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Abstract 

 
The current study aimed at investigating the impact of foreign banks on domestic banks in 

(Brazil, Russia, India and China) BRIC group of countries during 2001-2011. The importance 

of this topic is due to instability of financial industry and continuously changing financial 

markets. Financial liberalization did not only give boom to banking industry but also made it 

more competitive and unstable. To stay in competition, banks follow risky practices that do 

not only create problems within financial industry but also become cause of financial crisis. 

Financial crisis in 2008 is one of the examples of risky practices. Due to the importance of 

this topic, many researchers conducted studies on it. One of the famous studies on that topic 

was conducted by Claessens et al in (2001). Their study examined foreign and domestic banks 

in developing and the developed countries. It was found that foreign banks became the cause 

of reduction in domestic banks’ income, profit and cost in developing countries. Current study 

was the extension of Claessens et al (2001) with some amendments. First of all, current study 

focused on BRIC countries only which are the fastest growing developing countries. Second, 

this study compared foreign bank’s profitability with domestic bank’s profitability. Whereas, 

return on assets and return on equity was used as an indicator of profitability. Nearly 1600 

bank’s financial data was collected from Bankscope database and Thomason Reuter’s 

DataStream. The current Study followed a Quantitative research method in order to 

investigate two research questions; first was the impact of foreign bank’s profitability on 

domestic bank’s earnings during 2001-2011 and second was foreign and domestic bank’s 

financial performance during financial crisis. Hierarchical multiple regression in the absence 

of control variables (foreign bank’s market share, inflation rate, real interest rate and GDP 

growth rate) explained that foreign banks were positively related with domestic banks in 

BRIC during 2001-2011. This Study rejected previous research results that foreign banks had 

negative relation with domestic banks in developing countries. Second result showed that in 

fast growing developing countries like Brazil, Russia, India and China, domestic banks 

performed better than foreign banks during financial crisis whereas foreign bank’s 

profitability had high volatility then domestic banks in financial crisis. 

  



v 

 

 

Table of Contents 
Chapter 1: Introduction .............................................................................................................. 1 

1.1 Background ...................................................................................................................... 1 
1.2 Problem Discussion .......................................................................................................... 4 
1.3 Research Questions .......................................................................................................... 5 
1.4 Purpose ............................................................................................................................. 5 

1.5 Limitations ....................................................................................................................... 6 
1.6 Disposition ....................................................................................................................... 7 

Chapter 2: Literature Review ..................................................................................................... 8 
2.1 Financial Liberalization: .................................................................................................. 8 
2.1.1 What is Financial Liberalization? ................................................................................. 8 
2.1.2 Development in Financial Reform ................................................................................ 9 
2.2 Foreign Banks’ Participation .......................................................................................... 10 

2.2.1 Drivers of Foreign Banks’ Participation ................................................................. 11 
2.3.2 Modes of Foreign Banks’ Entry: ............................................................................. 13 

2.4 Affects of Foreign Banks’ Entry .................................................................................... 15 
2.4.1 Competition and Efficiency: ................................................................................... 15 

2.4.2 Stability, Diversification and Contagion. ................................................................ 16 
2.4.3 Credit to Small and Medium Size Companies and Cherry Picking. ....................... 17 

2.5 Financial Crisis ............................................................................................................... 18 

2.5.1 How Crisis Developed/ Role Of Financial Institutions. .......................................... 18 

2.6 BRIC Group of Countries .............................................................................................. 19 
2.6.1 Introduction of BRIC .............................................................................................. 19 
2.6.2 Development in BRIC ............................................................................................. 20 

2.6.3 BRIC Alliance ......................................................................................................... 22 
2.6.4 Business Strategies for BRIC .................................................................................. 23 

2.6.5 Financial Market and Institutions in BRIC’S Countries. ........................................ 23 
2.7 Hypothesis Development ............................................................................................... 28 

Chapter 3: Methodology ........................................................................................................... 31 
3.1 Scientific Positioning ..................................................................................................... 31 

3.1.1 Choice of Subjects ................................................................................................... 31 

3.1.2 Preconception .......................................................................................................... 31 

3.1.3 Perspective .............................................................................................................. 32 
3.1.4 Research Philosophy ............................................................................................... 32 

3.1.5 Research Approach ................................................................................................. 33 
3.1.6 Type of Study .......................................................................................................... 33 
3.1.7 Research Strategy .................................................... Error! Bookmark not defined. 

3.1.8 Research Method ..................................................................................................... 34 
3.1.9 Literature and Data Source ...................................................................................... 34 

3.2 Practical Methodology ................................................................................................... 38 
3.2.1 Sample Data ............................................................................................................ 38 
3.2.2 Time Horizon .......................................................................................................... 38 

3.2.3 Data Collection Method .......................................................................................... 38 

3.2.4 Operation of Variables ............................................................................................ 38 

3.2.5 Hierarchical Multiple Regression ............................................................................ 41 
3.2.6 Confidence Interval ................................................................................................. 42 
3.2.7 Significance Value .................................................................................................. 42 



vi 

 

3.2.8 Reliability and Validity ........................................................................................... 42 
Chapter 4: Results and Analysis ............................................................................................... 44 

4.1 Brazilian Banks’ Financial Data .................................................................................... 44 
4.1.1 Descriptive Statistics of Brazilian Banking Industry .............................................. 48 

4.1.2 Regression Analysis ................................................................................................ 49 
4.2 Russian Banks’ Financial Data ...................................................................................... 49 

4.2.1 Descriptive Statistics of Russian Banking Industry ................................................ 50 
4.2.3 Regression Analysis ................................................................................................ 51 
4.3.1 Descriptive Statistics of Indian Banking Industry ................................................... 54 

4.3.2 Regression Analysis ................................................................................................ 58 
4.3 Chinese Banks’ Financial Data ...................................................................................... 57 

4.4.1 Descriptive Statistics of Chinese banking Industry ................................................. 58 

4.4.2 Regression Analysis ................................................................................................ 60 
4.5 BRIC’s Banks’ Financial Data ....................................................................................... 62 

4.5.1 Descriptive statistics of BRIC Group Banking Industry ......................................... 62 
4.5.3 Regression Analysis ................................................................................................ 65 

Chapter 5: Conclusion and Recommendations ........................................................................ 67 
5.1 Conclusions .................................................................................................................... 67 
5.2 Contribution ................................................................................................................... 69 
5.3 Future Recommendation ................................................................................................ 70 

Reference .................................................................................................................................. 71 
Appendix .................................................................................................................................. 77 
 

 

 

Tables 

 

1. The world’s largest economies……………………………………………………….20 

2. Numbers of BRIC banks in top world banks…………………………………………24 

3. Foreign direct investment in Brazilian banking………………………………………25 

4. Foreign banks’ participation in china……………………………………………….25 

5. Comparison of Indian banks………………………………………………………….26 

6. Type of banks and availability of data from BRIC group of countries……………….38 

7. Availability of data……………………………………………………………………40 

8. Descriptive statistics of control variables…………………………………………….43 

9. Brazilian banks’ financial data……………………………………………………...47 

10. Descriptive statistics of Brazilian banking industry………………………………….48 

11. Regression analysis of ROA in brail……………………………………….………50 

12. Coefficient of domestic banks’ ROA in Brazil……………………………..……..50 

13. Regression analysis of ROE in Brazil…...…………………………….……………..51 

14. Coefficient of domestic banks’ ROE in Brazil…………………………....……….....51 

15. Available financial data of foreign and domestic banks’ ROA and ROE in Russia..52  

16. Descriptive statistics of foreign and domestic banks’ ROA and ROE in Russia……..52 

17. Regression analysis of ROA in Russia……………………………..………………..54 

18. Coefficient of domestic banks’ ROA in Russia……………………………...……..55 

19. Regression analysis of ROE in Russia………………………………………...……...55 

20. Coefficient of domestic banks’ ROE in Russia………………………………..........56 

21. Available financial data of foreign and domestic banks’ ROA and ROE in India…56 

22. Descriptive statistics of foreign and domestic banks’ ROA and ROE in India….…...57 

23. Regression analysis of foreign and domestic banks’ ROA in India………………...58 



vii 

 

24. Coefficient of domestic banks’ ROA in India………………………………………59 

25. Regression analysis of foreign and domestic banks’ ROE in India………………...59 

26. Coefficient of domestic banks’ ROE in India………………………………………60 

27. Available financial data of foreign and domestic banks’ ROA and ROE in China…..60 

28. Descriptive statistics of foreign and domestic banks’ ROA and ROE in China……61 

29. Regression analysis of foreign and domestic banks’ ROA in China………...……..62 

30. Coefficient of domestic banks’ ROA in China………………………………....…..63 

31. Regression analysis of foreign and domestic banks’ ROE in China…………….....…63 

32. Coefficient of domestic banks’ ROE in China………………………………….......64 

33. Available financial data of foreign and domestic banks’ ROA and ROE in BRIC…..64 

34. Descriptive statistics of foreign and domestic banks’ ROA and ROE in BRIC……65 

35. Regression analysis of foreign and domestic banks’ ROA in BRIC…………….....68 

36. Coefficient of domestic banks’ in ROA in BRIC…………………………………...68 

37. Regression analysis of foreign and domestic banks’ ROE in BRIC……………….....68 

38. Coefficient of domestic banks’ ROE in BRIC in BRIC…………………………….69 

39. Summary of correlation………………………………………………………………70 

 

Figures 

 

1. Increase in GDP in major countries……………………………………………….…..9 

2. Average annual growth rate 2000-2009………………………………………………21 

3. Total investment (% of GDP)………………………………………………………...22 

4. Market share of private, foreign and government controlled banks in India…………26 

5. Comparison of GDP growth in BRIC group…………………………………………39 

6. Comparison between foreign and domestic banks’ ROA in Brazil………………...48 

7. Comparison between foreign and domestic banks’ ROE in Brazil…………………49 

8. Comparison between foreign and domestic banks’ ROA in Russia………………….53 

9. Comparison between foreign and domestic banks’ ROE in Russia…………………..54 

10. Comparison between foreign and domestic banks’ ROA in India………………….57 

11. Comparison between foreign and domestic banks’ ROE in India………………….58 

12. Comparison between foreign and domestic banks’ ROA in China…………………61 

13. Comparison between foreign and domestic banks’ ROE in China…………………62 

14. Comparison between foreign and domestic banks’ ROA in BRIC…………………66 

15. Comparison between foreign and domestic banks’ ROE in BRIC…………………67 

 



 1 

 

Chapter 1: Introduction 

 

This chapter provides the basic idea of this research and starts by providing a short 

introduction of the banking industry, pre and post financial liberalization situations and the 

BRIC (Brazil, Russia, India and China) group of countries. After that a problem discussion 

generates research questions, the purpose and the scope of my study is identified. Finally the 

disposition of the thesis is presented.  

1.1 Background 

The banking system is very important for each country and for the world economy. A good 

financial system has been shown to be an essential factor for sustainable economic growth 

(Levine, 2005, p.2). Banks increase their savings by encouraging people and then utilize these 

savings for investment purposes. Without banks, a large portion of capital remains useless and 

idle. That is why reforming the banking system and creating a culture of trust and confidence 

is a crucial task in the process of economic growth. 

 

Before financial liberalization during 80’s and 90’s, banks’ operations and policies were 

restricted by the governments. A number of questions arose on that financial repression and 

many researchers argued that it had a negative effect on the economy. Goldsmith argued that 

the biggest effect of such financial repression was on efficient use of capital (Goldsmith, 

1969, p.408). McKinnon (1973) argued that there were two main effects of repression; first, it 

affected how efficiently savings were allocated to investments and second, due to its effects 

on return to savings, it also affected the equilibrium level of savings and investment 

(McKinnon, 1973, p.17). The low return on bank saving encouraged people to hold their 

savings in the form of unproductive assets for example land, gold etc rather than potentially 

productive bank deposits. On the other hand, high requirements of reserves restricted the 

supply of lending money. Moreover, direct credit programs distorted the allocation of credit 

since political priorities were, in general, not determined by the marginal productivity of 

different types of capital (Arestis, 2005, p.6). The purpose of financial liberalization was to 

eliminate the interest rate ceilings, decrease reserve requirements and remove direct credit 

programs. Financial liberalization allowed markets to freely determine the allocation of credit 

where free market with just few banks were assumed thereby ignore the issues of oligopoly 

and the credit rationing type of problems (Stieglitz & Weiss, 1981, p.408-409).  

 

According to Claessens et al. (2001) developing and developed countries were not only 

encouraging foreign banks to come and get equal treatment as domestic banks, but also 

allowing domestic banks to work in the foreign market. The number of foreign banks has 

dramatically increased since last few years. The increase in foreign banks is eventually to grab 

more profit by increasing the number of branches internationally. Furthermore, working 

internationally can be proactive or reactive decision. They have numbers of objectives and 

opportunities to work as foreign banks in other markets. First, banks seek growth by working 

in other potential markets and increase number of customers, services and revenues. Second, 

banks find alternative source of human resource on comparative less cost that can give them 

comparative advantage in new market. Third, to locate and utilize resources which are 

difficult to obtain in their home market or can be obtained cheaper from going international. 

Fourth, get new ideas of banking and bank diversify their risk by working internationally. 

(Claessens et al. 2001, p.892) 

  



P a g e  | 2 

 

Rules and regulation of any specific country play a significant role in allowing and working of 

foreign banks and also facilitating domestic banks to go abroad. As Claessens et al. explained 

one reason for allowing foreign banks is to improve domestic market through foreign capital 

in country which can also improve efficiency and quality of domestic financial markets by 

providing better services, resources and technology. Because foreign banks have more 

resources from abroad, they can manage more stable funding and lending as compared to 

domestic banks. Studies related to developing countries showed that developing countries are 

most benefited by liberalization (Claessens et al. 2001 p.891-911). 

 

It is important to know about the determinants of environments that encourage foreign banks 

to enter into other markets. Although the internationalization of banking increases but still 

28% of developing countries still have less than 10% foreign banks and in 60% developing 

countries foreign bank’s participation is below 50%. Foreign banks have less than 10% assets 

in developing countries whereas in 20% to 25% transition countries have participation of 

foreign banks is less than 50% (Van Horen, 2006, p. 5). The critics of foreign banks’ entry 

argued that foreign banks’ entry could be the cause of instability in the local banking market. 

First, foreign banks could import financial crisis from their home country and other affected 

countries. Second, it could create survival problems for domestic banks due to fierce 

competition. Finally, due to financing top and selected segments of the market, foreign banks 

could be the source of reducing the finance access for small and medium size firms (Van 

Horen, 2006, p. 6). 

 

Considering developing countries, it is quite easy for foreign banks to gain access to 

developing countries. Decision of developing countries to allow increased international 

competition can be described by standard theories of financial liberalization and technology 

spillover effect (Hanson et al. 2010, p.27-28). The main components of the theory are foreign 

investment, foreign funding, capital inflow, interest and profit transfers (Smith & Valderrama, 

2007, p.25). Foreign investment can contribute to developing economies like India, Russia, 

China, and Brazil (BRIC). The purpose of foreign banks to enter developing countries like 

BRIC is to get benefit from their fast growing economies by providing better services, 

technology and customer satisfaction. However, foreign bank entry can seriously affect the 

performance and profit of the domestic banks in developing countries. It can be both positive 

and negative impact of foreign banks on the profitability of domestic banks. Foreign banks 

have better expertise than domestic banks and are experts in preparing financial statements or 

representing accounting information in a better way than domestic banks. On the other hand, 

these foreign banks do not have better knowledge about creditors. This may be one of the 

reasons that foreign banks mostly lend to large or multinational companies, while domestic 

banks lend mostly to the small and medium size companies (Detragiache et al. 2008, p. 2140). 

 

Another important thing to understand is foreign banks’ motives of working in domestic 

markets and its effects on the market, especially in developed countries due to their rapid 

growth. Only 7.5% assets are held by foreign banks in South Asia. This number is very low 

because due to the financial crisis, banks do not prefer to move toward risky markets. The 

financial crisis is continually changing relationship between foreign and domestic banks and 

is making developed countries’ market also risky and less profitable as the financial crisis has 

had a destructive effect on the real economy. Sharp reductions in interbank flows is observed 

as the cause of reduction in international trade finance and creates big a negative gap 

especially in the United States of America and Western Europe. (Bank for International 

settlement, 2010, p 3-4). Financial crisis developed major shift in level and structure of 

financing, provided by the international banks and markets. The effects of financial crisis can 



P a g e  | 3 

 

be classified into three different developments. First, the financing power of international 

banks sharply dropped down during the second half of 2008 and has remained subdued yet. 

Second, global securitization markets collapsed badly. Third, due to sharp decrease in 

financing through banks, the international bonds market rose sharply. Financial crisis strongly 

hit bank’s credit growth in the major economies. Domestic banks’ lending declined and even 

reached its lowest level in fourth quarter of 2009. Similarly, significantly reduction in cross 

border lending maybe due to banks’ strategy to reduce cost and retrenchment from less 

profitable markets especially in financial stress period, although banks’ local lending in local 

market in local currency of foreign authority was resilient, especially in emerging markets. 

(Bank for international settlement, 2010, p 20-22). 

 

Different studies have been done so far to investigate and evaluate the impact of foreign banks 

on domestic banks in developing and developed countries. For instance Claessens et al 

(2001), Bouzidi Fathi (2010), Hermes & Lensink (2004), Unite & Sullivan (2003) and 

Sensarma (2006) studied the effects of foreign banks’ entry on domestic banks and markets. 

These studies are different from each other according to methods, research scope, data and 

location. One of the famous studies in this context was by Claessens et al (2001) that covered 

developing and developed countries. The study concluded that foreign banks had become the 

cause of reduction in domestic bank’s income, profit and cost. They also found that the entry 

improved the domestic banking system and market by extensive competition and increased 

efficiency. Other studies used Claessens et al (2001) as base study with some changes. 

Therefore, Claessens et al (2001) also plays important role in current research and I used their 

tools and methods with some changes. As I observed, previous studies had contradictory 

results. On the base of contradictory result it is important for me to address that topic once 

again with narrowed down the area/location. I will discuss previous studies and how these are 

different from each other in problem discussion to bring out my research gap. 

 

In my opinion, Claessens et al (2001 ) study was very general according to area/location 

because it covered 7900 banks of 80 countries that made its result more general. It is not 

necessary that all countries the show same results individually. Therefore, I decided to use 

specific location/markets for my research on the bases of growth, development and banks’ 

willingness. For that purpose, I selected the BRIC group of countries. One of the reasons I 

selected this group was that after financial crisis 2008 banks turned their attention towards 

developing countries especially fast growing countries which needed foreign investment. The 

governments of BRIC (Brazil, Russia, India and China) as the group of four fastest growing 

developing countries supported and encouraged foreign investment in their countries.  

 

Their pace of growth requires a huge amount of foreign investment to accelerate their 

development. Goldman Sachs predicted that BRIC economies would make up 10% of total 

world GDP by the end of the last decade. However, by the end of 2007, the total GDP of 

BRIC countries was 15% of the world economy. Brazil, Russian, India and China together 

covered almost 25% of the world land and 40% population of the world lived in these 

countries. One fifth of the world’s GDP belonged to these countries that are expected to 

increase in the future (Banerjee and Vashisth, 2010, p.31) but these countries are totally 

different from each other according to the political system and economy structure. For 

instance, China has a socialist democratic political system which is totally different from the 

other three countries. India has a federal democratic political system to a parliamentary 

system like England. Russia and Brazil are federal presidential republics. These different 

systems have a strong impact on decision making, development procedure and process. 

(Oxford university press, 2012, p.16) 
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These facts clearly indicate the growth of the BRIC countries and opportunities for banks to 

invest in BRIC countries. By investing in BRIC, they will not only grow their market share 

and profit but also play important role in the development of these countries. Therefore, I 

select BRIC group of countries for my research.  

1.2 Problem Discussion 

Several studies have been done to investigate the impact of foreign banks on domestic bank’s 

performance and profitability. But their results contradict each other especially when we 

related foreign and domestic bank’s performance in developing countries. A few authors 

argued that foreign banks brought valuable investments and technology from outside that was 

necessary for the development of domestic banking market and economy. A study by Bouzidi 

Fathi (2010) found the negative impact of foreign banks’ entry on domestic banks in 

developing countries. On the other hand, the study also found that foreign banks’ performance 

was better than domestic banks. Based on high competency and resources, foreign banks 

could take high risk whereas domestic banks increased credit volume to increase their 

profitability but these loans turned to non-performing loans (Fathi, 2010, p.103). 

 

A famous study by Claessens et al (2001) found that due to foreign banks’ entry in domestic 

market, domestic bank’s profitability decreased whereas due to competition, domestic banks 

improved their performance and efficiency (Claessens et al, 2001, p.18-19). Their study was 

based on 7900 banks from 80 developing and developed countries of the world during 1988-

1995. They also found that foreign banks financially performed better than domestic banks in 

developing countries but opposite in the case of developed countries (Claessens et al, 2001, 

p.18-19). As we can see that they had comprehensive study of foreign and domestic banks’ 

relation but I argue that their results were very general. We cannot expect such results from 

every country especially high growth developing countries. It is because the previous study 

took average profitability of all banks in developing countries as well as developed countries. 

It eliminated the financial difference between countries which we can observe from different 

other studies results especially those studies that chose specific countries. 

 

Different from the above researchers, other authors argued that foreign banks became a cause 

of financial crisis and brought financial crisis. A study of foreign and domestic bank’s 

relationship in less developing countries found that foreign and domestic banks had a U-

shaped relationship. This study also explained that domestic banks had a strong position in 

domestic market, competition and efficiency increased only after a certain level of foreign 

bank’s participation in the domestic market (Hermes and Lensink, 2004. p.1). A study on the 

Indian financial market found that Indian domestic banks performed better than foreign banks 

working in domestic market. It investigated the efficiency and productivity of the Indian 

public and private banks against foreign banks during 1986 to 2000 (Sensarma, 2006, p.1). 

 

I found there was very little work has been done on the relationship between foreign and 

domestic banks’ profitability especially in high growth developing economies while, previous 

studies had opposite results. I found that there was a research gap that needed further research 

on that topic by using limited and specific location. In this case, BRIC group of countries are 

best to conduct such research due to their growth rate, government supports, investment 

friendly environment and an opportunity of high profitability. Foreign banks’ interest can be 

easily observed through an increasingly number of foreign banks in BRIC countries as they 
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are gaining enough profit and growth in these countries and the banks are establishing more 

branches in these countries.  

 

We cannot separate financial crisis from financial industry especially after facing global crisis 

due to financial industry collapse. A lot of work has been done on the impact of financial 

crisis on the economy as well as banking but the author was interested to know who 

performed better than other because few authors thought that foreign bank's performance did 

not meet the expectation during crisis and brought a financial crisis in domestic market as I 

mentioned above in my problem discussion. Therefore the author was also interested in 

comparing the financial performance of foreign and domestic banks during financial crisis in 

BRIC.  

1.3 Research Questions 

 What was the correlation between foreign and domestic banks’ profitability in BRIC 

during 2001-2011? 

 How did foreign and domestic banks financially perform during the financial crisis 

2008 in BRIC? 

 

The first question dealt with the correlation between foreign and domestic banks’ profitability. 

How foreign banks’ profitability affected domestic bank’s profitability while using different 

factors constant. Meanwhile, the second question dealt with the financial performance of 

foreign and domestic banks in BRIC during financial crisis. The second question was not to 

explore the impact of financial crisis but to explore the performance of banks during financial 

crisis. Financial performance was evaluated by average mean returns and volatility in foreign 

and domestic banks of BRIC during financial crisis.  

1.4 Purpose  

This paper’s main purpose is to investigate the relationship between foreign and domestic 

bank’s profitability in BRIC. In this regard, this study focused on comparing the financial 

performance of foreign and domestic banks and investigated the effects of foreign banks on 

domestic bank’s profitability in the BRIC group of countries (Brazil, Russia, India, and 

China). BRIC is an important group of countries because of their fastest growing economies 

and potential for foreign investments, therefore a sub purpose of this study is to provide 

knowledge about how the BRIC’s attracted foreign banks by the determination of foreign 

banks’ numbers in each particular country and to explore how they responded to foreign 

banks by examination of domestic bank’s profitability.  

 

The financial crisis strongly affected the banking industry all over the world. It did not only 

hit the profitability of banks but also changed the banks’ focus. It was also important to 

consider the crisis while examining the relationship between foreign banks´ and domestic 

banks’ performance. The second sub purpose of paper is to describe how foreign banks and 

domestic banks performed during 2001-2011 especially during financial crisis. This sub 

purpose is connected with the second research question. 
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1.5 Limitations 

The current paper has several limitations that are important to understand before reading this 

research work. I was interested in identifying the effects of and the relationship between 

foreign and domestic bank’s profitability. Therefore, this paper did not focus on identifying or 

examining the importance of other factors that affect foreign and domestic banks. 

 

The first limitation was this research focused on BRIC group. Because all countries in BRIC 

group were high growth developing countries, we could generalize the results of this research 

on other developing countries. Reason behind selecting this group was their fast growth and 

the availability of the data. Another reason was that it was very difficult to collect data and 

studied a large number of developing countries in limited time periods, therefore, I made this 

research more specific and limited according to countries. This limitation was also due to my 

purpose of study because I wanted to check Claessens et al (2001) theory on a specific 

area/group of countries. The research might not represent all developing countries perfectly as 

it did in high growth developing countries because all four countries were different from other 

developing countries according to political and economic structure. The second limitation was 

time. I selected research time horizon from 2001 to 2011 whereas previous researches used 

longer time horizon to find the impact of foreign banks on domestic bank’s profitability. The 

third limitation was type of banks. I selected only five types of banks irrespective of bank 

size, market share, etc. These five types were based on operations in which most of the 

foreign and domestic banks operated. The fourth limitation was a generalization of results. It 

was because I used average profitability of all domestic and foreign banks working in Brazil, 

Russia, India and China. Similarly for BRIC, average profitability of all countries’ domestic 

and foreign banks was taken. Taking average could create problems while generalizing the 

results.  
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1.6 Disposition  

The current paper is divided into the following chapters: 

  

Chapter 1: Introduction  

 

The purpose of this chapter is to provide an overall introduction of this research work. In the 

beginning of this chapter, I discussed the problem background, research questions and 

purposes of the research. Similarly, contribution, research model and some relevant concepts 

were presented in the second half of the chapter. Finally, the disposition of the thesis was 

presented to readers.  

 

Chapter 2: Literature Review 
 

This chapter presents a brief introduction of financial liberalization and its impact on the 

banking system. Next important part of this chapter discussed the drivers, modes and impacts 

of foreign banks in different countries. Then, the financial crisis and its impact were 

presented. At the end, BRIC group and its financial system were introduced.   

 

Chapter 3: Scientific Positioning  

 

This chapter is divided into two parts. The first part is an overview of the methodological 

approach used to conduct the current research. It started with the choice of subject and 

preconceptions about the topic. Then, I discussed the philosophical stance which was 

followed by the methodological approach, type of study, research strategy, and method. The 

second part presents a practical methodology that discussed sample data, time period and data 

collection method. After that, the calculation of returns, correlation, and regression was 

discussed. At last, the quality criteria were discussed. 

 

Chapter 4: Results and Analysis 

 

In this chapter, I analysed the collected data and discussed tables and diagram. It was divided 

into five heads; they were Brazil, Russia, India, China and the BRIC group. The analysis 

included data presentation, trend of data, descriptive statistics, and regression analysis which 

was presented under each head. 

 

Chapter 5: Conclusion and Contribution 

 

This chapter summarized analysis and discussion chapter and concluded results in a brief 

way. Furthermore, contribution of the current study was provided with future research 

recommendations.  
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Chapter 2: Literature Review  
 

The aim of this chapter is to give detailed insight of research work and related theories. It 

starts with an introduction of financial liberalization. Later on, why, how and effects of 

foreign bank’s participation in domestic the market is discussed. At the end, BRIC group of 

countries is discussed in detail as well as individually and hypotheses are generated by 

considering previous researches and chapter discussion.  

2.1 Financial Liberalization: 

This topic gives a broader sense of global financial liberalization and discusses different 

questions such as why financial liberalization is required and necessary for world economic 

and business growth, pro and contrast of financial liberalization. Liberalization gives growth 

to financial sector so it is important to consider financial liberalization and level of 

liberalization in different part of the world before talking about the effects of foreign banks on 

domestic banking.  

2.1.1 What is Financial Liberalization? 

Financial liberalization is a broad term which refers to less regulation and restrictions from 

governments and its authorities in economy for greater participation of private investors. 

Financial liberalization theory is based on classical liberalism. Researchers who were in favor 

of financial liberalization argued that financial liberalization increased efficiency and 

effectiveness of resources and investments. It generates benefits for everyone in the economy. 

Therefore for the development of economy, removal of control is necessary. Countries pursue 

the financial liberalization in order to remain competitive internationally at an early stage. 

They privatize government institutions and assets fully or partially, give flexibility to the 

labor market, decrease tax rate for businesses, open markets and reduce restriction on 

domestic and foreign investments etc. As prime minister of England Mr. Tony Blair said, 

“Success will go to those companies and countries which are quick to adapt, slow to 

complain, open and will to change. The task of modern governments is to ensure that our 

countries can rise to this challenge” (Blair, 2006)  

 

Developing countries need more to open up their economies in order to get the benefits of 

financial liberation. Such countries need foreign capital to increase the pace of their economic 

growth. As we observed from the fastest growing countries of developing countries for 

instance China, India, Brazil and Russia, they achieved their rapid growth by allowing foreign 

capital and investments in their economy. However, in many countries like Philippine, it was 

argued that they had no choice except financial liberalization to maintain their competitive 

status among foreign and domestic investments. There are some countries that performed well 

without liberalizing their economies. One of them is North Korea which does not allow 

financial liberalization and control economy by itself. But the reason for their success is that 

other countries give them aid to maintain peace and restrict their nuclear program. So, it is 

difficult to say that their economy can perform better without aid and financial support from 

others. Another example of countries which are working without financial liberalization is 

Saudi Arabia and United Arab emirates. These countries are rich due to oil reserves so that 

they do not feel the need of financial liberalization because their oil exports provide them 

huge capital to meet their expense and developments (Investopedia 

, 2012a). 

http://en.wikipedia.org/wiki/Tony_Blair
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2.1.2 Development in Financial Reform 

A number of researchers raised questions about the wisdom of financial repression and argued 

that it had negative effects on the real economy. As Goldsmith (1969) argued that financial 

repression worst impact was the effect on the efficiency of capital (Goldsmith, 1969, p.6). 

McKinnon discussed it in more detail and included two more factors in it: first was, it 

negatively affected how efficient savings turned into investments and second, through 

affecting return on savings, it also disturbed the equilibrium level between savings and 

investments (McKinnon, 1973, p.21). So, in that way, investments do not only suffer in term 

of quantity but also in term of quality because bankers cannot invest available funds 

according to the marginal productivity of investment projects and uses their judgments. In that 

situation, financial sector of any country becomes idle and work underperformed that affect 

overall economy of the country. As we can see from IMF international financial statistics 

before 1980 most of the country’s GDP was decreasing.  

 
Figure 1: Increase in average deposit/GDP in major countries, by region, 1960s…90s. 

Source: IMF, International financial statistics.  

 

Low rate of return discourages the savers to deposit their saving in banks and they hold their 

saving in less productive way for instance land. At the same way, requirement of high 

reserves reduce the lending power of the banks and political directed credit programs damage 

the allocation of credit because such programs have political priorities rather than financial. 

So, the implication of financial liberalization simply removes control over interest, reduces 

the requirement of reserves, and eliminates the direct credit programs. In other words, let the 

free market determines the credit volume, credit allocation, and returns. Assumption of free 

market is referred to market with few banks ignoring to monopoly issue and credit rationing 

problems.   

 

In free market, real rate of return adjusts itself on equilibrium level where saving and 

investment seems to be in balance. Underperformed investment project will be eliminated to 

enhance the overall efficiency of investments. In addition, saving and total supply of credit 

increase when real rate of return increases which also rise the investment volume. Economic 

growth will develop with that increment in investment as well as increment in productivity of 

capital. There will be positive effects of lowering the requirements of reserves by 
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strengthening the lending power of banks. At the same time, eliminating the directed credit 

programs will increase the efficient allocation of capital and also raise the average 

productivity of investments and capital. IMF and World Bank encourage financial 

liberalization in developing countries. In early stage, financial liberalization experienced 

problems because its implementation did not confirm the promises that financial liberalization 

theory argued. It was due to presence of implicit or explicit deposit insurance joint with poor 

banking management and macroeconomic instability (McKinnon, 1988 a, b, p.1). 

 

Even though financial liberalization allows banks to take excessive risk to achieve high real 

rate of return, it also become the cause of number of banks and firms’ failure and 

bankruptcies. Due to these facts, researchers introduced new elements in financial 

liberalization as prerequisites. Financial liberalization analyst gave some recommendations 

that should be followed before the implementation of financial liberalization. It included 

sufficient banking supervision which aimed to make sure that banks have well diversified load 

portfolio, macroeconomic stability which lead to low and stable inflation rate that is good for 

economic growth, and sequence of financial reforms. Researchers argued that slow and steady 

financial liberalization was more fruitful. Supporters of financial liberalization argued that 

governments and authorities should implement liberalization reforms aggressively during 

financially good time and gradually during recession when borrowers face negative effects of 

financial shocks (World Bank, 1989 cited in Arestis, 2005, p.7). 

 

Another development in financial liberalization is the inclusion of new growth theory. It 

includes the role of financial factors within the framework of new growth theory, with 

financial intermediation as a part of process. There are two ways of relationship exist between 

financial intermediate and growth. First, higher participation in financial market is encouraged 

by growth process which assists the financial intermediaries. After that, it makes it possible to 

allocate the funds to investment projects. Such investments do not only increase the number 

of successful investments but also become the reason of high growth (Greenwood & 

Jovanovic, 1990, p. 25). Recent development in the area of financial liberalization is the 

induction of “structural characteristics of finance, such as the relative importance of banks 

and securities markets and infrastructural and institutional prerequisites, such as the legal and 

informational environment as well as the regulatory style” (Honohan, 2004, p.1, 2)  

 

Generalizing the implementation of financial liberalization is difficult because each country 

has different rules and regulations. These differences are also due to different priorities and 

economic condition. For instance, few countries do not allow financial liberalization to secure 

their economy and domestic firms from external challenges and risk. Their earnings are high 

or they are rich countries so they do not need to allow foreign investor to invest in their 

economy. Therefore, the impact of financial liberalization is not the same in all countries. 

Especially, its effects in developing and developed countries are different.   

2.2 Foreign Banks’ Participation 

In this section, I review literatures about reasons and implications of foreign banks’ 

participation in developing countries. As for an impact of foreign banks’ participation is 

concerned, I used existing evidences to explain the effects of foreign banks on domestic 

bank’s efficiency, banks’ competition, stability, credit access etc.  
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2.2.1 Drivers of Foreign Banks’ Participation 

 

Previous studies considered following factors as potential drivers of foreign banks’ 

participation in domestic market.  

 “Motive of follow the clients”, it is banks' desire to serve their customer all over the 

world.  

 Domestic market specific factors including opportunities, regulation and challenges.  

 Economic, cultures ties, industry and regulatory similarities with host countries.  

 

Initial researches for instance: Goldberg & Saunders (1980, 1981a, b; 1989); Goldberg & 

Johnson (1990); Goldberg and Grosse (1994); Fisher & Molyneaux (1996), Cull & Peria 

(2007) investigated the foreign banks’ decision to operate overseas and focused on the 

developed countries (US and UK) experience of foreign banks’ entry and bank 

internationalization during the 1970s and 1980s. Majority of these papers found that banks 

went international to serve their clients to provide services and operations overseas. A study 

examined the US banks’ decision to expand abroad during 1970s and found that a number of 

foreign direct investments working in UK were positively correlated with US export to UK 

(Goldberg and Saunders, 1980, p.1). Most of the studies tested the hypothesis of “follow the 

clients” by examining the importance of variables for instance level of foreign direct 

investment by non-financial firms into the host country. Strong evidence was found that 

foreign banks followed clients in developed countries but there was a weak consensus when 

talking about developing countries. It was maybe because these early studies used only few 

developing host countries to examine that hypothesis. Besides that, Miller and Parkhe in 1998 

tested the same hypothesis by taking separate estimation for subsample of developing 

countries and found no significance linkage between foreign directed investment and foreign 

bank activities in those countries.  

 

As compared to “follow the client” motivation, strong and consistent evidences were collected 

for the importance of domestic market opportunities as a driving force of foreign banks’ 

participation in domestic market. Focarelli & Pozzolo studied the pattern of cross boarder M 

& As activities in banking industry and found larger foreign banks’ entry in countries where 

expected rate of economic growth was higher. The study used data of 143 banks with at least 

one shareholding abroad across 28 countries including 6 developing countries: Czech 

Republic, Hungary, Korea, Poland, and Turkey (Focarelli & Pozzolo, 2001, p. 2315). Another 

study also found the same results in which Buch & Delong (2004) studied and analyzed 2300 

international bank mergers during 1978-2000 in developing and developed countries. They 

observed that banks tend to move towards less developed economies which had big 

economies scale and greater chance of future growth opportunities. A study on German banks 

also proved that banks are interested to invest in big markets. Buch and Lipponer examined 

the foreign direct investments by the German banks across 190 countries during second half 

of the 1990s and found positive relation between German banks and big markets in term of 

GDP (Buch and Lipponer, 2004, p.851).  

 

Regulations also have important role while deciding about foreign direct investment by banks. 

It was observed that banks are attracted toward those countries where regulations are fewer 

and fewer restrictions are implemented. On the other hand, restricted regulations save 

domestic banks from foreign banks because it is very difficult for other banks to enter in 

highly restricted market and work in it. Many studies addressed the regulatory barriers as a 

foreign banks’ entry. Buch and De Long studied international bank mergers and found that 
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banks operated in high regulated environment less likely to become target of international 

merger by foreign banks (Buch and De Long, 2004, p.2077). Another similar study also found 

that foreign banks preferred to invest in countries where regulatory restrictions were less on 

bank operations (Focarelli & Pozzolo, 2001, p.2317). Countries develop and impose 

regulations to secure demotic market and economy. Restrictions on entry, assets holding, 

reserve deposit, and profit transfer discourage foreign banks to invest in such countries. Buch 

studied foreign assets holding by international banks during 1983-1999 and found that 

restriction had vital role in influencing the international asset choice of banks (Buch, 2003, p. 

851-869). A case study of German banks also supported these facts and described that 

countries receive less foreign direct investments from German banks where restrictions 

imposed to control the cross border financial credit and German banks also executed less 

cross border financial services in those countries (Buch & Lipponer, 2004, p. 851-859).  

 

Geographical proximity, culture and economic similarities are also considered as a driver of 

foreign banks’ participation. Vast literature discussed the impact of these factors on banks’ 

decision to work internationally. Researches argued that close geographical area, economic, 

and environment similarities made it easy for banks to work in host country and operated their 

business. But it seems to be much overwhelmeding because few studies showed no 

significance influence from these factors on foreign banks’ participation. As Buch and De 

Long (2004), Buch (2003), Galindo, Micco, and Serra (2003), Buch and Lipponer (2004), 

Claessens (2001) and Van Horen (2006) studies showed distance between countries, common 

language, and colonial ties were the dynamics that could influence the entry of foreign banks. 

  

Geographical diversification is one of the drivers that influence banks’ decision of 

participation. Economic theories showed that bank’s foreign direct investment gave 

opportunities to improve their diversification that improved their risk reward trade off and 

profit (Berger, 2000, p. 29). Another study by Amihud, De Long and Saunders examined the 

benefits of international merger and acquisition in developing and developed countries and 

found no significant evidence of reduction of risk by geographical diversification. They 

argued that potential benefits of geographical diversification offset by cost faced by the large 

and complex banks. Furthermore, banking expansion improved their economy of scale, scope 

and product mix. In other words, banks seek efficiency gained by going abroad (Amihud, De 

Long and Saunders, 2002, p.21). Guillen and Tschoegl examined the Spanish bank entry in 

Latin America by interviewing the top managers of Spanish banks. They found significant 

evidence for exploiting diversification and efficiency gained potential as a driver of extension 

abroad. But few studies argued that where efficiency increased, cost also increased (Guillen 

and Tschoegl, 1999, p.1).   

 

Previous researches also provided some evidences such as similarities in institutional 

environment, regulation, and law matter but there was not much consensus upon whether 

absolute difference or difference with regarded to competitor was significant (Galindo et al. 

2003, p. 4-17). They examined the 176 countries bilateral foreign banking data and explained 

that absolute legal, institutional, and regulatory differences between countries could increase 

cost of entry and working in the host country and that was why it could reduce the 

participation of foreign banks’ participation in the host country. In other words, banks easily 

accessed other countries and are more intended to enter in countries which had similar legal, 

regulation, and institutional environment. On the other hand Van Horen argued that it was not 

important to consider the difference among the legal, institutional, and regulation in host and 

source countries while talking about driving factors of foreign banks’ participation. He also 

explained that difference of institutional quality from host countries was the most important 
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factor in driving foreign banks’ participation. His study used most of the data from developing 

countries and concluded that absolute difference between host and source countries 

institutions did not matter if once source country got relative advantage over its competitors 

that operated in the same host country (Van Horen, 2006, p.1-47) 

 

To summarize, there is significant support from previous researches that factors for instance 

opportunities, regulatory restrictions, and similarities among culture, economy and 

institutional between home and host countries influence on bank’s decisions to operate 

internationally. But role of financial crisis in banks’ decision of working abroad cannot be 

ignored except considering wealth evidences. Moreno and Villar (2006) discussed the Mexico 

experience of crisis and stated that foreign banks’ entry might be encouraged due to the need 

of a country to recapitalize their banking system in the aftermath of financial crisis. But still 

evidence about role of financial crisis in bringing banks in developing countries was not 

strong enough.   

2.2.2 Modes of Foreign Banks’ Entry: 

 

This section explains how foreign banks entered in domestic market and what features of 

entry modes followed by different banks. It was believed that modes of entry also had 

significant importance in banks’ decision of operating international and it had impact on 

domestic banks and markets. Regulation and benefits decided the mode of entry in different 

countries. These could also be different in developing and developed countries.  

 

Major entry modes in emerging market are merger, acquisition and Greenfield investment. 

Greenfield and acquisition strategy depends on profitability and regulation of the emerging 

market but researches did not find which option was more beneficial if emerging market was 

profitable and had suitable regulation for foreign banks. One of the studies examined 

profitability of foreign banks due to entry modes and found that profitability of foreign banks 

which operated in domestic market through merger and acquisition was less as compared to 

the profitability of those banks which chose Greenfield option to enter in domestic market 

(Poghosyan & Poghosyan, 2010, p. 597). On the other hand, Fries and Taci (2005, p. 81) 

found that efficiency of domestic banks after acquisition by foreigner were more than the 

banks that entered by using Greenfield strategy. Foreign banks’ entrance through branch and 

subsidiary in emerging market is also based on the rules and regulations of the countries. As 

Forcarelli & Pozzolo (2005 p. 2455) described that foreign banks preferred to enter in 

domestic market through subsidiaries where rules and regulations were strict for foreign 

banks. Because fulfilling the regulatory requirements of domestic market is difficult for 

foreign banks so they did not setup local branches. Well developed and liquid secondary 

markets for equity encourage foreign banks to enter in emerging market through merger and 

acquisition. That form of entry also requires high qualified professionals and insurers to help 

the process of merger and acquisition (Bhaumik & Gelb, 2005, p.24). In addition, they 

described that foreign banks used M&A strategy to enter in emerging market when they did 

not have much knowledge about domestic market. 

 

In less developing countries, bank’s main operation is deposit taking. In this situation, it is 

better for foreign banks to open their branches in such countries because foreign banks are 

more efficient in handling deposit. Representative branches in developing countries provide 

credit operations, international loans, and equity placement between borrowers and lenders. 

These features encourage domestic depositors to deposit their saving in foreign banks’ 

branches. The branches pose very strong image in these countries because they operate on 



P a g e  | 14 

 

capital and reputation of parent banks (Claessens & Van Horen, 2008. p.21-22). In addition, 

mostly it is the requirement of domestic regulation to open branch to work in domestic 

banking market. However, if this decision came from the bank, then it is an indication that 

foreign bank is interested to work in domestic market for long period. Subsidiaries and 

representative offices are different if we compare them with other subsidiaries that are 

working without the capital and reputation of parent bank. It can affect the performance and 

profitability of foreign banks operating in domestic market.  

 

Merger, acquisition and Greenfield methods of entering in domestic market banking system 

have advantages and disadvantages. In Greenfield method, foreign banks set up their own 

local entity in which they try to avoid inherited problems for instance non-performing loans 

due to acquisition, incompatible technology, techniques and organizational. In addition, 

Greenfield investment enables foreign banks to implement their unique management policies, 

culture, and operational techniques. It also reduces the time to enter in domestic market 

(Slangen & Hennart, 2008, p.490; Cheng, 2006, p.220). 

 

 On the other hand, Van tassel and Vishwasrao argued that Greenfield needed longer time and 

risky way to enter in domestic market because it was difficult for new management to work in 

unfamiliar environment of domestic market. Moreover, they needed much time to build up 

their reputation and market share as compared to merger and acquisition investment. Foreign 

banks’ investment through M & A investment have lot of benefits for instance familiarity and 

knowledge of domestic market and local practices but, in case of acquisition, foreign banks 

face difficulty to apply their culture due to cultural and communication differences between 

domestic and foreign banking system. Eventhough these problems appear, banks prefer 

acquisition over Greenfield because it provides them historical information of operations that 

are very useful for future operations and planning. Some studies found that acquisition was 

referred by foreign banks even with inherited non-performing loans by acquired bank in 

domestic market. So, the cost of acquisition was not more than its benefits (Van Tassel & 

Vishwasrao, 2007, p.3759-3760). 

 

Cost factor is one of the most important factors while deciding about entry mode. The main 

goal of foreign banks is to minimize the cost of entry and operations in domestic market. For 

that purpose, foreign banks use partnership as an entry mode in domestic market to reduce the 

cost factor and explore potential opportunities. It can also solve issues related to knowledge of 

domestic market and local policies, and business environment of the domestic market. In this 

partnership mode, foreign banks desire more control over bank and its operations if they have 

significant investment in bank but in other case they have less control over bank and its 

operations (Makino et al. 2007, p. 1130). It is important to carefully consider all costs related 

to partnership and transactions cost associated with Greenfield entry. The use of Greenfield is 

also useful when foreign banks have same culture as domestic markets. Moreover, foreign 

banks use Greenfield investment when they expect large volume of banking operations in 

domestic market. It is profitable for them and also maintains their foreign standard (Kim & 

Gray, 2007, p.65). 

 

Another way to reduce entry cost is merger of foreign owned bank with a bank that is already 

operating in domestic market. This can considerably reduce the cost but that decision is based 

on level of risk that foreign bank is willing to face compare to opportunities in domestic 

market and how much control foreign bank desire in domestic bank (Datta et al., 2009, p. 

288). Financial policies of domestic market are very important in order to decide about entry 

mode. It is normally observed that countries which have favourable and friendly financial 
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policies get more foreign investments and foreign banks willing to bear cost related to entry 

and operations in order to get higher profit. Other forms of foreign banks’ entries are 

outsourcing administration and financial services, targeting purchases of specific activities, 

participating in minority equity, making strategic alliance with local banks and engage in 

majority owned joint ventures. These entry modes mainly depend upon profitability and 

regulations/policies of domestic markets. Foreign bank’s management must carefully analyse 

each option with their objective and goal and select most profitable and suitable way to enter 

in any market.  

2.4 Effects of Foreign Banks’ Entry 

Following discussion shows the effects of foreign banks’ entry on financial market and 

institution. It is important to be considered because banks’ profitability is based on their 

efficiency, competition, risk, and environment in which they are working. So, the purpose of 

following discussion is to give idea about how financial market is affected by new entry and 

what are the pros and cons of new entry.   

2.4.1 Competition and Efficiency: 

 

Increasing efficiency through greater competition is one of the main arguments that foreign 

banks’ entry supporters’ are arguing. Most of the studies support that argument in different 

countries especially in developing countries except research that focused on Latin America 

where the results are mixed. Recent researches on impact of foreign banks on efficiency and 

competition also defend claim that foreign banks operating in developing markets are efficient 

as compared to domestic banks. They charge low interest rate and force other banks to work 

efficient, decrease their cost and spread by promoting competition.  

 

Claessens et al. (2001) tried to find cross country evidences about benefits of foreign banks’ 

participation in term of efficiency gain and greater competition. His study used 80 countries 

data during 1995 to 1998 and found that foreign banks’ participation was strongly linked with 

reduction in domestic banks’ profitability, non-interest income and expense. They described 

that in EME, subsidiaries of foreign bank enjoyed higher interest rate margin and profitability 

as compared to domestic banks but in industrialized economies this fact was opposite. In 

addition, efficiency of domestic banks increased as foreign banks entered in domestic market 

without considering their market share. These contradicted results can be due to different 

origin of the M&A which is placed in emerging and industrialized countries. Their results 

clearly showed the evidences of greater efficiency and competition due to participation of 

foreign banks. In another paper, Claessens and Lee (2003) found that foreign banks’ 

participation was beneficial for domestic banks due to the reduction in the financial 

intermediation cost that led local financial system more efficient and strong. Their study was 

based on 58 low income countries. In that extension, we can say that foreign bank entry had 

positive effects on developing countries banking system. 

 

Entry of foreign banks in emerging markets can be the result of dealing with financial crisis 

whereas in developed countries competitive pressure become a big cause of foreign banks’ 

participation. In emerging markets cross boarder foreign banks’ participation increase the 

concentration indexes which is opposite in developed countries. Gelos & Roldos (2002, p.58) 

studied foreign banks’ entry in Mexico and Turkey during 1994-1997 and found that 

regardless enhancement in concentration after foreign banks’ entry strength of competition 

did not reduce. But another study showed declined competitive pressure during 1997-2002 in 
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Mexico. Probably it was too early to check foreign banks’ effects on competition in those 

years. Foreign banks’ presence also increases the efficiency and development in domestic 

financial market through the enhancement of financial products to local customers by 

importing technology and awareness. For instance, role played by foreign banks in derivative 

market of Mexico. Although their contribution in total assets was 82 percent, their 

contribution in derivatives operations was 94 percent (Cárdenas et al, p.3). Small foreign 

banks play an important role by investing money in corporate sector, derivatives, government 

securities and money market. Majority of these services are operated from single office 

established in Mexico City and offer verity of special made products to large corporate 

customers. While they only had 4 percent assets in banking system but they had 33 percent 

market share in derivative market. In addition, four out of six market makers were small 

foreign banks who were selected by the ministry of finance. (Cárdenas et al, p.4) 

 

It is also important to mention that researches on competition in banking industry express 

presence of foreign banks as mitigation factor of the possible negative effects of increased 

market concentration. For instance, Beck et al (2003, p.331) explained in his study that firms 

faced financing problems due to concentration but these effects were reduced in countries 

where foreign banks had large share.  

 

2.4.2 Stability, Diversification and Contagion.  

 

Increasing numbers of foreign banks’ participation raised the debate of pros and cons of the 

foreign banks’ participation for stability. Researchers against foreign banks’ participation 

argued that foreign banks had fickle behavior because of weak association in domestic market 

and alternative business opportunities then domestic banks. In addition, it was also argued that 

foreign banks brought financial crisis in domestic market from abroad. On the other hand, 

researchers who were in favor of foreign banks’ participation argued that foreign banks were 

well diversified and had different sources of liquidity that could save them from financial 

crisis and shocks. Stability of foreign banks’ lending has been investigated by comparing the 

cross border and local lending trend of foreign banks during financial crisis. It was examined 

that foreign banks that had established their subsidiaries in domestic market were less likely 

to shut down their business and moved out during the financial crisis. Reason of that can be 

large fixed investment in establishing subsidiaries and market share (Cárdenas et al, p.4).  

 

Some studies showed that offshore lending was more unstable than onshore lending. Study on 

lending behavior of foreign and domestic banks in Mexico and Argentina by Goldberg et al 

(2000) showed that growth of foreign banks’ loans were higher than domestic banks with less 

vitality that contributed the stability of credit in domestic market. They described that banks’ 

soundness was more important for growth and volatility of bank credit rather than its 

ownership. Onshore presence of foreign banks also encourages stability of deposit base by 

providing quality services to domestic customer at home. Researches believe that increased 

participation of foreign banks in domestic markets reduced the probability of financial crisis. 

But few studies showed that foreign banks were the reason of financial crisis in domestic 

financial crisis. For instance, Peek and Rosengren (1997, p. 818) found empirical evidences 

about transfer of Japanese financial crisis to US through Japanese foreign banks working in 

US mortgage markets during late 80s and 90s. Moreover Goldberg et al showed that US 

banks working in emerging market were more influenced by economic condition of US than 

emerging market growth and interest rate (Goldberg et al., 2001, p.635).   
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In addition, when banking system is highly owned by single foreign country then financial 

crisis of foreign country easily spillover to host country. On the other hand, when ownership 

of banking system is based on different countries which are not closely interrelated to each 

other, domestic banking system enjoy the benefits of risk diversification. Hull studied the 

effects of large foreign banks’ participation in New Zealand. New Zealand’s five biggest 

banks had 90 percent assets of banks from which four were Australian. She explained that any 

financial crisis in Australia could affect New Zealand financial market due to over focused on 

Australian investments and interdependence between New Zealand and Australia. She also 

explained that possibility of inability of Australia to provide stability in financial crisis due to 

close relation between economies (Hull, 2002, p. 46).   

2.4.3 Credit to Small and Medium Size Companies and Cherry Picking.  

 

 As we know that small and medium size firms have very important role in economic growth 

of developing as well as developed countries. 90% of the firms’ population is based on small 

and medium size firm in emerging market and they are also big source of employments and 

add value for economy. In many countries, they contribute more than 50% employments. 

These are important sources of innovation. Finance is very important for these firms that they 

mostly get from commercial banks. In that way, banks play a very important role in emerging 

markets as they are the main source of credit to large SMEs firms. Mostly, presence of foreign 

banks was considered as a positive sign for host countries but a lot of researchers argued that 

small and medium size firms faced strict constraints from foreign banks because mostly 

foreign banks focused on large firms and highly regulated firms (Berger et al, 2001, p. 2130; 

Clarke et al, 2002, p. 17). Some studies focused on determining the relationship between 

SMEs loan and banks’ credit behaviour found that large banks mostly assigned low share to 

small and medium size firm (Peek and Rosengren, 1998, p. 803). 

 

One of the famous studies by Clarke et al (2002) found that participation of foreign banks in 

domestic market reduced constraints for all firms (as managers of firm received). They also 

described that foreign banks’ participation in domestic market was more beneficial for large 

firms than small firms but they did not observe any negative effect on small and medium size 

firms. Their study is considered as one of the complete studies because they had examined 

4000 firms operating in 36 countries of the world. But it is important to consider that if 

foreign banks’ enter in domestic market to serve large firms still they increase competition in 

domestic market. To compete with foreign banks, domestic banks have to pay special 

attention to small and medium size firm and channelize credit to them to maintain market 

share and profitability (Clarke et al, 2002, p.66). 

 

One of the recent studies also tested that hypothesis on Mexico and found that small and 

medium size firms faced difficulties in getting credit from foreign commercial banks. The 

study deeply examined foreign banks’ operations in Mexico and found evidence of restricted 

and limited scope of credit operations for SMEs firms. They described that foreign banks used 

to facilitate only few customer in Mexico regardless their size (International Labour Office, 

2009, p.6). It can also be considered that because foreign banks are highly regulated and use 

technology to reduce risk that can increase their cost and interest rate which is not affordable 

for small and medium size firms. Information of small and medium size firm is important 

factor that can influence foreign banks’ scope of lending money in domestic markets.  
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2.5 Financial Crisis 

Poor banking and financial practices increased financial crisis which affected world economy 

as well as banking industry. It is important to understand how financial crisis is developed and 

the role/importance of financial institutions. So, here the author presents the development of 

financial crisis and role of financial industry.   

2.5.1 How Crisis Developed/ Role Of Financial Institutions.  

 

Financial crisis plays an important role in developing and reshaping global financial industry. 

This crisis can be due to many reasons mainly unethical and risky practices of financial 

institutions to earn more and abnormal profit. Financial crisis 2008 was one of its samples 

which started in 2007 and remains until now. Researchers and economists argued that it was 

biggest and severe financial crisis since 1930. But we can find the roots of financial crisis 

even before 2007; it was like a bubble which was made in a decade and blew up in 2008. It 

started with the steep reduction in stock market in 2000 that slowly pushed global economy 

into recession. To reduce and control the damages and financial losses, American federal 

reserved and other central banks decreased their interest rates. But that continued with lower 

interest rate and caused boom in mortgage loans and encouraged refinancing of existing 

mortgage loans. Practise of mortgage agents had role in bringing the situation to bad extent. 

Their commission was based on number of clients that they brought to the lender. In that 

situation, ability of customer to repay the loan was ignored because it was not the main duty 

of mortgage agents. Conventionally, volume of housing loans depended on amount of 

customer deposits. But recent new business model allows banks to lend more money to 

mortgage lending. Mortgage lenders make home loans and sell them to investment banks 

which put together thousands of such mortgages and arrange and sell them as “investment 

grade” mortgage back securities at high rate. Credit rating agencies give them “triple A” 

rating by getting fee from issuers (International Labour Office, 2009, p.6)  

 

Low interest rate and high profit gave boom to mortgage industry but in the process of 

growth, quality of mortgage seriously damaged and homebuyers became over leveraged. 

Impairment rate increased but pace of lending was remained high because lenders were used 

to earn high profit from selling securities. In that way, banks put themselves in high leverage 

and off balance sheet. As interest rate started adjusting itself higher, default rate of borrowers 

started and increased with time and became snowball toward financial crisis. Financial 

institutions started giving warnings, one of them was issued by European banks and 

recognized tens of billions dollars as loss since 2002. In few months two major hedge funds 

were affected by crisis and closed due to huge losses and market conditions. Another 

European bank closed its three investment funds in 2007. Such incidents made financial 

markets panic and people started thinking that if big financial institutions could face such big 

losses and difficulties to continue their operations than anyone else could be hiding untold 

losses. Thus, the financial crisis became serious and distrust between financial institutions 

increased that made difficult to take interbank loans. Difficulty in getting funds and continued 

severe market conditions made liquidity problem for financial institutions, so the banks used 

to get funds from wholesale money markets. Northern rock which was home loan provider in 

United Kingdom became the first victim of financial crisis in UK and asked for bail out from 

bank of England and later on nationalized. (International Labour Office, 2009 p.6, 7) 
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Whereas, housing prices in United State continuously decreased due to huge losses in 

different kind of mortgage related derivative assets held by banks. Initial instruments and 

investment vehicles for instance residential mortgage backed securities, collateralized debt 

obligations, etc. faced losses that later on entered in other financial sectors. Merrill lynch was 

the first to recognized loss of US $5.5 billion in 2007 that increased up to US $8 billion. Total 

loss due to reduction in US home value was US$3.3 trillion in 2008. These results clearly 

showed that high proportion of mortgage based securities issuance was proved as poison for 

financial markets. Financial experts and economist predicted that continues losses would 

diminish American financial institutions assets and would have damaging effects on country’s 

banking industry. So, they asked for government to provide financial support to weak banks 

and sell off bad assets. Expected total loss on loans and reduction in assets valued in America 

was 3.6 trillion so government support and other measure were necessary and was the last 

option to save economy and financial industry from versed financial crisis (International 

Labour Office, 2009, p.7). 

2.6 BRIC Group of Countries 

Current paper focused on BRIC’s group of countries which were part of emerging countries 

but these four countries had very different market conditions as compared to other emerging 

countries so it was be difficult to compare them with others. So, in explaining BRIC’s 

countries, markets and financial institutions was very important before finding the relation 

between foreign and domestic banks’ profitability.  

2.6.1 Introduction of BRIC 

 

BRIC word was first time used by Goldman Sachs in November 30, 2001 for four emerging 

countries Brazil, Russia, India and China. The BRIC are the largest as well as the fastest 

growing emerging markets economies. BRIC group of countries has near half of total 

population of the world that is almost three billion people. Contribution of BRIC countries in 

the GDP of the world is higher than anyone else. Goldman Sachs compared BRIC 

performance with other group of countries like G 7 and predicted that at the end of last decade 

BRIC’s GDP would be 10% of the total world’s GDP. But by the end of 2007, BRIC’s group 

of countries GDP was 15% of total world GDP. Economists also predicted that China would 

become world’s biggest economy near 2050. Even Goldman Sachs believed that in 2050 

BRIC’s group of countries will outmarch America and take first four rankings. It is also 

expected that in 2020 BRIC group of countries will be in the list of top ten best economies 

and expected that China will become one of the largest creditors in the world. We can see 

expected top then economies in 2050 in following table according to GDP. 

 The World’s Largest Economies 

2010 2050 

No. Country GDP($tn, 

PPP) 

No. Country GDP($tn, PPP) 

 

1 

 

U.S 

 

14.12 

 

1 

 

India 

 

85.97 

 

2 

 

3 

 

China 

 

Japan 

 

9.98 

 

2 

 

China 

 

80.02 

 

4.33 

 

3 

 

U.S 

 

39.07 

 

4 

 

India 

 

3.92 

 

4 

 

Indonesia 

 

13.93 
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5 

 

Germany 

 

2.91 

 

5 

 

Brazil 

 

11.58 

 

6 

 

Russia 

 

2.20 

 

6 

 

Nigeria 

 

9.51 

 

7 

 

Brazil 

 

2.16 

 

7 

 

Russia 

 

7.77 

 

8 

 

United Kingdom 

 

2.16 

 

8 

 

Mexico 

 

6.57 

 

9 

 

France 

 

2.12 

 

9 

 

Japan 

 

6.48 

 

10 

 

Italy 

 

1.75 

 

10 

 

Egypt 

 

6.02 
 

Table 1: The World’s largest Economies. Source: World Report 2012. 

 

Except high growth rate, BRIC countries have very little things in common. Economists 

believe that if BRIC countries cooperate with each other and work together then they can 

control world economy. As China leads in good manufacturing, India in service sector 

whereas Brazil and Russia in raw materials, by working together they can outperform west. 

By now, they are trying to increase cooperation between each other but if it is successful still 

will not last long because country like China which does not depend on any single country/ 

region and has high growth rate in almost all area as compared to other BRIC countries, will 

focus on becoming world best economy. China and US competition will be important until 

2050 predictions become true. So, China does not need any particular alliance within BRIC 

group of countries. Financial crisis also increased the importance of BRIC countries in which 

developing countries were severely affected by crisis as compared to emerging/developing 

countries. It also had effect on Goldman Sachs prediction about China in which he predicted 

that China will outperform US in 2027 and number of BRIC’s group members will increase 

(O'Neill and Stupnytska 2009, p.3) 

2.6.2 Development in BRIC  

 

There are different indicators of economic growth and development such as infrastructure, 

technology, GDP, investment, volume of export and import etc. Latest paper on the 

development and infrastructure of BRIC countries by Goldman Sachs (2011) showed 

remarkable improvement in recent years. They needed investment to maintain and improve 

their infrastructure to attract business and get high growth rate. An estimation of investment 

required by Goldman Sachs in 2006 said that BRIC countries needed 400 US dollar per year 

to maintain high growth rate during 2006 -2010. That was around 8.5% GDP annually but the 

actual investment applied into development was lower than estimation near 4% or 5% average 

of GDP. BRIC countries were much behind developed countries such as US, UK, and Canada 

in which development and growth rate were very high. From BRIC, India and China grew 

their infrastructure rapidly but Brazil was slow as compared to all others in the group. Slow 

growth rate did not only damage or break Brazilian economy but also reduced the overall 

growth rate of BRIC group. Whereas, Russia had more advance infrastructure which was built 

during Soviet Union area but due to insufficient investment and maintenance these 

infrastructure was not much useful now. But in few area such as telecommunication, mobile 

and internet all members of BRIC had remarkable growth. (GoldmanSachs 2011, p.2) 
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 Figure 2: Infrastructure improvement of BRIC’s in Percentage. Source: (GoldmanSachs, 2011, p. 2) 

 
 

Another important and mostly used indicator of economic growth is technology innovation. 

Technology can help to increase product and service quality and decrease its overall cost. 

Developed countries pay huge amount on technology innovation to get competitive 

advantage. BRIC countries are also concerned about technology innovation and competing 

developed countries. Since last few years, they are experiencing growth in technology. 

Indicators that are used to observe achievement in technology area are patents, new product 

and services, research and development. Tseng, (2009) a study on BRIC group of countries 

development used patents and citation ratio to compare BRIC countries with VISTA countries 

(Vietnam, Indonesia, South Africa, Turkey and Argentina). Tseng used 1976 to 2006 period 

to analysis the technology innovation. The study found that until 1989 BRIC countries were 

behind VISTA group of countries in term of number of patents. But they recovered after 1992 

and became 12 times more than VISTA in 2006. Individually, China was the first with 4745 

patents whereas India, Russia, Brazil were on second, third and fourth position with 3678, 

3029, 2134 patents respectively. The ratios for Russia, Brazil, India and China were 5.3, 4.7, 

3.6 and 3.6 respectively. Author examined the strength of 30 fields of technology in BRIC 

countries and listed first four in which electric engineering stood first with 10.2% of total 

patents of BRIC, audio-visual technology with 9.3%, telecommunication with 7.7% and 

information technology with 6.8% stood second, third and fourth respectively (Tseng, 2009, 

p.29-35). 

 

BRIC’s companies increased listing and trading outside their host companies in search of 

outside fund. US, UK and Luxembourg were major involved countries in foreign listing. 

Before 1990s foreign listing in stocks was major from Europe, Australia, and north US. But 

after 2000 emerging markets experienced rapid growth that increased the stocks from 

emerging markets especially from BRIC countries (Wójcik and Burger 2010, p.289). Almost 

100 BRIC’s companies were listed outside the BRIC countries in 2006. “In 2007, the four 

largest emerging market economies of Brazil, Russia, India, and China (BRIC) accounted for 

73% of the new DRs (depositary receipts) listed on foreign stock exchanges, 63% of the 

capital raised, and 48% of the trading value” (Wójcik and Burger 2010, p.281). BRIC’s share 

in foreign listing was 20% in 2008 but it decreased in 2008 financial crisis. Overall 
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tremendous growth was observed in cross listed companies in BRIC countries. These cross 

listed companies were highly growing export oriented companies with capital intensive. BRIC 

countries had very liberal policies for these cross listed foreign companies and it was maybe 

because of shortage of domestic investment and capital. China experienced 3 times 

enhancement in cross listed companies whereas Russia 2 times and quadrupled in India. 

Decision of cross listed company mainly depended upon home and host countries trade 

relation and host countries expertise in industries (Wójcik and Burger, 2010, 295). 

 

Due to the big and highly growing economies, BRIC experienced continued enhancement in 

investments that was also required by BRIC countries to support their developments. 

Whereas, foreign companies were interested to invest in BRIC due to low cost of 

employment, manufacturing, and high profit. Statistics that were collected from IMF on table 

below showed the increase in investment level. One of the important things to observe was 

the impact of financial crisis on investment level. Finance crisis decreased the investment 

level in all almost all BRIC countries.  

Total investment (% of GDP) 
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Figure 3: Total investment in BRIC countries. Source: International Monetary Fund, World Economic 

Outlook Database, April 2012. 

2.6.3 BRIC Alliance 

 

To explore potential opportunities and compete with developed countries, BRIC needs to 

cooperate and alliance within group. Because as I already mentioned above that their high 

growth needs huge investment to maintain constant growth rate. In this context, BRIC’s 

countries help each other by exploring and investing in each other’s market. Chinese 

investment in Brazil during 2001 to 2009 was $215 million which increased and become $12 

billion in 2010. Reason of that alliance and investment could mitigate the impact of financial 

2008 on both countries’ economies. Due to huge resources and advanced technology, China 

mainly focused on mining, steel and emerging sector and petroleum sectors. Such alliance 

was not only important to earn greater profit but also secured raw materials that China and 

Brazil required for their growing economy. On the other hand, Brazil got macroeconomic 

stability and high GDP by Chinese investments and business in Brazil market. In BRIC, 

China and Brazil were the biggest trading partners after signing 13 agreements in 2009 

between China and Brazil. Their alliance is continually growing and they had signed few 
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more business agreements in BRIC’s summit held in 2010 which also included the agreement 

to replace the US dollar between China and Brazil trade. “In the broadest terms, the deals are 

a demonstration of fraternity between two of the world’s biggest emerging powers, at a time 

when the global leadership credentials of developed countries are being held up to question” 

(EconomistIntelligenceUnit, 2010, p. 2-65).  

2.6.4 Business Strategies for BRIC 

 

Considering recent development and financial activities in BRIC countries, researchers 

predicted a major change in world’s economy that would change the hierarchy. BRIC with 

15% GDP of the world and 40% foreign exchange reserves will lead countries in world 

economy in 2050 as Goldman Sachs predicted. Business style of emerging market especially 

in BRIC is different as compared to developed countries as director of corporate union 

solution for western union (Hinojosa, 2011 p.16). He also explained three very important 

areas that needed special attention of investors and companies who wanted to run business in 

emerging markets. Banking system, local currency payment options, risk, and hedging 

strategies were those three areas where investors might focus before exploring opportunities 

in BRIC countries. Current paper focused on one of them that were “banking system” in 

BRIC which was the backbone of economy. Understanding and research on BRIC financial 

system especially banking system is very important for foreign banks in order to successfully 

conducting business in BRIC countries. For that purpose, foreign banks need to conduct detail 

study and analysis of these countries or hire some financial experts who had greater 

knowledge of BRIC countries and their financial system.  

 

There are lot of issues that need attention before a bank decides to work in BRIC group of 

countries such as cost and time of transaction, risk and hedging strategies, rules and 

regulations, government policies, payment procedure, dealing with local currency, currency 

exchange rates etc. Current paper provides some knowledge about BRIC countries, their 

development, financial system, and banking system as a general that help foreign as well as 

local investor to understand the significance of BRIC countries, opportunities, and relation 

between banks. As I mentioned above that there are very little things common in BRIC group 

of countries. Financial system is one of them that are different in all BRIC countries. I believe 

that it is extremely important to briefly discuss their financial system individually before 

moving to find out the impact of foreign banks on domestic banks. I did not discuss financial 

systems deeply because the current paper focused on BRIC countries as a group rather than 

individual countries.   

2.6.5 Financial Market and Institutions in BRIC’S Countries. 

 

As we know BRIC countries are the largest and the fastest growing countries with huge 

population. They have nearly three billion populations which is almost half of the total 

population of the world. Banking industry in BRIC countries showed significant growth in 

last decade. A survey of UK magazine “Banker” on the top 1000 world’s banks showed that 

16% of the top 1000 banks were from BRIC countries in 2010 and it was 4.3 % more than 

2000 percentage. As statistics collected by the banker website, showed that the numbers of 

each BRIC group of countries banks was in top 1000 banks of the world list. Except Brazil, 

all members of BRIC countries improved their numbers in top 1000 banks list.    
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Number of BRIC banks in the top 1000 world banks. 

Brazil 18 16 

Russia 4 30 

India 12 31 

China 9 84 

Table 2: Numbers of BRIC banks in top 1000 World banks. Source: (Timewell. 

2010).www.TheBanker.com 
 

There are some common characteristics in BRIC banking system. BRIC countries allow 

private banks as well as foreign banks to work side by side with state owned banks. But all 

top leading banks in BRIC countries are sstate-owned banks. Chinese, Brazil, and Russian 

state banks were among top 50 world’s banks whereas Indian leading state owned bank was at 

68
th

 world ranking in 2010. In term of size, Chinese banks are bigger than other members of 

BRIC countries. Profitability ratios are tools to check the performance of banks. For that 

purpose, ROA and ROE are calculated mostly. Studies showed that if we considered financial 

ratios such as return of asset (ROA) then Brazilian banks had high ROA as compared to other 

BRIC countries whereas Russian banks had lowest ROA. Number of non-performing loans is 

another very important factor in the performance evolution and profitability of all types of 

banks. In BRIC countries Chinese banks had lowest non-performing loans among other BRIC 

countries. (Timewell, 2010) 

 

It was important to briefly discuss the significance of banking system in all members of BRIC 

group of countries because all of them did not pose the same characteristics and situations. So 

next the author dug deeper in and explain individual country financial market and presented 

important practical issues that a reader must know before reading the results of current paper. 

 

Brazil: Study focused on Brazilian banking system showed that foreign banks had positive 

impact on domestic private banks’ performance and this improved the efficiency of domestic 

banks. Study used 1995-1998 time period to explore the performance of Brazil banking 

system (Bevilaqua & Loyo 1998 cited in Fachada, 2008, p.43). But Brazil banking industry 

faced volatility in foreign direct investments during 1996 to 2006. As shown on the table 

below, we can observe that inflow and out flow of investment from Brazil banking industry 

clearly showed volatility in the industry.  

 

FDI in Brazilian Banking (1996-2006) US Million 

 Inflow Outflow Net 

1996 379 3 376 

1997 1596 4 1592 

1998 5916 187 5729 

1999 1677 208 1469 

2000 6352 330 6022 

2001 1975 406 1569 

2002 1175 209 963 

2003 386 1867 (1481) 

2004 847 6 841 

2005 889 1569 (680) 

http://www.thebanker.com/
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2006 647 1124 1523 

Table 3: Foreign Direct Investment in Brazilian Banking. Source: (Fachada, 2008; p.11) 

 

 

Profitability of domestic private banks was more than foreign banks in Brazil. Foreign banks’ 

entry was also increased in Brazil but their entry did not affect the cost of banking. Market 

share of foreign banks in Brazil banking market was 33.6% in 2002 which was ceased in later 

years. So, the financial liberalization and internationalization gave strength to domestic 

banking market and they performed well as compared to foreign banks. A lot of foreign banks 

stopped their operations in Brazil due to low profitability and risks. In that way, Brazil 

banking market was unique because foreign banks had to face strong competition by the 

domestic banking market players (Fachada, 2008, p.43). But due to large and fastest growing 

economy, foreign banks were still interested to invest in Brazil. 

 

China: Reforms in Chinese financial industry started two decade before but the financial 

crisis of 1998 turned its focus toward health and safety of banking industry. In 2001, China 

became a member of WTO and committed to create fair market competition in banking 

industry before 2007. Before that, the banking industry was being controlled by China 

government but still foreign banks had to struggle and faced few structural problems such as 

accumulation of non-performing loans in banking industry, lack of scientific and modern 

credit risk management techniques, weak regulation, and governance system. China imposed 

different restrictions on foreign banks’ entry in China such as one branch per year and 

charged high licensing fee for each new branch. Instead of these difficulties, the number of 

foreign banks increased with time because of China’s rapid growth and being one of the 

biggest economies in the world. China had 17.5% growth rate in banking industry during 

2003 to 2007. 
 

the table given below shows some statistics of foreign banks’ participation in China and their 

percentage in overall banking industry. (PWC, 2011, p.14) 

    

Foreign banks’ participation in China 

Item/Year 2004 2005 2006 2007 2008 2009 2010 

Number of institutions* 188 207 224 274 311 338 360 

Assets** 5823 7155 9279 12525 13448 13492 17423 

As % of the total 

banking assets in China 
1.84 1.91 2.11 2.38 2.16 1.71 1.83 

* Including headquarters, branches and subsidiaries  

** RMB 100 million 

Table 4: Foreign banks’ participation in China. Source: PWC, 2011, p.14 
 

But China’s four largest banks were domestic banks and they were not totally independent 

commercial banks; government and central bank had influence on them. After the removal of 

restrictions from investment in banking industry, foreign banks rapidly increased their 

branches in China but still the role of foreign banks was limited. As the table above shows the 

market share of foreign banks in Chinese financial market is very low. One of the reasons can 

be that foreign banks mostly focus geographically. For instance, one-third of foreign banks’ 

branches are only in Shanghai. China had 17.5% growth rate in banking industry during 2003 

to 2007. (PWC, 2011, p. 15)  
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India: Indian banking industry is under development since last two centuries, which is 

considered very stable and healthy in terms of balance sheet and risk faced by banking 

industry. Even the financial crisis of 2008 did not affect the performance of Indian banking 

industry significantly. Most of the banks which work in Indian financial sectors are controlled 

by government. Although Indian government encourages private as well as foreign banks to 

operate in domestic market, but still banks that are controlled by Indian government hold 

approximately three-fourth of total banks’ assets. Regardless of long history of foreign banks’ 

operation in Indian market, they still have very small portion of share in Indian market. We 

can observe market share of banks controlled by government, private, and foreign banks in 

figure given below.  

 

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 4: Market share of Private, Foreign and Government controlled banks in India. Source: 

(Thomoswhite, 2011, p.4) 

 

In 2010, foreign banks had only 310 branches in Indian which mostly target only major cities. 

Foreign banks concentrated on business banking in India and provided services to their global 

clients. Due to high growth rate and expansion of Indian businesses globally, foreign banks 

got more opportunities to increase their operations and profits. Revenue generated by foreign 

banks was mostly based on fee received by providing services to their clients. Foreign banks 

received high fee as compared to domestic banks. Therefore they had high ratios as compared 

to domestic banks. On the other hand, foreign banks faced high employment cost as well as 

non-performing loan as compared to domestic Indian banks. As we can see in table below:   

 
Government controlled banks dominated (% of share 

of total assets 

74%

19%

7%

Government controled

banks

Private sector

Foreign banks
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Foreign Banks also have more fee Income, but have Higher Employee cost 

and Bad Loans 

 

 

Other 

income % 

of total 

income 

Employee 

costs as % of 

total cost 

Bad loans % 

of net assets 

Number of 

branches 

Government 

controlled banks 

13.6 14.8 1.1 61.301 

Private banks 19.6 12.8 1.0 10.387 

Foreign banks 27.4 23.5 1.8 310 

Data as on March 31, 2010; Source: Reserve Bank of India. 

Table 5: Comparison of Indians banks. Source: Thomas white, 2011; p. 8) 

 

 

A study on Indian banking industry performance showed that Indian banks’ performance 

improved by deregulation whereas domestic banks’ (public and private banks) performance 

was better than foreign banks working in India. Domestic banks in India were more cost 

efficient and productive as compared to foreign banks. It was because foreign banks followed 

costly practices in India (Sensarma, 2006, p.18). To earn more profit and keep in competition 

foreign banks in India need to become more cost effective and should target different 

potential customers.  

 

Russia: Russia has the largest growing economy and huge natural resources that attract 

foreign investment in Russia. Russian banking system is highly dependable upon government 

policies and environment. Russian banks have important role in the development of Russian 

economy but their role in the development of non-financial sectors is not larger because they 

focus on short term credits rather than long term. Lack of regulations, corrupt practices and 

unstructured banking system are the problems of Russian banking industry which also limit 

the foreign investment in Russian financial sector. Due to these reasons it is observed that 

foreign banks which operate in Russia are in the form of subsidiaries under Russian’s law. 

Financial crisis of 2008 hit Russian banking system severally so Russian government gave 

financial support to banking system. Yet the problems for the Russian banks are not finished, 

two major problems they still have to face: inflation which is due to state banks and high 

interest rate in credit market (Post soviet world; 15 Nov 2011). 

 

Study on the efficiency of Russian banks showed that domestic public banks’ performance 

was better than domestic private banks. However, foreign banks’ operating in Russian market 

have better performance than domestic public and private banks. Performance of foreign 

banks in Russia is proved by previous researches but finding of public banks more than 

private banks is not common. (Karas, Schoors, Weill 2008; p.16-17). 
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2.7 Hypothesis Development 

 

Claessens et al (2001) observed 7900 banks from 80 different countries of the world during 

1988 to 1995 and examined the foreign banks’ presence effects on the domestic banking 

market. For that purpose, they investigated net interest margins, overhead, taxes paid, 

profitability, and difference between foreign and domestic banks. They compared share of 

foreign banks in total numbers of banks and share of foreign bank’s assets in total bank’s 

assets with income and profit of domestic banks. It was found that foreign banks had low 

profitability as compared to domestic banks in developed countries, whereas in developing 

countries opposite results were observed. Moreover, they also observed that the increasing 

presence of foreign banks reduced the profitability and margin for domestic banks. These 

effects were based on a number of foreign banks in domestic market rather than the market 

shares of the foreign banks, so the effect could be observed right after the entry rather than at 

a certain level of market share. But in the long run, foreign banks improved the operations and 

functionality of domestic banks and overall improved the welfare of banking customers 

(Claessens et al, 2001). Another study conducted by Bouzidi Fathi specifically focused on 

developing countries by observing 1770 active banks in 54 developing countries during 1993 

to 2001, found similar but little different results. He compared cost and efficiency of foreign 

and domestic banks. It was found that foreign banks performed better than domestic banks in 

developing countries and these were similar results that were found by previous researchers. 

He also found foreign banks had negative effects on domestic banks’ efficiency and domestic 

banks could not improve their efficiency in the presence of foreign banks (Fathi, 2010, p.103). 

 

Research on India showed totally opposite results. Rudra Sensarma estimated the efficiency 

and productivity of banks working in India during 1986 to 2000. He used 27 public banks, 25 

domestic private banks, 22 foreign banks and 9 new private domestic banks and applied 

parametric methods of stochastic frontier analysis (SFA) that provided them estimation of 

cost inefficiency and its determinants. It was observed that intermediation costs reduced in 

Indian banking and total factor productivity increased due to deregulation. His finding showed 

that foreign bank’s performance in that period was worse as compared to public and private 

banks worked in India. It was suggested that it could be because of the costly practice of 

foreign banks in India. Another study on Brazil investigated the effects of foreign banks on 

domestic banks by using cost and profitability of banks during 1996 to 2006 and found that 

foreign bank’s presence reduced the overhead costs of the domestic banks but did not reduce 

the profitability of domestic banks. In other words, we can say that foreign banks force 

domestic banks to improve their overall efficiency in order to compete with foreign banks. 

(Fachada, 2008). Niels Hermes and Robert Lensink repeated Claessens et al. (2001) study on 

LDC’s (lower developing countries) only and found different results as compared to 

Claessens et al. (2001). They used domestic banks’ income, profit and cost to observe foreign 

banks’ presence effects and explained that foreign banks had different effects in developing 

and developed countries. The relationship between foreign banks and domestic banks was 

suggested U shaped. Domestic banks faced effects due to competition and efficiency only 

when foreign bank’s entry reaches a certain level. (Hermes & Lensink, 2004). 

 

In general, we observe that foreign banks have negative effects on domestic banks in 

developing countries whereas in developed countries domestic banks perform better than 

foreign banks due to high competition, well established regulations and professional practices. 

Current paper is an extension of Claessens el al (2001) but with a few changes. Previous study 

compared number of foreign banks in domestic market with the profitability of domestic 

banks but current paper, rather than using number of foreign banks, used profitability of 
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foreign banks in the domestic market to compare with the profitability of domestic banks 

because the purpose of the current study is to compare the financial performance and 

investigate the effects of foreign bank’s financial performance on domestic bank’s financial 

performance. Therefore, current research used only profitability as a variable measure for 

both foreign and domestic banks. Whereas, ROA and ROE, were considered as a profitability 

for both types of banks. Domestic banks’ efficiency will be considered better if they are 

earning profit better than foreign banks. I argued that better profit showed that they were 

successfully facing competition and effects from foreign banks. On the basis of the above 

discussion and theories I developed following hypothesis for his research. 

 

H1-0: There is the negative impact of foreign bank’s profitability on domestic bank’s 

profitability. 

H1-1: There is no negative impact of foreign bank’s profitability on domestic bank’s 

profitability. 

 

As literature review showed that there are different kinds of impacts that foreign banks have 

on profitability of domestic banks. If I found negative impact of foreign banks on domestic 

banks’ return in the BRIC group as a whole then I would accept the hypothesis and confirm 

the theory of Claessens et al (2001) that foreign banks have a negative impact on domestic 

bank’s profitability in developing countries.  

 

I selected BRIC group of countries to find the impact of foreign banks on domestic bank’s 

profitability so in order to deeply investigate the relationship and impact of foreign banks on 

domestic banks in BRIC, I did not only use BRIC countries as a group but also investigated 

individual country to check the individual position and contribution in the group. As I 

observed from literature review, all four countries’ financial industries are not at the same 

level. Few countries have well developed domestic banking system which gives strong 

competition to foreign banks whereas few countries have restriction on foreign banks working 

in their country. That is why it was important for me to observe the individual position before 

moving to BRIC group. The purpose of finding relation in individual country was to develop 

understanding how a relationship in group build up and how much difference each country’s 

banking system had from others.  

 

Foreign banks’ entry in domestic market is significantly associated with the reduction in 

domestic bank’s overall performance and profitability (Claessens et al. 2001, p.906). Another 

study found that domestic banks had a strong position in domestic market and competition 

started at a certain level of foreign banks’ market share (Hermes and Lensink, 2004). If we 

observe, study on the Indian banking industry by Sensarma (2006) estimated the productivity 

and efficiency of Indian domestic private and public banks against foreign banks during 1986 

to 2000. He found that domestic banks performed better than foreign banks. Fathi (2010) 

explained that whereas foreign banks had high performance in the domestic market; they 

could also follow risky business strategies. On the other hand, reduction in profitability forced 

domestic banks to follow risky strategies for instance increasing credit volume in order to 

maintain the profit margin. These risky strategies followed by foreign and domestic banks due 

to keep in competition especially in financial crisis although they increased bad debts and 

loses that also affected overall profitability of banks. Financial crisis 2008 started due to the 

risky practice of banking institutions in the USA that had a strong negative effect on all over 

the world. It did not only hit developed countries but developing countries also faced the 

negative impact of financial crisis on their banking industry and banking industry became 

more risky (Bank for international settlement, 2010). A study on BRICS published by Oxford 
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university press also confirmed negative impact and reduction in profitability and efficiency 

of the BRIC banking sector due to financial crisis 2008 (Oxford university press, 2012, p.16). 

Therefore, next hypothesis was developed to check the financial performance and efficiency 

of foreign and domestic banks during financial crisis.  

 

H 2-0: Foreign banks performed better than domestic banks during financial crisis in BRIC. 

 

H2-1: Foreign banks did not perform better than domestic banks during financial crisis in 

BRIC.   



P a g e  | 31 

 

Chapter 3: Methodology 
 

This chapter is divided into two parts first is scientific positioning and the second is practical 

methodology. Theoretical methodology covers choice of subject and preconception about 

current topic. Further, it discusses current paper’s philosophical stance, study type, research 

strategy and methods. I use figures to present the strategies, which are easy to understand 

and less time consuming for the reader.  

3.1 Scientific Positioning 

The aim of providing scientific starting point is to create understanding about how research 

works should be conducted and what the important issues while conducting research bbecause 

there are lots of research techniques that a researcher can follow. Here I would select 

appropriate research models, tools and techniques that were suitable for the area of research 

and topic.   

3.1.1 Choice of Subjects 

 

I am a student of the Master in finance in Umea University so it is natural to write thesis on 

finance. Previously worked on finance and banking increased my interest to work in the 

banking industry. Risky practices of financial institutions developed financial crisis 2008. 

Financial crisis started from developed countries and then entered in developing countries. In 

order to keep in business, banks moved towards other countries for instance high growth 

developing countries. As mentioned in the literature review, those foreign banks not only had 

an effect on domestic banks but also brought a financial crisis in domestic market. That effect 

was different between developing and developed countries. As a famous study by Claessens 

et al, (2001) found that foreign banks had a negative effect on domestic banks in developing 

countries and opposite in developed countries. Location or area wise of the study results were 

very general. Therefore different researchers used that study on specific areas and found 

totally different results on that topic. If we compare previous studies countries wise then we 

would find totally opposite results as I mentioned in the problem discussion. These facts 

increased my interest to address that topic once again with new location which was not being 

used before that is BRIC. BRIC group of countries are high growth developing countries and 

seeking foreign investments. Therefore, conducting a study on BRIC would be valuable for 

foreign banks, investors and shareholders in order to find a relationship between foreign and 

domestic bank’s profitability by using empirical data of banks working in BRIC’s countries.  

3.1.2 Preconception  

 

From research subject to a conclusion, research can be biased by author’s belief, interests, 

educational background and experience. A researcher needs to be objective towards research 

in order to avoid bias and try to be independent to present impartial opinion (Saunders, Lewis, 

& Thornhill, 2009, p. 596). My study background is master in finance so it gives me basic 

knowledge about the banking system and theories used in the current paper. In addition, 

previous project related to banking industry made me to be more objective. Research 

technique used in the current paper is quantitative which based on objective numerical data. 

So it was highly expected that conclusion and results that would be drawn was not be 

influenced by preconceptions. Moreover, it is also important to mention that my supervisor 
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and colleagues did a critical analysis on the current paper during the research process and 

gave their valuable advices and comments in order to avoid subjective interpretations.  

3.1.3 Perspective  

 

The perspective of the study refers to the group of people for whom the results of the study 

can be useful. Therefore, my selection of literature, data and method was guided by 

perceptive. Current study mainly focused on foreign and domestic investors and shareholders 

as well as analysts. Recent developments in the banking industry and financial markets 

especially after financial crisis 2008 once again made banking industry important and 

interesting topic for research. Banks faced high volatility in their profitability and they turned 

towards less risky developing countries to mitigate risk. BRIC group of countries is one of 

among less risky and fast growing countries. Therefore, investors who want to invest in the 

BRIC group of countries can derive their investment strategies by using the current paper’s 

findings and can get information about how the new entry of foreign bank can affect their 

investment and profitability. Current paper also provides existing as well as potential 

investors understanding of the potential of BRIC countries, financial markets and institutions.    

3.1.4 Research Philosophy 

 

The research philosophy selection is not only useful to design strong research study but it also 

specifies the direction of study. The philosophical stand of an author shows that how he/she 

perceives the world and how they conduct research to study the social reality. In addition, an 

understanding of research philosophy is very important for researcher and research work 

because it has a vital role in the choice of approach and strategy of research study. There are 

two aspects that define the research philosophy: Ontology and Epistemology. Both are 

explained below.  

 

Ontology 

 

Ontology means what the real world is and describes the role of social actor in developing 

social entity. It answers the question of existence of relations between people, society and real 

world. According to the research text book “The central point of orientation here is the 

question of whether social entities can and should be considered objective entities that have a 

reality external to social actors, or whether they can and should be considered social 

construction built up from the perceptions and actions of social actors” (Bryman & Bell, 

2011, p. 20). Inside the ontological concept there are two positions that a researcher can use 

for his research work according to his nature and purpose of the study. These positions are 

Objectivism and Constructionism. Objectivism assumes that social reality is independent and 

beyond the reach of us. People cannot create or influence social reality but it is created by 

itself. Whereas, Constructionism is social phenomena which assumes that social reality is 

developed by social actors continues interaction (Bryman & Bell, 2011, p. 22). For the current 

paper, I took objectivism position for ontology stance due to the nature of research. My aim 

was to identify the correlation between foreign and domestic bank’s profitability in BRIC 

during 2000 to 2011.  

 

Epistemology  

 

Epistemology deals with the appropriate knowledge to study the reality. It answers the 

question as how to study reality and what the sources and limitations of the study are. 
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Remenyi et al., & Swartz (1998, p.202) described the epistemology as “the study of the nature 

and grounds of knowledge particularly within its limits and validity”. Epistemology focus on 

that research must have ability to understand the reality and obtain knowledge from it 

(Ritchie, & Lewis, 2003, p.13). 

 

The most common epistemology positions are: positivism, interpretivism and realism. 

Positivism leads to follow the philosophical approach of natural science. In this approach, a 

researcher works only “with an observable social reality and that the end product of such 

research can be a law like generalizations similar to those produced by the physical and 

natural scientist” (Saunders et al., 2009, p. 113). On the other hand, interpretivism assumes 

that “the subject matter of the social sciences – people and institutions- are fundamentally 

different from that of the natural sciences” (Bryman & Bell, 2011, p. 16). This type of study 

needs to follow different logics and procedures to study social actors. Therefore such studies 

are recommended where the researcher needs to find behaviour and focus on psychology for 

instance study of business and management, marketing and human resource management etc. 

(Saunders et al., 2009, p. 116). The realism philosophy based on interdependency of human 

values and beliefs. It believes that external and objective reality exists and effects people’s 

behaviour and interpretation. It shares two features of positivism. First it believes that natural 

and social science should apply same kind of approach on collected and its explanation. 

Second, it assumes that there is a reality that is separate from researcher description. Realism  

 

 I am studying the relation between foreign and domestic banks’ profitability in which I need 

to compare both types of banks’ financial data which is a measurable social reality. The 

meaningful comparison and analysis of such data provides desired outcomes. We have 

already existed theory that needs to be tested in the new financial market. In order to confirm 

existed theory I need to develop hypotheses and test them by using financial data into 

statistical tools. The requirements and process of my research are in the line of positivism 

stance therefore I feel positivism position would suit for my research design.  

3.1.5 Research Approach 

 

After the philosophical stand, the research approach verifies the connection between theory 

and research work. Current paper’s purpose is to check already existing theory about foreign 

and domestic banks’ relation in different financial markets. In that line, I developed 

hypotheses for research and collected eleven years historical data of foreign and domestic 

banks that will be used in analysis and testing developed hypothesis by using scientific tools. 

As a result I will either accept developed hypothesis or reject them and modify the theory 

according to results. Therefore, following deductive approach will be suitable for my research 

because deductive approach leads to the use of existing theory to develop hypotheses and 

design the research to test the developed hypothesis (Bryman & Bell, 2011, p. 11).  

3.1.6 Type of Study 

 

The scope of study also depends upon type of study. There are three types of studies that 

researchers follow for research purposes: exploratory, descriptive and explanatory study. 

Exploratory type of study is used when author wants to develop the understanding of certain 

problems and search for new ideas and solutions by assessing events and asking questions in a 

new way. Whereas descriptive deals with event or person in a new way, without considering 

the factors of happenings. It has ability to test the hypothesis about different variables in 

different situations (Jolly, & Mitchell, 2010, p.205). Explanatory study is opposite to 
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descriptive study in which objective is to determine relation and linkage between variables 

(Saunders et al., 2009, p. 139-140). 
 

The purpose of the current paper is to investigate the impact of foreign banks’ profitability on 

domestic banks’ profitability in BRIC during 2000-2011. This paper followed Claessens et al 

(2001) study in a new way on specific location therefore descriptive study would be best to 

conduct that research. I argued that current research area is already addressed but on different 

level and area. I used previous theories and models with some changes and implementation on 

high growth developing countries (BRIC). 

 

Studies which are based on analysis of historical data, use administrative records and 

documents that gives a complete and authentic picture of past are called Archival Research 

strategy in which the use of administrative records and documents are the main source of data 

(Saunders et al., 2009, p. 150). Official data such as ROA and ROE published by banks is 

used for the current paper. Source of collecting that historical data is from official databases 

named Bankscope and DataStream of Thomson Reuters rather than colleting from 

administration of the banks due to authenticity and less time. Collected data is part of reality 

that is being studied (annual profitability ratios) that is suitable for archival study.  

3.1.7 Research Method 

 

One of the important strategies that determine the data collection and analysis procedure is the 

selection of research method which are Quantitative and Qualitative method. These two 

approaches are widely used in business research studies. Quantitative method leads to the 

collection of data which is based on numerical figures for instance annual returns. It describes 

the reality through numeric variables and predicts future through relationship among different 

variables (Johnson, & Christensen, 2011, p.38). On the other hand, qualitative method deals 

with non-numeric data for instance interviews and literatures (Saunders et al., 2009, p. 151). It 

is based on detail proofs and evidences and it does not simply rely on numbers (Remenyi et 

al., 1998, p. 288). 
 

Moreover, research philosophy and approach are also categorized by these research methods. 

For instance, quantitative approach is mostly associated with deductive approach of study 

with objective and positivism stand of study. On the other hand, qualitative approach follows 

inductive approach with interpretivism and constructionism stand (Bryman & Bell, 2011, p. 

27).  
 

The purpose of the current paper is to identify the impact of foreign bank’s profitability on 

domestic bank’s profitability. For that purpose I have financial data of all foreign and 

domestic banks that are measurable reality. Such numeric data can only be converted into 

meaningful results by using statistical and mathematical tools. The best statistical tool for 

current research that can analysis numeric data and describe the nature of relation between 

foreign and domestic banks’ profitability is multiple regression because it can not only 

identify the relation between variable but also describe the direction of the relation. Moreover 

through that statistical tool I can eliminate the effects of control variables that is very 

important for my research. By nature my data, statistical tools and research are quantitative 

therefore the only suitable way to conduct this research is the quantitative research method.  

3.1.8 Literature and Data Source  
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After deciding the philosophy and method of the research, the next step was to choose the 

data type and source of gathering data. As for as literature is concerned, there are three 

different sources for literature gathering: primary, secondary and tertiary (Saunders, Lewis et 

al. 2009). For my research, I used secondary source to gather literature for instance: scientific 

articles, journals, books, newspapers and databases. All lliterature used in current paper was 

collected from Umea University database such as library, diva, business source premier as 

well as Google scholar and other data sources. Historical numerical data for instance return on 

asset (ROA) and return on equity (ROE) was gathered from Thomson Reuters DataStream 

and Bankscope data base. Use of secondary data can be a good idea for students and 

researchers who do not have much resources, time and money to collect data from other 

sources. The advantage of using secondary source is that it saves time for researchers so there 

is more time available for analysis and results. Moreover, data collected from official sources 

such as Umea University database, DataStream and Bankscope have high quality and 

authenticity. It also provides opportunity to researchers to do longitudinal as well as cross-

cultural analysis that give different results and explore new areas. 

 

The use of secondary source has some disadvantages that are necessary to consider before the 

selection of data type (Saunders, Lewis et al. 2009; Bryman and Bell 2011 p. 268-272). One 

of the main problems of using secondary source is access to data. It is very costly to get data 

from official database if you are not linked with any institution such as university or research 

centre. I did not face any problem in accessing the database as I was the student of Umea 

University that is why I had free access to the university database and Thomson Reuters 

DataStream and I had received a free trial access to Bankscope database which fulfilled my 

required need of data. Second problem of using secondary data is that researcher can face 

unfamiliarity with provided data and it can also possible that data might be collected for some 

other purposes that would not fulfil researcher needs for his research. In my case, because I 

chose quantitative method in which I needed only numeric data of foreign and domestic 

banks’ profitability so that limitation did not influence current research. Another important 

issue in using secondary source is that researcher does not have control over quality of data. I 

used DataStream and bank scope for the collection of foreign and domestic banks’ 

profitability data with expectation that they have high quality. I did cross check by randomly 

comparing different bank’s profitability with banks’ financial statements. Another argument 

of authenticity and quality of databases is that most of the previous researches used 

Bankscope database to conduct research relevant to banking sector. DataStream is one of the 

most trustable and reliable data pprovider in Europe and all over the world.  
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3.2 Practical Methodology 

The aim of this section is to provide practical methodology of current research work. This 

section starts with the description of sample data, time horizon and method of data collection. 

Further, returns and calculation of returns are described. Finally, this chapter ends up with 

the presentation of statistical tool regression that is used in order to get meaning full results 

from raw data.  

3.2.1 Sample Data 

 

The aim of the study is to find out the impact of foreign banks’ profitability on domestic 

banks’ profitability in the BRIC group of countries during 2001 to 2011. For that purpose, 6 

types of banks were selected from the BRIC group of countries according to operations and 

functions. These types of banks were: commercial banks, saving banks, cooperative banks, 

real estate and mortgage banks, investment banks and private banks. Few banks were 

performing all functions whereas others performed partially or single function. Mostly foreign 

and domestic banks involved in above mentioned operations and functions therefore I chose 

them to cover most part of the banking sector. Such samples make good comparison and 

provide more authentic results. Furthermore, banks with 51% foreign ownership or more than 

that is considered as foreign banks. The number of foreign banks and domestic banks are not 

equal in BRIC countries but it did not affect the current research because the main purpose of 

this research was not to compare BRIC countries with each other. For the purpose of 

comparison between foreign banks and domestic banks, data should be consistent. Therefore, 

I used DataStream and Bankscope database to collect ROA and ROE. Those databases are 

mostly used by researchers and is considered most authentic source.  

 

Types of Banks Brazil Russia India China 

 Private local private local Private Local private local 

Commercial Banks Yes Yes Yes Yes Yes Yes Yes Yes 

Saving Banks Yes Yes Yes Yes Yes Yes Yes Yes 

Cooperative Banks Yes Yes Yes Yes Yes Yes Yes Yes 

Real Estate & 

Mortgage Banks 

Yes Yes Yes Yes Yes Yes Yes Yes 

Investment Banks Yes Yes Yes Yes Yes Yes Yes Yes 

Private Banks Yes Yes Yes Yes Yes Yes Yes Yes 

Table 6: Types of banks and availability of data from BRIC group of countries during 2001-2011. 

3.2.2 Time Horizon 

 

It is important to define a time period for current research while formulating the research 

design because I do not only find out impact of foreign banks on the profitability of domestic 

banks but also investigate the financial performance of foreign and domestic banks during 

financial crisis. There are two types of studies according to time horizon first is: cross-

sectional and second is: longitudinal study (Saunders et al. 2009, p.155). The current paper 

has two research questions. In order to answer the first question, I have to compare the 
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profitability of foreign banks and domestic banks over time. For that purpose, I need cross 

sectional study. Second question relates to the impact of financial crisis on foreign and 

domestic banks’ financial performance that needs to compare the average return and mean 

variance before financial crisis, during and after the financial crisis. As I mentioned before 

that sample data was collected during 2001 to 2011. In the analysis, I use descriptive statistics 

and graphs to compare profitability and variance pre and post financial crisis. The financial 

crisis had less impact on Chinese and Indian economies and these economies recovered soon 

successfully whereas Russian economic recovery was very slow. On the other hand, Brazilian 

GDP growth was effected late but still not recovered. In other word, we can say that financial 

crisis enter in most of the BRIC country in the same year but have different level of impact on 

economies and BRIC countries respond differently.       
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Figure 5: Comparison of GDP growth in BRIC group during 2001-2011. 

 

In order to answer the second question, I used both types of comparison to find out how much 

volatility domestic and foreign banks’ profitability showed in the BRIC group of countries. 

Therefore, I used longitudinal and cross sectional study for answering second question.  

 

As it was described before, data were collected from 2001 to 2011. Unfortunately, I did not 

get all the domestic and foreign banks’ financial data for selected time period. One of the 

reasons was that few banks entered into the market late or existed during selected time period. 

The second reason was because my selected database did not get authentic information for 

those years from banks so they did not provide information in such years. Another asymmetry 

that I observed was, the number of foreign and domestic banks in each country in BRIC group 

was different and few banks were missing due to unavailability of data. This could be 

limitation of this study which affected the results of the research. The following table provides 

availability of data and the number of observations that was collected through Thomason 

Reuter’s DataStream and Bankscope database.  
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Availability of Data 

 

 
BRIC BRAZIL RUSSIA INDIA CHINA 

F.B D.B F.B D.B F.B D.B F.B D.B F.B D.B 

2001 28 269 15 117 4 81 5 51 4 20 

2002 29 316 15 119 4 103 5 62 5 32 

2003 27 285 15 102 3 79 4 63 5 41 

2004 43 331 11 96 21 125 6 67 5 43 

2005 33 289 11 96 8 65 7 61 7 67 

2006 60 371 11 98 33 111 7 66 9 96 

2007 89 387 13 110 48 108 6 68 22 101 

2008 98 357 12 98 54 99 6 69 26 91 

2009 102 338 14 86 53 92 6 69 29 91 

2010 98 313 12 78 53 80 5 67 28 88 

2011 60 147 3 40 54 36 3 61 N.A 10 

Table 7: Available data over time and number of observations for each variable.  

3.2.3 Data Collection Method 

 

For current research paper, data collection process is the most important part of the research. 

The collection of apex 1600 banks’ data is very difficult and time consuming so the best 

solution is to use some authentic databases which provide all required data in sorted form in 

less time and higher authenticity. I attended a seminar about using Thomas router DataStream 

and tried to get all data from Thomas router DataStream which was available in the Umea 

University library but I did not find all data. As I observed that Umea University library have 

limited subscription that mostly covers stock exchange related data and it provided me ROE 

but not ROA. Therefore, I decided to use another database which was mostly used in 

quantitative research about banks. I got information about Bankscope while reading different 

articles which used Bankscope to collect data. I talked to Bankscope authority and after 

negotiation they provided me trail version with limited data collection. However, it fulfilled 

my requirement.  

3.2.4 Operation of Variables 

 

Selected variables that are used to compare in analysis chapter are ROA and ROE. Both ratios 

are widely used to evaluate the financial performance of the business. It is necessary to 

introduce these ratios and describe their methods of calculation and benchmarks.  

 

Return on Assets  

 

ROA is used to determine the efficiency of management in order to generate profit from the 

assets of the business. Therefore, ROA is an indicator of business profitability in relation to its 

total assets which is achieved by dividing company’s earnings by its total assets. Formula that 
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is used to calculate ROA is: 
 

ROA = Net Income/ Total Assets 

 

It provides answer of ROA in percentage. High ROA percentage is considered better for the 

financial performance of the company. Some financial analysts have used net income before 

interest expense. But in the current paper, I used formula mentioned above to calculate ROAs 

because it answered the question: how much profit is earned from invested capital (assets). 

However, there were some important issues which needed to be considered while analyzing 

any company/business by ROA such as, ROA highly depends on industry to industry and it 

can be substantial in public companies. (Investopedia, 2012b) 

 

 In my research, I only used banking industry and I compared bank’s ROA with their previous 

year ROA or with other banks’ ROA within the banking industry. Therefore, that issue did not 

apply for current research. The assets of the company are made of both debts & equity and 

both types of financing are used to finance company’s operations. Therefore, investors can get 

a clear idea on the business overall financial performance from its ROA. However, 

shareholders are the true owners of the company and management primary purpose is to 

increase shareholder’s profit. Therefore, I did not rely only on ROA and also used ROE in 

order to specifically evaluate the banks’ financial performance for shareholders.  

 

Return on Equity 

 

Investing money means to put one’s money in someone’s business. In return, the investor 

needs accurate information about how the money is being used and wants to see how efficient 

management is to generate profit from invested money. ROE is one of the best indicators to 

answer these questions by providing insight of the business and management’s efficient 

practices. It shows how much a business is earning in comparison to the total amount invested 

by the shareholders which is mentioned in balance sheet equity’s account. ROE is calculated 

by using the following formula: 

 

Return on Equity = Net Income/Shareholder's Equity 
 

Different economist and analyst take different income and equity to calculate ROE such as net 

income without preferred dividend and equity. But for overall, equity given equation is used. 

Higher ROE is considered good for business as well as shareholders. Comparison is made 

within the industry in order to get a clear picture of business performance in the industry 

(Investopedia, 2012c). 

 

I believe that the results of current paper are more reliable and useful for investors, creditor 

and shareholder due to covering major profitability measures and specifically using ROE to 

investigate the performance of foreign banks against domestic banks in BRIC.  
 

Control variables 
 

When we talk about the impact of foreign banks on domestic banks, it is very important to 

control other factors that have potential to affect the dependent variable as well as final 

results. As we know that domestic banks do not only have impact of competition from foreign 

banks but also affected by different factors in economies that have a strong impact on the 

banks’ performance, efficiency, etc. These factors can be gross domestic product growth, 

inflation rate, and real interest rate, market share of foreign banks, industry growth, and stock 
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market index. Previous studies on that topic also controlled some factors that could 

significantly affect their studies. For instance, Claessens et al (2001) used foreign banks’ 

share, GDP growth rate, Inflation and Real interest rate. Their study found significant effects 

of these factors on banks’ profitability and expense. They described that inflation and real 

interest rate were positively related with before tax profit and overhead. It meant with the 

increase of real interest rate and inflation, banks’ profit margin and operating cost also 

increase. Whereas, GDP growth rate negatively related to the operating cost of banks and 

losses (Claessens et al. 2001, p. 906). These factors have significant impact on foreign and 

domestic banks’ performance and relation. Therefore, it is important to eliminate the effects 

of other factor in order to find the pure impact of foreign banks on domestic banks. The 

reason of controlling these factors was that I used BRIC group of countries that were different 

according to GDP, inflation rate, interest rate and foreign bank market shares from each other. 

These factors have different effects on banks in different countries. Therefore, to make 

research standardized, it is necessary to eliminate the impact of such factors. Another reason 

was that these variable changes over time and that change have significant impact on the 

banks’ performance and profitability. Therefore, I needed to control these factors that could 

have significant impact on foreign and domestic banks’ performance and profitability. As I 

followed Claessens et al (2001) that is mostly followed by researches on that topic, I preferred 

to use GDP growth rate, real interest rate, inflation rate and market share as a control variable 

because they have a strong impact on foreign and domestic banks’ profitability and they are 

different in different countries. Difference between countries and volatility in these variables 

can be observed by descriptive statistics.  

 

Country Descriptive Statistics of Control variables 

 Control variables Minimum Maximum Mean Std. Deviation 

CHINA 

F.B market share N.A 24.17 14.36 7.51 

Inflation -0.59 7.80 4.47 3.06 

Real interest rate (%) -2.31 5.94 1.38 2.71 

GDPG% 8.30 14.20 10.38 1.74 

INDIA 

F.B Market share 4.69 10.29 7.84 1.58 

Inflation 3.18 8.66 5.84 1.95 

Real interest rate -0.14 8.63 5.29 2.61 

GDP growth 3.89 9.80 7.41 2.22 

BRAZIL 

F.B Market share 6.98 14.00 11.07 1.90 

Inflation 5.87 13.72 8.29 2.23 

Real interest rate 29.35 47.33 39.98 6.06 

GDP growth -0.33 7.53 3.56 2.39 

RUSSIA 

F.B Market share 3.66 60.00 23.89 18.27 

Inflation 2.01 20.28 14.70 4.91 

Real interest rate -7.35 13.04 -1.84 5.78 

GDP growth -7.83 8.54 4.85 4.47 

BRIC 

F.B market share 8.41 28.99 16.22 7.29 

Inflation 3.64 10.69 8.33 1.86 

Real interest rate (%) 6.92 15.03 11.20 3.07 

GDP growth % 2.32 9.66 6.55 2.03 

Table 8: Descriptive Statistics of control variables in China, India, Brazil, Russia and BRIC during 2001-

2011. 
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Table above represents descriptive statistics of current paper’s control variables (foreign 

banks’ market share, inflation, and Real interest rate and GDP growth) for each individual 

country as well as BRIC group. GDP growth rate, inflation and real interest rate were 

collected from the World Bank data base whereas market share was calculated by total 

number of foreign banks in domestic market divided by the total number of banks working in 

domestic market multiply by 100.  

 

A study on the impact of foreign banks’ entry on domestic banking found that increased 

foreign banks’ market share were connected with reduction in domestic banks’ profitability 

and domestic banks’ margin (Claessens et al. 2000, p.1). Above table indicates that Russia, 

BRIC and China had averaged 23.89%, 16.22% and 14.36% foreign banks’ participation with 

high standard deviation. That big changes in number of foreign banks could have negative 

impact on domestic banks and could influence current paper results. Brazil and India had 

comparatively low foreign banks’ participation with low standard deviation which indicated 

that domestic banks’ profitability did not much affected by foreign banks’ market share. The 

inflation rate is also one of the important and necessary factors of the economy. For economic 

growth normal inflation should be around 3%. But above that, it can make lots of problems 

for the economy as well as the banking industry. For instance, high inflation rate increases 

transaction costs, effect greatly time value of money that is directly related to real interest rate 

and reduce investment. Banks’ share price is inversely related with the inflation rate. 

Shareholders get benefit from declining in the inflation rate. Any unexpected change of 

inflation would be harmful (Santoni, 1985, p.23). Russia, BRIC and Brazil had high inflation 

rate with high variation that could have a negative influence on domestic banks’ profitability. 

Whereas China had a normal average inflation rate but with high standard deviation and it 

was harmful for overall banking industry. In the same way, highly variable GDP also affects 

banks’ profitability. China and India had a high growth rate with a reasonable standard 

deviation whereas Brazil and Russia had less mean GDP growth rate with high variation in 

growth rate that showed uncertainty in the economy. Overall, reduction in GDP would have a 

negative effect on all industries in the domestic market. Real interest rate affects the banks’ 

borrowing and lending ability. High real interest decreases lending volume. Unusual low 

interest rate for long period of time increase risk for banks (Altunbas et al. 2010, p.4). BRIC 

and Brazil had very high real interest rate with high standard deviation that could reduce 

banks’ landings and overall profit. Whereas China and Russia had a quite low interest rate 

that banks could face risk.  

 

Therefore, by eliminating the effects of control variables, I believe that current paper’s results 

will be more reliable and useful for investors, creditors and shareholders due to covering 

major profitability measures and specifically using ROE to investigate the performance of 

foreign banks against domestic banks in BRIC. 

3.2.5 Hierarchical Multiple Regression  

 

Regression analysis is a statistical tool to identify the relation and impact of one or more 

variables on one or more variables. Researchers and investigators mostly use regression when 

they seek to find the causal effect among different variables, for example, the impact of price 

on demand, interest rate on loan volume etc. To identify such relation and impact, researcher 

needs to collect data on underlying variables to estimate the quantitative effect of one variable 

upon another variable. Correlation shows the relationship between variables but does not 

show the direction of the relationship whereas regression also describes the nature of the 
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relationship as well as direction of the relation (StatSoft, 2013). In my research study, I have 

one independent variable which is a foreign banks’ profitability (ROA, ROE) and one 

dependent variable which is domestic banks’ profitability (ROA, ROE) whereas I choose four 

control variables.  

3.2.6 Confidence Interval 

 

Confidence interval defines as “probability of including true constraint” (Ruppert, 2004, p.63-

63). It is denoted by α (alpha). α = 0.05 means that there is a 95% chance to include 

parameter. In my study, I used α = 0.05 which that there is 95% confidence where there is a 

negative relation between foreign and domestic banks’ profitability and only 5% chance to 

have positive relation. As Claessens et al (2001) and other researchers found that foreign 

banks had a negative relationship with domestic banks in developing countries, therefore I 

was 95% confident that foreign banks would negatively affect domestic banks in BRIC group.  

3.2.7 Significance Value 

 

As it is mentioned above that α can be used to accept or reject the hypothesis. The next 

important thing is the value of alpha in which researcher accept or reject the hypothesis. For 

that purpose, the P value is used to describe the smallest value of alpha at which hypothesis 

can be rejected or accepted (Ruppert, 2004, p.64, 65). If the P value is smaller than the alpha 

value then I could reject null hypothesis otherwise I would accept null hypothesis in the case 

of P value greater than alpha value. It also helped to understand how much decision was 

accurate. P was also denoted as significance.  

3.2.8 Reliability and Validity  

 

Authenticity and high quality of research and results are very important part in conducting 

research work. Reliability and validity is vital while measuring the research quality. Before 

measuring the quality of a research, it is important to understand the quality criteria. 

Reliability of business research work refers to “whether or not the measures that are devised 

for concepts in business and management are consistent” (Bryman and Bell, 2011, p.41). 

Validity of research focuses on “the integrity of the conclusions that are generated from a 

piece of research” (Bryman and Bell, 2011, p.41). It is observed that high quality research 

made of high reliability and high validity. If a research has high reliability and validity then 

we can get same result with reapplication. Reliability refers to the replication of same results 

of previous experiment if we repeat experiment under same circumstances. Consistency of the 

results can be examined by answering following questions. Can we get same results with 

same measure on other situation? Can anyone else get same data/observations by using same 

measures? Is there transparency in how logic or sense is developed from raw data? 

 

First question focus on quality of results and they are considered qualified if results can be 

replicable. In other words, if other researchers want to repeat that research and experiment 

then study must have ability to repeat same results again. If someone want to repeat test 

conducted in current study, it is possible because current paper is using data that is originally 

and publically available. But for that purpose, they need to select same time period, same kind 

of banks and methodology so it is possible for anyone to reach the results of current paper. 

Whereas, second question focus towards availability of data. Current paper used ROE and 

ROA that was collected and measured by Bankscope and DataStream data base of Thomson 

Reuters. If in case any researchers want to use other source of data collection then their data 

http://www.statsoft.com/company/
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must be consistent with the data of this paper. If someone wants to download data from other 

reputable source, it must be as same as current paper has. Reliability of quantitative study is 

“A function of the source and the method by which the data were collected”. So observing the 

reputation and authenticity of source is a way to check the reliability of source (Saunders, 

Lewis et al. 2009, p.14). In current paper, reliability and trustworthiness was checked before 

applying data into statistical tools. Raw data such as ROA and ROE was collected from 

official source of Umea university like DataStream of Thomson Reuters and trial version of 

Bankscope. Whereas theory presented in chapter 2 was based and taken from well recognized 

and high rank academic journals and books. That literature was collected from Umea 

university database for instance LIBRIS and Business Source Premier Text Book used in 

current paper was taught in Umea University and taken from Umea university library. As for 

as selected methodology was concerned, it was based on authentic research book such as 

Bryman and bell edition 2011 and article Saunders et al. (2009) so author believed on its 

reliability. These resource and knowledge is easily available to all researchers so they can use 

it for further research or understanding of the methodology of this paper.   
 

On the other hand, validity of research focuses on honesty of results drive from research 

work. It is “concerned with the integrity of the conclusions that are generated from a piece of 

research” (Bryman and Bell, 2011, p.42). In addition, validity test try to find “whether the 

findings are really about what they appear to be about” (Saunders, Lewis et al. 2009, p.15). 

There are three types of validity tests that I used in my current paper: first is measurement 

validity, second is internal validity, and third is external validity. First measurement validity 

tested the measures used in research work and described whether those measures represented 

concepts for which they were used. According to business research book, reliability of 

measurement is expected from measurement validity test (Bryman and Bell, 2011, p. 42). The 

current paper checked the relationship between foreign banks’ profitability and domestic 

banks’ profitability by using annual profitability ratios in SPSS. It was already mentioned that 

data collected for that purpose was gathered from reliable sources and methodology selected 

was consistent with the objectives.  

 

Internal validity of research work is concerned with causality which tries to find “whether a 

conclusion that involves a causal relationship between two or more variables holds water” 

(Bryman and Bell, 2011, p.42). Because I examined the casual relationship between foreign 

and domestic banks’ profitability, it was very important to test internal validity. This paper 

tried to find out the effects of foreign banks’ profitability on domestic banks’ profitability, and 

vice versa. If I would find some relation between both bank’s profitability, It meant one 

variable could predict other variable. To find the casual relation between these two returns, I 

used regression analysis with control variable. There are lot of other factors that can affect the 

profitability of foreign and domestic banks’ profitability. That is why internal validity was 

tested by eliminating the effects of control variables. 

 

External validity refers to generalization of results and finds “whether the conclusions of 

research can be generalized outside the specific research context” (Bryman and Bell, 2011, 

p.43). As for as current paper is concerned, increasing interest of foreign banks in developing 

countries is explained by the increasing number of foreign banks and profitability of foreign 

banks in developing market specially in BRIC’s group of countries. Therefore, BRIC’s group 

of countries were selected to analysis the relationship between foreign and domestic banks’ 

profitability. I believed that with the elimination of GDP growth, inflation, real interest and 

market share, the result of current paper could be generalize on all developing countries. 
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Chapter 4: Results and Analysis 
 

Following chapter presents the available financial data, descriptive statistics and regression 

analysis of BRIC group as well as individual countries in the group. Descriptive statistics are 

presented in order to examine the performance of foreign and domestic banks. Individual 

countries and BRIC group include its regression analysis during 2001-2011.  
2 
 

4.1 Brazilian Banks’ Financial Data  

BRAZIL BRAZIL BRAZIL BRAZIL BRAZIL 

YEAR DROA FROA DROE FROE 

2001 1,70 2,88 11,71 19,82 

2002 3,61 3,59 14,24 21,25 

2003 3,34 0,90 13,08 -0,48 

2004 2,71 0,51 11,58 1,99 

2005 2,43 0,18 13,65 7,07 

2006 3,21 2,04 16,31 12,46 

2007 3,78 3,77 20,83 35,35 

2008 1,61 2,30 10,50 17,54 

2009 1,44 1,05 8,88 11.00 

2010 1,79 0,98 10,69 7,37 

2011 1,12 1,63 8,84 12,03 
Table 9: Average foreign and domestic banks’ ROA and ROE during 2001-2011 from Brazil financial 

market.  

 

Data presented in above table contains the foreign and domestic banks’ returns on assets and 

returns on equity in the Brazil financial market. This data is collected with the help of the 

Bankscope data base. 180 banks’ profitability was observed in the Brazil financial market 

from which 160 banks were domestic banks and 20 were foreign banks working in Brazil. 

Huge data are available for current research that is good for the research quality but it is very 

difficult to handle such a huge financial data. Therefore, I took the average of all domestic 

and foreign banks’ ROA and ROE. That can create some issues related to generalizing the 

result of current research that I will discuss in detail in limitation of current research. Table 

4.1 presents the average of domestic and foreign ROA and ROE for each year during 2001 to 

2011. The table itself does not provide any analysis but I can observe the effect of the 

financial crisis on Brazil banking system from 2008 and onward profitability figures. If we 

compare 2007 and 2008 ROA and ROE figures, we can say that there is almost 50% reduction 

in profitability due to the financial crisis in Brazil. Brazil domestic banks’ return keep 

decreasing until 2011 whereas foreign banks worked in Brazil had a small recovery in 2011. 

But still both types of banks struggled to recover back their normal position. It was explained 

more through descriptive statistics and graphs. 
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4.1.1 Descriptive Statistics of Brazilian Banking Industry 

 

 Descriptive Statistics of ROA and ROE   

 DROA FROA DROE FROE 

Mean 2.43 1.80 12.75 13.21 

Std. Deviation 0.95 1.22 3.51 10.05 

Minimum 1.10 0.18 8.84 -0.48 

Maximum 3.80 3.77 20.83 35.35 
Table 10: Descriptive statistics of foreign and domestic banks’ ROA and ROE in the Brazilian banking 

industry. DROA stands for domestic banks’ ROA and FROA stands for foreign banks’ ROA. 

 

Above table presents the mean, standard deviation, minimum and maximum ROA and ROE 

for foreign and domestic banks in Brazil during 2001-2011. The purpose of presenting these 

statistics is to examine the profitability, performance and riskiness of foreign and domestic 

banks in Brazil. As we can observe from the figures of ROA, domestic banks’ ROA mean 

(2.43) is greater than foreign banks’ ROA (1.80). Whereas, domestic banks’ ROA has less 

standard deviation (0.95) as compared to foreign banks S.D. (1.22) that indicates that 

Brazilian domestic banks’ average performance is higher than foreign banks working in 

Brazil. Standard deviation of ROA shows that domestic banks are more efficient and less 

risky as compare to foreign banks in Brazil. On the other hand, foreign banks’ mean ROE is 

greater than domestic banks’ ROE with a very high standard deviation of 10.05. That also 

indicates that foreign banks’ profitability and performance is not stable in Brazil. Minimum 

and maximum values of return means also confirm better in domestic banks’ performance 

against foreign banks in Brazil. We can see that performance and the riskiness of foreign and 

domestic banks especially during financial crisis 2008 in Brazil through below graphical 

presentation.  

 

 
Figure 7: Comparison between foreign and domestic banks’ ROA over time period 2000-2011 in 

Brazil banking industry. Foreign and domestic banks’ ROA is taken at y-axis and years on x-axis.  
 

Figure 7 shows the comparison between foreign and domestic banks’ ROA in Brazil during 

2001 to 2011. We can observe that foreign banks’ returns on assets are mostly lower than 

domestic banks even in financial crisis foreign banks’ returns touched lowest figures than 

domestic banks. It shows that foreign banks face strong competition from domestic banks in 

Brazil. The second thing that is observable in the graph is variation in returns. Foreign banks’ 
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ROA has more sharp ups and downs as compared to domestic banks. We can observe that 

between 2002 to 2007 foreign banks’ returns remained very low. Two major reductions are 

observable in both types of banks’ returns. First started from 2002 and remained till 2005 and 

the second started from 2007 and remained till 2009. The second decline represents the 

impact of financial crisis on foreign and domestic banks’ profitability. This graph shows that 

domestic banks’ profitability is not stable until now whereas foreign banks maintain their 

profitability better than domestic banks.  

 

 
Figure 8: Comparison between foreign and domestic banks’ ROE in Brazil. 

 

Figure 8 represents the comparison between foreign and domestic banks’ ROE. As we can see 

from the graph, foreign banks perform almost equally to domestic banks. The foreign banks 

lowest performance was in 2003 where their performance was in negative. An important thing 

that is observable and common in ROA and ROE is variation in returns. In figure 8, we can 

see big ups and downs in foreign banks’ profitability. It shows that foreign banks’ 

performance is not consistent. From 2004 to 2007 and 2007 to 2009 we can observe positive 

relation between foreign and domestic banks’ ROE because both curves moves in the same 

direction but foreign banks respond more than domestic banks. But after 2010 the graph 

shows negative relation between foreign and domestic banks because both curves move in the 

opposite direction which I describe through correlation and regression analysis. Another thing 

that is important to observe is the performance during financial crisis 2008. The figure above 

shows that foreign and domestic banks faced a reduction in their ROE during 2007 to 2010. 

Foreign banks faced a big reduction in 2007 but after 2010 they successfully recovered their 

performance whereas domestic banks struggled and faced reduction. Overall, both graphs 

confirm the analysis of descriptive statistic that domestic banks performed better than foreign 

banks with less risky business in Brazil baking industry during 2001-2011.  

   

 

4.1.2 Regression Analysis 

 

Regression analysis is calculated for Brazil banking industry. The analysis shows the 

relationship between foreign and domestic banks’ profitability. Separate regression analysis is 

conducted for ROA and ROE which increased the scope of current research findings. The 

correlation value between foreign and domestic banks’ ROA is calculated 0.35 which shows 
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weak positive relation. The real interest rate has significant negative (-0.53) impact on 

domestic banks’ profitability in Brazil. One of the reasons is very high real interest rate in 

Brazil. As it is mentioned in descriptive statistic of control variables, Brazil has mean 39.98% 

of real interest rate and it is quite high. In BRIC, only Brazil has that much higher interest 

rate. Number foreign banks’ participation does not affect domestic banks’ profitability 

because Brazil has low foreign banks’ market share in domestic market. The average inflation 

rate is higher than normal rate. It has positive effects for domestic banks and little negative 

effect for foreign banks work in the domestic market but these effects are not up to a 

significant level. GDP growth is low which has insignificant low positive effects on foreign 

and domestic banks’ profitability.  

 

Regression Analysis of ROA in Brazil 

 

Model 

 

R 

 

R 

Square 

 

Adjusted 

R 

Square 

Std. 

Error of 

the 

Estimate 

Change Statistics 

R 

Square 

Change 

F 

Change 

df1 df2 Sig. F 

Change 

1 ,72 ,524 ,206 ,8471 ,524 1,650 4 6 ,278 

2 ,79 ,623 ,246 ,8257 ,099 1,316 1 5 ,303 

a. Predictors: (Constant), GDPG%, market share, Real interest rate (%), INFLATION 

b. Predictors: (Constant), BGDPG%, market share, Real interest rate (%), INFLATION, FROA 

Table 11: Regression analysis of foreign and domestic banks’ ROA in BRAZIL during 2001-2011. 

 

Table 11 shows the regression analysis of ROA in Brazil. We can see two models in this 

table, model 1 and model 2. Model 1 represents regression analysis with control variables 

whereas model 2 represents regression analysis with control variables as well as independent 

variables. R Square value in model 1 shows that this model predicts the variance by 52.4% 

whereas after including independent variables in model 2, it predicts 62.3% variation in the 

dependent variable. By using control and independent variables for prediction, standard error 

of estimation decreased from 0.85 to 0.83. As mentioned before, the control variables are used 

to eliminate the effects of other factors on foreign and domestic banks’ relation. R square 

change value in model 2 shows how much variance is explained by the independent variable. 

Only 9.9 % variance of the dependent variable is predicted by the independent variable after 

controlling the control variables. Low foreign banks’ market share in the Brazil banking 

industry is one of the reasons because as domestic banks face negative impact of foreign 

banks after a certain level of foreign banks’ market share in domestic market. Therefore, it 

can be explained that foreign banks’ profitability has an impact on domestic banks’ earnings 

if we eliminate the impact of other control variables. Significance F value 0.303 also indicates 

that foreign banks’ profitability does not have a significant impact on domestic banks’ 

profitability. Detailed correlation and coefficient tables are given in appendix.  

 

Coefficient of Domestic banks’ ROA in Brazil 

Model 2 Market share Inflation RIR 
GDP 

growth% 
FROA 

Beta 0.28 -0.09 0.81 0.51 0.32 

Significance 0.43 0.82 0.78 0.16 0.30 
Table 12: Coefficient of Regression about foreign and domestic banks’ ROA in Brazil. 
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The coefficient table describes how well each of the variables contributes to the final 

equation. Therefore, we have to observe model 2 in coefficient table. If we observe the 

significance value, we can find that no one value is equal or less than our confidence interval 

especially foreign banks’ ROA has 0.303 value that is quite higher than 0.05.  

 

Regression Analysis of Return on Equity in Brazil 

Model R R 

Square 

Adjusted 

R 

Square 

Std. 

Error of 

the 

Estimate 

Change Statistics 

R 

Square 

Change 

F 

Change 

df1 df2 Sig. F 

Change 

1 ,630
a
 ,397 -,005 3,518732 ,397 ,987 4 6 ,481 

2 ,810
b
 ,657 ,313 2,908199 ,260 3,784 1 5 ,109 

a. Predictors: (Constant), GDPG%, market share, Real interest rate (%), INFLATION 

b. Predictors: (Constant), GDPG%, market share, Real interest rate (%), INFLATION, BFROE 

Table 13: Regression analysis of foreign and domestic banks’ ROE in Brazil. 

 

A calculated Correlation value between foreign and domestic banks’ ROE is 0.57 which 

shows that foreign and domestic banks’ ROE has strong positive relationship with each other. 

Brazilian high real interest rate has an insignificant positive impact on domestic banks’ ROE 

whereas negative impact on foreign banks’ ROE. All other control variables have 

insignificant effect on domestic and foreign banks’ ROE so it is irrelevant to consider (Table 

given in appendix). Positive relation is the indicated with increase in foreign banks’ ROE, 

domestic banks’ ROE also increases vice versa. R square value is 0.657 in model 2 which 

shows that this model can predict 65.7% variance of the dependent variable. Whereas R 

square changes value is 26% which shows after eliminating the effects of control variable 

model 2 and predict 26% variance. The standard error of the estimation which is 2.91 is less 

than model 1. It means there is less chance of errors in model 2. Model 1 is not significant 

whereas model 2 has less significant value but still it is more than my confidence interval 

therefore it is also not acceptable.  

 

Coefficient of domestic banks’ ROE in Brazil 

Model 2 Market share Inflation RIR GDP 

growth% 

FROE 

Beta 0.21 -0.24 0.69 0.47 0.56 

Significance 0.52 0.56 0.10 0.18 0.11 
Table 14: Coefficient of Regression about foreign and domestic banks’ ROE. 

 

None of significant values in model 2 is acceptable because it is more than the confidence 

interval especially foreign banks’ ROE value. The values indicate that foreign banks’ 

profitability does not have significant negative impact on domestic banks’ earnings therefore 

we can say that foreign and domestic banks are not negatively correlated in Brazil.  
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4.2 Russian Banks Financial Data 

Russian Russian Russian Russian Russian 

Years DROA FROA DROE FROE 

2001 1,92 5,04 13,14 30,93 

2002 1,49 25,28 5,72 – 63,71 

2003 2 4,58 11,72 22,67 

2004 1,87 2,9 11,43 19,09 

2005 1,97 2,56 12,15 12,19 

2006 2,01 1,57 11,51 9,05 

2007 1,89 1,84 11,29 9,39 

2008 1,88 2,09 11,32 11,32 

2009 1,85 1,19 8,63 6,86 

2010 1,13 1,68 5,65 7,25 

2011 1,21 1,68 5,49 6,11 
Table 15: Average financial data of foreign and domestic banks’ ROA and ROE in Russian banking 

industry during 2001-2011. 

 

Table 15 presents the collected data from Russian banking industry during 2001-2011. 1151 

banks’ profitability is observed from which 1078 were domestic and 73 banks are foreign 

banks working in the Russian financial market. Russia has a huge number of domestic banks 

because it is a biggest country of the world. Russia was very late to allow foreign banks to 

work in Russia. They also have some limitation on their working in Russia from government. 

Therefore, a number of foreign banks in Russia are less as compared to domestic banks. This 

data represents average of all domestic and foreign banks’ ROA and ROE. All available data 

look normal except two figures which belong to foreign banks’ ROA and ROE during 2002. 

The big average is due to one foreign bank named bank imperial which showed a huge return 

only in 2002. Because I collected data from most authentic database named Bankscope and 

most of the researchers used it for their research about the banking industry, I rely on this 

database and accepted those big figures in my research. After observing the table, I found that 

foreign banks’ performance is little better than domestic banks. Returns on assets do not show 

much difference between foreign and domestic banks or big losses due to financial crisis 

2008. Whereas, returns on equity show performance gap but only until 2004. After that, there 

is the same performance from foreign and domestic banks. ROE shows impact of financial 

crisis that became more visible after 2008 and remain until now. In other words, I can say that 

foreign and domestic banks in Russia still struggle to recover their profitability. It is very 

difficult to guess any relationship between foreign and domestic banks through data table. In 

this case, I try to find any relation through graphs, correlation and regression analysis.  
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4.2.1 Descriptive Statistics of Russian Banking Industry 

  

 Descriptive Statistics of ROA and ROE   

 DROA FROA DROE FROE 

Mean 1.75 2.23 9.82 11.55 

Std. Deviation 0.32 1.02 2.90 5.72 

Minimum 1.13 1.19 5.49 6.11 

Maximum 2.01 4.58 13.14 22.67 
Table 16: Descriptive statistics of foreign and domestic banks’ ROA and ROE in Russian banking 

industry during 2001-2011. 
 

Table 16 presents descriptive statistics of foreign and domestic banks’ profitability in Russia 

during 2001-2011. One thing important to mention here is that I eliminate the effect of 

abnormal figures of foreign banks during 2002 from descriptive statistics in order to make 

standardize performance comparison. Foreign banks’ average ROA is greater than domestic 

banks with higher standard deviation that indicates better but unstable performance of foreign 

banks as compared to domestic banks. It can be observed through minimum and maximum 

ROA too. Whereas, according to average of ROE, foreign banks perform better than domestic 

banks in Russia during 2001-2011. Foreign banks’ profitability is higher and unstable and has 

a quite high volatility than domestic banks. Overall, we can summarise that foreign banks 

perform better than domestic banks in Russia during 2001-2011 whereas foreign banks’ 

performance and business is unstable and risky as compare to domestic banks.  

 

 

Figure 9: Comparison between foreign and domestic banks’ ROA in Russia during 2001-2011. 

 

Figure 9 gives a graphical representation of foreign and domestic banks’ returns on assets 

over time in Russia. Abnormal figure is easily observable in the graph. Foreign and domestic 

banks’ graphs move close to each other. Here we can say that Russian domestic banks gave 

very tough competition to foreign banks but most of the time foreign banks’ return is more 

than domestic banks especially during financial crisis 2008. The second observable thing is 

volatility in ROA. Except abnormal figure, there is not much difference between foreign and 

domestic banks’ return volatility. Another important thing to observe is the relationship 

between returns. This graph shows very weak relationship between foreign and domestic 

banks’ returns on assets. The impact of the financial crisis is also very weak but I can see an 

observable reduction in foreign ROA during 2008 and 2009 and in domestic banks’ returns on 
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assets during 2009 and 2010. Both types of banks maintained their profitability position until 

2011.  

 
Figure 10: Comparison between foreign and domestic banks’ ROE in Russia. 

 

Figure 10 presents the comparison between foreign and domestic banks’ returns on equity. It 

also shows the abnormal figure that I discussed before. In the beginning, foreign banks’ 

performance is better than domestic banks but in the financial crisis foreign and domestic 

banks perform almost equal but financial crisis reduces both types of banks’ profitability. 

Another important thing to observe is the variation in earnings. The foreign banks’ curve 

shows higher volatility than domestic banks. It confirms the descriptive statistics. The other 

thing is the impact of financial crisis. We can see that after 2008 foreign banks’ returns reduce 

more than domestic banks. But those foreign banks recover their profitability whereas 

domestic banks’ graph shows impact of financial crisis even after 2010. As a whole, both 

types of banks struggle to recover their profitability.  

4.2.3 Regression Analysis 

 

The correlation value is – 0.2 which indicates a weak negative relation between foreign and 

domestic banks’ ROA (Table given in appendix). In other words, we can say that when 

foreign banks’ ROA increase, domestic banks’ ROA decrease. The Market share of foreign 

banks has significant negative impact on domestic banks’ profitability. As we can see that 

foreign banks have high market share in the Russian banking industry as compared to other 

countries in BRIC. This result repeats one of the findings of Claessens et al (2001) which says 

foreign banks’ market share is associated with reduction in domestic banks’ profitability. We 

can observe that in the presence of high foreign banks’ market share, domestic banks’ average 

profitability is less than foreign profitability. High inflation, low interest rate affects foreign 

and domestic banks’ profitability but not significant therefore they are out of the discussion 

here. 
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Regression Analysis of ROA in Russia 

Model R R 

Square 

Adjusted 

R 

Square 

Std. 

Error of 

the 

Estimate 

Change Statistics 

R 

Square 

Change 

F 

Change 

df1 df2 Sig. F 

Change 

1 ,580
a
 ,336 -,106 ,33458 ,336 ,760 4 6 ,588 

2 ,794
b
 ,630 ,261 ,27353 ,294 3,977 1 5 ,10 

a. Predictors: (Constant), Russian Federation, market share, INFLATION, Real interest rate (%) 

b. Predictors: (Constant), Russian Federation, market share, INFLATION, Real interest rate (%), FROA 

Table 17: Regression analysis of foreign and domestic banks’ ROA in Russia.  

 

Table above presents the regression analysis of foreign and domestic banks’ ROA in Russia.  

 R square value is 63% in model 2 that shows that model 2 predicts 63% of variance in 

dependent variable. Only foreign banks’ ROE can explain 29.4% variance in domestic banks’ 

ROE which is not a significant level. Therefore, a significant F value which is 0.10 is a more 

acceptable level for current paper. It also indicates that domestic banks’ profitability is more 

influenced by other factors than foreign banks’ profitability. In the current situation, the 

presence of foreign banks in the Russian market has a strong negative impact on domestic 

banks’ profitability rather than foreign banks’ profitability.  

 

Coefficient of ROA in Russia 

Model 2 Market share Inflation RIR GDP 

growth% 

FROA 

Beta -0.89 0.06 0.07 -0.09 -0.64 

Significance 0.16 0.96 0.96 0.90 0.10 
Table 18: Coefficient of domestic banks’ ROA in Russia. 

 

Table 18 presents significance and beta values for foreign banks’ ROA. Foreign banks’ ROA 

significance value is 0.10 that is smaller in model 2 but yet this value is not under confidence 

interval. Therefore I reject the chance of strong negative impact of foreign banks’ profitability 

on domestic banks’ ROA and I can say that less domestic banks’ profitability is due to other 

factors for instance foreign banks’ market share.  

 

Regression Analysis of ROE in Russia 

Model R 
R 

Square 

Adjusted 

R 

Square 

Std. 

Error of 

the 

Estimate 

Change Statistics 

R 

Square 

Change 

F 

Change 
df1 df2 

Sig. F 

Change 

1 ,559
a
 ,312 -,146 3,10775 ,312 ,682 4 6 ,630 

2 ,873
b
 ,763 ,526 1,99948 ,450 9,495 1 5 ,03 

a. Predictors: (Constant), Russian Federation, market share, INFLATION, Real interest rate (%) 

b. Predictors: (Constant), Russian Federation, market share, INFLATION, Real interest rate (%), FROE 

Table 19: Regression analysis of foreign and domestic banks’ ROE in Russia.  
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The correlation value is calculated (0.63) and its value represents that there is a significant 

strong positive relation between foreign and domestic banks’ ROE in Russia. Low real 

interest rate has an insignificant negative impact on domestic banks’ ROE whereas high 

market share of foreign banks has negatively related to domestic banks’ ROE. Therefore 

domestic banks’ mean ROE is less than foreign banks’ ROE. High inflation in Russia and 

GDP growth rate has a positive but insignificant impact on foreign and domestic banks’ ROE. 

(See appendix).  

 

Table 19 presents a regression analysis of ROE in Russia. The R square value represents the 

model’s ability to predict the dependent variable. If we observe model 2, we can find that 

control and independent variables predict 76.3% variance of domestic banks’ ROE. The 

standard error is 2.3 that indicate expected error between predicted and actual domestic 

banks’ ROE. After eliminating the effect of control variables from model 2, foreign banks’ 

ROE can predict 45% variance of domestic banks’ ROE. This result is quite reasonable and 

significant percentage. High foreign banks’ market share in the Russian banking industry 

would be one of the reasons. Therefore it is a statistically significant contribution as indicated 

by the significance F value 0.03.  

 

Coefficient of ROE in Russia 

Model 2 Market share Inflation RIR GDP 

growth% 

FROE 

Beta -0.53 0.17 0.09 0.05 0.68 

Significance 0.27 0.85 0.93 0.93 0.03 
Table 20: Coefficient of domestic banks’ ROE in Russia. 

 

In model 2, the only foreign banks’ ROE has significant significance value 0.03 which is 

under acceptable limit 0.05 with beta value 0.682 that is higher in beta row. It indicates that 

without the effects of control variables foreign banks’ ROE has significant negative impact on 

domestic banks’ ROE. 

 

4.2 Indian Banks’ Financial Data 

 

India India India India India 

Year DROA FROA DROE FROE 

2001 0,61 1,74 6,50 14,34 

2002 0,70 0,22 8,23 11,35 

2003 0,82 0,87 9,58 15,75 

2004 0,68 2,41 24,90 – 5,48 

2005 1,18 2,74 8,02 10,44 

2006 1,20 2,18 11,81 16,77 

2007 1,81 3,38 14,92 20,01 

2008 2,94 2,09 18,28 20,36 

2009 0,92 2,13 13,96 16,20 

2010 1,43 0,39 14,04 12,42 

2011 0,96 1,30 13,77 17,90 
Table 21: Average financial data of foreign and domestic banks’ ROA and ROE from Indian banking 

industry during 2001-2011. 
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The available data of ROA and ROE of Indian foreign and domestic banks is presented in 

table 22. The current table shows the average of all domestic and foreign banks’ ROA & 

ROE. 103 banks were observed from which 93 were domestic and 9 were foreign banks 

working in India. I can observe through 2007 and onward figures of foreign and domestic 

banks’ ROA and ROE that the financial crisis had an impact on the Indian banking industry. 

More than 50% reduction is observable in domestic ROA and also considerable reductions in 

other returns are found. I also found that domestic bank still face a reduction in profitability 

whereas foreign banks improve their returns as compared to domestic banks. Another 

observable thing on this data table is foreign banks’ average ROE during 2004. Negative 

figure is due to one foreign bank JP financial limited which showed -257 lose during 2004. 

Again, I use the same argument that I rely on the authenticity of database that I used and 

accepted such figures.  

4.3.1 Descriptive Statistics of Indian Banking Industry 

 

 Descriptive Statistics    

 DROA FROA DROE FROE 

Mean 1.20 1.77 13.09 13.64 

Std. Deviation 0.68 0.98 5.28 7.13 

Minimum 0.61 0.22 6.50 -5.48 

Maximum 2.94 3.38 24.90 20.36 
Table 22: Descriptive statistics of foreign and domestic banks’ ROA and ROE in Indian banking industry 

during 2001-2011. 

 

Table 22 gives descriptive statistics of Indian foreign and domestic banks’ ROA and returns 

on equity during 2001-2011. We can observe through mean that foreign banks (1.77) perform 

better than domestic banks with not much difference between volatility in profitability. 

Whereas, average ROE also shows that foreign banks’ overall performance is better than 

domestic banks in India but foreign banks’ profitability and performance is unstable and 

risky. That is not considered good at investment point of view. We can observe their 

performance on the graphs below. 

 

 
Figure 11: Comparison between foreign and domestic banks’ ROA in India. 
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Figure 11 presents the comparison between foreign and domestic banks’ returns on assets in 

Indian market. As we can see, foreign banks’ returns on assets are mostly better than domestic 

banks. But, we can also observe that foreign banks’ ROA have big ups and downs during 

2001 to 2011 which shows that foreign banks’ returns are highly volatile which is not good 

according to investment point of view. Another important thing that needs to be focused is the 

impact of financial crisis on foreign and domestic banks’ profitability. As we can see from the 

graph, foreign banks have a big reduction in its ROA as compared to domestic banks. But 

after 2010, foreign banks improve their profitability whereas domestic banks still face 

problem in recovery. Overall, foreign banks perform better than domestic banks but during 

financial crisis foreign banks shows high variation in their profitability. Therefore, we can say 

that during a financial crisis foreign banks did not perform well.  

 

 
Figure 12: Comparison between foreign and domestic banks’ ROE in India. 

 

Figure 12 represents the comparison between foreign and domestic banks’ returns on equity. 

We can observe big gap between foreign and domestic banks’ performance and profitability 

during 2004. Foreign banks also show high profit and performance than domestic banks and 

variation in ROE. Whereas the impact of the financial crisis is concerned, I observe that in the 

beginning there was no impact of financial crisis on foreign and domestic banks’ returns on 

equity in India but after 2008 foreign banks showed more negative impact of the financial 

crisis than domestic banks. After 2010, foreign banks started to develop their ROE whereas 

domestic banks maintained their position after 2009. After observing this graph, I can say that 

foreign banks under performed during the financial crisis but after 2010 they started 

performing.    

4.3.2 Regression Analysis 

 

The correlation value is calculated 0.30 which indicates a weak positive relation between 

foreign and domestic banks while control factors are excluded. The market share of foreign 

banks in Indian banking industry has an insignificant positive impact on domestic banks’ 

ROA because India does not have high foreign banks’ market share in domestic market. 

Indian almost normal inflation rate with low variation has a positive impact on domestic 

banks’ profitability. Normal and consistent inflation rate is favourable for banks as well as for 

the economy. Real interest rate and GDP growth rate have an insignificant negative impact on 
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domestic banks’ ROA. It can be one of the reasons of less average ROA of domestic banks as 

compared to foreign banks. (See appendix for detailed correlation tables).    

 

Regression Analysis of ROA in India 

Model R 
R 

Square 

Adjusted 

R 

Square 

Std. 

Error of 

the 

Estimate 

Change Statistics 

R 

Square 

Change 

F 

Change 
df1 df2 

Sig. F 

Change 

1 ,859
a
 ,737 ,562 ,449204 ,737 4,208 4 6 ,058 

2 ,868
b
 ,754 ,508 ,476161 ,017 ,340 1 5 ,585 

a. Predictors: (Constant), India, INFLATION, market share, Real interest rate (%) 

b. Predictors: (Constant), India, INFLATION, market share, Real interest rate (%), FROA 

Table 23: Regression analysis of foreign and domestic banks’ ROA in India.  

 

Table 23 presents the regression analysis of foreign and domestic banks’ ROA during 2001-

2011 in India. The R square value of model 1 is 0.737 that shows model predicts 73.7% 

variance whereas in model 2 which includes independent variable too, R square is little higher 

than model 1 which is 0.754 that shows with independent variable model can predict better. 

We can see it with the help of R square change value in model 2 that shows foreign banks’ 

ROA can predict only 1.7% variance that is not significant therefore model 2 has high 

significance value 0.585 that supports model results. The standard error for model 2 is higher 

than model 1. The possible reason would be low market share of foreign banks in domestic 

market.  

 

Coefficient of ROA in India 

Model 2 Market share Inflation RIR GDP 

growth% 

FROA 

Beta 0.34 1.97 1.42 0.14 -0.26 

Significance 0.32 0.05 0.15 0.72 0.59 
Table 24: Coefficient of domestic banks’ ROA in India. 

 

Model 2 presents the coefficient of domestic banks’ ROA. The significance value of inflation 

is equal to acceptable levels. That means inflation has a significant relation to the dependent 

variable with weight 1.97. According to weightage (beta) inflation has more positive impact 

on domestic banks’ ROA as compared to foreign banks’ ROA. The impact of inflation is 

controlled for current study therefore it does not affect results. Besides, no one has significant 

significance value especially foreign banks’ ROA has insignificant value. Therefore, we can 

say that foreign banks’ ROA do not have a negative effect on domestic bank ROA.  

 

Regression Analysis of ROE in India 

Model R R 

Square 

Adjusted 

R 

Square 

Std. 

Error of 

the 

Estimate 

Change Statistics 

R 

Square 

Change 

F 

Change 

df1 df2 Sig. F 

Change 

1 ,637
a
 ,405 ,009 5,2523 ,405 1,023 4 6 ,466 

2 ,996
b
 ,992 ,984 ,6582 ,587 377,033 1 5 ,000 
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a. Predictors: (Constant), India, INFLATION, market share, Real interest rate (%) 

b. Predictors: (Constant), India, INFLATION, market share, Real interest rate (%), FROE 

Table 25: Regression Analysis of foreign and domestic banks’ ROE in India.  

 

The correlation value of ROE is – 0.44 that indicates significant negative correlation exists 

between foreign and domestic banks’ ROE in Indian banking industry. Stable inflation rate 

has significant positive impact on domestic banks’ ROE. Whereas, foreign banks’ market 

share and high real interest rate have an insignificant negative impact on domestic banks’ 

ROE. It confirms that at a certain level of market share foreign banks negatively impact 

domestic banks’ profitability. High GDP growth has insignificant positive influence on 

domestic banks’ profitability. (Detailed table in appendix) 

  

Table 25 presents the regression analysis of foreign and domestic banks’ returns on equity. R 

square value in model 1 is 0.41 whereas model 2 has R square value 0.992 that indicates 

control variables with independent variable can predict 99.2% variance in domestic banks’ 

ROE which is much better than model 1. To assess foreign banks’ ROE, prediction power 

without control variable R square change is important. R square change value in model 2 is 

0.587 that indicates foreign banks’ ROA predicts 58.7% variance in dependent variable. 

Model 2 also provides significant significance value 0.00.  
 

Coefficient of ROE in India 

Model 2 Market share Inflation RIR GDP 

growth% 

FROE 

Beta -0.26 2.04 1.56 0.32 -0.92 

Significance 0.003 0.00 0.00 0.001 0.00 
Table 26: Coefficient of domestic banks’ ROE in India. 

 

Significance values of all variables are under confidence interval that indicates all variables 

have a significant effect on domestic banks’ ROE. In that case, value of beta is important to 

weight the variables. As we can observe, the beta value of foreign banks’ ROE -0.92 that 

indicate strong negative effects whereas GDP and market share have weak effects because 

their values are near to 0. On the other hand, inflation and real interest rate have strong 

positive effects on domestic banks’ ROE. Control variables effects are eliminated from 

analysis, therefore, my focus on foreign banks’ ROE. Analysis describes negative impact of 

foreign banks’ ROE on domestic banks’ ROE in Indian banking industry.  

4.3 Chinese Banks’ Financial Data 

CHINA CHINA CHINA CHINA CHINA 

Year DROA FROA DROE FROE 

2001 0,46 0,84 9,84 3,39 

2002 0,40 0,64 9,08 1,54 

2003 0,16 0,63 8,60 1,40 

2004 0,48 2,10 10,2 1,76 

2005 0,51 0,68 10,03 6,75 

2006 0,68 1,57 10,56 7,73 

2007 0,97 0,67 15,95 5,22 

2008 1,23 0,79 19,37 7,15 
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2009 1,06 0,31 13,54 3,20 

2010 1,19 0,71 15,13 4,35 

2011 1,40 n/a 19,40 n/a 
Table 27: Average financial data of foreign and domestic banks’ ROA and returns on equity from China 

during 2001-2011. 

 

All available data from Chinese banking industry is presented in table 27. From China, 170 

banks were observed from which 138 were domestic banks and 32 were foreign banks 

working in China. I do not get data about foreign banks’ profitability during 2011. It can 

make some issues while comparing and finding the relationship between foreign and domestic 

banks. From the data table, we can observe that the foreign banks’ performance is below 

domestic banks. It can be because of restriction on foreign banks’ entry and working in China. 

Foreign banks do not grow up much in order to face the competition from Chinese domestic 

banks. It is also observable from table that financial crisis did not have much negative impact 

on China especially on Chinese domestic banks. Whereas as foreign banks show impact of 

financial crisis.  

4.4.1 Descriptive Statistics of Chinese banking Industry 

 

 Descriptive Statistics   

 DROA FROA DROE FROE 

Mean 0.78 0.81 12.88 3.86 

Std. Deviation 0.41 0.57 4.03 2.60 

Minimum 0.16 0 8.60 0 

Maximum 1.40 2.1 19.40 7.73 
Table 28: Descriptive statistics of foreign and domestic banks’ ROA and ROE in Chinese banking 

industry during 2001-2011. 

 

Descriptive statistics given in table 28 presents the summary of foreign and domestic banks’ 

ROA and returns on equity in the Chinese banking industry during 2001-2011. Higher 

average ROA shows overall better performance of foreign banks against domestic banks in 

China but foreign banks also show high standard deviation which indicates that foreign banks’ 

profitability and performance also have higher volatility than domestic banks. On the other 

hand, ROE show that domestic banks performed much better than foreign banks with high 

volatility as compared to foreign banks during 2001-2011. We can see foreign and domestic 

banks’ financial performance and volatility on the graphs below.  
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Figure 13: Comparison between foreign and domestic banks’ ROA in China. 

 

Figure 13 gives the comparison between foreign and domestic banks’ returns on assets in 

China during 2001 to 2011. We can easily observe sustainable growth of domestic banks’ 

profitability whereas foreign banks have highly volatile profitability during my selected time 

period. That volatility can make an average mean higher than domestic banks. The figure 

above confirms the high standard deviation in foreign banks’ ROA. Therefore, we can say 

that investment in foreign banks would not be a good idea. Another important thing to discuss 

here is a financial crisis and its effect on the Chinese banking industry. We can observe that 

domestic banks perform well in the financial crisis and only between 2008 and 2009 they 

faced a reduction in their profitability. On the other hand, foreign banks face a considerable 

reduction in their profitability. I do not consider the value of foreign banks in 2011 because I 

did not get data for that year. 

 

 
Figure 14: Comparison between foreign and domestic banks’ ROE in China. 

 

Figure 14 presents the comparison between foreign and domestic banks’ returns on equity 

during 2001 to 2011. This graph makes clear picture of the Chinese banking industry and the 

impact of financial crisis on foreign and domestic banks. First, domestic banks totally 
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outperformed foreign banks even in financial crisis. Performance gap after 2006 were almost 

double. Second, variation in returns is negative in foreign banks whereas domestic banks only 

having single considerable reduction during financial crisis from 2008 to 2009. Third 

important thing to observe is impact of financial crisis. Foreign and domestic banks show 

impact of financial crisis only between 2008 and 2009. Even in financial crisis, domestic 

banks’ ROE was much higher than foreign banks. Domestic banks recover their reduction 

until 2011 whereas foreign banks still face problems. Overall, I can say that domestic banks 

perform better than foreign banks during 2001-2011 especially during financial crisis.  

4.4.2 Regression Analysis 

 

Regression Analysis of ROA in China 

Model R R 

Square 

Adjusted 

R 

Square 

Std. 

Error of 

the 

Estimate 

Change Statistics 

R 

Square 

Change 

F 

Change 

df1 df2 Sig. F 

Change 

1 ,948
a
 ,899 ,818 ,158377 ,899 11,102 4 5 ,011 

2 ,967
b
 ,935 ,853 ,142094 ,036 2,212 1 4 ,211 

a. Predictors: (Constant), GDPG%, market share, Real interest rate (%), INFLATION 

b. Predictors: (Constant), GDPG%, market share, Real interest rate (%), INFLATION, FROA 

Table 29: Regression analysis of foreign and domestic banks’ ROA in China.  

 

Calculated Correlation value is – 0.24 that indicates the insignificant negative relation 

between foreign and domestic banks’ ROA. Good inflation rate and foreign banks’ low 

market share have significant positive impact on domestic bank profitability. Low real interest 

rates has an insignificant negative impact on domestic banks’ profitability. Foreign banks’ 

ROA and low real interest rate can be the reason of less domestic banks’ ROA as compare to 

foreign banks’ ROA. The GDP growth rate is positively but insignificant related to domestic 

banks’ profitability. (Detail table in appendix) 

 

Table 29 presents regression analysis of foreign and domestic banks’ ROA during 2001-2011. 

Model 1 explains 89.9% variance in the dependent variables whereas after including 

independent variable, model 2 can predict 93.5% variance of the dependent variable. That 

also reduces the standard error of the regression model. Independent variable individual 

prediction ability is only 3.6% which is insignificant. Therefore, significance F is 0.211 that is 

higher than acceptable level.  
 

Coefficient of domestic banks’ ROA in China 

Model 2 Market share Inflation RIR GDP 

growth% 

FROA 

Beta 1.20 -2.04 -1.90 0.78 0.29 

Significance 0.004 0.16 0.15 0.052 0.21 
Table 30: Coefficient of domestic banks’ ROA in China. 

 

Model 2 expresses that foreign banks’ market share has a significant effect on the dependent 

variable. Market share significance value is 0 with beta 1.20. All other variables especially 

foreign banks’ ROA (0.21) have insignificant significance values. Therefore, analysis 
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suggests that foreign banks’ ROA do not have significant negative effects on domestic banks’ 

ROA in China during 2001-2011.  

 

Regression Analysis of ROE in China 

Model R R 

Square 

Adjusted 

R 

Square 

Std. 

Error of 

the 

Estimate 

Change Statistics 

R 

Square 

Change 

F 

Change 

df1 df2 Sig. F 

Change 

1 ,943
a
 ,890 ,802 1,59422 ,890 10,112 4 5 ,013 

2 ,963
b
 ,927 ,836 1,45153 ,037 2,031 1 4 ,227 

a. Predictors: (Constant), GDPG%, market share, Real interest rate (%), INFLATION 

b. Predictors: (Constant), GDPG%, market share, Real interest rate (%), INFLATION, FROE 

Table 31: Regression analysis of foreign and domestic banks’ ROE in China.  

 

Calculated correlation value for ROE is 0.49 that indicates an insignificant positive 

relationship between foreign and domestic banks’ ROE in China. Low foreign banks’ market 

share and good inflation rate have significant positive impact on domestic banks’ ROE. Near 

3% inflation rate is considered good for the economy as well as the banking industry. 

Therefore domestic banks’ ROE is higher than foreign banks’ profitability. But high profit 

also reflects the absence of competition. As I mentioned in theoretical framework that China 

have a restrictions on foreign banks’ participation and domestic banks have strong position in 

China.  Low real interest rate makes banks risky. Therefore, Chinese low real interest rate has 

significant negative impact on domestic banks’ profitability even foreign banks also face 

negative but insignificant impact of low real interest rate. Growing GDP has positively related 

to foreign and domestic banks’ profitability.  

 

Table 31 presents a regression analysis for foreign and domestic banks’ ROE. R square in 

model 2 is little higher than model 1 that indicates model 2 can explain 92.7% variance of 

domestic banks’ ROE. R square change value in model 2 indicates that foreign banks’ ROE 

predicts only 3.7% variance of domestic banks’ ROE. Therefore, the significance F value 

0.227 is insignificant. 

 

Coefficient of ROE in China 

Model 2 Market share Inflation RIR GDP 

growth% 

FROE 

Beta 0.77 -0.24 -0.57 0.19 0.25 

Significance 0.01 0.86 0.65 0.59 0.23 
Table 32: Coefficient of Regression about foreign and domestic banks’ ROE in China. 

 

Table 32 presents the significance of the individual. In model 2, only market share have 

significance value below acceptable level with high weight 0.768. Whereas as independent 

variable have 0.227 significance value that is higher than acceptable level, we can say that 

there is no significant negative effect of foreign banks’ ROE on domestic banks’ ROE. The 

results also confirm correlation figure.  
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4.5 BRIC’s Banks’ Financial Data 

 

Table 33: Average financial data of foreign and domestic banks’ ROA and returns on equity from BRIC 

group during 2001-2011. 

 

Table 33 presents average returns on assets and ROE of foreign and domestic banks working 

in BRIC group. As it is explained that I collected a huge number of data about foreign and 

domestic banks and it is difficult to handle all of them that is why I took the average of all 

domestic and foreign banks. In the same way, I took the average of all domestic banks 

working in Brazil, Russia, India and China for BRIC group. The same method is applied on 

ROE. In that way, it is easy to handle and apply statistical tools on it. But, the same 

generalization issue also can be attached to the results. After taking an average, it is difficult 

to generalize the results of current research and we cannot predict future perfectly. As my 

main area of research is BRIC, my analysis is in detail for example descriptive statistics, 

correlation and regression analysis will be presented and discussed.  

4.5.1 Descriptive statistics of BRIC Group Banking Industry 

 

BRIC GROUP DROA FROA FROE DROE 

Mean 1,54 2,24 9,30 12,14 

Standard Error 0,09 0,54 2,05 0,62 

Standard Deviation 0,30 1,80 6,80 2,06 

Kurtosis – 0,15 8,70 3,31 – 0,71 

Skewness 0,65 2,83 – 1,41 0,66 

Table 34: Descriptive statistics of foreign and domestic banks’ ROA and ROE in BRIC group during 

2001-2011. 

 

Descriptive statistics of the banking industry in BRIC group are given in the above table. It is 

important to check the normality of the data as well as the performance of foreign and 

domestic banks. Mean represents the average of variables which is calculated through 

dividing sum of variable by number of observations. Domestic banks have mean 1.54 returns 

on asset which is less than the foreign banks’ ROA mean (2.24) working in BRIC. It shows 

that foreign banks performed better than domestic banks in BRIC during 2001-2011. On the 

 BRIC BRIC BRIC  BRIC 

Year DROA  FROA DROE  FROE 

2001 1,17 2,63 10,30 17,12 

2002 1,55 7,43 9,32 – 7,39 

2003 1,58 1,74 10,75 9,84 

2004 1,44 1,98 14,53 4,34 

2005 1,52 1,54 10,96 9,11 

2006 1,77 1,84 12,55 11,50 

2007 2,11 2,42 15,75 17,49 

2008 1,91 1,81 14,87 14,09 

2009 1,32 1,17 11,25 9,30 

2010 1,38 0,94 11,38 7,85 

2011 1,17 1,15 11,88 9,01 
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other hand, ROE of domestic bank is 12.14, which is more than foreign banks’ ROE mean 

(9.3). That indicates domestic banks performed better than foreign banks according to ROE.  

 

Standard error shows how close sample mean is from its original population means. It is 

calculated by dividing the standard deviation by the square root of the total observation. 

Smaller standard error shows that the mean is close to its population. Domestic banks’ ROA 

and ROE, and foreign banks’ ROA have 0.089, 0.62 and 0.54 standard error representatively 

which is small. It means that sample mean is closer to the population mean. Whereas, the 

standard error for foreign banks’ ROE is 2.05 which is higher than others. Another important 

descriptive statistic is standards deviation. It shows how much foreign and domestic banks 

have volatility in their profitability. Standard deviation of domestic banks’ ROA is 0.3 

approximately which is a smaller then foreign bank ROA (1.8). If we observe their ROE, we 

can see that domestic banks have a smaller standard deviation than foreign banks. It shows 

that foreign banks have unstable and volatile profitability and performance as compared to 

domestic banks. Higher standard deviation is not considered good by the shareholders and 

especially investors. Because the investors are risk averse, they prefer less standard deviation. 

Forth is kurtosis which measures the peak of the distribution. It shows how much data is 

normal. Positive kurtosis means only a few observations in tails whereas negative indicate 

many observations in tails which make bell diagram flat. If the data is normally distributed 

then its kurtosis will be zero. (Investopedia, 2012d).  

 

In my case, domestic banks’ ROA and ROE have negative kurtosis that means there are lot of 

observation in tails. Whereas foreign banks have positive kurtosis which shows that foreign 

banks’ bell diagram will have high peak and mostly figure will be near the mean. The fifth 

descriptive statistic is Skewness which also indicates the normality of data through bell 

diagram. For normal distributed data skewness is equal to zero whereas in negative skewed 

means there are lots of figures at the right side of the curve and the median and mode is more 

than mean. On the other hand, if skewness is positive than most of the data is on the left side 

of the curve and the median and mode is lower than the mean. In this case, ROA and ROE of 

domestic banks have negative value which means most of the data is on right side of the 

curve. Whereas, foreign banks have positive skewness which indicates that data curve is 

skewed at right side and data concentrate on the left side. Further explanation of data and 

comparison between foreign and domestic banks’ profitability and performance can be 

explained by graphs below.  
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Figure 15: Comparison between foreign and domestic banks’ ROA in BRIC group during 2001-2011. 

Years are taken on x-axis whereas ROA is taken on y-axis. 

 

Figure 15 above gives a comparison between foreign and domestic banks’ returns on asset 

during 2001 and 2011. We can see the effect of abnormal figure from Russian foreign banks’ 

returns on assets during 2002. Expect that foreign and domestic banks’ returns are near to 

each other in BRIC group. But, as we can see that foreign banks’ ROA is only less than 

domestic banks during 2009 to 2011. I also found such facts in descriptive statistics where 

mean of foreign banks’ ROA is more than domestic banks. It indicates that foreign banks 

performed better than domestic banks in BRIC. We can also observe volatility of foreign and 

domestic banks’ ROA before and after the financial crisis. Curves movement indicates that 

foreign banks have high volatility as compared to domestic banks. Descriptive statistics of 

ROA also confirm this analysis. Another important thing to observe is the impact of financial 

crisis. We can observe sharp reduction in foreign banks’ profitability but after 2010 they 

showed little recovery whereas, domestic banks performed better than foreign banks during 

financial crisis. 

 

 
Figure 16: Comparison between foreign and domestic banks’ ROE in BRIC group. 

 

Figure 16 gives the comparison between foreign and domestic banks’ ROE during my 

selected time period. As I calculated mean in descriptive statistics, this graph shows same 

thing here. We can see domestic banks’ ROE is more than foreign banks. Only in 2001 and 

2007 foreign banks have higher ROE as compared to domestic banks’ ROE. Descriptive 

statistics also show that foreign banks have a high standard deviation which means their 

returns have high volatility. We can see that variation in foreign banks’ curve. The abnormal 

figure of foreign banks at 2002 belongs to the Russian banking system. Domestic banks’ ROE 

mostly remain between 10 and 15 which make their mean high and standard deviation less. 

Another important thing to discuss is the impact of financial crisis on foreign and domestic 

banks’ ROE. After 2007, foreign and domestic banks’ curve show reduction especially in 

foreign banks which has sharper reduced than domestic banks working in BRIC. From the 

figure we can see that, domestic banks start recovering after 2009 whereas foreign banks 

recover their reduction after 2010. Overall, domestic banks performed better than foreign 

banks before and during the financial crisis.  
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4.5.3 Regression Analysis 

 

After finding relation between foreign and domestic banks in individual countries, now I 

move toward BRIC. Regression analysis about BRIC is presented in the following tables. 

 

Calculated Correlation value of foreign and domestic banks’ ROA is 0.12 that indicates an 

insignificant weak positive relationship between foreign and domestic banks’ ROA. Further, it 

can be explained that with the increase of foreign banks’ ROA, domestic banks’ ROA also 

increases but not as much as foreign banks’ ROA increases. Increase in foreign banks’ market 

share is associated with reduction in domestic banks’ profitability. 16.22% foreign banks’ 

market share in BRIC has an insignificant negative impact on domestic banks’ ROA. The 

average inflation rate in BRIC is quite higher than normal which indicates insignificant 

positive impact on domestic banks’ profitability. The GDP growth rate is 6.55% that is 

considered good has significant positive relation with domestic banks’ ROA.  

 
 

Regression Analysis of ROA in BRIC 

Model R 
R 

Square 

Adjusted 

R 

Square 

Std. Error 

of the 

Estimate 

Change Statistics 

R 

Square 

Change 

F 

Change 
df1 df2 

Sig. F 

Change 

1 ,714
a
 ,510 ,183 ,26826024 ,510 1,561 4 6 ,298 

2 ,728
b
 ,529 ,059 ,28799453 ,019 ,206 1 5 ,669 

a. Predictors: (Constant), GDP growth %, market share, INFLATION, Real interest rate (%) 

b. Predictors: (Constant), GDP growth %, market share, INFLATION, Real interest rate (%), FROA 

Table 35: Regression Analysis of foreign and domestic banks’ ROA in BRIC.  

 

Table 35 presents the regression analysis of foreign and domestic banks’ ROA in BRIC 

during 2001-2011. R square value in model 2 indicates that model can explain 52.9% variance 

in domestic banks’ ROA. Foreign banks’ ROA explain only 1.9% variance that indicates a 

weak relation between foreign and domestic banks in BRIC. Therefore, the significance F 

value is 0.669 that is quite high.  

 

Coefficient of ROA in BRIC 

Model 2 Market share Inflation RIR GDP 

growth% 

FROA 

Beta 1.38 0.74 1.87 1.36 0.17 

Significance 0.28 0.44 0.31 0.10 0.67 
Table 36: Coefficient of domestic banks’ ROA in BRIC. 

 

The coefficient table above shows that none of the variable has significant value of 

significance. Especially foreign banks’ ROA has quite high significance value 0.067 which is 

higher than acceptable level 0.05. Therefore, I reject the chance of negative impact of foreign 

banks’ ROA on domestic banks’ profitability in BRIC.  

 

Regression Analysis of ROE in BRIC 

Model R R Adjusted Std. Error Change Statistics 
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Square R 

Square 

of the 

Estimate 

R 

Square 

Change 

F 

Change 
df1 df2 

Sig. F 

Change 

1 ,697
a
 ,485 ,142 1,90785475 ,485 1,415 4 6 ,335 

2 ,735
b
 ,540 ,081 1,97549803 ,055 ,596 1 5 ,475 

a. Predictors: (Constant), GDP growth %, market share, INFLATION, Real interest rate (%) 

b. Predictors: (Constant), GDP growth %, market share, INFLATION, Real interest rate (%), FROE 

Table 37: Regression analysis of foreign and domestic banks’ ROE in BRIC. 

 

The Calculated correlation value of foreign and domestic banks’ ROE is 0.47. It indicates that 

foreign banks’ have an insignificant positive relationship with domestic banks’ ROE. In other 

words, both types of banks’ ROE move in the same direction. Low foreign banks’ market 

share and high inflation have positively but insignificant relation with domestic banks’ returns 

on equity. The high real interest rate has significant negative impact on domestic banks’ 

profitability. High and smooth GDP growth rate also have a significant positive relation with 

domestic banks.  

 

Table 37 presents regression analysis of foreign and domestic banks’ ROE in BRIC during 

2001-2011. Model 2 presents R square value 0.54 that indicated by control and independent 

variables model predicts 54% variance of dependent variables with estimated error 1.98. 

Individual foreign banks’ ROE explains only 5.5% variance of domestic banks’ ROE that also 

confirms weak relation between foreign and domestic banks’ ROE in BRIC. Therefore 

significance value 0.475 is insignificant.  

 

Coefficient of ROE in BRIC 

Model 2 Market share Inflation RIR GDP 

growth% 

FROE 

Beta 0.82 0.57 0.75 0.64 0.26 

Significance 0.52 0.53 0.66 0.40 0.48 
Table 38: Coefficient of domestic banks’ ROE in BRIC. 
 

The coefficient table presents significance values of all variables. None of the variables have 

acceptable significance value especially foreign banks’ ROE has 0.475 which is quite higher 

than 0.05. This result confirms correlation analysis that foreign and domestic banks have 

insignificant positive relation in BRIC group during 2001-2011.  
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Chapter 5: Conclusion and Recommendations  
 

The chapter provides brief summary of current paper results. Theoretical and practical 

contribution of the study is also discussed in this chapter. At the end of chapter future 

recommendation for further research is given.  

5.1 Conclusions 

Claessens et al (2001) found that due to foreign banks’ entry in domestic market, domestic 

banks’ profitability decreased whereas as due to competition domestic banks improved their 

performance and efficiency (Claessens et al, 2001, p.1). Similar results were found by Bouzidi 

Fathi in which 1770 active banks were studied and found negative impact of foreign banks’ 

entry on domestic banks in developing countries. I tested this theory on BRIC group as well 

as individual countries. A regression model was applied on collected data by using the GDP 

growth rate, real interest rate, market share and inflation as control variables. The results of 

the regression analysis were presented in chapter number 4. Here I discussed those results and 

on that bases accept or reject the hypothesis that the author generated in chapter number 2.  

 

Summary of Correlation 

 BRAZIL RUSSIA INDIA CHINA BRIC 

 ROA ROE ROA ROE ROA ROE ROA ROE ROA ROE 

ROA/ROE 
D 1 1 1 1 1 1 1 1 1 1 

F 0.35 0.57 -0.2 0.63 0.30 -0.44 -0.24 0.49 0.12 0.47 

MARKET 

SHARE 

D -0.06 -0.1 -0.57 -0.5 0.09 -0.13 0.82 0.75 -0.08 0.32 

F -0.15 -0.18 -0.49 0.11 0.57 -0.19 -0.54 0.04 -0.51 0.25 

INFLATION 
D 0.23 -0.18 0.13 0.34 0.63 0.60 0.42 0.59 0.23 0.44 

F -0.08 -0.40 0.12 0.06 0 0.21 0.4 0.41 -0.08 0.05 

RIR 
D -0.53 0.25 0.03 -0.2 -0.29 -0.45 -0.4 -0.56 -0.17 -0.6 

F 0.04 -0.18 0.10 -0.1 0.23 0.02 -0.42 -0.37 0.49 -0.2 

GDP % 
D 0.17 0.31 0.15 0.34 -0.10 0.11 0.19 0.21 0.58 0.53 

F 0.06 0.16 0.05 0.10 0.38 -0.08 0.17 0.52 -0.15 0.22 
Table 39: Summary of Correlation between variables during 2001-2011. 

 

Above table summarizes the relation among control variables, foreign and domestic banks’ 

profitability in all four countries as well as BRIC group. Bold figures have significant 

significance values, therefore, it is important to observe before making any decision. All 

figures related to relation between foreign and domestic banks’ profitability are bold whereas 

other bold figures have acceptable significance level. Next explanation presents the results 

one by one for each individual country and then for BRIC group overall. 

 

First of all, regression analysis is calculated for Brazil banking market. Correlation values 

0.35 for ROA and 0.57 for ROE is given by the regression model whereas the effect of control 

variables is eliminated. Both values show that there is a positive relationship between foreign 

and domestic banks’ returns in Brazil. All control variable also positively related with 

domestic banks’ ROA whereas market share and inflation is negatively related with domestic 

banks’ ROE in Brazil banking industry. There is no significant difference between foreign 

and domestic banks’ performance but domestic banks’ performance is comparatively better 

than foreign banks working in Brazil. P/Significance values are 0.303 for ROA and 0.11 for 
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ROE. Both have significant values greater than acceptable level 0.05, therefore, I reject the 

previous theory for Brazil that foreign banks have a negative effect on domestic banks’ 

profitability in developing countries. From descriptive statistics and analysis of graphs 7 and 

8, I can say that financial crisis 2008 has a strong negative impact on both foreign and 

domestic banks in Brazil whereas domestic banks’ financial performance is better than 

foreign banks with less risky business.  

 

Second, the Russian market is a very unique market. As it is explained in chapter 2 that 

Russia gave permission to foreign banks very late, it made foreign banks were not strong 

enough in Russia but still foreign banks competed very well. Russia has large numbers of 

domestic banks which face problem due to competition. It can be observed through then 

relation of foreign banks’ market share with domestic banks’ profitability. Market share is 

negatively related with domestic banks’ profitability. The correlation between foreign and 

domestic banks’ ROA is negative but weak with value -0.199. However, P / significance 

value 0.103 is higher than confidence level. Negative relation may be due to other reasons 

such as market share, etc. On the other hand, foreign and domestic banks’ ROE has strong 

positive relation to value 0.63. Whereas, market share and real interest rate is negatively 

related with domestic banks’ ROE. P/ Significance value for ROE is 0.03 which is below 

acceptable levels. The results from Russia to some extent confirm the previous theories about 

the relationship between foreign and domestic banks. On the basis of descriptive statistics and 

figure 9 and 10, I can say that financial crisis did not affect much Russian banking industry as 

compared to other countries. Foreign and domestic banks performed almost equally. Foreign 

banks performed relatively better than domestic banks during the financial crisis but foreign 

banks were risky too.  

 

Third, Indian banking industry is very well developed that support healthy competition 

between foreign and domestic banks. Foreign and domestic banks’ ROA have a positive 

relation in India with correlation values 0.302. GDP growth rate and real interest rate have a 

negative relation with domestic banks’ profitability whereas market share and inflation have 

positive relations with domestic banks’ ROA. P/Significance value is 0.585 for ROA and it 

rejects previous theories. Whereas, the foreign banks’ ROE has a negative effect on domestic 

banks’ ROE. The significance value is 0 and it approves previous theories about the negative 

relation between foreign and domestic banks’ ROE in Indian banking industry. Foreign and 

domestic banks performed well but foreign banks’ performance was little better than domestic 

banks especially during financial crisis. On the base of descriptive statistics and figure 11 and 

12, I can say that Indian banking industry had a strong negative impact of financial crisis. If I 

compare domestic and foreign banks’ performance then I can say that foreign banks 

performed better than domestic banks in India during the financial crisis but were more risky 

than domestic banks.  

 

Forth, China is one of the fastest growing economies in the world and it makes foreign banks 

are interested to invest in the Chinese financial industry but China has restrictions on foreign 

investment in the banking industry. Therefore, they do not have many foreign banks in China. 

The correlation between foreign and domestic banks’ ROA is negative with value -0.24 after 

eliminating the effects of control variables. Significance value 0.211 is higher than acceptable 

level. Whereas, the correlation between foreign and domestic banks’ ROE is 0.493 which 

shows a strong positive relationship between foreign and domestic banks. The significance 

value is 0.227 and it is also higher than acceptable level. Therefore, I can say that Chinese 

banking industry totally performs opposite to Claessens et al (2001) theory about developing 

countries. The real interest rate is also negatively correlated with domestic banks’ profitability 
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whereas all other control variables have positive effects on domestic banks’ profitability. 

After observing and analysing descriptive statistics and figure 13 and 14, I can see that the 

financial crisis has a strong negative impact on foreign banks working in China whereas 

domestic banks have very little effect of the financial crisis. Domestic banks’ performance 

was much better than foreign banks during financial crisis 2008. 

 

At last, foreign and domestic banks’ regression analysis was conducted for BRIC. A 

correlation value 0.12 is calculated for ROA that shows positive but insignificant relation 

between foreign and domestic banks’ ROA in the absence of control variables. Whereas 

P/significance value for ROA is 0.67 that is higher than acceptable level 0.05, therefore, in 

case H1-0 (null) hypothesis that indicates, “There is a negative relation between foreign and 

domestic banks” is rejected. The market share of foreign banks and real interest rate have a 

negative effect on domestic banks’ ROA. After observing and considering the discussion 

under descriptive statistics and figure 15, I can say that foreign banks perform better than 

domestic banks. But foreign banks’ profitability is more risky than domestic banks because 

their returns have high variation. As far as the impact of the financial crisis is concerned, both 

foreign and domestic banks’ returns face strong negative impact of financial crisis but 

domestic banks financially perform financially better than foreign banks. Therefore, H2-0 

(null) hypothesis that shows “Foreign banks perform better than domestic banks during 

financial crisis in BRIC” is rejected. 

 

The correlation value of foreign and domestic banks’ ROE is 0.465 which shows the positive 

relation between foreign and domestic banks. Correlation results reject previous researches 

that show the negative relation between foreign and domestic banks. Significance value for 

ROE is 0.475. It is higher than acceptable level 0.05, therefore, H1-0 (null) hypothesis is 

rejected. After observing figure 16 and descriptive statistics, I can see that the financial crisis 

has a strong negative impact on foreign and domestic banks’ profitability. If we compare 

financial performance of foreign and domestic banks, we can see that domestic banks perform 

better than foreign banks during financial crisis in BRIC group. Therefore, H2-0 (null) 

hypothesis is rejected. Descriptive statistics and figure 16 also show that foreign banks have 

high volatility in their returns that is equal to 6.8.  

 

Foreign and domestic banks’ ROA and ROE have positive relation, with higher P value than 

acceptable level after controlling GDP growth, real interest rate, inflation and market share of 

foreign banks. Therefore, current research rejects Claessens et al (2001) theory about foreign 

and domestic banks’ relationship in developing countries. Only Russian and Indian banks’ 

ROE confirm previous theories but as whole foreign banks in BRIC have a positive relation 

with domestic banks that were all developing countries. Therefore, on the bases of ROA and 

ROE H1-0 (null) hypothesis for BRIC group is rejected and accepts the alternative hypothesis 

(H1-1) that indicates no negative relation between foreign and domestic banks’ profitability in 

BRIC. Domestic banks’ ROA and ROE perform better than foreign banks’ ROA and ROE 

during financial crisis therefore H2-0 (null) hypothesis is rejected and accepts the alternative 

hypothesis (H2-1) which indicates foreign banks do not perform better than domestic banks 

during financial crisis in BRIC. 

5.2 Contribution 

The current paper explores the interbank relationship between foreign and domestic banks in 

the BRIC group of countries and foreign and domestic banks’ performance during the 

financial crisis 2008. For that purpose, I use ROA and ROE. I believe that current study has 
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practical as well as theoretical contribution. First of all, the current research is useful for 

stakeholders of the banking industry and investors who wish to invest in the banking sector of 

BRIC, because these two ratios are widely used to investigate the profitability of business. It 

is also useful for shareholders of banks to understand how new and existing foreign banks 

affect their profitability. Second, this paper provides detailed information about the positive 

and negative impact of foreign banks’ entry on domestic markets and the modes that foreign 

banks used in order to enter in domestic banks and how it impacted on competition. At last 

but not the least, this paper also explains how market share, inflation, real interest rate and 

GDP growth rate affected foreign and domestic banks in BRIC. 

5.3 Future Recommendation 

The current paper explores lots of questions that are useful for future research. For example, 

current study only takes five types of banks without considering the bank size. Bank type can 

be increased and size can be specified in future research that can make research more 

authentic and meaningful. There are lots of other factors that can be considered for the 

purpose of evaluating foreign banks’ impact on domestic banks’ performance and profitability 

for example bad debts, overhead expense, market share by assets etc. I only used four most 

important factors that can have a strong impact on foreign and domestic banks as control 

variables but also considered that these were not enough and for more accurate results future 

researches could consider more factors as control variables. For evaluating foreign and 

domestic banks’ performance, current paper used only descriptive statistics and figures. It will 

be a good idea to consider detailed evaluation of performance and use any kind of statistical 

tool to find and compare foreign and domestic banks’ performance. Current paper focuses on 

the overall relation between foreign and domestic banks’ profitability. We knew that relation 

changes over time especially at the time of financial crisis. Therefore, I recommend for future 

research that researchers should consider how the relationship between foreign and domestic 

banks change over time especially in financial crisis.  
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Appendix 

 

Table1: Correlations between foreign and domestic banks’ ROA in Brazil 

 DROA 
market 

share 
INFLATION 

Real 

interest 

rate (%) 

GDPG% FROA 

Pearson 

Correlation 

DROA 1,000 ,056 ,233 ,534 ,166 ,350 

market share ,056 1,000 ,386 -,068 -,161 -,148 

INFLATION ,233 ,386 1,000 ,520 -,348 -,081 

Real interest rate 

(%) 
,534 -,068 ,520 1,000 -,435 ,041 

GDPG% ,166 -,161 -,348 -,435 1,000 ,059 

FROA ,350 -,148 -,081 ,041 ,059 1,000 

Sig. (1-tailed) 

DROA . ,435 ,245 ,046 ,313 ,146 

market share ,435 . ,120 ,421 ,319 ,332 

INFLATION ,245 ,120 . ,050 ,147 ,407 

Real interest rate 

(%) 
,046 ,421 ,050 . ,091 ,452 

GDPG% ,313 ,319 ,147 ,091 . ,432 

FROA ,146 ,332 ,407 ,452 ,432 . 

N 

DROA 11 11 11 11 11 11 

market share 11 11 11 11 11 11 

INFLATION 11 11 11 11 11 11 

Real interest rate 

(%) 
11 11 11 11 11 11 

GDPG% 11 11 11 11 11 11 

FROA 11 11 11 11 11 11 

 

 

Table 2: Coefficients of foreign and domestic banks’ ROA in Brazil 

Model 

Unstandardized 

Coefficients 

Standardized 

Coefficients 
t Sig. 

95.0% Confidence 

Interval for B 

B Std. Error Beta 
Lower 

Bound 

Upper 

Bound 

1 

(Constant) -4,535 3,077  -1,474 ,191 -12,063 2,994 

market share ,121 ,165 ,242 ,736 ,489 -,282 ,524 

INFLATION -,048 ,162 -,113 -,298 ,776 -,445 ,349 

Real interest 

rate (%) 
,132 ,059 ,840 2,243 ,066 -,012 ,276 

GDPG% ,211 ,127 ,531 1,656 ,149 -,101 ,523 
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2 

(Constant) -5,027 3,029  -1,660 ,158 -12,814 2,760 

market share ,138 ,161 ,276 ,856 ,431 -,276 ,552 

INFLATION -,039 ,158 -,091 -,246 ,816 -,446 ,368 

Real interest 

rate (%) 
,127 ,057 ,809 2,211 ,078 -,021 ,275 

GDPG% ,204 ,124 ,512 1,636 ,163 -,116 ,523 

FROA ,249 ,217 ,320 1,147 ,303 -,309 ,807 

 

Table 3: Correlation of foreign and domestic banks’ ROE 

 DROE 
market 

share 
INFLATION 

Real 

interest 

rate (%) 

GDPG% FROE 

Pearson 

Correlation 

DROE 1,000 -,098 -,178 ,254 ,305 ,567 

market share -,098 1,000 ,386 -,068 -,161 -,175 

INFLATION -,178 ,386 1,000 ,520 -,348 -,400 

Real interest 

rate (%) 
,254 -,068 ,520 1,000 -,435 -,175 

GDPG% ,305 -,161 -,348 -,435 1,000 ,160 

FROE ,567 -,175 -,400 -,175 ,160 1,000 

Sig. (1-tailed) 

DROE . ,388 ,300 ,226 ,181 ,034 

market share ,388 . ,120 ,421 ,319 ,303 

INFLATION ,300 ,120 . ,050 ,147 ,112 

Real interest 

rate (%) 
,226 ,421 ,050 . ,091 ,303 

GDPG% ,181 ,319 ,147 ,091 . ,319 

FROE ,034 ,303 ,112 ,303 ,319 . 

N 

DROE 11 11 11 11 11 11 

market share 11 11 11 11 11 11 

INFLATION 11 11 11 11 11 11 

Real interest 

rate (%) 
11 11 11 11 11 11 

GDPG% 11 11 11 11 11 11 

FROE 11 11 11 11 11 11 
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Table 4: Coefficient of foreign and domestic banks’ ROE 

Model 

Unstandardized 

Coefficients 

Standardized 

Coefficients 
t Sig. 

95.0% Confidence 

Interval for B 

B Std. Error Beta 
Lower 

Bound 

Upper 

Bound 

1 

(Constant) -4,854 12,780  -,380 ,717 -36,125 26,417 

market share ,390 ,684 ,211 ,570 ,590 -1,284 2,063 

INFLATION -,732 ,674 -,465 -1,087 ,319 -2,381 ,916 

Real interest 

rate (%) 
,420 ,244 ,725 1,720 ,136 -,178 1,018 

GDPG% ,723 ,530 ,493 1,366 ,221 -,573 2,019 

2 

(Constant) -9,630 10,844  -,888 ,415 -37,505 18,246 

market share ,394 ,565 ,213 ,698 ,517 -1,059 1,847 

INFLATION -,369 ,587 -,235 -,629 ,557 -1,879 1,140 

Real interest 

rate (%) 
,402 ,202 ,693 1,987 ,104 -,118 ,921 

GDPG% ,690 ,438 ,471 1,576 ,176 -,436 1,816 

FROE ,195 ,100 ,557 1,945 ,109 -,063 ,452 

 

Table 5: Correlations between foreign and domestic banks’ ROA in Russia 

 DROA 
market 

share 
INFLATION 

Real 

interest 

rate (%) 

GDP 

Growth % 
FROA 

Pearson 

Correlation 

DROA 1,000 -,568 ,128 ,026 ,147 -,199 

market share -,568 1,000 -,315 ,000 -,314 -,488 

INFLATION ,128 -,315 1,000 -,906 ,819 ,117 

Real interest 

rate (%) 
,026 ,000 -,906 1,000 -,847 ,102 

Russian 

Federation 
,147 -,314 ,819 -,847 1,000 ,052 

FROA -,199 -,488 ,117 ,102 ,052 1,000 

Sig. (1-tailed) 
DROA . ,034 ,354 ,470 ,333 ,279 

market share ,034 . ,173 ,500 ,174 ,064 
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INFLATION ,354 ,173 . ,000 ,001 ,366 

Real interest 

rate (%) 
,470 ,500 ,000 . ,001 ,382 

Russian 

Federation 
,333 ,174 ,001 ,001 . ,440 

FROA ,279 ,064 ,366 ,382 ,440 . 

N 

DROA 11 11 11 11 11 11 

market share 11 11 11 11 11 11 

INFLATION 11 11 11 11 11 11 

Real interest 

rate (%) 
11 11 11 11 11 11 

GDP growth % 11 11 11 11 11 11 

RFROA 11 11 11 11 11 11 

 

Table 6: Coefficient of foreign and domestic banks’ ROA in Russia 

Model 

Unstandardized 

Coefficients 

Standardized 

Coefficients 
t Sig. 

95.0% Confidence 

Interval for B 

B Std. Error Beta 
Lower 

Bound 

Upper 

Bound 

1 

(Constant) 2,472 1,425  1,736 ,133 -1,013 5,958 

market share -,013 ,011 -,752 -1,162 ,289 -,041 ,014 

INFLATION -,028 ,082 -,428 -,338 ,747 -,229 ,173 

Real interest 

rate (%) 
-,027 ,088 -,495 -,310 ,767 -,242 ,188 

GDP Growth %  -,011 ,060 -,157 -,188 ,857 -,157 ,135 

2 

(Constant) 2,233 1,171  1,907 ,115 -,777 5,242 

market share -,016 ,009 -,890 -1,669 ,156 -,039 ,008 

INFLATION ,004 ,069 ,060 ,056 ,957 -,173 ,181 

Real interest 

rate (%) 
,004 ,073 ,072 ,054 ,959 -,185 ,193 

GDP Growth % -,006 ,049 -,088 -,128 ,903 -,132 ,119 

FROA -,029 ,015 -,643 -1,994 ,103 -,067 ,008 
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Table 7: Correlations between foreign and domestic banks’ ROE in Russia 

 DROE 
market 

share 
INFLATION 

Real 

interest 

rate (%) 

Russian 

Federation 
FROE 

Pearson 

Correlation 

DROE 1,000 -,523 ,337 -,183 ,343 ,628 

market share -,523 1,000 -,315 ,000 -,314 ,112 

INFLATION ,337 -,315 1,000 -,906 ,819 ,064 

Real interest 

rate (%) 
-,183 ,000 -,906 1,000 -,847 -,117 

GDP Growth % ,343 -,314 ,819 -,847 1,000 ,098 

FROE ,628 ,112 ,064 -,117 ,098 1,000 

Sig. (1-tailed) 

DROE . ,049 ,155 ,295 ,151 ,019 

market share ,049 . ,173 ,500 ,174 ,372 

INFLATION ,155 ,173 . ,000 ,001 ,426 

Real interest 

rate (%) 
,295 ,500 ,000 . ,001 ,366 

GDP Growth% ,151 ,174 ,001 ,001 . ,388 

FROE ,019 ,372 ,426 ,366 ,388 . 

N 

DROE 11 11 11 11 11 11 

market share 11 11 11 11 11 11 

INFLATION 11 11 11 11 11 11 

Real interest 

rate (%) 
11 11 11 11 11 11 

GDP Growth% 11 11 11 11 11 11 

FROE 11 11 11 11 11 11 

 

Table 8: Coefficients of foreign and domestic banks’ ROE in Russia 

Model 

Unstandardized 

Coefficients 

Standardized 

Coefficients 
t Sig. 

95.0% Confidence 

Interval for B 

B Std. Error Beta 
Lower 

Bound 

Upper 

Bound 

1 
(Constant) 9,318 13,232  ,704 ,508 -23,059 41,696 

market share -,065 ,105 -,409 -,620 ,558 -,321 ,191 
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INFLATION ,110 ,763 ,186 ,145 ,890 -1,756 1,976 

Real interest 

rate (%) 
,068 ,816 ,136 ,084 ,936 -1,928 2,065 

GDP Growth % ,115 ,553 ,177 ,208 ,842 -1,239 1,469 

2 

(Constant) 9,772 8,514  1,148 ,303 -12,115 31,659 

market share -,084 ,068 -,531 -1,247 ,268 -,258 ,089 

INFLATION ,100 ,491 ,170 ,205 ,846 -1,161 1,362 

Real interest 

rate (%) 
,045 ,525 ,091 ,087 ,934 -1,304 1,395 

GDP Growth% ,031 ,357 ,048 ,087 ,934 -,887 ,949 

FROE ,081 ,026 ,682 3,081 ,027 ,013 ,148 

 

Table 9: Correlations between foreign and domestic banks’ ROA in India 

 DROA 
market 

share 
INFLATION 

Real 

interest 

rate (%) 

GDP 

Growth% 
FROA 

Pearson 

Correlation 

DROA 1,000 ,091 ,626 -,292 -,101 ,302 

market share ,091 1,000 -,326 ,369 ,162 ,569 

INFLATION ,626 -,326 1,000 -,881 ,127 ,000 

Real interest 

rate (%) 
-,292 ,369 -,881 1,000 -,316 ,225 

GDP Growth% -,101 ,162 ,127 -,316 1,000 ,375 

FROA ,302 ,569 ,000 ,225 ,375 1,000 

Sig. (1-tailed) 

DROA . ,395 ,020 ,192 ,383 ,184 

market share ,395 . ,164 ,132 ,317 ,034 

INFLATION ,020 ,164 . ,000 ,355 ,500 

Real interest 

rate (%) 
,192 ,132 ,000 . ,172 ,253 

GDP Growth% ,383 ,317 ,355 ,172 . ,128 

FROA ,184 ,034 ,500 ,253 ,128 . 

N 

DROA 11 11 11 11 11 11 

market share 11 11 11 11 11 11 

INFLATION 11 11 11 11 11 11 
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Real interest 

rate (%) 
11 11 11 11 11 11 

GDP Growth% 11 11 11 11 11 11 

FROA 11 11 11 11 11 11 

 

 

Table 10: Coefficients of foreign and domestic banks’ ROA in India 

Model 

Unstandardized 

Coefficients 

Standardized 

Coefficients 
t Sig. 

95.0% Confidence 

Interval for B 

B Std. Error Beta 
Lower 

Bound 

Upper 

Bound 

1 

(Constant) -4,339 1,883  -2,304 ,061 -8,947 ,268 

market share ,102 ,103 ,238 ,995 ,358 -,149 ,354 

INFLATION ,569 ,165 1,633 3,460 ,013 ,167 ,972 

Real interest 

rate (%) 
,274 ,134 1,054 2,042 ,087 -,054 ,603 

GDP Growth% -,005 ,076 -,015 -,060 ,954 -,190 ,181 

2 

(Constant) -5,877 3,308  -1,777 ,136 -14,381 2,626 

market share ,144 ,130 ,335 1,105 ,319 -,191 ,479 

INFLATION ,685 ,265 1,966 2,590 ,049 ,005 1,365 

Real interest 

rate (%) 
,369 ,216 1,418 1,708 ,148 -,187 ,925 

GDP Growth% ,043 ,114 ,139 ,373 ,724 -,250 ,335 

FROA -,179 ,307 -,259 -,583 ,585 -,968 ,610 

 

 

Table 11: Correlations between foreign and domestic banks’ ROE in India 

 DROE 
market 

share 
NFLATION 

Real 

interest 

rate (%) 

GDP 

Growth% 
FROE 

Pearson 

Correlation 

DROE 1,000 -,126 ,601 -,449 ,112 -,436 

market share -,126 1,000 -,326 ,369 ,162 -,188 

INFLATION ,601 -,326 1,000 -,881 ,127 ,208 

Real interest 

rate (%) 
-,449 ,369 -,881 1,000 -,316 ,019 

GDP Growth% ,112 ,162 ,127 -,316 1,000 -,078 

FROE -,436 -,188 ,208 ,019 -,078 1,000 

Sig. (1-tailed) 

DROE . ,356 ,025 ,083 ,371 ,090 

market share ,356 . ,164 ,132 ,317 ,290 

INFLATION ,025 ,164 . ,000 ,355 ,270 

Real interest 

rate (%) 
,083 ,132 ,000 . ,172 ,478 

GDP Growth% ,371 ,317 ,355 ,172 . ,409 

FROE ,090 ,290 ,270 ,478 ,409 . 

N DROE 11 11 11 11 11 11 
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market share 11 11 11 11 11 11 

INFLATION 11 11 11 11 11 11 

Real interest 

rate (%) 
11 11 11 11 11 11 

GDP Growth% 11 11 11 11 11 11 

FROE 11 11 11 11 11 11 

 

 

Table 12: Coefficients of foreign and domestic banks’ ROE in India 

Model 

Unstandardized 

Coefficients 

Standardized 

Coefficients 
t Sig. 

95.0% Confidence 

Interval for B 

B Std. Error Beta 
Lower 

Bound 

Upper 

Bound 

1 

(Constant) -10,508 22,018  -,477 ,650 -64,383 43,368 

market share ,011 1,201 ,003 ,009 ,993 -2,928 2,949 

INFLATION 2,735 1,924 1,009 1,421 ,205 -1,973 7,443 

Real interest 

rate (%) 
,976 1,572 ,482 ,621 ,558 -2,870 4,822 

GDP Growth% ,322 ,886 ,136 ,363 ,729 -1,847 2,490 

2 

(Constant) -25,464 2,865  -8,888 ,000 -32,828 -18,099 

market share -,864 ,157 -,258 -5,498 ,003 -1,268 -,460 

INFLATION 5,529 ,281 2,041 19,691 ,000 4,807 6,251 

Real interest 

rate (%) 
3,159 ,227 1,561 13,929 ,000 2,576 3,743 

GDP Growth% ,749 ,113 ,316 6,617 ,001 ,458 1,040 

FROE -,676 ,035 -,913 
-

19,417 
,000 -,765 -,586 

 

 

Table 13: Correlations between foreign and domestic banks in China 

 DROA 
market 

share 
INFLATION 

Real 

interest 

rate (%) 

GDPG% FROA 

Pearson 

Correlation 

DROA 1,000 ,817 ,422 -,390 ,186 -,238 

market share ,817 1,000 ,091 -,081 -,252 -,539 

INFLATION ,422 ,091 1,000 -,979 ,488 ,398 

Real interest rate 

(%) 
-,390 -,081 -,979 1,000 -,347 -,421 

GDPG% ,186 -,252 ,488 -,347 1,000 ,173 

FROA -,238 -,539 ,398 -,421 ,173 1,000 

Sig. (1-tailed) 

DROA . ,002 ,112 ,133 ,303 ,254 

market share ,002 . ,401 ,412 ,241 ,054 

INFLATION ,112 ,401 . ,000 ,076 ,128 

Real interest rate 

(%) 
,133 ,412 ,000 . ,163 ,113 

GDPG% ,303 ,241 ,076 ,163 . ,316 
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FROA ,254 ,054 ,128 ,113 ,316 . 

N 

DROA 10 10 10 10 10 10 

market share 10 10 10 10 10 10 

INFLATION 10 10 10 10 10 10 

Real interest rate 

(%) 
10 10 10 10 10 10 

GDPG% 10 10 10 10 10 10 

FROA 10 10 10 10 10 10 

 

 

Table 14: Coefficients of foreign and domestic banks’ ROA in China 

Model 

Unstandardized 

Coefficients 

Standardized 

Coefficients 
t Sig. 

95.0% Confidence 

Interval for B 

B Std. Error Beta 
Lower 

Bound 

Upper 

Bound 

1 

(Constant) -,445 ,523  -,850 ,434 -1,790 ,900 

market share ,060 ,010 ,993 5,803 ,002 ,034 ,087 

INFLATION -,201 ,156 -1,627 -1,284 ,255 -,602 ,201 

Real interest 

rate (%) 
-,229 ,158 -1,676 -1,445 ,208 -,635 ,178 

GDPG% ,135 ,060 ,649 2,250 ,074 -,019 ,288 

2 

(Constant) -,834 ,537  -1,552 ,196 -2,326 ,658 

market share ,073 ,013 1,198 5,806 ,004 ,038 ,107 

INFLATION -,251 ,144 -2,039 -1,743 ,156 -,652 ,149 

Real interest 

rate (%) 
-,259 ,143 -1,899 -1,806 ,145 -,657 ,139 

GDPG% ,161 ,056 ,776 2,846 ,047 ,004 ,317 

FROA ,200 ,134 ,285 1,487 ,211 -,173 ,572 

 

 

Table 15: Correlations between foreign and domestic banks’ ROE in China 

 DROE 
market 

share 
INFLATION 

Real 

interest 

rate (%) 

GDPG% FROE 

Pearson 

Correlation 

DROE 1,000 ,754 ,591 -,564 ,211 ,493 

market share ,754 1,000 ,091 -,081 -,252 ,035 

INFLATION ,591 ,091 1,000 -,979 ,488 ,408 

Real interest rate 

(%) 
-,564 -,081 -,979 1,000 -,347 -,371 

GDPG% ,211 -,252 ,488 -,347 1,000 ,522 

FROE ,493 ,035 ,408 -,371 ,522 1,000 

Sig. (1-tailed) 

DROE . ,006 ,036 ,045 ,279 ,074 

market share ,006 . ,401 ,412 ,241 ,461 

INFLATION ,036 ,401 . ,000 ,076 ,121 

Real interest rate 

(%) 
,045 ,412 ,000 . ,163 ,146 
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GDPG% ,279 ,241 ,076 ,163 . ,061 

FROE ,074 ,461 ,121 ,146 ,061 . 

N 

DROE 10 10 10 10 10 10 

market share 10 10 10 10 10 10 

INFLATION 10 10 10 10 10 10 

Real interest rate 

(%) 
10 10 10 10 10 10 

GDPG% 10 10 10 10 10 10 

FROE 10 10 10 10 10 10 

 

 

Table 16: Coefficients of foreign and domestic banks’ ROE in China 

Model 

Unstandardized 

Coefficients 

Standardized 

Coefficients 
t Sig. 

95.0% Confidence 

Interval for B 

B Std. Error Beta 
Lower 

Bound 

Upper 

Bound 

1 

(Constant) 2,098 5,267  ,398 ,707 -11,442 15,638 

market share ,494 ,104 ,844 4,729 ,005 ,226 ,763 

INFLATION -1,001 1,573 -,841 -,637 ,552 -5,045 3,042 

Real interest 

rate (%) 
-1,541 1,593 -1,170 -,968 ,378 -5,636 2,554 

GDPG% ,857 ,602 ,429 1,424 ,214 -,690 2,404 

2 

(Constant) 1,941 4,797  ,405 ,706 -11,378 15,260 

market share ,450 ,100 ,768 4,494 ,011 ,172 ,728 

INFLATION -,281 1,519 -,236 -,185 ,862 -4,498 3,935 

Real interest 

rate (%) 
-,757 1,551 -,574 -,488 ,651 -5,064 3,551 

GDPG% ,381 ,642 ,190 ,593 ,585 -1,401 2,162 

FROE ,375 ,263 ,250 1,425 ,227 -,356 1,107 

 

 

Table 17: Correlations between foreign and domestic banks in BRIC 

 DROA 
market 

share 
INFLATION 

Real 

interest 

rate (%) 

GDP 

growth % 
FROA 

Pearson 

Correlation 

DROA 1,000 -,086 ,229 -,173 ,577 ,116 

market share -,086 1,000 -,012 -,647 -,118 -,505 

INFLATION ,229 -,012 1,000 -,674 ,575 -,082 

Real interest 

rate (%) 
-,173 -,647 -,674 1,000 -,542 ,486 

GDP growth % ,577 -,118 ,575 -,542 1,000 -,154 

FROA ,116 -,505 -,082 ,486 -,154 1,000 

Sig. (1-tailed) 

DROA . ,401 ,249 ,305 ,032 ,367 

market share ,401 . ,486 ,016 ,365 ,057 

INFLATION ,249 ,486 . ,012 ,032 ,406 
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Real interest 

rate (%) 
,305 ,016 ,012 . ,042 ,065 

GDP growth % ,032 ,365 ,032 ,042 . ,326 

FROA ,367 ,057 ,406 ,065 ,326 . 

N 

DROA 11 11 11 11 11 11 

market share 11 11 11 11 11 11 

INFLATION 11 11 11 11 11 11 

Real interest 

rate (%) 
11 11 11 11 11 11 

GDP growth % 11 11 11 11 11 11 

FROA 11 11 11 11 11 11 

 

 

Table 18: Coefficients of foreign and domestic banks’ ROA in BRIC 

Model 

Unstandardized 

Coefficients 

Standardized 

Coefficients 
t Sig. 

95.0% Confidence 

Interval for B 

B Std. Error Beta 
Lower 

Bound 

Upper 

Bound 

1 

(Constant) -4,090 3,727  -1,098 ,314 -13,209 5,029 

market share ,058 ,043 1,427 1,344 ,227 -,048 ,164 

INFLATION ,135 ,126 ,846 1,070 ,326 -,174 ,444 

Real interest 

rate (%) 
,200 ,142 2,070 1,406 ,209 -,148 ,548 

GDP growth % ,202 ,091 1,382 2,225 ,068 -,020 ,424 

2 

(Constant) -3,749 4,071  -,921 ,399 -14,214 6,715 

market share ,056 ,047 1,383 1,209 ,281 -,063 ,176 

INFLATION ,118 ,140 ,742 ,843 ,438 -,242 ,479 

Real interest 

rate (%) 
,181 ,158 1,873 1,143 ,305 -,226 ,588 

GDP growth % ,198 ,098 1,357 2,027 ,098 -,053 ,449 

FROA ,029 ,063 ,173 ,454 ,669 -,133 ,190 

 

 

Table 19: Correlations between foreign and domestic banks’ ROE in BRIC 

 DROE 
market 

share 
INFLATION 

Real 

interest 

rate (%) 

GDP 

growth % 
FROE 

Pearson 

Correlation 

DROE 1,000 ,320 ,439 -,576 ,525 ,465 

market share ,320 1,000 -,012 -,647 -,118 ,250 

INFLATION ,439 -,012 1,000 -,674 ,575 ,050 

Real interest 

rate (%) 
-,576 -,647 -,674 1,000 -,542 -,230 

GDP growth % ,525 -,118 ,575 -,542 1,000 ,222 

FROE ,465 ,250 ,050 -,230 ,222 1,000 

Sig. (1-tailed) 
DROE . ,169 ,088 ,032 ,049 ,075 

market share ,169 . ,486 ,016 ,365 ,229 
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INFLATION ,088 ,486 . ,012 ,032 ,442 

Real interest 

rate (%) 
,032 ,016 ,012 . ,042 ,248 

GDP growth % ,049 ,365 ,032 ,042 . ,256 

FROE ,075 ,229 ,442 ,248 ,256 . 

N 

DROE 11 11 11 11 11 11 

market share 11 11 11 11 11 11 

INFLATION 11 11 11 11 11 11 

Real interest 

rate (%) 
11 11 11 11 11 11 

GDP growth % 11 11 11 11 11 11 

FROE 11 11 11 11 11 11 

 

 

Table 20: Coefficients of foreign and domestic banks’ ROE in BRIC 

Model 

Unstandardized 

Coefficients 

Standardized 

Coefficients 
t Sig. 

95.0% Confidence 

Interval for B 

B Std. Error Beta 
Lower 

Bound 

Upper 

Bound 

1 

(Constant) -12,763 26,504  -,482 ,647 -77,617 52,090 

market share ,314 ,307 1,111 1,022 ,346 -,438 1,066 

INFLATION ,757 ,898 ,683 ,843 ,432 -1,440 2,953 

Real interest 

rate (%) 
,710 1,012 1,058 ,701 ,509 -1,767 3,186 

GDP growth % ,848 ,645 ,837 1,315 ,236 -,730 2,426 

2 

(Constant) -7,526 28,270  -,266 ,801 -80,196 65,143 

market share ,232 ,335 ,822 ,693 ,519 -,630 1,094 

INFLATION ,632 ,943 ,571 ,670 ,532 -1,792 3,057 

Real interest 

rate (%) 
,503 1,082 ,749 ,465 ,662 -2,278 3,284 

GDP growth % ,651 ,715 ,642 ,910 ,404 -1,187 2,489 

FROE ,079 ,102 ,261 ,772 ,475 -,184 ,342 

 

 

 


