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ABSTRACT 

This paper analyzes the significance of the ethnic banking market. We portray some of the current ethnic banking opportunities in the U.S and the U.K. We discuss how banks are managing their relationships with these ethnic populations. For domestic banks, we argue that these can increase their overall market share by providing services targeted at their ethnic customer groups. For foreign banks we find that ethnical ties can provide a strategic advantage, as exemplified by the success of Spanish banks in the U.S. 

INTRODUCTION 

Globalization and rising competition are major triggers for bank internationalization, which is usually a matter of cross-border investment or cross-border business. Globalization can also show opposite effects, in the sense of clients and markets increasingly looking towards regional, national and ethnical aspects that provide an anchor for both client orientation and market differentiation. How can banks benefit from socio-economic aspects of ethnicity? What is going on in the banking markets of countries with a diverse ethical mix already? Do foreign banks use their cultural-ethnical background already for entry into retail banking to groups sharing these identities? We provide case studies on the U.S. and the U.K. market and discuss implications for both domestic and foreign banks. 

Regional and ethnical aspects have received growing attention in the strategy and economic literature. Douglas and Wind (1987) recognize that an “adaptation to local or regional differences may yield better results” and propose a standardized strategy for regions or clusters sharing certain socio-economic similarities, while Prahalad and Doz (1987) stress the feasibility of regional strategies in their framework of global integration versus local responsiveness. Guiso, Sapienza and Zingales (2003) empirically estimated the financial development by assessing a regional effect of financial services and gave an affirmative answer to the question ‘does local financial development matter?’ “Ethnical closeness” in that sense can be regarded as a source of efficiency and competitive advantage. But what determines a banks’ ability to “localise,” i.e. adjust to socio-economic aspects of its market like ethnicity? 

Rueda-Maurer (2003) provides evidence that adjacency and common language are the most important determinants for bank internationalisation – which seems perfect also for localisation and the ability to serve ethnical communities’ banking needs. Focarelli and Pozzolo (2005:2454) proof that the probability that a bank will have a foreign subsidiary in a country where the same language is spoken is higher than average. Buch (2003) and Haiss, Pichler and Steiner (2005) find that cultural characteristics and language are important in explaining the degree of internationalisation of Spanish banks, an issue we will elaborate on later. Theories of asymmetric information and market imperfections provide a rationale. Information costs are lower within countries, regions and ethnical groups that share the same language (Focarelli and Pozzolo (2005:2439). Chang, Hasan and Hunter (1998) and Haselmann (2006) argue that foreign banks are disadvantaged by linguistic and cultural barriers. Instead of applying these thoughts on banks cross-border activities, we argue that ethnical aspects can be a source of competitive advantage as much within certain national or regional markets: information costs are lower and client identification is higher within ethnical groups that, among others, share the same language. 

In the following, the term ethnic banking will be used as the application of a bank’s efforts in identifying the ethnic and cultural composition of their customers; then using this identification to adapt marketing and services accordingly. We argue that the ethnic banking market is an attractive opportunity for growth on a local and global scale. 
THE THEORY BEHIND ETHNIC BANKING 

Service industries, included banking, are defined in conventional economic literature as the provision of "intangible goods." In order to serve the customer and respect the importance of their business, the customer must be studied.  There are many dimensions that make up the individuals and companies who serve as customers for the banking industry.  The two that are most important in regards to the topic of this paper are ethnicity and culture.

Culture is mentioned in addition with ethnicity because they are interconnected to an extent that discussing one without mention of the other would be committing a grave error.  Ethnicity can be defined as a basis for social categories that are rooted in socially perceived differences in race, national origin, language, and/or religion that often come with immigration and the formation of regions and nations.  This is a very simple and broad assessment of ethnicity but will be adequate for the use of the term in this paper. 

For the discussion of cultural influences, we follow Foucault (1971) in defining culture  as a system for differentiating between those who are members of the ‘in-group’ and those of the ‘out-group.’ This is broadly in line with the widely applied definitions by Hofstede (1996) who sees cultures as “The collective programming of the human mind that distinguishes the members of one human group from those of another” and by  Schein (1985) who stresses that culture defines “an organizations’ view of itself and its environment.” This paper argues that banks becoming part of the ‘in-group’ is essential in order to serve untapped ethnic populations.     

With the customer being the most important factor in the banking industry, it is the bank that has to adapt to the customer and not the customer to the bank.  Companies can change their cultural sensitivity much easier than a population of persons can change their ingrained culture, and banks have more incentive to do so.  This poses the argument against using universalistic banking strategies, one method for serving all customers.  A persons’ culture is a part of them and would, at a minimum, take one full generation of strong external pressure to change it. Even when subjected to powerful external pressures, there will most likely be defiant resistance to cultural changes. 

It is also important to mention mobility.  Banks are willing to move to areas which they can cater to the given local culture given the bank’s culture. While at the end of the nineteenth century, foreign banks were merely involved in their respective countries’ colonies, and in the 1970s followed their corporate clients abroad or populated the major financial centers, in the recent past international banking activities have reached a historical peak, including large-scale cross-border business and acquisitions of retail banks (Alfaro et al, 2004; Focarelli and Pozzolo, 2005). Financial innovation, the rapid rise in international trade and the advent of information technology have made “the world flat” (Friedman, 2005). Single companies can now operate more efficiently across all continents with the least amount of infrastructural friction than ever before. Whether a small domestic bank has outgrown its local market or a giant multinational bank is looking to expand further, it is easier than ever for banks to enter new markets. It is important to recognize the increase of mobility in the banking sector can be domestic, international and within certain banking industries. This shifting means more competition and more competitions means an increased need to find an edge over competitors.  Ethnic banking can be an ‘edge’ banks are looking for. 

The ethnic banking market has very far reaching consequences for international and domestic banks alike. If the market is respected and catered to, the benefits can been extensive, if it is overlooked or dealt with poorly, the costs can be just as extreme. The study of ethnic behavior can help to develop important insights that educate the application of ethnic strategies in general. At the core of most of the debates about banking services and the marketing of those services lies a series of questions, such as 'Who are my customers?', 'How do they behave?', 'How can I attract them, keep them and develop more business with them, cost effectively?' These questions are asked with increasing frequency by bank managers, especially in mature, segregated markets. This paper uses the idiographic method, leaning more towards reporting rich description that emphasizes qualitative concerns, in contrast to the nomothetic approach, which seeks statistical generalizations based on analysis of trends across large samples.  Via country case studies, we identify a unique trend and the opportunities that result there from in the following. 

U.S. ETHNIC BANKING: UNDERSERVICED ASIAN & HISPANIC GROUPS

For the first empirical case study, this paper will focus on the ethnic banking in the United States.  The U.S. is chosen because it is an extremely ethnically diverse, mature market economy. This stems from the youth of the nation; it is only 230 years old.  During all those years the United States has experienced comparatively high levels of immigration, and large parts of the population who see themselves as second or third generation immigrants belonging to a certain ethnicity. There are two growing ethnic populations in the United States that will prove advantageous to recognize, the Asian and Hispanic populations.  It is crucial to note here that there are many sub-groups within these ethnic populations and even more cultural compositions. When reference is made to the ‘Hispanic population’ or ‘Asian population,’ the terminology is not used to be so obtuse as to neglect the mention of all the sub-groups within but rather used for brevity and readability. 

In its highly competitive environment, the ethnic minority niche is an attractive opportunity with outstanding growth potential in the U.S. The rising numbers of both Asian and Hispanic Americans are approaching new levels where the term ‘minority group’ is quickly becoming a misnomer for many areas. The U.S. Census numbers confirm this growing market.  From 1990-2005, Hispanic/Latino and Asian populations are distinctly the two fastest growing immigrant populations in the U.S.  This section of the paper will focus first on the current economic situation of these two ethnic populations.  Then using this information, specific methods and alterations to banking services and marketing can be identified and implemented.  This is ethnic banking in the United States. 

Hispanic and Latino Target Group

For the past fifteen years the topic of targeting the Hispanic and Latino households and small businesses has been discussed across mahogany conference tables in board meetings of banks across the U.S., as these ethnical groups grow much faster than the aggregate U.S. population (U.S. Census, 2006). In 2000, the total population of the United States was recorded by the U.S. Census Bureau as around 280 million.  The number of Hispanic or Latino U.S. citizens was more than 35 million or roughly 8% of the total U.S. population. Just 5 years later, the number of Hispanics or Latinos breached 42 million, with Mexican-Americans making up more than 27 million. When looking at certain regions and communities the numbers are even more startling.  

The numbers speak for themselves when looking at the importance of the Hispanic market.  The U.S. Department of State's International Information Programs issued this statistic in a recent press release, “In 2007, Hispanics will control more disposable personal income than any other U.S. minority group” (Kelleher, 2006). The Selig Center for Economic Growth (2006) at the University of Georgia found that, “Hispanic consumer spending power (disposable personal income) is expect to top $863 billion in 2007, some 300 percent higher than it was in 1990” and during this same period, “spending power of non-Hispanics is projected to rise 125 percent.” This is amplified by the population numbers discussed earlier; with one in seven people in the United States being of Hispanic of Latino origin.  The age group of this targeted population is a significant factor as well; of the 42 million recorded in 2005, “more than 31 percent of Hispanics are 18 to 34 years old, a group prized for its brand-conscious, free-spending ways” (Lazaroff, 2005).  In the United States, “The median age of Hispanics is 27, compared to 36 for the entire population” (Kelleher, 2006). On top of that, “By the year 2010, 47 percent of all teens in the U.S. will be Latinos” (Haver, 2005). This is a significant indicator for all service industries; the Hispanic population is made up of the age group of active consumers with a rising spending power.

When looking at the economic clout of a given demographic, it is usually mirrored by the growing amount of advertising aimed at that target group. According to the Association of Hispanic Advertising Agencies, spending on advertisements targeting Hispanics is growing at almost four times the pace of overall advertising spending (Kelleher, 2006). With all of this spending, there must be some rational behind it.  From 2000 to 2005, Hispanics experienced faster growth in the share of their population going to college than all other groups. Given the high levels of competition and the nature of the U.S. job market, college graduates earn more than non-college graduates. In 1992, the U.S. Census Bureau found that over a life-time, “a high school graduate could expect to make $820,870 working between the ages of 25 and 64. A college graduate could make $1.4 million.” This gap was has further increased, in the 2002, “a college graduate can expect to earn $2.1 million working full-time between ages 25 and 64” and in contrast, “a high school graduate can expect to make $1.2 million during the working years” (U.S. Census Bureau, 2002).  An aggregation of the increase in income for degree holders along with the increase number of Hispanics attending college is a viable progression to watch. This trend has continued all over the United States, propelling members of the Hispanic and Latino communities to enter into the middle class.  Not only are the numbers of these minority groups increasing, so is their consumption in goods and services. Targeting the Hispanic and Latino populations is and will continue to be profitable.

Currently the Hispanic demographic is extremely under serviced by U.S. banks. Part of the blame must fall on the banks. Banking services rendered for Hispanics are very low when compared to other ethnic populations. Only,  “27 per cent of the U.S. Hispanic population apply for a loan when buying a new car, 19 per cent receive a standard mortgage loan when buying their first home, 15 per cent have a financial adviser and just 20 per cent have a private retirement plan” (Shanmuganthaan, et al, 2004). A majority, “Sixty per cent of Hispanic Americans prefer to speak in Spanish and only 21 per cent prefer English” (Shanmuganthaan, et al, 2004). When comparing the percentages of ethnic population that use financial resources in the U.S., 95 per cent of whites have a bank account as compared to less than two-thirds of Hispanics having bank accounts. It was found that “those who speak mainly English or are bilingual are more likely to have bank accounts and credit cards than those Hispanics who speak mainly Spanish” (Pew Hispanic Center, 2002). Competency in English can be drawn as an indicator of the likeliness to use banking services. This marks the importance of increasing the bilingual features and employees of banks in the U.S. But as will be discussed further in this paper, the cultural implications of language far exceed just a means to communicate.

The good news is that financial services to Hispanics are getting better and doing so at a rapid pace.  With the help of an increase in the ability to finance and growing incomes per family, car sales to Hispanics grew 9 percent over the last five years (Kelleher, 2006). In addition, the share of Hispanics owning homes “rose 2.2 percent from 2000 to 2005” (Kelleher, 2006). Both of these increases were attributed to the increase in financing services achieved through ethnic banking practices by U.S. banks.
Asian Target Group

The second largest ethnic population in the United States is the Asian community. The increase in the Asian population is a somewhat more recent phenomenon than that of the Hispanic population.  In the year 1993, Asian persons number just over 7 million in the United States.  Although this made up a very small percentage of the total population, it was “a 99% increase from the 1980 census” (U.S. Department of Commerce, 1993). In the year 1994, the Asian demographic reached 8.8 million or 3% of the total U.S. population (U.S. Census Bureau, 1995).  In 2004, the U.S. Census Bureau assessed the Asian population in the United States to be around 12 million or over 4 percent of the total U.S. population.  What is more important about this 4 percent is the family culture possessed by the Asian population.  As a result of this family culture, Asian families historically have tendencies to group together, sharing commonalities while building strong communities. The numbers continue to grow, “The Asian population rose by 3 percent or 421,000 between 2004 and 2005” and of “the increase of 421,000 in the Asian population between 2004 and 2005, 182,000 was because of natural increase in birthrates and 239,000 was because of immigration” (Shanmuganthaan, et al, 2004). This is very important when considering the needs of this ethnic population. Just like the Hispanic population, the Asian community tends to be younger on average compared to the rest of the U.S. population. “The Asian population in 2005 was younger with a median age of 33.2 years compared to the population as a whole at 36.2 years. About 26 percent of the Asian population was under 18, compared with 25 percent of the total population” (Shanmuganthaan, et al, 2004). Over 35% of Asian families living in the U.S. have an income exceeding $75,000 a year; this is 8% higher than the national average (Shanmuganthaan, et al, 2004). It is evident that there is both a large Asian demographic in the United States and the Asian demographic has capital that needs to be serviced.

The difficulties in providing banking services to the Asian population are rooted in cultural differences which clash with traditional U.S. banking services. This is enhanced by the number of first generation immigrants who are more difficult to capture due to drastically different expectations in banking services. The Asian community is considered an attractive target for the banking industry. This consideration results from the evaluation that many Asians are highly “educated, and concerned to build the financial success of their family and consequently have a high propensity to use financial services; furthermore they are active entrepreneurs” (Shanmuganthaan, et al, 2004).   

In regards to entrepreneurial activity, “Ethnic small businesses have grown robustly from three million in 1997 to over four million in 2002, accounting for 16 per cent of the total US small business sector” (Shanmuganthaan, et al, 2004). Of all ethnic businesses currently owned in the United States in 2004, 39 percent are owned by Hispanics and 31 percent are owned by Asian Americans (U.S. Census Bureau, 2004). This section will continue to focus on the Asian demographic as it possesses an exclusively distinct culture when opening and conducting business.
In the United States, the Asian community operates in strong networks that can at regional levels be compared to Japan’s Keiretsu.  These networks follow the principle of interlocking operating relationships between companies and give emerging start-up companies a unique ability to learn from more established operations, entrepreneurs an opportunity to pool their experiences, and companies an environment to explore synergies” (www.kpcb.com, 1992). This form of operation is extremely intelligent when operating abroad.  For many newcomers to the U.S. market it is very helpful to have a network pre-established ready to help you learn the ropes in an overwhelming environment.  Establishing a small business in the United States is a step that is highly respected within the Asian community. This respect from peers drives much of the South and Far East Asian motivations. This seeking of approval from the group has been explained as ‘collectivism’ (Trompenaars, 1998). Many first generation Asian immigrants are highly entrepreneurial having previously worked in professions in Asia. More than any other ethnic group within the U.S., “Asian Americans tend to have a better understanding of customer service expectations, and practical business knowledge” (Shanmuganthaan, et al, 2004).  From the turn of the 20th century, “Ethnic networks (both formal and informal) have always played a vital role in helping new immigrants through their socio-economic adaptation and engagement with the host society” (Shanmuganthaan, et al, 2004). It is implicit in the nature of the Asian small business owner that relationships are crucial (Stone, et al, 2003). A bank looking to target this ethnic group effectively must learn how to become part of this synergism and play the role demanded by the Asian entrepreneur.

Another observation that should be mentioned here is the U.S. bank acting as a connector from the Asian community to the ‘outside.’ As newcomers to the U.S. market, Asian small business owners may not know the rules and strategies associated with doing business inside U.S. borders.  This is also a service banks can provide; they can fill the role of educator. If the new Asian business owner may not know how to conduct business outside of the Asian community, and thus they are limited in the number of markets available for their product or service. Banks educating new Asian business owners is ethnic banking at its finest. Not only is the customer benefiting greatly from the knowledge he or she gains regarding conducting business in U.S. markets, but there is also greater prosperity as ethnic banking becomes the arm to open new markets. For the bank, it will have then increased its value to the customer, now being seen as an instrumental means of creating new opportunities for growth.

While U.S. banks have spread out globally, only a few of these banks have begun to realize the profits ethnic banking can yield.  One such bank is Bank of America. Bank of America's chairman and chief executive, Kenneth Lewis, estimates that in the years to come, “80 per cent of the growth in [their] retail markets will be driven by [ethnic] markets” (Bank of America, 2004). To show how serious Bank of America is about pursing these ethnic groups, “over a five-year period they have earmarked an advertising budget of $50m for multicultural advertising” (Shanmuganthaan, et al, 2004).  Bank of America includes plans to develop a strong ‘Hispanic Initiative.’ The Hispanic initiative is strategically important as Bank of America recognizes there is an opportunity to serve the fastest growing population segment in the U.S. and aims at becoming the ‘bank of choice’ for this group. The executive board at Bank of America believes that “60 percent of its growth will come from the Hispanic population” (Shanmuganthaan, et al, 2004). As a result, the bank has embarked on a 1.5 billion dollar expansion program aimed at attracting Hispanic customers. This program includes adding some 550 branches and adding them in areas where Hispanics make up high density population. Bank of America is not only increasing its presence in Hispanic communities but is also creating new and better ways to serve this population.  The best example is a money transfer product called “SafeSend.” This product was created and introduced in 2002 to target ethnic minorities (specifically Hispanics, Filipinos and Vietnamese) and their desire for a service for safe remittances or money transfers back to their countries of origin, to their families. Remittances from these ethnic groups are estimated at around $10 billion per year (Shanmuganthaan, et al, 2004). SafeSend and its appeal to recent immigrants is a service that is intended to boost Bank of America’s market share in this growing industry. Another strategy currently being exercised by Bank of America is increasing the familiarity of its name in Mexico.  Bank of America currently has investments in many Mexican money transfer groups and branch networks. New immigrants will not only hear from the local ethnic community of the services offered by the Bank of America domestically, but will have already experienced them in Mexico prior to immigrating.   These are evidently long-term strategies and will take many years to pay off.  If Bank of America is correct in its assessment of ethnic banking and its actions suffice to capture even a moderate portion of the market share, Bank of America will around for a very long time to come.

It is not only large banks that are taking notice to the changing U.S. demographics but small regional and local banks as well. “Smaller community banks have been investing in ethnic groups for a long time” (Shanmuganthaan, et al, 2004). Community banks have used an approach involving more effort on developing the relationship between the bank and the customer. This is comparably much more difficult for a national bank to do.  This development of relationships is especially valuable to first-generation immigrants.  As we noticed from the Asian American demographic, there are many first-generation immigrants arriving yearly.  These immigrants are most likely unfamiliar with the U.S. financial system.  It could be the case that seeking services as elementary as applying for a credit card or opening a savings account could be very daunting.  A strong relationship between the bank and the customer can alleviate the complexity for the first-generation customer. Small community banks have the ability to apply this much needed attention to build relationships, whereas “larger banks offer a broader product set and have the advantage of extensive coverage and reach,” constantly, “trying different approaches as they target ethnic minorities.” This role of building relationships with ethnic minorities is best held in the hands of small local banks.

There is much more that can and should be discussed involving the U.S. ethnic banking market.  The point driven home by this section is the enormity of the market and how much of that market is yet to be serviced.  The fact is that the ethnic banking market in the U.S. is not going away and most indicators are signaling a perpetual growth.  

ETHNIC BANKING IN THE U.K.: IDENTIFYING THE CULTURE AND CAPTURING THE MARKET

This paper will now cross the Atlantic and focus on a much smaller but perhaps equally complex market, the ethnic banking market in the United Kingdom.  The ethnic groups that will be the main point of focus are the South Asian populations (e.g. Pakistanis, Indian and Chinese).  It will display the distinct differences in the relationships between banks and these ethnic groups when compared with traditional banking in the United Kingdom. The United Kingdom just like the rest of the continental Europe is undergoing extensive mergers and acquisitions in the banking sector.  This could be equated to the similar levels of competition involved when opening and integrating markets. In the fight for solid customer base, ethnic banking can provide this foothold for many banks in the U.K. as well.

The importance of the growing ethnic market in Britain, similar to the U.S. has demanded that banks act in order to better service those ethnic groups.  Many companies have developed marketing and alternative services accordingly. In 2002, the British Bankers Association identified a chasm in communication between U.K. banks and their ethnic customers (Ram, 2002). Banks operating within U.K. have clearly recognized the value in building relationships with their ethnic customers and the negative results from not doing so. Many local banks have well established profiles in these communities and are distinguished as being ethnically oriented in their policies. According to Shanmuganthan et al (2003), there still remains a noticeable gap between policy and practice, however.

Ethnic minority small businesses in the U.K. have a tendency to rely heavily on family and friends for financial resources. This tendency is most applicable to minorities of the South Asian community (Indian, Pakistanis and Chinese). When looking at the domestic markets in the relevant countries of origin, family oriented business and finance is the predominant way of conduct.  Networks are created based on trust and family like treatment of both the provider of the service and customer. Trompenaars (1998) termed this as a characteristic of seeking family-like conduct to belonging to a diffuse culture. Trompenaars describes a diffuse culture as, “everything is connected to everything. Your business partner may wish to know where you went to school, who your friends are, what you think of life, politics, art, literature and music.  This is not a ‘waste of time’ because such preferences reveal character and form friendships. They also make deception nearly impossible.”  Hall (1989) termed this seeking of intimate relationships between client and service provider as ‘high context’ culture.  Hall describes high context culture as referring to societies or groups where people have close connections over a long period of time. In addition Hall notes that ‘high context’ cultures tend to have very strong boundaries, those who are ‘in’ are in for a long time, and those who are ‘out’ may never get ‘in.’ Banks in the U.K. are having trouble joining the ‘family’ of these ethnic minorities.    

These ethnic groups as a characteristic of diffuse or high context culture practice thorough networking skills, such as frequently exchanging business cards (Martin and Chaney, 2006). In banking another extremely important factor when dealing with demographic groups is word of mouth referrals. In diffuse or high context cultures, word of mouth referrals carry much weight, since most often these ethnic backgrounds substitute their word for the Western contract. Once a bank has penetrated the targeted ethnic group and successfully provides the desired services and establishes a strong relationship, they are ‘in.’ A bank being ‘in’ does not usually mean with just that one client, it can often mean being ‘in’ with the entire community in which that one client resides.  This is a major benefit of targeting these ethnic groups. Similar to eating the South-East Asian mangosteen (a delicious fruit with a very tuff outer shell), it may take a lot of work to get into it, but once you are in the reward is very much worth the effort.

Applying this perception of the minority ethnic populations as a bank in Britain may involve the following.  First, it must also be noted that “Ethnic minority business tend to be risk averse, relying on first on personal savings and then family money, followed by community support and then bank finance” (Shanmuganthan, et al, 2003). These steps in financing can also be referred as the hierarchy of relationships for these ethnic groups, trusting and relying upon those you know best, starting with yourself.  Banks will have to exercise sensitivity to this strong aversion to risk. Common problems faced by ethnic clients when looking to start small businesses stem from banks’ expectations.  Most banks in the U.K. expressed, “reluctance to talk to potential business customers until they have produced viable business plans” (Shanmuganthan, et al, 2003). This traditional banking mentality will “deter many serious business propositions,” resulting in ethnic customers walking out of a bank shaking their head. The South Asian, South-East Asian and Far East Asian cultures, seek a strong relationship first, then worries about the details second.  These cultures tend to possess the mentality that there is no point in worrying about the details unless you have the relationship to make them work. It is up to banks to understand this ‘backwardness’ and react accordingly. If banks are ready and understand the ethnic customer, and apply their efforts in seeking to capture these clients, profits could be considerable.  If they are not ready and do not understand their ethnic customer, potential profits for many years to come will walk out the front door.

In order to emphasize the importance of the above scenario it is important to incorporate recent ethnic demographics in Britain.   In 2001, the estimated size of the minority ethnic population of Great Britain was 4 million, 7.1 per cent of the total UK population (Office of National Statistics, 2001). This population, accounts for 9 per cent of business start ups (Shanmuganthan, et al, 2003). Just like the United States, Britain is populated by a number of smaller ethnic groups, each with different languages.  According to Shanmuganthan, et al (2003), these groups combine to earn an estimated £5bn a year disposable income; with more than 60 per cent of the ethnic minority are under 30 years of age. In addition, 12 per cent represent the U.K. university student population. These ethnic minorities demonstrate high levels of savings rates with preference for low risk financial investments.  Banks should take note that this ethnic market would then utilize more secure saving products, which they should then advertise and make readily available. The ethnic minorities from high context or diffuse cultures tend to be very family oriented.  For example, “Many younger Asians still live with their parents, increasing the household income. Well-educated, more acculturated children tend to advise their less knowledgeable parents on financial savings products. This means that marketers may need to target the younger generation, to influence the older generation.” (Shanmuganthan, et al, 2003). It is imperative for such scenarios to be transparent in the minds of the upper, middle and lower levels of banking management and marketing in order to be successful with these groups.

One group that has not specifically been mentioned but is of increasing proportion both in the U.K. and in the rest of the European Union is the Muslim population.  With talks of opening the European Union up to Turkey or even just noticing the growing levels of Muslim immigrants, it is an ethnic group that cannot be ignored.  It is estimated that the Muslim population may make up about a 5 percent market share of banking in the U.K., making it a valuable niche market (Shanmuganthan, et al, 2003).  Focusing on this ethnic group also brings in a new factor to ethnic banking, country of origin banks migrating with their citizens.  The example here is the Ahli United Bank (formerly the United Bank of Kuwait), servicing mortgages in the U.K. to the Muslim population. The reason is culturally oriented. Under Islamic law the charging or payment of interest is prohibited.  It is currently very difficult to find a British bank willing to provide such a service on a mortgage. Ahli United Bank entered into the British banking industry with the sole purpose to provide such services as identified in their mission statement (Ahli United Bank, 2006). The Ahli United Bank has its headquarters in Bahrain in the Middle East.  It saw opportunities abroad being neglected abroad and acted on them. With very little local competition from British banks, the Ahli United Bank is receiving monopoly like profits from the Muslim ethnic banking in the U.K. (Ahli United Bank, 2006). 
In order to increase competition for banks like Ahli United, some banks have attempted to change their policies and practices. Some banks have started to issue “internal guides on ethnicity, in an attempt to raise branch managers’ awareness of cultural issues and how cultural differences might affect banking practice” (Bank of England, 1999).  Along similar lines, banks are also introducing education programs for their employees on the important ethnic and cultural differences.  These programs would be administered in the relevant regional areas with high concentrations of potential ethnic clients.

Another tactic being exercised more and more frequently in the U.K. banking market is ethnic recruiting.  The top managers at a bank can make and implement a multicultural recruitment policy.  This would mean hiring employees from the same ethnic pool the bank is to serve.  This will increase the likeliness of building relationships in a number of ways.  First, as a member of the community the new employee will spread the word about where he or she is working throughout family and friends, this will introduce the bank’s name into the ethnic population slowly. Second, if there is a language factor between the ethnic minority and the bank this conflict would become a moot point.  Third, the desired culture to be understood is already ingrained in the new employee and very little cultural training is necessary.  Fourth, the new employee can develop long standing relationships easier and faster, already having a common connection.  What is important to remember here is that the managers have to make the branch environment comfortable to that new ethnic employee. Accordingly, by hiring ethnic employees does not solve all of the ethnic and cultural conflicts, it simply internalizes them. 

SPANISH BANKS IN LATIN AMERICA: DISCOVERING SIMILARITIES ABROAD
As the third case study, the movement of Spanish banks to Latin America will be discussed. The relevancy for the discussion of Spanish Banks entering into Latin America is that ethnic banking is about using a competitive advantage related to ethnicity and culture. Spain has this advantage with Latin America.  It will be discussed how this competitive advantage came naturally to Spain, in contrast to the earlier discussed United States and British banks having to adapt to their ethnic target.

There were two domestic factors that led Spanish banks to begin looking abroad for growth opportunities.  First, was the result of changes stemming from the economic liberalization in Spain (Haiss, Pichler and Steiner, 2005). These changes created a volatile banking environment. The second and key reason Spanish began looking elsewhere was the domestic banking market.  It was absolutely saturated with competition. Banks were operating on paper-thin profit margins in order to stay competitive. There were too many large banks vying for the same customers in a narrow banking environment. With these two reasons in tow, and after weighing the alternatives, there was really only one choice for where to go.  To start, the West European banking market was “already well-served by domestic institutions” (Tschoegl and Guillén, 1999). Accordingly, Europe was of limited interest to the Spanish Banks, this left three other regions: the underdeveloped markets of Eastern Europe, Asia and Latin America (Tschoegl and Guillén, 1999). Prior to the Asian Financial Crisis of 1997, very few foreign banks were permitted into the Asian market, and Eastern Europe during this time was a region where Spain would not wield any advantage over its competitors. This left Latin America. There were three significant factors that influenced the decision to pursue Latin America as a banking market.

First, Spanish banks’ experience and eventual expertise in a volatile economic environment would prove a competitive advantage when looking into Latin America. In the 1990s the Latin American banking market underwent a similar turbulent transition process as Spain had encountered a decade prior. As a result of the common history of economic instability and uncertainty in investment both cultures, Spanish and Latin American, have developed an acceptance for risk.  Spanish banks possess a competitive advantage over U.S. or British banks when entering into the rough waters of Latin America, understanding the local sentiment when choosing risky financial maneuvers.

Reasons for the Spanish’ banks intense involvement in Latin America 

Table 1: Pull- & push factors for Spanish banks´ involvement in Latin America
	Pull-Factors
	Push-Factors

	Strong cultural and linguistic affinity
	Competitor-push (“take on the competitor”)

	Privatisation and restructuring of the local banking sector after financial crisis 
	Customer-push (“follow-the-client”)

	Low penetration rate of private credit leading to high growth potential
	Strong home country competition


Source: Haiss, Pichler and Steiner (2005)

The second reason for pursuing the Latin American Banking market is Spain and Latin America share a common language, Spanish.  This is essential when considering the nature of entering into a foreign country by means of investment.  There is no need to translate contracts or reports to upper level management in Spain.  Likewise, there is not a need to train bank managers located in Spain a new language prior to relocation in Latin America.  Also, Latin American countries feel much more comfortable opening their doors to a fellow Spanish speaker.  As found in much cultural literature, language goes much deeper than just the spoken word (Hall, 1990; Trompenaars, 1998). The over-used analogy of the iceberg fits well here.  Above the water level, there is just a small visible bit of the connected culture between Spain and Latin America and that is language.  Some of what can be seen just below the water level includes: emotions (whether or not they are displayed), communication styles (e.g. tone of voice and touching), and how the cultures deal with confrontation (whether there is sensitivity or preference to be straight forward).  In addition, there are many more similarities that bind these two cultures noted through language.  Both Spain and Latin American countries realized these connections in the agreements of mutually beneficial partnerships in the Latin American banking sector. 

The third and last reason for Spain pursing the Latin American banking market was that it is an affordable opportunity. “As the Deputy Chairman of BBV once pointed out, the U.S. $3 billion that BBV had invested in all of Latin America would not have bought them one percent of the market in a major European country such as Italy” (Tschoegl and Guillén, 1999). The economics were and are simple. For the same amount of capital, Spanish banks could, and still can, do far more in Latin America than they can in Europe. 

Besides these pull-factors, there are several push-factors, which can be named in order to describe the involvement of Spanish banks in Latin America (Haiss, Pichler and Steiner, 2005). Many Spanish companies are represented in Latin America, which is seen as an export market of major importance. Therefore, corporate clients request the Spanish banks to be equally involved in this important market. Besides this customer-push, the competition between the two big Spanish banks BSCH and BBVA was and still is another reason for a continuous strengthening of their involvement in Latin America.

One may make an argument against ethnic banking, declaring that Citigroup has been able to operate in over 100 countries and territories (CitiGroup, 2006). The fact is that most of Citigroup’s business in these 100 countries consists narrowly of “credit card and banking services for an urban professional class” (Tschoegl and Guillén, 1999). This method cannot be termed ethnic banking as it is a global retail strategy where Citigroup refrains from truly entering into the host country and building important local relationships. Citigroup provides banking services to those who are familiar with Citigroup’s existing global services and know how to take advantage of them.  This neglects those groups who do not want to buy into universal banking. Those who prefer a bank that respects what they, the customer want in regards to services and a relationship with their bank.  Spanish banks have built and continue to build such desired relationships in Latin America.  Through these relationships they are able to provide banking services beyond credit cards and deal with all local clients, not just those who reside in the urban community with ‘western banking’ knowledge.  

The truth is that Citigroup may be the most geographically diverse financial service provider in the world, but since 1995, two Spanish banking groups have dominated the Latin American domestic banking markets. Banco Santander Central Hispano (BSCH) and Banco Bilbao Vizcaya Argentaria (BBVA) are currently the largest foreign banks in Latin America. Tschoegel and Guillén (1999) observed that “These banks have spent over US$4 billion to acquire large stakes in almost 30 major banks in more than ten different countries accounting for some US$40 billion in assets. What is novel about this expansion is that the Spanish banks are acquiring some of the largest domestic banks in their target countries. Furthermore, the local stock market seems to have endorsed this strategy. Of the world’s 50 largest banks (in terms of market capitalization), BBV (at 56%) and Santander (47%) ranked 1st and 3rd in terms of total stockholder returns between 1993 and 1998” (Tschoegl and Guillén, 1999).
While Spanish bank’s strategies are characterised by a historic core focus on Latin America, there is a more recent parallel orientation going northbound, i.e. onto Hispanic communities in the U.S. (Haiss, Pichler and Steiner, 2005). As higher efficiency of a regional strategy is based on cost and time arguments as well as cultural barriers, Latin America and the Hispanic target group in the U.S. seem to offer less extra costs of operating abroad due to e.g. cultural affinity.  BBVA’s acquisitions of smaller banks in the South of the U.S. (e.g. Valley Bank) show the wish for stronger access to the Spanish-speaking minority in this region as well as local small and medium sized enterprises. In the South of the U.S., BBVA also tries to build up its competitive position by signing various co-operation agreements, for example with Wells Fargo Bank, MoneyGram and the U.S. Postal Service (Haiss, Pichler and Steiner, 2005).

Using Spanish banks entry into and activity in Latin America shows ethnic banking as being a motivation for the international movement of banks.  This is a trend that will further increase and should better be understood by banks looking to expand. In the case of Spanish banks entering into the Latin American banking industries, it was not a focus on an ethnic minority but rather an ethnic majority.  This widens the possible implications of ethnic banking. Rather than focusing on small market shares domestically, ethnic banking may surface the possibility of gaining a large market share abroad.

CONCLUSION

The purpose of this paper is to shed light onto a growing market that may not yet be fully recognized.  The more mixed the ethnic setup of countries becomes, e.g. via opening up hitherto existing barriers in the European Union, and the stronger these minorities grow e.g. in the U.S. and the U.K, the more appealing becomes ethnical banking for both large-scale domestic players and foreign banks that have linguistic, cultural or other ethnical ties to offer. Wherever there is ethnicity, culture and capital that need to be serviced, there is an opportunity for ethnic banking.  The fact is that the ethnic banking market is not going away and most indicators are signaling dramatic expansion. 

The case study on ethnical banks in the U.S. focuses on Hispanic and Asian minorities. We find that as these subpopulations grow much faster in absolute terms and become rich faster than other groups within the U.S. population, they provide an important source of growth for banks. However, banks entering these market segments must adapt to the cultural features of these ethnicities. These strategic adaptations were also stressed in the case study on the U.K. ethnical banking market, i.e. the South Asian (Indian, Pakistanis and Chinese) and Muslim communities where it proved necessary that banks adjust their client interface processes and also started hiring members of ethnical minorities to strengthen their reach into these groups. The third case study discusses Spanish banks’ entry into Latin America and more recently into the U.S. Hispanic minority. With this case study it is shown that foreign banks can gain a competitive advantage from using their linguistic and cultural-ethnical ties against their domestic competitors in the host country. For both domestic and foreign banks, ethnical ties may help overcome informational disadvantages and provide an area for growth in otherwise mature and segregated markets. 
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