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International banking business and bank strategy:
global trends and benchmarks for post-Soviet states

Abstract. The authors analyze the state of international banking business before and after the global
economic crisis of 2007-2009, and make predictions on potential future effects of the ongoing COVID-19
pandemic on transformation of international banking and bank strategy. The analysis focuses on trends and
changes in the two most important forms of trade in banking services, namely, cross-border banking flows,
which include direct cross-border banking flows and local banking flows of international banks’ subsidiaries
abroad, and foreign bank presence. It has been concluded that direct cross-border banking flows are more
volatile than local banking flows of foreign banks during economic and social upheavals. The period under
study has witnessed large increase in foreign bank presence, both in terms of number and local market
share. The study determines changes of leading international banks and their home countries, highlighting
the weakening position of banks from advanced countries and increase in the role of banks from emerging
markets and developing countries.

The authors review international expansion strategies of major banks from the post-Soviet states, that are
influenced both by the opportunities and goals of banks going abroad, and by the institutional features of
their banking systems; countries which these banks are targeting are predominantly comparable to the
post-Soviet states in terms of economic development, and are chosen by criteria of their attractiveness,
such as high level of trade and political relations with the bank’s home country, the presence of diaspora,
the degree of saturation and growth dynamics of the banking market in the host country. The reasons
behind the banks’ geographical expansion decision include, among many others, the dramatic growth of
their economies, stimulated by the involvement in globalization processes, and liberal banking reforms.
Obstacles of economic and non-economic nature that are hindering this expansion, encompass high level
of competition in external banking markets, expensive financial resources of domestic banks, low level
of expansion of the post-Soviet states-based enterprises to the non-post-Soviet states, discriminatory
qualification requirements for personnel and composition of management bodies, problems related to
banking licensing procedures and requirements, aspects of culture and communication; their transformation
from local banks, operating in the local market, to banks with a clear manifestation of the tendency of their
international expansion amidst changing global environment and uncertainty.
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Mypuwyani ®. O.

0OKTOp @inocodii 3 EKOHOMIKU, OKTOPAHT,

AsepbaingxaHCbKnin fep>XaBHUIN eKOHOMIYHUIA yHiBepcuTeT, baky, A3epbaingxaH

3anotiyHa P. A.

KaHAMOAT EKOHOMIYHMX HayK, BUKaaad,

J1bBIiBCbKUI OeP>KaBHUIM YHIBEPCUTET BHYTPILLHIX cnpas, JIbBiB, YkpaiHa

Ain6asi E. K.

acnipaHT, 3400yBay HaykOBOIo CTyrneHs aoktopa dinocodii 3 EKOHOMIKM,

AsepbaingxaHCbKMin fep>XaBHUIN eKOHOMIYHUIA yHiBepcuTeT, baky, AsepbaingxaH

MixHapogHuii 6aHkiBCcbKuii Gi3Hec i 6aHKiBCbKa cTpaTeris:

rnobGanbHi TPeHAN i OPIEHTUPU AN NOCTPAAAHCBKUX KpaiH

AHoTauia. Y cTatTi npoaHani3oBaHO CTaH MiXXHapPOAHOro GaHKiBCbKOro 6i3Hecy A0 Ta Micnsi CBiTOBOI
€KOHOMI4YHOT kpn3n 2007-2009 pp. 3pobneHo NPOrHo3u WoA0 NOTEHLINHOMO BNAMBY HACMiAKIB NaHOEMIl
COVID-19HaTpaHcdopMaL,ito MixkHapoaAHOro 6aHKiBCbKOro 6i3HeCy Ta 6aHKiBCbKOi CTpaTeriiB MaibyTHbOMY.
Po3rnaHyTo MixkHapoOHi cTpaTerii kno4oBMx 6aHKiB i3 KpaiH NOCTPaasaHCLKOro NPoCTopy, Ha popPMyBaHHS
AKX BMIMBAIOTb K MOX/IMBOCTI Ta WiNni 6aHKiB, L0 30iNCHIOTb CBOIO AisIbHICTb HA 30BHILLHIX pUHKaX, Tak
i IHCTUTYUiHI 0COBNMBOCTI iXHIX BaHKIBCbKMX cucTteM. KpaiHu, Ha siki cnpsiMoBaHa AisibHICTb LMX GaHKiB,
3a3Buyan 6M3bki 3a piBHEM EKOHOMIYHOIO PO3BUTKY 3 MOCTPAASHCbKMMU AepxaBamu, i bynm obpaHi 3a
KpUTEPIAMK iXHbOI NPMBaABINBOCTI, TaKMMU SIK TiCHI TOProBeJsIbHI Ta NONITUYHI 3B’A3KM, CTYMiHb HACUYEHOCTI
M AMHaMikMm 3pocTaHHS OaHKIBCbKOrO PUHKY KpaiHu-peumnieHTa. Jo npuynH reorpadiyHoi ekcnaHcii
HasexaTb, 30KpemMa, LUBUOKE EKOHOMIYHE 3POCTaHHS, CTUMYJIbOBaHe 3a5y4eHHsaM 40 npoueciB rnobanisadii
Ta nibepanizauieto 6aHKIiBCbKUX CcUCTEM. lNepelkoay eKOHOMIYHOMO Ta HEEKOHOMIYHOMO XapakTepy, Lo
CTOATb Ha 3aBafj €KCNaHcCii, e BUCOKNI PiBEHb KOHKYPEHLi Ha 30BHILLHIX pUHKaxX, HecTadya QiHaHCOBUX
pecypciB BiTYN3HAHUX BaAHKIB, AMCKPUMIHALiMHI kBanidikauinHi BUMOrn 0o nepcoHany Ta ckiaay opraHis
ynpaeniHHg, Nnpobnemun, NoB’A3aHi 3 npoueaypamu Ta BUMoraMmm 6aHKiBCbKOro NileH3yBaHHSA, KyNbTYPHi
Ta KOMYHiKaUinHi acnekTn. 3pobneHo BUCHOBOK MPO Te, WO MOCTYNoOBO BigOyBaeTbCs TpaHcdopmauis
NOCTPaAsiHCbkMX GaHkiB i3 6aHKiB, WO 34iMCHIOITL CBO AiS/IbHICTL HA perioHanbHOMY PUHKY, B 6aHKK 3
BMPaXeHNUM NPOosSIBOM TEHAEHLi 10 MiXXHAPOAHOI ekcnaHcii B ymoBax MiHIMBOro rnobansHoro cepenosuLla
Ta HEBM3HAYEHOCTI.

KniouoBi cnoBa: 6aHKkiBCbka cTpaTeris; MiXkHapoaHWU OaHKiBCbkMiA Bi3HeC; iIHO3eMHi OGaHKM; MiHMBe
rnobanbHe cepenoBuLLE; CBITOBA EKOHOMIYHA KPM3a; NOCTPAASAHCbLKI KpaiHu.

Mypwyanu . O,

0OKTOP GUnocodpunm no 3KOHOMUKE, AOKTOPAHT,

A3sepbaingxaHCKkuii rocyaapCTBEHHbIN 3KOHOMUYECKUIA YyHUBepcUTeT, baky, AsepbaiigxaH

3anotnyHa P. A.

KaHAMOAaT 9KOHOMUYECKUX HayK, npenoaasaTterib,

J1bBOBCKMIN FOCYAaPCTBEHHbIV YHUBEPCUTET BHYTPEHHUX Aen, JIbBOB, YkpaunHa

Awnn6asn 3. K.

acnmpaHT, couckaresib y4eHoM cTeneHn JokTopa Gpunocodum no 3KOHOMUKE,

A3epbaingxaHCkuii rocyaapCTBEHHbIN 3KOHOMUYECKUIA YHUBepcUTeT, baky, AsepbaiigxaH
MexayHapoaHblii 0aHKOBCKUiA OM3Hec n 6aHKOBCKas cTpaTerus:

rno6asibHble TPEeHAbl U OPUEHTUPbI AJIS NOCTCOBETCKUX CTPaH

AHHOTauuma. B cTatbe NpoaHannM3npoBaHO COCTOSIHME MeXAYHapPOoaAHOro 6aHKOBCKOro busHeca Ao v nocne
MMPOBOro akoHoMum4deckoro kpusuca 2007-2009 rr. CoenaHbl MPOrHo3bl OTHOCUTENTbHO NOTEHUWANBHOIO
BNMSAHUSA nocneacTeuii naHaemum COVID-19 Ha TpaHcdopMauuio MexayHapoaHOro 6aHKOBCKOro 6usHecaun
©aHKOBCKOW cTpaTterum B 6yayLiem. PaccMOTpEHbI CTpaTermm MexxayHapoaHoi 3KkCnaHCum KpynHbix 6aHKoB
N3 MOCTCOBETCKUX rOCYAapPCTB, Ha GOPMMPOBAHME KOTOPLIX BAMSIOT Kak BO3MOXHOCTU U Lenn OaHKOB,
OCYLLECTBASIOLLMX CBOIO OEATENIbHOCTb HA BHELUHUX PbIHKAX, Tak N MHCTUTYLMOHANIbHbIE OCOOEHHOCTU UX
HaHkoBCKMx cuctem. CTpaHbl, Ha KOTOPbIE HanpaeeHa AeaTeNbHOCTb 3TUX BAHKOB, Kak NpaBuio, 6nM3Kkn
MO YPOBHIO 3KOHOMUWYECKOIO PA3BUTUSA C MOCTCOBETCKUMW rOCYOAapPCTBaAMMU, 1 OblNiv BbIBPaHbI MO KPUTEPUSIM
MX MPUBMEKATENBHOCTU, TAKUMN KakK TECHbIE TOProBblE U MONTUYECKNE CBS3U, CTEMEHb HACHILLEHHOCTU
N AMHaMUKM pocTa 6aHKOBCKOro pbiHKa CTpaHbl-peumnueHTa. K npuumHam reorpaduyeckoin aKcrnaHcum
©aHKOB OTHOCHATCS, B 4YaCTHOCTM, ObICTPbIA SKOHOMWUYECKUI POCT, CTUMYSIMPYEMBIN MPUBIEYEHNEM K
npoueccam robanmzauun n ambepanmdaumm OaHKOBCKMX CUCTEM. [pensaTcTBMS 3KOHOMMYECKOro U
HESKOHOMMYECKOr0 XapaKkTepa BKJ1I04aoT BbICOKUIA YPOBEHb KOHKYPEHLIMN HA BHELLIHUX PbIHKAx, HeJ0CTaToK
(bUHAHCOBBIX PECYPCOB OTEYECTBEHHbLIX OAHKOB, AUCKPUMUWHALIMOHHbIE KBANUDUKALIMOHHbIE TPeOOBaHUS
K MepcoHany 1 CocTtaBy OpraHoOB ynpasfieHus, NpobnemMsbl, CBA3aHHble C npoleaypamMm 1 TpeboBaHUsSIMN
©aHKOBCKOIr0 JINLUEH3MPOBAHUS, KYNbTYPHbIE M KOMMYHUKaUMOHHbLIE acnekTbl. CaenaH BbIBOA, O TOM,
YTO MOCTEMEHHO MNPOUCXOAUT TpaHchOpPMaLUsa MOCTCOBETCKUX GaHKOB M3 GAHKOB, OCYLLECTBSIOLLMX
CBOI [OEeATENIbHOCTb HAa PErvOHANIbBHOM PbiHKE, B OaHKM C BbIPaXEHHbIM MPOSBIEHMEM TEHAEHLMU K
MeXAyHapOaHOW 9KCMaHCUK B YCNTOBUAX NEPEMEHHOW rMobanbHOW cpeabl U HeoNpeaeneHHOCTU.
KnioueBble cnoBa: 6aHKOBCKas cTparernst; MexanyHapoaHbli 6aHKOBCKUIA GU3HEC; MHOCTPaHHbIE BaHKu;
n3meH4ymBas rnobanbHas cpena; MMPOBOM 3KOHOMUYECKMIA KPU3UC; MOCTCOBETCKME CTPaHbI.
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1. Introduction

Rapidly changing global environment, globalization, changes in the institutional and regula-
tory framework, as well as, different types of crises have a great impact on the development of
international banking. During recent economic and social upheavals, including, global econo-
mic crisis of 2007-2009, Eurozone debt crisis of 2010s, oil price collapses of 2014-2015, and on-
going COVID-19 pandemic, the development of the international banking was accompanied by
such challenges as turbulence in the global economy, financial imbalances, growing vulnerabi-
lity and breakdown of the regulatory mechanism of national banking systems, serious systemic
risks, bankruptcy of a number of leading international banks, a significant limitation of their fo-
reign operations. These challenges affected the structure and organization of international ban-
king, had consequences for the benefits and risks that international banking brings to an econo-
my. In response to new business conditions, banks around the world have been forced to re-eva-
luate and adjust their strategies, change the ratio of domestic and overseas activities, solve prob-
lems of reducing the profitability of banking. As such, it is of utmost importance to take stock of
what has changed in international banking in recent years amidst globalization and uncertainty,
and what these changes mean for banks from the post-Soviet states.

2. Brief Literature Review

Theoretical issues and practical aspects of the development of the IBB and the impact of glo-
bal challenges on the formation of banking strategies are widely and multifacetedly covered in
economic literature. First scientific works on the problem appeared only in the 1970s, and most of
them were devoted mainly to general issues on the theory and history of international banking and
its role in the economies of developed states (Baker, 1974; Brimmer & Dahl, 1975; Grubel, 1977;
Lees, 1977, etc.). During 1975-1976 the Columbia Journal of World Business and the Federal
Reserve Bank of San Francisco Economic Review published a series of articles devoted to the
problem of international banking (Columbia Journal of World Business, 1975; Federal Reserve
Bank of San Francisco Economic Review, 1976).

As the processes of financial globalization deepened, the layer of thematic priorities in the
works of Western researchers on the development of international banking has expanded signi-
ficantly. This is clearly evidenced by the diverse range of titles of scientific publications by scien-
tists-economists: (Altmann, 2006; Bouchet & Islam, 1992; Claessens, Demirguc-Kunt, & Huizin-
ga, 2001; Coulbeck, 1984; Felsenfeld, 2007; Hermes & Lensink, 2001; McCauley, Ruud, & Wool-
dridge, 2002; etc.).

After economic and social upheavals of the XXl century, including, global economic cri-
sis of 2007-2009, Eurozone debt crisis of 2010s, oil price collapses of 2014-2015, and ongoing
COVID-19 pandemic, scientists have radically changed the theoretical, methodological and em-
pirical approaches to the study of international banking. This, in turn, was embodied in funda-
mental scientific works of the second decade of the XXI century, which were dominated by new
views on the problems and opportunities of international banks in a rapidly changing global en-
vironment (Demirguc-Kun, Evanoff, & Kaufman, 2017; Finel-Honigman & Sotelino, 2015; Kim &
McKenzie, 2010; McCauley, 2014; Sist, 2018; Weston, 2012; etc.).

Along with a dense study of the theory of the issue, scientists began to focus on new trends,
as well as specific issues of a narrower nature that are of practical importance for the banking
industry. Among them, there are those that are related to the topic we are researching: stra-
tegy and business models of international financial structures (Altmann, 2006; Argiméon, 2019;
Buranatrakul & Swierczek, 2017; Everett, McQuade, & O’Grady, 2020; McCauley, McGuire, &
von Peter, 2012; etc.), regulation of IBB (Navaretti et al., 2010; Singh, 2020; Sum, 2016; etc.),
foreign bank capital expansion (Claessens & van Horen, 2014; Eray, 2020; Iwanicz-Drozdowska
et al., 2018; etc.), trends in international banking development caused by the COVID-19 pande-
mic (Kearney, 2020; Blake & Weisman, 2020; Haasbroek, 2020; McKinsey & Company, 2020a,
2020b; OECD, 2020; etc.).

It should be noted, that the conclusions made by Western authors cannot always be consi-
dered as universal recommendations, in particular, for banking systems of the post-Soviet states
which are at the stage of their formation and have certain specificity. The above mentioned is-
sues in international banking were studied by scientists and economists from the the post-Soviet
states, namely, by (Abalkina, 2016; Bulatova & Marena, 2019; Mamedov, 2008; Momot, 2018; Via-
dychyn, 2015; Yarygina, 2016; etc.).
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3. The purpose of the paper is to identify the main international strategies adopted by
commercial banks from the post-Soviet states that contribute to the development of IBB in the
context of contemporary global challenges, and to determine factors influencing their interna-
tional expansion.

4. Results

4.1. Transformation of IBB amidst the Changing Global Environment

The problem of bank strategy choice has become of crucial importance in the operational ac-
tivity of banks in the last decades, attracting the forces of scholars and practitioners in the field of
banking. Priorities include: determining ways to maximizing profits, strengthening market posi-
tions, obtaining the status of systemically important bank, selecting the target region or market.

The oil price collapses, global economic crisis of 2007-2009, Eurozone debt crisis of 2010s,
and COVID-19 pandemic has catalyzed transformations in the international banking and lead to
transformation of bank strategies. Much of these changes reflect market and regulatory forces.

4.1.1. Changes in the Cross-Border Banking Flows

Global economic crisis of 2007-2009 coupled with Eurozone debt crisis of 2010s and the
subsequent recessions in many countries created a new macroeconomic environment charac-
terized by slower economic growth, low (or negative) interest rates and a new policy environ-
ment. These forces in combination have influenced the performance and strategies of banks
(Molyneux & Wilson, 2017).

The decade before the global economic crisis, the epicentre of which was the US banking
system, was marked by a large increase in financial globalization, both through cross-bor-
der banking and foreign bank presence, which is documented by (Canuto, 2017; Claessens &
van Horen, 2015; Lane, 2013). Bank for International Settlements (BIS) international banking
statistics data shows, that cross-border bank flows, including both direct cross-border banking
flows and local banking flows of foreign banks’ subsidiaries abroad, more than doubled over
the period of 1995-2007.

The trend of increased financial globalization was not homogeneous. The patterns differed
significantly in terms of lending and borrowing, advanced, emerging and developing countries.
Advanced markets-based banks were in a leading position in cross-border lending. Among
these, U.S. banks were less aggressive over this period than in earlier periods, while many
(smaller) European markets-based banks became large lenders. In terms of borrowing coun-
tries, advanced countries were again the most important. Regarding emerging and developing
countries, until the global economic crisis they were net recipients of cross-border banking
flows (Drab & KociSova, 2018).

After global economic crisis, there has been large reduction in cross-border banking flows,
driven by adverse supply and demand, and increasing regulatory constraints. All these factors
have forced banks not only to adjust their credit strategies in foreign markets, but to doitin a spe-
cific way, in particular, to reduce the volume of direct cross-border lending to a greater extent than
indirect lending.

The subsequent Eurozone debt crisis put further strain on the European banks, and intrare-
gional banking flows dropped sharply. According to Claessens (2017), the collapse in cross-bor-
der banking flows among advanced countries and the fragmentation within the Eurozone occurred
for three reasons. First and foremost, markets and regulators wanted banks to restore their ba-
lance sheets and profitability. Second, banks cut back as demand for external financing abroad
was less, and sovereign and other risks increased. And, third, over time, banks had to meet tou-
gher regulations, including stiffer capital and liquidity requirements and other new rules.

The COVID-19 pandemic, has major consequences for international banking. According to BIS
international banking statistics, published in July 2020, cross-border banking flows on emerging
markets and developing economies, as well as on some advanced economies, stagnated amid
the pandemic-induced turbulence in global financial markets. Thus, their growth rate fell to 1.8%
as of end-March 2020, down from 2.0% at end-2019 and 3.7% at mid-2019 (Bank for Internatio-
nal Settlements, 2020). Along with this, the opinion is expressed that due to changes in economic
and political policies under the influence of the coronavirus pandemic, whether they like it or not,
banks will be forced to abandon their international plans (Haasbroek, 2020).

Murshudli, F., Zapotichna, R., & Dilbazi, E. / Economic Annals-XXI (2020), 185(9-10), 27-38

30



ECONOMIC ANNALS-XXI
WORLD ECONOMY AND INTERNATIONAL ECONOMIC RELATIONS

4.1.2. Changes in the Foreign Bank Presence

As has already been mentioned, financial globalization increasingly happened through foreign
bank presence, with increases in market share especially high in emerging markets and develo-
ping countries. One of the key factors that contributed to increases in foreign bank presence was
the privatization of banking system in many countries and regions, and subsequent sale of do-
mestic banks to foreigners. While in East Asia and Latin America, this privatization was the result
of economic crises of the late 1990s, in the post-Soviet states it followed their transition from cen-
trally planned into market economies of the early 1990s (Claessens & van Horen, 2014).

Between 1995 and 2006, banking sectors of many emerging and developing countries were gra-
dually transformed. Forced by domestic deregulation, including the removal of entry barriers, tech-
nological advances, increased financial integration and more generally heightened globalization, the
importance of foreign banks in these countries has shown a rapid increase (Claessens et al., 2008).

According to numbers presented by van Horen (2012), over the period 1995-2009, the share
(in terms of numbers) of foreign ownership by emerging market banks has stayed relatively sta-
ble, as both advanced country banks and emerging market banks increased their overseas acti-
vity. In subsequent years the number of emerging market-based banks only increased.

According to (Claessens, 2017), there have been considerable shifts in international bank pre-
sence since the global economic crisis of 2007-2009. While the number of international banks
exiting markets remained more or less the same, there was much less entry after the crisis: only
about one-fifth as many international banks entered compared with the peak year - 2007, just be-
fore the crisis. Banks from countries hit by a systemic crisis at home expanded their assets less.
International banks in euro-zone host countries reduced their assets to a lesser extent than do-
mestic banks did, suggesting that they acted there as sources of stability.

4.1.3. Changes of the Leading International Banks

Over the last three decades the list of leading international banks has changed. Before global
economic crisis of 2007-2009 the list was headed by the triangle «Western European-Japanese-
American banks». But in the post-crisis period these banks were forced to retreat under the pres-
sure from emerging and developing markets competitors. The importance of banks from these
states, in particular, from fast-growing markets, especially China, Brazil, India and Singapore inin-
ternational banking has dramatically increased, both through cross-border bank flows and direct
foreign bank presence. As the ratings from The Banker and Global Finance show, banks based in
these markets are gaining strength and are now looking to expand beyond their borders.

In the ranking of The Banker Top 1000 World Banks 2020 TOP-20 includes seven banks from
China, with four of them took the first four places (The Banker, 2020). The most important reasons
for the dominance of Chinese banks are reflected in Table 1.

However, trend on emerging market-based banks leadership should not be taken unequivo-
cally. Firstly, despite the dramatic international expansion of Asian (especially Chinese) banks,
American and Western European banks still hold the lead in certain parameters of banking effi-
ciency. Secondly, undesirable side effects can appear in the Chinese economy in the aftermath
of COVID-19 pandemic. Given the fact that pandemic firstly emerged in China, the Chinese banks
cannot be bystanders as the crisis develops. Since the outbreak of the pandemic, the Chinese
banks were ordered to assist to the national recovery by continuing to lend to troubled companies
while also lowering interest rates. Country’s big four banks, which rank among the TOP-20 banks
in the world, are likely to lose their leading position in this list also risk rise in bad credits amid
economic recovery efforts (Weinland, 2020).

Table 1:
The most important reasons for the dominance of Chinese banks in the global banking market

A deliberate policy of the Chinese government to encourage Chinese to implement aggressive overseas expansion strategy

(Zhang, Zhang, & Tan, 2020).

Relative isolation of Chinese banks from the financial systems of developed countries which made them less impacted by economic
breakdowns than Western banks and, as a result, better-positioned for international expansion

(Pan et al., 2018).

Strict regulatory policy on the activities of foreign banks in China

(Yang, 2017).

Reduction of competition between Chinese and Western banks due to different directions of overseas expansion

(Bersch & Koivumaeki, 2019; Roby, 2020).

Source: Compiled by the authors based of the specified scientific works

Murshudli, F., Zapotichna, R., & Dilbazi, E. / Economic Annals-XXI (2020), 185(9-10), 27-38

31



ECONOMIC ANNALS-XXI

WORLD ECONOMY AND INTERNATIONAL ECONOMIC RELATIONS

Moreover, emerging market-based banks tend to focus on small acquisitions, often to service
local customers abroad or to offer services to migrants. Even though, at the global level, emer-
ging market foreign banks are still small, these banks are becoming of considerable importance in
many emerging markets. Features of the old and new paradigm of IBB and bank strategy are sys-
tematized in Table 2.

As stated in the report submitted by a Study Group established by the Committee on the Global
Financial System: «the rapid transmission of shocks across the global financial system through in-
ternationally active banks, together with the concurrent macroeconomic problems, has prompted
calls for improvements to these banks’ business models that will strengthen their risk and liquidity
management» (Bank for International Settlements, 2010).

4.2. Role and Position of Banks from the post-Soviet States in the International

Banking

After gaining independence, banking systems of the the post-Soviet states have undergone
fundamental transformations. Governments and central banks adopted policy measures to pro-
mote the transformation of centrally planned banking systems into market-oriented ones. Ban-
king systems of these transition economies were liberalized by freeing interest rates and decen-
tralized by transferring commercial banking activities from the central bank to state banks, re-
structuring and privatizing state banks and allowing entry of new private banks, both domestic and
foreign (Fries & Taci, 2005).

Big banks from the post-Soviet states with foreign activities and network of overseas bran-
ches and subsidiaries began to appear only in recent years. They have difficulties operating in
developed countries, and that is why they are mostly located in countries comparable to the
post-Soviet states in terms of economic development. As a result, the presence of these banks
in the non-post-Soviet states is limited, which can be explained by a number of reasons: high
competition in foreign markets, strict regulations on rating and reliability, which banks from the

Table 2:

Features of the old and new paradigm of IBB and bank strategy

Old paradigm

New paradigm

Business e profit-maximizing strategy; e risk-minimizing strategy;
model o profits maximization via an increased volume of ¢ profits maximization via an efficient management of costs;
activities; e minimization of the amounts of loans;

e accelerated growth in cross-border lending; e dramatic drop in cross-border lending;

e international expansion is mainly driven by the e greater decentralization of the international banking
pursuit of new business opportunities, by higher model, in which a greater portion of banking operations is
profit margins and by incentives to follow existing funded, managed and supervised in the same location;
customers abroad; e indirect banking flows in the local currency of foreign

e providing loans to riskier borrowers; jurisdictions prevalence;

o direct cross-border banking flows prevalence. e banks are forced to abandon their international plans in

specific way - direct flow to a larger extent than indirect.
Geographical « globalization-fuelled strategies; e regionalization-fuelled strategies;
coverage ¢ lending by international banks exhibits a clear e the rise of the nation-state at the expense of globalization;
geographical pattern. e new global system that is more fragmented and more
dependent on local economic and financial conditions and
could hinder the efficient flow of funds across borders.
Banking o liberalization and deregulation of banking; ¢ tightening of banking regulations;
supervision e mitigation of the restrictions to foreign bank entry | e strengthening of local supervision and regulation

and regulation

by bilateral and regional trade and investment
agreements;

« higher degree of openness to foreign banks among
WTO members;

e harmonization of banking supervision and market
infrastructure;

e elimination of cross-border differences in
supervisory practices.

(strengthening of the relationship between national regulators
and international banks);

» national interests, rather than adherence to global
standards and principles, are more likely to be the driver of
political and policy-makers’ agendas;

e establishment of regulatory environment in which banks
hold stronger capital and liquidity buffers and build balance
sheets that are resilient to funding shocks.

The alignment
of forces in the
international

o shift towards emerging market economies;
« the position of highly developed countries becoming
relatively weaker.

e strengthening of competition between developed market-
based banks (increasing tensions between the Western and
Chinese banks);

banking e less availability of credit to emerging markets (flight to

market safety that often sees capital outflows from emerging
markets).

Perception o too big to fail; e too big to survive;

of large inter-
national banks
in the context
of risk-taking

« prevalence of the opinion about positive impact of
international banks on the economy of the host
countries.

Source: Compiled by the authors

e prevalence of the opinion about destabilizing impact of
international banks on the economy of the host and home
countries during economic and social upheavals.
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post-Soviet states do not always correspond to. Hence, the peculiarities of strategies of banks
from the post-Soviet states are associated not only with the opportunities and goals of banks
going abroad, but also with the institutional features of their banking systems, as well as with the
conditions for attracting foreign banks in the home country.

The position of the post-Soviet banks in the IBB is largely determined by the size of their as-
sets and capital. The banking systems of the former Soviet republics have been rapidly growing
in the years preceding the global economic crisis of 2007-2009. This was largely facilitated by the
growth of their economies, stimulated by the involvement in globalization processes, as well as the
liberal banking reforms carried out in a number of countries. As a result, in many states of the for-
mer USSR, the growth rate in 2005-2007 of banking assets and capital exceeded 40% and 50%,
respectively.

This, to a certain extent, contributed to the acceleration of integration processes in the finan-
cial sphere, which in practice were carried out mainly in the form of entry of the largest post-Soviet
credit institutions into the markets of other countries of the region. During this period, there were a
dozen large banks operating simultaneously in several in the post-Soviet countries. The main driving
force of the integration processes were the banks of Russia (22 banks in 6 countries), Kazakhstan
(20 and 7, respectively) and Ukraine (6 and 4): the banking systems of these particular countries
dominated the post-Soviet space (Figure 1.A.) (Kostin, 2010; Matovnikov, 2010).

However, the 2007-2009 global economic crisis has caused a sharp deterioration in the ban-
king sector of the former USSR. It affected especially hard on Kazakhstan, Ukraine and Moldo-
va, where the aggregate assets of national banks in 2009 decreased significantly. For example,
in Kazakhstan, they reduced by more than 20%, and two of the five largest banks defaulted on
their international obligations and came under state control. Such serious consequences of the
crisis for the banks of these countries were largely due to the negative side effect of financial glo-
balization - the resulting high dependence on foreign capital, the inflow of which in 2008-2009
fell several times.

In subsequent 5-years period the post-Soviet banking systems developed relatively well with
positive asset dynamics. However, already in 2015 this indicator was largely negative: their to-
tal assets in dollar equivalent decreased by 22%. The worst result in the rating on the dynamics
of assets was shown by all banks of Azerbaijan and Moldova, which were characterized by ne-
gative dynamics of assets. In other the post-Soviet countries, the situation was also alarming: in
Belarus, only 1 out of 9 leading banks represented in the rating had positive asset dynamics; in
Georgia - 2 (6), Kazakhstan - 2 (19), Ukraine - 3 (17), Armenia - 3 (6), and in Russia - 24 (116),
respectively. The reason for such a significant slowdown was the weakening of national curren-
cies against the dollar and the general decline in economic growth, as well as other crisis phe-
nomena in the financial system. As of 2019, the aggregate capital of the banking systems of the
post-Soviet countries is slightly more than USD 1.8 trillion, i.e. 6.5% less than the correspon-
ding figure for 2012, which is to some extent due to the massive revocation of banking licenses,
in particular, in Russia, Ukraine and Azerbaijan. Nevertheless, in 2019 compared to 2007, the
share of Russia in the total assets of the banking systems of the post-Soviet countries increased
by 9.75 percentage points (Figure 1.B.).

According to systematized and comparable data collection by country, represented in
The Bankers (which does not include data on Russian and the Baltic banks), for the year 2019
Kazakhstan retains the highest weighting in the top 100 the post-Soviet states based banks,
with 17 banks accounting for 26.77% of total assets, followed by Ukraine - 18 and 21.07% and
Belarus - 13 and 14.78%, respectively (Table 3).

When choosing the target markets, the post-Soviet banks are guided by criteria of their attrac-
tiveness, such as high level of trade and political relations with the home country, the presence of
a diaspora, the degree of saturation and growth dynamics of the banking market in the host coun-
try, etc. From this point of view, The post-Soviet space is the main focus of the international stra-
tegy for former Soviet republics based banks. Moreover, regional priority is precisely what distin-
guishes the post-Soviet banks’ strategies from the European and American ones. This situation
can be explained by a number of reasons: the post-Soviet states share common historical past as
the result of close ties within the framework of the single national economic complex of the former
USSR,; revival of old and the formation of new industrial alliances and trading arrangements; geo-
graphical proximity of these states reduces the costs of doing business; similarity of economic re-
forms carried out in most the post-Soviet states.
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A B
Figure 1:
The ratio of the total assets of the banking systems of the post-Soviet countries
(at the end of the period)
Source: Compiled by the authors based on data from the central (national) banks
of the post-Soviet countries and Ismailov (2009)

Table 3:

Country aggregates on the top 100 post-Soviet states-
based banks (excluding Russian, Estonian, Latvian and
Lithuanian banks), 2019

Source: Compiled by the authors based on Gillet (2020)

Lending within the geographic region may be more attractive than globally. Banks can benefit
from regional specialization because they acquire specific knowledge. For example, bank clie-
ntele in Ukraine is closer in character to the typical clientele of Azerbaijan banks, which means
it is possible to use marketing techniques and offer product lines tried out with the «<domestic»
clients.

At the same time, it should be emphasized that the degree of expansion of the former USSR
banks to the non-post-Soviet states is currently rather weak, although, for example, entering the
European market, the post-Soviet banks work with richer customers, get a guarantee of proper-
ty protection and an opportunity to compete with the weakened during the crisis financial institu-
tions of the Old World. There are a number of economic and organizational obstacles hindering
this expansion. Economic obstacles include high level of competition in external banking markets;
expensive financial resources of domestic banks; low level of expansion of the post-Soviet states
based enterprises to the non-post-Soviet states. Organizational obstacles include difficult nature
of country entry and settlement; discriminatory qualification requirements for personnel and com-
position of management bodies; problems related to banking licensing procedures and require-
ments; management challenges due to differences in legislative restrictions, aspects of culture
and communication.

In this regard, we propose to consider the development of international banking strategies
of the post-Soviet states on the example of Azerbaijan. Our choice is due to available informa-
tion and existing researches on the activities of Azerbaijan-based banks. After the collapse of the
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USSR, Azerbaijan enjoyed an exceptional development in terms of re-establishing its economy,
and economic ties with its neighbouring countries. Hence, regional expansion to these countries
was a natural decision. Macroeconomic factors (in particular, the economic wealth from energy
export revenues) also played a role (Ozturkcan, 2018). In this article, we will focus on developing
an international strategy for the country’s two leading banks - the International Bank of Azerbai-
jan (IBA) and PASHA Bank.

The development of Azerbaijani banks in the context of the trend of transnationalization is cur-
rently weak, which predetermines their insignificant presence abroad. The most likely participant
in integration into the IBB is the IBA. Until 2017, it was the largest bank in the Caucasus region and
one of the leading banks in the post-Soviet space, with subsidiaries in Russia and Georgia, and
representative offices in Great Britain, Germany, the USA, the UAE, and Luxembourg. Despite the
default, this bank has real opportunities to expand its business abroad and is able to revive in in-
ternational markets with skilful leadership and global thinking.

Other Azerbaijani banks that have potential opportunities and prospects for entering interna-
tional markets are PASHA Bank, Kapital Bank and Xalg Bank, which, in terms of assets and total
capital, are, along with IBA, in the first group of leading domestic credit institutions. The strategic
vision of the development of these banks presupposes their consistent transformation from local
banks operating in the local market to banks with a clear manifestation of the tendency of their
participation in IBB.

PASHA Bank, being the largest private bank in Azerbaijan by total equity, launched subsidiary
financial institutions in Georgia and Turkey. The mission of the bank involved becoming an inter-
national bank.

Azerbaijani financial institutions led the expansion of its resources to the neighbouring states.
For example, SOCAR is one of the very big foreign investors with operations both in Georgia and
Turkey. As a private investor coming to Georgia and Turkey PASHA Bank had less challenges than
others might have had. Since Azerbaijani business was expanding, like SOCAR, so PASHA Bank
kind of followed the Azerbaijani businesses in its geographic expansion. And Turkish entrepre-
neurs have been active in Azerbaijan for many years already. By providing presence in Turkey, the
bank could also serve those Turkish entrepreneurs interested in Azerbaijani market as their pre-
mier bank. Azerbaijan, Georgia and Turkey are all emerging countries. Therefore, there are some
similarities involved as well as differences.

Azerbaijani experts indicate that there were some bottlenecks and challenges, both during the
setup and market introduction phases. The major challenge in the Turkish case was about fulfilling
the requirements established by the Turkish regulators, especially by the Banking Regulation and
Supervision Agency. Turkish financial sector is known as one of the well-regulated and advanced
sectors in the globe in terms of its structure. Making such a move meant that PASHA Bank had to
meet the standards and requirements. As a second challenge, getting known in the market was
a major difficulty. Turkish financial market involved numerous foreign investors from the Western
world with established marketing practices, but PASHA Bank was the first one from the Caucasus
and Central Asia (Ozturkcan, 2019).

As has already been mentioned, the post-Soviet space is the main focus of the international
strategy for former Soviet republics. In this context, Ukraine can become a strategic market for
Azerbaijani banks’ international expansion. When choosing the most appropriate option strategy
for such an exit, several points should be taken into account: large size and high capitalization of
the Ukrainian banking market; intense competition and dense saturation of the market with ban-
king services; wide geography of the market; the focus of Azerbaijan and Ukraine on the further
development of foreign trade cooperation. At the same time, it was revealed that Azerbaijani banks
have a number of competitive advantages in certain product niches and customer segments, in
particular, are priority in servicing the largest Azerbaijani business in Ukraine and opportunities
and experience in supporting companies’ foreign trade activities. It is necessary to focus and on
the fact that SOCAR, which has started a very promising business in Ukraine, has ambitious plans
for its expansion (construction of an oil terminal, sales of oil products through its own retail net-
work, investment programs, cooperation with various Ukrainian enterprises).

This, in our opinion, creates a real opportunity to enter the Ukrainian banking market as a back-
bone bank for SOCAR. Support for given vector of development includes assistance for current
activities (settlement and cash services, salary programs, etc.), project and trade financing, at-
tracting other companies to service SOCAR'’s counterparties in this market.
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5. Conclusions

In conditions of financial-economic and social uncertainty IBB has been going through deep
transformation. The upheavals caused by global economic collapse, the subsequent Eurozone
debt crisis, falling oil prices and pandemic outbreak have accelerated regional changes in the or-
ganization structure of international banking. This, in turn, resulted in changes in the distribution
of banks’ assets and profits between developed countries on one side, and emerging and deve-
loping countries on the other, ratings of the world’s largest banks, regional features of IBB. Before
the global economic crisis of 2007-2009, there was a striking increase in international banking.
Given the changes in the international bank environment, a shift from an old to a new paradigm of
IBB and bank strategies has occurred. The clearest effect of the global crisis was on cross-border
banking flows, which were on a sharply increasing trend just before the crisis, and dramatically de-
creased after the crisis. Direct cross-border banking flows were more volatile than local banking
flows of international banks. Much of these changes reflect market and regulatory forces, notab-
ly European and US banks’ retrenchment in the aftermath of their crises, and the growing role of
emerging markets and developing countries in international banking.

The cross-border activities of the largest banks of the former Soviet republics are characte-
rized by regional priority. The main direction of their international strategy is the the post-Soviet
space, while the degree of expansion into non-the post-Soviet states is currently rather weak due
to a number of economic and organizational obstacles. The review of the case study of strategies
for entering foreign markets of leading Azerbaijani banks conducted in this article allowed us to
reveal the main vectors of their marketing activities, and the prospects for transnationalization of
the country’s banking system.
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