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Chapter 3
Entry Strategies *

3.1 Introduction
International mergers and acquisitions in the financial sector in European transition 
countries reached a peak in 2001. Chapter 1 showed that, since 2000, foreign owned 
banks in Central and Eastern Europe (CEE) outnumber domestic owned banks. 
Nowadays, foreign owned banks make up more than 80 per cent of  bank assets in the 
region. This chapter analyses international bank expansion strategies, examining the 
interdependence of  (i) the reasons for foreign entry, (ii) the choice for acquisition or 
greenfield investment (also known as de novo investment), and (iii) the organizational 
form, i.e. branch or subsidiary. In contrast to most previous studies on foreign bank 
activity that generally rely on macro data, our analysis is based on data gathered 
via structured interviews with heads of  the key foreign parent banks active in CEE.1 
The method of  interviews overcomes the disadvantages of  single-case studies and 
questionnaires with a preset specification of  possible answers. The results of  the former 
are often difficult to validate, and the latter method runs the risk that relevant issues 
are not adequately addressed. We collected primary data on the basis of  interviews in 
which respondents had ample opportunity to raise issues they thought to be relevant. 
Additional interviews with heads of  local foreign owned banks and local financial 
supervisors were used for validation purposes. 

To the best of  our knowledge, this is the first study that comprehensively examines 
foreign bank entry strategies in CEE based on structured interviews. The foreign 
banks included in our survey cover more than 50% of  international banking assets in 
the area. Our main findings are that that early enterers focus on corporate banking 
and establish greenfields, where local regulations influence the choice for the branch 
or subsidiary format. When the environment becomes more competitive, foreign 
banks acquire domestic banks – which are often merged with previous greenfields 
– focusing on retail banking. We also find evidence that herd behaviour affects foreign 
bank activity. 

The paper is organised as follows. In the next section, we review related literature 
to come up with our hypotheses. Section 3.3 outlines our methodology and presents 
the data, while section 3.4 offers the results. Section 3.5 concludes.

3.2 Hypotheses
This section presents the findings of  previous studies in order to come up with 

*  Contents of  this chapter are currently under review with a business journal.
1 There are exceptions. For instance, Kraft (2004) presents results for foreign bank entry in Croa-

tia based on a survey by the Croatian National Bank.
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propositions regarding the determinants of  foreign bank entry (3.2.1), the choice for 
greenfield or acquisition (3.2.2), and the choice for branch or subsidiary (3.2.3). 

3.2.1	Determinants	of	entry	
The literature documents several motives for cross border bank expansion. In 
organising previous findings, we identify three groups of  motives. The first entry 
motive is related to foreign activities of  non-financial firms. According to the defensive 
expansion theory (Grubel 1977), banks follow foreign direct investments (FDI) by the 
non-financial sector to defend relationships with their clients.2 Banks that follow 
their customers focus on preventing losses in pre-existing activities, rather than 
on generating profits in the new location. Apart from FDI also other cross-border 
activities of  non-financial firms, like exporting goods and services, may induce banks 
to follow their customers abroad. 

 A second set of  entry motives is associated with the potential to increase 
profitability. Expected economic growth in the foreign country may be high offering 
profitable business opportunities, which may be attractive especially in case of  strong 
competitive pressure in the home banking market. Investing in the foreign country may 
also be profitable due to other reasons, like expected exchange rate developments or 
an attractive tax regime. Furthermore, according to the theory of  surplus entrepreneurship 
(Grubel, 1977) multinational banks may apply ownership-specific factors, such as 
superior entrepreneurial skills or superior technology and management expertise, to 
foreign banking markets at low marginal costs.3 

 The final set of  foreign entry determinants is associated with the institutional 
context of  the host market. Institutional parameters include financial regulation, the 
quality of  the financial supervisor, the quality of  law enforcement, the openness of  
the host country authorities towards foreign bank entry, and the role of  information 
costs. Information costs mainly depend on the distance between the home and the 
host country, and the cultural similarity of  both countries. 

 Table 3.1 summarizes previous studies, indicating whether a particular hypothesis 
is confirmed or rejected. The majority of  foreign entry studies confirm the ‘follow the 
customer’ view. However, Seth et al. (1998) find that foreign owned banks in the US 
allocate a majority of  their loans to non home-country borrowers. Similarly, Berger 
et al. (2003) find that nearly 66 per cent of  the non-domestic multinationals firms in 
Europe choose a bank headquartered in the host nation and less than 20 per cent 
select a bank from their home nation. Finally, a third of  the ‘follow the customer’ 

2 The defensive expansion theory is also referred to as the ‘follow the customer’ argument or 
the ‘conventional hypothesis’ (Sabi, 1995). See Williams (2002) for further details concerning 
empirical research on the defensive expansion theory.

3 The theory of  surplus entrepreneurship is also referred to as the ‘theory of  horizontal integra-
tion’. Besides explaining international mergers and acquisitions, this theory also might explain 
foreign greenfields. It may be criticized for assuming that information technology and manage-
ment expertise are generic while such factors may in fact be specific to the environment where 
they were developed.
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studies that focus on less developed economies do not support the hypothesis.

Table 3.1 Foreign bank entry determinants in the literature 

 Support No Support

Internalisation theory

Follow FDI of  
existing client

Brealey and Kaplanis (1996), Buch (2000), 
Goldberg and Johnson (1990), Goldberg and 
Saunders (1981), Grosse and Goldberg (1991), 
Hultman and McGee (1989), Miller and Parkhe 
(1998), Moshirian (2001), Wezel (2004), Yamori 
(1998), Berger et al. (2003)*, Dubauskas (2002)*, 
Farabullini and Ferri (2004)*, Galac and Kraft 
(2000)*, Konopielko (1999)*, Kowalski et al. 
(2002)*. 

Berger et al. (2003), 
Kindleberger (1983), 
Seth, Nolle and Mohany 
(1998), Clarke et al. 
(2003)*, Miller and 
Parkhe (1998)*, Wezel 
(2004)*. 

Follow other foreign 
activities of  existing 
client

Brealey and Kaplanis (1996), Buch (2000)
Goldberg and Johnson (1990), Grosse and 
Goldberg (1991), Heinkel and Levi (1992), Magri 
et al. (2005), Moshirian (2001), Kowalski et al. 
(2002)*.

Focarelli and Pozzolo 
(2001), Galac and Kraft 
(2000)*, Wezel (2004)*.

Expected relative profitability 

Growth in foreign 
country

Buch (2000), Claessens (2000), ECB (2005), 
Focarelli and Pozzolo (2001), Magri et al. (2005), 
Moshirian (2001), Kraft (2004)* Wezel (2004).

Buch (2000), Buch and 
DeLong (2004), Wezel 
(2004)*.

Competitive 
pressure at home

Dubauskas (2002)*, Florescu (2002)*, Galac and 
Kraft (2000)*, Konopielko (1999)*, Kowalski et al. 
(2002)*, Kraft (2004)*. Tschoegl (2004), Mathieson 
and Roldos (2001)*.

Galac and Kraft (2000)*.

Theory of  surplus 
entrepreneurship

Tschoegl (2002). Vander Vennet and 
Lanine (2005).

Exchange rate 
expectations

Goldberg and Saunders (1981), Hultman & 
McGee (1989), Moshirian (2001).

Host country tax 
regime

Claessens (2000). Papi and Revoltella 
(2000)*.

Institutional context and information costs

Institutional context 
host country

Berger et al. (2004), Buch (2003), Buch and 
DeLong (2004), Focarelli and Pozzolo (2001), 
Goldberg and Saunders (1981), Goldberg and 
Johnson (1990), Hultman & McGee (1989), 
Magri et al. (2005), Clarke et al. (2003)*, Papi and 
Revoltella (2000)*, Lensink and de Haan (2002)*.

Information costs of  
foreign banking

Berger et al. (2004), Buch (2003), Buch and De 
Long (2004), Magri et al. (2005), Mathieson and 
Roldos (2001)*, Wezel (2004)*.

Buch (2000), Grosse and 
Goldberg (1991).

* indicates evidence for developing countries and/or transition countries.
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The importance of  profitability in foreign bank entry is less controversial.4 Higher 
economic growth abroad has caused foreign banks to enter the US, the UK and 
Germany (Moshirian, 2001), Italy (Magri et al., 2005), the new European Union 
Member States (ECB, 2005), and Croatia (Kraft, 2004). The role of  competitive 
pressure at home has been confirmed for foreign banks expanding to the US (Tschoegl, 
2004) and to Central and Eastern Europe. Evidence is available for profitable banking 
sectors in the Czech Republic, Hungary and Poland (Konopielko, 1999), Croatia 
(Kraft, 2004), Estonia (Kowalski, 2002), Lithuania (Dubauskas, 2002), and Romania 
(Florescu, 2000). Only few studies investigate the theory of  surplus entrepreneurship. 
The results of  Vander Vennet and Lanine (2005) do not confirm that European banks 
acquire badly run banks in Central and Eastern Europe in order to upgrade their 
performance.5 The literature suggests further that exchange rate expectations and tax 
regimes may also play a role in foreign banks’ decisions to go abroad. 

 Other studies emphasise the role of  the institutions in the host country. Lowering 
regulatory barriers facilitates foreign bank entry (Magri et al., 2005; Focarelli and 
Pozzolo, 2001 and Berger et al., 2004). In addition, the attitude of  the authorities 
towards foreign bank entry significantly determines bank entry initiatives (Papi and 
Revoltella, 2000). Information costs inherent to foreign banking remain an important 
impediment to the integration of  international financial markets (Buch and DeLong, 
2004). Berger et al. (2004) and Buch and DeLong (2004) find that cross border bank 
merger activity increases when home and host country are geographically close, share 
a common language and legal system, and have similar sized economies and levels of  
GDP per capita.6 

 The conclusions regarding the foreign bank entry literature are twofold. First, 
most studies confirm the follow the customer theory for a number of  developed 
and less-developed economies. However, the general validity of  this conventional 
theory is controversial due to ample counter evidence. Secondly, home market bank 
competition and higher host market bank profitability are important determinants to 
start foreign banking, a fortiori in the new EU Member States. Our first hypothesis is 
therefore: 

Hypothesis 1. Foreign bank entry is largely motivated by the perceived need for support of  the 
existing client base and by the expected profitability of  banking abroad relative to banking at 
home.

4 The counter evidence from Buch (2000) is due largely to the homogeneity of  the countries in 
the sample, while the counter evidence of  Grosse and Goldberg (1991) is due to a bias towards 
Japanese banks within the set of  foreign banks operating in the US. 

5 However, the results in this study might be affected by the fact that most acquired banks in the 
sample were already restructured by government authorities, in order to raise the return from 
privatisation, and thus better run before privatisation compared to their domestic peers.

6 In a study on the determinants of  international lending and borrowing activities of  (foreign) 
banks Buch (2003) finds that information costs appear to be the main factor segmenting inter-
national financial markets. 
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Following Buch (2000), we separate the decision on the country to enter from the 
decision concerning the mode of  entry. In section 3.2.2 we focus on the choice 
between a newly established bank and acquisition and in section 3.2.3 we analyse 
the factors determining the organisational form of  foreign representation, i.e. branch 
versus subsidiary.

3.2.2	Mode	of	entry	
Studies on banks’ choices for a greenfield investment, i.e. a newly established bank or 
a de novo bank, or an acquisition are scarce. Still, this is an important decision as some 
studies suggest that the mode of  entry matters for bank performance. Buch (2000) 
argues that under perfect information about future business conditions, costs of  the 
two modes of  entry should be the same, but that under uncertainty, a greenfield 
investment is likely to entail higher costs. Dell’ Ariccia and Marquez (2004) argue 
that the relative cost and information advantages determine whether a foreign bank 
can profitably enter a market as a de novo entrant. Unfortunately, empirical studies 
do not yield unanimous conclusions. Fries and Taci (2005) find that privatised banks 
acquired by foreign banks are more efficient than greenfields. In contrast, Majnoni et 
al. (2003) find that the profitability of  foreign owned banks acquired through mergers 
and acquisitions is lower than the profitability of  greenfields. 

Konopielko (1999) describes the modes of  entry in Hungary, the Czech Republic, 
and Poland and finds that minority interest and representative offices are not very 
popular. The most appealing vehicle of  entry into Central Europe is through setting 
up a subsidiary, rather than through taking over an existing bank. However, this 
author does not offer an explanation for this finding. 

Some studies identify the advantages and disadvantages of  acquisitions versus 
greenfields. For example, greenfields avoid inheriting bad loans from the past 
(Pomerleano and Vojta, 2001), and post-acquisition integration failures rooted in 
cross-cultural differences and technological mismatches (Dikova, 2005). However, 
Pomerleano and Vojta (2001) argue that organic growth of  a greenfield investment 
takes time and involves risks relating to unfamiliarity with local market conditions. In 
addition, entrants need to build up a reputation whereas they can potentially benefit 
from existing customer contacts when buying an existing bank (Buch, 2000). Additional 
advantages from acquisitions include access to valuable practices (Morosini, 1998, and 
Rugman and Verbeke, 1992), and access to local market knowledge (Wilson, 1980, 
and Harzing, 2002). With acquisitions, local practices can be difficult to implement 
into the organisation and communication problems may arise between the acquirer 
and the acquired firm due to cultural differences. At the same time, Pomerleano and 
Vojta (2001) argue that acquisition of  a minority or majority interest requires internal 
restructuring and the transfer of  staff  and operational processes from the foreign 
parent bank to the acquired bank. VanTassel and Vishwasrao (2005) argue that foreign 
banks should prefer acquisition over greenfield investment since the former brings in 
valuable information accumulated from past credit operations. Acquisition should 
edge out greenfield investment even when the foreign bank faces ex ante difficulties 
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in assessing the value of  the portfolio belonging to a local acquisition target. On the 
basis of  this review, our second hypothesis states:

Hypothesis 2. The choice for an acquisition (greenfield) is positively (negatively) related to 
the level of  information asymmetry between the bank and its preferred customer in the host 
country, and is negatively (positively) related to the (in)direct costs of  acquisition.  

3.2.3	Organisational	form
The third component of  foreign bank entry is the organisational form of  
representation. Foreign representation can be materialized by a small-scale office, 
such as a representative office or an agency, or by a large-scale office, such as a branch 
or a subsidiary.7 

 A representative office is the most limited but most easily established organizational 
form. It does not engage in attracting deposits and extending loans, but is generally 
established to test the possibility of  further involvement (Goldberg, 1992). In theory, 
representatives have little more than a public relations function and are used in 
situations where regulations are present or profit opportunities are low because of  
low income per capita (Ter Wengel, 1995).8 An agency is a more costly form of  foreign 
banking operation than a representative office and may be warranted if  banks engage 
in very substantial export servicing and subsequent heavy involvement in the foreign 
exchange market (Heinkel and Levi, 1992, and Tschoegl, 2002). Representation with 
an agency also allows a bank to make commercial loans, although business related to 
consumer loans or deposits is not permitted (Goldberg, 1992). 

 A foreign branch constitutes a higher level of  commitment than a representative 
office or agency. The crucial difference between a foreign branch and a foreign subsidiary 
is that, legally, a branch is a unity with its parent and a subsidiary is an independent 
legal entity. Other differences between branch and subsidiary regard supervision, 
risk and performance. While home country supervisors supervise branches, local 
supervisory authorities supervise subsidiaries. Subsidiaries are subject to local lending 
limits associated with the level of  their capital, while for branches no local lending 
limits are involved as from a consolidated point of  view, they rely on the capital of  the 
foreign parent. 

 Based on a real option approach, Gulamhussen (2004) argues that banks 
use scale to rationally manage risk in their foreign market entry decision under 
uncertainty. Banks set up small-scale offices to get a foothold and large-scale offices 
to seek new customers and compete in foreign markets. Goldberg and Johnson 
(1990) pose that US banks wanting to expand with large operations should do so in 
countries with less restrictive regulation, high levels of  FDI by US companies, large 
relative foreign trade, and lower levels of  GNP per capita and domestic deposits. If  

7 See Heinkel and Levi (1992) for an analysis of  the competitive aspects of  the different forms of  
foreign banking operations.

8 However, Konopielko (2000) notes that specialised banks such as investment banks will tend to 
operate through a number of  representative offices.
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it wishes to establish a new branch, the US bank should look for ease of  regulation, 
high relative foreign trade levels, higher population, greater per capita income and 
lower levels of  domestic deposits. Ter Wengel (1995) notes that the size of  the host 
country is an important factor determining the form of  representation. Banks from 
big countries tend to establish branches abroad unless the host country is also large 
and similarly competitive, or unless the host country has regulations that hinder the 
establishment of  branches. Subsidiaries are employed as an investment alternative 
in countries with liberal capital regulations and high income per capita. Miller and 
Parkhe (1998) argue that host countries influence the organizational form that U.S. 
banks adopt: countries with high tax rates and explicit barriers to subsidiaries have 
a smaller share of  subsidiaries. Similarly, Cerutti et al. (2005) conclude that banks 
are more likely to operate as branches in countries that have higher corporate taxes 
and when they face lower regulatory restrictions on bank entry, in general, and on 
foreign branches, in particular. Subsidiaries are the preferred organizational form 
by banks that seek to penetrate the local market establishing large and mostly retail 
operations. Summarizing the evidence on the choice between branch and subsidiary, 
we formulate the hypothesis that:  

Hypothesis 3. If  the organisational form of  foreign bank representation is not exogenously 
determined by local regulation, the choice for the branch (subsidiary) format is positively 
(negatively) related to the focus on corporate banking in the host country.

3.3 Methodology and data
3.3.1	Methodology
We consulted heads of  foreign parent banks, local foreign owned banks and financial 
supervisory authorities. In structured interviews the following topics were addressed: 
(i) What were your main considerations to enter the host country? (ii) Why did you 
choose to take over an existing bank and not to establish a greenfield establishment 
(or the question mutatis mutandis)? (iii) After a take-over, which significant changes did 
you implement? (iv) Which were the main, if  any, obstacles you encountered when 
entering the host country? 

 The method of  structured interviews overcomes the disadvantages of  a single 
case study or a questionnaire with a list of  preset possible answers. The results of  
a single case study are often difficult to validate, while a questionnaire with preset 
answers runs the risk that relevant issues are not adequately addressed. With structured 
interviews we are able to identify all factors related to foreign bank entry, the motives 
underlying the mode of  entry, and the choice for the organisational form of  foreign 
representation. Triangulation was accounted for in two ways. For the internal validity 
of  the answers obtained at the foreign parent banks, we interviewed heads of  the 
local foreign owned banks. Second, we checked the information that we received 
in interviews with local financial authorities. Consultations took approximately 1 
– 1½ hour and are recorded and transcribed. Appendix 10 specifies all banks and 
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supervisory institutions consulted, the representatives with whom we conducted the 
interviews and their position. Banks and financial authorities were asked to review the 
first draft of  the paper.

3.3.2	Data
Our sample consists of  Western foreign parent banks with operations in European 
transition nations. Table 3.2 presents the selected parent banks and their presence 
in CEE. The sample includes the four largest international banking groups in the 
region: ERSTE Bank, KBC, Raiffeisen International and Bank Austria Credit Anstalt 
(BACA).9 Austrian banks are the leading international banks in CEE. Together with 
Belgian KBC their market share amounts to 43 per cent of  international banking 
assets in CEE (BACA, 2005). ERSTE focuses on consumers and SME companies. 
Belgian KBC is the second largest international bank in CEE and combines banking 
and assuring. The bank focuses largely on private persons and small and medium-
sized enterprises in Belgium and in Hungary, Poland, the Slovak Republic, Slovenia, 
and the Czech Republic. KBC is the second largest investor according to deal value 
(ECB, 2005). Raiffeisen Group is the direct owner of  Raiffeisen–RBHU holding, in 
which all CEE network banks are assembled.10 Of  its assets in transition countries, 
Raiffeisen International has 52 per cent of  Central Europe and 38 per cent in South 
Eastern Europe and countries of  the Commonwealth of  Independent States (CIS). 
BACA is a universal bank and market leader in Austria. Within the HVB Group, 
BACA is responsible for business development in Austria and in CEE. Through 
the HVB Group, the bank is also represented in Russia, Ukraine, and the Baltic 
countries. 

 We supplemented the data from the four largest international banking groups 
in the region with those of  two banks in the top 15 of  largest European banks. ING 
Bank offers services in over 50 countries and provides life insurance in Central Europe. 
ABN AMRO is an international bank with European roots and a focus on consumer 
and commercial banking, supported by an international wholesale business. ABN 
AMRO has branches in more than 60 countries. 

 Parent banks in our sample cover 56 per cent of  all international bank assets in 
CEE (RZB, 2005).11 

 Finally, we added the largest foreign banks in the Baltic States: SEB, Swedbank, 
and the smaller Sampo. Swedbank is one of  the largest banking groups in the Nordic 

9 Bank Austria and Creditanstalt separately built up their networks in Eastern Europe, begin-
ning in 1990-1991. In 1990 Zentral Sparkass Länderbank took over Bank Austria. In 1997 this 
combination bought Creditanstalt. BACA is fully owned by Bayerische Hypo- und Vereinsbank 
(HVB). In November 2005, Italy’s second largest bank, Unicredito Italiano, offered €16bn in 
stock for German HVB Gruppe. 

10 Raiffeisen Group intends to sell 49 per cent of  the holding for further expansion in the region.
11 RZB defines CEE as the Czech Republic, Hungary, Poland, Slovenia, Slovak Republic, Alba-

nia, Bosnia & Herzegovina, Bulgaria, Romania and Serbia. Our sample covers most of  bank 
assets in the Baltics as well.
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area and in Sweden it is the second-largest real estate agent and lender for housing. 
The bank’s share of  the corporate market is 25 per cent when it comes to deposits, 
lending, leasing and financing. Its subsidiary, Hansabank, offers a complete array of  
banking services in the Baltic States. SEB is a North European bank for corporate 
customers, institutions and private individuals with home markets in the Nordic 
and Baltic countries, Germany, Poland, and the Ukraine. Sampo has specialised in 
investment and savings. The Group comprises the insurance company If  and Sampo, 
specialised in long-term savings. 

 
Table 3.2 Selected parent banks

Parent bank Home 
Country

Assets 
(€ bn)

CEE 
Rank

Present in:

ERSTE Bank Austria 139.7 1 Czech Republic, Slovenia, Croatia, 
Hungary, Serbia.

KBC Belgium 249.2 2 Czech Republic, Slovenia, Slovak 
Republic, Hungary, Poland.

Raiffeisen
International

Austria 62.8 3 Albania, Belarus, Bulgaria, Bosnia, 
Czech Republic, Croatia, Hungary, 
Lithuania, Poland, Romania, Russia, 
Serbia, Slovak Republic, Slovenia, 
Ukraine.

HVB-GROUP/
BACA

Austria 146.5 4 Bulgaria, Bosnia, Czech Republic, 
Croatia, Hungary, Lithuania, Poland, 
Romania, Russia, Serbia, Slovak 
Republic, Slovenia.

ING Bank Netherlands 866.1 10 Bulgaria, Czech Republic, Poland, 
Romania, Russia, Slovak Republic, 
Ukraine.

ABN AMRO Bank Netherlands 608.6 15 Czech Republic, Poland, Romania, 
Russia. 

SEB Sweden 176.4 >16  Estonia Latvia, Lithuania, Poland, 
Russia, Ukraine.

Swedbank (FSB) Sweden 113.1 >16 Estonia, Lithuania, Latvia, Russia.

Sampo plc. Finland 19.7 >16 Estonia, Latvia, Lithuania.

Banks are ranked based on CEE Rank. CEE rank is based on total assets in CEE, weighted 
by ownership share. Source: RZB (2005). Total assets and CEE markets covered are based on 
2004 data. Between 2003 and 2006, ABN AMRO withdrew from Bulgaria, Hungary, and the 
Ukraine.

For triangulation purposes we consulted heads of  key local banks in the region. 
Descriptive statistics of  these selected banks are shown in Table 3.3. Belgian KBC 
owns the largest bank in the Czech Republic, ČSOB, with a market share of  19 per 
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cent. KBC recently bought the remaining shares of  ABN AMRO in K&H Bank, 
Hungary’s second largest bank. Austrian ERSTE Bank owns the second largest Czech 
bank: Česká Spořitelna with a market share of  18 per cent. In Estonia we consulted 
heads of  the key local banks, with a joint market share of  92 per cent. Since 2005, 
Hansabank is fully owned by Swedbank and was delisted from the Estonian stock 
market, while Eesti Ühispank and Sampobank are fully owned by SEB and Sampo, 
respectively. Representatives of  the global parent banks ING and ABN AMRO were 
consulted in the Czech Republic, Hungary and Poland. Table 3.4 summarizes the 
profile of  the foreign owned local banks. Appendix 11 illustrates some of  the entry 
strategies in the 1990s of  foreign parent banks we consulted. The strategies are 
described by the entry determinant, the entry mode and the organisation form of  
the initial establishment. The last column in the Appendix describes the sequence 
of  events after the initial entrance with respect to mergers, acquisitions or additional 
shares that the foreign parent bought in its foreign subsidiary. We see that most of  
the greenfields in our sample have been merged. The sample also suggests that joint 
ventures eventually do not survive in their organisational form. Third, the sequence 
of  events in this sample suggests that foreign banks prefer to ultimately extend their 
ownership in their local subsidiary to 100% and that the delisting of  the local bank 
often accompanies this strategy. 

Table 3.3 Selected foreign owned local banks

Foreign owned local 
bank

Country Assets
(€bn)

Rank Market
Share

Foreign 
Parent

Asset
Ratio

ČSOB Czech Rep. 20.1 1 19% KBC 8.1% 

Česká Spořitelna Czech Rep. 18.7 2 18% ERSTE bank 13.4% 

Bank BPH S.A. * Poland 13.2 3 10% BACA 9.0%

ING Bank Śląski S.A.* Poland 8.6 4 7% ING 1.0 %

Hansabank-Hansapank Estonia 8.2 1 59% Swedbank 7.3 %

K&H Bank Hungary 7.0 2 10% KBC 2.8 %

Kredyt Bank S.A. * Poland 5.3 8 4% KBC 2.1 %

HVB Bank CZ** Czech Rep. 4.7 4 5% BACA 3.2 %

Raiffeisen Bank Rt.** Hungary 4.3 6 7% Raiffeisen 6.9 %

HVB Bank Hungary** Hungary 3.8 7 6% BACA 2.7 %

SEB Eesti Ühispank Estonia 2.2 2 26% SEB 1.3 %

ING Bank Rt. ** Hungary 1.2 11 n.a. ING 0.1 %

AAB (Polska)** Poland 1.1 20 n.a. AAB 0.2 %

A.S. Sampo Pank Estonia 0.6 3 7% Sampo Plc 0.0 %

AAB CZ** branch Czech Rep. n.a. n.a. n.a. AAB n.a.

Sources: Annual Reports, BACA (2005) and RZB (2005), per end 2004. Notes: Country rank 
(Rank) and market share are based on bank size. Asset ratio is defined as the ratio of  total assets 
of  the local bank and total assets of  the parent bank. AAB refers to ABN AMRO. * Listed at 
stock market. ** Greenfield investment.
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3.4 Results
3.4.1	Determinants	of	foreign	bank	entry 
Table 5 summarizes our results on the determinants of  entry using an organizing 
scheme similar to Table 1, suggesting that the expected profit growth in the host country in 
CEE has been the primary motive to enter the region. For half  of  the parent banks, 
the tight margins due to competition at home were also an incentive to enter this region.

Table 3.5 shows mixed evidence for the follow the customer argument. Dutch banks went 
abroad in order not to lose their global clients to other banks. Similarly, German HVB 
Bank serviced the subsidiaries of  German clientele in European transition countries. 
However, the entry of  Swedish banks to the Baltic States was not primarily motivated 
by the follow the customer argument. Swedish financial supervisory authorities 
confirm that for Swedish banks the attractiveness of  the market was the key entry 
determinant. Similarly, Austrian ERSTE Bank was not primarily motivated by the 
conventional defensive expansion, although for its (former) domestic competitors 
Creditanstalt and Raiffeisen mixed evidence is available. Other arguments related to 
the activities of  the non-financial sector that played a role in entering the region are: 
(i) supporting home country trade companies, and (ii) advising firms how to buy state-
owned companies that were privatised.

Information costs related to proximity and cultural factors appear of  secondary 
importance for banks that entered Central and Eastern Europe. However, for Swedish 
banks going to the Baltic States, the historical ties between Sweden and Estonia and 
the geographical closeness have been important. In this respect, SEB mentions the 
Hansa-culture. For some Austrian banks the same argument holds. BACA indicates 
that the reason to enter the Czech Republic and Hungary first was related to the 
common history with these neighbouring countries. Being an Austrian bank is thought 
to be advantageous in getting in touch with the local people in Central Europe. Czech 
HVB CZ has a similar line of  reasoning as the bank claims to understand people’s 
mentality in these countries better than other foreign banks.
 Several banks mention the changing institutional context, induced by accession to 
the European Union (EU), as an important entry determinant. Especially the late 
enterers argue that the expectation of  European transition countries to join the EU 
was an additional motive to enter. Belgian KBC mentions the improved governance 
and the adjustment and modernisation of  the law as important considerations to 
enter. Likewise, Austrian ERSTE indicates that EU accession played an important 
role in its decision to enter the region. Raiffeisen International argues that in the early 
1980s, the political situation in Hungary was more relaxed than in other countries, 
making the country the most attractive one to enter. Similarly, a worsening institutional 
context has induced foreign banks to leave a country.  
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Table 3.4 Profile of  foreign owned local banks, per end 2004

Bank Profile

ČSOB Československa Obchodni Banka keeps the position of  the strongest, 
most stable and most powerful universal bank in the Czech Republic. 
The bank was sold in privatisation to KBC. Later ČSOB acquired 
Czech IPB. ČSOB also operates in the Slovak Rep. It is the largest bank 
domiciled in the CEE, measured by assets. 

Česká Spořitelna Česká Spořitelna is geared towards small-scale clients, small and 
medium-sized companies, towns and municipalities, but also plays an 
indispensable role in the financing of  large companies and corporations

Bank BPH S.A. Bank BPH SA is a Polish universal bank. Bank BPH intends to be the 
first choice bank for the affluent and middle class customers and small 
enterprises; “a preferred partner” for medium and large domestic and 
international companies; a leader in real estate financing and a leader in 
brokerage and asset management. 

ING Bank Śląski The principal objective of  ING Bank Śląski S.A. is to provide integrated 
financial services and to be a customer-oriented bank. The strategy for 
development of  retail banking provides for offering integrated financial 
services, enhancement of  cross-selling and prudent approach to risk 
management.

Hansabank Hansabank is a universal bank, primarily focused on medium-sized 
companies and private individuals with above average purchasing power. 
Home market is the Baltics, but niche segments in Russia are served as 
well.

Kredyt Bank S.A Universal bank. Established in 1990 as one of  the first private banks 
in Poland. Kredyt Bank is developing the bank assurance concept with 
insurer Warta. 

K&H Bank K&H Bank is one of  the largest banks in Hungary, the leader of  the 
corporate banking market and the 2nd strongest bank in the retail 
segment, offering a full range of  financial services through a network of  
160 branch offices, various business lines, and subsidiaries.

HVB CZ S.A. HVB Group intends becoming the most attractive European financial 
institution for private and medium-sized corporate customers. Within 
the HVB Group, Bank Austria Creditanstalt is responsible for business in 
Austria and CEE.

Raiffeisen Bank 
Hungary Rt.

Raiffeisen International acts as holding company for Raiffeisen Bank 
Hungary. It is majority-owned by Raiffeisen Zentralbank Österreich 
AG (RZB). In the first years of  its operation, the bank offered services 
primarily to large corporations. In 1994 the bank started to focus on 
municipalities, in 1996 on private banking customers, in 1999 on retail 
customers and in 2001 on SME. 
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SEB Eesti Ühispank SEB Eesti Ühispank is a universal bank that provides its services to 
private persons, corporate customers and the public sector in Estonia. 
The bank offers all financial services available on the Estonian market 
and leasing services in Russia and supports the customers of  the SEB 
Group in investing assets in CEE.

ING Bank Rt. ING Bank Rt.’s corporate and investment banking business lines 
primarily cater to subsidiaries of  multinational companies, leading large 
Hungarian companies and dynamically growing developing medium 
sized companies. 

ABN AMRO (Polska) 
S.A.

ABN AMRO Bank (Polska) S.A. focuses on the corporate market and 
targets multinationals and major Polish companies, companies doing 
business with Poland and joint ventures between Polish and international 
companies.

HVB Bank Hungary HVB Bank Hungary is a universal bank. In 2003 the bank merged with 
a leading broker house. The market position of  the bank was thus far 
primarily dominated by the corporate and mainly large corporation 
sector. In the future the bank wishes to open up completely to SME in 
Hungary and private customers.

Sampo Estonia The strategic goal of  Sampo Estonia is to become a leading and the 
most professional financial group, offering LT savings and investment 
products. 

ABN AMRO CZ ABN AMRO Bank focuses on providing in the fields of  corporate and 
investment banking for selected corporate, institutional and public sector 
clients. The bank also provides its services through ABN AMRO Asset 
Management. 

Source: Annual reports and web sites. Banks are ranked by total assets.
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Table 3.5 Determinants of  foreign bank entry, summary of  the results

Support No Support

Defensive expansion

Follow the customer 30 % 40 %

Follow other foreign activities of  existing client 20 %

Expected relative profitability 

Expected profit growth 70 %

Competitive pressure at home 40 % 10 %

Bank specific advantages 30 %

Information costs and institutional context

Information costs 40 %

Institutional context 30 %

Other determinants

Herd behaviour (reputation, status) 60 %

Wait and see >30 %

Circumstantial factors 20 %

Results are presented as percentages of  the foreign parent banks in the sample that relate to 
the particular entry determinant. Despite their merger in 2001, Bank Austria Credit Anstalt 
and HypoVereinsbank are included as separate foreign banks. 

For instance, Belgian KBC withdrew from the Ukraine due to the corrupt political 
system. Similarly, Sampo left Latvia because of  the problems with the Russian minority 
and the relatively high level of  corruption. A Swedish parent bank adds that in Latvia 
more than half  of  the deposits are non-resident deposits and banks are faced with the 
dilemma of  not knowing what kind of  money they are taking care of. However, most 
foreign banks consider that they are able to deal with the relatively poor quality of  
the institutions in CEE.1

Apart from entry motives as examined in previous studies, we identify other 
explanations of  foreign bank presence in CEE (see Table 3.5). First, we find that 

1 However, banks were often critical about the institutional context. For example, in some transi-
tion countries banking supervision is extremely strict with respect to provisioning. Regulations 
in Poland, for example, are so strict that banks have to classify loans as doubtful while they are 
convinced that the loan will be repaid. Supervisors sometimes lack experience as they offer too 
low salaries and end up with a too junior staff. Also the inefficiency of  the legal system is often 
mentioned by our respondents. In the mid 1990s, it took banks in the Czech Republic years to 
realize collateral on real estate. Consequently, cases were dealt with via out-of  court settlement. 
According to ERSTE, new legislation in the year 2000 left the banking sector with the opposite 
situation: current legislation is said be very creditor friendly and open to abuse, although the 
Czech National bank strongly disagrees with this statement. In Poland, bank operations were 
hampered by legal uncertainties and the changing legal environment (including laws about fo-
reclosures and bankruptcy). Sometimes bankruptcy administrators demand 30 per cent of  the 
claim for their costs. Corruption of  bankruptcy administrators still exists. 
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bank reputation and status triggered various banks to go abroad. A Dutch parent bank 
confirms that Dutch banks inspired each other to enter CEE. Similarly, Finnish 
authorities mention that NORDEA’s policies motivated a domestic competitor to 
go abroad. Likewise, the Austrian authorities argue that the positive experience of  
Austrian Raiffeisen has inspired ERSTE to enter CEE. Early entrant German HVB 
was driven to the region as this was considered in line with the status of  the bank. 
A Dutch global bank confirms that status played a role since bank management, 
faced with internal limits to growth, preferred extending operations abroad instead 
of  paying dividend.

Related to the real option approach of  Gulamhussen (2004), we find that many 
banks wanted to test the possibility of  further involvement. This motive was especially 
relevant for early enterers. In Hungary, Austrian Raiffeisen participated in 1986 in 
the joint venture Unicbank to ‘test the water’ rather than for strategic reasons. Later 
on, due to the positive experience, Raiffeisen decided to buy all the shares in the joint 
venture. Czech authorities argue that many foreign banks started operating in the 
beginning of  the nineties, at first only monitoring the market. Real activities only 
started in the middle of  the nineties. For example, ABN AMRO entered the Czech 
banking market in 1991 mainly to explore the market to investigate whether sufficient 
business opportunities were available. In Poland, ABN AMRO participated in 1991 
with Credit Lyonnais and Dresdner Bank in the joint venture International Bank in 
Poland with the motive to share the risk and to wait and see how the joint venture 
would develop. Similarly, ABN AMRO is doubtful that FDI decisions of  all foreign 
banks were fully rational and feels that that many banks just wanted “to go with the 
flow, to take a chance to see whether business would turn out favourable”.

Finally, foreign presence is sometimes affected by specific circumstances. For example, 
when Dutch ING bought Barings Bank for £1 in 1995, the assets included a Polish 
branch network. A second example in which unforeseen factors explain foreign bank 
presence is the battle for Hansabank in Estonia. In 1996, Swedish Swedbank acquired 
33 per cent of  Estonian Hoiupank in privatisation. When in 1998 Hoiupank merged 
with Hansabank, Swedbank suddenly found itself  on the same ship with compatriot 
SEB and a bidding war began. Ultimately, Swedbank gained majority control of  
Hansabank and now holds 60 per cent of  the shares in Hansabank.2 

 
3.4.2 Determinants of greenfield vs. acquisition
The choice between acquisition and greenfield is influenced by many time-varying 
factors, like the number and attractiveness of  banks available for possible acquisition. 
Figure 1 is a stylised representation of  our evidence on the banks’ main considerations 

2 Another motive to enter a foreign country that was occasionally mentioned in the interviews is 
the so-called transit strategy. Swedish authorities hypothesize that, although never mentioned 
by the Swedish banks themselves, the latter have entered the small Baltic States to acquire the 
local knowledge of  dealing with Russian customers, to be able to enter the Russian retail market 
as soon as this becomes possible. Likewise, one CFO mentioned that all banks are looking east-
wards.
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when deciding for a greenfield investment or an acquisition. 
Panel A relates the probability of  the choice for a greenfield to the relative price of  

an acquisition. The costs of  an acquisition are the sum of  the direct purchasing costs 
and the post-acquisition expenses.3 The former depends on (i) the price quoted and (ii) 
potential competitive biddings by other banks.4 Post-acquisition expenses are related 
to (i) reviewing the loan portfolio and costs due to mistakes in estimating the quality 
of  the loan portfolio5 and (ii) the restructuring and integration of  the subsidiary in 
the parent bank. 

Purchasing costs played an important for some banks. For instance, Bank Austria/
Creditanstalt invested in greenfields because the bank considered prices to be paid 
during privatisation too high. In the Baltic States, acquisition became more attractive 
during the Russian crisis of  1998, as listed banks became cheaper. In 1998, Swedish 
SEB acquired 32 per cent in Estonian Eesti Ühispank, 32 per cent in Latvian Unibanka 
and an additional 12 per cent later that year, and 42 per cent in Lithuanian Vilniaus 
Banka. Similarly, HVB entered Central Europe through greenfields but made an 
acquisition in Poland: “Poland was the big exception; it was a question of  price and 
the uncertainties about the legal nature of  all these issues and how far it would be 
possible to outsource or throw out bad loans. The 1998 disaster made our chairman 
a little bit scared about a new adventure. The price in Poland was more reasonable 
than what was quoted for the former state banks in the Czech Republic, Hungary and 
the Slovak Republic.” Belgian KBC adds that sometimes banks are restricted in their 
acquisition abilities and that it therefore acquired only a minority acquisition in 1996 
of  Polish Kredytbank, which was at that time already privatised. 

Figure 3.1 Determinants of  the mode of  entry, stylised results
 

P(greenfield) denotes the chance of  establishing a greenfield, relative to a foreign acquisition

3 Late entrants were often restricted in their means. Only after the merger in 1998, Belgian KBC 
was able to bid in acquisitions. The fact that Austrian’s ERSTE is not present in Poland is due 
to the fact that banks were too expensive at the time. 

4 In addition, the price demanded may depend on ownership share.
5 The price of  an unexpected bad loan portfolio component is related to the quality of  the local 

judiciary as lengthy legal procedures with ex ante unknown outcome raise the costs seizing the 
assets of  debtors that default on their loan. 
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Post acquisition expenses of  a greenfield are generally lower than those of  an 
acquisition as one can start with a clean loan book, a homemade structure, and an 
experienced screening staff. The Czech authorities confirm that the credit portfolio 
problems of  the former state-owned bank in the early 1990s were the main reason 
that only few parties were interested in buying these banks. Austrian Raiffeisen firmly 
believes that it is always safer to build up what is started from scratch than inheriting 
skeletons in the cupboard and therefore usually applies the greenfield concept for its 
foreign banking strategy.6 
 Post-acquisition costs of  an acquisition include the costs of  integrating the 
subsidiary in the structure of  the parent bank. Integration implies the implementation 
of  a similar IT-system and the need to implement best practices in the newly acquired 
bank, like risk management techniques. For example, German HVB (BACA) sent 
200 employees from the head office to Polish BPH, who were working for more than 
a year on the IT-systems. Then 3,500 employees were sent over for nine months to 
ensure the proper transfer of  data. 

Implementing best practices can be done at lower costs in greenfields than in 
acquisitions. Foreign banks usually try to build up new management teams. One 
Austrian foreign parent bank recalls that this process took a while. Foreign parent 
banks need to establish trust within the acquired organization and this can take up 
to two years. Furthermore, as foreign banks initially had difficulties finding skilled 
employees, they set up exchange programs to transfer knowledge. ERSTE Bank recalls 
that the transfer program in which employees of  the subsidiary were transferred to 
the head office in Vienna cost the bank a lot of  money, but that it did pay off. In the 
early transition period, the lack of  skilled labour in the host countries was evident; 
it was hardly possible to get anyone who was a skilled accountant or risk manager 
according to Western standards.7 The situation improved with the first generation 
students coming from local universities. 

Despite cost-advantages of  greenfields, foreign banks regard the operational risks 
of  greenfields higher than the operational risks of  acquisitions. Except for global 
banks and ING and ABN AMRO, most foreign banks therefore regard greenfield 
investments as more costly than acquisitions and argue that a greenfield investment 
has not been considered, because of  the time it takes for such an establishment to 
develop.8

A second determinant of  the choice for a greenfield or an acquisition is the degree 

6 According to the Austrian central bank OeNB, a disappointing experience with an acquisition 
in beginning of  the nineties made Raiffeisen confident to continue firmly in their initial ap-
proach of  greenfields. The exception is the acquisition of  Prior Bank, the second largest bank 
in Belarus, of  which Raiffeisen is majority owner. 

7 Several banks also mentioned the lack of  commercial attitude of  bank employees, who used to 
grant credit on personal rather than on commercial grounds. 

8 ING Hungary regards organic growth to be less expensive than buying a bank, especially in 
light of  the battle on the retail market and ABN AMRO considers local acquisitions more costly 
due to goodwill.
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of  competition in the local banking sector (Figure 1, panel B). In addition, the level of  home 
competition is related to the probability of  the choice for a foreign greenfield. For 
example, the Bank Austria Credit Anstalt Group mentions that in the second part of  
the 1990s the bank bought Polish PBK as it was lagging behind compatriot Erste Bank 
in retailing. Local financial authorities in Estonia refer to the high level of  competition 
in the 1990s when local banks were already copying Western banking practices to 
explain the lack of  foreign greenfields in Estonia. Estonian domestic banks had 
introduced relatively good management, accounting systems and risk management, 
and had created a banking sector in which greenfields would not have been able to 
survive. Polish authorities confirm this point of  view, stressing that in recent years 
more and more foreign banks became aware that it is very difficult to expand with a 
greenfield investment. Hungarian authorities mention the 1996 greenfield of  Dutch 
Rabobank that aggressively tried to get business, but which was not able to gain enough 
market share and had to cease banking business in 2002. Similarly, Société Générale 
first participated in a 1988 joint venture CE International Bank (CIB) but sold its 
shares in CIB in 1997. It showed up in 1998 with a commercial bank, which was then 
restructured into an investment bank but closed in 2002. Both banks entered at the 
end of  the nineties at a stage where the corporate market was already divided. HVB 
Hungary summarizes: “They came by far too late. […] there are some latecomers 
that are successful but not on the corporate side, but in retail.” Similarly, the Austrian 
central bank OeNB argues that a greenfield is perhaps particularly useful if  you are 
a first mover, referring to Raiffeisen International as this bank started greenfield 
investments and built up these services very early. Hungarian K&H Bank also relates 
the moment of  entry to success, arguing that first enterers are better off. 

Third, we find evidence that the choice between greenfield and acquisition is 
related to the customer focus of  the banks (Figure 1, Panel C). Czech authorities argue 
that greenfield investments in the form of  branches are not suited for retail activities. 
Belgian CSOB argues that with very demanding clients a Belgian brand name may 
be needed in order to successfully undertake corporate and private banking with a 
limited number of  offices. Stated differently, corporate and investment banking is 
usually done from branches with the foreign parent bank name as a brand. HVB 
Czech Republic mentions that in choosing between greenfield and takeover one has to 
separate between corporate business and retail business. HVB Hungary confirms this 
by arguing that the customer base for all greenfields is always focused on corporate 
customers: “Some banks started servicing large firms and national corporations, others 
focused on servicing medium sized enterprises. We started with large and gradually 
went down to medium and even smaller sized companies.” Belgian CSOB argues: “A 
greenfield retail bank, who does that nowadays? Although Raiffeisen Hungary is the 
best performing greenfield, so it is possible. In retail banking you need a market share 
of  15-20 per cent to be able to be cost-effective”. On the question of  why not having 
opted for an acquisition, ABN AMRO argues that it applies the greenfield format in 
Central Europe since the bank has no retail strategy. Belgian KBC notes that with 
retail banking an existing infrastructure is needed in order to be cost-effective within 
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a reasonable time. The bank claims to have a comparative advantage as a bank-
insurance group with the special feature of  not only selling life insurance through the 
banking network, but also indemnity insurance. Bank Austria/Creditanstalt started a 
greenfield operation with a representative office and built up the corporate banking 
side, to go with Austrian companies that exported into the CEE regions as well as to 
support and to service the local firms. As it aims for a universal banking approach, 
the bank operates different business models enabling it to acquire local banks for retail 
expansion (e.g. PBK in Poland, Biochim in Bulgaria, and Splitska Banka in Croatia). 

3.4.3	The	organizational	form
We find that the choice for the organizational form, i.e. branch or subsidiary is largely 
influenced by regulations. Since 1992, the general policy of  the Polish authorities is to 
support subsidiaries and not to permit foreign branches. However, ING mentions that 
differences between central banks exist as other central banks allow for subsidiaries, 
although some insist that the subsidiary should be capitalized. ABN AMRO 
circumvents the legal lending limits inherent to a subsidiary by booking most of  the 
loans extended in Poland offshore in Amsterdam. ABN AMRO Poland prefers to be 
a branch because as it foregoes costs associated with the reporting of  board meetings, 
supervisory board meetings, and the Board being once a year in Poland. In Hungary 
banks are also obliged to take the form of  a subsidiary, so that a local lending limit 
of  25 per cent of  capital is a restriction. Local regulators want to be in charge of  
oversight of  the operations because of  the strong competition in the retail sector.

 Local supervisory institutions may force foreign banks to keep their acquired 
subsidiaries listed on the local stock exchange or restrict banks in biddings for banks 
in privatisation. For example, when buying Bank Slaski, the Polish authorities asked 
ING to make sure that part of  the shares was freely floating. When ING owned more 
than 75 per cent in ING Bank Slaski, the parent had to sell shares on the Polish stock 
market. In the Czech Republic, foreign bank KBC could not bid for less than 80 per 
cent of  the shares of  CSOB. Although the Czech central bank has no preference 
in this regard, KBC wants to list CSOB on the local stock exchange to increase the 
bank’s local exposure and reputation. However, ING doubts whether listing enhances 
reputation and adds that banks usually want 100 per cent of  the shares in order to 
avoid agency problems. In Slovenia, the authorities forced Belgian KBC in 2002 to 
buy only up to a maximum of  34 per cent in Nova Ljubljanska Banka.

Finally, local supervisors emphasized their concern regarding the common 
European passport, which makes it easy for banks to establish a branch in any EU 
country. This possibility could support the idea of  either spreading the activities of  
EU licensed banks or changing the format of  subsidiaries, regulated and supervised by 
host authorities, into branch structures, which are regulated and supervised by home 
authorities. For example, in 2006 Dutch Fortis Bank and Bank of  Tokyo-Mitsubishi 
UFJ (Holland) N.V. opened new branches in the Czech Republic while the Credit 
Lyonnais Calyon subsidiary was changed into a branch.
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3.5 Summary and conclusion 
Building on the conventional hypothesis that banks follow their customers abroad, 
this chapter examines foreign bank entry strategies in European transition countries. 
The main novelty of  this chapter is that it integrates the motives for entering Central 
and Eastern European transition countries, the moment of  entry, the mode of  entry, 
i.e. acquisition versus greenfield investment, and the organizational form, i.e. branch 
or subsidiary.

Due to data unavailability a joint project with the Dutch central banks has been set 
up to interview numerous bankers and staff  of  financial supervisory authorities. The 
sample of  bank head offices consisted of  the four most important foreign banks in 
this region, i.e. (i) the Austrian ERSTE Bank, Raiffeisen International, HVB-Group/
BACA and the Belgian KBC, (ii) two big global banks: Dutch ABN AMRO and ING 
Bank, and (iii) two big Scandinavian banks present in the Baltic States: Swedbank and 
Skandinaviska Enskilda Banka (SEB). Furthermore, bankers of  15 subsidiaries and 
staff  of  seven financial supervisory authorities in the region have been interviewed. 

 The analysis shows that for the majority of  the banks high profit expectations 
were a key determinant. This finding is in line with the result of  the ECB (2005) 
and with country studies arguing that banks start operations in transition economies 
to search for new business opportunities (Dubauskas, 2002; Florescu, 2000; Kraft, 
2004). 

Some banks indicate that they entered Central and Eastern Europe to follow 
their clients. Usually the banks that followed their clients were the big global banks 
that were the avant-garde of  the foreign banks that entered. Next, in contrast with 
Galac and Kraft (2000) and Konopielko (1999) this study provides evidence that, 
in explaining foreign bank presence in Central and Eastern European transition 
economies, for some banks competition in the home country is more important than 
following home country clients. Especially, the big regional foreign banks report that 
the high competition in the home country played an important role in entering the 
transition countries in Central and Eastern Europe. The reargard of  foreign banks 
indicate that for them the progress in the institutional framework was an important 
factor in going abroad: due to the prospect of  EU accession governance improved 
and laws were modernized. The fact that foreign banks at first entered Hungary is 
primarily due to the liberal political situation in that country. Some banks indicate 
that a worsening institutional context is a reason to leave a foreign country.

 In the interviews other, new reasons for foreign bank entry have been indicated 
that have not yet been mentioned in the literature. The majority of  the foreign banks 
report that reputation and status have been reasons to follow competitors to Central 
and Eastern Europe. This so-called peer pressure occurs between global banks as well 
as between the big regional players. Related to this is the finding that for some banks 
going with the crowd is important: sometimes it is even more important to join the 
competition than the results of  an NPV analysis based on expected revenues, costs 
and risk. A third newly documented consideration for foreign bank entry mentioned 
by a financial supervisor is best described as the stepping stone strategy. This strategy 
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implies to start foreign banking in country B to get accustomed to a local market that 
is similar to that in country A. We assume that country B and country A are culturally 
and possibly geographically closely related and that the institutional environment in 
country A does not allow for foreign banking yet. The aim is to develop a comparative 
advantage vis-à-vis other foreign banks, which can be exploited as soon as a change in 
the institutional environment in country A induces the foreign bank to enter. 

 Regarding the choice between establishing a de novo bank or to acquire an existing 
bank, the chapter finds the following. Global banks prefer to set up new offices, the so-
called greenfields, usually taking the form of  branches or joint ventures in cooperation 
with other foreign banks. Banks that do not exclusively focus on corporate banking 
prefer to acquire existing banks. The experiences of  banking in Central and Eastern 
Europe show that banks’ choice for establishing greenfield becomes less attractive 
as competition increases. Next to customer focus and the level competition a third 
variable influences the mode of  entry. The choice for a greenfield also depends on 
the costs of  an acquisition and with that the costs of  integrating the acquired bank 
within the parent bank. These costs primarily exist of  standardizing risk management 
systems, reporting and the information technology (IT). Another cost of  acquisition 
that specifically applies to acquisitions of  former state owned banks is the information 
asymmetry regarding the amount of  bad loans that come as a legacy from former 
banking practices. 

Regarding the organizational form of  foreign representation we find local 
regulation, customer focus and, again, the time of  entry to be the main determinants. 
In an early stage, banks employ representative offices, joint ventures and branches 
focusing on corporate banking. However, the sequence of  events in Central and 
Eastern Europe shows that joint ventures of  foreign banks set up to share risk, rarely 
survive in their original shape. In line with Cerutti (2005), we find that the focus on 
retail clients is related to the subsidiary format. In addition, we find that competition 
in the banking market is positively related to the use of  subsidiaries. However, some 
local regulators do not allow for the branch format due to supervisory issues. 

This chapter finds evidence for a new ‘pecking order theory’. First, the avant-garde 
of  foreign banks that entered in the early 1990s focused primarily on existing clients 
from the home country that went abroad and on the big local companies. Small and 
medium enterprises were served only later because of  the increase in (foreign) banks 
supplying corporate banking and the diminishing margins in this segment. Also the 
privatisation in the second part of  the 1990s of  former state (savings) banks to foreign 
banks induces the latter to start retail banking. Due to these developments, at the end 
of  the 1990s banks had to diversify their customer focus to survive in the changing 
banking sector. With these conclusions this chapter finds the explanations for the 
initial stunted intermediation reported in chapters 1 and 2.  

Future research should examine which entry strategy, i.e. which combination of  
entry motives, moment of  entry, mode of  entry, customer focus and legal representation 
optimises bank profitability and efficiency. Chapters 4-6 start by examining empirically 
the effect of  foreign ownership on bank performance.
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