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Abstract

Research background:In a rapidly changing economic environment compareepen
their cooperation, which occurs in all sectorsted economy. The progressive increase in
market concentration, especially in the bankingaecs caused by various reasons.
Purpose of the article: The purpose of this article is to compare the éectes within
market structures in few countries which originnfrgimilar political systems and which
have got experience in transformation of bankirgass.

Methods: The research concerns the Baltic and the We8alikan States. Concentration of
the banking sectors, as measured by both HHI ansl iBfces changed during the quoted
period, as a result of the consolidation of thea@edhe study revealed a distinct change in
the growth rate of market concentration and thebemof banks, and is based on data pro-
vided by the local central banks and the Europeamtr@l Bank.

Findings & Value added: The situation in banking sectors in the Westertk&ss differed
significantly, which could be explained by strongpeomic ties, particularly with Germany
and Austria. In this region, the raising conceirabf the banking markets is related to the
decreasing number of banks, while in the Sea Balates the increasing number of institu-
tions is accomplished by the falling concentratiatio.

The paper concerns the developments of the bardeéctprs which are not yet well de-
scribed and do not belong to the mainstream ofareken the Polish literature, meaning the
region of the Western Balkans.
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Introduction

In a rapidly changing economic environment, comgsudeepen their co-
operation, which entails changes in all sectorshefeconomy. The pro-
gressive increase in market concentration, espediathe banking sector,
is driven by many factors, with an increase of blemefits resulting from
operations of enterprises such as credit institgtas the most essential.

The purpose of this article is to present the ckartgking place in the
area of the banking sector consolidation, botth@nEU member countries
and these which are just applying for its membersiihe research con-
cerns economies from the East and Central EurbpeBaltic and Western
Balkan countries. It is believed that similar chesm@n banking sector con-
solidation must have been recorded in the couniviésh had to transform
their economies, including their financial systerisie study revealed
a distinct change in the growth rate of market eotration and the number
of banks in different groups of countries concerned

The article is divided into two main parts. Thesfipart contains the re-
view of literature on the issue of banking sectonaentration, presenting
a discussion on the effects of changes in markettsires. The second part
is devoted to empirical research in relation tongfes in the degree of con-
centration of the banking sectors and the numbdvapiking institutions
operating there. These sectors were divided intbgmups: the Baltic Sea
States and the Western Balkan countries. Thisaeetiso contains a de-
tailed description of changes in the banking sestimctures.

Content and research methodology

The first part of the article reviews the literawn the subject of markets
consolidation, including the banking sectors. Egants the discussion car-
ried out among the scientists, concerning the obmrngking place in the
practice of banking. The second part considerssthation in banking
sectors of the researched countries with refereméee transformation and
redeveloping the sectors, as well as the currenditon of the banking
markets’ consolidation. The author compares thegés within the sector
concentration (measured with the concentratior raftifive biggest bank,
CR5, and Hischman-Herfindahl index, HHI) and chanigethe number the
credit institutions. Basing on the above factsfedifig groups were select-
ed. Despite the common history and experienceamistormation, the re-
searched countries cannot be considered as a hamagygroup. The rea-
sons for it are discussed further in this subchiaftee following research
methods were used to gather and to analyze théajiv& and quantitative
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data: document review, literature review and irdéomal study. Various
documents were collected: reports, financial statds covering the per-
formance and structure of the studied economies.tii&oretical part of the
article consists of publicly available literaturadalegal acts review. The
empirical part of the article is based on a comjpaaanalysis and studies
of various reports for the period up to 2013. Daaprovided by Eurostat,
European Central Bank and the central banks ofehexted countries.

Literature review — the case of banking sector

The problem of banking concertation has been dészlisn the literature
for a long period. There are few directions of tiaeried out bodies of re-
search and theories developed. The first disputearos doubts about the
level of concentration of the banking sector: toréase or to decrease the
counteraction level (Sathyam, 2002, pp. 7-20; Adlsaglouet al., 2008,
pp. 121-136). The other discussions concentrathepositive and nega-
tive results of the counteraction level and itsédetpon the banking market.

For many years it has believed that growing comaéioh shall be ac-
cepted as one of the ways to banking markets’ deweént. The large
banks would have been able to finance the construof a modern system
of distribution of financial products and servicésking into account the
current technological development. Large bankisgjtutions could benefit
from the scale only by achieving a certain opegatievel. In addition,
modern banking groups, due to demand or benefitspetialization and
synergies, needed to be able to offer a very wadge of financial services
and products. At the same time, changes in the@mwient of the financial
sector forced banking institutions to go out ofdlbomarkets and establish
international presence. The increase in the sdatperations of banking
groups increased demand for equity (Freedman & @boti998, pp. 8-
17). Unfortunately, the crisis which began in 20@8ealed a number of
weaknesses of such an enthusiastic approach toemiaton. These
doubts were pointed out also by the European Cosiomiswhich suggest-
ed that although in the period of stability develgmt banking groups are
the result of effective allocation of capital withthe single market, and
during crisis they may be conducive to risk diviization, they may also
facilitate contagion, also within those groups, ebhis a typical symptom
of systemic risk European Financial ... 2012). Possible solutions to the
problem of TBTF banks raised in many reports anensific publications
(Ratnovski, 2013, Fernandetzal., 2013).

Another crucial issue is the impact of concertatiegree on the mar-
ket. The concentration level in a banking sectfluémce various issues,
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but there is no compliance regarding to the firfidats. One of the most
frequently mentioned aspects is the competitiothénsector. The report of
the World Bank Rethinking..., 2013) shows that competition can lead to
greater efficiency, but the prerequisite is a pragervision and appropri-
ate regulation system. The first study on the degrfeconcentration and
competition in the banking sector was conductet®isd by Alhadeff. With
regard to the banking model based on SCP (Stru€aneluct-
Performance), he argued that a higher degree déanaoncentration leads
to higher prices (Sharma & Ball, 2010, p. 95). Wlittoomes to the EU
banking sectors, the conducted body of researcbeecnimg the changes in
concentration and competition proved that concéntran these sectors
continued to grow both before and during the crisiswever, the results
regarding its impact competition between banksaanbiguous (Bikkeket
al., 2012; Weill, 2013). These results demonstratetb@easing trend in
competition after the crisis and convergence inntleasure of competition
before the crisis between EU-15 and EU-12 countiidd-12 countries
experienced an increase in competition before tlescand a slight de-
crease during the crisis (Clerides al., 2013; Efthyvoulou & Yildrim,
2013).

Another important aspect of the banking sectotsistability. A part of
the literature expresses the view that too muchpatition can destabilize
markets, although competition itself does not @dastability. It means
that less concentrated banking sectors with a largeber of relatively
small banks are more vulnerable to crises in cenhtthe highly concen-
trated markets. This is explained by the fact tbater concentration is
accompanied by stronger competitive struggle, amgel banks can take
advantage of effects of scale by diversifying tlaativities, which protect
against potential financial perturbations (Demirglimt & Levine, 2000;
Allen & Gale, 2004, pp. 1-33; Beaolt al., 2006; Wheelock & Wilson
2012). Furthermore, from a financial stability perstive, it is clear that in
highly concentrated sectors large banks may liheteffects of the finan-
cial crisis by taking over institutions in a diffit situation, as it did during
the international financial crisis 2007—2009 (Liies et al., 2012). The
higher degree of stability may be achieved by namecentrated banking
sectors thanks to higher profits, which can creaseecific financial buffer
for period of potential problems in the market avtich can contribute to
the increase in the bank value (Betll., 2003, pp. 26-27).

Other results were formulated by Uhde and Heimdah@&@009), who
clearly support the hypothesis about the negatiyeact of the increase in
the concentration on the stability of the bankiegters, basing to research
conducted between 1997-2005 for banks operatinigeirEuropean Union
using index Z-score as a measure of financial lgtabBoyd et al. (2009)
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proved that banks operating in markets with higtidi were more vulner-
able to bankruptcy (lower index value of Z-scordigators and equity rati-
0s). De Nicolo and Loukoianova (2006), Jimaeeal. (2006) or Bergeet
al. (2009) presented a positive relationship betwdwnlével of market
concentration and having more risky loan portfolios

A growing part of the literature has focused onnexnies in transition.
Gelos and Roldos (2002, 2004), analyzing the leffebmpetition in econ-
omies in transition (1994—-2000), said that degpi¢edecline in the number
of banks in the analyzed period, "the level of @mation did not in-
crease, but did not decrease either." The furthmgirgcal evidence reveals
that the banking industry in the region operatedeurmonopolistic compe-
tition (Mamatzakiset al., 2005). More recent research differentiated the
direction and strength of the dependence betwepoettration and stabil-
ity in Central and Eastern Europe (Kil, 2015).

This review of the literature shows that the coiostion processes, on
the one hand, can contribute to increased safethigobanking system by
improving efficiency, but on the other hand — ttite&t of these opera-
tions may be opposite — it can increase the rigkairfig business, and thus
reduce safety. As the degree of concentrationegdttor and the competi-
tion affect its efficiency, it can be said that thegree of concentration can
be recognized as a starting point for any furtimedysis.

The banking industry in transition

The analyzed countries, namely the Baltic Statestha Western Balkan
States, have got a rather similar history of econddefore declaring their
independence, they were all parts of bigger fedeoaintries: Lithuania,

Latvia and Estonia were republics of the USSR, Satbia, Croatia and
Bosnia and Herzegovina were Yugoslavia. They caolddecide about the
growth of their economies, as most state instihgiovere underdeveloped.
It also refers to their banking sectors. The cdlgti@anned economy, in-

troduced at the end of the 20s by Stalin, as veepaticular socialist mar-
ket economy in Yugoslavia (the so called Third Vipay into effect in the

1960s) had common features. The state bankingrseatere based on
large institutions, which were assisted by thre&oar special purpose enti-
ties, namely banks for agriculture, foreign tradhel davings banks, with
branches all over the country. The objectives chslinancial institutions

were limited to monitoring, facilitating and fulfitg credit plans. It meant
that they could not run any independent policy atrdtegies, since local
politicians intervened in credit policies.

69


http://mostwiedzy.pl

Oeconomia Copernicana, 8(1), 65-82

The first decisions during the process of transdrom were: strength-
ening, widening and liberating financial sectorseTntention of such steps
was to remove state from administration and digtidm of capital, to de-
velop the sectors and to allow them to accomplighr tbasic objectives.
A common feature of the banking sectors in tramsits that they are prone
to crises, which are not caused by the liberabzratif the legal environ-
ment, but its weakness and underdevelopment. Tieralization was
demonstrated by a rather liberal policy towardsniation of new banks.
Another factor influencing the outbreak of the isrisas macroeconomic
instability. It should be noted that the major refo— the privatization of
the self-governed and the stated owned enterprisess intended to con-
tribute to the development of capital markets aoarce for raising new
capital. Throughout the 90s, a weak banking systesrecognized as one
of the reasons behind the decline of the a proolu&ector, which, without
a possibility of raising investment capital, coulot restructure to face new
market challenges. Although the causes of the <riifier among coun-
tries, two factors were common: the accumulatiomad, non-performing
loans, and inadequate system of regulation andrgsjmn of the sector.
This type of crisis was observed in Estonia in 1298 in Lithuania and
Latvia in 1995.

The same happened in the Balkan region. The a@idise banking sec-
tor first coincided with the civil war. Inefficiegcof the sector was due to
the civil war and the collapse of former Yugoslatadowed by vicious
conflicts. The banking sectors and larger bankgadrticular, closely co-
operated with governments in order to maintain fioning of the economy
in a relatively regular way. Eventually, the bamkere reformed in various
aspects: financially restructured, released frorad"ldebts" and capital-
enhanced to be able to deal with forthcoming oparkat competition.

What is common for the economies in transitiorhis fiact that they all
suffered from some kind of crisis. The reasonsdoother crisis are ex-
plained by typical market economy problems and hadgs in legislation,
characteristic of developed countries and manifestéack of capital ade-
guacy. The first factor is insolvency in the sectoeasured by the percent-
age of non-performing loans. The recent problefadk of financial disci-
pline, to some extent resulting from unpaid statbts, and the costs in-
curred on restructuring the financial sectors. A& kale in the outbreak of
the crisis was played by a whole series of elemsmté as low quality of
the management of banking institutions, ineffectiverest rates, underde-
veloped capital market, no privatization of the kag sector leading to
ineffective control of banks, as well as high cadttheir operation.

Fries and Taci point out that common features efréforms in banking
sectors in transition economies result from recondagons of the Interna-
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tional Monetary Fund and World Bank along with sdled Washington
consensus, which forced liberalization, restruamirand privatization of
the banking sectors (Fries & Taci, 2002). Zoli (20pp. 11-13) explained
that government bailouts were performed to lift therden of non-
performing loans inherited from the socialist exagd worsened by the hy-
perinflation in the beginning of the 90s. She eats that the fiscal costs
of the banking sector reforms in some transitiomntoes, namely Bulgaria
(1991-94), Czech Republic (1991-93) and Hungar@Z+93) accounted
for 58%, 67% and 40% of GDP, respectively. Becafisbe weaknesses of
early 90. consolidation programs, Zoli estimatesttital costs are actually
higher. In case of Croatia, these costs are estthattaround 30% of GDP
(Skreb & Sonje, 2001; Jankov, 2000).

The main element of recovery programs was to stihemglegislation
and by-laws to improve the quality of the bankiegter supervision. Hav-
ing introduced new banking law, the central basksiéd a number of deci-
sions regarding methodology of measuring capitaqadcy and risk-
weighted assets, classification of balance shesbsit off-balance sheet
items and the bank risk exposures. Liberalizatiblaws enabling increase
of foreign investors engagement in local banking@s led to a very high
share of foreign capital in these sectors. Thisasibn allowed to consider
the foreign strategic investors as a remedy foed\problems. Foreign
investors were to compensate for budget deficiblgrms and provide
a new flow of investment capital to support ecorogrowth and techno-
logical know-how (and owners’ control) to the filyaéfficiently restruc-
tured banking industry.

The concentration of the banking sector in Europe

The dynamics of the consolidation process in thargel985-1999 is
shown by a decrease in the number of banks by 40%eiUS, and by 25%
in the EU. At the end of the 80s, takeovers ofléngest British and Ameri-
can investment banks by commercial banks were derexi crucial. It
should be added that at the same time the pro¢essmsolidation of Euro-
pean banks was believed to remain at the develdpstage and was
stimulated by establishing of the Monetary Uniod #me Common Market.
European integration forced European financialitutsbns to fight for the
dominant position in a new, expanded market (WH$88, pp. 3-13).
Comparing to EU Member States from the Baltic ragidthuania and
Estonia achieve the highest concentration levehsweed with HHI and
CR5 (see Figure 1). The highest share of the Se#rgredit institutions
was recorded in Estonia, where in the studied gdefie ratio reached 96%
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of its assets (in 2013 — 89.6%) and HHI — 3,434 (its 2013 — 2,483
pts.). This proves the model of banking industinethese countries became
closer to the oligopolistic competition. The seatoncentration in Lithua-
nia does not vary much for the one in Estonia. [&wian banking sector
in much less concentrated, both in terms of HHD38, pts.) and CR5
(64%) which remains much closer to the resultshefdverages in the EU
(15) with rather stable situation in 2002—2013.

In Western Balkan region, a relatively high levetoncentration of the
sectors was observed. After the chaos of the 9f@ssituation began to
stabilize in the transformation process. Due tauecsssful use of tools,
such as: separation of commercial activities frantal banks tasks, the
central bank interest rates liberalization, regtmation and privatization of
state-owned banks, and opening the sector to for@gital. This contrib-
uted not only to substantial inflow of foreign dai but also to high con-
centration in these markets. Only in Serbia, daldbncentration measured
by CR5 not exceed 50% in 2013. In other countitesnged 70-80% of
total assets. Moreover, it must be stressed teatdhcentration level in the
region kept increasing, as presented in the Figjure

The Figure 2 depicts the differences in concemtnagirocesses in both
analyzed groups. Firstly, the concentration leviethe banking sectors in
the Baltic States definitely decreased, both imteof HHI and CR5. Lat-
via is the only example where the concentratiorellductuated and re-
turned to the level achieved in 2002. In other ¢oes in the region the
concentration indices significantly decreased. Witthe period of 11
years, the HHI dropped in Estonia by 38% and imudinia — almost by
50%. The decrease measured with CR5 is considelabbr: 9% in Esto-
nia and by 20% in Lithuania.

The characteristics of concentration in the Weskatkans were radi-
cally different. Due to ongoing transformation dktbanking sectors in
these countries, the indices were increasing. Tloagest rise was record-
ed in Bosnia and Herzegovina, where HHI more thawbteéd, while CR5
rose by almost 33%. In Croatia both concentratimdices rose by 24%,
while in Serbia HHI rose by 15%, and CR5 remainettie@ same level.

Another characteristic feature of the banking sacteere considerable
variations in the number of institutions operatinghe sector — Figure 3.
It must be emphasized that the evolution of thekimgnsector in the Baltic
States led to structural change in the number tifeacarket institutions.
In the recent years, new technologies, introductbrdifferent types of
innovation and changes in distribution channels &apleat impact on the
sector. In the Baltic States, the number of cradititutions increased. In
Lithuania the number rose by over 25, while in limand Estonia — by 10
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and fewer entities. In the Western Balkan regianrthmber of banks oper-
ating there dropped, from over 40 to fewer thare3ties.

Next, these countries were divided into groupsedédmg on the direc-
tion of changes in the level of concentration dralniumber of credit insti-
tutions. Table 1 shows the groups classified bydihection of the changes.
The A group includes countries where an increagbdrconcentration was
accompanied by a decline in the number of instihgj and the | group
contains the countries where the concentrationedsed in the absence of
changes in the number of credit institutions.

Table 3 compares directions of changes in the nuwibgarticipants in
the banking sector and its level of concentratitiralso presents dynamics
of the above factors in 2013 compared to 2002.a ahows the individ-
ual countries classified into appropriate grougsstaown in Figures 1-3.

In the group of countries that joined the EU in £2@Bstonia, Lithuania
and Latvia), dominated examples of a decline in ¢hacentration with
simultaneous increase in the number of instituti@group). This meant
new institutions weakened the sector concentratioas observed in Esto-
nia and Lithuania. An increase in the number ofitu$ons in the Baltic
countries shows that there is still room for newtitntions in the market.
Within only one year in Estonia new banks were egerAS LHV Bank
and Bank Snoras branch — the first foreign brarfdihe Lithuanian bank.
New licenses were issued to the SEB Bank and Hsbaeken Bank
branches in Lithuania.

In Latvia, the level of concentration remained wngied despite an in-
crease in the number of credit institutions (F gloThe number of credit
institutions changed only in 2013 as a consequehtke global financial
crisis. The crucial fact is that such an incredadendt impact negatively the
level of concentration. It proves that new instdns were either small, or
their influence on the market was not significakit.the beginning of the
transition period Latvia, comparing to other Balitates, had the smallest
foreign capital participation and liberal licensipglicy. Licenses were
granted to Latvia Post Bank and the branch of BRétihk Investeerigute
group. It led to changes in the number of banksth@ market. After
a strong rise in 1993-1995, the number of bankppiad by 20 only within
two years as a result of consolidation processesingber of liquidations,
and bankruptcies. It should be noted that the &rbganks in Latvia were
established by consolidations. Latvijas Banka veaspitalized in 1995 by
the Danish Unibank and adopting the name A / SijsstWnibanka. Later,
it became a member of consolidated SEB group inNtbislic market. In
1999 Rigas Komercbanka was taken over by Prima Bemgating Pirma
Latvijas Komercbanka PLC. In 2003 Prima Bank wdsmaover by the
German NORD / LB Latvija, and later in 2006 — byBDNNORD Banka
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(Markiewicz, 2011, pp. 153—-154). The number of lwainkLatvia began to
increase again, mainly due to the entry of fordigmks, as this market
attracted Scandinavian investors. SEB took ovemtbgority stake in Lat-
vijas Unibanka, and Swedbank in Hansabanka. Foieigrstors to Latvian
banks came from Germany, Estonia, Finland and Russi

In the early years of transition in Lithuania, tkaro the liberal licens-
ing policies, many new banks appeared. In 1992-18%e were 28
banks, which was a very large number for such dlstoantry, therefore
the number of them fell by half, including two aftthree biggest banks.
An important problem for the Lithuanian banking teeavas too little con-
fidence of among clients that had to be slowlydgedly rebuilt. Lithuania
was the last Baltic State where foreign banks eettronly after 1996.
However, due to further expansion of foreign invest their participation
in the total banking assets grew significantlycreag 90% of sector assets
in 2006. The most important credit institutionstie Lithuanian banking
sector are related strongly to Scandinavian capétatl were formed as
aresult of consolidation. Two biggest banks — Milis Bankas and
Hansabankas — were taken over in the process\@tization, by Skandi-
naviska Enskilda Banken (SEB Bank) and Swedbamskewively. In 2011
their share in sector assets amounted to over Andther bank with over
16% of total assets — Bank Nord/LB Lietuva — belong a DNB Bank
ASA — the largest financial services group in Noywa

In the first stages of the transformation in Estotie number of banks
fell while the banking sector faced an increasesgulatory requirements,
new rules of prudence and growing competition ia tranking sector.
Smaller banks with insufficient capitals were lidaied or merged with
other entities in order to increase their capideh For many years, only
seven banks operated, out of which two largestsHpank and Eesti Uhis-
pank were originally private banks, and belongedMaldenberg family
from Sweden. The number of banks in Estonia stddéacrease only after
the EU accession. Estonian banks also experiemseniad consolidations.
Eesti Uhispank as the first bank which entered bheking sector after
transformation merged with North Estonian Bank @99with Talinna
Pank (1998) and then was taken over by the finligcaup SEB (2005).
Another bank — Sampo Pank, which in 2008 was aedulry Deutsche
Bank, had undergone various M&A transactions. Fiirst1996 Estonia
Forexbank incorporated Raepank, and after twosyieanerged with Esto-
nian Investment Bank, creating a new group callgtiva@ Bank. Then, it
adopted a new name Sampo Pank. In 2007, a new Waickedit Tallin
appeared, resulting from merging Estonian branohé&micredit and HVB.
In 1998 Hansapank merged with Eesti Hoiupank, late2005 privatized
by Swedish investor Sparbanken Swedbank, whichr dftgears became
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a sole owner. A few years later, it was rename8vwedbank AS — now it
holds the biggest market share in the Estonianibgrdector.

In Western Balkan countries, a deeper analysis shbeir similarity to
the countries of the "old" EU in reference to thection of changes in the
level of concentration and the number of bankirgiifations. Similarly to
EU (15) countries, among the studied countries ftbea south a rise of
concentration index prevails over a decline inribenber of banks operat-
ing in the sector (A group). Such changes tookelacall countries from
this region. In Bosnia and Herzegovina, a decr@asiee number of banks
is due to the mergers of banks to meet capitalireepents or license with-
drawal by the central bank.

While the Baltic States banking sector is domindigdNordic foreign
investors, in the Western Balkan countries Greeklaiian banks are most
active (Bastian, 2003, pp. 81-107). Austrian aaidh banks were strong-
ly engaged across the region (Breyer, 2004, pp8&3-A high level of
sector concentration coincided with high involvemehforeign inventors
from neighboring countries. In Croatia, banking upe gradually devel-
oped during the 90s as a part of the process dbrseonsolidation and
development. For the last decade, the sector ddatioh has been increas-
ing through involvement of foreign capital in thational banking industry
including the acquisitions of two biggest banks:ZPA999) and ZABA
(2001) by two Italian bank groups: Grupo IntesaB@t UniCredito Ital-
iano. Before 1999, foreign banks access had béewed only in form of
opening new branches. Acquisitions, both crossdroethd domestic be-
came dominant factors in forming sector structtter dhe second wave of
turbulences . Since 2004, over 90% of the Crodiarking industry capital
has been under control of eight foreign bankingugso Privredna banka
and Zagrebika banka are two biggest banks operating in Cro@itgeth-
er, counted by assets their sector share accaamwsér 40% .

The Bosnian banking sector should be describednigt by changing
number of banks, but also by engagement of forieigestors. M&A trans-
actions were main way of FDI in financial sectorthiis country. Looking
at numerous foreign banks operating in B&H market,can see that most
of them chose acquisitions to start their operatignvery important mo-
tive for acquisitions, instead of new ventures, wesfact that all acquired
domestic banks had a strong wide network of brasare appropriate
workforce which a new venture could never get ia #hort term. This
trend, together with the legal requirement of mmmmlevel of bank capi-
tal, forced small domestic banks to seek for fareigvestors, which
through mergers and acquisitions would allow ta@aehthe required level
of capital and to survive in a highly competitivanket.
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While arguably still overbanked, by 2004 the numidelpanks in Serbia
had been cut to 43 — about one third of the 19%k SEBRD, 2005). Over
the next few years, state ownership of the bankiecfor decreased and
foreign banks have increased their dominance. Girqurivatization, the
share of state-owned banks declined to 15% of ttakts in mid-2009.
Privatization of banks resulted in foreign ownepsbf approx.75% of the
banking sector, with subsidiaries of Austrian (27%Greek (16%), and
Italian banks (15,4%) keeping largest shares. oreivnership and pres-
ence in the banking sector became a crucial pabaok privatization in
transition countries (Bonigt al., 2005, pp. 31-53). There was a particular
need to reestablish public confidence in bankserbid. Serbia started late
with fully-fledged bank privatization. EBRD suppahcouraging foreign
banks to enter and the presence of foreign bardkdadad such strong sig-
nals to the economy and investors that helpeddmme confidence (Bas-
tian, 2003). In 2006 the EBRD acquired a 25% stiské&omerciljalna
Banka and National Bank of Greece bought VojvidianBanka. Conse-
guently, the market share of foreign banks rosefa®growth has been
driven more by private consumption and FDI in Sgrhian by domestic
financial intermediation, but strong presence akifgn banks is likely to
change this trend. In addition to the provisiorfio&ncial services at mar-
ket standards, foreign banks play a special rolmeeting expectations by
market participants, sending visible signals ofngea(Vives, 1996). For
banks to fully reach their potential in bringingoalb healthy economic
growth in Serbia, it was imperative to find a smntto the highly sensitive
territorial issues, overcome the legacy of worleak management system
and still pending enterprise restructuring.

Conclusions

Concentration of the banking sector, as measurebdolly HHI and CR5

indices changed significantly in every of the stallbanking sector during
the quoted period, as a result of the consolidatiothe sector. The most
visible change is recorded in Bosnia and Herzegguirhere the CR5 dou-
bled, while HHI hoisted by over one fourth. Simakausly, in Lithuania

CR5 dropped by half and HHI — decreased by almostfifth.

Also the number of institutions operating in thes®r changed. In Bal-
tic Sea States the trend of decreasing sector ntatien is observed, ac-
companied by increases in numbers of credit ingiita. The situation in
banking sectors in the Western Balkans differedosjte, which could be
explained by strong economic ties, particularlyhw@ermany and Austria.
The number of operating institution has decreasealinost one third. The
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organizational integration of the Western BalkamKksa with banking

groups from Western Europe has not been accomplighéate. In terms
of strategic decisions, acquisitions of local bahigsforeign investors can
be considered a harvesting strategy aimed at thefibe available in the
sector which has not been fully developed yet. rEtetions between parent
companies and their subsidiaries may evolve depgndin the develop-
ment of the general market conditions.
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Annex

Table 1. Groups, depending on the direction of changes ia kwel of
concentration and the number of credit institutions

Concentration Number of institutions Group
1 ! A
1 | B
1 1 C
! 1 D
— > E
o 1 F
o 1 G
i o H
! > |

Table 2.Change of sector situation in 2013 in compariso202

CRS Wi herbed Comin e Grow
B&H 2,33 1,26 0,68 1 l A
Croatia 1,15 1,15 0,65 1 l A
Serbia 1,24 1,03 0,70 1 ! A
Estonia 0,63 0,91 2,14 ! 1 D
Lithuania 0,50 0,82 1,38 ! 1 D
Latvia 0,98 1,01 2,74 o 1 F

Source: author’s elaboration, based on data froB B@d central banks of the non-EU
countries.
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Figure 1. Change of CR5 and HHI in the analyzed countriesf2®02 to 2013
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Source: author’s elaboration, based on data froB B@d central banks of the non-EU
countries.


http://mostwiedzy.pl

/\/\\ MOST WIEDZY Downloaded from mostwiedzy.pl

-
Z =
—

Figure2. Changes of indices of CR5 and HHI in the countf2&2 = 100%)
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Source: author’s elaboration, based on data froB B@d central banks of the non-EU
countries.
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Figure 3. Number of credit institutions from 2002 to 2013
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Note: The Fig.3 shows the data for Western Balkauntries on the left, the data for the
Baltic States on the right side.

Source: author’s elaboration, based on data froB B@d central banks of the non-EU
countries.
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