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Internationalization of Bank Enterprises in New Egneg Markets:
The Case of Penetration and Expansion into EaEi@ropean
Countries

Abstract: Regarding internationalization of bank servicepeass like entry mode choices or
trends and obstacles and issues like the choibar@fyn market entry have been the concern
of researchers. But still, we observe a numbenygfortant gaps in the literature on how the
banking firms penetrate and expand in new marketne with the demand from the latter
studies, this paper aims to examine how banks paeind expand in foreign markets, and
further how different banks act differently in timéernational market.

We study how two EU banks (from the same home ecgupenetrate and expand into
new emerging markets in Eastern European counfriesstudy relays on internationalization
process and business network theories and presanttheoretical framework for
internationalization of the firms. Following the rsiructs of business commitment and
knowledge the analysis manifests how two firms iiiflecknt stages of internationalization
face opportunities and problems. The study furtbeeals the impact of the political actors in
internationalization process and manifest how palitknowledge and commitments are
interrelated to the business knowledge and commitm&he outcome elaborates new
discussions on how to include the political relasioip into the internationalization process
model. After a short discussion of studies onrimd&onalization of bank services, the paper

introduces an analytical view for presentation andlysis of our two case studies.
1. Introduction

The interest of researchers in the study of thermationalization of service business firms
has shown a remarkable rise in recent times (Blemmsiet al, 2006; Svensson, 2004;
Anderssen, 2002). This development has becomesifitzh because of the high increase in
investment in emerging markets. The recent gloaatn of services is exemplified by the
fact that only in 1994 the first large multilatejreement on global trade in services was
signed by 100 nations (Clark and Rajaratnam, 198&). given that more than 50% of global
exchange happens in services (Knight, 1999) and @0&b of the population in OECD
countries is in the service sector (EdvardssonNodell, 1996), the literature has not been on

a par with the volume and importance of the gladElvice industry. This shortcoming is



much more intense when considering research onemegrging markets. Though, there is a
serious need for the study of service firms’ ingionalization in new emerging markets.

In the field of service marketing, studies haveegrpd on the hotel industry (Gannon
and Johnson, 1996), the financial industry (Gro$88y), retailing (Anderssen, 2002; Bett
al., 2003) and on service firms’ entry and expangikiomstermo et al., 2006). Researchers in
the field of banking have put their attention opexgs like market conditions for the banks
within EU (Vesala, 1995), competition in the bamkwices (Coccorese, 1999; Hondroyiannis
et al, 1999) and contestability in Eastern European iognildirim and Philippatos, 2007).
Regarding internationalization of bank servicepeass like entry mode choices (Alvarez-Gil,
et al, 2003) or trends and obstacles (Samiee, 2007)ismues like the choice of foreign
market entry (Blomstermet al, 2006) have been the concern of researchersstilitas
Blomstermoet al, (2006) declare “..., we observe a number of inmgurtgaps in the
literature”; further research on this topic is nedd Thus, research in penetration and
internationalization of banking services can insesaur understanding (See also Svensson
(2004)). In line with the demand from the latterdes, this paper aims to examine how banks
penetrate and expand in foreign markets, and fuhtbe different banks act differently in the
international market.

We study how two EU banks (from the same home ecgupenetrate and expand into
new emerging markets in Eastern European countfiés. study presents a theoretical
framework for the analysis of these two banks’ béha in three Eastern European
countries. We employ a network perspective to dies@nd analyse the entry and expansion
process of the two banks. After a short discussiostudies on internationalization of bank
services, the paper introduces an analytical vawfesentation and analysis of our two case

studies.

2. Internationalization and Service Banking Firms

When studies refer to ‘the internationalizationbahks’ they are concerned with two related
but different aspects of internationalization. Tinst aspect refers to the exchange in terms of
import and export of banking services and traneastiin foreign currency (Cardone-
Riportella and Cazorla-Papis, 2001), alteratiorth@ exchange of foreign currency, which
raises questions like currency risk. The secon@dcspowever, is related to the strategy of
banks when internationalising. Research relatethi® aspect is interested in factors that
determine banks’ entry and penetration into foraguantries, i.e., their physical expansion

(see for example, Bouquet, Hebert and Delios, 2@ldmstermoet al, 2006), and the



motivation of such strategic choices (Cardone-Rgllar and Cazorla-Papis, 2001). In recent
years, research investigating why service compgmeetrate into foreign markets and how
and in which way they expand their activities haptared the attention of an increasing
number of researchers (Cardone-Riportella and CGaRapis, 2001; Blomstermet al,
2006).

The theoretical frameworks of these studies arenimaconstructed on theories
developed for industrial firms’ behaviour (Capark&tabe, 2003, Blomstermet al, 2006;
Svensson, 2004b). Unlike physical and tangible gobdwever, services are defined as very
often intangible and highly specific (e.g. the pemiance of specific legal services) and
inseparable, i.e. production and consumption anepbeted at the same time, as when sharing
and developing capabilities and experiences ohtltempanies involving equipment, people
or finance (Knight, 1999). This means that senfioms cannot, like manufacturing firms,
enter foreign markets through integration in loogtworks of suppliers and customers,
making an efficient use of their world-wide resagcThey mostly repeat the value chain in
each country they enter (Moore and Birkinshaw, 1988ying on wholly owned subsidiaries
as the preferred entry mode (Bouquet, Hebert arid$&004).

A crucial aspect differentiating internationalizati of bank services from
internationalization of other enterprises, like usttial products, concerns the nature of the
product. Unlike many other products, a bank’s potsitare characterized by low levels of
standardization, high need for adaptations, hightaruer involvement in providing the
service, and a need for a high volume of custon@osie services, like hotel or transportation
services, are much more similar to industrial patslin several of these aspects, and demand
lower levels of interdependency between internafianstomers and the company. However,
in banking, most services are non-separable arahgitile and their exchange requires
personal adaptation and advice in face-to-faceantmn (Ford, 1990, Bouquet al, 2004).
This ‘idiosyncrasy’ is likely to affect the interti@nalization strategies of service companies
(Erramilli and Rao, 1993; Bouquet al, 2004).

In the next section, we will propose an analyticabdel for studying banks’
internationalization in new markets based on previditerature, most particularly the
internationalization process model developed byadsbn and Vahine (1977), which has also
been used in earlier studies on the internatioatdiz of service companies, including banks
(Cardone-Riportella and Cazorla-Papis, 2001; Blemst et al, 2006; Hadjikhani, 1996).
Our study on banks’ internationalization in the nearkets in Eastern Europe, which opened

up to investment in the 1990s, offers a unique dppdy to study internationalization



processes in a recent time frame. At the same timgecontext allows us to gain insight into

internationalization processes in turbulent ancheiaky market circumstances.

3. An Analytical View

One of the most cited models on the internatioatibn process of firms, by researchers of
both industrial and service companies, is the ha&onalization Process (IP) model
developed by Johanson and Vahine (1977, 1990). ol prior studies on
internationalization of banks and service compafi@Esdone-Riportella and Cazorla-Papis,
2001; Blomstermcet al, 2006; Hadjikhani, 1996), we base our model on lthemodel,
particularly on the idea that firms reduce risksx@w markets through building up their local
presence gradually. According to the IP model, $istart to expand into markets with similar
circumstances (culture, language, business clinpatigjcal system etc.) to those they know
from their home market and only gradually learnd&al with more different and more
complex market circumstances (Johanson and Vat®ié&/). Firms are also found to start
their expansion in each new market first throughogting irregularly, then through a local
agent. Because the original IP model was basedbsereations of manufacturing firms,
Cardone-Riportella and Cazorla-Papis (2001) proplesdollowing gradual steps to be more
relevant for banks’ internationalization procesent export to contract alliances, then partial
ownership in a foreign bank and finally a whollyrmed banking subsidiary.

The rapid changes that firms experience in todaytbalized market environment
challenge the IP’s view on the gradual buildingafi@xperiential knowledge and the need to
reduce risks in new entries (Oviatt and McDoughli94). It is often too costly for firms to
wait and gain experience before entering and expgnoh foreign markets. In today’s
business world, firms successfully expand in faneigarkets even without or with very little
prior experience. One explanation for this behavisuthat firms can use other foreign
investors’ or local firms’ market knowledge to ptage and expand in the foreign market
(e.g. Forsgren, 2002). Others point to the impagaaf connections in supporting market
entry (Ellis, 1995) and a fast international expamssometimes even within a few years after
foundation (Oviatt and McDougall, 1994). As a cansnce of these new trends in
globalization, the IP model gains explanatory valtgn adding network relationships to
study the penetration and expansion of firms.

In this paper we base our analysis on the IP miogielve integrate views on how firms’

network positions influence their internationalinat strategies, particularly with reference to



the study by Johanson and Mattsson, (1988). Inthkeretical frame of this study, the
internationalization process model becomes intatedlto the strategy of firms.

In order to understand the degree of internatiantibn, researchers like Johanson and
Mattsson (1988) connect the differences in the dirmternationalization behaviour to the
degree of internationalization of the market (ségufe 1 below). Following this path the
theoretical view in this paper connects the behavaf the firms to the behaviour of the
market (the behaviour of other firms). The decissbm service firm to enter or/and expand in
a foreign market is related to the behaviour ofeotfrms. In terms of network, the firms’
market development is connected to the firms’ pmsitThe position is determined by the
firm’s market assets for penetration and expansidrese assets differ between the firms
because of their available resources and knowlefigthe same time, the position of other
firms is also constructed on their markets assetging on their resources and knowledge.
While penetration into a new market is the develepiof a new position in the market,
expansion is the commitment of further resourcesstoengthening the market position.
Because of the heterogeneity of these assets, aaondifferently. Some firms enter earlier

than others and face conditions which are diffefenrn those faced by firms which enter

later.
Degree of Internationalization of
Market
Low High
(1) 3)
Low | The Early The Later
Starter Starter
Degree of
Internationalization (2) (4)
of Firm . The Lonely The
High International International
Among Others

Figure 1: A two-dimensional typology of internatioralization strategies of firms

The connection between the degree of firms’ intéonalization and the degree of
internationalizations of other firms in the markan aid the understanding of why firms gain
opportunities or problems when they enter or exparfdreign markets. The combination of
the degree of firm’s internationalization with thegree of internationalization of other firms,
as illustrated in Figure 1, describes four différsituations. Following the study of Johanson



and Mattsson (1988) which has already been exantipesttveral researchers in recent years,
the theoretical frame of this paper contains tHese different conditions. These conditions
consider the processes of bank penetration andheiga These processes take on different
patterns depending on the situation in which firane positioned. Though, the process of
internationalization for a banking enterprise de®enon the degree of the firm’s
internationalization which can be low or high, aado the degree of internationalization of
other firms in the market which can be low or h{gee Johanson and Mattsson, 1998).
Figure 1 above explains not only the fact that &inm their internationalization process
may have different positions because of their ntackenmitment and knowledge, but also
depicts that their position is directly relatedttee position of other firms in the market.
Though, the position of the banking firms is retht®® the degree of the firm’s own
knowledge and commitment and also that of otherdirThat is to say that the firm’s position
in the network is related to what they want to cal dave already done and also to the
activities of others in the network. In order tdfelientiate position and behaviour, a simple
discussion is presented of the four situations,ctvHollows the study of Johanson and
Mattsson (1988) and other recent studies in tlga af research. These four conditions are 1)
The early starter, 2) The lonely international TBe later starter, 4) The international among

others.

The Early Starter (1): In this situation, the firm and also its compestdave very little
knowledge about the foreign market. As the levelotertainty is high, the firm does not
want to enter into the market or add commitmenmisthe IP model, the firm handles this
uncertainty with penetration into neighbouring coi@s as it needs low knowledge and has
low psychic distance, low levels of commitments anaduct adaptation. In terms of network,
firms in this situation can manage the uncertaa$p by cooperation with local firms having
market knowledge. The banking enterprise, with laickufficient knowledge and the strategy
of being close to the customers, may require caxgpir cooperative strategies with agents
(Thompson, 1967). The strategy of using agentstloerdocal capabilities, for example, is
vital to come closer to the buyers and to exteeddddivery capabilities.

For the starter firms, the decision for internasiliration is taken by the firms
themselves or by their counterparts. No matter whiternative, the counterpart in the local
market increases the firm’s capability in solvinffedent known and unknown problems. In
other words, the early starters’ market positiod davelopment is related to the position of

the counterpart in the local business network.him ¢case when the counterpart has a good



market position, like being strong in distributionfinancial connection to others in the local
market, the starter firms can gain opportunityiilmfy the market holes (Ghauri, Hadjikhani
and Johanson, 2006). One crucial aspect in bargateyprises is the nature of services which
are more or less standardized and the large nurobetstomers.

The counterpart in the local country may demandnarease in investments or more
engagement in a specific type of banking serviceighvlay the ground for the next phases in
the firm’s market commitment, and which strengtkien position of the banking firm. On the
other hand, the more or less standardized natupardding services can generate obstacles. It
makes competitors follow the starter and enter iheomarket. The main commitment of the
early starter firms is to build and maintain redaships with strongly positioned market
actors. Therefore, the subsequent action is to dbmesources also for generation of
relationship trust. It is their aim to avoid compeh and have a dominant position in the
market. As the process develops, the situatiohefitm changes to condition 2; i.e., the firm

becomes highly international.

The Lonely International (2): In situation 2, as Johanson and Mattsson (198g8n&x the
firm is highly internationalized but its market émnment is not. The firm has made a large
market commitment in foreign countries and has reded its market activities but the
competitors are far from this stage. In this situgtthe firm has market knowledge and has
experience of where and in what they have to inwdste important for international bank
enterprises is the relationship experience wittiechht market actors. In order to increase
commitment, they have to handle more complex isdies acting directly with the foreign
market actors and understanding different localituteons and cultural differences. Since
financial products, unlike industrial products, aecific, their position of being alone
depends on how they can manage the financial nktvior the local market. This
interdependency is accommodated with the advardhbeing less dependent on altering the
products. The strong position of the firm in theéwwk is helped by the ability to refer to
products which do not need a high level of adaptatPositioning in the market relies on
enterprise capacity and good market knowledge tegmate others into its network rapidly.
Though, the timing of building and maintaining thelationship and network is vital in
penetration and expansion.

One crucial aspect in this situation is the levietesource input to stay alone in the
market. These resources are for making adjustmierdsth quality and quantity. Because of

the nature of the product exchanged in the banksimng, adjustment speed is a vital issue.



The low level of product complexity can easily ogke doors for competitors and push the
firm to situation 4. Naturally, the firm’s resourcare related to the size of the firm. Highly
internationalised firms have access to resourcdsaso capability for development of new
services in several countries. Local partners mkp &ee the enterprise’s ties and
relationships in other foreign countries as an opmity to extend their own market
activities. As the international banks can extehelirt operation in different countries, the
customers or local partners in each market maydsppeheir own internationalization. Bank
enterprises can sometimes function as a bridgernoext local customers or partners to other
networks of relationshipsThese will consequently strengthen the ties betwidenlocal

partners and extend the advantages of being atotie imarket.

The Later Starter (3): Situation 3 refers to a condition where the marlsetvery
internationalised but the firm itself is not. Inhet words, different bank enterprises are
internationalized and have established businessonlet in foreign countries, but the focal
firm starts to internationalise. Internationalipatiof firms delivering similar service products
and competition are high. Late starter firms campbked along by their partners or even can
mimic their behaviour. Firms may observe how otbanks have penetrated and expanded
their behaviour in foreign countries and decidadblike them. They may even resort to other
networks and use them as bridges to penetratehatbighly internationalized market.

One determinant factor in the decision for the &geter is their assets. Shortcomings in
knowledge and resources to commit in uncertain ptarlare decisive. The decision to
penetrate and expand requires the firm to undentiskeand commit resource to build new
‘second hand’ relationships. Local enterprises witgh assets and market capability are
already busy with relationships with early starterswith banks which are alone. As the
market is already occupied by competitors withghtty structured network, the market share
of the later starter can not be high. Integratiérother networks with high costs is, for
example, a means to gain access to the tightoakitip and create a profitable position.

The later starters’ knowledge on current marketddmn may force them to diversify
the products and avoid the competition with strbeg in the market. The dilemma, however,
lies in the nature of the banking enterprises’ pots. Low level of complexity and
adaptations contains two characteristics of latarters. On one hand, the nature of bank
services, compared to industrial products, makelffitult to avoid competition with other
networks, specifically with local enterprises amge alone in the markets. On the other

hand, the nature of products, unlike industrialdoicis, can give opportunity for development



of diversified products and relationships differérm the early starters. Specialization of
bank services can aid the later starter in theiabishment. International banks offering
standardized service products contain high riskger_starters may, in conditions of crisis,
take the risk to stay in the market and take opmities from early and lonely starters who
leave the market. The later starter can, for exapgblange their situation (from situation 3 to
situation 1) and become an early starter when @thpetitors have left the local business
relationship. Firms can take over the competitogktionships (Hadjikhani, 1996).

Later starters have a disadvantage in terms aslibeicomings in knowledge. Further, it
is difficult for these banks to build a position lmghly structured international networks.
Highly tight structures can make the business |esditable for the later comers. The
competitors can use all legal and market meanseteept later starters gaining a position in
the market. The competitive tools of late comerslude high level of investment for
adaptation and changing the service nature. A Vigiyt structure forces firms into the

development of specialized products to avoid heyells of competition.

International among others (4): The situation arises when both the firm and theketaare
highly internationalized. A globalized and highiternationalized bank can easily move from
one country to another. The changes in the firmnaaeginal as the firm has the experiential
knowledge and also the assets to enter into newatsar~urther, a standardized bank service
can probably help such a movement. The main andafmental obstruction, similar to
condition 3, is the level of risk taking as thegwots have financial natures.

A firm can use its knowledge and position in onekagto gain a position in another. In
this vein, the bridging requires a kind of interoaél coordination and that makes the parts
interdependent. The knowledge and experience fribver anarkets can speed up the agency
phase and deliver further market commitment. Irst@omal bank enterprises, because of the
nature of their products, can increase their coments internationally more easily than is
possible for industrial firms. Diffusion of new asgecific service and coordination between
different international units happens at a highpeesl. Internationalization in banking
enterprises, on the other hand, consists of otbeeds that can hinder this speed. Aspects
like political or economic risks or crises, for exgle, can rapidly affect the financial assets of
the firm. On the other hand, the banks can spread tisk in different countries with
different conditions. Unlike the other 3 situatipfisns can even out the risks in one market

with progress in another.
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In this situation, bank enterprises similar to atfier businesses, are predominantly
confronted with high levels of competition. In orde strengthen their market position, issues
like size of the firms and specificity in the seeviproducts are vital. However, major position

changes are reached by joint actions with othergjiaition and mergers.

4. Method

In order to understand the questions of how banferpnses internationalize and how
different bank enterprises enter and expand inigareountries, a theoretical frame was
presented. This view is constructed on the businessork and connects the internalization
processes (Johanson and Vahine, 1999), with thee€egf the firm’s and the market's

internationalization (see for example, JohansonMatisson, 1988). The detailed theoretical
view will be used in the coming sections to deserdnd analyse the two empirical case
studies.

We have selected two banks from the same EU niatiatare both confronted with a
saturated home market and that have started toatienalise more extensively during the
1990s. Both banks have started activities in Eastearope as part of this increased
internationalization strategy, yet they have domensdifferent time periods. The first bank,
we call it ‘Penta’, started to invest in Easterndpe shortly after these markets opened up for
foreign investment. The other bank, ‘Kappa’, s@rits activities in the second half of the
1990s.

We have collected our data through interviews wiiginagers of the banks and also
studying publicly-available resources such as anmeports, press releases and articles
published by third parties in printed or electromicm. For the interviews, we selected
managers from the banks’ headquarter offices indibraestic markets, as well as (former)
General and Marketing managers in several of theelfa European offices of Penta and
Kappa. The semi-structured interviews were based fgew main topics of interest, largely
following the historical development of the bankserall or local market entry strategy in
Eastern Europe. For each case, more than 10 ieteswivere conducted. They lasted between
60 and 90 minutes and were all taped and fullyscahed before being written into concise

case histories. We analysed the cases first sepgrafter which we compared the resulting

! The banks did not want to disclose their names vesmhave therefore guaranteed their anonymitysirygu
fictitious names in presenting them. We also prexadminimum level of information that might helpdisclose
the identity of the banks, such as exact yearscandtries of entry, levels of market share anddihmestic
market.
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patterns in a cross-case analysis. Below, we Wik foresent the case material and then

continue to provide our analysis.

5. Two banks’ internationalization strategies in Eatern Europe.

Penta Bank (The Case 1)

Penta’s roots go back to "L&entury insurance cooperatives protecting peapim fcertain
communities or professions against bad fortune.fiFseinternational activities of Penta date
back to 18 and 19 century insurance initiatives. Penta Bank has twain divisions,
banking and insurance, which historically developaparately, each growing through
mergers and acquisitions until they merged in 9@0% and founded the bank in its present
form. The insurance division made its first foregeguisition as early as 1977, whereas the
banking division started its international expansia the 1990s, after the large merger.
Penta’s first foreign steps were in European market the United States, but currently it is

also present in South America and Asia.

The Exploration Stage (The First Phase)
As soon as the Berlin Wall was taken down and alwitly it the communist regimes in the
former Comecon markets, a top manager with expeggeim emerging markets elsewhere in
the world coined the idea, and heavily sponsorgtbitjump on the opportunities’ in these
new (“virgin white”) markets. At home, the PentanBawas confronted with a saturated
market, which urged management to look across maitizorders for expansion. According to
Western standards, the Eastern European courddked a sound financial industry, so there
seemed to be ample opportunities to be part ofldpie one. Further, the observation that
many foreign companies, among which were the bardtisnts, were investigating
opportunities to invest in Eastern Europe and caudd the support of a Western bank in
doing so, increased the attraction of the expanglea. The bank therefore decided to take
their chances and become one of the first investofSastern Europe. By 1991, both the
banking and the insurance divisions had openedeseptative offices in Czechoslovakia
(soon two separate markets, thus two offices), longnd Poland, and would soon enter
more markets in the region (including Romania, Buky Russia and Ukraine).

All markets were entered with a Greenfield strategyting an office in the local
capital and simply starting activities. In the begng, the wholesale office in Poland for
example was nothing more than two people operdtorg their hotel room, but gradually it

grew larger. After office space, the first managereded to organize a banking license for the
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respective markets. Such a license would allowbidngk to undertake all banking activities
locally, though preferably under the responsibibfyits own headquarters (so not under the
stricter control of the local National Banks), amith access to the company’s fufds

Penetration Stage (The Second Phase)

To get such a license, the bank hired local persaitis strong connections to the local
financial-institutional network. In the Czech whedde office, the first local man was hired
because he had the right contacts at the Centréd, Bad the license (and many other things)
was organized swiftly. The fact that good connetwiwith the Central Bank were important
is demonstrated in the experience of a new expatrmeanager. He had a meeting with the
director of the Central Bank, who told him: “I knowu have your headquarters in [the home
country], but in this country I am your boss”. lol&nd, the bank has benefited from the
authorities’ inexperience: it received an officeelse shortly after requesting one. According
to the new Polish Banking Act from 1989, foreigmks received a license if they fulfilled
two requirements: to bring in a minimum startingita of 5 million ECU, and to have at
least one Polish citizen on the Managing Boardeigor banks were exempted from paying
corporation tax for three years and could fullyatefate their profits. Penta’s actions had been
well-timed: between the end of 1992 and the middl&994, no new licenses were given at
all. And after 1994, licenses came with an extrastc banks were required to provide
services for the Polish governmént support a local bank threatened by bankruptcy.

When the authorities further realized that therigm they gave allowed the bank to
withdraw from control by the National Bank, theycatked to give banks which invested later
only permission for a subsidiary (a freestandingalaentity, which was therefore subject to
local regulations and control). Penta’s easily ecbd license for a branch office in Poland
was obviously the result of its early entry. Thalda first mover advantages in this and other
markets further resulted in honorary jobs carrietl lly members of the local Management
Boards, like chair of the home country Chamber om@herce in one market and chair of the
Union of Insurance Companies in another, all iHatshg the well-embedded connections with
the local governments. From the beginning of tipegsence in Eastern Europe, managers

from both the banking and the insurance divisioangehalso had an active advice function to

2 The insurance division also followed a Greenfigdtegy, but in contrast to the wholesale officestablished
local subsidiaries thatre susceptible to local regulations and control. Whelesale offices in Hungary and
Russia are subsidiaries as well, because localdguired that.

% Dresdner Bank for instance, had put much effda iregotiations on Poland’s external debt recoatoiin and
was ‘rewarded’ for that service with a license (lipielko, 1999)**not in refs
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the respective governments, who consulted thenthigir expertise on financial institutions,
like fiscal systems and laws. The bank has als@uakien joint lobbies, in cooperation with
competing banks, in order to influence governmeaéaisions about financial institutions and
regulations. Further, aware of the importance ofketagrowth and local employment for the
respective governments, the bank designed stratabat would be favourable to local
development. Also in other ways Penta shows its nsbment: “whenever the local
government organizes something, [Penta] is oftenadrthe first to join”.

In terms of products, all offices started simplyeTinsurance division started with one
basic product, a life insurance, much simpler thlae extensive portfolio available to
consumers in the domestic market. For the disinbytiocal intermediaries were hired who
worked on commission. Since the bank was the ficstoffer such products, their
intermediaries could sell to everyone, startinghvitieir circles of family and friends, and
sales therefore boomed. For the banking officesstrategy was first directed at serving large
multinational companies, not only existing clientssth whom they had long lasting
relationships (these relationships go back 35 yearaverage), but also new clients - large
multinationals that were attracted to the bank'dyeand extended network of offices in the
Eastern European region. Without this early netwankition, the bank would not have been
able to attract such large clients, particularly fkimerican multinational corporations that it
has served since then.

As a second step, the bank made a choice betwten effering more sophisticated
product packages on the market, or extending terathent groups, like local companies.
Which choice was made and when was dependent odettedopments in the local market
(e.g. the level of competition, saturation, indtdnal development, economic development,
assessed level of risk). When the market situatltmwed it, Penta offered up its full product
range as developed for Western markets. In doingtts® bank’s managers were often
confronted with the limitations set by local regidas and officials who would say: “Sure
you can do this [introduce a certain product], thetre is a penalty to it”. If the choice was to
start serving local companies, a higher level gégtment was required, because the bank felt
that staff had to be present throughout the coufairysuch localized service, implying the
need to build up a network of offices. In Polarat, ihstance, the bank was confronted with a
decreasing growth of returns and opportunities ipaad in the segment of large
multinationals stalled, partly due to the fact tbampetitors also focusing on these clients had

entered the market now. Figure 2 is a simpletilia®on of Penta’s relationships at this stage.
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Figure 2: Penta’s Relationships in the Penetration Stage
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Expansion Stage (The Third Phase)

To cope with these problems, Penta decided to ekpaRoland through serving local clients
and acquired a significant stake in a local, fotynestate owned bank, with around 300
offices. Gradually, the bank extended its sharethim bank and later merged its Greenfield
office with this local bank. The accounts inheritadbugh the acquisition were not in growth
industries (under the planned economic system, amére appointed to serve certain
industries) and a refocus on industries with manarfcial opportunities was needed. In a
third stage of expansion, the Polish office, nowrged with the acquisition, started to
develop retail products for private customers. Tievelopment, to also focus on private
households, happened not earlier than ten yeass thie first entry, because only then the
bank judged local welfare to have increased to sembls as to justify the large commitment
needed for retail banking. By 2004, Penta’s Pdbiahk was one of the country’s largest and
possessed a market share of around 6%.

The insurance offices have also flourished forryltime on the original Greenfield
formula, with a single basic product. After a fewveays however, also in this branch
competition from foreign and local competitors hadreased to such a level that Penta
needed to reconsider its strategy. In this pathefbank, this resulted mostly in extending the
product offerings, adding for instance more congtéd and commitment-demanding
products such as pensions programs. Which new preodeere offered depended on the level
of development of the market (and the welfare sfifthabitants) and on local rules and
regulations. For instance in one country, Pentaldvdne allowed to sell certain products

through existing intermediaries, but in other cowst regulations and laws demanded more
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complex organizational constructions. In those taes the solution for the distribution of
such products was found in the support of Penteal lbanking office.

In the experience of the insurance division, Hugpgarthe frontrunner in terms of
business environment: “in Hungary one could sen$eebng for business, which was far
from present in other countries”. The Hungariaricefthas therefore often been the one to
introduce a certain practice or product first (epén are the way to set up the distribution
channel, mortgage products and insurance prodingsd to the Euro), which is then rolled
out in other markets as well. Also in other ways thder offices support new activities, like
in case of the recent (after 2000) expansion ietailrbanking aimed at private households in
several markets. Whereas these activities areedtag from the banking channel in Poland as
described above, using the acquired extensive mktafooffices, in other markets it is the
local insurance office that supports the estableshinof new Greenfields for retail banking,
because these often have more extensive netwoaksthie local banks have in this market
segment.

The Eastern European offices of Penta are well ected to each other. Despite the
large differences related to differences in lo@ld and regulations, overall the strategies
(products, client groups, Greenfield strategy, dredribution system) are the same. Offices
that were started later have learned from the fimsvers: the Romanian insurance office
reached break-even in three years instead of thensgears needed in Hungary, because it
could build on the systems and experiences devéltipere. The company as a whole has
also learned from the experiences of the Easterodean offices: Western European units
have copied Human Resource practices developed zZechia ***should this be
Czechoslovakia or the Czech Republari®d Hungary. The highly competitive situation for
quality personnel forced these offices to develophssticated practices for recruitment and
selection as well as training programs for the ssdlece. Less well-developed are the
connections between the two divisions, banking arslirance. This lack of connection
unfortunately translates into missing business dppdies: insurance managers would like to
use banking offices’ business networks for sellimgurance or pension packages, but so far
this “corporate gateway” has not been exploiteth&ofull. In conclusion, all managers of the
bank emphasize the great success of the bankisnimger entry into the region. The bank
continuously investigates options for further exgan, into new product and client segments
as well as new countries. A simple illustrationtleé relationships is exhibited in Figure 3

below.
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Figure 3. Penta’s Relationships in the Expansion Stage

Kappa Bank (The Case 2)

Kappa Bank has its roots in agricultural bankingpmratives dating back to the end of the
nineteenth century. Its focus has long been ondibrmestic market, but in the 1970s it
carefully started to explore opportunities abroadh joint ventures with another EU bank
and with an American bank. In the 1980s, Kappa nitsdiérst acquisition in a neighbouring
country, but underestimated the complexity of mgkan foreign acquisition and failed.
Headquarter managers state that the company |atkedgic focus at the time as well. Since
the 1980s, however, Kappa carefully internatiomalizaking small investment steps, from
using a local agent, to setting up small activitiader its own ownership and then acquiring a
local bank if the opportunity existed. From the @9@nwards, this expansion accelerated and
Kappa Bank currently has successful establishnenfse continents.

Kappa has decided to build on its roots and focuseshe agricultural and related
industries, a strategic choice that determines Hapmarkets of interest, clients served and
products offered. Although retail banking is theimactivity of Kappa in its domestic
market, retail activities abroad have always begpesrtive of wholesale. Only recently, after
successful experience in two foreign markets, headgrs decided that retail should become

more important in the future also in foreign sulmi@s, bringing in up to 40% of the profits.
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Exploring opportunities (The First Phase)

The opening up of Eastern Europe coincided with gé&p accelerated internationalization
throughout the 1990s. Several countries in thisore@pad extensive agricultural sectors so
Kappa carefully started to study the opportuniikeshese markets. The bank specifically
investigated markets with options for large andwgng sales volumes, paying particular
attention to markets that their large internatiocl&nts entered. Other important factors to
study for each new market were the relevant loealigs (companies, institutions) from the
bank’s perspective, the legal and fiscal climate] the political stability. In order to collect
this information, managers talked to colleaguestimer banks, lawyers, fiscal and other
experts and the Central Bank both domestically bwally and started discussing the
opportunities for Kappa in the respective markAtsund 1997, Kappa entered four selected
Eastern European markets with a representativeeaffiHungary, Poland, Russia and
Ukraine. Headquarters optimistically expected t@blke to open more new subsidiaries in the
years following.

The bank expected to have an advantage over ldmg@bns because they could offer
higher standards on all aspects of banking aa#uithigher service levels, better products and
services, better process control and more advasgsttms for relationship management.
Another competitive advantage, particularly in camgon to foreign competitors, would be
Kappa’s niche strategy, to mainly focus on the @agtural sector and related industries, and
the bank’s long held expertise in this sector. leghese competitive advantages, Kappa did
not expect fast and large profits. Kappa prefetoestart carefully and to learn through direct
experience about the Eastern European markets hend dpportunities in the agricultural
sector, as was its proven strategy in other foremginkets. That is why the bank started with
Greenfield offices, which take much more time tadree profitable than acquiring a local
bank at once. The bank had patience however: “sheegrowth years [of the transition
economies, halfway through the 1990s] offered ma@pgortunities, but in order to survive in
emerging markets on a long term, one needs to pavence”, one manager remarked.

Penetration Stage (The Second Phase)
The first aims of the local offices were to legalizanking activities and apply for a license

from the local governments. Further, local peogd to develop a portfolio of local clients in

* Kappa prefers to start up activities as a bramtabse of the fiscal and legal advantages as ceahpathe
more locally committed subsidiary, but this is possible in most of the Eastern European markéis.bRnk
has used different strategies in the different ko deal with these restrictions. The respecidhetions in
Poland and Russia will be treated in this text.
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each market besides its first international cliefiscause “one cannot maintain an office
merely for giving loans to existing clients”. Thartk’s headquarters felt this was particularly
important because many of Kappa’'s foreign compstitozad also been attracted by the
growing potential of the Eastern European markktsorder to reach the important local
parties in each market, the activities were stanetly an expatriate manager, who teamed up
with one or more local people as soon as posdie. respondent explains: “It is important
to know ‘the right people’ in Russia. We boughtedwork by hiring good local employees,
who are known to understand ‘the Russian way afglbiusiness’ and who had the required
contacts in the local market”. Local employeeséfae were hired to provide the bank with
their useful connections in both local business gadernment institutions, supporting the
bank’s legitimacy and business opportunities, heytwere also valued for their knowledge
about the local culture and business practices. &tpatriate managers in the respective
countries had to train local personnel and trangfeir knowledge with regard to the bank’s
products, how to service clients and risk and i@ighip management.

Kappa could not use its preferred entry strategg branch office everywhere. The
Polish government for instance, after its opennsgepolicy up till 1992 and its license stop
until the middle of 1994, had become wiser and detad that Kappa established a local
legal entity that would report to the Polish CehtBank. Government further appeared
unwilling to provide a newbanking license to Kappa but instead suggesteddh& should
buy one of its formerly state owned banks. The bde&lined this offer because the state
owned banks were judged to possess bad credit e tbadly manag@dlt was clear,
however, that in order to achieve a license, aruiaitogpn should be the way, as “in that
period [around 1996-1997] most foreign banks hatduy their license”. Kappa was able to
acquire a 50% share in a young bank, set up byraefoPolish Trade Minister in the early
1990s, with a focus on the agricultural sector.Wthiis acquisition (the rest of the shares
were acquired a few years later) the bank recdigdtense, as well as an established pool of
knowledgeable local employees. Furthermore, thd tays’ network” of the local manager
who headed the acquired bank has proven very aluéds an expatriate you will never
build such useful local networks as important lopatsons have”. Although the acquired

bank’s main activities were in the right sectorh@d also developed other, widely diverse,

®In 1996, 24 of the 81 commercial banks in Polaederowned by the state, whereas already almosohaie
57 privately owned banks were in foreign hands (Mand Sagan, 2006)*not in refs. With the number of
banks declining (to 57 in 2004) and the numberasfks under foreign control increasing (to 41 in£00
meaning 71%, Miani and Sagan, 2006) competitionrarforeign investors rose heavily, and with the tmos
interesting acquisition targets, whether state algrenot, being bought first, late investors’ clesidecame less
and less attractive.
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activities. Kappa first needed to restructure thask, including cutting clients and activities
and laying off personnel as well. It therefore taokew years for Kappa’'s Polish office to
show growth figures. In 2004 the Polish office eoyeld 55 people and that number was
growing, though its total market share in Polanes libelow 1%. Kappa nevertheless
emphasizes its success, pointing at higher maHaes (some over 50%) in its industries of
interest.

In Russia, Kappa has not yet succeeded in setiin@ Uanking office, with the
required license. Because of the very complex Ruskggislation and the dominant role of
government in business, Kappa decided to start avithancing company instead which they
thought would be easier to organize than a ban&ffige. The financing company, set up in
1997 by three people, indeed received a licens®@s as 1998. Kappa applied for a banking
license as well but by 2004 still did not have oS8tarting late was difficult according to
Kappa: a few years earlier it was possible to takger steps and penetrate the market faster,
but in the years around the rouble crisis (Aug@88) one had to take more care. The bank
nevertheless stayed in Russia, because of the tisagk®rmous potential in the long term.
Between 1998 and 2004, the Russian office grew 20rto about 40 employees.

The first exploratory activities made Kappa dectdewithdraw from both Hungary and
Ukraine. Although Hungary was judged by headquartebe the most advanced market, this
also meant it had passed the first aggressive frostdige with decreasing business
opportunities and margins as a result. Further,viblame in the focused sector appeared
unsatisfactory in this market with only 10 millionhabitants. Ukraine looked much more
interesting when it came to volume; Kappa entehésl mharket with support of the European
Bank for Reconstruction and Development (EBRD), &esv the high level of political risk
made the bank reluctant to proceed.

In order to influence and support the developméra sound financial sector in the
countries Kappa entered, the bank joined the I@bbfeinternational players united in, for
instance, the European Business Club, Bank Assmegain the host countries and European
Chambers of Commerce to advice local governmentdegal and fiscal issues. These
connections have also provided a source of infaonato help interpret information and
legislation and to find one’s way in the instituttoone has to deal with.

Kappa’s client base has from the beginning conthineth international clients as well as
local firms, also small and medium sized firms. Dlaak explicitly viewed local clients as an
important target group: “we are here to reach Rumsslients” as an interviewee from the

Russian office stated. Yet, another manager ofbtrek stated that great care was taken in
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dealing with local clients, especially in Russidhnits bad reputation and mafia stories: “you
don’t want to burn your fingers with the wrong ctenparts”. In Poland the bank first focused
on reaching farmers and small companies and extetmldarger local corporations later.
Today, these larger Polish companies have becomeenational players themselves. To

simplify the relationships discussed above, a niplstration is exhibited in Figure 4.

Local Governments Other local
< , institutions

Joint lobbies
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Headquarters Local Kappa
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Figure 4: Kappa’'s Relationships in the Penetration Stage

Expansion Phase (The Third Phase)
The progress of the Eastern European markets anithd¢heasing competition among foreign
banks made all players more careful in exchangufgrmation. The connections with other
foreign banks became of less importance for theamesipn of Kappa's experiences. A
manager of the Polish office, asked about its cirreonnections with other banks
commented: “it does not hurt us [to keep these ectons] but they are not very important to
us”. Also for the Russian office, the frequency anténsity of these contacts have been
reduced since “there are not so many big issuemargy in Russia” as compared to the
“serious problems that arose during the crisis” nvjnt lobbies and intensive contact with
the Russian government institutions were extrermeportant.

Kappa describes its expansion mainly as a prodeadding clients and products. In
each market, the bank started with general andlsifvanking products like paying systems,
money transfers, currency exchanges or fundingeifey with their (local) clients, Kappa

developed and extended its product offerings in BEastern European offices. The Polish
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office for instance supported an internationalrtlighat was confronted with local pressures to
extend the terms of payment beyond the compangsicgons (from three to six months).
The client’s office could not cope with that demaamd Kappa decided to take over the
payment, and therefore also the risks of nhon-paynmidns product was later offered to more
clients and in more offices. In the case of Rutisgaoffice in principle supported clients with
working capital, but in practice their activitiesekg to finance trade: buying and selling
goods. The background to these activities was ofseoto provide the clients with financial
working capital, but for that the bank would haweded to apply for a banking license and to
comply with the extensive legislative and reportifggnands of the Russian Central bank. For
trading money to goods no banking license was rieefle extra challenge for the Russian
office was to manage the resulting supplies of gotal store them, secure and insure them,
etcetera.

With the development of the local economies andllegd fiscal institutions, Kappa
extended its product offerings even more, to ineléa instance leasing products. In Russia
for instance, an international client asked Kaggpparticipate in a leasing company to support
its small local suppliers, increasing the produgaliy of Kappa’s client. Leasing products
have also been widely introduced in other countiegppa expects its product offerings to
look more and more like its domestic portfolio witte development of the Eastern European
markets, most notably the joining of the Europeainl of some of them.

For further expansion, Kappa plans to focus onilrbtnking for private clients, yet still in
the agricultural sector. Particularly the Polisfficaf is starting up these activities. However,
also in Russia Kappa explores opportunities fortisg@ up retail activities. The bank further
considers using its existing successful officeshads’ for starting up activities in more
markets in the region. Figure 5 provides a simpiestration of Kappa’s relationship with

actors in its environment.
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Figure 5. Kappa’s Relationships in Expansion Phase

6. Analysis

Before presenting our analysis of our two case @mgs’ positions in the Johanson and
Mattsson model (1988), we will first analyse thgmde of internationalization of the financial
market in Eastern European markets and how it afchoger time.

Shortly after the fall of the communist regimes ath@ opening up to foreign
investment, the Eastern European markets lackethdsss networks in most if not all
industries. Old networks fell apart because theyewarganized centrally and when that
central organization of task divisions among caestdisappeared, most industrial networks
had to be built up again from scratch. The finanicidustry was so much underdeveloped in
Eastern Europe, in comparison to most Western aidnAmarkets, that we can say that no
institutional or business networks existed in thmstfstage of the transition to market
economies. We therefore compare the situation steEa European markets in the first half
of the 1990s to the situation of low degree of nméionalization of the industry in the
Johanson and Mattsson model (1988). In the secaid df the 1990s, business and
institutional networks start to emerge, also in fihancial industry: laws and regulations are
developing, foreign companies have entered the etmrkn large numbers and local
businesses have progressed in reorganizing (ftenos through privatization, exit of non-
profitable firms and entry of entrepreneurial compa). In this stage and later, one can
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compare the Eastern European markets to the situatia high degree of internationalization
in the industry (Johanson and Mattsson, 1988). fEisé developments in Eastern Europe
show that the degree of internationalization of arkat and the development of network
structures can go much faster in today’s globalwedd than was true at the time the model
was published.

Considering the firms’ degree of internationali@ati our two case companies
represent an Early Starter (Penta) and a Lateebisirategy (Kappa) respectively. Below we
will explain the companies’ positions in the modelsed on the case material described
above. Penta started commitment for expansion stela Europe shortly after the communist
regimes fell, at a stage in which no business stitutional networks existed in these markets.
Penta’s entry strategy shows that it invested gavideveloping relationships with all sorts
of government and other institutions, supporting development of network structures in its
industry. This is in accordance with the Early &mapattern (Johanson and Mattsson, 1988).
Because Penta lacks experiential knowledge of #stelfn European markets and cannot use
existing network relational paths, it hires locaople in order to develop such network
relations. The Czech experiences show that hitegight person with the right connections
at the Central Bank smoothes the entry processimréoland, the early investment in
developing network connections results in Pentlisng position in several institutions. But
Penta’s early entry did not only result in bengfionetwork positions in the institutional
network, Penta also achieved a strong positiorhédeveloping business networks in the
markets it entered. The bank’s managers relatenfance that their early positioning in the
market resulted in attracting large clients likega multinational companies, whose ‘own’
banks were not present in the Eastern Europeanetsaykt.

Although Penta internationalised in other regioefole entering Eastern Europe, it
took a gradual, risk avoiding approach to entetivese markets. It preferred to enter through
a branch, i.e. avoiding the control of the locahtCal Bank and only established subsidiaries
when forced by local government. In congruenceditadson and Mattsson’s (1988) Early
Starter, Penta offered only simple and standardymts in the new markets. It was only after
they had acquired enough local market knowledgeadted the market showed a certain level
of development that Penta expanded its productinife. Likewise, Penta extended its focus
to other target groups, including groups that amrendifficult to reach and that demand a
higher level of local commitment, such as privateseholds.

Johanson and Mattsson (1988) suggest that Earlgte®&asearch to solve their

uncertainty and lack of market knowledge in foremgarkets through co-operations with local
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companies. In contrast, Penta has not establisheld so-operations in its first stage of
penetration, but instead acquired local knowledhgeugh hiring local managers in important
positions. In a next stage, expansion was evegttwatihered through acquiring a local bank,
as in the Polish wholesale activity. This acqusitoffered Penta the fine-grained network of
offices that it needed to expand to customer grdikesprivate households. Penta’s Early
Starter strategy has proven to bring the bank sisclbecause it has provided the bank with a
powerful position in networks of customers and tagus. It has followed a gradual
expansion pattern with extensive investments inldmg a network position, but like
Johanson and Mattsson (1988) reasoned, this hags ¢fiem a beneficial position in facing
the competition of later entrants.

Our second case, Kappa, has been one of thoseefdtants. Kappa set its first steps
in four Eastern European markets in 1997, when k& Penta had already been present for
a number of years, building their network of redaships with institutional counterparts and
clients, just like the highly developed internaboontext the Late Starter is confronted with
according to Johanson and Mattsson’s (1988) mddmbpa experiences this as a drawback
right from the start, because it is much less ssgfoéin organizing banking licenses and even
withdraws from two of the four markets it enteréwl.order to receive a banking license
Kappa is required, against its preferred entrytstyyg to make an acquisition in Poland; in
Russia it still did not have a banking license raieven years in the country and had
organized its activities in an alternative way fatiént than planned, in order to serve this
market. In Hungary, its withdrawal is partly thesu# of the market already being taken by
competitors and not allowing enough space for arofitayer, not even in Kappa’s niche
industries. In Ukraine, it is the bank’s uncertgiabout the high level of political risks that
stalls further expansion. In order to build netwoglations, Kappa joins the lobbies of united
international banks and also, like Penta, hiresllooanagers with extended networks. In
order to build profitable banks in Eastern Eurokappa further cannot rely on its client
network of foreign investors alone. In contrasPe&nta, Kappa is forced to reach out to local
companies, also small and medium sized compamiesatt up their business.

In several ways Kappa’s entry strategy is in acaoce with the gradual approach
predicted by the theories (Johanson and VahIne/;18hanson and Mattsson, 1988). Before
entering Eastern Europe, Kappa collected extensifcgmation about these markets from
several directions, including competitors that adtye had entered them. Further, Kappa’s
preferred entry strategy is through a Greenfielicef i.e. an entry mode that demands less

immediate investments than an acquisition. Liket®eKappa started with simple banking
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products first, adding products and developing nees in cooperation with clients over time.
Kappa also gradually expanded its number of clidnis only recently has decided to aim for
the more commitment-demanding private customersfigying retail banking products.

An important characteristic of Kappa'’s entry stggtés its focus on a particular niche,
the agricultural and related sectors. It conceofethis knowledge advantage in this sector as
an opportunity to compete with other foreign batiiet invested in the region. Headquarters’
research centre heavily supports its Eastern Earop&ffiliates in providing detailed
background knowledge on developments in the focusenke. This, according to Johanson
and Mattsson (1988) is a common strategy for Ltaet&'s. Faced with existing tight network
structures, Late Starters choose niche strategidsoffer specialized products in order to
compete with Early Starters. To aim at this specifiarket allowed Kappa to develop
relationships in particular networks: the agrictdtiand related sectors. By doing so the bank
could refrain from investing in developing relatsoin other market sectors.

Beside the heterogeneity in the commitment of tHeses because of their degree of
internationalization, we also found an interestifmpnogeneous behaviour toward actors that
the study of Johanson and Mattsson (1988) and etrer studies do not treat properly. This
aspect considers the type of commitments. As theescananifest, the firms’ resource
commitment and organization can be divided into tymes. These two types are business
commitments which were related to the businessioelships and the other was the political
commitments which considered the political actonsl dureaucrats (see Hadjikhani and
Ghauri, 2000**not in refs). As the cases and also the figures illustraterettwas a clear
difference between these two types of the firmshgotments. Both firms, specifically in the
penetration stage, faced with the problem of, ¥@naple, having to obtain a licence. Kappa'’s
problem in gaining a licence was one of the reasiaausthe firm did not succeed in expansion
in Russia. These two different commitments dewadbojpand in hand but demonstrated
different degrees of internationalization.

Internationalization and Business Commitment

Low High
Low 1 )
I nternationalization
and Political
Commitment High 3 4

Table 1: Types and Degree of Commitments

25



26

As illustrated in Table 1, the two banks had twpety of commitments which varied
depending on the degree of internationalizationthin first stage of internationalization, for
example, both firms were in cell 3 as the first coitment was to solve the political and
bureaucratic problems. But, as the case of Kappafested, the firm in the expansion stage
considered the business commitment to be high lamgolitical commitment was less. If a
firm like Kappa conducts a high investment in tioditieal arena for penetration and is not
able to move from cell 3 to cell 2, then the onption is exit. Although, beside the fact that
firms conduct commitment towards two different goéil and business markets, the degree of
commitments in these two types do not follow eaitieios development. While one is high in
one stage the other can be low and vice versa.selrere conditions, like mergers and
acquisitions, both types may stand in cell 4 adithes require a high level of investment for

the businesses and at the same time resolve titiegdadnd bureaucratic demands.

Conclusion

The study above contains facts about the behawbuwo banks when penetrating and
establishing units in new emerging markets. Conmgathe entry strategies of both banks
leads to the conclusion that they both used a giaahproach in these new Eastern European
countries. Their market entry choices are quitellannfor example in terms of entry mode
preference and product offerings. However, the naffierence between these banks’ entry
circumstances is the level of development of thstéta European markets and the network
structures in financial institutions and busines&ssly Starter Penta has benefited from being
a first mover: it has a very strong position in beal business and institutional networks and
their strong network relations have shown to supihar success of the bank. Market shares of
Penta’s insurance offices reached to over 50%erstitond half of the 1990s, and its Polish
bank serves about 6% of the market. Kappa in csitteas been much less successful in
reaching its aims: it has been confronted with érdhvels of competition from local business
networks resulting in lower chances of startinghwetportfolio of foreign investors. But it has
also faced more barriers from the better-develapsttutional networks in its markets of
entry, which resulted in the need to drop the prete entry strategy and adapt to
circumstances. Its market shares in the bankintgpiseenerally are all below 1%; smaller
than Penta’s market shares. However, we can coathad Kappa’s niche strategy has helped
them to meet the high level of competition: in thieicus markets, market shares do reach

higher levels, even up to 50%.
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On the base of the facts we can easily make thelesion that there is a difference in,
for example, the firms’ type of trust and commitrnérhis aspect which seldom captures the
attention of the researchers in banking is rel&dedsues like varieties in the commitment or
trust types at different stages of internationdiocra As manifested in the cases, we can
conclude that there are clear cut differences batvike two types of business and political
commitment of the firms. Beside that, the degreeashmitment in these two types can vary
at different stages of internationalization. Sucbhoaclusion opens new research arenas. A
deeper understanding of the types of commitmentifferent stages of internationalization
may provide a better understanding of why somedfido not succeed: not because of the
degree of internationalization of the businesses, decause of the hindrances created by
political actors.
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