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Abstract

The opening of Chinas banking industry has lasted for nearly 30 years since
1980s. Due to the significance of the banking industry to the economic develop-
ment, China has adopted a gradual open — up policy, total assets of foreign in-
vestment in Chinas banking industry only accounted for 1.8% of total industry %
assets at the end of 2010.

The banking FDI can enter into Chinas banking industry by as a strategic in-
vestor in local banks or by green field. Different entry mode reflected the different
strategy of the multinational Banks and brought about different effect on China’
banking industry.

Based on a brief review of the open — up history of Chinas banking industry,
the thesis summarized the current status and characteristics of banking FDI in
China, and then analyzed the entry mode effect from different perspective.

First, the thesis established a model to analyze the entry mode decision —
making process made by the multinational bank under the assumption of maximi-
zing the profit in a host country with the higher operation risk and the higher in-
formation asymmetry. The results indicated that the Strategic Investor was the op-
timal choice for multinational banks. In the case of Green Field, Subsidiary is
much better than Branch for the international banks to take precaution against the
operation risk in host country and excavate more profit from local market at the
same time. To some degree, Chinas legal — body subsidiary system is helpful for
the foreign capital. Compared the profits earned by the banking FDI, the Strate-
gic investors earned more profit than the Green — Field by now.

Second, the thesis analyzed the different entry mode effect on Chinas bank-



ing industry. The literature review indicated that the entry of foreign capital or the
foreign ownership was not a necessary precondition for the improvement of bank
performance, the different entry mode brought about different spillover effect on
local banks. The thesis used 5 state — owned commercial banks, 9 joint — stock
banks and 19 city commercial banks as samples to study the spillover effect of
banking FDI in different entry modes. Due to the regional operation restrictions,
different type of banks faced different degree of foreign competition. The thesis
categorized the sample banks into two groups—The state — owned commercial
Banks and the joint — stock Banks faced foreign competition on a national basis,
while the development of the city commercial banks heavily relied on regional e-
conomic development and only faced the foreign competition in their particular re-
gion. In each group, the performance of the banks with strategic investor and that
of the banks without foreign investors were compared simply, then applied for
panel empirical test. The empirical results showed that the most important factors
for bank performance improvement were the GDP scale and being public - listed.
The strategic Investors had different spillover effect on different groups: having
more influencing force on the performance of state — owned and joint - stock
banks, no obvious effects on city — banks. The reasons behind the result may in-
clude: shorter collaboration time, the technology gap or different investment strat-
egy. The Green - Field investment indicated competitive effect — encouraging the
state — owned and joint — stock banks to earn more but increasing their bad loans.
The comparison between bank with Strategic Investor and bank without investor
indicated that there is no huge difference between these two groups in joint — tock
banks, but the foreign investors would like to invest in the city banks which had
better performance.

The 2008 financial crisis made the developing country to rethink about the
banking FDI behavior during the crisis. This paper objectively analyzed the bank-
ing FDI% strategy in the various financial crisis, the crisis transmit channels and

the elements influencing their behavior. The thesis found that, so far, banking

4



FDI was not the direct cause of financial crisis in the developing countries, while
the host countries economic prospect is the key factor for banking FDI stay — or —
exit decision, the entry mode also influenced the exit decision, the Green Filed
investment with localization strategy would be helpful for foreign Banks to stabi-
lized the operation in host country, while equity investment had greater uncertain-
ty. The host countries need to take different measures to deal with the risks
brought about by different entry modes.

The final chapter analyzed the basic open — up strategy for China’s banking
industry. In view of the uncertainty of the international economy situation, the
complexity of domestic economic reform and the competitiveness of domestic
Banks, china should adopt a more stable open — up policy. The foreign banking
FDI was the only external forces in china banking reform, which can not solve
everything. The performance improvement of China banking industry should de-
pend on the Chinese overall economic reform process and the improvement of lo-

cal banks competitiveness.

KEY WORD :Banking FDI, Strategic Investor ,Green Field,Open — up strategy
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