know it today.  

 

3.2 Education and capacity building: a crucial factor condition 

 In order to become number one in all sectors that compose a true financial 

cluster, the education level of banks'’ and financial institutions’ employees needs to 

be the best possible. As previously seen, Singapore since its independence has always 

compensated its lack of natural resources with investments in education, life-long 

learning and skills upgrading schemes.  
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3.2.1 Educational offer aimed at the banking and financial sector 

 While the local financial cluster was able to solve its lack of skilled FX 

experts in the 1970’s through a MAS-sponsored training program, it currently lacks 

experts in most of the other specialties needed to run the financial and banking sector. 

This means that the 3,000 university graduates trained in finance every year are not 

enough. The Singapore Government should either promote more this study path in 

Singaporean high schools, or make its universities more attractive to international 

students, maybe by lowering its tuition fees for overseas students (Jin, 2003, p. 11).  

 This situation is not specific to Singapore, and it actually fares better than all 

ASEAN, plus Japan, Hong Kong, China, and Taiwan in terms of “availability of 

finance skills domestically” in the “World competitiveness yearbook: 2001” (as cited 

in Jin, 2003, p. 12). In the whole Asia there is a shortage of experts, and the 

competition to attract finance literate manpower is fierce. 

 Local universities are now known to provide top-level education, but do not 

design enough industry specific programs in finance and banking. With the National 

University of Singapore, and Nanyang Technological University in the “QS World 

University Rankings® : 2013”29 , both respectively ranking as 24th and 31st in the 

world out of 700, Singapore at first seems to perform well with two outstanding 

institutions. However, it lacks mid-level universities, as no other Singaporean 

universities appear in the top 700 higher-education institutions. In comparison, Hong 

Kong has seven universities in the top 700, and Switzerland has eight (Quacquarelli 

Symonds, 2014).  

 In more industry specific rankings, Singapore has a few noteworthy programs, 

in the “Masters in Finance Pre-experience 2013” ranking by the Financial Times no 

Singaporean per-se universities appear. However, the ESSEC (École Supérieure des 

Sciences Économiques et Commerciales) Business School and the Grenoble Graduate 

School of Business, two French Business schools, are ranked and offer their awarded 

programs in their overseas campuses in Singapore (Financial Times, 2013b). In the 

“Masters in Finance Post-experience 2013” ranking by the Financial Times, 

                                                 

 
29  The “QS World University Rankings®” is one of the world’s most influential ranking of top 

universities published by Quacquarelli Symonds (QS) a company specialized in education surveys. The 

score of each university is based on five variables: academic peer review, faculty student ratio, 

citations per faculty, recruiter review, and international orientation. 
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Singapore Management University is ranked number two in the world with its “MSc 

in Wealth Management” (Financial Times, 2013a). The INSEAD (Institut Européen 

d'Administration des Affaires), another French business school with a campus in 

Singapore, provides one of the best Masters in Finance as well as executive education 

programs, and MBAs (Master of Business Administration) (Economist, 2009). All 

those overseas campuses aim at filling the gap between the needs of the banking 

industry and workforce capabilities, and are fiercely coveted by the Singaporean 

government.  

 Banks, such as UBS and Credit Suisse, two world’s leading Swiss banks, have 

also opened their own in-house training centers in Singapore. These banking 

institutions therefore show their willingness to invest in Singapore in the long run as 

they take part in the enhancement of the local workforce’s skills (Crooke, 2009, p. 

121). Opening such centers may also help them keep their qualifications as QFB, as 

previously mentioned they need to show their “commitment to contributing to 

Singapore’s development as an international financial centre” (International Law 

Office, 1999). 

 

3.2.1.1 Impact of the Institute of Banking and Finance, of the Financial 

Industry Competency Standards, and of the Wealth Management 

Institute 

 The MAS and the Singapore Workforce Development Agency created the 

Institute of Banking and Finance (IBF) in 1974. It works as the “national accreditation 

and certification agency” (Institute of Banking & Finance, 2013a), in line with the 

implementation of the Financial Industry Competency Standards (FICS), which aim at 

improving the professional skills of the finance workforce. The MAS launched the 

FICS in 2005, and since then the latter has been praised for its efficiency.  

 Therefore, to benefit from the FICS’ accreditation, candidates need to show 

their abilities through the passing of various exams and skills-assessing tests, such as 

the simulation of real-life professional problems, or case studies (Institute of Banking 

& Finance, 2013b). What’s more, candidates to be certified need to provide 

recommendation letters form their current or former boss (Crooke, 2009, p. 123). 
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 Until today the IBF has accredited more than 180,000 participants. (Institute 

of Banking & Finance, 2013a). 

 The Singaporean government also sponsored the creation of the “Wealth 

Management Institute” that started to operate in 2003. This has especially appealed to 

private banks, which have found ready-to-employ manpower.  

 All in all, the IBF and the Wealth Management Institute have been praised in 

recent years for having largely helped increase the number of local talents, and reduce 

labor shortage (Crooke, 2009, p. 121). 

 

3.2.2 Scholarships programs  

 In order to withstand the brutal competition among financial centers, since 

1999 the MAS has been providing Singaporeans with scholarships. Those who wish 

to specialize in expert-scarce sectors, such as in quantitative finance, and risk 

management, can get funding through the Financial Sector Development Fund 

(FSDF), (Monetary Authority of Singapore, 2013a, p. 35; Monetary Authority of 

Singapore, 2014).  

 While the recipients of the scholarships have the choice to study abroad under 

this scholarship, they have the obligation to go back to Singapore after graduation. 

Some recipients of this scholarship, who studied in the USA, often say that they work 

as they study, and then save the money earned abroad while living on the scholarship. 

They prefer to pay back the entire scholarship and stay abroad to work. That shows 

limitations to Singapore’s scholarship program.  

  

3.2.3 The issue of skilled labor immigration in light with the performance of 

the local workforce in the banking and financial sector 

 Singaporeans represent only 63.8% of those employed as managers in the 

financial cluster, skilled immigrants or Foreign Talents (FTs) fill other positions. This 

situation is alarming as international managers are seen as more performing.  

 This issue was outlined in the “World competitiveness Yearbook: 2001”, 

Singaporean managers were ranked as less performing than those from Hong Kong 

and the Philippines (as cited in Jin, 2003, p. 13).  The bleak situation presented in the 

“World competitiveness yearbook: 2001”, however, seems to have improved since 
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then, as the “Deloitte wealth management centre ranking 2013” in its ranking of 

educational systems and financial education ranked Singapore as the 2nd best in the 

world behind only to Switzerland, and better than in Hong Kong or in the UK. 

Singapore’s strength was in the number of Chartered Financial Analysts, which 

ranked 2nd only behind Hong Kong. This strong performance is to put to the credit of 

the MAS and the FICS (Deloitte, 2013, p. 16). 

 Singapore has long been relying on FTs, and the government restated it in 

January 2013 in the “Population white paper” through its willingness to reach a total 

population of 6.3-6.9 million by 2030, compared to 5.4 million in 2013 (National 

Population and Talent Division, 2013, p. 6). While this is necessary for the economy 

and especially the financial cluster, this would further strain on local infrastructures.  

 Even worse are the reactions that provoked that report. Many Singaporeans 

have interpreted this possible population surge as increased competition on the labor 

market, making it harder for domestic employees to gain top positions, as they would 

have to compete with the world’s top FTs. Resentment towards FTs is rampant 

nowadays, and any misbehavior on the side of foreigners tends to be seen as how FTs 

take Singapore for granted and denature the city-state. 

 Xenophobic sentiments climaxed after the scandal provoked by Anton Casey, 

a British employee of Crossinvest Asia (an investment company) in January 2014. 

Derogatory comments towards local Singaporeans that he wrote on his Facebook page 

were made public. There, he mocked so-called “poor people” in the MRT, or  “retard” 

taxi drivers. Though he had lived in Singapore for 12 years and married a local 

Singaporean woman, he had no other choice than leaving the island after he had 

received death threats and losing his job (Tadeo, 2014). While his behavior was for 

the least abject and disdainful, it sparked rants from locals on non-state controlled 

websites such as “The real Singapore” where locals freely express their opinions.  

 This event shows that if the government wants to keep the situation peaceful 

between FTs and locals it has to ensure that locals are able to obtain top executive 

jobs. Local authorities need to foster the rise of a large pool of skilled locals, that way 

showing the inherent competitive advantage of the island.   

 A reform of Singapore’s immigration policy would also be welcomed. FTs 

especially coming from the West may find it hard to integrate into a country, which is 

quintessentially Asian with deep Chinese roots. However, citizens from neighboring 

countries where living standards are lower than in Singapore and the labor force 
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plentiful could be favored to gain citizenship. Singapore could for instance set a 

naturalization scheme favoring ASEAN citizens, and at the same time it would 

strengthen community building in the region. 

 

3.3 Islamic Finance 

 The world of Islamic finance is currently booming. Qatar, Indonesia, Saudi 

Arabia, Malaysia, the UAE (United Arab Emirates), and Turkey, have seized 78% of 

the world’s total Islamic banking assets. These six countries have witnessed an 

annualized growth rate in Sharia compliant assets of 16.4% from 2008 to 2012. 

 Opportunities in Singapore lie in the fact that so far the vast majority of 

Muslims around the world have not yet transitioned to Sharia compliant banking, and 

remain customers of conventional banking and financial institutions. With around 38 

million Islamic banks’ customers worldwide (Ernst & Young, 2013, p. 8), over a total 

of 1.6 billion Muslims globally, there is margin for future growth (Desilver, 2013). 

Especially, as it is forecasted that there will be more than 70 million customers in the 

world by 2018 (Ernst & Young, 2013, p. 45).  

 The MAS has since 2004 been keen on fostering the growth of a sound 

Islamic finance and banking sector. Even though many doubt that Singapore might 

ever be able to reach a leading position in this sector, the city-state has to offer a full 

range of financial services to its customers, which ought to include Sharia compliant 

financial vehicles. To ensure optimal development it has done its best to make sure 

that due to the technical specificities linked to Islamic finance rules, the sector gains 

from the same tax benefits and good level of regulations as the conventional financial 

sector. Main differences with the conventional banking sector are due to the fact that 

Sharia compliant banking practices involve risk sharing between the borrower and the 

lender. Therefore Islamic banks are subject to greater risks when their customers 

default (Monetary Authority of Singapore, 2013f).  

 In January 2009 the MAS launched the Sukuk30 facility, in cooperation with 

the Islamic Bank of Asia and the Standard Chartered Bank, which has since then been 

                                                 

 
30 A Sukuk allows Muslims to get around the prohibition that is made to them to engage in the trade of 

debt, and the payment of interests. The Sukuk issuer sells it to an investor, who rents it back to the 

issuer for a rental fee, thus allowing the exact same benefit as a bond, without officially receiving 

interest. 
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ensuring that the legal and tax framework of Singapore follows the Singapore 

Government Securities price mechanism (Monetary Authority of Singapore, 2011).  

 A couple of examples show the commitment of Singapore’s financial cluster 

in the Islamic finance sector, from January to June 2013 two Sukuks were issued in 

Singapore, amounting for a total of 600 million SGD. It is a sharp increase compared 

to 2012, when for the whole year only two Sukuk had been launched for a total of 130 

million SGD (Monetary Authority of Singapore, 2013a, p. 34). Furthermore, 

Singapore has set itself as a leading innovative Islamic finance hub offering advanced 

Islamic financial vehicles with the world’s largest real estate investment trust abiding 

to Sharia laws (Monetary Authority of Singapore, 2013f). 

 The MAS in order to better supervise and get involved in the promotion of this 

promising sector, has also decided to be part of the world-renown Islamic Financial 

Services Board (IFSB) that sets governance standards in the sector. The MAS has also 

tried to position itself in investors mind as an Islamic financial hub by for instance 

hosting the 6th IFSB Summit in 2009 (Monetary Authority of Singapore, 2013a, p. 

38).  

 In order to promote excellence in this sector, efforts have been put in the 

education of asset managers. For instance the Singapore Management Institute in 

2010 created the International Islamic Law and Finance Centre to promote research 

and professional training in Islamic finance (Monetary Authority of Singapore, 2011), 

and in 2012 it launched a Masters of Laws that includes credits in “Islamic Law and 

Finance” alongside. The MAS “Finance Scholarship Programme” has also agreed to 

sponsor courses covering Islamic finance (Monetary Authority of Singapore, 2013f).  

 Much more efforts will be needed if Singapore wants to be a global player, as 

in 2013 it only had a 0.5% share of a market estimated to be worth 1.7 trillion USD 

worldwide (Business Times, 2013; Ernst & Young, 2013, p. 5).  

 However, the launch of the Islamic Bank of Asia in 2007 by DBS is a step 

towards the right direction. Local Islamic banks could actually build their reputation 

in catering to local Muslims by servicing the 14.3% of the Singaporean population 

that belongs to this faith. It could also tap into Malaysia, Indonesia, and Brunei that 

have a predominant Muslim population (Central Intelligence Agency, 2013). Brunei 

especially should be of great interest for Singapore, as in May 2014 the Sultanate 

enforced the Sharia penal code (Agence France-Presse, 2014). This should translate in 

increasing demand for sharia compliant financial and banking services in Singapore, 
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especially as the Brunei Dollar follows the MAS policies and is interchangeable with 

the Singapore Dollar (Autoriti Monetari Brunei Darussalam, 2011). To kick-start the 

rise of the nascent Islamic finance sector the MAS has enforced tax breaks favoring 

this specific sector in 2008 (Monetary Authority of Singapore, 2013f). 

 

3.4 The Renminbi factor 

 The RMB (Renminbi) internationalization is financial market’s latest trend 

alongside Islamic finance. The country that will be able to build up an offshore RMB 

center will be propelled to become an international finance place, and profits would 

flow. 

 

3.4.1 The internationalization of the RMB: historical development  

 China has become the world’s second largest economic power, but its 

currency is just at the beginning of its internationalization process. Until recently the 

Chinese government did not allow the convertibility of its currency, and most of 

China’s cross border trade was conducted in USD.  

 However, since 2008 Chinese regulators have expressed their willingness to 

internationalize the RMB. The world’s first international payments made in RMB 

were allowed in 2009 in Hong Kong, and it became a de facto RMB offshore center 

(HSBC, 2013, p. 3). 

 Those recent moves give the appearance of an internationalization of the 

RMB. A point is rarely mentioned though, a difference is made between the offshore 

Renminbi (CNH) and the onshore Renminbi (CNY). The CNY remains under tight 

control of the Chinese regulators, while the CNH benefits from looser regulations 

(Badkar, 2013). This situation while unsustainable on the long term has so far been 

set as a middle ground solution, as China is not yet ready to let its currency be traded 

freely. 

 While non-residents can open RMB denominated accounts in China, it 

requires a lot of paperwork. Hence Hong Kong is preferred by MNCs, as opening 

procedures for RMB accounts are simpler and international RMB transactions less 

regulated than on the Mainland. 

 In mid 2010 trade between foreign countries and twenty out of the thirty 

Chinese provinces (Beijing, Tianjin, Inner Mongolia, Liaoning, Shanghai, Jiangsu, 
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Zhejiang, Fujian, Shandong, Hubei, Guangdong, Guangxi, Hainan, Chongqing, 

Sichuan, Yunnan, Jilin, Heilongjiang, Tibet, and Xinjiang) was allowed to be 

conducted in RMB, thanks to the “RMB Trade Settlement”. Since August 2012 this 

agreement has been extended to all Chinese provinces. Yet, the Chinese central bank 

keeps a tight grip on international RMB flows (Bank of China, n.d.).  

 In 2013 the RMB represented around 8% of all China’s international trade. 

This shows that foreign companies have been fast to seize this opportunity as 

transactions are now faster and transaction costs are lower. What’s more, this allows 

MNCs to more easily repatriate their funds to their home country. Although on an 

international level, the RMB still only represents 0.76% of total global transactions 

(Euromoney, 2013).  

 The Chinese government aims as well to make the RMB a reserve currency31, 

with for instance the signing of an agreement between China’s and Austria’s central 

banks in 2011, that has allowed the European country to hold the RMB in its foreign 

reserve. This agreement was the first signed by China and a non-Asian country 

(Xinhua, 2011).  

 The Chinese government has strategically used Hong Kong as its platform to 

internationalize the RMB, Hong Kong had deposits worth 944.9 billion RMB in May 

2014. 

 This clearly means that other places that wish to position themselves as RMB 

offshore centers are fighting for the second place and not the first one. Furthermore, 

RMB deposits are still mainly based in China with around 100 trillion RMB, versus a 

bit more than 1 trillion overseas (Euromoney, 2013), thus Hong Kong holds the vast 

majority of it (Hong Kong Monetary Authority, 2014).  

 All in all, a few main problems remain to be solved before the RMB can 

become a truly international currency:  

 The gap between CNY and CNH. 

 The overall low demand abroad in RMB denominated investment vehicles. 

 The fact that the RMB is still not allowed to float freely against major 

currencies, such as the USD, and the Euro.  

                                                 

 
31 A reserve currency is a currency that is massively held by central banks around the world in their FX 

reserves, and that is widely used to conduct international transactions. The advantages of having once 

currency as a reserve currency are various, lower transaction costs and cheaper imports are the main 

benefits, as currency exchange is no longer needed. 
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3.4.2 Where does Singapore stand in the race to become a major RMB 

offshore center? 

 In 2013 Singapore started RMB clearing operations32 through the Industrial 

and Commercial Bank of China (Singapore Branch) (中國工商銀行) that works as a 

clearinghouse. This was the third agreement of this kind in the world, after Hong 

Kong and Taiwan. MOUs were also signed with China Beijing International Mining 

Exchange and the China Financial Futures Exchange to build and list financial 

vehicles linked to commodities on the SGX. The SGX seizing this opportunity also 

started to handle RMB denominated bonds in May 2013 (Singapore Exchange, 2013, 

p. 16).  

 The same year the MAS and the People's Bank of China signed a bilateral 

currency swap agreement. Thus helping firms in need of RMB financing options, as 

they will no longer have to first exchange their SGD in USD, then from USD to 

RMB, eventually lowering transaction costs (Monetary Authority of Singapore, 

2013a, p. 16).  

 The main proposition for Singapore to differentiate itself from Hong Kong or 

even Taiwan, is to market itself as the settlement area for RMB transactions, and 

RMB denominated investment opportunities in the ASEAN region.  

 Nearly 4,000 Chinese companies operate in Singapore, mostly using the city-

state as their operation center for the ASEAN region (DBS Group Research, 2013, p. 

19). Therefore, they will probably be the real instigators for Singapore to gain 

momentum as an offshore RMB center. In March 2014 it was announced that the city-

state RMB deposits amounted to 200 billion, with a 70% increase on a year-to-year 

basis (Xinhua, 2014). 

 

  

                                                 

 
32 “Clearing operations” refers to the process needed after sellers and buyers have agreed on a trading 

deal. It is necessary to centralize buyers’ and sellers’ orders; it allows the intermediation of transactions, 

and seals monetary transactions. Clearinghouses work as third parties that process and handle 

monitoring, compliance to tax regulations, etc. 



‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

 

63 
  

3.4.3 As China develops its internal financial market, is it too late for 

Singapore to enter the competition? 

 Singapore, Taiwan and London are currently competing to be the runner 

behind Hong Kong. Taiwan could be number two, as it is economically, 

geographically and culturally closer to China than Singapore or London. 

 Though London seems to be an aggressive competitor, unless the Chinese 

government favors the UK, Taiwan could easily seize the 2nd rank as Taiwan can tap 

into its large number of businessmen, estimated at 700,000, working in China who 

have saved large amounts of RMB, and are eager to repatriate them to their homeland 

(Lin, 2007, p. 99). 

 Besides the recent promotion of Qianhai in China as an outsourcing center for 

Hong Kong financial processing and accounting activities, there seems to be a trend 

for China to promote its own country as a RMB center (DBS Group Research, 2013, 

p. 19). This trend culminated in 2014 with the creation of the Shanghai Free Trade 

Zone that allows RMB Borrowing and exchange services, as well as cross-border 

settlements (Xinhua, 2014). 

 These developments show that Singapore may well have to compete behind 

Hong Kong and Taiwan. Furthermore, there is little doubt that London will put all its 

energy in seizing as much as it can of the profitable RMB offshore market.  
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Chapter 4. Conclusion 

 

4.1 Concluding remarks 

 This thesis has brought specific answers to the original research question: “in 

what measure the successful liberalization of Singapore’s financial cluster has been 

influenced by internal and external forces?”.  

 Its internal forces have mostly influenced the rise to the top of Singapore’s 

financial cluster. The local regulations have always followed the latest evolutions of 

the financial world. Therefore, it has provided companies with an optimal 

environment to strive for success. Whether it is due to its workforce training, or its tax 

system, Singapore has been capable to capitalize on its inner strength to achieve its 

envied status.  

 When considering external factors, their impact is more debatable. Islamic 

finance is a force that could have the potential to further Singapore’s status, but that 

has so far not been exploited. The establishment of Singapore as a RMB offshore 

center is the external factor, which has so far most had an effect on Singapore’s rise as 

a financial cluster. Its clearest consequence has been the ever-increasing number of 

Chinese companies that decide to go public in Singapore. 

 All in all, this thesis shows that the financial liberalization that unfolded from 

1999 to 2004 has had a powerful impact on Singapore’s financial cluster. Allowing it 

to reach heights that otherwise would never have been reached. This was confirmed 

when Singapore got ranked as an “Alpha +” city by the Globalization and World 

Cities (GaWC) Research Network, only behind London and New York that are 

ranked as “Alpha ++” (GaWC, 2014).  

 Singapore with a stable political system, strong budget and economic 

fundamentals, advanced infrastructures, multilingual population, and ideal time-zone 

location between Europe and the USA has beaten the odds and built itself as a force to 

work with in the financial world.  

 At the time of its independence not many would have bet on Singapore’s 

status as a future global city. However, it has been able to get past its lack of initial 

factor conditions. Thus Porter with his diamond model, while not perfect, proved right 

when making factor conditions one of the cardinal points of his cluster analysis.  
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 The liberalization of the financial cluster has allowed Singaporean domestic 

banking and financial institutions to compete on the international stage. While some 

restructuring was needed, it has undoubtedly strengthened those that have remained.  

 Seeing how the city-state handles its development in a scientific and pragmatic 

manner it undoubtedly will keep going on its successful journey in the forthcoming 

years.  

 Singapore always seems to be competing against Hong Kong in the financial 

sector, what needs to be outlined is the diversity of situations in Asia. Unlike Europe 

with the hegemonic European Union, Asia has Japan that is one of the largest 

economic powers on earth, China that has witnessed extraordinary growth over the 

last couple of decades, among other instances. There seems to be enough room for 

both Hong Kong and Singapore to grow.  

 To conclude, we can see that what Singapore has achieved cannot be copied 

and replicated by other countries as such, as Singapore has adapted to its unique 

environment.  

 While this thesis has mostly focused on factor conditions, it would be worth 

further studying Singapore in relation to the other three variables that Porter 

developed.  

 

4.1.1 Evaluation of Singapore’s financial cluster: strengths and weaknesses 

 This thesis has filled in the gaps of the current knowledge about Singapore’s 

financial cluster, through an in-depth analysis of Singapore’s unique set of banking 

and financial regulations, and recent developments that include the education of 

financial managers, the rise of Islamic finance, and the internationalization of the 

Renminbi. 

 The framework of Porter’s ‘Diamond model’ has been successfully used to 

outline the strengths and weaknesses of the financial cluster. Of course some 

limitations to future optimal development remain. Singapore’s still lacks critical mass 

in comparison to that of its rival, Hong Kong. It is flagrant especially in the SGX. 

Singapore also needs to better foster the rise of a world-level workforce that will be 

able to adapt to an ever-challenging international environment. . 

 Singapore’s strategy to position itself as an entry point to Southeast Asia can 

only be applauded. However its single-minded focus on China in the recent years 
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could prove damaging in the long run. What is surprising is that Singapore does not 

capitalize on its Tamil community to penetrate the Indian market. Especially as 

India’s banks and financial institutions are known for their underdevelopment, and 

their poor foundations. Singapore should market itself as a financial hub for Indian 

HNWIs. The latter wish to protect their wealth and benefit from an ethnically Indian 

workforce that is sensitive to their cultural background and investment preferences.  

  As this thesis has also outlined, the local business environment is still 

prejudiced against foreign investors, and remains overly protective of its domestic 

firms. While protectionism seems appealing at first, foreign investors may regard that 

situation as unfair, and some may be deterred from investing in Singapore. That way 

Singapore’s financial cluster could be missing on some major opportunities.  

 

4.2 Policy recommendations 

 Nations that wish to build world-level financial clusters, such as Taiwan, need 

to look at their inner strength, and build their position in relation to the four main 

points that Porter has publicized in its now famous diamond model. However a 

country like Taiwan, due to its sensitive political situation in regards to China, cannot 

significantly rely on global linkages. Prompting the return of Taiwanese 

businessmen’s RMB savings deposited in China could be enough to make Taiwan a 

world player among offshore RMB centers.  

 There are a still few steps that any country could adapt to its own 

environment, in order to optimize its chances to foster the rise of a financial cluster. 

 First, building a fiscal and legal environment prone to attract financial 

institutions is a first step. Capital being increasingly location independent, thus as 

soon as the financial world finds a location with attractive business environment, 

inflows of capital usually follow.  

 Second, upgrading the skillset of the indigenous workforce has been key for 

Singapore. This strategy would similarly succeed in other countries, by setting up 

institutions that resemble the Institute of Banking and Finance, and the Wealth 

Management Institute. Establishing a national accreditation and certification agency, 

and enforcing strict industry standards reigning over the financial sector are pivotal to 

ensure that financial and banking firms can find sufficient manpower to conduct the 

most advanced operations. 
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Appendix 

MAS statement on measures to liberalise commercial banking and upgrade 

local banks 17 May 1999 (Monetary Authority of Singapore, 1999) 

Statement by the Monetary Authority of Singapore

Liberalising Commercial Banking and Upgrading Local Banks

Date: 17 May 1999

1   The Government is introducing measures to liberalise the commercial banking sector and upgrade local banks. The aim is to move towards a more open and

competitive environment, so as to spur the development and upgrading of local banks. This will strengthen our banking system, provide Singa-poreans with quality

banking services, and enhance our position as an international financial centre

2   Strong and well-managed local banks, with a significant share of the payment system and home market deposits, are critical to sound banking systems in all

developed countries. Singapore is no exception.

3   Unlike other countries, Singapore's financial sector started with a high level of foreign bank participation. As a colony, the banking scene was dominated by

foreign banks, such as the Hongkong and Shanghai Banking Corporation (HSBC) and Standard Chartered Bank. Local banks were small and insignificant. Over

time they consolidated into fewer, larger banks, but even in the early 1970s, foreign banks had over two-thirds of total bank deposits.

4   Since the early 1970s, MAS has adopted policies to protect the local banks, especially in retail banking, so that they could grow and assume a larger share of the

domestic market. There is a three-tier licensing system for commercial banks, comprising full banks, restricted banks, and offshore banks 1. No new licences for full

and restricted banks have been granted since 1970 and 1983 respectively. Foreign full banks are not allowed to set up new branches or re-locate existing branches;

install off-premise ATMs or share ATMs with other banks; or offer Electronic Funds Transfer at Point-of-Sale (EFTPOS) services.

5   However, in wholesale banking, and in treasury and capital market activities, foreign banks compete more freely with local banks, while offshore banking is

completely open.

6   Government protection and strict MAS supervision have enabled local banks to grow into sound, well-capitalised institutions. The recent crisis revealed the weak-

nesses of many regional banks, but our local banks stood out as among the soundest in Asia.

7   However, while Singapore banks may be large by regional standards, by international standards they are small. They also lag behind the best international banks

in terms of technology, expertise, range and quality of service to customers, and shareholders' returns.

8   The present situation is not sustainable. Even if the Government does not liberalise the banking industry, local banks will be unable to maintain the status quo.

Globalisation and electronic delivery channels have fundamentally altered the competitive landscape. Further rapid developments in Internet banking will enable

foreign banks to reach out extensively to domestic consumers, reducing and eventually neutralising the advantages of an extensive branch network and Government

protection.

9   Singapore has a well educated, English speaking, and increasingly computer savvy population, living in a compact city-state. This is quite unlike say France or

Germany, where the language barrier and the size of the country make it much harder for foreign banks to gain a foothold. Our well-developed communications

infrastructure also helps foreign banks access our market more easily. Singaporean banks can only hold their own against foreign competition by matching the

quality and efficiency of the competition.

10   We must pro-actively manage the inevitable increase in competition, rather than try to keep out change, and thus lose both time and the initiative. Competition,

not protection, is the best way to foster the development of strong and large local players. However, competition will not automatically solve our problem. Local

banks must rise to the challenge, to develop and implement effective strategies to hold or increase their market share. They must attract and retain talent, strengthen

management teams, institutionalise management processes, and improve systems of corporate governance. They also need to consolidate among themselves, and

consider alliances with foreign partners who can offer new markets, products and technology.

11   In liberalising the banking sector, we seek a graduated shift towards greater competition and more free play for market forces. We want to shape and strengthen

our banking sector, while maintaining confidence and stability in the financial system.

12   To achieve these ends, MAS will introduce a programme with the following elements:

Five-year programme of liberalisation;



‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

 

86 
  

 

 

 

Improving corporate governance practices; and

Lifting the 40 per cent foreign shareholding limit.

FIVE-YEAR LIBERALISATION PACKAGE

13   MAS will implement a five-year programme to liberalise access by foreign banks to Singapore's domestic market. As the change is a major one, and there is no

certainty as to how the industry will develop in Singa-pore and abroad over the next five years, MAS will commit to a definite package only for the first three years

(1999 - 2001). Thereafter, MAS will review the progress made, before deciding on further liberalisation measures.

14   In this first step, MAS will open the door to new full and restricted banking licences, as well as increase access to the domestic market by foreign full, restricted

and offshore banks that meet qualifying conditions, as set out in paragraph 22 below.

Full Banks

15   MAS will create a new category of full banking licence, to be known as Qualifying Full Banks (QFBs), to distinguish them from the existing class of foreign full

banks. Incumbent foreign full banks that are not awarded QFB status will retain their existing privileges. All future admissions or upgrading to full bank status will be

to the new QFB category.

16   MAS will issue up to 6 QFB licences to foreign banks over 1999 - 2001. Each QFB will be allowed additional branches, off-premise ATMs and ATM sharing, as

follows:

Up to 10 locations - branches 2 and off-premise ATMs - of which up to 5 can be branches:

No more than 2 new branches and 3 off-premise ATMs to be set up each year following issuance of QFB licence;

QFBs which already have more than 5 branches will be capped at their present number, but will be allowed up to 5 off-premise ATMs;

Free re-location of existing branches; and

Sharing of ATMs among QFBs.

17   MAS will allow foreign full banks that are not QFBs to re-locate their existing sub-branches on a case by case basis.

Restricted Banks

18   MAS will increase the number of restricted banks from 13 currently to 18 by 2001. This will cater to offshore banks who want to expand their wholesale S$

banking business, but are not interested in the domestic retail business.

Offshore Banks

19   Offshore banks will be given greater flexibility in S$ wholesale business. Qualifying offshore banks approved by MAS will have their S$ lending limit increased

from the current S$300 million to S$1 billion. They will also be allowed to engage in S$ swaps, without any restriction on the purpose of the swaps.

20   All other offshore banks will have their S$ lending limit raised to S$500 million. They will be allowed to engage in S$ swaps in respect of proceeds arising from

the issue of S$ bonds managed or arranged by them.

Eligibility Conditions for Increased Access

21   MAS will not open the domestic retail market indiscriminately. It will grant increased access only to foreign banks that are strong and well-managed, and

committed to growing in Singapore. This is necessary to maintain high prudential standards, minimise risk to local depositors, and develop a competitive financial

centre.

22   The principles for evaluating applications for QFBs, restricted and qualifying offshore banks will be:

Credit and legal support ratings of the institution over the last three years;

Track record of compliance with MAS' regulations, and adequate internal control systems as determined by MAS' examiners or external auditors; and

Commitment to contribute to Singapore's development as a financial centre.

CORPORATE GOVERNANCE
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23   The Government has protected and nurtured the local banks, and enabled them to grow to their present size and strength, for a national purpose: to enhance

the resilience and stability of our banking system. If the liberalisation weakens local banks and displaces them from their pivotal role in the domestic banking system,

it will have failed. This has happened to some countries that opened up their domestic banking sectors. For example in Scandinavia, local banks over-extended

themselves in the more intense competition, ran into serious trouble, and had to be bailed out by the governments. In New Zealand, all major local banks have been

bought out by foreign parties, leaving no significant local players. This outcome is acceptable to New Zealand, but Singa-pore's circumstances are different.

24   We must ensure that the result of liberalisation is that local banks strengthen themselves and grow, so that they can continue to underpin the financial sector. To

survive in the new environment, local banks must put increased emphasis on efficiency, quality of service and shareholder returns. Most important, they must

strengthen corporate governance, attract top talent and give them the necessary mandate to make professional management decisions. Only then can they build up

stronger corporate teams, and capabilities comparable to the major international banks operating in Asia.

Nominating Committees

25   The local banks need to institute systems for ensuring the appointment of capable individuals to their boards and key posts. To strengthen corporate

governance, MAS will require all local banks to appoint Nominating Committees within their boards, and to provide for this in their Articles of Association.

26   The Nominating Committee will comprise five board members. Their appointments will be made by the board, and subject to MAS' approval. The purpose of the

Committee is to ensure that only the most competent individuals, who can contribute to the bank and discharge their responsibilities in the interests of all

shareholders, are appointed to the board and key management positions.

27   MAS will issue a notice to local banks to spell out the roles and functions of the Nominating Committee. The Nominating Committee will be responsible for

identifying candidates and reviewing all nominations (by the board or shareholders) for the following positions:

Board membership (for both appointment or re-appointment);

The Executive Committee of the board;

The Compensation Committee (local banks presently without such a committee or its equivalent will be required to set one up);

The Audit Committee;

The Chief Executive Officer / Deputy Chief Executive Officer / President / Deputy President; and

Chief Financial Officer.

The names recommended by the Nominating Committee will be then decided upon as usual, by the board or share-holders as appropriate.

28   In identifying candidates and reviewing nominations, the Nominating Committee will apply the following guidelines:

The board should comprise a majority of Singapore citizens or permanent residents;

The board should have a majority of independent directors who are not related to or employed by substantial share-holders of the bank (those holding 5

per cent or more), or who otherwise act in accordance with their directions;

Besides the customary criteria of integrity and being a fit and proper person, the Nominating Committee must consider the age, experience and

capabilities of the nominee; and

The Nominating Committee must satisfy itself that the candidate is the best and most qualified candidate for the job, especially for appointments to key

posts.

29   MAS will retain its existing powers under the Banking Act to approve appointments to the board, and to key posts like the CEO and Deputy CEO. Hence-forth,

re-appointments will also require MAS' approval, so as to ensure that candidates who may first have been appointed some time ago continue to meet the criteria for

appointment.

30   MAS may ask the Nominating Committee to submit records of its deliberations and proceedings, so as to verify that the Committee has been diligent in trying to

enlist the best person for any appointment.

31   The proposal to create Nominating Committees has international precedents. About half of US companies have Nominating Committees with very similar roles,

including banks like Citigroup and First Union. The UK Cadbury Report on Corporate Governance also recommended the setting up of a Nominating Committee

comprising a majority of non-executive directors and chaired by the Chairman or a non-executive director, to propose to the board, in the first instance, any new

appointments of either executive or non-executive directors.
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FOREIGN SHAREHOLDING LIMIT OF LOCAL BANKS

32   MAS currently restricts foreign investors' total shareholding in local banks to no more than 40 per cent of the issued shares. The purpose is to ensure that those

who exercise control over local banks have national interests in mind. The policy was introduced in 1971 following the Slater Walker - Haw Par affair. The limit was

initially 20 per cent, and was later raised to 40 per cent in 1990. This limit has since been incorporated into the Articles of Association of local banks.

33   The concern that local banks should give priority to the national interest remains valid. However, the foreign shareholding limit has signifi-cant drawbacks:

It has resulted in a two-tier market for local banks' shares, and reduced liquidity in the local share tranches;

It has distorted the true market value of local bank shares, and raised the cost of funds to banks;

It has made it harder for local banks to implement competitive employee share option schemes; and

It has hindered local banks that want to forge strategic partnerships with foreign banks, or pay for overseas acquisitions with shares.

34. MAS will lift the 40 per cent foreign shareholding limit on local banks. The requirement to create Nominating Committees, and to have a majority of citizens and

permanent residents on the board, will effectively ensure that control of the banks rests with individuals or groups who will act in a manner consistent with the

national interest. In addition, MAS will tighten existing safeguards on the accumulation of significant ownership in a local bank:

At present, any individual shareholder or group of associated shareholders must obtain MAS' approval to increase his shareholding beyond two

thresholds - 5 per cent and 20 per cent. MAS will now introduce an additional approval threshold of 12 per cent.

MAS will approve increases in shareholding beyond 5 per cent only in significant transactions that are considered beneficial to the bank and to

Singapore.

Approval to exceed the 5, 12 or 20 per cent shareholding levels may be accompanied by such conditions as MAS considers necessary in order to

prevent undue control and to protect national interests. This may include limits on further increases in shareholding for a specific period of time.

MAS will expand and clarify the definition of collusion under the Banking Act.

MAS will consider further deterrent measures, including powers to disenfranchise a shareholder or a group of share-holders found to have colluded to

circumvent the shareholding approval thresholds.

35. MAS will allow individual local banks to remove the 40 per cent foreign ownership limit from their Articles of Association, once they have amended their Articles

to institute Nominating Committees. Local banks with dual tranches will issue announcements shortly on whether and how they intend to do so.

REGULATORY FLEXIBILITY FOR LOCAL BANKS

36   MAS will review all regulations concerning local banks so as to give them greater flexibility in their operations without compromising prudential objectives. This

will include the minimum capital adequacy ratio requirements for the banks and their subsidiaries. This will enable local banks to compete more effectively as we

liberalise and increase the level of competition. MAS will consult with local banks in this review.

37   As an immediate measure, MAS will issue guidelines to allow local banks to set up a financial holding company structure. Financial holding companies will be

licensed and supervised by the MAS. This structure will provide local banks with greater flexibility in organising their operations, especially as they venture abroad,

and in forming strategic alliances with foreign banks while allowing both banks to maintain separate legal identities and franchises.

RETAINING A SIGNIFICANT LOCAL BANK PRESENCE

Market Share

38. While we encourage strong and well-managed foreign institutions to assume larger stakes in the growth and stability of our financial system, we want local banks

to retain a significant portion of the domestic deposit base and payments system in the more open environment. In a major crisis, we must be able to count on major

players with long term interests aligned with the Singa-pore economy, to act as stabilisers for our financial system.

39   In developed markets, domestic banks typically have a much larger share of the market than is the case in Singapore 3. Our local banks presently have 62 per

cent of total resident deposits (both DBU and ACU). Their share peaked in 1994 and has been declining since.

40   The Govern-ment's policy is to maintain the local banks' share at not less than 50 per cent of total resident deposits. We will monitor the trends as the

liberalisation proceeds, and if necessary adjust the scope and pace of subsequent liberalisation measures to achieve this. But there can be no absolute guarantee

that local banks will maintain a 50 per cent market share. The best way is for local banks to upgrade themselves and hold their own against stronger competition.

This in turn will most probably require consolidation within the industry.
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Consolidation

41   In the existing protected environment, local banks have competed among themselves by proliferating branches and ATMs, and maintaining separate but similar

support services. The result is duplicated infra-structure and attendant inefficiencies. The liberalisation will make more urgent the need for banks to consolidate. This

will enable them to rationalise these overlaps, and share common back-office systems and delivery channels.

42   Consolidation yields important benefits beyond such one-time savings:

It will give the banks larger economies of scale to defray high initial costs of technology, and to cross sell a wider range of products;

It will also give banks the size to venture forth in the region, make acquisitions and strike alliances, should this be their business strategy; and

It will conserve scarce management talent, and help banks to attract more talent. Able people are attracted to larger banks of an international standing,

with growth prospects domestically and abroad. Smaller banks with lesser prospects for expansion cannot recruit high calibre executives.

43   This is why the Govern-ment has encouraged local banks to consolidate among themselves, to achieve that critical size for continuing expansion and growth.

The Govern-ment has taken the lead, by merging POSB with DBS. However, it cannot dictate the precise configuration that results from further consolidation. Only

the shareholders can decide on mergers between local banks.

44   The smallness of our domestic market, and the growing economies of scale in banking, make it unlikely that Singa-pore can sustain more than two local banks

with that critical size, although there may be other smaller players occupying niche markets. If we succeed in building up two such strong local banks, our financial

system will have two pillars of strength and stability.

CONCLUSION

45   The Govern-ment has calibrated the pace and extent of liberalisation to inject competition and a sense of urgency, yet allow local banks time to strengthen and

reposition themselves. Our objective is a more competitive industry, with stronger local banks maintaining more than 50 per cent of the market. There is no

assurance that liberali-sation will succeed. Even in ideal circumstances, it is not easy for banks in a small country to grow and upgrade, much less at a time of rapid

change and worldwide consolidation in the industry. But the risk of not proceeding is greater. Our banks will be progressively marginalised if they do not act now.

46   As this is a major and irrevocable decision, the Govern-ment has taken time to study the matter thoroughly, and to discuss the issues extensively with the local

banks. The local banks understand the objective of the exercise, the challenges they face, and what is at stake. The Government is confident that they will strive to

transform themselves in order to meet the challenges of a new banking environment.

1 Full banks are permitted to carry out the whole range of banking activities.

Restricted banks are constrained from operating Singapore dollar savings accounts and accepting individual fixed deposits of less than S$250,000 from non-bank customers.

Offshore banks are not allowed to accept interest-bearing Singapore dollar deposits from persons other than approved financial institutions; or extend credit facilities to resident non-bank customers

in excess of S$300 million. Restricted and offshore banks are also restricted to only one main branch.

2 Branches include both the main office and sub-branches.

3 The leading domestic banks alone typically have between 40 - 60 per cent of their home market deposits. In Canada and Australia, the concentration is even higher - the big four Canadian banks

have about 70 per cent market share, while the percentage for Australia's big four stands around 68 per cent. In Hong Kong, the HSBC group and Bank of China together have about 55 per cent

share of the Hong Kong market.

For more information, please click on the press release
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