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The LASIC Principle: Rise of Alternative and Internet Finance
By David LEE Kuo Chuen and Ernie G.S. TEO'

Sim Kee Boon Institute for Financial Economics, Singapore Management University

Abstract

There is an estimated 38 % of the world population that has no formal bank accounts and another
40% that is underserved by banks. In this paper, we examine sustainable and profitable enterprises
which use financial technology to lower business costs. New technology has resulted in low cost
financial services made accessible by mobile technology and giving rise to financial inclusion. We
introduce the LASIC (low margin, asset light, scalable, innovative, and compliance ease) business
model; describing attributes of such successful businesses. We examine three case studies; Alibaba,
M-PESA and Fullerton Financial Holding. Two of these three businesses are examples abiding by the
LASIC principle with the third moving towards employing the same principle. Investment into these
Fintech areas of financial inclusion has real impact beyond positive portfolio returns. We conclude by
looking at new de-centralised financial technology, such as the blockchain and consensus ledgers,
that may present further opportunities to lower business costs while conforming to the LASIC
principal of sustainable social business for financial inclusion and impact investment.

Keywords: LASIC, Internet Finance, Financial Inclusion, Financial Technology, Consesus Ledger,
Unbanked and Underbanked

E-mail: davidlee@smu.edu.sg
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5 R B GDP S

Indonesia EJlJg 1,860,360 248,818.1 860,849.5 3,459.8 9,467.1
Thailand ﬁ 513,120 68,251.0 387,573.8 5,678.7 14,131.6
Malaysia SR PG IE 330,290 29,948.0 312,071.6 10,420.5 23,089.0
Singapore BTN 716 5,399.2 297,941.3 55,182.5 78,761.9
Philippines §E'= E 300,000 99,384.5 269,024.0 2,7/06.9 6,403.8
Viet Nam 330,951 89,708.9 171,219.3 1,908.6 5,314.7
Myanmar 676,577 61,568.0 54,661.2 887.8 3,464.4
Brunei Darussalam 5,769 406.2 16,117.5 39,678.7 73,775.0
Cambodia 181,035 14,962.6 15,511.1 1,036.7 3,081.8
Lao PDR 236,800 6,644.0 10,283.2 1,547.7 4,531.6
ASEAN 4,435,618 625,090.5 2,395,252.5 3,831.8 9,389.8
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SG MY ID TH PH

Reserves (effective, USD bn)

end-2012 364 134 104 195 87
end-2013 340 125 83 182 34
2014 309 116 97 173 79

Reserves (effective, % of GDP)

end-2012 127 44 12 53 35

end-2013 114 40 10 47 31

2014 100 35 11 46 28

Reserves (effective, % of total external debt)

end-2012 68 41 147 144 %ﬂ@g{ 3
end-2013 59 31 130 143 J‘

2014 50 33 120 137
2 g IS
/ Short

Reserves (effective, % of Short-term

SMCRER RS Snd20r2

191 304 746 _
2014 199 294 IS low!
Reserves (effective, % of Private sector debt)
end-2012 108 83 182 576
Ehnig &3 A F end-2013 90 58 159 464

T E ST &R Z F R 2014 75 61 147 465
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SG MY ID TH PH
Reserves (effective, USD bn)
end-2012 364 134 104 195 87
end-2013 340 125 383 182 84
2014 309 116 97 173 79

GDP (USD bn)

total 2012 287 305 877 366 250
total 2013 298 313 870 387 272
est total 2014 309 330 350 377 286
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Consumer ASEAN travel Infrastructure Stock additions Stock deletions
spending revival recovery spending
Key 1. Lower oil 1. Lower oil 1.| Urbanisation 1. Plantations: Focus 1. Valuations
drivers price price on volume growth
/\ 2] Fiscal policies ootential to benefit Earnings
2. Policy shifts 2. Return of to boost from eventual rise in disappointme
benefitting Chinese growth CPO price Nt
low tourists
income 2. Earnings visibility
W 3. Thailand / |
Singapore 3. Rotation in leading
3. Lower as sectors
Input costs attractive
SEAN 4. Thematic drivers
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SINGAPORE BANKS

Price Mkt Cap Target Price Performance (%)
S$ Us$m 5$ 3mth 12 mth Rating
DBS 20.02 36,993 NA 94 20.2 NR
OCBC 10.50 31,239 12.70 7.4 13.1 BUY
UOB 2340 28,011 23.10 /.6 15.3  HOLD

Source: DBS Bank, Bloomberg Finance [.P,

Singapore banks: Earnings trends

50.0% - - 30.0%
- 20.0%
30.0% -
L 10.0%
10.0% - I I L 0.0%
2009 im 2011 2012 2013  2014F 2015F [ "100%
-10.0% -
- -20.0%
-30.0% - L -30.0%

 DES OCBC UOB =mpu=Total

Note: We removed contribution of WHB and a one-off item (S$391m) from
OCBC’s earnings in 2014F for a more comparable growth number vs peers

MR ERKXE Source: Companie2\848#k2015) "The LASIC Principle:
E N ESRAZF bR Rise of Alternative and Internet Finance
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Singapore banks' peer table
Marketcap Price (S§)  TargetPrice  Rating PE (x) CAGR PBV (X) ROE (%)  Net div(%)
(US$m) 27 lan ($5/5) FY13A FY14F FY15F A (%) FY13A FY14F FY15F FY15F FY15F

DRSH 36,993 2002 NA NA 133 124 1A 80  Ix 13 1  113% 30%

OCRC 31,39 1050 1270 Buy 136 113 104 152 1x 1x 1 18% 39%
OB 8011 2340 2310 Hold 127x N8 M 64 15 14 13x  121%  34%
Weighted average 133 11.8x 110 ) 1.3x 1.2x 1M.7% 34%
Simple average 133 118 11.0x [.5x 1.3x 1.x 11.% 34%

*Based on Bloomberg consensus

A Refers to 2-year EPS CAGR for FY13-15F

Closing prices as at 27 Jan 2015

Source: Companies, Bloomberg Finance L.P,, DBS Bank

g EEXE David Lee (2015) "The LASIC Principle:
E N ESRAZF bR Rise of Alternative and Internet Finance
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Singapore banks: 3-month SIBOR vs banks’ market cap

600 - - 4.0
- 3.5
500 -
S -3-[}
o 40.0
L= S LT T '
L 25
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2 - 15
m 200
=
= 1.0
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05
- 1 1 D.D
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DBS OCBC UOE s SIEOR 3-MO

S Tk 2 Source: Companies, Bloomberg Finance L.P., DBS Bank
KRBTSR, e i

SIBOR 3-mo rate (%)
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ASEAN Banks: Relative price performance

O
80.0
70.0
Thailand, 49.7
50.0
Indonesia, 48.6
30.0 - Philippines, 26.0
20.0
Singapore, 16.3
10.0 - gap
—
0.0 : . y W Malaysia, -4.3
-10.0 A
-20.0
=2 =z 2 2 Z2 2 = 2 2 T T T L =
e 6 = = E = &h & ' e B
g 2 § 2 8§ 5 32 3 § 8 8 & &5 %
— 2] y51E singapore Indonesia Thailand e Fhilippines

Source: DBS Bank, Bloomberg Finance [.P.
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DEMOGRAPHIC DRAG
U.S. Productivity, Hours Worked and Output, 1891-2013

2.5%

2
— X105, S
T 15 X ==
é Productivity 'lii/ \AﬁIJ —‘zﬁ EI/J = %
E | Output per %% :g EI\ /__A}_L‘jj‘F
- o %1 48%
<

Hours
Worked

-0.5

18911972 1973-1996 1997-2004 2005-2013

sources: BlackRock Investment Institute, Professor Robert J. Gordon, Northwestern

University and NBER, June 2014. Notes: Productivity is measured as output per hour;

hours worked is per capita. David Lee (2015) "The LASIC Principle:
Rise of Alternative and Internet Finance



A COMPUTER TOOK MY JOB
Probability of Computerization by U.S. Profession, 2013

Construction .

12%
Building & Maintenance @)  Preparation
Transportation .
L Production
< @ Personal Care
T ot Admin
rts
= ® @ Health Support
= B ~ Sales
5 c i Education
< ommunity . Maintenﬂnce & Repair
o Service
= - Pmtec
% i . ® Scienc %
Computers .@
Health Practitioners
Engineering
0 Management
I I I I |
0 25 o0 75 100%
PROBABILITY OF COMPUTERIZATION
Job Type Total Employment
Cognitive Cognitive
Non-Repetitive Repetitive P . .
Manual Manual

Non-Repetitive Repetitive T miln 5 min 20 min
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CLIFF DIVING
Correlation: U.S. Productivity and Jobs Growth, 1958-2014

100%

80

60

40

20

5| 3% )

CORRELATION

/

-20
| | | | | | | |

1958 1966 1974 1982 1980 1998 2006 2014

sources: BlackRock Investment Institute and Bureau of Labaor Statistics,
August 2014, Note: Correlations are rolling 10-year windows using quarterly data.
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StockMarket [ toncent Revenue Growth (2009-2013)
Growth 999% —
(2009-2014) witter 2,960%
Facebook 917%
Tencent [N 444%
Apple 301%
Amazon 204%
Google 197%
Annual Revenue
Apple $1ms
Amazon $74.58
Google $59.88
Tencent M $9.98
Facebook $798
Twitter $664.89 M
Market Cap
Apple $474.18
Google $403.6 8
Facebook §174.28
Amazon $172.38
Tencent NN $138.78
Twitter $30.18
Cash on Hand
Apple $159 B
FaceDook Tencent M $5.88
18% Facebook $38
Twitter Google $38
14% Amazon $28
Twitter $841M

I EEXF
EE L SRR F IR

Sourced from Internet

==
SH
pal
%
O

Source:

http://www.fastcompany.com/3029119/most-

innovative-companies/tencent-the-secretive-

chinese-tech-giant-that-can-rival-facebook-a

Balance sheet (Rmb mn) 3/14 3/15E |
Cash & equivalents 33,045.0 144,091.1
Accounts receivable 13,159.0 3,200.0
Inventory 0.0 0.0
Other current assets 21,629.0 20,791.0
Total current assets 67,833.0 168,082.1
Net PP&E 5,681.0 8,802.8
Net intangibles 15,359.0 14,559.0
Total investments 20,689.0 52,561.0
Other long-term assets 2,087.0 7,643.7
Total assets 111,549.0 251,648.6
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Alibaba is synonymous
with e-commerce in China

Alibaba Group’s major businesses

Alibaba Group

Aliv2xpress’

BEM
Onina ratail marketplacse enabling

Taobao.com
= ) consumers wondwide 1o buy direct
China's largest online shopping from Chingese exporers
destinationwith China's most popular :

mobile commerce app™" @ Leading enline wholesale

marketplace for domest China
rade among small businessas

I8 THALWLCOM

China's largest global caline
wholesale marketplace™™

~~

China's largest brands and retail
platform featuring interational
ard local brands™"
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Large China Number of Internet
population base shoppers in China

nikmatons

% of online shoppmg to
total China consumption

China mobile
Internet users

US$296 siiion

Total GMV on our China
rotail marketpiaces

BTEEEE‘JGMV(GrOSS Merchandise 445,
Volume) N296014.3 Jt. HLF 7 55 5] 41 e
HMP S5 33 N TH B 1 3 A 4 T

Average annual orders

i EE KE David Lee (2015) "The LASIC Principle:
B SR F PR Rise of Alternative and Internet Finance Source: |IPO Prospectus
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Figure 2: Alipay vs. PayPal, 2008-2013
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Sources: PayPal, Mercator Advisory Group estimates based on collection of sources
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Source: iResearch,
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47.61 906.27 2352.99
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2011 2012 2013 2014
48.95% 46.60% 48.7% 50%
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Alibaba (19.9%), Tencent (15%) and Chinese
insurance company Ping An (15%) officially
launched Zhong An (AR&FE £ I 7= R 56 i A
AR 7]), an online insurance company
jointly established by the three on Nov 6 2013
with RMB1bil paid-up capital.

The company has obtained the very first
license in China for operating online insurance
business. The products are related to travel,
temperature (37°Cr= i@ [:), weather (“ 1 Ry
+75” 1RFEARSS), supplier loan guarantee (
XK T, 2 E %), mobile property (FALE 4
{R = AR 5%) via Internet and mobile payments.

More than RMB100M insurance
premium on Singles Day! Average
RMB.05 per transaction!

(BTN, HIXRSE5EX11RET T
INTEARESE 2 R APR L R 1.514, PR3
N AR R S SRR Py AR TR =t 5 s

Ay B 1A AT E S IR R s XY
1185, )

X AN e
Pz B
Fsifl: Hiis
STH: HxMa
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the risk of default by B A h A2
taking into account fe i~ N5 H Ak

various factors in a e - ﬂ%[ )( S HEEA H [~ EI’(J =

person's financial S o A= LR HE
history in the US. 0 ZaH %—4{

ZRETCAHPEERTNI. B8, HHESHNERES, SEEER3s0E50, BERERERKERT.
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Payment History(35%),
Debt Burden(30%),
Length in File(15%),
Type of Credits(10%),
and Recent
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Searches(10%)
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Figure 1. Remittances charges are falling but remain high (Source: World Bank)
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NUMBER OF ACTIVE MOBILE-BROADBAND SUBSCRIPTIONS:
DEVELOPED VS. DEVELOPING COUNTRIES + WORLD TOTAL

Source: ITU World Telecommunication/ICT Indicators Database
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Singapore Banks: Regional profit contribution (1H14)
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Dunia, UAE MIB Bank, Pakistan
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MDE Bank, Vietnam
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Alliance Bank, Malaysia
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Of the 18 community banks opened by

_—
y ‘ S Ml ' Sim Kee Boon Institute BOC Fullerton in 2011, 16 are already
for Financial Economics profitable. Since then, an additional 36
f;gmr';fym"mmm community banks have opened in 2013.

BOC Fullerton has been welcomed

warmly by regulators, politicians,
customers and the media as a beacon of
innovation in rural financial services and
has won numerous national awards in
service, innovation and management.

Key Operational Indicators Source: Fullerton Financial Holdings Annual Reports

Net Operating Income 3,879.7 28182 3477 5,560.0 5,076.6
Profit for the financial year 1,375.5 6151 1,006.1 3,238.6 2,809.4
Loans 10,9141 11,551.5 13,378.3 15,993.5 16,564 .6
Total Assets 36,506.4 46,9900 48 2508 41,1954 40,8814
Deposits 11,3542 11,4947 12,8152 13,514.0 12,4871
MNet Assets 11,937.0 23,7059 23,9952 19,276.6 21,3155
Return on Average Equity (%g) 7.2 3.5 42 15.0 13.8
Return on Average Assets (%) 29 1.5 21 f2 6.8
Cost-to-Income (%) 60.6 2.4 65.6 376 40.5
MNet Operating Income per Employee 58.8 429 48.2 69.7 61.2
Number of Employees 65,871 65,737 71,454 79,811 82,910
MNumber of Branches 2,658 2,605 2,243 2,424 2 561
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Post-tax ROE outlook, developed market banks

Pre-Crisis Crisis Recovery
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|

Source: Accenture analysis, Bloomberg data; 57 largest listed banking groups in developed markets, April 2014.

Source: Accenture



Entity Country Greenfield/ Total Assets Shareholdings
Acquisition (USS)

Danamon

Alliance bank

NIB Bank

Mekong Development
Bank

Fullerton India

BOC Fullerton

Community Bank

Fullerton Credit

Dunia Finance

Cambodia Post Bank Pic

Myanmar

Indonesia

B e

Malaysia )

P iRIA

Pakistan 2.
S Hr3H

Vietnamitk

%

India B[l &£
Chinat
ChinaH
UAERM I P4
Cambodia

DR 2%

Myanmar

i

Note: Data as of 31 Dec 2013.
Note: #2014 figures are stated for both Alliance and Cambodia Post Bank. 2013 ROE numbers are
stated below 2014 figures.

Acquisition (Jun 2003)
el

Acquisition (Mar 2005)
A

Acquisition (Feb 2005)
AT ey

Acquisition (Dec 2010)
A

Greenfield (Dec 2005)
A

Greenfield (Feb 2011)
Al

Greenfield (Oct 2008)
S g

Greenfield (Jun 2008)
5 g7

Greenfield (Sep 2013)
Al

Greenfield (May 2014)
A

14.7b
$$19.1b

14.3b
$$18.5b

1.6b
$S2.12b

297m
$S386m

1.2b
$51.28b

1.4b
$51.8b

378m
SS491m

286m
SS373m

129.7m
$599.2m

NA

14.3%

13.7%"

13.7%
8.5%

1.6%

15.8%

-2.9%

5.6%

29.3%

3.9%"

-6.7%
NA

Source: Fullerton Financial Holdings Annual Reports

68%

14%

88.6%

20%

100%

10%

100%

40%

45%

100%
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David Lee (2015) "The LASIC Principle:
Rise of Alternative and Internet Finance
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o M H 4 @h ik B (Alliance for Financial Inclusion):

Maya Declaration, Global Policy Forum, Gates
Foundation

o VYN FEAH A B AR 1T (AlIB)
o ZHH (PYH44) ASEAN: with UNDP
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e That ASEAN countries develop comprehensive Financial Inclusion policies (3 H
SRR ) that may include the following:

a. Facilitating the provision of financial services by a diversity of regulated financial

services providers, whilst encouraging reasonable innovation CE¢Jilid = 815HT)
and monitoring risk.

b. Ensuring the delivery of a portfolio of financial services (&El5s4HE)
consisting of payments, savings, credit and insurance services that meet their
needs, to households and small enterprises.

c. Promoting the development of financial sector infrastructure and distribution

networks (&t At AIELIE 2% ) that can enhance reasonable physical access to
financial services to the large majority of their population. This can include the

promotion of electronic payments and branchless or agent banking (G SE4K 53 <2
MR AIACEE N ) options.

d. Taking special measures to assist women (B9 Z) to access and use
financial services.

e. Ensuring that financial services deliver value to households and small enterprises

(FKJEE /N and are provided in a responsible and transparent manner, with
appropriate consumer protection measures.
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Tapping into informal savings for national growth

[ Account at a formal financial institution (% age 15+) I | oan from a financial institution in the past year (% age 15+)
EllSaved at a financial institution in the past year (% age 15+) ——GDP per Capita**
100% ~ 60,000
90% -~ /
- 50,000
80% ! —
+ - W
D 70% - 5
% Informal usage - 40,000
© 60% - ‘/ﬁ 3
c m
o (&
& 50% - - 30,000 &
E o
& 40% 3
- - 20,000 °
(=] o/ !
° 30%
20% -
? » - 10,000
10%
0% ! | | ! -0
Myanmar* Cambodia Lao PDR Vietnam  Philippines Indonesia  Thailand Malaysia  Singapore
Source: Findex (2011)
*Source for Myanmar: FinScope (2013)
**Source for GDP per Capita: World Bank (2014)
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Convergence of growth and financial inclusion policy

approaches Broad-based
growth
Human capital and
innovation
Export- led growth
Investment-led
growth

T

Financial inclusion approaches Economic growth approaches

Microfinance l
Financial

access . . l
Financial

usage Financial inclusion
and the real

economy

%gﬁgﬁgiﬁﬁ%ﬁ Source: Alliance for Financial Inlclusion
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& Alliance for

e ) = . .
Financial Inclusion

« Growing alignment of interests among governments,
private sector and global community

» Greater understanding on the issues related to financial
inclusion as well as more data

» Recognition of country specific conditions and developing
and emerging countries led approaches

* More open communications with International Standard
Setting Bodies

» Technological innovation and enabling regulatory

e framework
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