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Using CAMEL indicators to investigate the performance of subsidiary
banks of financial holding companies
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ABSTRACT

Financial institutions are indispensable support and forces behind all industrial development. In Taiwan,
early on the public banks were primarily functional banks that focused on policy objectives, such as economic
development and financial stability. Later, in order to cope with the intense free market competition in Taiwan
and abroad as well as industrial demands, many private banks were permitted to open. In 1997, the Asian
financial crisis exposed the problems in many domestic banks such as weakened constitution and excessive
debts caused by negative competition. In addition, starting in 2000, the first and second financial reforms were
promoted in 2000 and 2004, which emphasized the mergers between lower-level financial institutions and the
permission to form financial holding companies. These policies were administered in hopes of achieving the
benefits of mergers and decreasing negative competition in a saturated domestic financial market, in order to
create a more suitable environment for investment. As it has been ten whole years since the financial sector of
Taiwan has entered the age of financial holding companies, the purpose of this study is to understand whether
subsidiary banks under financial holding companies have achieved positive performance in operations and
profitability. After filtering the samples, this study chose as the research sample three subsidiary banks under
financial holding companies with public stock including Hua Nan Commercial Bank, Mega International
Commercial Bank, and First Commercial Bank. This study uses the CAMEL indicators used by the United
States Federal Financial Institutions Examination Council to assess bank performance, along with the financial
soundness indicators published by the Central Bank of the Republic of China. Among them, 14 financial
performance ratios are selected to serve as the standards for research on bank performance. The result of this
study indicates that the business model of the financial holding company does have a positive composite
performance in regards to the operations of subsidiary banks. Furthermore, Mega International Commercial

Bank outperformed the other two banks in terms of CAMEL indicators. The three primary reasons for this are:

higher ratio of equity capital, longer period as privatized bank, and expansion of foreign currency business.
Keywords: financial holding company, operational performance, CAMEL indicators
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