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Abstract 

The study has three objectives: first, to explore the determinants of foreign banks’ entry in the 

Kingdom of Saudi Arabia (KSA); second, to identify the relative importance of factors 

(determinants) as perceived by foreign banks; third, to investigate the challenges faced by 

foreign banks in the KSA. Although literature exists on the entry determinants, the literature 

on why these banks enters emerging and developing markets is very limited. Literature 

provides limited guidance on which motives are important. The thesis uses the KSA as a 

context to understand the entry determinants and challenges of foreign bank entry in such 

markets. Despite being an important emerging and developing economy, research that has 

examined the entry determinants of foreign bank entry into the KSA is scanty. The study 

draws from key theories: Internationalisation Theory, Eclectic Paradigm, the “Follow-the-

Customer” Hypothesis, and Comparative Advantage Theory. A mixed-methods approach has 

been employed by applying both quantitative and qualitative methods. The sample comprised 

all foreign banks operating in the KSA by the end of 2019. The targeted population was Chief 

Executive Officers (CEOs), Chief Operation Officers (COOs), and other senior managers of 

foreign banks in the KSA. A total of 92 questionnaires were canvassed; of these, 71 were 

received from them; after that, 36 of them were interviewed using a semi-structured interview 

method based on their willingness and availability to participate. The data collection was 

done from mid-December 2019 to mid-February 2020. The quantitative data were analysed 

using the Distribution Fitting Algorithmic Approach (DFAA), while the qualitative data were 

analysed using the thematic analysis method. The study found that eleven determinants (out 

of 23) are significant that influence foreign banks’ decision to enter the KSA. Surprisingly, as 

for the research question, which investigated whether the Islamic culture in KSA impacted 

foreign banks’ decisions, it was found that it was not impacting. In addition, the pegging of 

the Saudi Riyal against the US dollar was found to be a significant determinant encouraging 

the foreign bank to enter the Saudi banking market. “Follow-the-customer” and Saudi market 

characteristics were ranked as the most important ‘main entry determinants’. Results indicate 

that foreign banks encounter various challenges  included: ‘government regulations, policies, 

and Saudi legal environment’, high ‘Saudisation’ ratio of the workforce, more highly 

developed local banking technology and related requirements, high competition, and oil price 

change. Interestingly, no conflict or major differences were obtained from questionnaire 

analysis and semi-structured interview outcomes. The study contributes to the existing 

literature by providing comprehensive results on the foreign banks’ entry determinants and 



II 

their challenges in KSA as a context of developing and emerging markets. Importantly, the 

study, for the first time to the researcher’s knowledge, provides a relative ranking of the entry 

determinants. The study is expected to help policymakers, regulators, decision-makers, and 

bankers to understand foreign banks’ entry. This study could help the KSA government, 

particularly the Saudi central bank (SAMA), to use the findings for official policymaking and 

formulating industry regulations. The study’s findings could benefit foreign banks operating 

in the KSA or seeking to invest there. Future researches could consider examining the 

influence of foreign banks’ entry on the Saudi banking market and how it impacts the KSA 

economy as a whole.  
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CHAPTER ONE 

INTRODUCTION 

 

1.1 Introduction  

This chapter introduces the research thesis, and it presents the background, aims, objectives, 

and research significance. The research questions are articulated, and the contributions of this 

study are outlined. The structure of this thesis highlights other key areas that are considered 

to be important for the study of foreign banks in the Kingdom of Saudi Arabia (KSA). 

1.2 Research Background 

In recent years, foreign banks have become one of the most substantial players in the global 

financial markets. This trend can be seen not only in developed countries but also in both 

developing and emerging markets, which are now all pursuing capitalist and pro-business 

structures and outcomes. This is evident where banks and financial institutions have now 

expanded outside of their country of origin and capitalised on the opportunities made possible 

by changes in economic policy, and rapid advances in technology related to the internet and 

infrastructure concerning digital/online communications (Jeon et al. 2011; Claessens & Van 

Horen 2012; Andries & Bogdan 2013; Angeloni & Faia 2013; Claessens & Van Horen 

2014a). National borders and boundaries are now breaking down in the wake of online 

commerce and transactions. This has also been made possible due to domestic government 

deregulation of sectors of the economy, such as the elimination of entry barriers or tariffs, 

more financial integration of businesses and services, and the effective globalisation of 

economic systems and services (Claessens & Van Horen 2012; 2014b). 

Foreign banks’ entry into other countries affected the number of domestic banks. Claessens 

and Van Horen (2014a) developed a database on bank ownership, referring to 5,324 banks 

operating in 137 countries. They stated that the number of foreign banks rose by more than 

69%, whereas the number of domestic banks declined by approximately 18%. These authors 

noted that the domestic banks in some countries suffered losses or were at breakeven with 

zero growth. In the Organization for Economic Co-operation and Development (OECD) 

countries, for example, growth (38%) of foreign bank participation was very evident, ranging 
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percentagewise from 1% in Norway to almost 100% in Luxembourg (Claessens & Van 

Horen 2012). 

Claessens and Van Horen (2014a) found that from 1995 to 2009, there was an overall 

increase in foreign bank numbers from 788 in 1995, and this reached 1,330 in 2009, raising 

their share (in terms of numbers) from 20% in 1995 to 34% in 2009, respectively. Currently, 

the number of foreign banks trending globally has risen. There was higher growth in foreign 

shares in developing and emerging markets, as shown in Figure 1.1 (see Van Horen 2014; 

Claessens & Van Horen 2017). In recent years, the importance of developing and emerging 

countries as host nations for foreign banks is very evident (Murshudli & Zapotichna 2020). 

 

   

Figure 1.1: Foreign Banks’  Presence (Number shares) by Income Group (1995-2007-2013). 

Source: Claessens and Van Horen (2015 & 2017). 

Among developing and emerging countries, Claessens and Van Horen (2014a) contended that 

the number of foreign banks sharply rose by 113% from 1995 to 2009. The market shares in 

terms of number in developing countries increased from 24% in 1995 to 46% in 2013, and in 

emerging markets, increased from 18% to 36% (Claessens & Van Horen 2017). However, 

this trend was different for certain areas (Van Horen 2014a). Claessens and Van Horen 

(2015) stated that in 2007, the market share of foreign banks in some emerging countries 

exceeded 50% in 63 out of 118 countries and 80% in 14 countries (based on the number of 

banks). Besides Ethiopia and Cuba, some emerging market economies, such as Haiti and the 
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KSA, recorded less than 10% of foreign market share, which accounted for significant 

variations. By 2019 there were only two countries (Ethiopia and Iceland) with no foreign 

banks operating in their markets (Murshudli & Zapotichna 2020). 

The foreign banks’ entry into other countries is considered to be of great importance since 

this trend has had a significant effect on the host countries’ banking systems (Heather 2003; 

Claessens & Van Horen 2014). Furthermore, the upward trend in foreign banks’ entry 

highlights the importance of understanding this trend. 

Most studies such as Berger (2007), Lensink et al. (2008), Wezel (2010), Azam and Siddiqui 

(2012), and Pelletier (2018) found that the foreign banks’ performance in developed countries 

was inferior to that of the domestic banks in the emerging markets, it was superior. KSA, 

which is the case as a developing and emerging country of the current thesis, was not isolated 

from an upward trend. The history of foreign banks’ presence in the KSA is not yet fully 

documented (it will be discussed in detail in Chapter 2). Although it is not a new 

phenomenon, it could be considered that officially all foreign banks started operating in the 

Saudi banking market in 2000 when the Saudi Central Bank (SAMA) approved the first 

foreign bank license in October of that year. By 2005, only five foreign banks were operating 

in the country (Alsayari 2006a). Currently, the number of licensed foreign banks in KSA 

exceeds that of domestic banks (19 versus 12), and it is expected that this percentage will 

increase in the near future. 

This upward trend of foreign banks’ entry into international markets highlights the 

importance of understanding some significant analytical issues, such as the determinants of 

foreign banks’ entry decisions to broaden their business activities and their choice of 

countries to invest in (Hawkins & Mihaljek 2001). Hence, there is a call to investigate the 

determinants of foreign banks’ entry into developing and emerging countries and the ranking 

of the determinants of their entry (Rajan & Gopalan 2014; Belaounia et al. 2016). 

Furthermore, it is also recommended to explore issues including the challenging factors that 

foreign banks encounter when operating in foreign markets (Lessambo 2015). The current 

thesis is the first attempt to provide evidence for the existence and rationale of foreign banks 

in KSA by examining their entry determinants and the challenges they face in the Saudi 

banking market mostly from the Saudi market characteristics perspective. It should be stated 

that the KSA hosts foreign banks from both developed and developing countries, including 

fellow member countries that are signatories to the GCC.  
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1.3 Research Aims 

Following from the above literature, the aim of this research is to investigate the determinants 

of foreign bank entry, including the relative importance of these determinants and the 

challenges faced by these in the KSA. This could help develop our understanding of the entry 

determinants of foreign banks in developing and emerging markets. It is expected that the 

study would help unearth new factors, such as the influence of the Saudi Islamic culture and 

the impact of pegging the Saudi Riyal to the US dollar, and this shapes foreign bank entry 

decisions. This is envisaged to provide several practical and policy recommendations. 

1.4 Research Objectives 

Following from the aims of the current study as outlined above, this research has three 

objectives:  

1. To explore the determinants of foreign banks’ entry into the KSA. 

2. To identify the relative importance of factors (determinants) as perceived by 

foreign banks. 

3. To investigate the challenges faced by foreign banks in the KSA.  

1.5 Research Significance 

1.5.1 Why Study Foreign Banks? 

The importance of this research stems from the fact that foreign banks can bring significant 

benefits not only to the banking industry of the host country but also to its entire economy. 

Jeon et al. (2011), Claessens and Van Horen (2013; 2014a), Oino and Ukaegbu (2014), 

Akinsola et al. (2017), Claessens (2017), and Claessens and Van Horen (2017) found that 

foreign banks enhance the efficiency of the domestic banking market by encouraging 

competition in the host country’s banking market (Ghosh 2016). This is advantageous 

because these banks bring in new technologies, new and improved products or 

goods/services, better management, and customer-servicing techniques. The banks also help 

to improve the profitability of the banking market of the host country due to economies of 

scale and scope (Veljanoska 2011; Ghosh 2012). They also contribute to increasing stability, 

competitiveness (McCauley et al. 2010; Jeon et al. 2011), solvency and liquidity (Claessens 

& Van Horen 2013; 2017), and financial depth (Gopalan 2015a). Azmeh and Elgammal 
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(2018) found that the size and activities are positive developments for the finance industry. 

These authors agree that the entry of foreign banks into new markets can help the 

development of local financial institutions in terms of improved prudential and regulatory 

measures, credit risk analysis, better allocative efficiency, reduced overheads, institution 

building, and altered macroeconomic cycles (Hassan et al. 2012).  

The presence of foreign banks facilitates capital inflow by increasing the amount of funds 

available to domestic projects (Morten et al. 2005). Additionally, through diversified funding 

bases, which increase the overall domestic credit supply, such a presence might lead to 

increased lending stability for the host nation (Ghosh 2016). Consistent with these arguments 

is that foreign banks improve the availability, pricing, and quality of financial services, both 

directly as providers of enhanced services and indirectly through competition with domestic 

financial institutions (Morten et al. 2005; Haan et al. 2015; Reserve Bank of Australia 2015). 

Furthermore, the presence of supporting agents such as credit bureaus, auditors, and rating 

agencies are stimulated, and financial system infrastructure, including financial regulation, 

transparency or full disclosure, and accounting, improves in the presence of foreign banks 

(Ghosh 2016). Claessens and Van Horen (2012; 2017) emphasized that foreign banks’ entry 

can improve countries’ overall economic progress. For this reason, it is suggested that global 

trends are finding that more countries are welcoming the presence of foreign banks. 

 

1.5.2 Why this Research? 

This study is significant from several perspectives (theoretical, applied, and policy). These 

are explained in more detail below. 

Theoretical perspective: Sist (2018:3) stated, “The question about what moves banks to 

expand abroad is still not yet answered in the literature”. Hryckiewicz and Kowalewski 

(2008), Mariscal et al. (2012), Molyneux et al. (2013), Rajan and Gopalan (2014), and 

Belaounia et al. (2016) all agreed that while the literature on foreign banks entry in the 

developed markets has sufficiently advanced, more research is required in developing and 

emerging markets. According to Gopalan (2018: 954), the “increasing foreign bank 

penetration in many emerging markets and developing economies over the last two decades 

has given rise to a body of work dealing with its causes, consequences as well as debates”. 

The KSA is a developing and emerging economy in the Middle East. Accordingly, the first 
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objective of this research is to comprehend the determinants for the entry of foreign banks 

into this country.  

Secondly, Gopalan (2015b: 15) states, “While the literature introduces a variety of motives to 

enter another economy, it is largely silent as to which motives are more important. Such a 

ranking could be a useful direction for future research”. Sist (2018) also noted there could be 

differences in what the foreign banks consider to be the relative importance of factors that 

motivated their decision to enter a host market. Accordingly, the second objective of this 

research is to identify the relative importance of these factors as perceived by the foreign 

banks in the KSA. Thirdly, the expansion into foreign markets can pose numerous challenges 

for banks (Cull & Peria 2010; Berlin 2015; Mlambo et al. 2015). However, the challenges 

that foreign banks may encounter will not only be affected by the inherent characteristics of 

the bank policies, but also by the host country’s specific business environment. Accordingly, 

the third objective of this research is to explore the challenges faced by foreign banks in the 

unique environment of the KSA. 

Applied perspectives: To the best of the researcher’s knowledge, previous empirical studies 

have not investigated the influence of Islamic culture on foreign banks’ entry decisions. Saudi 

culture is influenced by the values of Islam. In order for foreign banks to operate successfully 

in the KSA, they need to familiarise themselves with the country’s domestic culture and how 

this will impact their business operations, performance, and policies (Xuewen & Yihong 

2015). Islamic culture is very different from other cultures, which has implications for 

foreign banks’ relationships and investments in the KSA. Consequently, the impact of Saudi 

culture on foreign banks’ entry decisions needs to be carefully considered. 

Policy perspectives: Foreign banks are looking for opportunities to promote their business 

and help the host country develop its economic and monetary policies. A likely 

transformation in banking system structure can occur as a result of foreign bank entry. 

Moreover, in general, Foreign Direct Investment (FDI) plays an essential role in industry 

policy and technology for host countries. Regarding the KSA, SAMA recently noted that the 

experience of foreign banks would be useful, particularly in the area of electronic payments 

(SAMA 2018a). 
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1.5.3 Why KSA? 

In addition to the fact that KSA is a developing and emerging market, there are other reasons 

why it was selected for this study, and these are detailed on the next page: 

▪ Globally, KSA is the largest oil producer and exporter and is considered to be the 

main player in the Organization of the Petroleum Exporting Countries (OPEC)1. It 

wields a lot of influence on the world’s crude oil market and how the global economy 

functions (Alkhathlan et al. 2014; Brown & Pirog 2018). The KSA is also a member 

of the Group of Twenty (G20) countries, which includes the world’s 20 most 

powerful economies. Accordingly, it has increased its influential role in the global 

economy (Lagarde 2012). Indeed, the importance of the KSA can be gauged from the 

fact that the deficits in the USA and European budgets have largely been funded by 

KSA and China (Rapoza 2016). 

▪ Since 2000, the KSA government has implemented new policies to attract more 

foreign banks. As a result, the number of foreign banks has risen from one in 2000 to 

16 in 2018 (SAMA 2019a). Currently, there are 19 foreign banks and 12 domestic 

banks operating in the Saudi market. 

▪ One of the main objectives of the Vision 2030 economic statement devised a few 

years ago by the Saudi government is to promote a much more diversified national 

economy by focusing on a range of income sources and reducing the decades-long 

dependence on oil (GOKSA 2021). One way to achieve this is by increasing FDI. 

Vision 2030 aims to boost FDI by 133% to reach US$18.7 billion in 2030, compared 

to an FDI of US$8 billion in 2015. The aim is to increase FDI from 3.8% of GDP to 

reach the international level of 5.7% (GOKSA 2021). The Governor of SAMA stated 

several applications had been received from foreign banks to open their offices in the 

KSA (SAMA 2018a). 

▪ A limited number of studies have been undertaken on foreign banks in the Middle 

East and appear to be quite limited in the context of the KSA. To the best of the 

 

1 OPEC is an intergovernmental organisation founded in 1960, and its objective is to regulate and unify petroleum policies. It 

has 14 member countries and the original founding nations were Iran, Iraq, Kuwait, KSA and Venezuela. Later on OPEC 

was joined by the following: Gabon, Congo, Ecuador, Angola, Equatorial Guinea, Libya, Algeria, Nigeria, and the United 

Arab Emirates. 
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researcher’s knowledge, this study is the first to examine the determinants of foreign 

banks’ entry and their challenges in the KSA. 

 

1.6 Foreign Banks in the KSA 

In an era of astonishing globalisation, banks have expanded and ventured abroad to operate in 

other countries. In the KSA, the current number of foreign banks exceeds domestic banks. By 

2020, there were 17 licensed foreign banks compared to only 12 domestic banks. The share 

of foreign banks rose from 31.2% in 2005 to 58.6% in 20212 (see Table 1.1). Over a decade 

ago, in 2009, the total assets of foreign banks amounted to 2.5% of the total assets of the 

banking market, reaching 4% by the end of 2017 (SAMA 2018b; SAMA 2019b).  

Table 1.1: The Number of Domestic and Foreign Banks (2000-2021). 

Source: SAMA (2021). 

1.7 Religion and Islamic Cultural Influences in the KSA 
 

1.7.1 Religion 

The KSA is the world’s main Islamic country and was the birthplace of Islam (Commins 

2006). From the social and political viewpoints, KSA’s government has traditionally 

enforced a strict Islamic code of conduct among its people because it has been made easier by 

environmental and cultural circumstances that shaped ethnic, tribal, clan loyalties, respect for 

authority, and a communal sense of sharing the same religion (Robertson et al. 2008). 

Moreover, as the cradle of Islam, the people of KSA have assumed the position of religious 

leadership for Muslims throughout the world (Winter & Williams 2002). Thus, from the 

Islamic cultural and religious viewpoints, it can be argued that KSA follows a fundamental 

and pious brand of Islam (Robertson et al. 2008). In fact, the Saudi constitution is based on 

 

2 Measured in terms of the number of foreign banks compared to the total number of banks in the country. 

Years No. of domestic banks 
No. of foreign banks 

(Operated) 

No. of foreign banks 

(Licensed) 

2000 10 1 1 

2005 11 4 5 

2010 12 8 9 

2015 12 12 12 

2020 12 14 17 
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both Quran and the Sunnah3 (Lippman 2002; Robertson et al. 2008). These are also sources 

of authority and teaching that influence the KSA’s economic activity and social interactions, 

including politics, public governance, and the ethical and legal issues related to all business 

activities (Abbasi 2014; Brown 2015). 

According to Rice and Almossawi (2002: 5), “Religion [within a society] has always helped 

to define what is proper and fitting, and that is not different in Islamic societies”. This reflects 

the importance of religion throughout Muslim society and how much is determined by 

adherence to precepts of faith. However, there are differences in Islamic beliefs and the 

extent to which Muslims follow and obey these principles. There are key differences 

occurring among countries or societies where Islam is considered the main dominant religion. 

For instance, while the vast majority of Saudi citizens are considered “Sunni” Muslims (90%) 

(Robertson et al. 2008), on the other hand, Iraqis are 95-98% Muslim (official): but this is 

subdivided into 64-69% (Shia) and 29-34% (Sunni) (Ali & Al–Shakhis 1989; CIA 2021). 

This reinforces the reality that the KSA does not have religious minorities, unlike many other 

countries such as Malaysia, in which 40% of its people are from religious minorities. While 

the constitution of Malaysia was written up in such a way to protect the rights of religious 

minorities, the KSA did not. These examples are some of the reasons why Islam differs in the 

KSA when compared with other Islamic countries of the world.  

1.7.2 Islamic Culture 

As stated previously, the Saudi constitution is based on Quran and the Sunnah. Hofstede and 

Hofstede (2010: 516) defined culture as “the unwritten rules … or collective programming of 

the mind that distinguishes the members of one group or category of people from another”. In 

other words, culture is a set of shared values, expected behaviours, beliefs, and norms, which 

the lives of people depend upon for guidance (Schwartz 1994; Hofstede 2001). Through 

personal behaviour guidance, a reflection of cultural values regarding what a group/society 

considers unethical or ethical, unacceptable or acceptable, bad or good, illegitimate, or 

legitimate is made (Hofstede 2001). In KSA, culture is controlled and transmitted by Islam’s 

values and teachings and has been for millennia, so it has played the most important role in 

shaping people’s lives in the KSA. Generally, Saudi society is considered to be a 

conservative and very religious society and respectful of long-held traditions (Rice & 

 

3 Quran is the wholly book of Islam while the Sunnah are the pronouncements of the Prophet Mohammad. 
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Almossawi 2002; Abdul-Cader & Anthony 2014). Therefore, individual perspectives, 

collective behaviour, or actions are likely to conform to the Islamic principles that are defined 

in the Quran and/or the Sunnah. The strict culture of KSA’s version of Islam differentiates 

this country from other Islamic countries, even its close Arab neighbours. For example, 

unlike the more moderate Islamic nations, such as the UAE or Egypt, where there is some 

tradition of secular law, Islamic law (Shariah law) is totally enforced in KSA (Robertson et 

al. 2008). Having a non-codified Shariah makes KSA unique among modern Muslim 

countries (Bolanos 2016). Lundgren (1998) stated that Islam is strongly rooted in Saudi life, 

and consequently, to distinguish between Saudi culture and Islam is difficult, if not 

impossible. 

Furthermore, Wrampelmeier (2006) noted that Saudi culture has significantly affected the 

way of doing business in the KSA. Nonetheless, both Saudi citizens and their government 

generally are in favour of some form of dedicated Islamic banking. In the Saudi banking 

market, both conventional and Islamic banking systems operate despite the existence of 

different frameworks being in place. Islamic banks are based on Islamic laws, while 

conventional banks are not based on religious principles but on more secular assumptions 

(Khan 2000). Another distinction between Islamic and conventional banks is how money can 

be used. The crucial feature of Islamic banking is that it is interest-free4, in that interest, 

known as Riba, is expressly forbidden, while in conventional banking, it is not. In the latter, 

money becomes a commodity to be bought and sold on interest (Lewis 2001; Maali et al. 

2006; Lewis & Hassan 2007). 

According to Alanazi and Lone (2016) and Lone and Alshehri (2015), unlike conventional 

banks, Islamic banks are preferred by Saudi society in terms of investments. The reason 

behind this, as mentioned earlier, is that Saudis are enthusiastic about Islamic principles and 

rules. They have a preference for Islamic banking, meaning they do not want any other form 

of banking (Ahmad et al. 2010). For this reason, the majority of Saudi citizens avoid dealing 

with conventional banks. Furthermore, SAMA works to promote Islamic finance, as it 

continues to encourage banks in the market to provide non-interest-based banking services 

and products (SAMA 2018a). According to Islamic laws, most conventional banks in the 

KSA can operate as long as some aspects of their systems are converted to offering Islamic 

 

4 The banks ask their customers to purchase from their assets or goods by instalment. They do this in order to generate 

returns, and then sell directly back to the bank (at a lower price which is then based on the return percentage rates). 

https://www.bing.com/search?q=henry+bolanos&filters=ufn%3a%22henry+bolanos%22+sid%3a%22309908e2-6fd9-2320-aa50-acdbeda0f6b0%22+gsexp%3a%2263fdc4ce-4641-9383-627b-5ed9925ac954_bXNvL2Jvb2sud3JpdHRlbl93b3JrLmF1dGhvcnxUcnVl%22&FORM=SNAPST
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services and products to win larger portions of the market share (Alanazi & Lone 2016). In 

2017, the Saudi banking industry became the largest Islamic finance industry in the world. 

The KSA ranks as the highest holder of Islamic banking assets at 35% of all banking assets. 

By the end of 2018, Islamic banking assets in KSA reached USD 879.2 billion, and it is 

expected growth of total Islamic financial assets will continue to increase (PRNewswire 

2019).  

Therefore, foreign banks intending to do business in the KSA need to understand the Saudi 

market, strengths, weaknesses, opportunities, and threats (SWOT). Mellor (2015) stated that 

it is crucial to “keep in mind that culture is not an end in itself, but that values and behaviors 

exhibited by financial institutions must be acceptable to the users of financial services, and 

society at large, for the retention of trust and protection of their franchise to allow them to 

operate successfully”. 

1.8 Research Questions 

In order to achieve these research objectives, three main research questions have been 

formulated. These are expanded on below: 

RQ1- What are the determinants of foreign banks’ entry into the KSA?  

From this main question, the following sub-questions can be asked: 

➢ Does the “Follow-the-Customer” hypothesis explain the foreign banks’ entry to 

the KSA? 

➢ Do the Saudi market characteristics affect foreign banks’ entry decisions to 

enter the KSA? 

➢ Do the parent banks’ characteristics affect foreign banks’ entry decisions to the 

KSA? 

➢ Does distance (language and geographical distance) affect foreign banks’ entry 

decisions to KSA? 

➢ Does Islamic culture exercise influence on foreign banks’ entry decisions? 

RQ2- What is the relative importance of entry factors (determinants) as perceived by the 

foreign banks that have entered the Saudi market?  
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RQ3- What challenges are faced by foreign banks operating in the KSA? 

1.9 Expected Outcomes 

It is envisaged that this research will make important theoretical, practical, and policy 

contributions to the topic, and these are illustrated in the next following pages. 

1.9.1 Theoretical Contributions 

The theoretical contributions of this study are: 

▪ The study could address a significant gap in the literature where it has been identified 

that: (a) more studies should be conducted on developing and emerging markets; (b) 

understand the relative importance of these determinants is required; and (c) 

identifying the challenges faced by foreign banks is also important. 

▪ The study examined whether Islamic culture exerts any influence on foreign banks’ 

decision to enter the KSA. 

▪ The study examined whether the Saudi currency (Saudi Riyal) pegged to the US 

dollar has any say in foreign banks’ decision to enter the Saudi market. 

▪ Another unique aspect of this research is employing the mixed-method approach, 

which incorporates analysis of both quantitative and qualitative data (questionnaires 

and semi-structured interviews). Previously, most studies on the determinants of 

foreign bank entry relied solely on quantitative data.  

1.9.2. Practical Contributions 

The practical contributions of this study are: 

▪ It could help to highlight new factors such as Saudi (Islamic) culture and Saudi 

currency pegged to the US dollar that should be taken into account when banks are 

planning to enter the Saudi market. 

▪ This study is expected to highlight foreign banks’ expectations and considerations 

when entering the Saudi banking market.  

▪ This study can help the foreign banks that operate in the Saudi market to improve 

their business strategies, policies, and practices.  
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▪ This study could help banks from around the world that are considering doing 

business in the Saudi banking market but need to know what they need to master in 

terms of cultural and business practices. 

1.9.3 Policy Contributions  

The policy contributions of this study are:  

▪ This study could help policymakers, regulators, decision-makers, and bankers to 

better understand foreign banks’ entry into emerging and developing markets. 

▪ This study is expected to help the KSA government and particularly SAMA in order 

to use the findings for official policymaking and formulating industry regulations. 

 

1.10 Research Structure  

The current thesis is divided into seven chapters, and each one is summarised on the next 

page: 

Chapter One: Introduction 

This chapter introduces the research background, the context of the study, aims and 

objectives, research questions, possible contributions, and the thesis structure. 

Chapter Two: Saudi Banking Sector Overview 

It investigates the banking sector in the KSA by highlighting the general economic profile of 

the Kingdom, its political system, its economy, and its financial system with the main focus 

on the banking sector and how it has developed to the present day. 

Chapter Three: Literature Review 

This chapter reviews the theories on foreign banks’ entry determinants and previous 

empirical studies that are of relevance to the aims and objectives of this study. This chapter 

also deals with the conceptual framework that guides this research. 
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Chapter Four: Data and Methodology 

This chapter outlines the research methodology to describe the manner in which the research 

was conducted. This includes, but is not limited to, the research approach, design, methods, 

and ethics. In this study, a mixed-method approach was used to collect and analyse relevant 

data. In addition, the design of the questionnaires and interview questions is explained.  

Chapter Five: Research Analysis and Results 

This chapter covers the analysis of the data, results, and key findings of this research. 

Chapter Six: Discussion 

This chapter will discuss the results of the data analysis and link them and compare them to 

what the literature has found. It will be included in two sections. Part A will cover the 

determinants of foreign banks’ entry decisions into KSA, while part B the challenges that 

they encounter when operating in this country. 

Chapter Seven: Conclusions and Implications 

This final chapter summarises the results and findings, making well considered conclusions 

on the topic and the implications for theory, policy, and practice. Stated here are the 

limitations encountered when conducting this study and suggestions for future studies to 

consider. 

1.11 Summary 

Briefly, this chapter has highlighted the purpose and structure of the thesis on foreign banks 

entering KSA. It has listed the research questions and explained the objectives that are 

proposed. It is evident that the foreign banks’ entry decision and their challenges in the Saudi 

banking market constitute a very interesting and important topic.  

Chapter 2 (Saudi Banking Market Overview), which now follows, provides a glimpse of the 

Kingdom’s political system and its economy, with a focus  on the financial system and 

banking market. 
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CHAPTER TWO 

SAUDI BANKING MARKET OVERVIEW 

 
 

2.1 Introduction 

This chapter investigates the banking market in the KSA. It starts by highlighting the 

country’s general profile, its political system, and its economy as important factors to 

understand the evolution of the Saudi banking industry. Besides, it will investigate the 

development of the banking market, the historical overview of the financial system, and the 

SAMA role as the financial regulator over the years. Also, it analyses the concept of Islamic 

banking followed by a look at the development banks operations in the country over the last 

six years. Examining the background and the Saudi banking market’s evolution is necessary 

to understand the country’s banking industry’s present structure. 

2.2 The Kingdom of Saudi Arabia 

KSA is one of the largest countries in the Middle East region, occupying approximately 2.150 

million square kilometres (830,000 square miles). The Kingdom is located at the heart of the 

“Arabian Gulf”. Being on the cusp of Asia, Europe, and Africa, it boasts great geographical 

and cultural significance in the region. KSA has always been the hub of activity since the 

Arabian Sea borders it to the south, the Arabian Gulf to the east, the Red Sea to the west. The 

total population is 34,218,1695, of which 75.48% are 18 years of age and more, 42.3% and 

57.7% are female and male, respectively (GAS 2021). The total number of non-Saudi 

(workers in the country) exceeds 13.1 million, approximately 38.3% of the total population. 

Eighty-five percent of those foreigners are from Bangladesh, Egypt, India, Indonesia, 

Pakistan, the Philippines, Sudan, and Yemen. In addition, the rest percent are mainly from 

western countries such as the USA and Europe, other Arab and African countries (GAS 

2021). 

2.3 The Political System in the KSA 

The Saudi governmental system is a monarchy. On 23 January 2015, “Salman bin Abdulaziz 

Al Saud” became the seventh King of KSA and the Prime minister. In June 2017, his son 

 

5 In 2019. 
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Prince “Muhammad bin Salman Al Saud” became the “Crown Prince and the Deputy Prime 

Minister”. The main legislative bodies of the Saudi government are the “Council of the 

Ministers” and “Majlis Al-Shura” (The Consultative Council). Both collude to become the 

authority that introduces and approves the vast majority of public policy. 

The council of Ministers is responsible for planning and implementing external, internal, 

economic, financial, educational, defines, and other policies. The council members are made 

up of the “King”, the “Prime Minister”, “Crown Prince and Deputy Prime Minister”, and all 

Ministers in KSA. The weekly Council meetings are presided over by the “King” or his 

deputy. The primary function of the “Majlis Al-Shura”, on the other hand, is to discuss 

critical contemporary issues in the country from a religious perspective, improve policies, and 

provide the King with advice and recommendations. Their members consist of a chairman, 

deputy chairman, secretary-general, and 150 qualified members selected by the King. Majlis 

Al-Shura has the power to voice opinions on general State policies as requested by the Prime 

Minister (Majlis Al-Shura 2021). 

2.4 Saudi’s Economy 

The Saudi economy has many developed in its history with the discovery of oil. It’s centered 

on petroleum resources with powerful control from the government over economic activities. 

Since the mid-seventies, the Saudi economy has experienced rapid growth, seeing an increase 

in the Gross National Product (GNP) by more than 33 times in 28 years. Thus, this growth 

enabling KSA to adopt and implement many of its ambitious development plans. 

Despite its economic importance, KSA did not realize its full economic potential until 

discovering massive oil quantities in the 1930s. The KSA has around one-quarter and fourth 

percentages of the proven global oil and natural gas reserves, respectively. These two critical 

natural resources, which power the world economy, have seen the KSA propelled from an 

underdeveloped and economically challenged country to a modern and first-world economy. 

Its exponential growth has seen it catapulted into the top 20 of the world’s largest economies 

by GDP globally, which exceeded USD 792,967 million (The World Bank 2021). It is also 

ranked as 36th in the “World Economic Forum Global Competitiveness Index” and enjoys the 

first ranking in terms of macro-economic stability (Schwab 2019). It is one of the G20 

(Group of Twenty) countries, the premier forum of the world’s leading economies for 

international economic cooperation, policymaking, and governance. Despite Western 
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reservations about its conservatism, it is one of the most lucrative economic environments to 

invest in (US DOS 2020a). 

KSA is the second-largest oil producer globally, and it is predicted to retain its position for 

the foreseeable future, with crude oil representing approximately 45% of the country’s GDP, 

more than 79% of budget revenue, and around 90% of export earnings (Central Intelligence 

Agency 2020). KSA is the main member of the OPEC producer, with a strong position within 

the cartel. This notwithstanding, oil production has been directly affected by cases of 

domestic shocks in the KSA (Nakov & Nuño 2013). However, oil price increases in the 

2000s boosted substantial economic growth and contributed to significant improvements in 

its infrastructure (BMI Research 2017). Besides, KSA has around 4% of the world’s gas 

reserves and various other natural resources, such as iron, gold, and copper. KSA estimates 

its crude reserves at around 260 billion barrels. Saudi experts predict at least another 150 

billion barrels to the proven reserves by the end of 2025. Nearly 80-90% of Saudi export 

revenue is obtained from the sales of crude oil in addition to natural gas and refined products. 

However, to diversify the economy, the Saudi government established the “Saudi Arabian 

General Investment Authority” in April 2000. In July 2003, the KSA signed a “Trade 

Investment Framework Agreement” with the USA and joined the “World Trade 

Organization” (WTO) by 2005 (US DOS 2020b).  

In the last few years, the KSA announced it intended to extend its scope from an oil-based 

economy to one that is based on production and knowledge; therefore, in April 2016, a 

significant economic reform plan called “Saudi Vision 2030” was implemented. This plan 

focuses on the diversity of income sources by reducing oil dependence, increasing foreign 

FDI, expanding the private sector’s contribution, and promoting Saudi as an exporter of 

goods and services (Saudi Vision 2030 2021a).  

Decreasing dependency on oil revenue is a crucial government priority. The level of oil 

production is approximately 12.5 million barrels per day, which would mean that 

theoretically, crude exports could halt in the following decades if global consumption 

continues to follow current trends. Thus, the Saudi government aims to improve its economic 

position from being the 20th largest economy in the world to being the 15th (Saudi Vision 

2030 2021a). 
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The Saudi banking market is the mainstay of the Saudi economy. The market is one of the 

world’s most robust financial systems, coming 4th in world rankings (Fitch Ratings 2016a). 

The strength of the Saudi banking system is credited for the strong Saudi economy, which is 

the principal beneficiary of the Saudi banking market’s durability. The banking market 

evolved over time, starting out as a fragmented industry comprising of a simple banking 

market operated by minor domestic exchanges and limited foreign banks. Over the years, the 

Saudi banking market has seen an influx of foreign banks’ participation through policy and 

legislative changes. 

2.5 Saudi Financial System  

The financial system in KSA comprises “Saudi financial and banking institutions” and “a 

capital market”. The financial institutions consist of commercial banks, specialized credit 

institution funds, and other financial institutions that service the insurance, money exchange, 

and investments arenas. The capital market includes the stock market, corporate bond market, 

and government securities. The capital market began in 1935; however, in 1985, the 

government appointed SAMA to supervise all stock trading. It also authorised commercial 

banks to work as brokers in the market. In 2003, the Capital Markets Authority (CMA) had 

been established; it is responsible for supervising the policies, regulation, and development of 

the financial market and issuing the regulations, rules, and instructions necessary to 

implement the provisions of the financial market system. This action by the government 

yielded positive results as the capital market led the pack as one of the largest capital markets 

in the Islamic world on the basis of market capitalisation just after the “Kuala Lumpur Stock 

Exchange” (Al Jazira Capital 2010). 

In addition, five different government-owned specialised credit institutions disburse loans to 

individuals and companies. These include the “Saudi Industrial Development Fund”, the 

“Saudi Arabian Agricultural Bank”, the “Real Estate Development Fund”, the “Public 

Investment Fund”, and the “Saudi Credit Bank”. The inception of these financial agencies 

was geared to promoting local growth and help diversify the economy.  

2.5.1 Saudi Banking Market  

By 2020, there were 29 licensed banks in the Saudi banking market; 17 of them are foreign 

banks, of which five are licensed but not yet operational. Twelve banks are considered local 
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banks; however, they are a mixture of wholly owned Saudi banks and foreign joint venture 

banks called “Saudized”, referring to the majority of local stakeholders. Table 2.1 illustrates 

the status of banks in KSA. 

Table 2.1: The Status of Banks in the Saudi Banking Market (2021). 

Status Type Banks 

 

 

 

Operational 

Saudi private sector and government 

ownership 

National Commercial Bank, Riyad Bank, SAMBA Financial 

Group, Al Inma Bank. 

Wholly owned Saudi private sector Al Rajhi Bank, Al Bilad Bank. 

Joint venture banks 
Banque Saudi Fransi, Saudi British Bank, Arab National 

Bank, Bank Al-Jazira, Saudi Investment Bank. 

Foreign banks 

Gulf International Bank (Bahrain)*; Emirates International 

Bank (Dubai); Deutsche Bank (German); Muscat Bank 

(Oman); National Bank of Bahrain (Bahrain); National 

Bank of Kuwait (Kuwait); J.P. Morgan Chase (USA); BNP 

Paribas (France), National Bank of Pakistan (Pakistan); T.C. 

Ziraat Bankasi (Turkey); Industrial Commercial Bank of 

China (China); Qatar National Bank (Qatar); Bank of 

Tokyo-Mitsubishi FUJ (Japan); First Abu Dhabi Bank (Abu 

Dhabi); State Bank of India (India)**,  

Licensed but 

non-operational 
Foreign banks 

Trade Bank of Iraq (Iraq); Standard Chartered Bank (UK); 

and Credit Suisse Bank (Switzerland); Bank of China 

Limited (China), and Banque Misr (Egypt). 

   Source: SAMA (2021a). 

   *Currently, it is converted to be a local Saudi bank. 

   ** It was licensed in 2005; however, it exited the Saudi banking market by the end of 2017. 

 

The Saudi banking market has significant clout in the Middle East region since it has the 

largest in market capitalisation, and the second-largest assets in the Gulf Cooperation Council 

(GCC)6, just after United Arab Emirates (UAE). The Saudi banking asset accounts for 

approximately 29% of the total GCC’s banking assets (Marmore 2020). Saudi banking 

market enjoys a level of financial superiority over GCC countries (Khokhar et al. 2019). 

However, the Saudi banking market has only a small number of commercial banks with 30 

banks7 (both local and foreign banks) compared to 49 banks in UAE and 93 banks in Bahrain 

(CB UAE 2021; CBB 2021).  

By 2016, the Saudi banking market assets have represented approximately 34% of GDP, 

compared to 4% in 1970 (SAMA 2017). The Saudi financial sector weathered the 2008-2009 

global financial and credit crisis with relative ease. The upshot is that compared with its 

international peers, the Saudi banking market is somewhat conservative, possibly owing to 

the policy of SAMA (Ramady 2010). 

 

6 GCC: Gulf Cooperation Council that constituted in 1981 in order to enclose and streamline the member polity, economy, 

and defense measures. It has six member states including “Bahrain, KSA, Kuwait, Oman, Qatar, and UAE”. 

7 By April 2021. 
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It is often argued that Saudi banking is complicated, as the government has an ownership 

interest in the banking market. The Saudi government owns the stakes of most banks varies 

between 54.83% to 5.3% (see table 2.3) (Tadawul 2020). It seems government ownership of a 

stake in their banks could potentially lead to slower subsequent financial development and 

lower productivity and per capita income growth (La Porta et al. 2002). 

The Saudi banking market enjoys a vibrant historical evolution, including welcoming foreign 

investment in the domestic market. While Saudi’s economy depends primarily on oil exports, 

the government always had an agenda of diversifying its revenue sources. This has led 

decision-makers to bring about reforms in their legal and political institutions in the country. 

One reform is geared towards encouraging foreign banks to start operating in the country 

(Green 2004). This means that foreign banks play an essential role and have become part of 

the banking culture in the country’s economic development (Alfasial 2013). 

2.5.2 Historical Overview of the Saudi Banking System Developments 

KSA state did not have a national monetary system when it was established. It used different 

foreign currencies for transacting. However, from 1926 to 1928, a non-formal foreign bank 

called “The Netherlands Trading Society” was the only bank in KSA. It was offering services 

to pilgrims to Mecca from Indonesia. This bank was considered the central bank, which 

launched the first Saudi currency (silver coin) in 1931. In the same year, the Commercial 

Court Law was formed to regulate the business and financial sectors (SAMA 2020a). 

In October 1952, the Saudi banking system was given formality by setting up the SAMA 

under the name of “Saudi Arabia Monetary Authority”, acting as the Saudi central bank 

(Wilson et al. 2004). Its first offices were in Jeddah, Makkah, and Madinah. However, during 

that time, the government used the “money exchangers” as their financial agents until the 

formal establishment of the first local bank named “National Commercial Bank (NCB)” in 

1953 (Alsuhaimi 2001). 

In the 1960s, increased demand for financial services became the catalyst of massive changes 

in the Saudi banking market. The government allowed national and foreign commercial 

banks to operate in the country, having been given operating licenses by SAMA. The 

domestic banks were made up of the “Bank Al-Watany”, the “National Commerce Bank”, 
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and the “Riyad Bank”, while the foreign banks included “Banque du Cair”, “Banque du 

Liban et d’Outre-Mer”, and “First National City Bank of New York” (SAMA 1999). 

The 1970’s saw significant growth and expansion of the banking system as a whole, with 

improvements in supervision and regulations. Local banking value grew from approximately 

USD 799 million in 1971 to USD 14.13 billion in 1974, while customer deposits increased 

from USD 426 million to USD 10.6 billion and loans from USD 426.5 million to USD 5.06 

billion over the same period (SAMA 1999; Ramady 2010). The commercial banks’ foreign 

assets increased from 11% of total assets in 1977 to 25% by 1979 (SAMA 1999). The growth 

came about with the “Saudization” policy announcement by the Saudi government, which 

required foreign banks to convert their branches to “joint-stock companies” to engage with 

Saudi domestic banks enjoying 40% of shareholding (SAMA 1999).  

The main objective of conducting a “Saudization” strategy was to prevent fully foreign-

owned banks from operating any more banks in the country (Ramady 2005). These foreign 

banks were not reporting to SAMA, at that time, as their final regulator. They were using 

their parent banks’ policies which may not be consistent with Saudi’s development plan. 

There were many advantages behind the “Saudization” policy. Firstly, the public had a wide 

choice of Saudi banks, which enabled them to receive “competitive” services at lower costs. 

With the increase in banks’ reserves and capital, great improvements were seen in the ability 

of these commercial banks to lend large loans to companies and individuals. In addition, this 

policy benefitted Saudi citizens by providing new employment opportunities in the banking 

market (Ramady 2010). However, foreign banks benefited from the “Saudization” policy by 

acquiring shares in domestic banks and access to management contracts. 

By 1980, 10 out of 12 local banks had a shareholding in foreign banks. The total number of 

branches increased from 29 in 1975 to 247 by 1980, covering most cities (SAMA 1999). 

Despite the exponential growth, there was a significant deficiency in computer technology, 

personal banking products, and services to cater to small businesses (Alsuhaimi 2001). 

However, at that time, SAMA introduced some advanced technology to the banking systems. 

These include the use of the SWIFT system8, the use of Automated Teller Machines (ATMs), 

 

8 This system is used by financial institutions and banks to send and receive information like money transfer instructions in 

quick, accurate, and secure way. 
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and the use of automated clearing system operations. In addition, SAMA took decisive 

actions to improve risk management in banks. 

Furthermore, during 1980, significant improvements took place to modernise the Saudi 

banking system. Firstly, as a part of “Saudization”, the “United Saudi Commercial Bank” 

merged with the three remaining foreign banks, the “United Bank of Pakistan”, the “Bank 

Melli Iran”, and the “Banque du Liban d’Outr”. In 1983, finalising the Saudization process of 

the market. In addition, the foreign ownership of the “Saudi Investment Bank” was reduced 

to just 25% and given an operating license to offer unrestricted commercial banking services 

under the new banner of “Al Rajhi Bank”. Another milestone achieved was the export of 

Saudi Banking services to international cities like Beirut, London, Geneva, Istanbul, and 

Bahrain. By the end of that decade, the number of Saudi commercial banks was 12, with four 

of them being joint ventures with foreign banks while the rest were fully Saudi-owned banks. 

The total number of branches increased four-folds to stand at 1036, and the total number of 

employees in the market rose from 11,000 to around 25,000. The total assets increased by 

around 228% from USD 21 billion in 1979 to USD 69 billion by1990, while the total bank 

deposit base increased from USD 17.97 billion to USD 38.93 billion (Alsuhaimi 2001; 

Ramady 2010). 

In the 1990s, the Saudi banking market still managed some growth. This growth can be 

attributed to SAMA’s supervisory policies and actions to ensure that the banking market 

stayed stable and enjoyed customer confidence. The number of branches increased to 1168, 

and significant improvements were seen in the market in the form of technology like 

increasing the number of ATMs, credit cards, and introducing “stored-value cards” (point of 

sale). These technological improvements contributed to enormous progress in the Saudi 

banking market (SAMA 1999).  

Between 2000 and 2010, the Saudi banking market experienced considerable growth despite 

numerous and significant challenges. According to the official SAMA financial reports, in 

2002, the Saudi banking market’s total capital was USD 6.53 billion, which quadrupled to 

USD 22.71 billion in 2008. In the same period, the banks’ profits show rapid growth from 

USD 2.79 billion to USD 6.79 billion in 2008. 

Having consolidated and secured its backing base with sound policy, legislation, and 

governance, the SAMA ventured to welcome back foreign banks by 2002. A number of 
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foreign banks operated their branches in the KSA after Saudi’s accession to the “World Trade 

Organization” (WOT) in 2005. This move may have generated competitive pressures on 

domestic banks, creating an aggressively competitive environment in the Saudi banking 

market. 

Generally, the Saudi banking system has experienced considerable growth using varied 

products and services as well as the latest advanced technology under a strict supervisory, 

regulatory regime to meet the local legislative requirements and international standards, 

including the standards of Basel capital adequacy. These developments made the banking 

market high achieving, powerful, stable, and safe.  

Saudi banking achieved an (A) rating from the Fitch banking system indicator just after 

Australia, Canada, and Singapore (Fitch Ratings 2016a). That is a high score not only in 

emerging markets but also when compared to developed economies. Overall, the Saudi bank 

market is stable, strong, and successful without any foreseeable reason for this trend to falter 

(Keay 2015). Besides, by 2020, the rating agency gave the Saudi “Banking Industry Country 

Risk Assessment” (BICRA)9 rating of four (S&PGR 2020). This grade reflected the low-risk 

status of the banking market in  the KSA. The Saudi banking market was placed in the same 

group as countries like Ireland, Kuwait, Malaysia, Poland, Spain, New Zealand, and Taiwan.  

In 2018, as part of the implication of Saudi Vision 2030, the KSA launched the “Financial 

Sector Development Program” that aims to improve a diversified and effective financial 

services sector (Saudi vision 2030 2021a). By the end of 2020, the combined bank assets 

(both local and foreign) reached USD 800 billion. The number of branches increased to 2014, 

and the number of ATMs stands at 18299, and Point of Sales (POSs) reached 721060 (SAMA 

2020c).  

2.5.3 Saudi Central Bank (SAMA) 

SAMA sits as the head of the financial system in KSA and is the main body that deals with 

and controls all financial affairs in KSA. In 1952, a “Royal Decree” established SAMA, and 

it has completed approximately 69 years of service to the Kingdom. It is a key player in the 

Saudi financial market, and its role expanded with the development of Saudi’s economy and 

 

9 BICRA includes scale of ‘1’ to ‘10’, ‘1’ indicating the lowest-risk banking systems. 
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financial system (Jasser 2002; SAMA 2021b). SAMA acts as the central bank of KSA that 

regulates and monitors the banking market and capital market, with the responsibility for 

financial stability and overseeing and supervising the banking market. The institution is 

governed by a board selected by Royal Decree, which serves for a period of five years. By 

the end of 2020, the “Saudi Council of Ministers” approved a Saudi central law that includes 

changing the name of the “Saudi Arabian Monetary Authority” (SAMA) to the “Saudi 

Central Bank”, which still uses the same acronym SAMA. One new purpose that was 

included in its authority is supporting Saudi economic growth. 

In its founding charter, SAMA stipulated that Islamic Law would guide it in its operations. 

Owing to the fact that SAMA is a government agency, it is allowed to charge certain services 

fees rendered to the government or public, but not to pay or receive interest. Some additional 

prohibitions like that extending credit to the government were abolished in 1955. That year, 

the government was in need of additional funds that only SAMA could provide. For that 

reason, SAMA covered approximately 50% of the government debt in the late 1950s (Abdeen 

& Shook 1984). 

From 1960 to 1972, SAMA paid more attention to promoting growth in Saudi banking by 

focusing on establishing the basis for commercial banking regulations. In 1966, the Banking 

Control Law (BCL), which was a turning point in SAMA’s history, was passed to give 

SAMA greater regulatory and supervisory powers over the Saudi banking market (Jasser 

2002). 

SAMA also supported the country’s banking industry by establishing the “Institute of 

Banking Training” to improve human recourses. The main objective of this step was to train 

and qualify personnel in the market. With the exponential growth and dynamism of the 

banking introduction, spurred by advancement in banking technologies in the banking 

market, this institution’s goals and strategies were to provide solutions and diversify 

educational programs consistent with the needs of individual banks (Alsayari 2007). In 1989, 

SAMA changed the institute’s name to “The Institute of Banking” (IOB), and later in 2019 to 

“The Financial Academy” (The Financial Academy 2021). 

SAMA’s management style is derived from “Western Central Bank”, “International 

Monetary Fund (IMF)” philosophies, and they maintain close technical and training 

cooperation with foreign counterparts like the “Western Central Banks”, the “Basel-based 
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Bank for International Settlements (BIS)”, and others. This SAMA adopts a Western central 

banking approach in its local supervisory and risk management strategies in the Saudi 

banking industry (Dukheil 2001). However, this doesn’t mean that SAMA did not use 

different “local” management styles and policies, which working more effectively with local 

environmental influences, such as Saudi economy nature, public perceptions, and acceptance 

level of the banking market.  

The operation of Islamic banking is becoming more important for SAMA. In 2002, SAMA 

became a member of the “Islamic Banking Financial Services Board” to establish new 

supervisory guidelines and rules for the market in its charge. SAMA regulates both 

conventional and Islamic banks in the same way without introducing different regulations for 

each type of business model (Asaad 2007). SAMA’s IOB has provided many programs and 

symposia that aim to develop and supervise Islamic compliant products and services. In 2016, 

hundreds of courses were offered to thousands of participants who benefitted from the helpful 

banking related programs. In a nutshell, they helped develop the Saudi banking industry 

without compromising technical flexibility (Alsayari 2007). 

SAMA has made significant improvements in several areas. It has enhanced the depth and 

stability of the Saudi financial system. SAMA is also unique in its operations. Unlike its 

peers in the GCC countries, it is a member of the “Basel Committee on Banking Supervision” 

(BCBS)10. Thus, it is obligated to implement the Basel III protocol in accordance with the 

established timetable. SAMA complied with Basel III requirements in 2016, which is to be 

fully applied in 2019 by BIS. This is an insurance policy to prevent the Saudi economy from 

failing in situations of economic crisis.  

SAMA has many responsibilities in the Saudi financial market. It acts as a banker to the 

government by providing advice on public debt, issues new banking licenses, and full 

responsibility for issuing Saudi currency and managing foreign exchange reserves. It is also 

responsible for formulating policies that “promote price and exchange rate stability”, while 

stimulating economic growth and stability in the financial sector. Furthermore, it is 

responsible for supervising and regulating both foreign and domestic banks operating in the 

country and stimulating economic growth. Its other duties include operating cross-bank 

 

10 BCBS aims to “enhance financial stability by improving supervisory and the quality of banking supervision around the 

world. The Committee seeks to achieve its aims by setting minimum standards for the regulation and supervision of banks”. 
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electronic financial systems such as “The Saudi Payments Network (SPAN)” and “Payment 

System (SADAD)” and formulating sound monetary policies (Ramady 2005; Hertog 2007).  

The supervision of foreign banks, which started operating in KSA following the WTO 

accession, created new challenges for SAMA. However, SAMA has gained sufficient 

experience to deal with these kinds of challenges (as it has previous expertise in 

“Saudization” of local banks). SAMA can manage these new circumstances and challenges 

because of its active membership in internationally renowned multilateral bodies such as the 

“World Bank” (WB), “IMF”, and the “Bank for BIS”, which SAMA joined in 2009 (Ramady 

2010). 

SAMA has used its power, both regulatory and supervisory, to ensure that the Saudi banking 

system is stable and steady (Alsuhaimi 2001). Ramady (2009), who studied SAMA’s banking 

regulation and supervision role, found that SAMA was highly competent in meeting its 

objectives. 

SAMA and Bank Supervision  

In regulating the local Saudi banking industry, SAMA regulates financial institutions’ 

operations, liquidity, and solvency. It ensures avoidance and minimization of the risk of 

failure, enhancement of systemic stability, and avoidance of crisis in the financial institutions 

(Rose 1999; Ramady 2010). SAMA uses the BCL to supervise banks to meet regimes in the 

country. It includes 26 different articles that provide the framework for SAMA to regulate 

banks from the establishment to winding up if required (Ramady 2009). 

SAMA has the authority to gather information from any bank at any time. Banks are required 

to send monthly statements of their financial positions. In addition, every bank is required to 

publish financial statements, and each bank is required to keep a minimum of 15% of deposit 

with SAMA to cover its liabilities. Banks are also required to maintain a liquidity reserve of 

at least 15% of their deposit liabilities. Article 7 thus provides that the reserves shall take the 

form of cash, gold, or assets, which are capable of being converted into cash within a period 

of up to 30 days (SAMA 1999). Banks are also prohibited from providing credit to other 

banks. Furthermore, bank mergers can only be carried out with written permission from 

SAMA and after the terms and conditions laid down by SAMA are fulfilled by the banks that 

want to merge (SAMA 2019a).  
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2.5.4 Islamic Banking in KSA 

Islamic banking can be described as banking that is subjugated to the rules and stipulations of 

Shariah or Islamic Law. The basic principles of the Islamic banking system are the sharing of 

profit between the parties and sharing risk without detriment to any party (Lewis & Hassan 

2007). Islamic banking stipulates and encourages profit-loss sharing and interest-free banking 

(Dar & Presley 2000). Islamic banking requires transactions to be lawful, Halal, which 

provides services to customers without interest (riba), which is prohibited in all transactions 

(Lewis 2001; Maali et al. 2006).  

An increasing number of Muslims around the world demanding Shariah compliant business 

and financial transactions, and the influx of wealth in Muslim nations after the oil boom of 

the seventies, has led to Islamic banking becoming a mainstream method to regulate and 

conduct financial affairs. It is argued that Islam developed a strong sense of business ethics 

(Sidani & Thornberry 2010), and both (Islamic/Non-Islamic) banks have entered this market 

(Ramady 2010; Fitch ratings 2016b). In the 1980s, significant growth in the Islamic finance 

concept appeared not only in KSA but also around the world. 

Several international financial institutions such as IMF, WB, and BIS are beginning to pay 

more attention to Shariah compliance. This is directly the outcome of an increasing number 

of shariah compliant financial services being offered in many countries. In 2018, more than 

1,526 Islamic institutions with total assets of about USD 2.87 trillion were forecast to reach 

USD 3.69 trillion by 2024 (ICD 2020). Nowadays, Islamic banking can be founded in 

Europe, the USA, and Australia. For instance, in Australia, some banks provide Islamic 

compliant home loan products, such as the “Westpac” and “National Australia Bank”.  Islamic 

financing, and the increase of both conventional and Islamic banks providing Islamic services 

and products, clearly reflect the growth and acceptance in this field of banking (Archer & 

Karim 2002; Faroqui 2002). 

There are several rules and principles that Islamic banks apply in their investment activities in 

order to achieve Islamic compliance. Firstly, interest, which is usury, is prohibited in all 

transactions as per Quranic injunctions11. The only loan accepted in Islamic finance is called 

 

11 Refer to injunctions and commands that have been stated in the Holy Quran (the holy book for Muslims). The Quran 

forbids (Usury) "Riba" but not interest: "borrowing money and paying usury or earning money by charging usury", in short, 

not making money from money, but making interest from selling and then buying goods from beneficiary. 
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“Qard al-hasana”, where the lender lends money without requiring interest or profit from the 

transaction. Besides, money is used to determine the value and the medium of exchange and 

is not about making money from money (Ariff 1988; Kettell 2011). 

Furthermore, gambling (Maiser) is also prohibited, and so is Gharar, uncertainty, and 

speculation. Gharar means to transact without sufficient knowledge of the reasonable risks 

involved in the transaction, although “minor uncertainties can be permitted when there is 

some necessity”. Also, investments can only be made in legal or halal (permissible) products 

that are useful and not harmful, as defined in Quran (Lewis 2001; Hassan & Lewis 2007). 

For instance, dealing with wine is not “Islamically” acceptable and cannot be funded. Finally, 

the bank must pay Levy (Zakat) to benefit society. If all these principles are present in a 

transaction, then it would be deemed to be Islamic. 

The frameworks of Islamic banks and conventional banks are completely different. As 

mentioned earlier, Islamic banks are based on Shariah laws, while conventional banks are not 

based on religious principles. While conventional banks can get away with mere auditory 

reviews of their operations to be certified sound, Islamic banks need to have additional 

supervision by religious authorities to be certified as conforming to Islamic principles (Khan 

2000). Another distinction between conventional and Islamic banks is the way they use 

money. Islamic banking prohibits interest, Riba, while in conventional banking, money 

becomes a commodity to be bought and sold on interest (Alkassim 2005).  

BCBS states that while there is no need for a completely new regulatory structure for Islamic 

banks, these banks could do with further guidance and more vigilance in matters like risk 

management, accounting standards, and corporate governance (BIS 2012).  

The introduction of Islamic finance in the KSA is not a new phenomenon. It started with the 

beginning of banking operations in KSA. In 1985, “Al-Rajhi Investment Co” introduced 

Islamic finance in KSA through profit-loss sharing contracts called Murabaha. Then two 

years later, the “National Commercial Bank” introduced and developed the “Islamic Mutual 

Fund” (IMF) (Philip & Munawar 2005). This led to the Islamic banking trend expanding and 

then becoming the main jurisdiction in the Saudi banking market because of the strong 

demand by Saudis for Islamic products and services. Therefore, Islamic finance is an 

essential requirement in managing banking institutions in KSA.  
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Both Saudi citizens and the Saudi government have encouraged the movement towards 

Islamic banking. KSA is a country that has a predominantly Muslim population that is 

enthusiastic about Islamic principles and rules and wants to avoid dealing with conventional 

banks. Therefore, understanding the prudence of being an Islamically compliant bank, the 

majority of banks desire to be Islamic banking law compliant (Lewis & Hassan 2007). Most 

conventional banks in KSA have adopted Islamic law, and some have converted to the 

 “Islamic Banking System” by offering Islamic windows to win larger portions of the market 

share (Almehmadi 2004). To cater to the increasing demand for Islamic banking, the Saudi 

government established the “Islamic Development Bank” in Jeddah city (Abdeen & Shook 

1984), to assist in the establishment and growth of Islamic finance in the rest of the Muslim 

world. 

Islamic institutions, by their very nature, are required to maintain a high moral ground and 

avoid moral pitfalls. Therefore, vigilant and active supervision of this sector will ensure that 

the trust of ordinary investors is not compromised in this sector. However, it must be noted 

that Islamic banks face challenges similar to conventional banks, and in this regard, the 

SAMA has developed strategies to safeguard the liquidity of such banks and their access to 

government securities. 

Furthermore, while SAMA works to enhance Islamic finance, it continues to encourage banks 

in KSA to provide non-interest-based banking services and products (Alaskar 2005). That 

means that all banks in KSA offer some range of Islamic banking. Some banks only offer 

Shariah compliant products and services, while others provide these services through selected 

branches, designated business units, or through investment and mutual funds. The Shariah 

supervisory responsibility was not vested on SAMA until it became a member of the “Islamic 

Financial Services Board” in 2002 (IFSB 2016). Since undertaking this role, SAMA has 

established the principle that Shariah compliant banks will not be called “Islamic Banks”. 

The rationale is to avoid giving the impression that other banks are interest-based. This was 

the result of the argument that the inclusion of “Islamic” in bank names implied other banks 

were not Islamic. A second argument is that allowing banks to include “Islamic” in their 

names could set a bad precedent for all Islamic banks in other Muslim countries if an 

“Islamic” bank were to fail in KSA (Willson 1997). 

In 2019, the Saudi banking industry was the largest Islamic finance industry in the world. 

KSA ranks as the highest holder of Islamic banking assets at approximately 23% of all 
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banking assets (ICD 2020). “Al Rajhi Bank”, for instance, is considered as one of the largest 

Islamic banks in KSA, and in the world, with total assets of USD 111.33 billion by the end of 

2020 (RJHJ 2021b). The level of shariah compliance is, however, hard to gauge. Four out of 

24 banks, namely “Al Rajhi Bank”, “Bank Al Jazira”, “Al Inma Bank”, and “Bank Al Bilad”, 

are fully Shariah compliant. Others provide some form of Shariah compliant services and 

products (See Table 2.2).  

Table 2.2: Categorisation of Banks Operating in KSA (2021). 

Source: Banks’ websites. 

* Provide some Islamic financial products and services.  

**May provide some Islamic financial products and services. 

SAMA Governor Dr. Mohammed Al Jasser is on record as saying that Islamic finance has a 

crucial role in the Saudi financial system stability, as seen during the global financial crisis 

(2008-2009). He stated that the Saudi Islamic finance system weathered the crisis almost 

unscathed compared to the conventional banking market (Al Jasser 2010). 

2.5.5 Local Banks in KSA 

As mentioned before, currently there are 12 wholly or mainly Saudi-owned banks in KSA: 

“The National Commercial Bank (NCB)”, “Riyad Bank”, “Al Rajhi Bank (RJHJ)”, “Bank Al 

Jazira (BAJ)”, “The Saudi Investment Bank (SAIB)”, “Arab National Bank (ANB)”, “The 

Saudi British Bank (SABB)”, “Banque Saudi Fransi (BSF)”, “SAMBA Financial Group 

(SAMBA)”, “Al Bilad Bank”, and “Al Inma Bank” (SAMA 2020). 

1- The National Commercial Bank (NCB)  

NCB is the most prestigious bank in the KSA. It began operations in Jeddah city in1953, by 

Royal Decree. By 1997, NCB became a joint-stock company. In 1999, the Saudi government 

Banks Bank Types 

Al Rajhi Bank; Bank Al Jazira; Bank Al Bilad; and Al Inma Bank Islamic local banks 

Riyad Bank; Saudi Investment Bank; National Commercial Bank;  SAMBA  

Financial Group; Banque Saudi Fransi; Saudi British Bank; and The Arab 

National Bank. 

Non-Islamic local 

banks* 

Gulf International Bank; National Bank of Bahrain; Emirates NBD; BNP 

Paribas; National Bank of Kuwait; National Bank of Pakistan; Deutsche Bank; 

JPMorgan Chase; Bank Muscat; Industrial and Commercial Bank of China; 

T.C.ZIRAAT BANKASI AS; Qatar National Bank; Bank of Tokyo-Mitsubishi 

UFJ; First Abu Dhabi Bank; Trade bank of Iraq (not operated yet); Standard 

Chartered Bank (not operated yet); Credit Suisse Bank (not operated yet); and 

Bank of China Limited (not operated yet). 

Non-Islamic Foreign 

banks** 
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became a shareholder through its “Public Investment Fund” managed by the “Ministry of 

Finance” and became the bank’s majority shareholder. NCB now acts as a banker to the 

government (NCB 2021a). 

NCB is one of the largest banks in the KSA and the Arab world, providing a full array of 

banking services and products, some of which are compliant with Islamic finance. It owns 

67.3% of Turkey “Finans Katilim Bankasti” (TFKB)12. It has operations in Bahrain, Beirut, 

Singapore, Seoul, and Shanghai. Its customer base has exceeded more than 7 million clients. 

By the end of 2020, NCB branches totaled 431, with 9,631 staff members. In addition, the 

total number of ATMs and POSs operated by the bank in the country reached 3571 and 

135,621, respectively (NCB 2021b). 

From 2015 to 2020, there was an overall upward trend in NCB’s growth. The capital 

increased by 87%, from USD 4.27 billion in 2015 to USD 8 billion in 2020. By 2015, the 

bank had the largest value of assets and customer deposits, rising by approximately 34% and 

21% to USD 117.7 and USD 85 billion. By the end of 2020, there were increases in total 

assets to USD 159.8 billion and customer deposits to USD 111 billion (NCB 2020b).  

2- Riyad Bank 

Riyad Bank is also one of the largest banks in KSA and the Middle East. It is a fully Saudi 

bank and was established in 1957 as a Saudi Arabian joint stock, with approximately 51% of 

its equity owned by the Saudi government. This bank delivers a full range of banking services 

and investment products, some of which are Shariah compliant. By 2020, Riyad Bank had 

274 branches, 5,900 employees, 2486 ATMs, and 88,542 POSs. It owned branches in 

London, Houston, and Singapore (Riyad Bank 2021a; 2021b). 

Riyad Bank witnessed significant growth, especially capital growth, which reached  USD 8 

billion in 2020. It is considered the third-largest bank with accumulated total assets of USD 

82.2813 billion, growing by 32% from 2015 to 2020. By 2020, customer deposits reached 

USD 54.14 billion, rising by approximately 5% from the previous year (Riyad Bank 2021b). 

 

 

12 It is one of the leading banks in Turkish banking market. 
13 By the end of September 2020. 
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3- Al Rajhi Bank (RJHJ) 

The Al Rajhi Bank is one of the largest banks in the country, and it is the biggest Islamic 

bank in the world. It is framed around Shariah compliance. It is a leader insofar as shariah 

compliance is concerned. Its operations allow its customers to be able to fulfill their modern-

day banking needs within the ambit of Islamic law. It was established in 1957, and in 1978, it 

merged with various banking institutions and became “Al Rajhi Banking and Trading 

Company”. By 1988, the bank was converted into a public joint-stock company (RJHJ 

2021a). 

In 2006, it expanded its operations for the first time outside the Saudi peninsula to Malaysia, 

where it operates 24 branches. In 2011, it entered the Jordanian market with six branches and 

entered Kuwait as the first Saudi bank there in the same year. By September 2016, Al Rajhi 

became the first bank in the country to partner with the Saudi Ministry of Housing in an 

effort to facilitate the government’s plans to make housing affordability cheaper by offering 

“Governmental subsidized mortgages”. These governmentally subsidized mortgages are 

without interest and its governmental mortgages but offer through a commercial bank. By 

2020, it boasted an extensive network of 543 branches, more than 9,600 employees, over 

5,211 ATMs and 204,665 POSs terminals, and 226 money transfer centers (RJHJ 2021a).  

RJHJ has a strong financial position, with USD 6.6 billion in the capital. The bank-managed 

assets totaled USD 125 billion in 2020 compared to approximately USD 90.57 billion in 

2016. With high demand for Islamic banking among Saudi citizens, RJHJ attracted the 

largest Saudi customer base with customer deposits totaling USD 102.3 billion by the end of 

2020, increasing by 22.5% from the previous year (RJHJ 2021b). 

4- Bank Al Jazira (BAJ) 

In 1975, BAJ  was formed as a Saudi joint-stock company incorporated in the KSA. The bank 

began operations in 1976 after it merged with the National Bank of Pakistan (NBP). In 1998, 

the bank moved towards Shariah compliance by 2007, and the bank became fully governed 

by Islamic law. In 2020, it had 79 branches, 3,226 employees, 612 ATMs, and 14,066 POSs 

(BAJ 2021a). 

All financial indicators of BAJ indicate an upward trend. Their capital increased from USD 

1.06  billion in 2015 to USD 8.17 billion in 2020. Total assets rose from USD 16.86 billion in 
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2015 to USD 24.55 billion by the end of 2020. On the other hand, customer deposits 

increased by around 41% from 2015 to reach USD 18.13 billion in 2020 (BAJ 2021b). 

5- The Saudi Investment Bank (SAIB) 

SAIB is also a Saudi joint-stock company formed in 1976, formally commencing activities in 

1977. Most shareholders are Saudi Arabians, and private institutions “J.P. Morgan Chase 

Bank” and “Mizuho Corporate Bank” have a small shareholding in SAIB. It provides some 

Shariah compliant products and services. By 2020, it had 52 branches, 1,416 staff, 409 

ATMs, and 9,865 POSs (SAIB 2021a,). 

SAIB’s capital was USD 2 billion in 2020. Total assets of SAIB increased by more than 6.6% 

during a six-year period (2015-2020) to reach USD 26.63 billion. The total customer deposits 

rose by 15% to stand at USD 18.41 billion in 2020 compared to 2019 (SAIB 2021b). 

6- Arab National Bank (ANB) 

ANB is one of the top fifteen banks in the Middle East. It was established in 1979 as a joint-

stock company, with the Arab bank holding 40% of its shares. It provides a wide range of 

commercial and Islamic financial services and products to companies and individuals. In 

1991, it started operations in London, providing a different range of financial services and 

products. By the end of 2020, it had 136 branches, 2,881 employees, more than 2 million 

customers, 1,199 ATMs, and 25,624 POSs (ANB 2021a). 

By the end of 2020, the total capital of ANB was USD 4 billion, increasing by 52% over the 

previous six years. Its total asset value reached USD 48.1 billion, declining by 11.6%, and the 

customer deposits stood at USD 34.5 billion (ANB 2020b). 

7- The Saudi British Bank (SABB) 

SABB is a Saudi joint-stock company established and operated in 1978. This bank took over 

the “British Bank of the Middle East” (BBME)14, which operated in KSA in 195015. 

Individual Saudi Arabians own 60.5% of SABB’s shares, while 39.5% are owned by HSBC. 

It is a private Islamic bank that provides a full range of financial services to companies, small 

 

14 In 1959, BBME was acquired by Hong Kong and Shanghai Bank Corporation (HSBC). 
15 In 2019, it merged with Alawwal Bank. 
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businesses, and the public. Its 2020 annual report shows growing numbers of bank branches 

to 84, employees to 5,288. By the end of 2020, the bank had 1236 ATMs and 62748 POSs 

(SABB 2021a, 2021b). 

SABB is amongst the largest and strongest financial institutions in KSA. In 2020, SABB’s 

total capital was valued at USD 5.5 billion increase by 38% from 2016. Total assets stood at 

USD 49.6 billion in 2020. From 2015 to 2019, customer deposits rose by around 25.5% to 

reach USD 51.25 billion but declined to USD 50.43 billion in 2020 (SABB 2021b). 

8- Banque Saudi Fransi (BSF) 

BSF was founded in 1977 as a Saudi joint-stock company, with “Credit Agricole Corporate 

and Investment Bank” (CIB)16 owning approximately 31% of shares. It offers all commercial 

banking services and provides some limited Shariah compliant products. Its branch numbers 

increased from 59 in 2000 to 87 in 2020 while its employees totaled 3081. The total number 

of ATMs and POSs were 472 and 45,036, respectively (BSF 2021a). 

BSF’s total capital growth was USD 3.21 billion in 2020, and the total assets figure was USD 

51.75 billion, a 9% increase from the previous year. Customer deposits totaled USD 33.89 

billion, declining just over 2% from 2019 (BSF 2021b). 

9- Al Awwal Bank: - 

Al-Awwal Bank was known as “Saudi Hollandi Bank17”. It was the first bank to start 

operations in KSA, having started in 1926 as the” Netherlands Trading Society” which 

provided financial services to pilgrims from Indonesia at that time. It is also a Saudi joint-

stock company, providing some Islamic products, with 40% of its shares owned by the ABN 

AMRO Bank18. The bank provides full-fledged banking services for retail and corporate 

customers. It also provides brokerage services and asset management through its wholly 

owned subsidiary company “Al Awwal Capital”. In 2018, the bank employed 1,718 staff in 

67 different branches. It had 617 ATMs and 14,900 POSs (Al Awwal Bank 2020a). 

 

16 CIB is one of the largest banks in France and Europe. 
17 In 2019, it merged with SABB. 
18 ABN AMRO Bank is the largest bank in the Netherlands. 
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The bank experienced growth from 2015 to 2019. Its total capital was valued at USD 1.5 

billion in 2015, and this increased to USD 3 billion by 2018. In 201819, its total assets stood 

at USD 22.5 billion, and customer deposits totalled USD 17.6 billion (Al Awwal Bank 

2010b). 

10- SAMBA Financial Group (SAMBA) 

It came into being in 1980 through a merger with the “City Bank”, which had been operating 

since 1955 and was named as “Saudi American Bank”. SAMBA offers a full range of 

services and products, including Shariah compliant products. SAMBA expanded abroad by 

opening an international branch in London in 1984, and in 2008 it opened branches in Dubai 

and Pakistan. By the end of 2020, it had 73  branches and 4.004 staff. The bank had 528 

ATMs, and 20,795 POSs (SAMBA 2021a; 2021b).   

During the last six years, SAMBA’s capital stands at USD 5.33 billion. The total assets 

reached USD 79.18 billion, and the customer deposits stood at USD 55.38 billion (SAMBA 

2021b).  

11- Bank Al Bilad 

Bank Al Bilad is an Islamic bank, which is a fully-fledged Saudi joint-stock company 

established in 2004. The number of branches is 111, employees are 4,391, and its exchange 

and remittance centers total 94. The bank had 978 ATMs and 38,446 POSs (Bank Al Bilad 

2021a). 

Bank Al Bilad showed rapid growth and strong performance over the years. The size of its 

capital increased from USD 1.04 billion in 2015 to USD 2 billion in 2020. By the end of 

2020, its total assets rose rapidly by 87%, from USD 13.65 billion in 2015 to USD 25.53 

billion in 2020. In addition, its total customer deposits reached USD 19.08 billion by the end 

of 2020, rising by 6.6% from the previous year (Bank Al Bilad 2021b). 

12- Al Inma Bank 

It is the newest bank in KSA, which received a license to operate in 2006. However, it did not 

start operations until 2008 as a Saudi joint-stock company with a total capital of USD 4.33 

 

19 Last available data before the bank merged with SABB. 
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billion. All its products and services are Shariah compliant. By the end of 2020, it had 98 

branches, 2,156 staff, 1,557 ATMs, and 74,277 POSs (Al Inma Bank 2021a). 

Al Inma Bank is also considered a large bank in the KSA based on its capital; it was USD 

5.33 billion by 2020. Total assets were just USD 23.65 billion in 2015, which rose to USD 

41.83 billion in 2020, an approximate rise of 76%. Customer deposits followed a similar 

pattern increasing by 82.31% from USD 17.47 billion in 2015 to USD 31.85 billion in 2020 

(Al Inma Bank 2021a). 

2.5.6 Foreign Banks in KSA 

As discussed earlier, the internalisation of foreign banking investment is not a new 

phenomenon in the Saudi banking market. A number of foreign banks started operations and 

opened branches with the inception of the market. By 1976, the total number of banks stood 

at 12, of which ten were foreign banks (Alsayari 2006b). However, the Saudi government 

realised that foreign banks could only benefit the local market if the Saudi government 

became majority shareholders in their foreign entities. Therefore, it introduced policies aimed 

at converting foreign banks to Saudi-foreign joint stock companies with at least 60% of the 

equity share resting with the Saudi ownership. Thus, the Saudi banking system benefited 

from foreign partners and became incorporated into the global banking system (Tschoegl 

2002a). 

In the 1990s, the entry of new foreign banks to KSA was not allowed, but at the beginning of 

2000, a decision by the Heads of States of the GCC was made to boost economic cooperation 

in all GCC countries. Therefore, in October 2000, SAMA approved the first license to the 

“Gulf International Bank”  (GIB), a Bahraini Bank. All the six GCC members have a stake in 

this bank, with 97.2% ownership resting with the “Saudi Arabian Public Investment Fund” 

(Alsayari 2006b). After this event, three more licenses were issued to GCC owned banks 

(wholly foreign owned banks). These licensees were the “Emirates NBD” (February 2004), 

“National Bank of Kuwait” (NBK) (September 2002, established in 2006), and “National 

Bank of Bahrain” (NBB) (September 2002, established in 2008).  

In 2003, a licensing policy change saw licenses extended to non-GCC member banks. This 

resulted in the number of wholly owned foreign banks increase to 10 comprising of: “BNP 

Paribas (established in 2005), “Deutsche Bank” (Licensed 2004, established in April 2006), 

“JPMorgan Chase” (established in 2008), “Bank Muscat” (established in 2007), “National 
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Bank of Pakistan” (NBP) (established in 2011), and “State Bank of India” (SBI) (established 

in 2011)20. “TC Ziraat Bankasi” became the 11th foreign bank to open a branch in KSA in late 

2011. By August 2012, SAMA had approved licenses to the “Industrial and Commercial 

Bank of China” (ICBC) (established in 2016) and by September 2015, to the “Qatar National 

Bank” (QNB)21 (established in 2017). By December 2016, a license was issued to “The Bank 

of Tokyo-Mitsubishi UFJ” (established in 2017). By 2018, there are two licenses driven to 

“First Abu Dhabi Bank” (FDB) (established in 2018) and to “Trade Bank of Iraq” (not 

operated yet). By the beginning of 2019,  new licenses were granted to “Standard Chartered 

Bank” (not operated yet), and “Credit Suisses” (not operated yet). “Bank of China Limited”, 

“Banque Misr”, and “National Bank of Iraq” got the license in 2020, 2021 and 2021, 

respectively (not operated yet).  

Dr. Ahmed Alkholifey, Governor of SAMA (2018), stated that by the end of 2017, the total 

asset of foreign banks in the KSA was USD 24 billion. The volumes of its deposits were USD 

12.3 billion (SAMA 2019 cited in Argamm 2019).  He also emphasized that the SAMA has 

received several applications for a license to work in KSA. This demand reflects a successful 

movement to diversify the Saudi economy by attracting more foreign investments, including 

foreign banks. 

By 2020, 17 foreign banks had licenses to operate in KSA, but only 14 were operational. 

With diverse ownership origins ranging from the USA, France, Germany, India, Pakistan, 

Turkey, Japan, China, and other GCC countries, these banks brought their respective systems, 

management culture, and technology. The different modus operandi of the foreign banks 

introduced a much more competitive environment for banking services (Alsuhaimi 2001; 

Claessens et al. 2001). Also, the influx of foreign banks opened up employment 

opportunities, better services to customers in terms of diversification and expansion in base 

services, and products offered became better suited to the local clientele (Alsayari 2007). 

However, foreign banks in Saudi face limitations on the number of branches and the type of 

products and services they can provide. Nonetheless, SAMA is exploring proposals aimed at 

allowing more foreign banks to operate locally with more branches offering more services 

and products such as mortgages (Bloomberg 2016). In 2017, SAMA allowed foreign bank 

 

20 According to SAMA “State Bank of India the bank business has been stopped upon the bank request of license 

cancelation”. 
21 QNB is ranked by “World Global Finance Magazine” as one of top 50 safest banks in 2016. 
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branches to expand to operate additional branches, for instance, the National bank of Kuwait 

and Emirates NBD. This consideration process, if favorably decided, will welcome back 

foreign banks into KSA, reflecting the confidence and efficiency of both the domestic banks 

and SAMA (Ramady 2010).       

Summary of Domestic and Foreign Banks 

Table 2.3 summarises some significant information about local Saudi banks. It illustrates the 

market status of the banks and their ownership by shareholding. The foreign ownership 

percentage is further broken down to reflect the entity holding the foreign ownership.  

Moreover, it illustrates the international branches of each local Saudi bank.  

Table 2.3: Ownership of Saudi Domestic Bank and its International Branches (2021). 

Bank 
Ownership 

2015 

Foreign 

Ownership 
Foreign Entity International Branches 

National 

Commercial Bank** 
G (54.83%), P 0 NO 

Bahrain, 

Beirut, Singapore, Seoul, 

and Shanghai 

Riyad Bank G (38.47%), P 0 NO 
London, Houston, and 

Singapore 

Al- Rajhi Bank G (5.86%), P 0 NO 
Malaysia, Jordan, and 

Kuwait 

Bank Al-Jazira  P, F 8.5% 
National Bank of Pakistan 

(NBP) 
NO 

The Saudi 

Investment Bank 

 G (30.55%), P, 

F 
10% 

J. P. Morgan Chase (7.5%), 

Mizuho Corporate Bank (2.5%) 
NO 

The Saudi British 

Bank* 
G (5.30%), P, F 39.5% 

Hong Kong and Shanghai Bank 

corporation HSBC 
NO 

Banque Saudi 

Francis 
G (8.98%), P, F 31.10% 

Credit Agricole and Investment 

Bank 
NO 

Al-Awwal Bank* P, F 40% ABN Amro NO 

Arab National Bank G (7.21%), P 0 NO London 

SAMBA** G (41.54%), P 0 NO  Pakistan and Dubai 

Bank Al Bilad P 0 NO NO 

Al Inma Bank G (10%), P 0 NO NO 

  Source: Banks Annual Reports (2021).  

  “G” denotes government ownership, “P” denotes private ownership, and “F” denotes foreign ownership. 

  * The two banks agreed to merge in 2019, and they formally merged in 2021. 

  ** The two banks decided to merge in 2020, and they officially merged in 2021. 

 

Table 2.4 in the next page summarises significant information of both local Saudi banks and 

foreign banks. For local Saudi banks, it illustrates the date of establishment, the number of 

breaches, ATMs, and the number of POSs. Some data are available for foreign banks. 
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Table 2.4: Domestic Saudi Banks, Foreign Banks, and Network of Branches and ATMs (2020). 
D

o
m

es
ti

c 
B

a
n

k
s 

 

 

Established 

as Saudi 

Banks 

 

 

Bank’s Name 
Abbreviati

on 

Establish

ment 

Date* 

No. of 

Branches 

No. of 

employee 
No. of 

ATMs 

No. of 

POSs 

National Commercial Bank  NCB 1953 431 9,631 3571 135,621 

Riyad bank RIBL 1957 274 5,900 2486 88,542 

Al Rajhi Bank RJHJ 1976 543 9,600 5211 204,665 

Bank Al Jazira BJAZ 1976 79 3,226 612 14,066 

Saudi Investment Bank SAIB 1976 52 1,416 409 9,865 

SAMBA SAMBA 1980 73 4,004 528 20,795 

Bank Al Bilad ALBI 2004 111 4,391 978 38,446 

Al Inma Bank ALINMA 2008 98 2,156 1557 74,277 

Banque Saudi Fransi BSFR 1977 87 3,081 472 45,036 

Saudi Arabian British 

Bank 
SABB 1978 107 5,288 1236 62,748 

Al Awwal Bank SHB  1926  67 1,718 617 14,900 

Arab national Bank ANB 1979 136 2,881 1199 25,624 

F
o

re
ig

n
 B

a
n

k
 

GCC Banks 

Gulf International Bank GIB 2000 3 100 12 1,405 

Bank Muscat - 2007 1 N/A 0 N/A 

Emirate Bank NBD 2004 4 300 20 N/A 

National Bank of Kuwait NBK 2006 3 83 4 20 

National Bank of Bahrian NBB 2002 1 30 4 N/A 

Qatar National Bank QNB 2017 1 30 2 0 

First Abu Dhabi Bank  2018 3 135 6 0 

Non-GCC 

Banks 

BNP Paribas BNP 2005 1 50 0 0 

National Bank of Pakistan NBP 2011 1 50 1 0 

Deutsche Bank DB 2006 1 80 12 N/A 

JPMorgan Chase - 2008 1 65 2 N/A 

State Bank of India*** SBI 2011 1 - - - 

TC Ziraat Bankasi - 2011 1 20 2 - 

Industrial and Commercial 

Bank of China 
ICBC 2016 1 33 0 0 

Bank of Tokyo-Mitsubishi 

UFJ 
MUFG 2017 1 22 N/A N/A 

Trade Bank of Iraq** TBI - - - - - 

Standard Chartered 

Bank** 
SCB - - - - - 

Credit Suisses** N/A - - - - - 

Bank of China Limited** BOC - - - - - 

Banque Misr** N/A - - - - - 

Source: Banks Annual Reports (2021). 

*Date of establishment in KSA. 

** Not operated yet. 

*** Stop its operation. 

2.5.7 The Operations of the Saudi Banking Market 

A significant number of global foreign banks opened branches in KSA after joining the WTO 

in 2005. Despite this influx of foreign owned bank branches, it is argued that Saudi banks 

benefited from well-protected franchises because of foreign banks having high levels of 

barriers to enter KSA (S&PGR 2016). At the turn of the century, when the market had a 

limited number of foreign banks (only two foreign banks operated at that time), the Saudi 

banking market became monopolistic in structure. This can be supported by the findings of 

Fitch ratings (2020), which stated that the Saudi banking system was highly concentrated. It 
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has been noted that high levels of concentration allow banks to gain higher profitability by 

gaining higher margins; however, this would affect the efficiency of the banking market 

(Cetorelli & Gambera 2001). The Saudi banking market is moderately concentrated in the 

three largest banks: RJHJ, NCB, and SAMBA. These banks account for approximately 45% 

of banks’ total assets.  

However, by 2006, the number of foreign banks increased, and the Saudi banking market 

moved to be less concentrated. This created competition, allowing the country to enter WTO 

and to attract foreign banks (Almuharrami et al. 2006). It is believed that opening up the 

financial market to foreign investors (banks and companies) enhanced competition and added 

depth to the Saudi financial sector (Ramady 2005). 

As mentioned earlier, the oil price is strongly associated with the overall Saudi economy. 

During the last five years, many economies around the world faced challenges because of the 

fluctuation in oil prices. These changes in oil prices affected both the economies and the 

people of oil producing countries like KSA. The oil price was in free fall, dropping from 

around USD 109 per barrel in 2012 to be nearly USD 54.02 by January 2020 (OPEC 2021) 

(See chart 4). 

It is argued that decreasing oil prices led to effects on liquidity conditions not only in 

respective financial systems in KSA but all GCC countries (King 2016; 2017). However, the 

Saudi banking market was successful in overcoming this challenge. This was a remarkable 

feat of survival because oil prices directly bear economic growth and thus the banking 

market. The banking market survived by being well capitalised, profitable, and resilient to the 

decline in oil prices (SAMA 2016; 2020c). This success has been achieved by dealing with 

the oil shock in three ways. Firstly, the government has hundreds of billions of dollars in 

financial reserves, which helps in allowing it to be balanced for a while. Also, the 

government reduced its spending in order to control the government shortage. Secondly, the 

Saudi banking system has decent capital levels, profitability, and liquidity, which provide 

adequate buffers from the negatives effects of economic crises. Thirdly, SAMA has played an 

integral role in protecting the banking industry. So that even if it faces the toughest 

conditions, it will have little to no adverse effect. This was achieved through (i) implementing 

a stress test on a quarterly basis, (ii) continuing support fixed exchange policy, which has 

Saudi Riyal pegged to the USD at a fixed rate of SAR 3.7450= 1 USD, (iii) implementing 

“Basel III” requirements, (iv) developing the “Macroprudential Policy Framework”, (v) 
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establishing the “Deposit Protection Fund”, (vi) regulating the finance companies, (vii) 

adopting the “International Financial Reporting Standards”, (viii) enhancing the financial 

technology. All these were positively contributed to the stability and robustness of the 

financial system by being vibrant, vigilant, and shrewd in its operations (SAMA 2016).\ 

 Figure 2.1: Change in Oil Prices (2012 – 2020). 
 Source: Macrotrends (2021). 

 

2.5.7.1 Saudi Commercial Banks’ Profits  

The Saudi banking market is considered one of the most profitable in the world (Ramady 

2010). Despite expectations, in the face of falling oil prices, the banking market persisted in 

being profitable. From 2015 to 2018, profit improved by approximately 15.6%, rising from 

USD 11.5 billion in 2015 to USD 13.3 billion in 2018. However, by the end of 2020, the 

profit shrank by approximability 6.32% to be just USD 11.27 billion, compared with the 

previous year (see Table 2.5)(SAMA 2020c). All Saudi banks recorded decreases in their 

profits, except RJHJ, NCB, Bank Al Bilad, SAMB, and SAIB.  

Table 2.5: Profit and Net Income of Saudi Banking Market (2015 - 2020). 

  Source: SAMA annual reports from 2020 to 2021. 

  * Numbers in USD billion. 

Years 2015 2016 2017 2018 2019 2020 

Profit 11.5 11 9.3 13.3 12.03 11.27 

Total asset 595.52 610.4 626.88 639.49 653.06 738.9 

Bank deposits 431.2 434.5 435.5 446.2 478.9 518.12 

Total consumer loans 87.76 84.87 48.70 85.676 88.91 97.39 

Credit card Loans 2.72 2.92 3.22 4.088 5.08 4.89 

Real Estate Loans 49.41 53.44 56.24 63.61 79.29 114.24 

2012 20l4 2016 2018 2020 
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2.5.7.2 Commercial Banks’ Assets  

From 2015 to 2019, the Saudi banking market gained high performance, with total assets 

growing by approximately 24%, with an average annual growth of around 4%, reaching USD 

626.8 billion in 2017. 2019 recorded a growth in total assets of 9.7% reaching USD 653.06 

billion; this increased to USD 738.9 billion in 2020 (See Table 5). The top four banks 

contributed to approximately 61% of total Saudi bank assets. NCB has 22% of total assets, 

followed by RJHJ, SAMBA, and Riyadh Bank with 17%, 11%, 11%, respectively. 

2.5.7.3 Bank Deposits  

The Saudi banking market boasts a very stable deposit base supported by consumer and 

private sector spending. From 2015, total bank deposits recorded a slight growth from USD 

431.2 billion to USD 446.2 billion by 2018. However, in 2019, the deposit value increased to 

USD 478.9 billion and increased to USD 518.12 billion by 2020. Overall, bank deposits grew 

by 20% between 2015 to end of 2020 (See Table 2.5). 

Although there is a small number of banks in KSA, it still can be considered as a 

concentrated market. For instance, the largest five banks, including the NCB, RJHJ, SAMBA, 

Riyad Bank, and SAAB, account for USD 373.97 billion in deposits, which is more than 51% 

of total deposits in all commercial banks. 

2.5.7.4 Loans 

Saudi banks’ total loan portfolio was USD 475 billion in 2020, growing approximately 14.7% 

from the previous year. This is the highest growth rate in the last six years. NCB and RJHJ 

issued around 34% of net loans. Approximately 39% of loans given by Saudi banks were 

one-year loans. The percentage of non-performing loans (NPL) to total gross loans has 

changed over time. In 2015, NPL made up approximately 1.2% of total loans; they then 

slightly increased to around 1.7% by the end of 2018. In 2019, the percentage of NPL rose to 

reach 2.66% (see chart 2.2) (SAMA 2020c). 
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Figure 2.2: The Percentage Nonperforming Loans (NPL) (2008 – 2019). 

Source: SAMA annual reports (2008-2020).   

2.5.7.5 Consumer Lending and Real Estate Lending 

Over many years, consumer lending found the highest percentage of total lending in the 

Saudi banking market. The value of total consumer loans was USD 87.76 billion in 2015, 

decreasing to USD 84.870 billion in 2016. It followed the upward trend to reach USD 88.91 

billion by 2019. Historically low interest rates, great accessibility, improved risk assessment, 

low unemployment, and ease of online loan applications all assisted in this growth. In 

addition, total credit card loans grew by over 5.1% between 2015 and 2020. In 2015, credit 

card loans totaled USD 2.72 billion, increasing to USD 2.86 billion by the end of 2020 (see 

Table 2.5). This translates into credit card loans being 5% of retail banking loans. The value 

of real estate loans increased by 131% during the same period. In 2019, the growth of real 

estate loans’ value increased over 24%, that is, USD 79.29 billion, and rose yet again by 44% 

to reach USD 114.24 billion in 2020. However, 66.6% of real estate loans were for retail, and 

33.4% were for corporate lending (See Table 2.5) (SAMA 2020c). 

2.5.7.6 Banking Developments  

In the past few years, there has been remarkable growth in the banking technology in KSA as 

a whole and the banking market specifically. The number of ATMs has grown from 17,223 in 

2015 to 18,882 in 2019, with total ATM transactions totaling 2,125 million and comprising of 

USD 197,504 million cash withdraws by the end of 2019. By 2020, there was a decline in 

ATMs’ number, ATM transactions, and cash withdraws to reach 18,299, USD 1.7 million, 

and USD 167,70 million, respectively. 

Moreover, there was significant growth in the number of POSs; it stood at 225,372 in 2015 

and jumped to 721,060 at the end of 2020, increasing by approximately 320%. The total 

number of POSs transactions is 2.8 billion, increasing by 175% from the previous year and 
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around 722% from the average of the last six years (2015-2020), with sales totaling USD 

95.28 billion. The increase in the total amount of POS transactions may reflect an implication 

of rapid economic growth in KSA (SAMA 2020c). The increased rates in ATM cards and the 

transactions through POS terminals and ATMs reflect their expansion within the retail sector. 

It also shows the customers’ notwithstanding in the modern banking technology. The Saudi 

banking system and database technologies underwent significant changes and are now 

considered one of the world’s most secure systems (SAMA 2016). Besides, the number of 

cards in circulation increased by around 41% from 2015 to 34.34 million by the end of 2020.  

2.5.7.7 Branches  

The number of branches operating in the Saudi banking market improved with an 

approximate increase of 5% for 2015 and 2019; branches increased from 1,976  in 2015 to 

2,076. Banks opened 12 new branches in 2019, an average of one per month. However, this 

number decreased to reach 2,014 branches by the end of 2020. The distribution of these 

branches included all regions, with the majority being in Riyadh, the capital city, followed by 

Makkah and then the Eastern region (See Table 2.6). 

Table 2.6: Number of Branches, ATMs, Cards, and POSs (2015 to 2020). 

Source: SAMA (2021).  *M = Million.  

 

2.5.8 Challenges to Saudi Banking Market 

Although the banking market in KSA has undergone significant developments and evolution 

over the years, banks are likely to face some challenges, especially with fluctuations in the oil 

price (KPMG 2020a). It is not easy for the Saudi banks that comprise the most significant 

portion of the financial system to diversify their credit portfolios.  

The impact of COVID-19 on the worldwide economy and financial sectors is still 

unpredictable. However, in the case of KSA, SAMA has released significant measures and 

guidelines for financial institutions and banks in response to this pandemic. SAMA 

introduced the “Privet Sector Financing Support Program”, which aims to support financial 

Years 2015 2016 2017 2018 2019 2020 

Branches 1,976 2,029 2,069 2,064 2,076 2014 

ATMs 17,223 17,887 18,333 18,685 18,882 18,299 

Cards 22.4 M* 24.6 M 28.4 M 28.55 M 31.54 M 34.34 M 

POSs 225,372 276,827 303,464 351,645 438,618 721,060 
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stability and support private businesses with a total value of approximately USD 13.3 billion 

(KPMG 2020b). This action seems to show positive to overcome the economic impacts of the 

pandemic. It forecast that the Saudi banking market would stay profitable in 2021 through the 

banks’ capacity to absorb this stress (S&PGR 2020).  

Another challenge is that the ownership of bank equities is concentrated with a limited 

number of wealthy families. This causes weaknesses in the banking market, as those families 

seek to protect their interests by refusing to engage in aggressive or risky ventures, thus 

curtailing the baking market’s growth. Furthermore, they are incapable of rescuing the bank 

in times of crisis. Another operational risk occurs when individuals from these families hold 

influential positions and use these positions to benefit the family and not other shareholders 

in the venture. 

With the liberalization of the Saudi banking market, restrictions eased, and the industry 

deregulated, allowing many foreign banks to expand and operate in the country in full 

compliance with international banking standards. However, the downside of this 

liberalisation was that Saudi commercial banks faced tougher competition in the market. 

Despite the challenges in the Saudi banking market, it forecast that the Saudi banking 

industry would achieve strong growth and demand by 2030 as the economy steams ahead 

(BMI 2020). In 2019, the industry had total assets of USD 568.7 billion. This represents a 

“Compound Annual Growth Rate (CAGR)” of 6.7% during 2009-2019 (Al Jazira Capital 

2020).  

2.6 Summary 

This chapter provides an overview of KSA, its economy, and its financial system. It 

highlights the development of the banking market in the country. It showed how was the 

establishment and development of the Saudi banking market went through many changes and 

extraordinary beginnings. Over the last few decades, the Saudi banking market has achieved 

significant improvements under SAMA supervision. Several reforms are reinforcing SAMA’s 

regulation and supervision further. It has successfully surpassed difficulties and has improved 

into a dynamic, viable, and resilient market.  

Consequently, and as could be seen from the overview of the current chapter, the Saudi 

banking market has seen significant operating environment improvements, gaining an 
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average of double-digit growth in assets, loans, and deposits. The Saudi banking market has 

one of the most advanced banking systems in terms of efficiency of regulation and quality of 

services. It is the most profitable market after oil production.  

The next chapter will review the relevant theories and empirical studies (Literature Review) 

that are related to the aim’s objectives of this research to answer the research’s questions. 
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CHAPTER THREE 

LITERATURE REVIEW 

3.1 Introduction 

This chapter examines the relevant literature and empirical studies on foreign banks. The 

main focus is on the entry determinants of foreign banks. This chapter is divided into two 

sections. The first section investigates the determinants of the foreign banks’ entry decision, 

while the second section looks at the challenges and barriers that foreign banks face when 

entering the foreign markets. Each part includes certain principles related to the research 

topic and how they influence foreign banks entering any country, especially the KSA. 

3.2 Foreign Banks 

A foreign bank is any bank that operates in a foreign (host) country market (Hryckiewicz & 

Kowalewski 2010). There are different modes of entry strategies that foreign banks can 

choose when making decisions to enter a foreign market. Each mode has different strategic 

objectives, resources, activities, levels of control, and levels of involvement (Thompson & 

Strickland 2003). 

Studies such as those of Clarke et al. (2003) and Claessens and Van Horen (2014a, 2014b) 

considered that a bank is a foreign entity when 50% or more of its shares’ capital is owned by 

foreigners22. In the specific case of the KSA, a foreign bank refers to “a bank whose head 

office is located outside the Kingdom, whilst the branches thereof are located inside the 

Kingdom” (SAMA 2019a). Although a foreign bank can own shares in a domestic bank (less 

than 50%), the latter is not considered to be a foreign bank. Thus, the only strategy for these 

banks is to establish a branch in order to enter the Saudi banking market (SAMA 2019b). In 

the current study, the definition of foreign banks has been followed, as suggested by SAMA. 

A branch is a mode of entry that is not an independent legal entity and a fundamental aspect 

of the parent bank, which has to follow the same laws. In other words, it follows its home 

country’s law applying to all banking regulations (Bosch 2000, cited in Hurduc & Niţu 2011; 

 

22 This definition is mainly used in the foreign banking literature. 
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Wu et al. 2010). Peinado and Barber (2007) investigated the mode of entry in service firms 

and supported the notion that all liabilities and risks of a branch institution are directly the 

responsibility of the parent bank. Therefore, the failure of the parent bank implies the failure 

of the branch. Legitimacy characterises the establishment of branches in most countries. 

However, the central bank of the host country is authorised to give permission for entry. In 

both the host country and at home, banking supervision is mandatory for branches of foreign 

banks (Hurduc & Nitu 2011).  

Figure 3.1 shows the diagram of relevant theories in which this study is grounded. 
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Figure 3.1: Theoretical and Conceptual Framework: The Determinants of Foreign Banks Entry. 

 

 

 

 

 

 

 

 

                                                                                               

The Internalization Theory [Buckley and Casson 1976] 

 
-Firms expand internationally when the benefits overtake the 

costs exploiting their knowledge such as marketing, technical, 

and managerial know-how. 

-Firms maximize their profits by investing in an imperfect 

market. 
 

 

 

Eclectic Paradigm [Dunning 1977] 

-Firm expansion in foreign direct investment business follows 

three factors:  

• Internalization advantages. 

• Ownership advantages. 

• Locational advantages. 
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hypothesis/ Defensive 

Expansion [Grubel 1977] 
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3.3 Part A: The Determinants of Foreign Bank Entry 

3.3.1 Theoretical Literature on the Determinants of Foreign Bank Entry 

Most empirical studies and contributions on foreign banks have their roots in the Foreign 

Direct Investment (FDI) and Multinational National Enterprise (MNE) theories. In the 

banking industry, several theories and paradigms are applied and examined as to why banks 

go abroad. The “Internalization Theory” and “Eclectic Paradigm” are two of the main 

academic theories that have been applied to the study of foreign banks to explain the 

determinants for entering a suitable host country (Kim 2010; Rajan & Gopalan 2014). There 

have been some arguments in the literature on which theory is the best for understanding the 

entry determinants of foreign banks; however, this is unsettled. According to Williams (1997) 

and Curry et al. (2003), each theory provides substantial emphasis on the themes when 

entering and operating in a foreign country.  

Rajan and Gopalan (2014) stated other theories derived from “Internalization Theory” and 

“Eclectic Paradigm” can be applied to multinational banking. These are including “Defensive 

Expansion,” which is also known as the “Follow-the-Customers” hypothesis, and 

“Comparative Advantage”. Although studying the foreign banks has been considered in the 

literature as a branch of FDI and MNE study, Graham and Krugman (1994) contended that, 

unlike other industries, the banking industry has a different FDI pattern. It is imperative for 

empirical evidence and theory to be validly connected by using empirical results to make the 

correct inferences. 

3.3.1.1 The Internalization Theory 

The internalization theory is a general theory that provides insights regarding FDI 

motivations and accounts for Multinational National Companies’ (MNCs) growth. This 

theory was developed by Buckley and Casson (1976) and Hennart (1982) and then refined by 

Casson (1983). This theory seeks to analyze the behavior of international business (Rugman 

& Collinson 2012). Both Hennart (1982) and Buckley (1988), in their work using 

internalisation theory, posit that a firm’s internalization happens only when the firm notices 

that the benefits have overtaken the costs. Thus, the firms internalize the foreign market in 

order to maximize profit (Buckley & Casson 2020) by exploiting their knowledge, such as 

marketing, technical, and managerial know-how (Buckley & Casson 1991; Geroski & Casson 
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1987). To benefit significantly from this internal knowledge advantage, firms should expand 

to environments that are equivalent to the home environments because the skills need to be 

suitable for transacting businesses in similar climates (Buckley & Casson 1991). 

Buckley and Casson (1991) suggested that high transaction costs imply high uncertainty and 

market risk. Thus, the ideal option will involve undertaking FDI (operational 

internationalization). This theory accounts for FDI in terms of recognizing technology and 

intermediate inputs. They shifted the international investment theory’s emphasis from FDI 

economic-specific factors to firm-specific and industry-specific FDI determinants (Nayak & 

Choudhary 2014). According to Rugman and Verbeke (1992) and Rugman (2003), 

internalization theory demonstrates the interactions between internal knowledge and external 

environmental flows between subsidiaries of the MNE parent firm. They stated that the nexus 

for strategic managerial decisions in international business is developed from the interaction 

between internal MNE firm-specific advantages and external country-specific advantages.  

According to Chawla and Rohra (2015), internalization theory claims that firms maximize 

their profits by investing in an imperfect market, which motivates them to use their 

“monopolistic” advantage. Also, the creation of MNCs around the world could be attributed 

to market internationalization.  

Several studies have used this theory to explain the determinants of foreign banks’ entry into 

other markets. These studies include Qian and Delios (2008) in the case of Japanese banks 

entry into foreign markets, Fotopoulos et al. (2011) in the case of Greek banks entry into 

different economies in South-Eastern Europe (SEE)23, Gulamhussen (2009), and 

Gulamhussen (2012) in the case of different home countries banks24, Fotopoulos et al. (2013) 

in the case of Greek banks entry into different countries in SEE, and others. 

3.3.1.2 Eclectic Paradigm 

The Eclectic Paradigm was introduced by Dunning (1977)25 and then extended by Gray and 

Gray (1981). It has been long supported by numerous other scholars. This theory has been 

 

23 SEE including Albania, Bulgaria, FYROM, Romania and Serbia. 
24 Theses home countries including Australia, Brazil, Canada, Japan, Switzerland, United States, and Western Europe 
25 He referred to “Industrial Organization Theory”, “Location Theory”, and “Internalization Theory”, and then proposed the 

concept known as “Eclectic Theory”. 
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used as a theoretical framework in order to explain the why, how, and where of international 

expansion (Dunning 1993).  

Dunning (1977) argued that the internalization theory is significant, but it clarifies only one 

part of the FDI flows. However, the eclectic theory emphasizes that firm expansion in the 

FDI business follows three fundamental factors: the ownership advantages of a firm (O), the 

locational advantages of a market (L), and the firm’s internalization advantages (I). The 

eclectic theory is also known as the OLI paradigm (Agarwal & Ramaswami 1992; Choo & 

Mazzarol 2001). 

The ownership advantages of foreign operations are evident in different aspects of tangible 

and intangible assets. They are known as monopoly advantages or competitive advantages 

(Dunning 1988). These advantages include knowledge, capital, trademarks, patented 

technology, firm management, skills, size of the parent company, international experience, 

and economics of scale and scope. Ownership advantage explains why some firms expand 

abroad, but others do not (Galan & Gonzalez-Benito 2001; Loetti- Gillies 2007). Dunning 

(2000) demonstrated that the greater the ownership advantages of the investing firms are 

compared to other firms, the more they can be expected to be able to increase or engage in 

foreign production. The reasons for this are that firms exploit their advantages in foreign 

markets and can subsequently transfer and avoid production and transaction costs in foreign 

locations and then save higher returns. 

The location advantage refers to the home and host country’s market characteristics that have 

country-specific advantages. In other words, these advantages help to explain where the firms 

invest abroad (Galan & Gonzalez-Benito 2001; Loetti- Gillies 2007). The critical factor that 

affects a firm’s decision to locate to a host country is that the move provides benefits and 

advantages that lead to more profits and business advantage (Buckley & Casson 2009; 

Rugman 2010). According to Dunning (1977), these advantages can be divided into: first, 

economic advantages such as the development of the host country’s economy, economic 

stability, market size, cost, production, telecommunications; second, political advantages, 

which refer to government policies that affect FDI flows such as import restrictions and tariff 

rates; and third, social advantages, which include cultural diversity, the distance between the 

homes and host markets. 
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However, for banks, Cho (1986) looked at the location advantages and organized them into 

five different types: (i) socioeconomic differences, (ii) bank nationality, (iii) different 

economic situations, (iv) effect of interest rate differences, and (v) regulatory frameworks. It 

is essential that the location advantage fit well between the firm’s strategy and the chosen 

market. Therefore, as this theory suggested that the firm advance their competitive ownership 

advantages in their home countries, and then transfers these advantages through foreign 

investments based on their valuation of location-specific advantages, and then internalises the 

ownership advantages. Williams (1997) argued that location advantages are essential; 

however, these are not sufficient reasons for the firm’s entry decision.  

The internalization advantages refer to how and why entry through FDI is used instead of 

another form (Galan & Gonzalez-Benito 2001; Loetti-Gillies 2007). These advantages 

illustrate whether markets are used by firms for organizing and coordinating activities or for 

working in the value-added chain to reduce the costs of transactions. Core competencies can 

be exploited and created by firms. A firm has a higher likelihood of engaging in foreign 

production strategies itself instead of licensing the right of doing so when internalized cross-

border intermediate product markets’ net benefits are greater (Dunning 2000). These 

advantages also refer to the informational advantages and access to local bases. Rather than 

license or sell their ownership benefits, firms prefer to exploit them through FDI, especially if 

the host country has high contractual risks. According to Cho (1986), internalization 

advantages for banks are divided into: (i) potentially reduced variability in earnings, (ii) 

improved information gathering networks, (iii) transfer pricing manipulation, (iv) efficient 

customer contacts, and (v) availability and costs of transferring funds in multinational banks. 

The internalization advantage refers to how the firm operates in a foreign market and the 

mode of entry into such a market.  

According to Galan and Gonzalez-Benito (2001), the determinant factors of FDI that support 

the Eclectic Paradigm are evident when successful multinational investments concurrently 

combine all these three factors: ownership, location, and internalization advantages. The 

international firm can design its affiliates and activities’ network in ways that maximize its 

growth and market share. OLI parameters differ from one country to another, and context is 

their main determinant, also reflecting the host country’s social, political, and economic 

characteristics. The opportunities and challenges that different countries offer to determine 

the production pattern and scope, as well as the firms’ business strategies and objectives. 
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However, Dunning (1977) argued that the FDI entry determinants could vary from one 

industry to another. Dunning (2001) also emphasised that “the purpose of the Eclectic 

Paradigm is not to offer a full explanation of all kinds of international production but rather to 

point to a methodology and to a generic set of variables which contain the ingredients 

necessary for any satisfactory explanation of particular types of foreign value-added activity”. 

OLI theory has been applied to the banking sector by Gray and Gray (1981) and 

Yannopoulus (1983). It has been supported and studied by subsequent empirical studies, 

including those of Tschoegl (1987) in the case of largest banks entry into foreign markets, 

Sagari (1992) in the case of USA banks’ entry decision,  Mutinelli and Piscitello (2001) in 

the case of Italian banks’ entry decision, Leung and Young (2005) in the case of foreign 

banks entry into Shanghai, Qian and Delios (2008) in the case of Japanese banks’ 

international expansion, Mariscal et al. (2012) in the case of foreign banks entry into Latin 

American countries, Gorshkov (2013) in the case of foreign banks entry into Russia, 

Fotopoulos et al. (2013) in the case of Greek banks entry into different countries in SEE, and 

among others. Nevertheless, no study using OLI theory for a specific case in the KSA, or 

indeed in any Islamic country, has yet been published. 

3.3.1.3 Defensive Expansion and “Follow-the-Customer” Hypothesis 

The concept of defensive expansion was initially introduced by Brimmer and Dahl (1975) 

and later expanded on by Grubel (1977) and Williams (1997). This is also known as the 

“Follow-the-Customer”26 hypothesis (Aliber 1984). This theory states that foreign banks go 

abroad to follow their customers for trade or investment opportunities. Therefore, if their 

customers expand abroad, they follow suit. This process is known as the gravitational pull 

effect (Rajan & Gopalan 2014). Two points are noted in this theory. One is to follow the 

customers for profit, while the second is to maintain customers’ loyalty. This theory supports 

that foreign banks not only follow corporate customers but even non-corporate ones 

(Esperança & Gulamhussen 2001).  

“Follow-the-Customer” hypothesis proponents mention the overwhelming significance of 

internalization advantages. They emphasized that motivation for following the customers is 

not only to make profits but also to avoid losing their customers by keeping competitors away 

 

26 For a comprehensive review of this theory, see Williams (2002). 
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from them (Williams 1998). In other words, foreign banks are attempting to defend and retain 

relationships with their customers. Furthermore, they are also acting out of understandable 

concern for their customers, who must bear the exchange expenses of changing banks 

(Williams 1998).  

According to Llewellyn (1996) and Williams (1997), this theory emphasized that the 

ownership of the home customers’ information is the crucial asset in the form of a “public” 

good that banks could exploit through FDI. In fact, there are substantial costs associated with 

learning a particular corporation’s banking requirements. This information could be used 

abroad at comparatively low marginal costs. Therefore, the bank’s long-term relationship 

with its customer is significant to the bank, and the bank is preparing to adjust its branches’ 

location mixes to react to any changing places of the customer’s investment. Williams )2002: 

132( stated that: “The central role of information in the defensive expansion hypothesis is 

consistent with both the eclectic and internalization approaches to the multinational 

enterprise”. 

According to Williams (1997) and Rajan and Gopalan (2014), the defensive expansion 

approach or “Follow-the-Customer” hypothesis is an application of internalization theory 

where existing information and contractual relationships form the rationale for a bank’s 

offshore investments. The internalization theory and the defensive expansion hypothesis have 

been integrated by several researchers (Williams 2002; Qian & Delios 2008). However, 

Rugman (2006: 79) perceived the defensive expansion hypothesis as “a subset of the theory 

of internalization, since the need for a multinational bank to exist to service the multinational 

enterprise would not arise in a world of perfect capital markets”, which has already 

anticipated mentioned integration.  

Many other studies on the foreign bank’s entry determinants examine the “Follow-the-

Customer” hypothesis, including those of Magri et al. (2005) in Italy, Gorshkov (2011), 

(2013), and (2017) in Russia, Chou and Shen (2014), Claessens and Van Horen (2014b) in 

several host counties, and among others. 
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3.3.1.4 Comparative Advantage Theory 

Comparative advantage theory27 seeks to explain why banks decide to enter foreign markets 

based on banks’ comparative advantage (Aliber 1976, 1984). The premise of this theory is 

that banks have comparative advantages in certain processes and products, for example, loans 

and deposits with attractive prices (interest rates) capitalizing on persistently large loan-

deposit spread differences across countries that, in turn, serve as a crucial multinational 

banking determinant. Because of their relatively higher profits, banks with a comparative 

edge on their products or goods and services will access the capital markets on increasingly 

favorable terms (Rajan & Gopalan 2014). Williams (1997) found that due to reduced costs, 

an increase in their market share would be accelerated by comparative advantage, thus 

resulting in more profits.  

Comparative advantage theory has also been used in several empirical studies that have 

examined the foreign banks’ entry determinants into international markets. Examples of these 

studies include those of Tschoegl (1987) in the case of largest banks entry, Fung et al. (2002) 

in the case of Australian banks, Van Horen (2007), and Claessens and Van Horen (2008) in 

the case of foreign banks in developing countries, Bouslama and Herve (2018) in the case of 

French banks, and others.  

3.3.2 Empirical Literature on Determinants of Foreign Bank Expansion  

Following previous theories, several empirical studies have been done based on the different 

theories’ frameworks. There is a vast amount of literature on foreign banks’ entry into other 

countries. The literature finds that a number of factors influence a bank’s decision to expand 

into foreign markets. 

These factors can be grouped into two different points of view from both the host and/or the 

home country, including so-called pull and push factors (Albuquerque et al. 2002; Kraft 

2002). The former refers to a set of factors originating in the host country (sector feature) that 

are attractive to domestic markets. These include pursuing opportunities in the host country 

for profit, economic growth, fewer regulatory restrictions on foreign participation in a host 

country, and so on. The push factor applies to the home country (sector characteristics). In the 

 

27 According to Maneschi (1998), David Ricardo (1817) introduced this theory.  
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bank’s home country, there are specific financial and macroeconomic conditions, including 

market saturation such as home bank’s size, home financial development, and “Follow-the-

Customer”, and these push factors encourage a bank to expand abroad (Herrero & Simón 

2003; Gopalan 2015a;). In addition, a push factor can be related to the banks’ characteristics. 

These characteristics are noted in the literature (Berger et al. 2000; Cerrutti et al. 2007; Cull 

& Peria 2010) as follows: (i) banks’ size; (ii) international experience; (iii) banks’ ability to 

seek new markets and growth opportunities; and (iv) characteristics of banks’ decision-

makers to steer towards a foreign expansion strategy.  

It has been argued (Heather 2003; Van Horen 2007; Claessens & Van Haron 2008) that 

foreign banks enter new markets in order to seek competitive advantages in less efficient 

markets. These advantages are profit, growth, new customers, capturing customer trends, and 

procuring business from a multinational citizenry (Miller & Parkhe 1998; Uiboupin 2005; 

Suechting 2007). Some studies expect foreign banks to have comparative advantages, and 

these are usually related but not limited to the brand name, advanced technologies, innovative 

products, better access to an educated labour force, and superior management methods and 

quality (Guillén & Tschoegl, 1999; Tschoegl 2001).  

Furthermore, it is important for the banks to consider the distance between home and host 

country as a factor when it decides whether to enter another nation (Cerqueiro et al. 2009; 

Hryckiewicz & Kowalewski 2010; Wu et al. 2010; Cleasenss & Van Horen 2014b; Brei & 

Von Peter 2018). This includes geographical, language, and cultural distance. The ownership 

advantages of foreign banks such as size and level of experience can be significant factors 

that encourage the bank to operate internationally (Focarelli & Pozzolo 2000; 2001; 2005; 

Herrero & Simon 2003; Tschoegl 2003; Buch & Lipponer 2004, 2007; Cerrutti et al. 2007; 

Birindelli & Del Prete 2010; Fotopoulos et al. 2013; Temesvary 2014; 2015; Belaounia et al. 

2016). 

In the specific case of the current research, the entry factors can be divided into four 

categories: (i)  “Following-the-Customer”; (ii) the host country market characteristic; (iii) the 

parent bank’s characteristics; and (iv) distance. Below, a review of the determinants of 

foreign banks’ entry into a foreign market is provided. 
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3.3.2.1 “Follow-the-Customer” Hypothesis 

The “Follow-the-Customer” hypothesis is one of the most widespread concepts of why 

foreign banks enter other markets. It is considered to be part of a conventional hypothesis 

(Sabi 1995). Some studies investigate the presence of foreign banks from a single host or 

home country viewpoint. Several research projects conducted on the United States of 

America (USA) have looked at foreign banks operating in that country (Grosse & Goldberg 

1991; Goldberg & Grosse 1994; Seth 1998), and at American banks that expanded 

internationally to follow their customers (Miller & Parkhe 1998; Sagari 1992). Evidence from 

Russia (Gorshkov 2013; Gorshkov 2017), Europe (Buch 2000; Mutinelli & Piscitello 2001; 

Wezel 2004; Magri et al. 2005), and Japan (Yamori 1998; Qian & Delios 2008) also supports 

the customer-following motives. Many studies have tested this argument from varied multi-

home and host countries’ perspectives (Moshirian 2001; Voinea & Mihaescu 2006; Chou & 

Shen 2014; Claessens & Van Horen 2014b). 

“Follow-the-customer” can be described as “Follow the customer strategy”, which is the main 

push factor for foreign banks’ entry into foreign markets (Qian & Delios 2008; Zamberi 

Ahmad 2013; Chou & Shen 2014). De Bonis et al. (2015) agreed that there are greater 

benefits in following customers abroad, for instance, when there is the consolidation of the 

banking relationship over time, and the bank is the main bank of the customer. For many 

Japanese banks, the “Follow-the-Customer” strategy is particularly typical. Deloitte (2014) 

looked at international expansion opportunities for emerging market-based banks and found 

the decision of Mitsubishi UFJ Financial Group (UFJ FG)28 to follow its customers into other 

markets was one of the main factors leading to the success of its expansion. In addition, 

Gorshkov (2011) found that the main goal of the operation of UFJ FG and Mizuho 

Corporation in the Russian market was to deliver full support to Japanese companies to 

facilitate investments in big projects. 

This hypothesis seems to have significant importance in developed countries but less 

important in developing countries (Clarke et al. 2001a; Hryckiewicz & Kowalewski 2010). It 

may reflect the concept that foreign banks are indeed interested to invest in developing 

 

28 According to 1000 World Banks Rating (2013), UFJ FG is the largest bank in Japan, and it is the second largest bank in 

the world. It also expands into more 40 countries around the world including the developed and developing once. 

http://www.sciencedirect.com.ezproxy.library.uq.edu.au/science/article/pii/S1057521913000707#bb0245
http://www.sciencedirect.com.ezproxy.library.uq.edu.au/science/article/pii/S1057521913000707#bb0385
http://www.sciencedirect.com.ezproxy.library.uq.edu.au/science/article/pii/S1057521913000707#bb9300
http://www.sciencedirect.com.ezproxy.library.uq.edu.au/science/article/pii/S1057521913000707#bb0110
http://www.sciencedirect.com.ezproxy.library.uq.edu.au/science/article/pii/S1057521913000707#bb0360
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countries for different reasons such as to exploit opportunities. This will be examined later on 

in the thesis.  

The “Follow-the-Customer” hypothesis has led to disagreements in theorizing on foreign 

banks’ expansion (Williams 2002). While many researchers have supported this hypothesis, 

others have not. Some researchers, for example, Fotopoulos et al. (2011), have claimed that 

this hypothesis by itself is not sufficient to give an overall explanation of foreign banks going 

international. A study by Badulescu and Badulescu (2008) examined the motivation of 

foreign banks’ entry into Central and Eastern Europe (CEE) and found that following 

customers from the banks’ home countries was not a reason for entry anymore. 

Following customers is a key first step before full immersion in a foreign market. However, 

this motivation can change over time. A study by Hryckiewicz and Kowalewski (2010) to 

examine the expansion of OECD banks into the Czech Republic, Hungary, Poland, and 

Slovakia from 1994 to 2004 found that the initial stages of the transition process were 

characterized by customers being followed by foreign banks, but afterward, this variable’s 

significance disappeared. Lee (2003) stated there was a substantial involvement of many 

foreign banks entering South Korea after the Asian Financial Crisis of 1997-98, but this was 

determined by other factors, such as financial sector development and local economic growth. 

However, before the crisis, following their customers was a significant motivating factor. 

Qian and Delios (2008), Badulescu and Badulescu (2008), and Gorshkov (2017) argued that 

the determinants of foreign banks changed during that time. 

It is argued that foreign banks seek to internationally expand because they want access to 

each country’s local consumers. This occurrence could be attributed to the fact that several 

products that the bank offers are superior to their competitors or because certain foreign 

financial market segments do not have any competition. This is known as the “New 

Customers Base Strategy”, and some studies state that it ensures there will be some 

customers base in the new country as they serve the old customers, and this might be 

important when entering a new market (Williams 2002; Uiboupin 2005; Hope & Hu 2006; 

Claessens and Van Horen 2007; Meng 2009; Zamberi Ahmad 2013; Li 2018).  

There are some who argue that foreign banks expanded into the foreign market to follow their 

competitors. Li & Guisinger (1992) and Mutinelli & Piscitello (2001) argued that service 

MNEs, including banks, follow their competitors abroad as a defensive strategy. This 
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happens as the banks do not wish to lose their market share and competitive position in their 

home markets (Uiboupin 2005; Casu et al. 2006). This is known as the “Follow your Leader 

Strategy”, when one bank decides to enter a foreign country, even if it does not have 

customers there. It influences the other markets in merely following its competitors, who 

were the first entrants into that market. An oligopolistic structure commonly characterizes the 

“Follow-the-Leader Strategy”.  

In some instances, the activities of one’s competitor could be countered through foreign entry 

decisions. Claessens and Van Horen (2014b) concluded that a foreign entry decision is 

sometimes the main reaction to a competitor’s activities. Numerous empirical studies support 

this as a determinant factor. Buch and Lipponer (2004), for example, examined the FDI of 

German banks from 1997 to 2000 and reported on markets in which other German banks 

operated; they found German banks were more active. Ekman et al. (2014) also described the 

foreign banks as “mimetic”, as they follow their “competitors” to gain capital and/or funding. 

Cardone et al. (2003), in their study on Spanish banks that operated in foreign markets, also 

found that they were following their competitors. Claessens and Van Horen (2014b) argued 

that most studies that examined the entry determinants of foreign banks did not consider other 

investors’ competition. They emphasized that decisions pertaining to the location are not 

made in isolation by individual banks. Individual banks consider the decisions of other 

competing banks that also seek to extend their business overseas before they decide to invest 

in a specific host country.  

In order to examine this hypothesis, most empirical research has analysed the relationship 

between the expansion of foreign banks and corporate customers; however, more evidence on 

the non-corporate customers is needed. 

3.3.2.1.1 Corporate Customers  

Most studies have focused on their investigations into certain corporate customers wherein a 

foreign bank is linked to bilateral trade and non-financial FDI measurement. Empirical 

studies on the determinants of foreign banks entering a foreign country indicate that foreign 

bank’s expansion is linked with the degree of bilateral trade that exists (Van Horen 2007; 

Ferri & Pozzolo 2009; Fotopoulos & Louri 2011; Poelhekke 2015; Massand & Gopalakrishna 

2017). The pull nature regarding foreign banks operating in a specific country was studied by 

Grosse and Goldber (1991), Brealey and Kaplanis (1996),  Williams (1997), Yamori (1998), 
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Buch (2000), Clarke et al. (2001a), Clarke et al. (2001b), and Magri et al. (2005). They noted 

that foreign direct investment in banking is related to the trade activities of two countries.  

Many studies have found that bilateral investment increased when the host and home 

countries are culturally, geographically, and/or institutionally close and have comparable 

levels of development and sized economies (Cardenas et al. 2003; Berger et al. 2004; 

Focarelli & Pozzolo 2005; Galindo et al. 2011). A study by Chou and Shen (2014) using 

cross-country data from 20 host countries and 33 home countries from 1996 to 2008 

examined foreign bank expansions. The study found that more trading between the host and 

home countries encouraged banks to enter foreign markets and supports the notion that banks 

follow their corporate customers29. 

Although a large number of empirical studies agree that bilateral investment significantly 

supports the entry of banks into other markets, some studies have found no significant 

relationship between them. For instance, bilateral investment negatively affected the foreign 

banks’ activities in the USA (Miller & Parkhe 1998), in Central Europe (Hryckiewicz & 

Kowalewski 2008; 2010), in the Latin American countries (Marsical et al. 2012), 

multinational German banks (Wezel 2004), in Turkey (Bumin 2017), and foreign banks in 

South East Asia (Molyneux et al. 2013)30.  

Several studies have found a link between foreign banks’ involvement and the level of non-

financial FDI in the home and host countries. For instance, Moshirian (2001) found that non-

financial FDI is one of the critical determinants of foreign investment in banking in the USA, 

UK, and Germany. Studies such as those of Buch (2000) and Wezel (2004) found significant 

associations between the operations of German banks in foreign markets and the level of 

German non-financial FDI in those host countries. However, a study by Mariscal et al. 

(2012), which studied FDI in banking in Latin American countries during the period 1995 to 

2008, found trade had a negative but also insignificant relationship with banking FDI. 

Therefore, the “following-the-customers” strategy did not find support in Latin American 

countries. Consequently, foreign banks that expand into the Saudi banking sector may 

 

29 This study examined corporate and non-corporate customers. They found that supporting to follow the customer 

(corporate and non-corporate customers) when the income not distinguished. Nevertheless, banks do not follow them when it 

comes from developed countries however, they do when they from developing ones. 
30 This study examines the entry of foreign banks in different Southeast Asian countries including Indonesia, Malaysia, 

Philippines, Thailand, and Vietnam from 1998 to 2004. 
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consider “following the corporate customer” as an important determinant when deciding to 

enter this market. 

3.3.2.1.2 Non-Corporate Customers 

Some of the prior studies found that non-corporate customers are an essential factor that 

determines foreign banks’ expansion. Chou and Shen (2014) argued that this was due to the 

difficulties of collecting data from non-corporate customers. These customers refer to the 

labour force where people want to gain better work opportunities and wages elsewhere. 

Usually, they come from “low-wage” countries and go to “high-wage” countries. Those 

workers need to remit to their home countries. Chou and Shen (2014) concluded that such 

banks might not be familiar with the host country’s language, which makes higher demands 

for banks from their home country to venture abroad and establish in the host country. 

Some empirical studies found support for the “following the non-corporate customers” 

argument. A study done by Esperanca and Gulamhussen (2001) found an association between 

non-corporate and foreign banks’ entry in the USA31. They found that offices exemplify long-

term presence and more tangibility when foreign banks opt to follow their non-corporate 

customers. Chou and Shen (2014) also found, through an analysis of international labour 

migration, that non-corporate customers were positively correlated with the foreign bank 

entry decision. This result is supported by Ma and Pozo (2012), who examined the effect of 

labour migration on the entry of foreign banks in 30 countries from Latin America and Asia. 

Chou and Chung-Hua (2009) also investigated the “Follow-the-Customer” hypothesis, 

discovering that foreign banks entered the Taiwan market to follow corporate and non-

corporate customers.  

Rajan and Gopalan (2014) argued that while there was significant support in most studies 

employing the “Follow-the-Customer” hypothesis to explain the motivational factors of 

foreign banks’ expansion, the results may have been determined using insufficient proxies. 

Thus, both sets of customers (corporate and non-corporate) are central to foreign banks’ 

relocation entry decisions. Consequently, it is essential to examine corporate and non-

corporate as determinants of foreign banks’ entry into the Saudi banking market. 

 

31 In order to examine non-corporate customers, he used the number of “immigrants” and “non-citizen permanent residents” 

in the USA as a proxy for “non-corporate” customers. 
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3.3.2.2 Host Market Characteristics (Location Advantage) 

Host market characteristics and macroeconomic conditions are the main factors that attract 

foreign banks to the presence in international markets. Based on the Eclectic Paradigm, this 

can be considered as a location advantage. Many studies have considered host market 

characteristics as pull factors that reflect the profit and return opportunities in the host 

country and diversification of the means by which foreign banks earn their profits (Weller & 

Scher 2001; Cull & Peria 2010; Hryckiewicz & Kowalewski 2010; Ekman et al. 2014;). 

Fotopoulos et al. (2011) and (2013) emphasized that the location advantages better explain 

the Greek banks’ entry decisions. 

This is also known as the “market seeking strategy”. This strategy is supported by Uiboupin 

(2005), Charalambos (2007), and Gorshkov (2015). This strategy has been a key approach for 

foreign banks’ entry into many developing and transition countries, as these countries have 

high growth potential, less developed domestic banks, and higher returns (Majnon et al. 

2003). The market characteristic is related to several sub-factors of the host country: 

economic growth, size of the banking market, country risk, country’s regulations, and 

exchange rate. New markets deliver opportunities for foreign banks to participate, expand and 

obtain economies of scope. 

 

3.3.2.2.1 Economic Growth and Profit Opportunities of the Host Country 

Economic growth identified in the literature constitutes another determinant of foreign banks’ 

entry. Empirical studies have concluded that the economic growth of a host country is 

correlated with profit opportunities in the destination country, such as a more stable economic 

environment, a higher expected rate of economic growth, and banks’ inefficiency. All of 

these may be a significant determinant for banks to expand abroad (De Paula 2002; Buch & 

DeLong 2004; Hryckiewicz & Hryckiewicz 2008; Fotopoulos et al. 2011; Molyneux et al. 

2013). A study by Temesvary (2015) examined US banks’ entry into 83 different host 

countries between 2003 and 2013 and found that is a significant determinant of US banks to 

expand into entry decisions was to achieve profit. Buch (2000) noted that the expansion of 

banks abroad could be the result of seeking markets that are characterized by high levels of 

returns and growth.  
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Higher economic growth in the USA, the UK, and Germany markets has attracted foreign 

banks (Moshirian 2001; Magri et al. 2005). These profit opportunities for foreign banks can 

be associated with a country’s GDP (Buch & Lipponer 2004, 2007), GDP growth (Shen & 

Lin 2011), GNP (Claessens et al. 2000; Focarelli & Pozzolo 2000, 2005), Per Capita GDP 

(PER GDP) (Buch 2000), financial depth (Focarelli & Pozzolo 2000), tax rate (Cerutti et al. 

2007; Tsai et al. 2011; Belaounia et al. 2016), and interest rate (Miller & Prakhe 1998; Buch 

2000; Magri 2005; Voinea & Mihaescu 2006). The involvement of foreign banks in the USA, 

for instance, was positively associated with high levels of GNP and GNP per capita 

(Goldberg & Johnson 1990). Claessens et al. (2000) examined foreign banks’ presence in 80 

different countries between 1988 and 1995. They found that foreign markets with high per 

capita income and low taxes were positively correlated to foreign banks’ expansion. Huizinga 

et al. (2014) reported that the tax structure of the host country influences banking FDI. A 

study by Merz et al. (2017) on the impact of corporate taxation and regulatory requirements 

on the location of financial services emphasized that limited studies are examining the effect 

of taxes on financial services on the level of FDI. 

Focarelli and Pozzolo (2003) found that the inflation rate decreased the attractiveness of a 

foreign market; however, Buch and Lipponer (2004) found there was no significant influence 

on inflation when German banks enter another market. Also, Wezel (2004) found the GDP 

not to be a significant factor. However, on another matter, there is evidence that foreign 

banks expand abroad searching for profits not only in developed countries but also in 

developing and emerging economies (Williams 1997; Miller & Parkhe 1998; Claessens et al. 

2000; Clarke et al. 2003; Uiboupin 2005). Liuhto et al. (2006) argued that entry into 

emerging markets for foreign banks is enhanced through the great opportunities offered by 

economic liberalisation. A study by Van Horen (2007) found that, unlike in low-income 

countries, developing countries enjoy a more substantial presence of foreign banks regarding 

the size of assets and the number of bank branches. Clarke et al. (2001a) also found that 

foreign banks usually seek to enter transitioning and/or emerging market countries to take 

advantage of new growth opportunities. However, Focarelli and Pozzollo (2001) emphasized 

that there are drawbacks in emerging economies in the form of undeveloped systems, low 

banking efficiency, and high demand for services.  

These markets can be taken advantage of by foreign banks. Claessens et al. (2001) argued 

that, in developing countries, domestic banks are often weaker than foreign banks, which 
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confirms that foreign banks in these countries can respond to greater efficiency. 

Consequently, foreign banks are more interested in exploiting business opportunities in 

developing countries’ markets. However, a study by Birindelli and Del Prete (2010) found 

that Italian banks had a higher likelihood of remaining in wealthier and larger countries and 

relevant to their business strategy. 

Regarding this, there is no specific indication that the foreign banks in the Middle East have 

focused on the investigation of location advantages. However, Belaounia et al. (2016) 

discovered that the Middle East region was ranked third highest in economic development 

after Asia and Eastern Europe. Hence, this could be the one determinant that encourages 

foreign banks to enter the Saudi banking market – a premise that this thesis will aim to 

explore. 

3.3.2.2.2 Size and Demand Conditions of the Host Country’s Banking Market 

A host country’s banking market size can be one of the determinants that foreign banks 

consider as a location-specific advantage when planning to expand abroad. King and Levine 

(1993) mentioned that the larger the host banking market’s size, the higher will be the level 

of development and the better prospects for development and growth of the market. 

Moreover, the higher the market growth prospects, the higher the attractiveness of the market, 

and the increased foreign bank volume. This element may reflect the economic growth and 

the profit opportunities in the host country.  

The importance of banking market size in the host country is a natural consideration when 

deciding to operate abroad (Clasesnse et al. 2000; Focarelli & Pozzolo 2005). For instance, 

Terrell (1979), Goldberg and Grosse (1994), and Clarke et al. (2001b), concluded there is a 

link between the host country’s banking market size and foreign bank entry. Grosse and 

Goldberg (1991), Moshirian (2001), Hryckiewicz and Kowalewski (2008) used the weighted 

sum of two different types of deposits32 held by the foreign banks in the host country as a 

proxy to measure the size of the foreign banking market and all three studies found this to be 

a significant factor for determining the foreign banks’ entry. A large market attracts foreign 

investors to participate in developing and transitioning economies where growth is foreseen. 

Also, Leung et al. (2008) found that foreign banks’ entry into South Korea and Hong Kong 

 

32 They used the weighted sum of “Time, Savings and Foreign Currency” deposits, and “Demand” deposits. 
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was correlated to growth in the local banking sector. However, Mariscal et al. (2012) did not 

find a significant association between the host country’s banking size and foreign bank 

entry33. 

Furthermore, the demand conditions in the host country positively affect foreign banks’ entry 

decisions. In theory, the larger the bank market, the more customers, and the more attractive 

the market is. The population size also determines the market size (Magri et al. 2005). Due to 

the likelihood of a greater business volume that can be tapped into, highly populated 

countries are very attractive. Ma and Pozo (2012), for instance, found that the population size 

of the host country positively influenced foreign banks’ entry into 30 Latin American and 

Asian countries. 

3.3.2.2.3 Host Country Risk  

Host country risk is an important factor in a bank’s long-term plan, as is determining the 

location. There is some evidence that reveals the host country risk effect on the probability of 

foreign banks’ entry (Fisher & Molyneux, 1996; Yamori 1998; Cetorelli Goldberg 2006; 

Hryckiewicz & Hryckiewicz 2008; Cerutti et al. 2012; Buch et al. 2014). The risk in a host 

country includes economic stability and political risk. Overall, a less risky country will attract 

more banks. 

The level of economic stability can reflect the level of environmental uncertainty and country 

risk. Studies have shown that macroeconomic instability is increased by the host country’s 

economic risk (Buch & Lipponer 2007; Cerrutti et al. 2007; Luiz & Charalambous 2009). 

Carstensen and Toubal (2004) found that low levels of country risk in Central European 

countries can be attributed to their attractiveness. Belaounia et al. (2016) examined the 

determinants of 63 banks’ entry decisions in 18 different countries in 2004. They found an 

increasing country-risk throughout Southeast Asia reduced the likelihood of foreign-bank 

entry in them. Wezel (2004) argued that, unlike advanced economies, emerging markets still 

exhibit a greater likelihood of unprecedented economic downturns, regardless of their high 

macroeconomic stability. 

 

33 These countries were “Argentina, Brazil, Chile, Colombia, Mexico, Peru, and Venezuela”. They used total loans and 

stock-market capitalization as proxies to measure the market size. 
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Political risk  can also affect foreign banks’ expansion as it increases transaction costs. 

Micallef (1981) defined political risk as business environment discontinuities caused by 

political change and can affect a firm’s objectives or profits. This risk is the non-economic 

risk (Ciarrapico 1992). According to Moosa (2002), the level of political risk varies from 

country to country, and it is subject to change at any time.  

Political risk is highly correlated with foreign banks’ entry, such as economic development. 

Wezel (2004) focused on risk, where it is an important feature of emerging markets. He 

pointed out that a country with political and high economic risks becomes less attractive for 

German banks’ entry into a foreign market34. Moreover, a study done by Hamadou (2012) 

examined the foreign banks’ entry decisions using a sample of 63 banks in 25 foreign 

countries. It concluded that instability caused by political risk prevents foreign banks from 

establishing branches in foreign countries. 

The expansion of foreign banks from a country that has a higher risk than the host country 

can be explained by foreign banks embracing diversified activities through greater 

internationalization. De Paula (2002) and (2003) argued that high risk in the home country 

could push banks to invest in other markets to diversify their business. The concept of having 

a diversified portfolio across geographies is based on managing revenue as well as risk. 

According to Acharya et al. (2002), the geographical diversification of banks with low risks 

has a positive effect on the risk-return trade-off. However, Magri et al. (2005) found there no 

substantial impact of country-risk differences between the home and host countries with 

reference to entry likelihood. 

In the FDI literature, the entry decision into oil-exporting countries is always considered by 

decision-makers in terms of country risk (Hayakawa et al. 2013). Yazdanian (2014) 

investigated the determinants of FDI in oil-producing countries, finding that over-reliance on 

oil accounted for the failure of some countries to attract FDI. The explanation is that 

fluctuating prices of oil impact on essential needs, which in turn cause investors to lose trust 

in the host country. This leads to increased risk of business transactions and reduced FDI 

inflow.  

 

34 This result is also supported by Papi and Revoltella (2000) and Yamori (1998). 

http://www.sciencedirect.com.ezproxy.utas.edu.au/science/article/pii/S0301421516300489#bib29
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A study by Liu et al. (2016) examined the effect of fluctuation in the price of oil on the 

country’s risk (political, economic, and financial). They conducted a country risk rating of 

oil-exporting countries, and they found that Norway is the most stable country. At the same 

time, Australia, Brunei, Canada, Denmark, Kuwait, Oman, KSA, and UAE were relatively 

stable. Esmaiel and Hassan (2017) found that oil-exporting countries have the ability to 

attract more foreign direct investment. Consequently, KSA has certain economic risks since it 

is an oil-exporting country, which may or may not affect foreign banks’ entry decisions into 

the Saudi banking market.  

3.3.2.2.4 Currency Stability (Exchange Rate) 

Currency stability, in other words, the exchange rate, seems to be one of the market 

characteristics that can affect foreign banks’ decisions to expand abroad (Buch 2000; Cerutti 

et al. 2007; Tsai et al. 2011). Wezel (2004:17) stated that “a high degree of exchange rate 

volatility renders forecasting of expected returns subject to greater uncertainty and may lead 

investors to require a higher rate of return in compensation for taking on higher risk”. The 

argument on the effects of the exchange rate on foreign banks is that fluctuation in the 

exchange rates leads to fluctuation in the business’s costs and revenues. In other words, 

exchange rates impact the bank’s profitability and debt burdens, which influence investment 

decisions. 

In the opinion of Moshirian (2001), the volatility of the exchange rate matters for foreign 

banks. Some empirical studies have found that fluctuation in the exchange rate is negatively 

correlated with foreign bank expansion (Goldberg & Johnson 1990; Budzeika 1991; Merz et 

al. 2017). Hryckiewicz and Kowalewski (2008), for example, found there is a negative 

association between the exchange rate and the participation of foreign banks in Central 

Europe, so it is considered highly significant. However, Wezel (2004)35 examined the 

volatility of the exchange rate by using the real bilateral exchange rate as a proxy to examine 

the country’s economic risk. He found that the volatility of the real exchange rate was clearly 

insignificant in the case of German banks that tend to invest abroad.  

In the case of the KSA, the currency (Saudi Riyal) is pegged to the USD and has been fixed 

rate of SAR 3.7450 per one USD since 1986. This was done to avoid the fluctuation in the 

 

35 He investigated the locational decision factors of multinational German banks from 1994 to 2001. 
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Saudi currency and help eliminate uncertainties in international transactions (Looney 2008). 

However, this may impact the foreign banks’ decisions to enter another country as it impacts 

their operations and profits.  

According to Alheji (2007), there are positive and negative effects of the exchange rate on 

foreign investment. In general, when increasing the exchange rate of the Saudi riyal, the 

value of the return on foreign investment would rise, especially for foreign banks whose 

investments are valued in US dollars. However, this would also raise the cost of doing 

business in the country. Indeed, it could be inferred that foreign banks benefit immensely 

when the US dollar value drops because this reduces the cost of doing business. Moreover, 

non-US-based investors often benefit the most from the differential in the exchange rate. 

Thus, this element can be one of the key determinants for foreign banks when making the 

decision to expand into the Saudi banking market. In fact, there seems to be no evidence that 

the currency pegging of the host country to the particular currency influences foreign banks’ 

entry decisions.  

3.3.2.2.5 Host Country’s Regulations 

The framework of a host country’s regulatory policies constitutes another determinant for the 

preference of location, especially in the banking sector, as it is a highly regulated industry 

(Aliber 1984; Hultman & McGee 1989). Focarelli and Pozzolo (2005) argued that this 

regulatory framework is considered a stronger determinant of banks’ expansion abroad 

compared to host market profit opportunities. The structure and leniency of regulations are 

attractive to foreign banks seeking to expand into new countries. Goldberg and Johnson 

(1990) and Nigh et al. (1986) demonstrated that restrictions on foreign banks’ entry 

significantly decrease the degree of internationalization. 

Generally, banking regulations mostly emphasize the requirements of capital and the variety 

of different activities they prescribe for banks. Several empirical studies have confirmed that 

foreign banks participate more in markets that have fewer regulatory constraints on the level 

of their activities (Galindo et al. 2011;  Fotopoulos et al. 2013; Cho & Shen 2014; Massand & 

Gopalakrishna 2017)36. Birindelli and Del Prete (2010) found that regulatory restrictions lead 

 

36 This is also supported by Berger et al. (2000); Barth et al. (2002); Buch (2003); Focarelli and Pozzolo (2003); Rossi and 

Volpin (2004);  Buch and De Long (2004); Buch and Lipponer (2004), (2007); Magri et al. (2005); Cerutti et al. (2007);and 

Bertus et al. (2008). 
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to discouraging Italian banks’ entry decision, a conclusion also reached by Claessens and Van 

Horen (2008) and Merz et al. (2017), who asserted that market entry is positively affected by 

key factors that include relaxed entry restrictions.  

However, according to the World Bank (2017), lax supervision and weak regulations do not 

attract foreign banks because the risks associated with regulation arbitrage are high. On the 

other hand, Clarke et al. (2003) found that in developing countries, the participation of 

foreign banks is limited by the protection accorded to inefficient local banks, banking 

industry competition limits, and foreign banking investment restrictions. 

Different sets of findings were reported in a cross-country study by Bertus et al. (2008), 

which covered 153 countries and used survey data that Barth et al. (2006) collected in 2003 

and 2004. To investigate the specific characteristics of a policy that impacts foreign bank 

decisions to do business in another foreign country. Bertus et al. (2008) investigated the 

correlation between three Basel II pillars (market discipline, supervisory oversight, and 

capital regulatory oversight) and foreign bank ownership. They reported that a negative 

correlation existed between foreign ownership and a country’s market discipline level based 

on the monitoring level. Still, they reported no correlation between supervisory oversight and 

capital regulatory oversight. In addition, a study by Miller and Parkhe (1998) stated that the 

agreement on the requirements of the Basel Accord’s risk-adjusted capital in the host country 

has negatively impacted on US banks’ expansion, with reduced profit opportunities attributed 

to it. 

Several studies have found that differences in the legal system and potential regulations 

between banks in the home and the host country associated with the entry decision of foreign 

banks (Outreville 2007; Galindo et al. 2011; Fotopoulos et al. 2013; Cho & Shen 201437). In 

addition, Boot (1999) argued that the preference of governments is to have domestic 

ownership of all the large banks in their countries. Thus, it would be more challenging for 

foreign banks to make a successful entry into markets that are highly concentrated, such as 

the Saudi banking market. Therefore, consistent with the foregoing discussion, the entry of 

foreign banks has instrumentally been influenced by the regulatory environment. It is also 

 

37 Cho and Shen (2014) used the mean of all six indicators including “political stability, regulatory quality, rule of law, voice 

and accountability, control of corruption, and government effectiveness”. 
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important to discover this aspect in Islamic countries, such as the KSA, the focus of this 

thesis. 

3.3.2.3 Parent Banks Characteristics  

Parent banks’ characteristics are one of the push factors that motivate the entry of foreign 

banks in other countries. These characteristics include the bank size, its degree of 

internationalization, and its reputation. Herrero and Simon (2003) reviewed the determinants 

of FDI in the finance industry and concluded banks’ characteristics could reflect the level of 

operational efficiency. According to the Eclectic Paradigm, these factors reflect the 

ownership advantage of the banks where they enter a foreign market to use their domestic 

strengths at a low marginal cost. In other words, banks use these advantages to diversify their 

risk as well as profit. These factors are also related to competitive advantages. Overall, 

according to Gorshkov’s (2013) study, limited competitive advantages limit the banks’ choice 

of expansion to international markets.  

3.3.2.3.1 Bank Size  

The parent bank’s size is a significant factor in determining the investment decision to 

expand into a foreign market (Temesvary 2014, 2015)38. Williams (1996) (1998), for 

instance, provided evidence that the larger the bank’s size, is more likely to get a license in 

Australia. Elsewhere, Felici and Pagnini (2008) studied the foreign banks in the Italian 

banking market from 1991 to 2002 and noted that the entry decision appeared to involve 

skills that are typical of large and successful organizations. Gorshkov (2013) stated that large 

Russian banks had more opportunities to enter foreign financial markets. 

Ball and Tschoegl (1982) asserted that the large banks’ size would lead them to expand 

abroad compared to smaller ones. Berger et al. (2005) believed that this phenomenon resulted 

from larger banks having a better capacity to collect and act on crucial information. In 

addition, the size of banks is expected to determine the human resources and financial 

capacity required for absorbing significant costs that accompany foreign market entry and 

international development (Boubacar 2012; Belaouniaet al. 2016). Moreover, the importance 

 

38 This is also supported by Ursacki and Vertinsky (1992); Focarelli and Pozzolo (2000), (2001), (2005); Tschoegl (2003);  

Di Antonio et al. (2002);  Buch and Lipponer (2004), (2007); Cerrutti et al. (2007); Birindelli and Del Prete (2010). In order 

to examine the bank size, these studies used number of staff, the total assets, and / or number of branches as a proxy.  
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of size lies in the fact that it is required by foreign banks for successful competition with 

domestic banks and for the development of activities abroad (Blandón 1998). Berger et al. 

(1995) and Focarelli and Pozzolo (2001) found that risk diversification is possible for large 

banks; they have a unitary cost advantage, can more easily arrange deals compared to smaller 

banks, and have abundant resources. Gulamhussen et al. (2014) supported this and noted that 

additional costs and challenges prevent smaller banks from diversifying across borders. 

One strand supports the idea that larger banks are much more international in order to follow 

their customers (Clarke et al. 2003; Hryckiewicz & Kowalewski 2008). This debate believes 

that when a bank is large in its size, it is more likely to have more customers abroad (like 

multinational corporations), which increases the demand for banking services overseas. 

Consequently, there are more incentives for these banks to follow their customers in their 

foreign operations. According to Hryckiewicz and Kowalewski (2008), if this is the case, 

then following their customers may be more of a factor for foreign banks than comparative 

advantage. As stated by Focarelli and Pozzolo (2003), larger banks are more advanced and 

efficient. Consequently, they are more likely to expand abroad. However, other studies have 

found that bank size is not an important determinant of location choice (Fotopoulos et al. 

2011; Belaounia et al. 2016). Fotopoulos et al. (2011) concluded that the size of home banks 

did not significantly affect the decision of Greek banks to expand abroad. Buch et al. (2011) 

examined German banks’ participation in 63 foreign markets from 2002 to 2006 and found 

that not all the banks which expanded internationally were large; there were also a large 

number of small banks. Nonetheless, while these studies found the bank’s size is not a 

significant factor, there is less evidence that supports large bank size as an entry determinant.  

3.3.2.3.2 International Experience of Banks 

International experience refers to the degree of understanding about foreign countries and 

how parent banks understand the international environment, which is complex and turbulent 

(Brewer 2007). This is considered as an intangible asset that affects foreign banks’ entry 

decision. Studies found that the level of international experience is positively correlated with 

the foreign bank’s entry decision (Slager 2006; Felici & Pagnini 2008; Boubacar 2012; 

Temesvary 2015; Belaounia et al. 2016). Fotopoulos et al. (2011) and (2013) found that the 

level of Greek banks’ experience is also a determinant of their decision to move into South-

Eastern Europe. Di Antonio et al. (2003) emphasized that international experience by using 

the total number of countries a bank operates in as a proxy was significantly important for 



73 

banks to expand abroad. Leung et al. (2008) examined the foreign banks’ entry into Hong 

Kong and detected that the level of international experience slows down exit from the market 

and accelerates market entry decisions.  

Generally, foreign banks, like any FDI, do have to consider several risks, including economic 

risk, political risk, and financial risk. Seth et al. (1998) concluded that the ability to bear 

greater risk accounts for the decision to expand abroad for the most strong and experienced 

international banks. Errors in relationship management with local authorities, competitors, 

and customers or making inappropriate decisions by the parent bank might be attributed to 

limited international experience (Mutinelli & Piscitello 2001). Qian and Delios (2008), in 

their study, found that Japanese banks’ international experience positively affected their entry 

decision. 

Blandón (1998) found that banks lacking international experience would not take on the FDI-

associated risks, such as foreign bank acquisition. The majority of Russian banks, for 

example, have difficulty in expanding their business in foreign countries as they do not have 

much – if any – experience outside their local setting (Vedev & Grigoryan 2011, cited in 

Gorshkov 2012; Gorshkov 2013). When the bank has little or poor international experience, 

this may cause the bank to perform below par compared to well-established international 

banking institutions (Mlambo et al. 2015).  

Nevertheless, Curry et al. (2003) argued that the two determinants, that is, the degree of 

banks’ internationalization and size, are still unclear because the respective institution’s 

international involvement influences the size of banks. Thus, it reflects the importance of 

examining size and experience factors.  

3.3.2.3.3 Banks’ Reputation 

Banks’ reputation can be another factor that determines the foreign banks’ decision to operate 

overseas. According to Qian and Delios (2008), reputation is an intangible asset that provides 

banks with a competitive edge in foreign markets. They found that banks’ ranking39 (as a 

proxy to banks’ reputation) positively affected Japanese multinational banks’ expansion.  

They asserted that banks with a good reputation could access global capital markets whose 

 

39 They used the rankings of the largest global banks that are annually published by Banker’s Magazine. 
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terms are favorable, depending largely on financial soundness, reputation, or brand image 

because the trust that the customers have in the service provider is largely determined by 

customers’ acceptance and recognition of finance products. There is a positive correlation 

between the reputation of a bank and customer trust. Furthermore, Qian and Delios (2008) 

argued that intangible assets, such as international experience and bank’ reputation, act as 

less effects on a bank’s entry decision; however, through the experience of operating in the 

host country, banks build country-specific capabilities. In fact, there is not enough evidence 

on the effect of a bank’s reputation or ranking on the entry decision, which again highlights 

the need for the current research. 

3.3.2.4 Distance (cost of information) 

The distance can be a critical factor in motivating foreign banks to decide which host country 

to enter. Empirical studies have provided evidence that distance is important for bank 

organizations, operations, and profitability (Cerqueiro et al. 2009; Hryckiewicz & 

Kowalewski 2010; Wu et al. 2010; Brei & Von Peter 2018). Distance is considered both a 

push and a pull factor.  

When foreign banks decide which market to enter, it is important to have knowledge and 

information regarding the banking sector in the host country. A bank needs to gather and 

process several kinds of information to overcome agency issues and to screen and observe 

projects and borrowers for the level of risk and creditworthiness (Rajan 1992). This helps the 

bank provide its financial services to customers at a superior level than other banks. 

Blomstermo and Deo Sharma (2003) and Dima (2010) agreed that entry into a new country 

depends on the information gathered about the target markets based on the proximity to the 

home country and varying attractiveness degrees characterise these markets. Gaining this 

information has a cost. The cost of this information gathering rises with distance (proximity) 

or the knowledge of the host country’s culture, customs, and investment opportunities 

(Claessens & van Horen 2014b; Duijm & Schoenmaker 2017)40. Buch (2005), for instance, 

found that the cost of information is proxied by variables capturing cultural similarity in 

addition to geographical distance. These are the key factors segmenting international 

financial markets.  

 

40 This is also supported by Buch and DeLong (2004); Focarelli and Pozzolo (2005); Galindo et al. (2011); and Tsai (2011). 
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Various ways exist for understanding and using distance (Brewewer 2007). There are several 

types of distance that have been measured in previous studies, including geographical, 

cultural, legal, and economic distance (Ghemwat 2001; Cleasenss & Van Horen 2014b). 

Galindo et al. (2011) stated that the decisions associated with bilateral foreign bank 

investments depend on various dimensions’ closeness, as confirmed in the literature. In order 

to measure the distance, this thesis will follow Claessens and Van Horen (2014b) by 

including language, geographical distance, and legal distance. In addition, it will examine the 

influences of Islamic culture in the Saudi banking market.  

3.3.2.4.1 Cultural Distance  

Several studies support the notion that a common culture can be a factor influencing foreign 

banks' entry decisions, and markedly different cultures can become a barrier to entry (Buch 

2003; Buch & De Long 2004; Magri et al. 2005; Focarelli & Pozzolo 2005; 2008). Kotler et 

al. (2008) and Cavusgil et al. (2012) supported that companies could use a country’s customs 

and the knowledge they have of them to their advantage when offering their products in 

foreign countries. The entrants’ ability to capitalize on local opportunities may be affected by 

cultural connections. The operations of banks and companies are largely dictated by the 

people and a country’s value system and culture, from how the forging of relationships is 

undertaken to the perception accorded to the brand and to how business transactions in the 

host country are conducted (Hofstede 2001). In particular, the financial services industry is 

characterized by personal communications and a high level of human contact or relationships, 

which are important and could be a differentiating factor between failure and success. 

Linguistic differences between home and host countries can be used as indications of cultural 

distance. Empirical studies have used language as a proxy for the culture, which means that if 

the host and home countries used the same language, they are regarded as similar (Mariscal et 

al. 2012; Claessens & Van Horen 2014b)41. There is an argument that similarity in the 

language between the home and host country plays a positive role in foreign banks’ entry 

decisions. For example, Létourneau and Heidrich (2010) investigated the entry decision of 

Canadian banks into the USA, Latin America, the Caribbean, and East Asia. They found that 

language reduced the environmental uncertainties and significantly encouraged Canadian 

 

41 This is also supported by Buch (2005); Focarelli and Pozzolo (2005); and Van Horen (2007). 
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banks to expand abroad as a common language helped to decrease information costs. 

Nevertheless, other studies have found the impact of a common language is statistically 

insignificant (Buch 2000; Focarelli & Pozzolo 2003). Mariscal et al. (2012) called to use 

additional and other factors to measure the cultural proximity as the language measure has 

limitations in further explaining the international expansion phenomenon. 

While there have been studies using language as a means of assessing the influence of the 

foreign country’s culture on foreign bank expansion, it seems studies are lacking on the 

impact of Islamic culture on entry decisions. Hergueux (2011) argued that despite several 

indicators of cultural proximity had been used to examine the determinants of foreign market 

entry; religion has received rare attention. As mentioned earlier, that KSA is a Muslim 

country. In fact, Muslim countries do have unique cultural differences and challenges. These 

countries provide Islamic banking, which is a specialized form of banking that offers 

products complying with Shariah law. Islamic bank approaches transactions in a specific way 

corresponding with that religion, and this is often different from the way foreign banks 

operate. Some studies have argued that cultural differences make foreign banks’ entry into 

host markets less likely to occur (Buch & De Long 2004; Correa 2009; Wu 2009). The reason 

for this is that people are enthusiastic about Islamic principles and rules and prefer the Islamic 

banking culture and not any other form of banking (Bley & Kuehn 2004; Ahmad et al. 2010). 

Consequently, this may make it difficult for banks to enter Islamic banking markets where 

the religion is conservative and highly influential.  

A study by Slager (2006) found that expansion into foreign countries with similar cultures 

can be considered a benefit as it makes it easier for banks to provide the same type of services 

and products as well as promote them in the same manner. Sufian (2007) observed that the 

banking operations of foreign and domestic Islamic banks in Malaysia were characterized by 

relative efficiency. He concluded that Malaysia is an attractive option for foreign banks 

because of its cultural flexibility. Mababaya (2003) examined the success of international 

business in a “strange cultural environment” and noted that Islamic culture represents a 

significant cultural distance between the home and host country, and this is a factor when 

making an entry decision. Thus, foreign banks that expand into the Saudi banking sector may 

consider this factor when deciding to enter this market. 
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3.3.2.4.2 Geographical Distance 

One of the most important factors that motivate banks to operate in a specific country is the 

geographical distance between the foreign bank’s headquarters and the host country 

(Tschoegl 2002b; Focarelli & Pozollo 2008). Hryckiewicz and Kowalewski (2008) concluded 

that geographical distance is an important economic factor in determining an entry decision. 

Empirical studies that have investigated the geographical distance factor used it as a proxy for 

information costs and a determinant of the choices for expansion abroad (Buch 2003; 

Hauswald & Marquez 2006; Gorshkov 2015). Focarelli and Pozzolo (2005) examined 260 

major banks among 29 OECD countries42 and found evidence that banks are more likely to 

expand to nearby countries. Moreover, Claessens and Van Horen (2014b) found that foreign 

banks’ participation correlated negatively with geographical distance. Magri et al. (2005) 

reported that the probability of foreign banks’ entry in Italy diminished as geographical 

distance increased.  

When geographical distance decreases, the level of familiarity with the local environment 

increases. The closest countries, “soft” like ‘borrower and trustworthiness’ information, 

which cannot be obtained from financial statements and other resources that are available to 

other investors, will be easy to gain and transmit (Petersen & Rajan 2002). Furthermore, the 

communication and links between head offices and their branches are likely to be 

inconvenient if long distances and time zone differences exist. Yildirim and Efthyvoulou 

(2018) stated that adaptation risks and costs remain low with institutional and cultural 

similarities and geographic proximities.  

Goetz et al. (2016) study also found that geographic expansion of foreign banks substantially 

decreases risk. Generally, with an increase in geographical distance, information costs, 

coordination, and adaptation increase as well. Thus, it has a negative effect on the entry 

decision. Therefore, banks first enter geographically close or neighbouring markets before 

penetration into distant ones (Whitelock 2002). For those reasons, the geographical distance 

influences the foreign banks’ choice of location. Cerutti and Claessens (2017) in their study 

emphasized that “geographic distance is a problem when it is long but, in periods of crisis, it 

 

42 These countries are: “Australia, Austria, Belgium, Canada, Czech Republic, Denmark, Finland, France, Germany, Greece, 

Hungary, Iceland, Ireland, Italy, Japan, Luxembourg, Mexico, Netherlands, New Zealand, Norway, Poland, Portugal, South 

Korea, Spain, Sweden, Switzerland, Turkey, UK, and USA”. 
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may be useful”, but this is when the foreign banks (including newly acquired banks, 

subsidiary, or branch) are in a more stable country. 

However, some studies do not support the above view. Voinea and Mihaescu (2006), for 

example, examined a sample of 12 home countries and 16 host countries for the 1995-2004 

period, finding that geographical distance was not significant for foreign banks’ entry into 

Central and Eastern Europe. Although Buch (2000) found that geographical distance 

positively affected the German banks’ entry decision to most countries, it was not the case for 

the American banking market. He argued that an improvement in technology gradually 

negates the impact of geographical distance.  

Referring to the KSA and the Gulf Region, the National Bank of Bahrain (NBB) captured 

business opportunities in its own geographical region (geographically close) and extended its 

operating in the KSA. This reflects the importance of geographical distance on its entry 

decision into the Saudi banking market (NBB 2018)43. This thesis investigates if this 

determinant is the same for other Gulf banks already operating in the KSA, namely, Bank 

Muscat, Emirates NBD, FDB, GIB, NBB, NBK, and QNB. 

3.3.2.4.3 Legal Distance  

Some studies have found that high levels of foreign bank operation are associated with a 

common legal framework between home and host countries (Hryckiewicz & Kowalewski 

2008, 2010; Cho & Shen 2014). Claessens and Van Horen (2014b) used a dummy variable 

for legal distance, which equals one when both countries have similar legal frameworks, 

indicating a short distance between countries is significant for foreign banks’ entry decisions. 

This outcome replicates those found in the empirical literature, which indicated that foreign 

banks much prefer to locate their business in countries with similar legal origins and 

processes (Focarelli & Pozzolo 2001; Buch & DeLong 2004; Galindo et al. 2011). In the case 

of the KSA, legal distance also reflects the reality of deep-seated Islamic culture. It assumes 

that banks will be encouraged to enter the Saudi banking market and operate when their home 

country used Islamic law. Six Gulf countries’ banks are currently operating in the KSA, and 

they share a common legal framework. 

 

43 All these countries are members of the “Gulf Cooperation Council” (GCC), which is located in the Middle Eastern region. 
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3.4 Part B: Foreign banks’ challenges 

It is argued that challenges and opportunities affect the decision of international expansion 

(Lu & Beamish 2001; Li et al. 2011; Sparrow et al. 2013; Selmier 2018). The foreign banks’ 

entry into other markets is considered a complex phenomenon that is linked with 

opportunities as well as challenges in the host country market. There are numerous challenges 

faced by banks when they expand internationally, including competencies, products, and 

goods/services, experience, assets, and resources from home countries to foreign markets 

(Chan et al. 2014; Berlin 2015; Mlambo et al. 2015; Bokov 2017)44. In addition, 

governmental influences, cost sensitivity, market factors, as well as competitive 

considerations can force firms to ensure they create value for global customers (Yip 1992).  

These challenges that obstruct operation into foreign markets are adjusting to the host 

environment, economic conditions, political risk, government policies, financial regulations, 

and generally competitive industry. Furthermore, social, cultural, and language differences, 

human resources, level of technology, and information asymmetry are also barriers to 

operating abroad. This part of the thesis will review the different challenges foreign banks 

can face in the international market. However, investigating these challenges is still in its 

infancy, and there are calls for further research in this area (Cull & Peria 2010; Berlin 2015). 

3.4.1 Host Country Environment 

A foreign environment45 can be considered a challenge that most businesses face when 

moving from their home country. Foreign institutions must learn the environment of the 

target country (Tschoegl 2000). There are other challenges that can be linked when operating 

in a foreign market. These include the kind of marketing strategies that a transforming 

society’s different sections should have and the manner in which market segmentation is 

undertaken, especially the manner in which the market’s lower power of expenditure is 

related. Conversely, operating in another environment must be done in such a way that 

institutions can balance their price and quality. This means understanding the influence of 

institutions such as political systems, regulations, and local culture. Mlambo et al. (2015), for 

 

44 This is also supported by Buch and Golder (2001); Li et al. (2001); Mian (2006); Hsieh et al. (2010); Mehta and Joshi 

(2013); and Sparrow et al. (2013). 
45 Foreign environment includes economic environment, political environment, regulations and law, culture, and among 

other. 
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instance, conducted a study to explain the challenges that faced Zimbabwean banks when 

they expanded internationally. They found that 90% of these banks cited the foreign 

environment as one of the key challenges that obstructed them in foreign markets.  

The economic environment of the host country may be an opportunity and a challenge. The 

economic environment includes and is not limited to the nature of the economic system and 

the government’s economic policies, such as exchange rates, interest rates, and inflation rates 

(Bensoussan & Fleisher 2008). The challenges are associated with unexpected changes in 

economic conditions (economic risk), such as changes in the economic system, policies, rates 

of interest, or even the inflation rate. For example, a study by Mugambi (2011) investigated 

the challenges that are faced by Kenyan commercial banks in choosing foreign markets, 

found that issues arose regarding uncertainties derived from economic, financial, and political 

situations. These all culminated in-country environment risks, which presented challenges to 

the entry of a Kenyan call bank (KCB) to various markets in its region.  

For the KSA, as the world’s main oil-producing and exporting country, the decline in oil 

prices may lead to an undermining of economic growth and led to more problems with the 

macroeconomic environment (BMI Research 2017). Therefore, obviously, this may cause 

challenges for foreign banks that currently work in the Kingdom or are aiming to come. 

Political risk can also be considered a major challenge for foreign banks. Some researchers 

have argued that political risk is a significant matter that international businesses worry about 

when entering foreign markets (Wezel 2004; Iloiu 2008; Aguiar et al. 2012; Venâncio de 

Vasconcelos 2020). When the political risk increases or even changes, the performance of 

foreign banks can be affected, and it can cause losses and subject banks to a takeover in 

foreign countries (Papaioannou 2005). Mugambi (2011) found the biggest challenges 

encountered by KCB Bank Ltd, a Kenyan bank, in foreign markets were corruption and 

government bureaucracy in host countries. 

Furthermore, many studies agree that government policies and regulations may act as a 

deterrent to multinational banking (Yip 1992; Claessens & Laeven 2003; Asira 2013; Mehta 

& Joshi 2013; Das & Hazarika 2015). New entrants could encounter challenges that arise 

from stricter regulatory frameworks being implemented by the host country’s regulator, 

which constitutes government-created barriers (Goldberg & Johnson 1990; Sagari 1992). 

Some countries subject foreign entities to tough regulatory frameworks; for instance, unlike 
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domestic banks, some countries require foreign banks to comply with stricter minimum 

capital requirements (Cerutti 2007; Naaborg 2007; Galindo et al. 2011).  

Barth et al. (2004) found that the regulations imposed by the host country sometimes affect 

the efficiency of foreign banks. They found bank-level-based evidence that there was an 

association between lower bank margin levels and new bank entry regulatory restrictions, 

particularly concerning explicit and implicit bank activity restrictions and foreign banks. 

These sorts of government policies and regulations were encountered by Zimbabwean banks 

in foreign markets (Mlambo et al. 2015). As another example, restrictions on the instalment 

of ATMs, branch limitations, and minimum initial capital are three requirements that have 

presented challenges to Mandiri Bank from Indonesia while operating in Malaysia despite 

having secured a license (Jakarta Post 2012). Álvarez et al. (2016) examined foreign banks 

from developed countries and found that regulations have negative impacts on banks’ 

international operation, and most of these banks (more than 50%) mention regulation is the 

cause for withdrawing from some international markets. 

According to Chan et al. (2014), foreign banks faced regulatory challenges in China, such as 

capital and liquidity constraints. Das and Hazarika (2015) reported that differences in 

regulatory reporting requirements and compliance were experienced by foreign banks in 

international markets. Mehta and Joshi (2013) stated that regulation issues were challenges 

for foreign banks in India.  

In the banking sector, local regulations and policies try to protect domestic banks by 

maximizing their operations and minimizing their risk from foreign banks (Clarke et al. 

2003). Some governments may want their local banks to own the largest banks (Hryckiewicz 

& Kowalewski 2008). In the KSA, the situation is complicated by the fact that the 

government has a major ownership interest in the banking industry, in that it owns most of 

the domestic banks (mentioned in more detail in chapter 2). That may be a challenge for 

foreign banks as the government wants to protect the interests of local Saudi banks. 

Bensoussan and Fleisher (2008) and Cavusgil and Knight (2008) believed that the cultural 

and social environment has an important and deep impact on business. According to Waal 

(2007), differences in culture create some significant drawbacks in doing business on a 

worldwide scale. An understanding of the host country’s culture before operating in their 

market is critically important in the international business and banking world. Schraeder and 
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Self (2003) argued that organizations’ failure to assess fit or cultural compatibility prior to 

venturing abroad could negatively affect their performance. On this theme, some studies have 

found cultural differences to be a major problem suffered by foreign banks (Chang et al. 

1998; Belaounia et al. 2016). Sauvant et al. (2011) stated that foreign investments that come 

from foreign countries usually have different attitudes and traditions towards business and 

cannot take cultural differences into account. They also agree that language differences are 

challenges when banks expand internationally.  

Gooderham and Nordhaug (2003) argued that the ability of organizations to adapt to 

distinctive cultural environments without losing the consistency of service presents a 

management challenge to many MNCs. Hsieh et al. (2010), in their study, found that the 

differences in culture caused uncertainty in foreign banks’ operations. The reason for this is 

that culture is a key factor that determines the way of communication. In the USA, for 

instance, foreign banks are less efficient than domestic ones, and the main cause for this is 

cultural-linguistic barriers (Chang et al. 1998). A similar result was discovered with Kenyan 

and Zimbabwean banks when they went international (Muza 2007; Asira 2013), and for 

foreign banks operating in India (Mehta & Joshi 2013). In the case of the KSA, 

Wrampelmeier (2006) found that one of the key FDI challenges was the lack of 

understanding of local cultural practices, traditions, and assumptions. As mentioned before, 

KSA is a Muslim country that has several religious restrictions that directly affect business 

activities, such as interest on loans. Foreign banks that expanded into the Saudi banking 

sector may consider this an opportunity or a challenge.  

3.4.2 The Level of Competition 

The highly competitive banking sector is also a barrier to entering a foreign market. Foreign 

banks in China, for instance, faced key challenges regarding the high competition level with 

domestic banks (Chan et al. 2014). According to the Banks Industry Profile (Saudi Arabia 

2018), several competitors are now operating in the Saudi banking market. Banks have to 

compete with other players in the industry. It is argued that the severity of the challenges 

would be more significant in cases where local banks and foreign ones compete for a share of 

the host country’s market (Caves 1982).  

When domestic banks have a high level of liquidity and the potential of balance sheets, it 

makes the operation of foreign banks harder, as domestic banks are already more competitive 
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than foreign ones. For example, in the UAE, one of the world’s most competitive global 

banking markets, some foreign banks left the country because of the very high level of 

competition with protected local banks that made foreign banks unable to gain a foothold and 

a market share (Trenwith 2015). Asira (2013) investigated the expansion of indigenous 

Kenyan commercial banks throughout East Africa and found that one of the significant 

challenges for them was highly competitive pressure. 

According to the Banks Industry Profile (Saudi Arabia 2016), due to the high cost and 

extensive branch network that characterizes services provided by the retail sector, foreign 

banks in the KSA have limited their service provision to individuals. Besides corporate 

banking, domestic and foreign banks compete in some services to certain individuals. 

Seemingly, for a variety of factors, foreign banks cannot compete against their domestic 

counterparts on services that individuals receive, given that the branches of local banks and 

the services provided to individuals require a wide network. In the KSA, foreign branches are 

highly regulated, and there is no guarantee of profits because the cost of opening branches in 

KSA is high. Additionally, because Saudi regions are dominated by local banks, foreign 

entities find it challenging to compete effectively. From a theoretical perspective, new 

entrants would be attracted by the strong growth of the industry; however, this is largely 

negated by the existing players’ strength, particularly given the involvement of the 

government. Overall, the ability to enter into the Saudi market by the new entrance is 

considered moderate. Mishra et al. (2014) stated that having only a limited number of 

branches is a major concern of foreign banks in India.  

3.4.3 Technological Advancements  

In the early 21st century, with rapid progress in technology, digital banking is now a huge 

concern for all banks worldwide. Banks cannot operate without financial technologies 

because they depend on IT for data dissemination, processing, and collection, and data 

evaluation using statistical and economic models (Berger 2003). Before venturing abroad, an 

institution must understand the level of technology potential in the host countries (Hakansson 

& IMP Project Group 1982). Foreign banks operating in other countries are compelled to 

embrace the host country’s financial technology level, which, in some instances, is in urgent 

need of updating. 
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Another major concern pertains to the technology mismatch at the headquarter level. Clear 

identification of the technology that the host country’s government governed as well as 

interface with the headquarters’ system is required (Mishra et al. 2014). For example, 

Mugambi (2011) found one of the major challenges encountered by Kenyan banks trading 

abroad was the IT platform and its level of integration with or coordination of the whole 

branch network. This was also the case faced by foreign banks in India, as Mishra et al. 

(2014) found. Das and Hazarika (2015) stated that technical challenges faced by foreign 

banks internationally were due to variations in software and hardware support or level of 

infrastructure. Software and hardware support may arise because of the differences in local 

interfaces across countries, including contracts, payments, settlements, and clearing. The 

need for multilingual support screens and keyboards is critical to foreign banks in other 

countries. 

Foreign banks could face a serious challenge with their information system (Wu et al. 2010). 

Gathering the type of information that multinational banking requires might present acute 

difficulties. Consistent with this finding, the location strategies of foreign banks are 

significantly determined by the problem of asymmetric information (Zhang et al. 2013). 

Coval and Moskowitz (1999) stated that multinationals' business operations were negatively 

affected by biased market participant investments caused by information asymmetry. The 

banking industry heavily depends on Information technology that requires support, 

implementation, and availability of professionals. 

3.4.4 Human Resources 

Despite many banks launching programs that seek to develop local IT expertise, human 

resources remain a major challenge. The long-term reputation and development of an 

institution could be achieved through a competitive edge that human resources provide 

(Decenzo & Robbins 1999). Mugambi (2011) found that the approval of the foreign market 

investment by the bank's board, and resistance by management and staff when IT is an issue, 

can become a serious challenge. For any organization to succeed, it is essential to get the 

right people; however, new organizations face human resources problems. A foreign bank 

sometimes finds it difficult to hire the appropriate staff. For example, Kenya’s banks in 

foreign markets have experienced significant challenges relating to insufficiently qualified 

people (Asira 2013). Mishra et al. (2014) noted that human resources (getting quality people) 

is a significant challenge faced by foreign banks in India’s banking market. Furthermore, 
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according to Chan et al. (2014), one of the significant challenges for foreign banks in China is 

attracting and retaining well-qualified and skilled personnel. It is essential for foreign banks 

to overcome and minimize the challenges of human resources if they are to engage in 

international expansion. 

3.5 Research Gap 

It can be seen from the previous literature that there are numerous determinants that motivate 

foreign banks to enter abroad. The contributions of the literature illustrate that foreign banks' 

motivation has strongly been affected by both push factors as well as pull factors. These 

factors in the entry decision are different and vary from country to country and from bank to 

bank. These factors can change in accordance with the trends in economic growth and/or 

market structure (Focarelli & Pozzolo 2000). 

Previous empirical literature presents a limitation as most of the studies on the determinants 

of foreign banks' entry decisions were in the context of developed countries. These developed 

countries included, for example, the USA (Nigh et al. 1986; Hultman & McGee 1989; 

Hultman, & Randolph1989; Goldberg & Johnson 1990; Grosse & Goldberg 1991; Sagari 

1992; Goldberg & Grosse, 1994; Sabi 1994; Goldberg & Saunders1998; Miller & Parkhe 

1998; Goldberg 2001; Araiza 2008), Canada (Létourneau & Heidrich 2010), Australia 

(McFadden 1994; Sturm & Williams 2008; Sturm & Williams 2009), Russia (Gorshkov 

2011; 2013; 2015; 2017), France (Bouslama & Herve 2018). European countries, such as 

Germany and the UK (Buch & Golder  2001; Moshirian 2001; Buch & Lipponer  2004, 2007; 

Wezel 2004; Buch et al. 2011), Italy (Mutinelli & Piscitello, 2001; Margi et al. 2005; 

Paladino 2007; Birindelli & Del Prete 2010), Greece (Vasiliadis 2009; Fotopoulos et al. 

2011; 2013) and other European countries (Buch 2000; Fuentelsaz et al. 2002; Majnoni et al. 

2003; Magri & Rossi 2005; Cerutti et al. 2007; Hryckiewicz & Kowalewski 2008; Ayadi et 

al. 2010; Ekman et al.  2014). 

However, there are also other studies that examined the determinants of foreign banks’ entry 

in the context of developing countries. These studies in the context of multiple developing 

markets, for instance, (Claessense & Van Horen 2008; Mariscal et al. 2012; Molyneux et al. 

2013; Chou & Shen 2014; Claessens & Van Horen 2014b; Belaounia et al. 2016). Some 

studies were conducted in Malaysia's context (Marashdeh 1994; Sufian 2007; Rahman & 

Anuar 2011; Zamberi Ahmad 2012; 2013) and China (Leung and Young 2005; Meng 2009; 
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Wu et al. 2015). Studies published on the topic of foreign banks’ entry have been detailed and 

reviewed in Appendix 1. 

Although some empirical studies have investigated foreign banks’ entry into developing 

countries, the researcher did not come to any study that examined the determinates of foreign 

banks’ entry into KSA. Accordingly, the researcher considers that this is the first such study 

in the context of KSA. The present study is motivated by three important considerations that 

were mentioned earlier: 

1. The determinants of foreign banks’ entry into developing countries is an issue that has 

not been fully explored in previous studies (Mariscal et al. 2012; Molyneux et al. 

2013; Rajan & Gopalan 2014; Belaounia et al. 2016). These studies suggested that 

future research should focus on the determinants of foreign banks’ entry into 

developing and emerging markets. The KSA is one such market (Pacheco & Martin 

2018; United Nations 2018). 

2. Prior studies also suggested that it is important to rank the determinants of foreign 

banks’ entry decisions (Gopalan 2015b). To the researcher's knowledge, no prior 

study has attempted such ranking. 

3. Some prior studies have suggested that the challenges foreign banks encounter in a 

foreign market also need to be examined in detail (Cull & Peria 2010; Berlin 2015). 

Therefore, the current research aims to fill the gap in the literature by focusing on foreign 

bank entry in KSA.  

3.6 Theoretical and Conceptual Framework 

Internalization Theory, the Eclectic Paradigm, Defensive Expansion (the “Follow-the-

customer” hypothesis), and Comparative Advantage are the main theories that provide a 

theoretical foundation for this current research. The reasons for selecting these theories are 

listed below:  

▪ To test these theories so that the determinants of foreign banks’ entry decisions can be 

understood, specifically in the context of developing and emerging markets. To the 

best of the researcher's knowledge, no previous attempts have been made to explain 

the determinants of foreign banks’ entry by using eclectic theory and internalization 

theory in the Middle East region, including the KSA. 
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▪  To use these theories in an effort to generate new evidence by collecting both 

qualitative and quantitative data. 

▪ To compare the study’s results with what these theories predict in order to find which 

outcomes best capture the foreign banks’ rationale for operating in the Saudi banking 

market. 

▪ As stated earlier, the KSA is unique in that it is the birthplace of Islamic culture and 

traditions, and its banks are very different from those in the West. Previous empirical 

studies that applied the Eclectic Paradigm have not examined the influence wielded 

by Islamic culture. This study is one of the first analyses to implement this theory in 

order to examine the effects of Islamic culture on foreign banks’ entry decisions into 

the KSA. 

▪ Another unique aspect of the KSA is that the Saudi Riyal is pegged to the US dollar, 

which has important implications for the local economy. For this reason, it was 

essential to examine this factor using the Eclectic Paradigm.  

From the theoretical and empirical literature, it can be seen that banks’ entry decision is 

affected by numerous variables (determinants). There are five major elements to be 

considered: (i) “following-the-customer”; (ii) host-market characteristics; (iii) parent banks’ 

characteristics; and (iv) distance (cost of information) (v) Islamic culture. Each factor 

consists of several sub-factors (Figure 3.1). All these factors are independent variables that 

have been discussed earlier in this chapter. These factors all require thorough consideration 

by banks that have plans to invest in Saudi Arabia’s banking market. 

3.7 Research Questions and Hypotheses 

In order to achieve the study’s aims, three main research questions have been formulated. 

RQ1- What are the determinants of foreign bank entry into the KSA?  

From this main question, the following sub-questions can be asked: 

➢  Does the “Follow-the-customer” hypothesis explain the foreign banks' entry to 

the KSA? 

➢ Do the Saudi market characteristics affect foreign banks' entry decisions to 

enter KSA? 
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➢ Do the parent banks’ characteristics affect foreign banks' entry decisions to the 

KSA? 

➢ Does the distance (culture, language, and geographical distance) affect foreign 

banks' entry decisions to KSA? 

➢ Does Islamic culture exercise influence on foreign banks' entry decisions? 

RQ2- What is the relative importance of entry factors (determinants) as perceived by the 

foreign banks that have entered the Saudi market?  

RQ3- What challenges are faced by foreign banks operating in the KSA? 

For questions one and two, it seems that the quantitative data and analysis is the most 

appropriate, which includes hypotheses testing procedures. According to this, research 

hypotheses are as follow: 

RQ1: Entry Determinants. 

➢ RQ1. Sub-Question 1 (SQ1): “Follow-the-Customer” Hypotheses 

H0 1.1: Following corporate customers was not a determinant in the foreign banks’ decision 

to enter the KSA. 

H0 1.2: Following non-corporate customers was not a determinant in the foreign banks’ 

decision to enter the KSA. 

H0 1.3: Getting a new customer base was not a determinant in the foreign banks’ decision to 

enter the KSA. 

H0 1.4: Following banks’ competitors was not a determinant in the foreign banks’ decision to 

enter the KSA. 

➢ RQ1.SQ2: Saudi Market Characteristics Hypotheses 

H0 2.1: The potential economic growth of the Saudi banking market was not a determinant in 

the foreign banks’ decision to enter the KSA. 

H0 2.2: The profit opportunities: differences in the interest rate of the Saudi banking market 

were not a determinant in the foreign banks’ decision to enter the KSA. 

H0 2.3: The profit opportunities: differences in the tax rate of the Saudi banking market were 

not a determinant in the foreign banks’ decision to enter the KSA. 
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H0 2.4: The size of the Saudi banking market was not a determinant in the foreign banks’ 

decision to enter the KSA. 

H0 2.5: The high demand for banking products and services from the Saudi population was 

not a determinant in the foreign banks’ decision to enter the KSA. 

H0 2.6: Saudi economic stability was not a determinant in the foreign banks’ decision to enter 

the KSA. 

H0 2.7:  Saudi political stability was not a determinant in the foreign banks’ decision to enter 

the KSA. 

H0 2.8: Pegging the Saudi Riyal to the US dollar was not a determinant in the foreign banks’ 

decision to enter the KSA. 

H0 2.9: The entry regulation was not a determinant in the foreign banks’ decision to enter the 

KSA. 

H0 2.10:  The regulations allowing other non-banking activities were not a determinant in the 

foreign banks’ decision to enter the KSA. 

➢ RQ1.SQ3: Parent Banks Characterizes Hypotheses 

 

H0 3.1: The parent bank’s size was not a determinant in the foreign banks’ decision to enter 

the KSA. 

H0 3.2: The foreign bank’s international experience was not a determinant in the foreign 

banks’ decision to enter the KSA. 

H0 3.3: The bank’s reputation was not a determinant in the foreign banks’ decision to enter 

the KSA. 

➢ RQ1.SQ4: Distance Hypotheses 

H0 4.1: The geographical distance between the foreign bank’s home country and the KSA was 

not a determinant in the foreign banks’ decision to enter the KSA. 

H0 4.2: The language similarity was not a determinant in the foreign banks’ decision to enter 

the KSA. 

➢ RQ1.SQ5: Islamic Culture Hypotheses 

H0 5.1: Providing Islamic banking products in the Saudi market was not a determinant in the 

foreign banks’ decision to enter the KSA. 
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H0 5.2: Prior experience of providing Islamic products outside the Saudi market was not a 

determinant in the foreign banks’ decision to enter the KSA. 

H0 5.3: Similarity of the legal system (Islamic law) was not a determinant in the foreign 

banks’ entry decision to enter the KSA. 

H0 5.4: Applying Islamic principles (e.g., Zakat) was not a determinant in the foreign banks’ 

decision to enter the KSA. 

Following from the above, Table 3.1 summarises the various determinates of foreign banks’ 

entry decisions. 

Table 3.1: Summary of Foreign Banks Entry Determinates. 

Determinants related to Follow the Customer Hypothesis  

Following the existing corporate customers  

Following the existing non-corporate customers  

Follow banks’ competitors   

Get new customers’ base  

Determinants related to Market Characteristics (Location Advantages)  

High economic development  

High-profit opportunities: differences in interest rate  

Tax consideration  

Size of host country’s banking market  

Demand for banking products and services from the Saudi population  

Economic stability  

Political stability  

Pegging of the Saudi Riyal with the US dollar  

Entry regulation  

The regulation allowing other non-banking activities  

Determinants related to the Parent Bank (Ownership Advantages)  

The size of the parent bank  

International experience  

Bank’s Reputation  

Determinants related to Distance (cost of information)  

Geographical distance  

Similarity in language  

Determinants related to Islamic Culture  

Need to provide Islamic banking products in the Saudi market  

Prior experience in providing Islamic products outside the Saudi market  

The similarity of the Legal system (Islamic law)  

Applying Islamic principles (e.g., Zakat)  
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3.8 Summary 

This chapter has discussed the relevant literature on foreign banks that is related to the aims 

and objectives of the current research. Internalization Theory, the Eclectic Paradigm, 

Defensive Expansion, the “Follow-the-customers” hypothesis, and Comparative Advantage 

are the main theories that deliver a theoretical foundation to the current research. It has been 

discovered from the empirical literature that there are many reasons that determine the entry 

decision of foreign banks into international markets. The contributions of literature show that 

the foreign banks’ entry decision is strongly affected by the following:- 

▪ “Follow the customers”, which includes corporate and non-corporate customers, 

and/or following banks’ competitors and/or building a new customer base. 

▪ Host country market characteristics consist of economic growth, profit opportunities, 

the size of the banking market, and risks, such as economic risk and political risk, 

which are closely linked to exchange rate and host country regulations. 

▪ Parent banks’ characteristics include the size of the parent bank, its international 

experience, and its reputation. 

▪ Distance, which refers to geographical distance and language. 

The current chapter has highlighted some factors that have not been examined before, and 

these can be considered as special features in the KSA situation, including the fixing of the 

exchange rate of the Saudi riyal to the US dollar; and the impact of Islamic culture as an entry 

factor for foreign banks to consider. Accordingly, the current study mixes significant 

contributions to the advanced meeting of the above theories. 

Challenges and barriers hindering foreign banks have been reviewed in this chapter, 

including foreign environment, economic conditions, political risk, government policies and 

financial regulations, competitive banking sector, social, cultural, and language differences, 

level of technology, information asymmetry, level of technology, and human resources.  

This chapter also identified the gap in the literature, which highlights the importance of 

investigating some new features, including the determinants of foreign banks’ entry into 

developing and emerging markets, the relative importance of the determinants for foreign 

banks, and certain challenges that foreign banks face in the foreign markets. This chapter 
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outlined the research questions and the research hypothesis. The next chapter will explain in 

detail the data and methodology employed in this research. 
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CHAPTER FOUR 

DATA AND METHODOLOGY 
 

 

4.1 Introduction 
 

This methodology chapter presents the research design, which includes detailed information 

about the sampling frame and size, collection of the data, and the rationale for data analysis. 

More details about the questionnaire and interviews used for data collection are documented 

here as well. Additional information has been provided here on the research ethics and issues 

of research reliability and validity. 

4.2 Research Methodology  

Research methodology has been described by Schensul and LeCompte (2012: 71) as “a 

blueprint or set of decisions and procedures, or strategies that researchers use to ensure that 

their work can be critiqued, repeated, and updated”. These strategies guide the choices 

researchers make with respect to sampling, data collection, and analysis”. Others define 

methodology as “techniques that are an abstraction of reality and which are used in an orderly 

manner to reveal the dimensions of reality” (Murray & Lawrence 2000: 218). The 

methodology chosen to do a study guides the research by clarifying the essential steps, 

techniques, and instruments to achieve the aims and objectives; and to answer the research 

questions (Crotty 1998; Saunders et al. 2018). This section supports Bhattacharyya’s (2006) 

and Igwenagu (2016) assertion that a systematic technique of seeking answers to research 

problems is a significant aspect of research methodology. For this reason, the methodological 

system chosen for this research has been planned in such a way so that the techniques and 

methods are deemed the most appropriate.  

4.3 Research Approach 
 

4.3.1 Deduction versus Induction 

Two different approaches can be used to answer the research questions, and these, 

specifically, are known as the deductive and inductive approaches (Saunders et al. 2012). It is 

possible to apply both deduction and induction processes in one research study (Hussey & 
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Hussey 1997). It is recommended to use both approaches in order to reach the best advantage 

for the research (Sekaran 2003; Saunders et al. 2009).  

Deduction refers to “the process by which we arrive at a reasoned conclusion by logical 

generalisation of a known fact” (Sekaran & Bougie 2010: 27). The mechanics of this 

approach start by testing existing theories. The use of approach involves starting from a 

general theoretical concept to how or if it applies to a specific, real-world situation. 

Deductive approaches are emphasized mostly in highly structured methodology (quantitative 

research studies) (Gill & Johnson 2002; Greener 2008; Bryman & Bell 2015; Saunders et al. 

2016). Conversely, the inductive approach is defined as “a process where we observe certain 

phenomena and, on this basis, arrive at conclusions” (Sekaran & Bougie 2010: 27). This is 

the opposite of deduction, and here the movement is from the specific observation or 

situation to create general overarching ideas, concepts, or theories (Lee & Lings 2008; 

Neuman 2019). Inductive approaches have a more flexible structure and use qualitative data 

(Greener 2008; Saunders et al. 2009). Therefore, the decision concerning which approach 

must be used is based on what the research aims to achieve. 

This present research employs a combination of both deductive and inductive approaches. It 

will concentrate on testing already existing knowledge by using a quantitative method 

(statistical approaches). There are three theories in addition to what literature reviews have 

found, with reference to what are the determinants of foreign banks’ entry into the KSA. This 

has made it possible to examine several hypotheses that contribute important findings to this 

current research. It is essential to review the extant literature in order to recognize relevant 

theories and their related factors that shape what is being studied. Reviewing the literature 

help the researcher to acquire an overall understanding of the topic. This is the deductive 

approach (Bryman 2016; Saunders et al. 2016; Neuman 2019). 

This research project applies new concepts and factors inherent in the inductive approach and 

is employed to describe the entry of foreign banks into KSA, which previously have not been 

considered in the literature. This research explores the influence of Islamic culture on foreign 

banks’ entry into the KSA. It also examines what the impact is of pegging the Saudi currency 

(Saudi Riyal) to the US dollar. The researcher has developed different questions on this issue. 

The aim of this investigation is to discover the special  features of the Saudi banking market. 

In addition, it looks at the challenges that foreign banks have encountered in the country. This 

investigation uses the qualitative method to study the thoughts, opinions, practices, and 
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experiences of foreign bank personnel by interviewing key participants. This is an inductive 

approach-based research design (Bryman 2016; Saunders et al. 2016). Hence, the 

combination of both deductive and inductive approaches offers practical outcomes and 

evidence of the entry determinants and challenges of foreign banks operating in the KSA. 

4.4 Research Strategy 

Saunders et al. (2009: 600) referred to the research strategy as “the general plan of how the 

researcher will go about answering the research questions”. A suitable research strategy for 

this thesis will be based on aims, objectives, research questions, the current level of 

knowledge on the topic, the amount of time, availability of resources, in addition to the 

researcher’s logical milestones (Rowley 2002; Saunders et al. 2016). Having a suitable 

research strategy is essential because it provides direction for the research (Remenyi et al. 

2003; Saunders et al. 2016). There are several types of research strategies with a good degree 

of overlap (Saunders et al. 2016), which include but are not limited to the quantitative survey, 

qualitative interviews, case study, experiment, grounded theory (Saunders et al. 2016). 

Nevertheless, no strategy is inherently better or poorer than any other.  

Therefore, selecting the best strategy for specific research relies on the choice of research 

design. Bryman and Bell (2015) describe the study design as the framework used in the 

research to collect and evaluate the data. This allows a researcher to find answers to the 

research questions (Saunders 2016). De Vaus (2001: 9) emphasized the research design is 

important because “without attending to these research design matters at the beginning, the 

conclusions drawn will normally be weak and unconvincing and fail to answer the research 

question”. 

The current study has two main aims: first, identify the determinants of foreign banks’ entry; 

and second, explore the challenges that foreign banks face in the Saudi banking market. 

Moreover, the current research uses a comprehensive research model that consolidates the 

outcomes of the questionnaire and interviews with secondary data published elsewhere and in 

the form of documents, reports, papers, etc. These are explained in more detail in the data and 

methodology chapter in order to illustrate the results and findings of the research. This 

method has been supported by Johnson and Onwuegbuzie (2004) and Halcomb and Hickman 

(2015), who stressed that combining different methods and techniques that deal with varied 

data types will create a more thorough understanding of the topic or phenomenon. 
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4.4.1 Case Study 

The case study has been defined as a “strategy for doing research which involves empirical 

investigations of a particular contemporary phenomenon within a real-life context using 

multiple sources of evidence" (Robson 2011: 178). This definition meets the aims as well as 

the objectives of this research by answering the ‘Why’, ‘What’, and ‘How’ questions that 

have been addressed in the first chapter.  

Within international business  research, there is significant support for the case study strategy 

(Vissak 2010; Welch et al. 2011; Poulis et al. 2013). For example, Yin (2013) stated that a 

case study classically combines numerous qualitative data collection techniques like 

observations and interviews but also takes on quantitative aspects. Saunders et al. (2012; 

2016) stated that a case study strategy would require the triangulation of several data sources. 

Triangulation is explained in more detail below. 

4.4.2 Triangulation  

When conducting the research, it can choose either quantitative or qualitative methods, or it 

can combine them to create a greater sense of ‘truth’. The most common type of mixed-

method strategy is known as triangulation (Creswell 2014). The aim of using triangulation is 

to obtain different data; however, at the same time, they complement the same topic (Morse 

1991; Heale & Forbes 2013). This design is suitable when a researcher intends to make a 

direct comparison of quantitative statistical results with qualitative findings or to use the 

qualitative data to validate or expand the quantitative results (Creswell 2014). Overall, 

Robson (2011) addressed that applying triangulation by using multiple sources enhances the 

rigor of the research.  

According to Creswell and Miller (2000), Denzin (1989), and Miles et al. (2014), there are 

different triangulation types, including: 

▪ Theoretical triangulation by applying more than one theory.  

▪ Data triangulation would involve sing more than ‘one’ technique for collecting data 

such as observation, interviews, questionnaire surveys, documents, etc.  

▪ Observational triangulation by using more than ‘one’ observer in the study.  

▪ Methodological triangulation by merging both quantitative and qualitative methods so 

that a mixed approach is generated. 
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Triangulation is not a “laboratory experiment” (Miles et al. 2014), which means that 

researchers could use more than one type of triangulation for their topic. In the current 

research, the theoretical, data, and methodological triangulation were combined. 

4.5 Mixed methods approach: Quantitative and Qualitative Methods 

The mixed method refers to employing both qualitative and quantitative data by collecting 

data, then analysing and interpreting it in a single study or different studies, in order to 

examine the same phenomenon (Leech & Onwuegbuzie 2008; Venkatesh et al. 2013; 

Creswell 2014; Griensven et al. 2014). Mixed methods are suitable particularly for new, 

complex, and interactive phenomena (Gilmore & Carson 1996; Venkatesh et al. 2016). This 

approach is also useful in order to address quantitative research questions pertaining to 

“What”, “Who” and “Where” in addition to qualitative research questions pertaining to 

“Why” and “How” (Sargeant 2012; Frels & Onwuegbuzie 2013; Korstjens & Moser 2017). 

According to Patton (2015), qualitative methods are used to produce deeper insights, while 

quantitative methods are used to create breadth-related understanding. 

The overall purpose of this current study is to explore the foreign banks' entry into the Saudi 

banking market. As mentioned before (in chapter three), most studies that examined this 

phenomenon mainly used quantitative methods (secondary data used for empirical 

econometric models) to conduct their analyses. Nevertheless, macro data often ignored the 

entry behaviour of individual foreign banks. Williams (2002) argued that to provide strong 

evidence at the expense of pure macro-economic indicators, firm-level data is required by 

banking internationalisation research. Mulder and Westerhuis (2015:123) claimed that using 

the mixed method in analysing the determinants of bank expansion can significantly 

contribute to the field of research, as “statistical analysis alone only provides a limited 

understanding of the factors that drive the trends”. There are some studies that used a case 

study method in order to explore foreign banks entry into other markets, including Cardone 

and Cazorta (2001), Scott-Green (2002), Tripe (2002) and Weston (2002), Meng (2009), 

Rahman and Anuar (2011), Li (2013), Ekman et al. (2014), Gorshkov (2013), Lee et al. 

(2014), Blankson et al. (2017), and Bouslama and Herve (2018). Nevertheless, there were 

problems in generalising the larger population to research findings. 
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In the specific case of the KSA, the quantitative data about foreign banks is insufficient. In 

fact, as mentioned earlier, foreign banks in the KSA had established their branches, but the 

financial data of these branches were consolidated in financial statements prepared at the 

head office. Claessens and Van Horen (2014a), for instance, investigated the foreign banks’ 

trends and their impact by developing a unique database on bank ownership. It included 

5,324 banks in 137 countries between 1995 and 200946. The authors emphasized that the data 

do not cover foreign banks’ branches but only their subsidiaries because, normally, branches 

of foreign banks do not report their individual balance sheets. The authors did not highlight 

any data about the KSA; they emphasized that the KSA is one of 11 countries that did not 

have any foreign bank operating in it. They only studied the subsidiaries of foreign-owned 

banks.  

In addition, Claessens and Van Horen (2014b) have analysed the location decisions of foreign 

banks by using unique data from 1,199 foreign banks from 75 developed and developing 

countries, which then expanded into 110 host countries. However, the KSA was included in 

the sample as a home country but not including as a host country due to the lack of 

information concerning KSA. Similarly, the data regarding foreign direct investment in the 

banking industry is used as a dependent variable in many quantitative studies, but this is not 

available for the KSA. Claessens and Van Horen (2011: 3) stated: “Although much research 

has been conducted, many questions remain unanswered, however, partly because data 

availability has been limited”.  

To understand the entry determinants of foreign banks and the relative importance of each 

determinant, the current study draws from prior studies such as those by UNIDO (2007, 

2011), Luiz and Charalambous (2009), Gulamhussen (2012), Luiz and Ruplal (2013). These 

studies have used qualitative approaches that employed data collection through semi-

structured interviews.  

The current thesis will adopt a mixed-method approach by using both quantitative and 

qualitative data and several methodologies to analyse the data, including questionnaires and 

interviews, which increase the research depth and strength. Most studies on foreign bank 

entry into foreign markets rely only on macro data. Saunders et al. (2016) stated that in 

 

46  This also supported by Claessens and van Horen (2015). 
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business and management research, information on mixed methods study has the potential to 

push a researcher to better analyse and explain research questions. 

There are several reasons why the mixed method was adapted in current research. Firstly, the 

mixed method approach helps in order to answer different questions of the research 

(Saunders et al. 2016; Creswell & Plano-Clark 2018). It seems that in the current study, 

quantitative research is a suitable way to address research questions one and two (the 

determinants of foreign banks' entry into the KSA and the relative importance of entry factors 

(determinants) as perceived by these banks). Meanwhile, the qualitative research approach is 

suitable for answering the third question (what challenges are faced by foreign banks 

operating in the KSA).  

Secondly, the quantitative approach will test some theories by examining a number of 

hypotheses to investigate the relationships between the variables (Creswell & Creswell 2018). 

Conversely, qualitative methods are used to examine in-depth data about this phenomenon 

and explain the participants’ sense-making and specific views of the topic (Creswell 2014). 

Thirdly, the implemented mixed-method approach will triangulate the evidence. The 

qualitative methods follow the quantitative method for confirmation of the results, 

corroboration, convergence, and expansion of the findings (Greene et al. 1989; Halcomb & 

Hickman 2015; Venkatesh et al. 2016) as well as expand on and explain what the 

phenomenon means (Venkatesh et al. 2016). Overall, complementarity arose from combining 

qualitative and quantitative approaches. 

Applying a mixed-method approach is useful, and it is essential to some extent as each 

method has its strengths and weaknesses (Spitzlinger 2006; Schoonenboom & Johnson 2017). 

This can help to increase the strengths and decrease the weakness of every single method that 

provides stronger inferences and explanations (Venkatesh et al. 2013; 2016).  

Although quantitative research has numerous strengths, such as the ability to construct 

accurate measurement and operationalization, carry out group comparisons, evaluate the 

strength of a relationship among variables of interest, and test hypotheses for model 

verification and specification, there are some limitations (Castro et al. 2010). Lewis-Beck et 

al. (2004) mentioned that quantitative research results are too limited and by themselves able 

to narrate the story, and there are likely to be statistical fallacies. This method cannot confirm 

the in-depth underlying explanations and meanings (Rahman 2017). According to Ary et al. 
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(2013) and Rahman (2016), in highly controlled settings, the quantitative method ignores the 

perspectives and experiences of respondents since, during data collection, there is no direct 

link between the participants and researchers.  

Fowler (2013) and Creswell and Creswell (2018) stated there are some limitations in using a 

questionnaire survey, and these include: (i) increasing dependence on the respondents’ 

motivation to participate; (ii) too many, and closed-ended queries, which means that answers’ 

reliability has poor and low validity; and (iii) absence of complete answers may lead to 

deviations and errors. However, according to Pierce (2008), there are ways to overcome the 

limitations of the quantitative method, through conducting a qualitative method to gain rich 

data and controlling as well as checking the validation of questionnaires used prior to 

fieldwork. 

However, there are some criticisms of qualitative research. Because the researcher, to some 

extent, participates with the subjects, it does not have the operational and intellectual rigor of 

the quantitative method, and therefore, results can be ambiguous. In addition, there is a 

possibility of misinterpretation because the researcher is not able to prove the accuracy of 

what is being interpreted. The interpretation and analysis of the qualitative data are more 

difficult and complex compared to the quantitative method (Rahman 2017). Berg and Lune 

(2012:4) stated that: “Qualitative research is a long hard road, with elusive data on one side 

and stringent requirements for analysis on the other”. Nevertheless, in defence of this 

criticism, they have argued that qualitative research is critically and thoroughly conducted 

through offering fully written transcripts, other records of interviews, and different methods 

of data collection for external evaluation and auditing reasons (Pierce 2008). 

Also, qualitative research is usually conducted with small samples, which increases the 

generalizability problem for the focused research sample (Thomson 2011; Harry & Lipsky 

2014; Leung 2015). Nonetheless, it is not necessary to collect information or data from 

everyone within the area prior to identifying the validity of the findings (Mack et al. 2005). In 

qualitative method research, only a section of the population (sample) is necessary to do this, 

and another limitation of qualitative research is that government policymakers or relevant 

decision-makers, for example, may rate the credibility as low (Rahman 2017). Qualitative 

research can inform policymakers by offering a ‘thick’ description (Donmoyer 2012). 
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Given the strengths and limitations of quantitative and qualitative methods, it is desirable to 

use a qualitative method in order to complement the quantitative method. Cronholm & 

Hjalmarsson (2011) noted that the mixed-methods approach offers significant insights that 

may be missed when using only a single method. The mixed method seems to “‘offset” the 

limitations of each of these methods and provide “completeness” for the current study 

(Bryman 2006). 

There are several advantages in using the mixed method approach in the current research, and 

they can lead to: 

▪ A deep understanding of research phenomena (Scammon et al. 2013; Venkatesh et al. 

2013; Griensven et al. 2014). 

▪ Providing a complete and synergistic utilization of data (McBride et al. 2019). 

▪ An increase in the accuracy of research judgments and present a different and more 

diverse range of views (Teddlie & Tashakkori 2010; Venkatesh et al. 2016).  

▪ A better understanding of the relationships between variables (Creswell 2014).  

▪ Strength, significance, and credibility of this research which allow for generalizability 

(Venkatesh et al. 2013; Schoonenboom & Johnson 2017; Turner et al. 2017). 

▪ Testing theory and build it simultaneously by mixing both quantitative and qualitative 

methods. As usually, theory testing occurs in quantitative methods while theory 

building is the domain of qualitative research (Curry et al. 2009; Haq 2015).  

▪ Less respondent bias (Eisenhardt & Graebner 2007; Hesse-Biber 2010; Ihantola & 

Kihn 2011). 

▪ Essential conclusions and recommendations being made (Creswell 2014) and provide 

influential resources in order to illustrate policy and/or practice (Ritchie & Lewis 

2003). 

▪ More comprehensive coverage of explanations of a particular subject or theme (Neal 

et al. 2006; Harrison & Reilly 2011). 

As this research applies a mixed research approach to devise the questionnaire, which was 

developed via the deductive approach, while the inductive approach helped to develop the 

semi-structured interview questions (Saunders et al. 2016). In fact, there are demands for 

using a mixed-method approach in business, including international business, management 

research (Birkinshaw et al. 2011; Molina-Azorin 2012; Molina-Azorin & Cameron 2015; 

Molina-Azorin & Lopez-Gamero 2016; Cassell et al. 2018) in addition to economics (Starr 
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2014), and in Finance (Kaczynski et al. 2014). Consequently, to explore the determinants of 

foreign bank entry and the challenges these banks face in the Saudi banking market, a mixed 

research approach is considered suitable. 

According to Yilmaz (2013), mixed methods research plan involves describing the way in 

which the data was gathered and then analysed to achieve the research aims. In the current 

research, both quantitative and qualitative approaches had been conducted simultaneously. 

This quantitative method resulted in a new understanding of the entry determinants of foreign 

banks and the relative importance of these factors as perceived by the foreign banks that have 

entered the Saudi market. Although the quantitative approach investigated the challenges that 

foreign banks faced in the Saudi banking market, additional clarifications, explanations, 

supporting evidence of the research findings were required and expanding of the depth and 

breadth of the research. Thus, a qualitative method was essential to get additional evidence, 

clarifications to further explain the findings from quantitative methods. 

Researchers have shown that mixed methods could be applied at several phases of the 

research process: for example, during sampling, research questions formulation, collection of 

data, and analysis of data (Bryman 2006). At each of these stages, the current study applied 

both qualitative and quantitative methods. During the first stage, the qualitative and 

quantitative research questions were articulated in order to achieve the aims of the study. The 

quantitative questions were focused on the determinants of foreign banks’ entry, while the 

qualitative questions dealt with the challenges or problems, that encountered in the Saudi 

banking market.  

Thereafter, during the sampling and collection data stage, and to address the quantitative 

research questions, the questionnaire survey was used to address the questions that were 

amenable to qualitative research. To observe the qualitative inquiry, many participants, 

including key officials and/or top managers in the foreign banks’ branches were interviewed. 

Then at the data analysis stage, a suitable statistical technique was used for the quantitative 

data analysis, while the thematic analysis approach was used for qualitative data analysis. 

The results of both methods were triangulated. This is also known as “Concurrent 

Triangulation Design” (Creswell & Plano-Clark 2018). Both the quantitative and qualitative 

methods simultaneously dominated (QUAN + QUAL) (Morse 1991; Johnson & 
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Furthermore, the questionnaire can collect primary data from the participants. In order to 

develop the questionnaire, there are three steps taken to complete including: 

▪ Reviewing the background, literature review, theories about foreign banks to gain an 

overall understanding of the subject. This has been reviewed in Chapter 3. 

▪ Classifying the variables that will be investigated (see Chapter 3). 

▪ Designing the questionnaire. 

The questionnaire has been designed so that it can be completed within approximately 20-30 

minutes. The questionnaire survey was applied to answer research questions one and two. 

Some of the data will also help to provide information for question three.  

The questionnaire contains three sections, and they are as follows: 

▪ The first section investigates several factors of the entry determinants of foreign banks 

in the Saudi banking market. Five main factors identified which might influence 

foreign banks' entry decisions including “Follow-the-customer”, Saudi market 

characteristics, parent banks characteristics, distance, and Islamic culture. The new 

sub-factors include the Islamic banking culture and pegging the Saudi Riyal to the US 

dollar and their effect on foreign banks’ entry decisions. These main factors were 

characterized by 23 sub-factors. 

▪ The second section explores the challenges faced by foreign banks in the Saudi 

market, such as the impact of regulations and government policies, political 

uncertainty, economic development, cultural differences (Islamic culture), language 

differences, etc. this section included twelve factors. 

▪ The third section is about demographic information concerning the banks, including 

the year of establishment, year of being licensed to operate in the KSA, years of being 

in business, the number of branches, employees, ATMs, and POSs in the KSA. 

The questionnaire includes a total of forty-three questions. The first section has 23 sub-

factors; the next section included twelve factors, while the last section has eight questions. In 

the study questionnaire, in parts one and two, both closed-ended and open-ended questions 

have been applied to improve flexibility, which assists in the collection of relevant data to be 

analysed using qualitative and quantitative methods (Crowther & Lancaster 2009). These two 
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types of questions help in getting a comprehensive view of the participants (O'Cathain & 

Thomas 2004; Crowther & Lancaster 2009). 

The closed-ended questions use a Likert-type scale. This type of question is widely used by 

researchers to narrow down respondents’ answers and work out where they agree and/or 

disagree (Rossiter & Bellman 2005; Sreejesh et al. 2014; Joshi et al. 2015). The Likert scale 

response format represents the most effective research device that saves time to complete the 

survey and ensuring an accurate analysis. It often utilizes “odd-numbered scales” that consist 

of five or seven points (Sekaran 2003; Johns 2010). In the current research, a five-point 

Likert scale is used (1-Not important to 5- Extremely important or 1-Strongly disagree to 5-

strongly agree). Dawes (2008) and Revilla et al. (2014) suggested using a five-point Likert 

scale instead of the seven-point version because the former yields better quality data. Cooper 

and Schindler (2014) emphasized that using a five-point Likert scale provides a strong 

internal validity of the results and findings. Furthermore, the questionnaire also uses open-

ended questions, which will allow more responses (if the participants desire) related to every 

Likert scale question. These types of questions allow the participants to provide additional 

information that allows the participants greater freedom to write their answers when 

expressing opinions and feelings (Crowther & Lancaster 2009; Sreejesh et al. 2014). 

4.5.1.1 Sampling Frame and Size of Questionnaire  

Sampling is considered a substantial aspect of research strategy (Sargeant 2012; Marshall & 

Rossman 2016). Purposive sampling is a suitable technique for this thesis. It enables the 

focus of knowledgeable participates (Suen et al. 2014; Palinkas et al. 2015). It has been 

emphasized by Suen et al. (2014) that the choice of subject is guided by the aims of the 

research, hoping that every participant will offer descriptive and “unique” information 

regarding the value of the study. Bryman and Bell (2015: 435) stated that this technique is 

suitable when using “a small group of people relevant to the research (question), and these 

sampled participants propose other participants who have had the experience or 

characteristics relevant to the research”. Thus, the participants will be chosen depending on 

their experience, position, and ability to add essential contributions to the topic and in usable 

quantity (Sargeant 2012; Saunders 2012; Yin 2013).  

According to Mason (2002), there are different ways in which purposive sampling can be 

undertaken to attain comparability or representativeness. These include typical case, 
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intensity, extreme or non-standard case, homogeneous, maximum variation, and reputational 

sampling. The current research employs the reputational sampling (snowball sampling) 

method. This technique makes it possible to select the appropriate subjects who have 

expertise and knowledge. It is appropriate for expanding the participant numbers in the study 

if the initial number is too small or hard to reach (Gary et al. 2015; Valerio et al. 2016). It is 

assumed that identifying and contacting senior-level respondents like Chief Executive 

Officers (CEOs), Chief Operation Officers (COOs), and other senior managers of foreign 

banks in the KSA will be initially difficult. Nonetheless, this method helps the researcher to 

give more attention to the research contents and efficiently using time. 

During the data collection time, there were 17 foreign banks licensed in the Saudi banking 

market, out of which two are not yet operating, and one has ceased operation. Consequently, 

there are 14 foreign banks in operation at present (by the end of 2019). 

The banks come from different countries (both developed and developing), different cultures, 

and have different organizational structures, and are subject to varied government regimes 

and policies. This means that each bank has different entry determinants, characteristics, and 

challenges when operating in the Saudi banking market. The aim of the current research is to 

investigate the entry determinants of foreign banks and the challenges faced by them in the 

KSA. 

In order to determine the sample size, following Cochran (1997), the formula will use is: 

S = (Z score)2 * p * (1-p)/m2    

 Where: 

S = Sample size for the infinite population. 

Z = Z score (Consider Confidence level of 90% then Z value = 1.645). 

P = Population proportion (assumed to be 50% = 0.5) 

M = Margin of error (5% = 0.05) 

So, 
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S = (Z score)2 * p * (1-p)/m2  

S = (1.645)2 * 0.5 * (1-0.5)/0.052  

S = 2.7060 * 0.25/0.0025 

S = 270.6 

With the total population that is (95 = the total numbers of CEOs, COOs and senior 

managers), the sample size that required for required population is: 

S = (S)/1+ [(S-1)/population] 

S = 270.6/1+ [(270.6-1)/95] 

S = 270.6/3.8378 

S = 70.5 = (70-71).  

Based on that, the recommended sample size for a population of 95, a confidence level of 

90%, and a margin of error (degree of accuracy) of 5% would be (70). 

The sample size aims to recruit five officials from each of the fourteen banks. The total 

number of participants will be 70 or more. A sample frame consists of these officials that are 

the key informants for this study. The respondents will be drawn from the CEOs, COOs, and 

other senior managers from each foreign bank in the KSA, giving that they have specific 

knowledge and expertise in the Saudi banking market. 

4.5.1.2 Questionnaire Procedure and Respondents 

In order to contact the participants, the following procedures were used: 

▪ The researcher officially contacted SAMA seeking their help in order to organize the 

data collection task.   

▪ SAMA communicated with foreign banks and requested their facilitation and 

response to the researcher. 

▪ SAMA provided the researcher with the list of contacting details of CCO from each 

foreign bank.  
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▪ The researcher personally contacted the CCO from each foreign bank requested data 

collection arrangements (targeted respondents, appropriate time, and place). 

With the approval of each foreign bank in KSA, the questionnaires were distributed to CEOs, 

COOs, and other senior managers. All arrangements for data collection were made through 

the CCOs in each foreign bank, who confirmed the date and time for the data collection by 

email or phone. 

Questionnaires can be administered face-to-face, by e-mail, telephone, or post (Szolnoki & 

Hoffmann 2013; Zhang et al. 2017). In the current study, 69 questionnaires were completed 

face-to-face. In addition, three questionnaires were forwarded to participants by email so that 

the participants could complete them at their preferred time and place. Obtaining the email 

list of the official participants was difficult in advance; however, the CCOs’ of the foreign 

banks forwarded the questionnaires to the officials.  

In addition, the snowball sampling strategy also involves one participant recommending 

others in order to allow the researcher to reach and expand the participants’ number. With 

each questionnaire, the researcher provided letters of invitation, the participant information, 

and consent forms for all participants. All these letters are presented in Appendix 2, 3, and 4.  

The data collection process was not an easy task. In fact, there were some difficulties that 

arose as follows. Firstly, the cooperation and response to data collection requests varied 

between banks. Some banks were very welcoming, except for one refusing to participate; 

here, the researcher tried many times to get a positive response from this bank but failed to do 

so. Secondly, the data collection period began in mid-December 2019, which was, 

unfortunately, the Christmas period and a holiday for local schools. Therefore, as most of the 

targeted respondents were foreigners, it might be expected most of them were on holiday 

until nearly mid-January. Thirdly, gathering the data occurred in the three main cities of KSA 

(Riyadh, Jeddah, and AL-Khobar), where foreign banks operate. The distance between these 

cities exceeds 1400 km, and this increased the time, cost, and effort to gather the data.  

4.5.1.3 Data Analysis 

There has been some debate on how Likert scale data should be analysed (Chimi & Russell 

2009; Henson et al. 2010, Norman 2010). Some experts believed that these data are ordinal 
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data that should be examined using a nonparametric analysis approach like the “Mann 

Whitney U” test, “Kruskal Wallis” test, or “Wilcoxon Signed Ranks Test” (Jamieson 2004; 

Gardner & Martin 2007). Nevertheless, others have supported the idea that ordinal data can 

be converted into interval level data and can be subjected to parametric (statistical) analysis 

techniques such as t-test, standard deviation, and ANOVA (Allen & Seaman 2007).   

There are numerous other approaches that could be applied to convert the ordinal level data 

to an interval scale such as “Classical Test Theory (CTT)”, “Alternative Least Squares 

Optimal Scaling (LSOS)”, “Item Response Theory (IRT)”, “Markov Chain Monte Carlo 

(MCMC)”, and “Anchoring Vignettes (AV)” modelling technique (Granberg-Rademacher 

2010; Harwell & Gatti 2001). Nevertheless, these methods do not tackle the problem arising 

from the application of the ordinal scale for the analysis item-by-item. Carifio and Perla 

(2007) emphasized that the use of single item-by-item analysis need not be abandoned 

outright. For this part of the process, determining the numeric values has to correspond with 

every category consisting of the ordinal scale.  

In the current research, a five-point Likert scale is used as a source for determining how the 

importance and/or agreement of the entry determinants and challenges of foreign banks in the 

Saudi banking market. The responses sought varied from “1-not important”, “2-less 

important”, “3-important”, “4-very important”, “5-extremely important,” and/or “1-strongly 

disagree”, “2- disagree”, “3-uncertain”, “4-agree”, “5-strongly agree”. 

Before correct interpretation and use of the obtained data (information), the involvement of 

more statistical analysis would be required. This could be attributed to the fact that the 

questionnaire data that will be collected is considered ordinal, thus assuming it has a linear 

correlation with underlying attitudes revealed in the verbal survey scale is not sensible (Luiz 

& Charalambous 2009). The responses from the Likert verbal scale questions can be 

misleading and misrepresentative of the data gained unless normalized via the use of some 

mathematical scaling first (Stacey 2005).  

Following Luiz and Charalambous (2009) and Luiz and Ruplal (2013), the current research 

has been used the Distribution Fitting Algorithmic Approach (DFAA). This approach was 

developed by Stacey (2005), and it works by converting ordinal level data (Likert scale data) 

to interval level data, therefore, generating a numeric scale. This includes “fitting 

hypothesized distributions” of the observed survey data through calculating means (μ), 
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standard deviations (σ), and threshold values (Stacey 2005). DFAA enables factors to be 

interpreted as well as rank. 

4.5.1.3.1 Distribution Fitting Algorithmic Approach (DFAA) 

The current thesis uses an algorithmic model developed by Stacey (2005) and (2012) for 

analysing ordinal scale data. The following properties define this model: 

▪ The approach could be utilised and obtain consistent and reliable results on any scale 

length. 

▪ There is no assumption on equal category widths. 

▪ There is an accommodation of all scale effects. 

▪ The ordinal data processed strictly as ordinal, while the resulting parameters as 

interval scaling, which could hence be used and considered in the further parametric 

analysis. 

Where the data collected is qualitative in nature, it is important to subject it to statistical 

transformation to enable the use of parametric statistical approaches (Stacey 2012). The 

author asserts that constructs like perceptions, attitudes, and preferences are normally hard to 

evaluate via direct observation, hence prompting the researchers to consider indirect data 

sources such as self-report methodology (Stacey 2012). The scope of the Stacey approach, 

when using the ordinal survey data, is to estimate population parameters like means, 

variances, and threshold values. This approach transformation has been considered and 

effectively used in other scholarly works like that of Luiz and Charalambous (2009), Luiz 

and Ruplal (2013), and among others. 

In essence, this methodology assumes that there exists a perceptions distribution regarding 

the extent of factors/issues/variables/items offered in the survey. According to Stacey (2005) 

and (2012), as the participants’ response format is ordinal in nature, there are no measurable, 

absolute, as well as standardized numeric values. Thus, “the numeric measurement could be 

determined such that the responses’ distribution follows as normal distribution” (Stacey 

2005). 

Utilising normal statistical distribution measures like sample mean and variance, the 

responses’ distribution anticipated for each survey response item could be computed for 
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applying “NORM.DIST” function in “Microsoft Excel” software. Nevertheless, the 

questionnaire data represents the observed responses’ number. The Stacey approach assumes 

“arbitrary values” in each survey item’s mean and variance as well as threshold values. Just 

as mentioned above on the use of “Microsoft Excel”, the subsequent phase is to compute the 

statistic of “Chi-square goodness-of-fit” between the numeric model and observed 

frequencies. By considering Microsoft Excel’s “Solver Add-in” macro, the “Chi-square” 

statistics can then be minimised. So, that the “goodness-of-fit” maximise, through having the 

variance and means per survey response items and “threshold values” varied. If then the 

“Chi-square” calculation results nonsignificant, it means that the difference between the 

numeric model and observed data is not significant. Therefore, the model's means and 

variance can be considered as reliable and credible estimates of the variables and means of 

the participants’ responses. 

The Model  

In developing the simulation model, various assumptions are made. First, participants are 

assumed to have the same interpretation, for example, verbal descriptors that explain every 

category of responses. Secondly, the analysis of verbal descriptors is considered to be 

consistent among all participants. Besides, participants are also assumed to have a normal 

distribution, for example, of perception and opinion. Lastly, the parameters used in the survey 

are considered to be standardized (Stacey 2005; Stacey 2012).   

Estimation of means and variances 

This study considers the following model of analysis: 

 

                            Attitudinal                                                                                                            

                           Thresholds                                                                                                             Analysis 
                                 

 

        μj         σj                                                                                                         μj          σj 
μj = Item mean, σj=  Item variance 

 
Figure 4.2: Description of the Stacey Analysis Model Considered in the Study 
Source: Stacey (2005). 

“Fundamental 
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Following Stacey (2005) and (2012), determination of sample population variance and means 

in the survey may assume hypothetical values. To represent the intrinsic attitude of the 

survey population . j represents the issue contained in the survey item ( ), 

with being the number participants evaluating , and in this sample  m. Therefore, 

 may be said to be a continuous attitudinal variable in this context    

According to Stacey’s model, the response of the participants, which have inherent 

continuous attitudes could be transformed into a separate categorical and ordinal response 

format. Therefore, intrinsic attitudes depend on discretisation transformation prior to being 

acquired as a survey response , with K being “the number of discrete 

ordinal categories”. The discretisation is “conditional on several notional attitudinal 

thresholds”. This enables the responses to become one ordinal category.  

 

            “Not important”          “Less important”             “Important”          “Very important”           “Extremely important”  

 

Level of Importance 

Figure 4.3: Continuous Response Scale’s Discretisation 
Source: Stacey (2005) and (2012). 

Given this, the ordinal value  for , while  and  .  

The model’s assumption is that intrinsic attitudes’ dissemination of the study population is  

X,j X 

X, j = 1 t o 

- oo < Xij < 00, 

aKfork = 1 toK 

T K = 00 
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normal  Taking into consideration the normality assumption, the expected 

responses number for every k value response classification is computed for every  survey 

response items, utilising the “standard normal integral”, in the following way:  

                                  (a)  

Where the model parameters are facilitated with arbitrary values, then the subsequent 

conventional equation can be considered in computing for the χ2 statistic: 

                                                        (b)  

The χ2 statistic calculated the “goodness-of-fit” measure between the numerical model and 

observed data of the survey. The Algorithmic approach is considered in estimating the 

model’s unknown parameters. This numerical model is therefore made up of the following:  

▪ Tabulated observed responses in each survey item’s response category.   

▪ Tabulated values defining numeric thresholds of various categories of response. 

▪ Tabulated parameters (variances and means) for each presumed survey item’s 

population distributions. 

▪ Tabulated the number of expected responses per response category that are derived 

for every survey response item, depending on the “threshold values” and “distribution 

parameters” (variances and means). 

▪ A computation of “χ2 statistic” utilising the conventional equation.  

The algorithm’s starting conditions are assigned inter category thresholds , and item 

means ) as well as variances ( ). It was found that before the algorithm was executed, 

the unavoidably large χ2 statistic value led to small p-values. It signified a variation that was 

statistically significant between the number of observed responses in every survey response 

item’s response category and the model. Upon executing the algorithm, the "goodness-of-fit" 

between the model and the total observed responses to every survey response item’s response 

Xj ~ N (µ . a -2) } I ) • 

j 
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category undergoes maximization. The statistic is minimized upon the algorithm 

implementation, leading to an increase in the p-value. In case the p-value exceeds the level of 

significance upon implementation, then the variation between the model and the response 

number observed per category of response for all surveyed items is statistically not 

significant. This aspect enables the algorithm to have “normal distributions” that fit the data. 

This allows the estimation of the variances and means of the population is one of the key 

prerequisites for conducting parametric assessments, especially with small samples, was 

automatically achieved.  

Inference  

The variation between the total responses observed per response category in every survey 

response item and the model should be “statistically insignificant”, therefore, the parameters 

of the model are considered unbiased estimates for the population parameters where the 

sample was taken.  

Based on the above information, the population parameters may be represented as interval 

measures, and since there is a specific meaning of zero value, treatment of population 

parameters may be justified as ratio level data. The variance and mean per survey item, for 

instance, may be used to calculate the p-value and t-statistic per survey item, where: 

                                                                                  (c)  

 

This analysis is also used to interpret the degree of relative importance (and/or agreement) of 

the entry determinants and challenges certain factors have. This could help with the 

interpretation and ranking of each factor. When analysing the results derived from the 

questionnaires, the next interpretations will need to be “made” to classify factors into 

categories such as very important, important, or less important and agree, uncertain, or 

disagree. Then, it is necessary to examine the relative significance of these factors through 

the mean of a factor’s response. Each item mean would indicate its significance when it 

differs from the overall mean of all the factors, and it can be interpreted as it is shown as 

follows: 
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▪ Greater than “0” (μ ˃ 0): this means that the factor will be considered as statistically 

significantly “more important” of all factors. Then, this could be interpreted as “very 

important” or “agree”, with reference to the total average importance among all the 

factors. 

▪ Close to “0” (μ ̴ 0): this means that the factor will be statistically “no more and no less 

important”, of the total average importance among all the factors. Then, this with 

reference to other factors can be interpreted as “important” or “uncertain”. 

▪ Less than “0” (μ < 0): this means that the factor will be significantly “less important”, 

the total average importance among all the factors. Then, with reference to other 

factors, this can be interpreted as “less important” or “disagree”. 

4.5.2 Qualitative Method (Semi-Structured Interviews) 

The qualitative method serves to collect textual data, or other forms of data, to generate 

knowledge (Creswell 2014; Braun et al. 2017). This method can obtain deep knowledge that 

is not generated by using statistical methods and quantitative research (Creswell 2014). It is 

suitable when the research aims to understand people’s reality, values, and cultural 

information, so this is more subjective (Mack et al. 2005, Collis & Hussey 2009; Ritchie et al. 

2014). Undertaking interviews is one of the most preferred techniques in the collection, 

evaluation, and generation of data for qualitative researchers (Dejonckheere & Vaughn 

2019). The interview is “a method of data collection that involves researchers seeking open-

ended answers related to a number of questions, topic areas, or themes” (O’Leary 2014: 271). 

Millar et al. (2017) stated that interviews provide an opportunity to acquire unpredicted 

information. Interviews will help to understand the viewpoint of the interviewee and the 

rationale for “how” and “why” they came to this view. It is a way to firstly gather more and 

deep information that the questionnaire cannot capture, and secondly, validate and contrast 

the data obtained from the questionnaire responses.   

Several studies have supported interviews for numerous reasons. Alshenqeeti (2014) and 

Young et al. (2018a) suggested that the interview is a flexible method and makes the research 

attractive. According to Gillham (2000), interviews are particularly useful for sensitive 

material compared to an anonymous questionnaire, and people are likely to disclose more 

information in a face-to-face interview. It also provides an opportunity to get views from 

individual experiences with respect to the cultural context (Lyons et al. 2013). Interviews are 

a source of rich as well as detailed data (qualitative), which enable the researcher to 



116 

understand participants’ views, experiences, and explore their descriptive experiences and 

investigate what their experiences mean (Rubin & Rubin 2012).   

The qualitative approach is not new in international business. In fact, there are calls for using 

this method in studies in the area of finance and economics. For instance, Starr (2014) argued 

that using a “well-done” qualitative approach is a systematically intellectually helpful and 

valuable mechanism for building the economic knowledge stock and other related fields, 

particularly if used properly to situate research questions.  

According to Sreejesh et al. (2014), interviews are classified into three different types: 

▪ Structured interviews depend on a formal identical or pre-determined set of questions. 

They are referred to as “interviewer-administered questionnaires”. 

▪ Semi-structured interviews represent the non-standardized forms of interviews, often 

known as qualitative research interviews. The study is directed by a list of key 

questions and themes that need to be addressed. He/she does not have to follow the 

same order as they are written or ask the interviewee every question. Normally, the 

researcher has the freedom to delete or add questions where he/she deems necessary. 

▪ Unstructured-structured interviews (non-directive interviews) are usually informal 

interviews and often known as “in-depth interviews”, which exist no pre-determined 

questions list, and interview participants are presented with the chance to freely air 

their views on beliefs, events, and behaviours. Despite that type of interview is 

flexible, it recognized to produce “less systematic” data as it is difficult in its nature 

and needs time in order to categorize and analyse such data. 

Semi-structured interviews were used in the current research because they are the most 

appropriate for eliciting answers. They are based on the study objectives and literature 

reviews done on this topic. In semi-structured interviews, the interview is done face-to-face, 

which will generate a sense of rapport and develop rich qualitative data (Irvine et al. 2013).  

The use of semi-structured interviews in current research has enormous advantages. It gives 

the researcher and respondents the freedom to ask other questions, which may arise during 

the discussions and explore related issues. It allows the participants to express their 

experiences and ideas freely and without diverting from the actual topic (Seidman 2013; 



117 

Neuman 2019; Sekaran & Bougie 2014). The flexibility makes it possible to get an insight 

into the foreign banks’ entry into the Saudi banking market. Also, the semi-structured 

interviews are appropriate for complex issues that are undergoing important changes (Wilson 

2014). Using semi-structured interviews with open-ended questions helps to reduce or 

remove research bias that can arise (Cachia & Millward 2011; Edwards & Holland 2013; Yin 

2017). 

The interview questions have been divided into three sections. The first section seeks some 

general information about the participants, including the bank’s name, participant’s position, 

participant’s experience in the Saudi banking market, and gender. In contrast, the second 

section includes a set of questions about factors affecting the decision of foreign banks to 

enter the Saudi banking market with more focusing on Islamic culture and the pigging of 

Saudi Riyal against the dollar. The last section is about the challenges that foreign banks 

faced in the Saudi banking market.  It seeks to understand what the challenges were and how 

these were overcome (for more details of the interview, see Appendix 6). 

As the officials in the foreign banks are likely to be from a different culture than that of the 

interviewer, there could be a possibility of diverse interpretations (Lervik 2011). It is also 

possible to seek clarification during the interviews. In this research, the interviewer follows 

the interview protocol, which gives the researcher freedom and flexibility to ask additional 

questions if so required (Roulston 2010; Turner 2010).  

The interviewing process will consist of open-ended questions that enable the participants to 

offer significant evidence, which is essential to reduce subjectivity arising from restricting the 

respondent’s answers. It also assists in data collection, as well as categorizing the group 

responses into particular codes or themes for analysis (Williams 2014; Lewis 2015).  

4.5.2.1 Interview Protocol  

Interview protocol is like an algorithm that enables the systematic conduct of the interview. It 

is not just a list of interview questions;, but it extends to guiding the interview process (Jacob 

& Furgerson 2012). It provides step by step approach or chick list to conduct the interviews 

that enhances the interview process’s effectiveness by ensuring that the time allocated is used 

for obtaining comprehensive information (Yeong et al. 2018b).  
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Table 4.1 describes the interview protocol used in this research. 

 

Table 4.1: The Interview Protocol of this Research 

 

Interview Type 

 

 

Semi-structured interview, face-to-face 

Duration Approximately 35-45 minutes  

Interviewees 
Chief executive officers (CEOs), Chief Operation Officers (COOs),  and Senior 

managers. 

Number of Participants 

(sample) 
28-32 

Aim and style Investigation and Exploration of information  

Interview Place Banks’ offices  

Language English or Arabic  

Level of Confidentiality 

 
High  

Ethical considerations 
Participants approved in advance for the interviews. Interviews were conducted only 

after receiving approval and signing the consent form.  

 

Start of interview 

Welcoming the participants. 

Greeting and thanking him/her for participating in the research. 

A brief synopsis of the research. 

My name is Najla Alomar, I am a PhD candidate at the University of Canberra. The 

main aim of this study is to examine foreign banks entering and operating in the 

KSA. 

This interview will take approximately 45 minutes. Through this time, there will be 

some questions, that I will ask you, to obtain information about foreign banks' entry 

into the Saudi banking market. 

Recording 
The interviewer requested from each interviewee the possibility of being recorded. 

No recording was done unless approval had been received. 

Information exchange 
All questions were prepared in advance, and there was flexibility in asking more 

questions depending on responses. 

Types of Questions Open-ended questions, describing and illustrating their expectations and experiences.  

Ending the Interview Thanking the participants for their time and cooperation. 

 

4.5.2.2 Sampling Frame and Sample size of Interview 

The sampling frame for interviews consists of officials in all (14) foreign banks operating in 

the Saudi banking market as of the end of December 2019. According to Baker and Edwards 

(2012) and Bryman (2015) following factors need to be considered in drawing the sample: 

▪ Firstly: the research purpose has to be considered in addition to the research question 

that proposes to be answered and the proposed methodology for the adoption. 
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▪ Secondly: the epistemological issue requires considering the needs of the readers, 

peers, and mentors. That is decided on the quantity, analysis, and diversity of the 

sample. It is advocated that for the researchers to avoid criticism, they have to gather 

adequate evidence that entails excellence instead of adequacy in the field. 

▪ Thirdly: the availability of the population and the subjects are important. In some 

types of research, it is easy to obtain a large number of subjects, whereas it is not the 

case in some research. 

▪ Fourthly: in a qualitative study, saturation47 is the key. As long as the researcher keeps 

getting varying answers, he/she has to continue asking questions. Once the researcher 

starts documenting repetitive evidence, he/she stops (Morse 1995; Guest et al. 2006; 

Morse 2015; Saunders et al. 2018). Morse (2015: 587) emphasized that “saturation is 

the most frequently touted guarantee of qualitative rigor offered by authors”. Some 

authors used saturation term as a “rule”, or an “edict” (Morse 1995; Sparkes et al. 

2011), of qualitative research, as it is evident in a section on generic quality criteria in 

qualitative approaches (Morse et al. 2002). 

Following Baker and Edwards (2012), the interviews aim to be conducted with the 

participants who are willing to respond to the questionnaires. The target number of interviews 

was between 28 to 32. The number of interviews was due to the following reasons: 

▪ The small number of foreign banks which have entered the Saudi banking market, 

with a limited number of CEOs, COOs, and senior managers in each bank. 

▪ Based on the research questions, aim, and design, it seems 28-32 interviews are 

reasonable. According to Rao (2012), selecting the number of participants is based on 

the assumptions made by the research design. 

▪ The difficulties and resource limitations for accessing foreign banks in order to 

conduct interviews with personnel. 

▪ The saturation point, according to Dworkin (2012), the size of the qualitative research 

sample is likely to reach saturation between five and 50. Guest et al. (2006) assert that 

to reach saturation, all they require is 12 interviews in a homogenous category, 

Whereas Francis et al. (2010) emphasize that 16 or fewer interviews are enough for 

 

47 The term “Saturation” was first used by Glaser and Strauss (1967). 



120 

studies with relatively homogeneous groups. Theoretically, saturation could be the 

intended finish point for the data collection. 

Therefore, with having 28-32 interviews, it is believed that responses received will be 

adequate to answer the research questions. 

4.5.2.3 Interviews Procedure and Respondents 

There are many kinds of interviews, including face-to-face, telephone, group, and internet 

interviews (Bolderston 2012). The current research employs face-to-face interviews with 

CEOs and executive managers of foreign banks operating in the KSA. The interview 

conducting process was arranged simultaneously with the questionnaire conducting the 

procedure.  

The CCO from each foreign bank arranged the interview date and time (and other details) via 

email or phone with the researcher. Since the respondents were CEOs, COOs, and other 

senior managers, it was essential to making the interview time short. Interviewees were 

interviewed for approximately 35-45 minutes. However, others took as much as 75 minutes, 

depending on the interviewees' responses. All these interviews were conducted during the 

time from mid-December 2019 to mid-February 2020. 

4.5.2.4 Interview Analysis 

In qualitative research, analysis of the data is considered to be a continuous process that 

brings meaning, structure, and order to a mass of gathered or collected data (Creswell 1998; 

Patton 1999). Haq (2015) believed that qualitative research analysis is more complicated 

compared to quantitative research because of the fact that the key insight is often buried in 

the rich text.  

The current research employs a thematic analysis approach, which refers to “the process of 

identifying patterns or themes within qualitative data” (Maguire & Delahunt 2017: 3352). 

The aim of this approach is to classify patterns and/or themes in the data which are significant 

as well as interesting, and then use these patterns to conduct the data analysis to generate a 

systematic and comprehensive record (Galanis 2018). This analysis is much more than 

surmising the qualitative data (Maquire & Delahunt 2017). The thematic analysis process 

includes six steps as follows: “Familiarizing with the research data; generating codes to the 
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research data to characterize the content; searching for themes or pattern in codes among the 

interviews; reviewing the themes; defining the themes; producing the report” (Braun & 

Clarke 2006:35). 

According to Haq (2015), the best analysis technique in research that includes semi-

structured interviews is thematic analysis. This study uses the interview method in order to 

interview the participants and then translate their responses (Qu & Dumay 2011). Following 

this approach, the data of interviews were analysed to identify the relevant facts and then will 

be transcribed and translated if needed. The researcher will familiarise himself with the data 

by reading and then re-reading the transcripts and then code the data. Lewis (2015) stated that 

using open-ended questions helps the interviewer to collect data and classify the replies into 

codes or themes for later analysis. Although thematic analysis is a tedious process, however, 

it can help to identify rich codes and themes and thereby lead to meaningful conclusions (Haq 

2015). This analysis helps to make systematically and objectively inferences by identifying 

specific characteristics embedded in the responses.  

4.6 Pilot Study 

The pilot study refers to a “small-scale study to test a questionnaire, interview checklist or 

observation schedule, to minimize the likelihood of respondents having problems in 

answering the questions and of data recording problems as well as to allow some assessment 

of the questions’ validity and the reliability of the data that will be collected” (Saunders et al. 

2012:677). Conducting a pilot study aim to identify the difficulties and reduce the risk when 

and after collecting the data (Harding 2013; Zikmund et al. 2013). This can be achieved by 

firstly, assessing if every question provides an adequate response range; secondly, 

establishing whether the interpretation of the replies can be done with respect to the data; and 

thirdly, re-wording any question that is not answered per expectation. Williams (2014) stated 

that a pilot study is essential to scale the collected data's reliability and validity before 

conducting the major research analysis. It is crucial to review respondents’ answers to certain 

questions. However, Pritchard and Whiting (2012) asserted that if the researcher has the 

chance to learn what is actually required from the participants during interviews, then it may 

not be necessary to conduct pilot studies. 

The aim of the pilot study in the current research was to help improve the questionnaire and 

the interview questions by receiving feedback from experts and academics. The questionnaire 
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and the interview guide were sent to some academics in order to confirm that all questions 

were clear in their wording and free of errors. A pilot study also was conducted with five 

senior managers from foreign banks in the KSA that makes the group of participants 

corresponding to the sample specifications for this research (Terr Blanche et al. 2006). These 

pilot questionnaires were also derived from five academic researchers to get their opinion 

about the reliability and validity test. It received some feedback on some questions having to 

be worded more clearly, or others to be deleted as there was some repetition or not deemed to 

be relevant. 

4.7 Informed Consent  

Informed consent refers to the agreement to take part in a research where the importance of 

offering adequate information has to be explained so that the benefits and risks are 

understood by the participants (Cseko & Tremaine 2013; Nijhawan et al. 2013; Halkoaho et 

al. 2016). In this study, the researcher obtained informed consent from the respondents before 

they were actually responded to the questionnaire. In addition, before the interviews, all the 

participants were expected to sign an informed consent form as evidence of their acceptance 

to participate and contribute to the research. The participation information sheet was also 

handed in (see Appendix 4). 

4.8 Research Ethics 

As this study required human participation to collect data through questionnaires and 

interviews, it was necessary  to confirm the ethical rules. Often in research, ethical issues are 

concerned with the manner in which the respondents are treated in conducting the research 

and the activities in which the researchers may or may not engage the respondents (Bryman 

& Bell 2011).  

According to Kakabadse et al. (2002), there are four different ethical rules including:  

▪ Autonomy, respecting, safeguarding and protecting the participants from any risk. 

▪ Non-malfeasance, the main requirement of research, does not cause any kind of risk. 

▪ Beneficence: is maximizing the benefits of the research and minimizing the risk. 

▪ Justice: comprises relating properly with people and illustrating good morals with 

respect to equal opportunity. 
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The above rules were carefully complied with during the current research. In each stage of 

the research procedure or conducting the process, the researcher must plan and enforce the 

research ethics, which was ensured (Zukauskas et al. 2018). This research has adhered to the 

“Rules and Ethics Regulations of the University of Canberra”. Ethical clearance was obtained 

from the university’s “Human Research Ethics Committee (HREC)” (University of 

Canberra’s ethical number is 2078). The ethics application was submitted to the university 

before the fieldwork began.  

The importance of having ethical approval is essential to ensure that the study is authentic, 

valid, and reliable (Vanclay et al. 2013). Consequently, invitation letters/the participants’ 

information sheet/informed consent forms were all provided to all participants (for details, 

see Appendix 2, 3, and 4). All participants, who agreed to participate in the current research, 

were given the consent form to sign and to ensure that they read and understand the research 

topic and other information related to it. Furthermore, the researcher’s contact details were 

provided. This was in case they wanted to contact the researcher if they have any concerns or 

questions regarding the study. 

In addition, it was ensured that confidentiality was maintained. The research data and audio 

records are safely stored based on data protection rules that are enforced by the HREC. The 

privacy of the participants during the interviews was considered. In the face-to-face 

interviews, it was ensured the participant was alone, and other people were may around 

probably influence the credibility of respondents’ answers. This “restricting” rule is essential 

to ensure that the participants discuss freely without any outside interference or 

eavesdropping on the conversation. The participants’ information was not used in the 

research report as coded numbering sheets were used. To ensure participants’ privacy, only 

the researcher is allowed to access the coding system. The data would only be accessible by 

the researcher and thesis supervisors. In all circumstances, the respondents’ answers were 

protected from outside scrutiny.  

All the data obtained from the questionnaire survey and semi-structured interviews have been 

processed and subsequently analyzed in order to remove any bias. The results and discussion 

chapters (Chapters 5 & 6) include the responses received from the targeted sample, and 

responses were linked to other studies’ findings to enhance the credibility of this research. 

Much effort has been made to minimize and prevent plagiarism and avoiding any erroneous 

reporting of results. 
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4.9 Research Reliability and Validity  

Validity and reliability are two important aspects of any research study, and they are applied 

to assess the research quality and integrity (Kimberlin & Winterstein 2008; Noble & Smith 

2015). Reliability is the level of consistency in an assessment, while validity is concerned 

with assessment accuracy (Saunders et al. 2016). To guarantee reliability and validity, the 

research should be consistent and accurately, and truthfully reflect the data (Noble & Smith 

2015; Saunder et al. 2016). The current thesis study applied a mixed-method approach 

(quantitative and qualitative methods – see below) with a variety of instruments to analyze 

the data, mainly the questionnaire and semi-structured interview. 

4.9.1 Reliability and Validity of Quantitative Research 

To ensure the reliability and validity of the current thesis questionnaire, two different 

techniques were used. Firstly, effective questionnaire construction was used to generate the 

questionnaire survey, which included several techniques to construct the questions used in the 

questionnaire and avoid researcher bias (Bradburn et al. 2004). In addition, a pilot study was 

conducted so that any adjustments to the questionnaire could be made (Srinivasan & Lohith 

2017). The reliability of the questionnaire can be ascertained through several variables 

covering the theoretical and conceptual framework (Chapter 4). As mentioned previously, the 

questionnaire incorporated closed-ended questions that can ensure the validity of this 

project’s findings. Participants were given Likert scale-based questions that included five 

multiple-choice options. Using SPSS software to analyse the response to the questionnaire 

(quantitative) assisted in guarding against the researcher’s personal bias; doing so improved 

the data reliability. Furthermore, to improve the reliability of the statistical analysis of the 

current study Likert scale, the DFAA was employed. According to Stacey (2005), this 

method is more reliable and valid when compared to converting data from ordinal to interval 

form, especially for a small sample size (Stacey 2012). 

4.9.2 Reliability and Validity of Qualitative Research 

The control of research design or statistical approaches cannot by itself provide reliability and 

validity of the qualitative design. Reliability and validity are of lesser concern in qualitative 

research in comparison to quantitative research (Bryman & Bell 2015). In fact, the term 

‘credibility’ is considered to be more applicable than reliability (Noble & Smith 2015). 
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Credibility refers to the truthfulness of participants’ statements, and establishing it involves 

careful observation and audit trials (Munhall 2012; Noble & Smith 2015; Marshall & 

Rossman 2016). It depends on establishing a match between lived experiences and 

participants’ representations (Cope 2014). 

Gravetter and Forzano (2011) stated that the validity of qualitative research (Semi-structured 

interview) is achieved with rich data collection, which in turn leads to a more detailed 

comprehension of a phenomenon or scenario. This opinion is echoed by Haq (2015) and 

others. In the current study, the data was collected and analysed after obtaining responses of 

key participants (CEOs, COOs, and other senior managers) who worked in foreign banks in 

the KSA. The reliability and validity of the data were checked by combining the answers 

given in the qualitative questionnaire with a specific topic (Grossoehme 2014). Stenbacka 

(2001) claimed that to achieve good quality qualitative research, the researcher has to 

thoroughly document the research process, methods, and answers so that the readers are 

convinced about what is being argued. 

Moreover, to ensure validity, reliability, as well as credibility of the interviews, it employed 

semi-structured interviews that included open-ended questions that allowed a variety of 

answers and interpretations. For this reason, the pilot study served to review and refine the 

questions with the same people who checked the questionnaire.  

‘Member checking’ is a method whereby a researcher clarifies the credibility of research 

outcomes. This technique increases rigor in qualitative research, which enables the 

participants in the study to assess whether their comments have been recorded accurately and 

thereby confirming credibility (Alshenqeeti 2014; Grossoehme 2014; Birt et al. 2016). 

During the interview, the researcher wrote the responses while the participants were talking. 

After each interview, each respondent receives the researcher’s clarification of their 

interview, which gives them the opportunity to check, modify, confirm and verify their 

answers. This technique also enables us to add new data.  

In qualitative research, it is recommended a criteria framework be developed in order to 

identify validity and reliability (Tracy 2010). These criteria which current study applied are 

“(a) worthy topic, (b) rich rigor of the study, (c) sincerity of the researcher, (d) credibility of 

the researcher, (e) resonance of research, (f) significant contribution, (g) ethics, and (h) 

meaningful coherence” (Tracy 2010: 837). 
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Furthermore, triangulation is a critical part of creating research credibility (Moore et al. 2012; 

Black et al. 2013; Creswell 2013; Heale & Twycross 2015). Gorissen et al. (2013) and Haq 

(2015) stated that using multiple sources and methods to collect and interpret the data 

enhances the credibility level. It does this by limiting any sense of bias that the researcher 

may hold and strengthening the data validation (Yin 2017).  

4.10 Summary 

This chapter discussed in detail the methodology. Both the deductive and inductive 

approaches to analysis were described in detail. The mixed-method approach combines 

quantitative and qualitative methods of research by using both the questionnaire survey and 

semi-structured interview. It has been used in the DFAA in order to analyse the quantitative 

data while a thematic analysis approach for analyzing the qualitative data. 

Ethical considerations of basing this study on interactions with other people did require that 

all ethical rules of the University of Canberra were implanted. In order to achieve the 

required levels of reliability, validity, and credibility of the data and the results, the pilot 

study, questionnaire development, ‘member checking’ processes, and other techniques were 

conducted.  

Chapter 5, which follows, will present the analysis of the data and results obtained from the 

questionnaires and interviews. 
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CHAPTER FIVE 

DATA ANALYSIS AND RESULTS 

 

5.1 Introduction 

This chapter illustrates the data analysis and results of the collected data garnered from 

quantitative and qualitative surveys on the determinants of foreign banks’ entry and the 

relative importance of these determinants. Also covered here are the challenges faced by 

these banks in the KSA. The main analysis includes employing the DFAA for questionnaire 

data and thematic analysis of the interview data. Results are reported in this chapter, based on 

the 71 questionnaires returned out of 92 distributed and conducting of 36 interviews. 

5.2 Quantitative Research Method: Questionnaires 

The main purpose of using the questionnaire in the current research is to enable an analysis of 

data obtained from the CEOs, COOs, and other senior managers working in foreign banks 

operated in Saudi Arabia's banking market. The major topic was the extent to which they 

agree on the importance of determinants (factors) motivating their banks to enter the Saudi 

banking market. 

5.2.1 Data Processing and Analysing of Questionnaire 

After the data has been collected, the information is still raw and needs to be converted into a 

format that is appropriate for evaluation (Bryman 2012). The data processing includes the 

classifying and coding of the raw information manually and relocating it to computer 

software (Babbie 2020). According to Neuman (2019), the success of any research depends 

mainly on the data analysis process since it delivers valid meaning by facilitating data 

analysis and interpretation, without which the study would be rendered worthless. The 

collected questionnaire data were coded and entered into the IBM Statistical Package for 

Social Science SPSS (Version 26). In the current research, the questionnaire data were 

analysed in two different stages. The first stage applied the descriptive statistics, known as 

the ‘Distribution Analysis’. This analysis collected the frequency of responses to the 

determinants of foreign banks’ entry decisions in the Saudi banking market and the 
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challenges encountered. Using this analysis enables the primary features of the quantitative 

data to describe the basis of the data quality and deliver a summary of the sample and 

specifically used measures (Trochim 2006; Mathers et al. 2009; Kaliyadan & Kulkarni 2019). 

Tustin et al. (2010) emphasised that descriptive analysis is essential to understand what the 

collected data tell us and to recognize any possible errors through capturing and coding the 

data. It could be reorganised into different types of graphs and charts and interpreted in order 

to provide a practical and theoretical meaning (Simpson 2015; Neuman 2019). 

Following this, in the second stage, the data derived from the distribution analysis was 

imported into Microsoft Excel, where the DFAA was deployed. This technique converts 

ordinal data into interval level data, which can then be subjected to parametric analysis 

methods. The mean values obtained from this approach are used to determine the importance 

of agreement of each factor. P-value (which was set significant at the 5% confidence level) 

was calculated to assess the significance of each element. The use of this approach is unique 

and provides more valid and accurate results (Venter 2015).  

5.2.2 Questionnaire Response Rate 

A total of 92 questionnaires were distributed among foreign banks; 71 responses were 

received, which reflects a 77.2% response rate48. A high response rate can be attributed to the 

support and help from SAMA. This rate was statistically sufficient to be accepted for the 

statistical analysis (Lawrence et al. 1985; Baruch 1999; Nulty 2008). Some questionnaires 

were not returned, which was expected. The likely reason is that since the sample frame of 

the current research is limited to the senior managers of foreign banks in KSA, it may be 

these participants were too busy to answer the questionnaires. Although there was a sustained 

follow-up, unfortunately, the researcher did not receive responses from them. The response 

rate is represented below in Table 5.1. 

The non-response bias test was conducted using comparisons of the responses from last and 

early waves, such as last and first quarterly responses (Armstrong & Overton 1977). 

Respondents were placed into two groups (early respondents and late respondents). T-tests 

were used for comparing the responses of the two groups to the questions on the Likert scale 

(Lindner et al. 2001). However, there were no differences between the last and early 

 

48 Following Zikmund (2010), the responses rate is equal to the number of questionnaires returned divided by the number of 

invited participants.  
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respondents’ responses. Seemingly, in terms of response to surveys, the last respondents 

shared similarities with non-respondents (Miller & Smith 1983). Therefore, based on the 

current non-response bias test analysis, there are similarities between the late respondents’ 

responses and those of non-respondents; hence, the results could be generalisable to the total 

target population (Rahadkrishna & Doamekpor 2008).  

Table 5.1: The Questionnaire Response Rate 

Questionnaires Response Respondents Percentage (%) 

Returned Questionnaire 71 77.2% 

Not Returned Questionnaire 21 22.8% 

Total Questionnaire Administered 92 100% 

 

5.2.3 Questionnaire Results 

5.2.3.1 The Determinants of Foreign Banks’ Entry into the KSA 

This subsection provides the results of the data to answer research question one that includes 

the five sub-questions. Research question two is also covered here. 

Results Pertaining to the First Research Question 

The first main research question set out to identify the determinants of foreign banks' entry 

into the KSA. The following sub-questions were derived before, and they include: 

➢ Does the “Follow-the-customer” hypothesis explain the foreign banks’ entry to the 

KSA? 

➢ Do the Saudi market characteristics affect foreign banks’ entry decisions to enter 

KSA? 

➢ Do the parent banks’ characteristics affect foreign banks’ entry decisions to the 

KSA? 

➢ Does the distance (language and geographical distance) affect foreign banks’ entry 

decisions to KSA? 

➢ Does Islamic culture exercise an influence on foreign banks’ entry decisions? 

In the current research, descriptive statistics reported the actual responses of each factor on 

the determinants of foreign bank entry into the KSA. Table 5.2 summarises the results by 

applying descriptive statistics (stage one) of the sample, which presents the frequency 
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distribution responses of each factor on the determinants of foreign bank entry into the KSA 

(Appendix 7 has the relative charts). 

Table 5.2: Frequency Distribution of each Factor on the Determinants of Foreign Bank Entry. 

 

Factor 

No. 
Factor Description 

Responses Number & Percentages 

Not 

important 

Less 

important 
Important 

Very 

important 

Extremely 

important 

1.1 Following corporate customers 0 
1 

1.4% 

8 

11.3% 

25 

35.2% 

37 

52.1% 

1.2 
Following non-corporate customers 

(workers and investors) 

9 

12.7% 

14 

19.7% 

22 

31% 

16 

22.5% 

10 

14.1% 

1.3 Getting a new customer base 0 
2 

2.8% 

18 

25.4% 

29 

40.8% 

22 

31% 

1.4 Following the competitors 
11 

15.5% 

22 

31% 

25 

35.2% 

10 

14.1% 

3 

4.2% 

2.1 
The economic growth in the KSA (such as 

growth rate of GDP and GDP per capita) 
0 

2 

2.8% 

17 

23.9% 

28 

39.4% 

24 

33.8% 

2.2 

The profit opportunities: differences in 

interest rate between KSA and home 

country 

4 

5.6% 

13 

18.3% 

26 

36.6% 

16 

22.5% 

12 

16.9% 

2.3 
The profit opportunities: differences in the 

tax rate between KSA and home country 

7 

9.9% 

22 

31% 

23 

32.4% 

13 

18.3% 

6 

8.5% 

2.4 Size of the Saudi banking market 0 0 
16 

22.5% 

16 

22.5% 

39 

54.9% 

2.5 
High demand for banking products and 

services from the Saudi population 

5 

7% 

11 

15.5% 

11 

15.5% 

20 

28.5% 

24 

33.8% 

2.6 Saudi economic stability 0 0 
10 

14.1% 

24 

33.8% 

37 

52.1% 

2.7 Saudi political stability 0 0 
16 

22.5% 

20 

28.5% 

35 

49.3% 

2.8 The pegged of Saudi Arabian Riyal to US 

Dollars 

1 

1.4% 

6 

8.5% 

27 

38% 

22 

31% 

15 

21.1% 

2.9 Entry regulations 0 
6 

8.5% 

26 

36.6% 

25 

35.2% 

14 

19.7% 

2.10 
Regulations allowing other non-banking 

activities 

9 

12.7% 

23 

32.4% 

25 

35.2% 

9 

12.7% 

5 

7% 

3.1 Exploiting (influence of) bank’s size 
3 

4.2% 

13 

18.3% 

29 

40.8% 

18 

25.4% 

8 

11.3% 

3.2 
Exploiting (influence of) bank’s 

experience 

2 

2.8% 

10 

14.1% 

26 

36.6% 

21 

29.6% 

12 

16.9% 

3.3 
Exploiting (influence of) bank’s 

reputation 

2 

2.8% 

1 

1.4% 

21 

29.6% 

24 

33.8% 

23 

32.4% 

4.1 Geographical links 
5 

7% 

10 

14.1% 

11 

15.5% 

24 

33.8% 

21 

29.6% 

4.2 Language similarity 
21 

29.6% 

17 

23.9% 

12 

16.9% 

13 

18.3% 

8 

11.3% 

5.1 
Providing Islamic banking products in the 

Saudi market 

17 

23.9% 

17 

23.9% 

18 

25.4% 

10 

14.1% 

9 

12.7% 

5.2 
Prior experience of providing Islamic 

products outside the Saudi market 

19 

26.8% 

14 

19.7% 

23 

32.4% 

9 

12.7% 

6 

8.5% 

5.3 Similarity of the legal system (Sharia law) 
25 

35.2% 

22 

31% 

14 

19.7% 

8 

11.3% 

2 

2.8% 

5.4 Applying Islamic principles (e.g. Zakat) 
28 

39.4% 

23 

32.4% 

9 

12.7% 

7 

9.9% 

4 

5.6% 
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The data that emerged from the above distribution analysis was then imported into the 

specifically designed Microsoft Excel template that processes the DFAA. This makes it 

possible to determine the importance of each factor on a foreign bank’s entry decision (stage 

two).  

RQ1. SQ1: Results Pertaining to the “Follow-the-Customer” Hypothesis 

Results pertaining to the first research question, particularly sub-question A that aims to 

examine to what extent the “Follow-the-customer” hypothesis explains the foreign banks' 

entry to the KSA, which is illustrated in Table 5.3 below. 

Table 5.3: DFAA Results for “Follow-the-Customer” Hypothesis. 

 * Negative coefficient (sample mean negative). 

For more details, please see Table 5.3.1, available in Appendix 8. 

 

1.1 Following Corporate Customers 

H0 1.1: Following corporate customers was not a determinant in the foreign banks’ 

decision to enter the KSA. 

In response to “following corporate customers”, results show that the value of mean (μ) was 

0.78 (p-value 0.000), indicating that the respondents considered this factor as a “very 

important” determinant for foreign banks when deciding to enter the KSA. The standard 

deviation was 0.37, which is also quite close to zero and reflects the fact that answers were 

grouped relatively close together. Based on that, H0 1.1 is rejected, and the following 

alternative hypothesis is accepted: 

H1 1.1: Following corporate customers was a determinant in the foreign banks’ decision 

to enter the KSA. 

Factor 

No. 
Factor Description μ SD 

t- 

Value 

p- 

Value 

Signifi-

cance 

H0 

(α=5%) 
Interpretation 

1.1 
Following corporate 

customers 
0.78 0.37 10.77 0.000 + Rejected Very Important 

1.2 

Following non-corporate 

customers (workers and 

investors) 

-0.23 0.88 -2.10 0.039 - 
Not 

Rejected* 
Less Important 

1.3 Getting a new customer base 0.45 0.33 6.62 0.000 + Rejected Very important 

1.4 Following the competitors -0.57 0.58 -6.33 0.000 - 
Not 

Rejected* 
Less important 
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1.2 Following Non-Corporate Customers 

H0 1.2: Following non-corporate customers was not a determinant in the foreign banks’ 

decision to enter the KSA. 

 

In response to “following non-corporate customers”, results indicate that the value of mean 

(μ) was -0.23 (p-value 0.0398), indicating that the respondents considered this factor as a 

“less important” determinant for foreign banks when deciding to enter the KSA. As the 

current approach used a one-sided test and the sign of the coefficient was negative (sample 

mean found negative), (therefore, this is not evidenced against H0 in favor of H1 (Figueiredo 

Filho et al. 2013). Based on that, H0 1.2 cannot be rejected. 

1.3 Getting a New Customer Base  

 

H0 1.3: Getting a new customer base was not a determinant in the foreign banks’ decision 

to enter the KSA. 

In response to “getting a new customer base”, results suggest that the value of mean (μ) was 

0.45 (p-value 0.000), suggesting that the respondents considered this factor as a “very 

important” determinant for foreign banks when deciding to enter the KSA. The standard 

deviation was 0.33, which was also quite close to zero and reflects that answers were grouped 

relatively close together. On this basis, the H0 1.3 is rejected, and the following alternative 

hypothesis is accepted: 

H1 1.3: Getting a new customer base was a determinant in the foreign banks’ decision to 

enter the KSA. 

 

1.4 Following the Competitors  

 

H0 1.4: Following banks’ competitors was not a determinant in the foreign banks’ 

decision to enter the KSA. 

In response to following the competitors, results show that the mean (μ) was -0.57 (p-value 

0.000), indicating that the respondents considered this factor as a “less important” 

determinant for foreign banks when deciding to operate in the KSA. As the current approach 

used a one-sided test and the sign of the coefficient was negative (sample mean found 

negative); therefore, H0 1.4 cannot be rejected. 
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RQ1. SQ2: Results pertaining to the Saudi Market Characteristics 

Results pertaining to the first research question, particularly sub-question B, which aims to 

examine to what extent the Saudi market characteristics are important for foreign banks' entry 

decisions into the KSA, are illustrated in Table 5.4 below. 

Table 5.4: DFAA Results for Saudi Market Characteristics. 

* Negative coefficient (sample mean negative). 
 

 

For more details, please see Table 5.4.1, available in Appendix 8. 

2.1 Economic Growth in the KSA 

       H0 2.1: The potential economic growth of the Saudi banking market was not a 

determinant in the foreign banks’ decision to enter the KSA. 

Factor 

No. 
Factor Description Μ SD 

t-  

Value 

p- 

Value 

Significa

nce 

H0 

(α=5%) 
Interpretation 

2.1 

The economic growth in the 

KSA (such as growth rate of 

GDP and GDP per capita) 

0.49 0.36 6.93 0.000 + Rejected 
Very  

Important 

2.2 

The profit opportunities: 

differences in interest rate 

between KSA and home 

country 

-0.07 0.67 -0.69 0.489 No 
Not 

Rejected 
Important 

2.3 

The profit opportunities: 

differences in the tax rate 

between KSA and home 

country 

-0.39 0.63 -4.17 0.000 - 
Not 

Rejected* 
Less Important 

2.4 
The size of the Saudi 

banking market 
0.78 0.64 8.20 0.000 + Rejected Very Important 

2.5 

High demand for banking 

products and services from 

the Saudi population 

0.30 1.21 2.27 0.026 + Rejected Very Important 

2.6 Saudi economic stability 0.77 0.35 10.92 0.000 + Rejected Very Important 

2.7 Saudi political stability 0.69 0.50 8.23 0.000 + Rejected Very Important 

2.8 The pegged of Saudi 

Arabian Riyal to US Dollars 
0.18 0.46 2.27 0.026 + Rejected Very Important 

2.9 Entry regulations 0.20 0.38 2.77 0.007 + Rejected Very Important 

2.10 
Regulations allowing other 

non-banking activities 
-0.50 0.61 -5.40 0.000 - 

Not 

Rejected* 
Less Important 
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In response to “economic growth in the KSA such as growth rate of GDP and GDP per 

capita”, results indicate that the value of mean (μ) was 0.49 (p-value 0.000), indicating that 

the respondents considered this factor as a “very important” determinant for foreign banks 

when deciding to enter the KSA. Based on this, H0 2.1 is rejected, and the following 

alternative hypothesis is accepted: 

H1 2.1: The potential economic growth of the Saudi banking market was a determinant in 

the foreign banks’ decision to enter the KSA. 

2.2 The Profit Opportunities: Differences in Interest Rate 

H0 2.2: The profit opportunities: differences in the interest rate of the Saudi banking 

market were not a determinant in the foreign banks’ decision to enter the KSA. 

In response to "the profit opportunities: differences in interest rate between KSA and foreign 

bank home country", results show that the value of mean (μ) was -0.07 (close to zero) (p-

value 0.4897), indicating the respondents considered this factor as an “important” 

determinant for foreign banks when deciding to enter the KSA. Based on this, H0 2.2 cannot 

be rejected. 

2.3 The Profit Opportunities: Differences in Tax Rate 

HO 2.3: The profit opportunities: differences in the tax rate of the Saudi banking market 

were not a determinant in the foreign banks’ decision to enter the KSA. 

In response to “the differences in tax rate between KSA and the foreign bank home country”, 

results indicate that the value of mean (μ) was -0.39 (p-value 0.000), indicating the 

respondents considered this factor as a “Less Important” determinant for foreign banks when 

deciding to enter the KSA. As the current approach used a one-sided test and the sign of the 

coefficient was negative (sample mean found negative); therefore, H0 2.3 cannot be rejected. 

2.4 The size of the Saudi Banking Market 

H0 2.4: The size of the Saudi banking market was not a determinant in the foreign banks’ 

decision to enter the KSA. 

In response to “the Saudi KSA market size”, results show the value of mean (μ) was 0.78 (p-

value 0.000), indicating that the respondents considered this factor as a “very important” 
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determinant for foreign banks when deciding to enter the KSA. On this basis, H0 2.4 is 

rejected, and the following alternative hypothesis is accepted: 

H1 2.4: The size of the Saudi banking market was a determinant in the foreign banks’ 

decision to enter the KSA. 

2.5 The Demand for Banking Products and Services from the Saudi Population 

H0 2.5: The high demand for banking products and services from the Saudi population 

was not a determinant in the foreign banks’ decision to enter the KSA. 

 

In response to “the high demand for banking products and services from the Saudi 

population”, results indicate that the value of mean (μ) was 0.30 (p-value 0.026). This 

suggests that respondents considered this factor as a “very important” determinant for foreign 

banks when deciding to enter the KSA. Therefore, H0 2.5 is rejected, and the following 

alternative hypothesis is accepted: 

H1 2.5: The high demand for banking products and services from the Saudi population 

was a determinant in the foreign banks’ decision to enter the KSA. 

2.6 Saudi Economic Stability 

H0 2.6: Saudi economic stability was not a determinant in the foreign banks’ decision to 

enter the KSA. 

In response to “Saudi economic stability”, results show that the value of mean (μ) was 0.77 

(p-value 0.000), reflecting that the respondents considered this factor as a “very important” 

determinant for foreign banks when deciding to enter the KSA. Therefore, H0 2.6 is rejected, 

and the following alternative hypothesis is accepted: 

H1 2.6: Saudi economic stability was a determinant in the foreign banks’ decision to 

enter the KSA. 

2.6 Saudi Political Stability 

H0 2.7: Saudi political stability was not a determinant in the foreign banks’ decision to 

enter the KSA. 

In response to “Saudi political stability”, results illustrate that the value of mean (μ) was 0.69 

(p-value 0.000), reflecting that the respondents considered this factor as a “very important” 
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determinant for foreign banks when deciding to operate in the KSA. Based on this, H0 2.7 is 

rejected, and the following alternative hypothesis is accepted: 

H1 2.7: Saudi political stability was a determinant in the foreign banks’ decision to enter 

the KSA. 

2.8 The Pegged of Saudi Arabian Riyal to US Dollars 

H0 2.8: Pegging the Saudi Riyal to the US dollar was not a determinant in the foreign 

banks’ decision to enter the KSA. 

In response to “the pegged of Saudi Arabian Riyal to the US dollar”, results indicate that the 

value of mean (μ) was 0.18 (p-value 0.026), reflecting that the respondents considered this 

factor as a “very important” determinant for foreign banks' entry into KSA. Based on this 

finding, H0 2.8 is rejected, and the following alternative hypothesis is accepted: 

H1 2.8: Pegging the Saudi Riyal to the US dollar was a determinant in the foreign banks’ 

decision to enter the KSA. 

2.9 Entry Regulations 

H0 2.9: The entry regulation was not a determinant in the foreign banks’ decision to enter 

the KSA. 

In response to the entry regulations, results show the value of mean (μ) was 0.20 (p-value 

0.007), indicating that the respondents considered this factor as a “very important” 

determinant for foreign banks for entry into the KSA. Based on this finding H0 2.9 is 

rejected, and the following alternative hypothesis is accepted: 

H1 2.9: The entry regulation was a determinant in the foreign banks’ decision to enter the 

KSA. 

 

2.10 Regulations Allowing other Non-Banking Activities 

H0 2.10: The regulations allowing other non-banking activities were not a determinant in 

the foreign banks’ decision to enter the KSA. 

In response to regulations allowing other non-banking activities, results show that the value 

of mean (μ) was -0.50 (p-value 0.000), indicating that the respondents considered this factor 

as a “Less Important” determinant for foreign banks when deciding to enter the KSA. Since 
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the current approach used a one-sided test and the sign of the coefficient negative (sample 

mean found negative); therefore, H0 2.10 cannot be rejected. 

RQ1. SQ3: Results Pertaining to the Parent Banks’ Characteristics 

Results concerning the first research question, particularly sub-question C, which aims to 

examine to what extent the parent banks' characteristics are important for foreign banks' entry 

decisions to enter the KSA, are illustrated in Table 5.5 below. 

Table 5.5: DFAA Results for Parent Bank’s Characteristics. 

 

For more details, please see Table 5.5.1, available in Appendix 8. 

 

3.1 The Bank’s size 

H0 3.1: The parent bank’s size was not a determinant in the foreign banks’ decision to 

enter the KSA. 

In response to “the parent bank's size”, results show that the value of mean (μ) was -0.12 

(close to zero) (p-value 0.166), indicating the respondents considered this factor as an 

“important” determinant for foreign banks when deciding to enter the KSA. Based on this 

finding, H0 3.1 cannot be rejected. 

3.2 The Bank’s International Experience 

H0 3.2: The foreign bank’s international experience was not a determinant in the foreign 

banks’ decision to enter the KSA. 

In response to “the bank's international experience”, findings show the value of mean (μ) was 

0.05 (close to zero) (p-value 0.557), indicating that the respondents considered this factor as 

an “important” determinant for foreign banks when deciding to enter the KSA. Based on this 

finding, H0 3.2 cannot be rejected. 

Factor 

No. 
Factor Description Μ SD 

t- 

Value 

p- 

Value 
Significance 

H0 

(α=5%) 
Interpretation 

3.1 To exploit bank’s size -0.12 0.50 -1.40 0.166 
Not 

Significant 

Not 

Rejected 
Important 

3.2 
To exploit the bank’s 

experience 
0.05 0.52 0.59 0.557 

Not 

Significant 

Not 

Rejected 
Important 

3.3 
To exploit the bank’s 

reputation 
0.38 0.63 4.03 0.000 + 

Not 

Rejected 
Very Important 
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3.3 The Bank’s Reputation 

H0 3.3: The bank’s reputation was not a determinant in the foreign banks’ decision to 

enter the KSA. 

In response to “the bank’s reputation”, the results reveal that the value of mean (μ) was 0.38 

(p-value 0.000), reflecting that the respondents considered this factor as a “very important” 

determinant for foreign banks when deciding to enter the KSA. On this basis, H0 3.3 is 

rejected, and the following alternative hypothesis is accepted: 

H1 3.3: The bank’s reputation was a determinant in the foreign banks’ decision to enter 

the KSA. 

 

RQ1. SQ4: Results Pertaining to the Distance Factors 

Results pertaining to the first research question, particularly sub-question D that aims to 

examine to what extent the distance (language and geographical distance) are important for 

foreign banks' entry decisions to enter KSA are illustrated below in Table 5.6. 

Table 5.6: DFAA Results for Distance. 

* Negative coefficient (sample mean negative). 
 

For more details, please see Table 5.6.1, available in Appendix 8. 

 

 

4.1. Geographical Links 

 H0 4.1: The geographical distance between the foreign bank’s home country and the 

KSA was not a determinant in the foreign banks’ decision to enter the KSA. 

In response to the “geographical distance”, the results show that the value of mean (μ) was 

0.25 (p-value 0.040), indicating the considered this factor as a “very important” determinant 

for foreign banks in their decision to enter KSA. Therefore, H0 4.1 is rejected, and the 

following alternative hypothesis is accepted: 

Factor 

No. 
Factor Description μ SD 

t- 

Value 

p- 

Value 
Significance 

H0 

(α=5%) 
Interpretation 

4.1 Geographical links 0.25 1.01 2.09 0.040 + Rejected Very Important 

4.2 Language similarity -0.67 1.49 -4.61 0.000 - 
Not 

Rejected* 
Less Important 
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H1 4.1: The geographical distance between the foreign bank’s home country and the KSA 

was a determinant in the foreign banks’ decision to enter the KSA. 

 

4.2 Language Similarity 

H0 4.2: The language similarity was not a determinant in the foreign banks’ decision to 

enter the KSA. 

In response to language similarity, the results found that the value of the mean (μ) was -0.67 

(p-value 0.000), reflecting that the respondents considered this factor as a “less important” 

determinant for foreign banks when deciding to enter the KSA. However, given that the 

current approach used a one-sided test and the sign of the coefficient negative (sample mean 

found negative), therefore, H0 4.2 cannot be rejected. 

RQ1. SQ5: Results Pertaining to Islamic Culture 

Results pertaining to the first research question, particularly sub-question E, which seeks to 

examine to what extent Islamic culture influences foreign banks’ decision to enter the KSA, 

are illustrated in Table 5.7. 

 

Table 5.7: DFAA Results for Islamic Culture 

* Negative coefficient (sample mean negative). 

For more details, please see Table 5.7.1, available in Appendix 8. 

 

5.1 Providing Islamic Banking Products in the Saudi Market 

H0 5.1: Providing Islamic banking products in the KSA market was not a determinant in 

the foreign banks’ decision to enter the KSA. 

Factor 

No. 
Factor Description Μ SD 

t- 

Value 

p- 

Value 

Signific

ance 

H0 

(α=5%) 
Interpretation 

5.1 

Providing Islamic banking 

products in the Saudi 

market 

-0.56 1.26 -4.23 0.000 - 
Not 

Rejected* 
Less Important 

5.2 

Prior experience of 

providing Islamic products 

outside the Saudi market 

-0.56 1.27 -4.20 0.000 - 
Not 

Rejected* 
Less Important 

5.3 
The similarity of the legal 

system (Sharia law) 
-0.65 1.06 -5.36 0.000 - 

Not 

Rejected* 
Less Important 

5.4 
Applying Islamic 

principles (e.g. Zakat) 
-0.99 0.90 -8.73 0.000 - 

Not 

Rejected* 
Less Important 
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In response to “providing Islamic banking products in the Saudi market”, the results show 

that the value of mean (μ) was -0.56 (p-value 0.000), indicating that the respondents 

considered this factor as a “less important” determinant for foreign banks when deciding to 

enter the KSA. Since the current approach employed a one-sided test and the sign of the 

coefficient negative (sample mean found negative); therefore, H0 5.1 cannot be rejected. 

5.2 Prior Experience of Providing Islamic Products Outside the Saudi Market 

H0 5.2: Prior experience of providing Islamic products outside the Saudi market was not 

a determinant in the foreign banks’ decision to enter the KSA. 

In response to "prior experience of providing Islamic products outside the Saudi market", 

results found that the mean (μ) was -0.56 (p-value 0.000), reflecting that the respondents 

considered this factor as a “less important” determinant for foreign banks when deciding to 

enter the KSA. Since the current approach used a one-sided test and the sign of the 

coefficient negative (sample mean found negative); therefore, H0 5.2 cannot be rejected. 

5.3 The similarity of the Legal System (Sharia law) 

H0 5.3: Similarity of the legal system (Islamic law) was not a determinant in the foreign 

banks’ entry decision to enter the KSA. 

In response to “the similarity of the legal system (Sharia law)”, results show that the value of 

mean (μ) was -0.65 (p-value 0.000), indicating that the respondents considered this factor as a 

“less important” determinant for foreign banks when deciding to enter the KSA. Since the 

current approach used a one-sided test and the sign of the coefficient negative (sample mean 

found negative), Thus, H0 5.3 cannot be rejected. 

5.4 Applying Islamic principles (e.g., Zakat) 

H0 5.4: Applying Islamic principles (e.g., Zakat) was not a determinant in the foreign 

banks’ decision to enter the KSA. 

In response to applying Islamic principles such as Zakat, results found that the value of mean 

(μ) was -0.99 (p-value 0.000), reflecting that the respondents considered this factor as a “less 

important” determinant for foreign banks when deciding to enter the KSA. Since the current 

approach used a one-sided test and the sign of the coefficient negative (sample mean found 

negative); therefore, H0 5.4 cannot be rejected. 
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Summary Results, Response to Open-Ended Question about the Entry Determinants 

The first open question asked the participants to list any other factors, which, in their opinion, 

were important in motivating their bank to enter into KSA. The responses were as follows: 

▪ The size of the Saudi market is large, but conversely, there is only a small number of 

local banks. Compared to the UAE, for instance, which is a smaller banking market 

than the KSA, it still has more than 50 banks, although consolidation is happing now. 

▪ The large Saudi economy also has more opportunities.  

▪ It is enhancing the economic relationship by facilitating and increasing commercial 

trade between the home country and the KSA. 

▪ It enhances political unity between the home country and the KSA.  

▪ There is greater evidence of risk diversification and sources of income.  

▪ Sixthly and lastly, foreign banks' strategy generally is to grow globally. 

 

Results Pertaining to the Second Research Question 

The second research question set out to identify the relative importance of entry factors 

(determinants) as perceived by the foreign banks that operate in the KSA banking market. 

Table 5.8 reflects the level of importance of the respective entry determinants (sub-factors) in 

the current study. By using the standardised mean of each factor calculated using the DFA 

analysis method, the interpreted level of importance is indicated from very important to less 

important. To summarise, eleven of the twenty-three factors were construed as very 

important, three factors were interpreted as important, and the remaining nine elements were 

said to be less important. 
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Table 5.8: Summary of Interpreted Importance of Entry Determinants Factors. 

   

 

It can be seen from Table 5.8 that the most important factor for entry determinants was both 

followed corporate customers and the size of the Saudi banking market. This was followed by 

three Saudi market characteristics factors, namely economic stability, political stability, and 

economic growth. The overarching consideration was the size of the Saudi banking market.   

In order to compare the ‘main category determinants’, the mean of each determinant was 

calculated by estimating the average mean of its sub-factors. Table 5.9 shows that “Follow-

the-customer” was ranked the first major important determinant and interpreted as a “very 

important” factor with a value mean (μ) of 0.27, followed by Saudi market characteristics 

with a value mean (μ) of 0.24. In contrast, parent banks' features were ranked as the third 

important determinant and interpreted as “important” with a value mean (μ) of 0.10. Distance 

determinants were classified as the fourth important determinant but interpreted as “less 

Category 
Factor 

No. 
Factors Description μ Interpretation Rank 

T
h

e
 m

o
st

 i
n

fl
u

e
n

ti
a
l 

fa
c
to

r
s 

1.1 Following corporate customers 0.78 Very Important 1st  

2.4 The size of the Saudi banking market 0.78 Very Important 1st  

2.6 Saudi economic stability 0.77 Very Important 2nd  

2.7 Saudi political stability 0.69 Very Important 3rd  

2.1 Economic growth in the KSA (such as growth rate of GDP 

and GDP per capita) 
0.49 Very Important 4th  

1.3 Getting a new customer base 0.44 Very Important 5th  

3.3 Exploiting bank’s reputation 0.38 Very Important 6th  

2.5 High demand for banking products and services from the 

Saudi population 
0.30 Very Important 7th  

4.1 Geographical links 0.25 Very Important 8th  

2.9 Entry regulations 0.20 Very Important 9th  

2.8 The pegged of Saudi Arabian Riyal to US Dollars 0.18 Very Important 10th  

M
e
d

iu
m

 

in
fl

u
e
n

ce
 3.2 Exploiting bank’s experience 0.05 Important 11th  

2.2 The profit opportunities: differences in interest rate between 

KSA and home country 
-0.07 Important 12th  

3.1 Exploiting bank’s size -0.12 Important 13th  

T
h

e
 l

e
ss

 i
n

fl
u

e
n

ti
a
l 

fa
c
to

r
s 

1.2 Following non-corporate customers  -0.23 Less Important 14th  

2.3 The profit opportunities: differences in the tax rate between 

KSA and home country   
-0.39 Less Important 15th  

2.10 Regulations allowing other non-banking activities -0.50 Less Important 16th  

5.1 Providing Islamic banking products in the KSA market -0.56 Less Important 17th  

5.2 Prior experience of providing Islamic products outside the 

Saudi market 
-0.56 Less Important 17th  

1.4 Following the competitors -0.57 Less Important 18th  

5.3 The similarity of the legal system (Sharia law) -0.65 Less Important 19th  

4.2 Language similarity -0.67 Less Important 20th  

5.4 Applying Islamic principles (e.g. Zakat) -0.99 Less Important 21st  
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important” with a value mean (μ) of -0.21. Islamic culture determinant was the last important 

determinant and interpreted as “less important” with a value mean (μ) of -0.69. 

Table 5.9: Interpreted Relative Importance of the Main Entry Determinants. 

 

5.2.3.2 The Foreign Banks’ Challenges in the KSA 

Results Pertaining to the Third Research Question 

This section evaluates the results of the data collected to answer research question three, 

which explored the challenges encountered by foreign banks in KSA. Table 5.10 summarises 

the results by applying descriptive statistics (stage one) to the sample, which presents the 

frequency distribution responses to each challenge faced by foreign banks. 

Table 5.10: Frequency Distribution of Challenges Faced by Foreign Banks. 

Factor 

No. 
Factor Description Μ Interpretation Rank 

1 "Follow- the- customer" 0.27 Very Important 1st  

2 Saudi market characteristics 0.24 Very Important 2nd  

3 Parent banks’ characteristics 0.10 Important 3rd  

4 Distance -0.21 Less Important 4th  

5 Islamic culture -0.69 Less Important 5th  

No. Challenge  

Responses Number & Percentages 

Strongly 

disagree 
Disagree Uncertain Agree 

Strongly 

agree 

1 KSA environment 
2 

2.8% 

24 

33.8% 

17 

23.9% 

22 

31% 

6 

8.5% 

2 
Regulations and government policies in 

KSA 
0 

16 

22.5% 

11 

15.5% 

24 

33.8% 

20 

28.2% 

3 Political uncertainty in KSA 
15 

21.1% 

24 

33.8% 

19 

26.8% 

7 

9.9% 

6 

8.5% 

4 Economic development in KSA 
7 

9.9% 

19 

26.8% 

16 

22.5% 

19 

26.8% 

10 

14.1% 

5 Oil price changes 
5 

7% 

8 

11.3% 

19 

26.8% 

30 

42.3% 

9 

12.7% 

6 Exchange rate changes 
10 

14.1% 

34 

47.9% 

18 

25.4% 

8 

11.3% 

1 

1.4% 

7 The high level of competition 
6 

8.5% 

14 

19.7% 

18 

25.4% 

16 

22.5% 

17 

23.9% 

8 Cultural differences (Islamic culture) 
15 

21.1% 

30 

42.3% 

17 

23.9% 

8 

11.3% 

1 

1.4% 

9 Language differences 
23 

32.4% 

32 

45.1% 

8 

11.3% 

7 

9.9% 

1 

1.4% 

10 Level of technology in KSA 
9 

12.7% 

18 

25.4% 

9 

12.7% 

13 

18.3% 

22 

31% 

11 Shortage of skilled persons 
13 

18.3% 

24 

33.8% 

15 

21.1% 

15 

21.1% 

4 

5.6% 

12 Governance issues within the bank 
9 

12.7% 

22 

31% 

20 

28.2% 

17 

23.9% 

3 

4.2% 
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Like the analysis undertaken on the above determinants, the data that was obtained from the 

above challenge’s distribution analysis was subsequently imported into the specified 

Microsoft Excel template that processes the DFAA. This helped to determine the level of 

agreement views to each challenge (stage 2). The following table (Table 5.11) illustrates the 

results. 

Table 5.11: DFAA Challenges Faced by Foreign Banks in the Saudi Banking Market. 

  * Nearly significant.  

For more details, please see Table 5.11.1, available in Appendix 8. 

 

Based on the above results, ‘regulations and government policies’ was ranked at the top of 

challenges faced, the mean (μ) was positive at the value of 0.61. This challenge was 

statistically significant, with a p-value of 0.000. This means that the respondents strongly 

agreed with the regulations as a significant challenge when foreign banks operated in the 

Saudi market. Other major challenges with substantial findings and categorised as the most 

significant challenges to foreign banks were the level of technology, high level of 

competition, and oil price changes. Results revealed that four challenges (uncertain ones) 

were the KSA environment, economic development in KSA, governance issues within the 

Category Challenge Description Μ SD 
t-  

Value 

p- 

Value 
Significance Interpretation Rank 

T
h

e 
m

o
st

 i
m

p
o

rt
an

t 
ch

al
le

n
g

es
 

Regulations and 

government policies in 

KSA 

0.61 0.85 5.54 0.000 + Agree 1st 

Level of technology in 

KSA 
0.41 1.97 2.48 0.015 + Agree 

2nd 

 

The high level of 

competition 
0.39 1.11 3.13 0.002 + Agree 3rd 

Oil price changes 0.36 0.67 3.74 0.004 + Agree 4th 

U
n

ce
rt

ai
n
 c

h
al

le
n
g

es
  

KSA environment 0.16 0.53 1.81 0.074 
Not 

significant 

 

Uncertain 
5th 

Economic development in 

KSA 
0.16 0.90 1.44 0.154 

Not 

significant 
Uncertain 5th 

Governance issues within 

the bank 
-0.09 0.64 -0.97 0.336 

Not 

significant 
Uncertain 6th 

Shortage of skilled persons -0.22 0.85 -1.99 0.050* 
Not 

significant 
Uncertain 7th 

T
h

e 
le

as
t 

im
p

o
rt

an
t 

ch
al

le
n

g
es

 

Political uncertainty in 

KSA 
-0.28 0.94 -2.42 0.018 _ Disagree 8th 

Exchange rate changes -0.36 0.45 -4.50 0.000 _ Disagree 9th 

Cultural differences 

(Islamic culture) 
-0.45 0.57 -5.00 0.000 _ Disagree 10th 

Language differences -0.70 0.70 -7.04 0.000 _ Disagree 11th 
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bank, and shortage of skilled persons. However, these four challenges appeared to have a 

positive mean (μ) and very close to 0 at the values of 0.16, 0.16, -0.09, and -0.22, 

respectively. All these factors were not statistically significant. The remaining challenges 

were categorised as the less facing challenges. These were statistically significant and had 

negative means (μ), indicating that the respondents strongly disagreed with them as 

challenges facing foreign banks: political uncertainty in the KSA, exchange rate changes, 

cultural differences (Islamic culture), and lastly, language differences between the bank’s 

home country and the KSA (see Chart 5.7 in Appendix 7). 

Summary Results, Response to Open-Ended Questions about Challenges Faced. 

The second open question requested the participants to list in order all the other challenges, 

which, in their opinion, were encountered by them in the KSA. These issues were as follows: 

▪ Technological wise-system related issues, where foreign banks cannot use their parent 

bank's technology system, so they cannot provide services as they do in their home 

country. 

▪ They must meet compliance standards with both SAMA and home country 

regulations.  

▪ Lack of diversity in the products and goods/services that they can provide in the KSA 

market. The ‘Saudisation’ strategy for the workforce where the ratio of locally 

employed citizens is required to be reasonably high. 

Issues concerning foreign banks' Saudi branch policies. Most regulations that apply to local 

banks can cause misunderstanding and/or conflict with the bank group's requirements. 

5.3 Qualitative Results: Semi-Structured Interviews  

Semi-structured interviews were used in the current research to collect and analyse the 

specified data gathered from CEOs, COOs, and senior managers, on the determinants of 

foreign banks' entry into the KSA market. These interviews also explore the challenges that 

they may face them. It is important to note that the interview results highlight and clarify the 

conclusions that were amassed through the quantitative method. Results from the quantitative 

approach (questionnaire) are the key part in examining determinants, while those results from 

the qualitative method (semi-structured interview) serve as a minor component to support 
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and/or add to the quantitative outcomes. Meanwhile, the qualitative method was used to 

explore and examine the foreign banks’ challenges.  

5.3.1 Data Processing and Analysing of Interview  

While collecting the qualitative data, the interviewer asked respondents if they wanted to be 

recorded or otherwise. Some did not want to for reasons of confidentiality regarding the 

details and/or fear of repercussions from their institutions. This was a challenge for the 

interviewer, as the researcher had to document the interview responses immediately during 

the actual interview. However, to overcome this problem, ‘Member checking’ helped to 

assess whether their comments have been recorded accurately and thus confirm credibility. 

On the other hand, some participants agreed to be recorded, which assisted in establishing the 

accuracy of each individual’s recall of the issues discussed (Patton 2015; Yin 2015). This 

enabled the researcher to transcribe the audio text using “Dictate” software. Using this 

software helped to minimize the transcribe time and effort. It should be noted that some 

respondents preferred the interviews to be conducted in Arabic. In these cases, the researcher 

translated the response into English. To analyse their comments, interview data thematic 

analysis was used (see Chapter 3). All the transcripts were manually analysed. 

5.3.2 Analysis of Interview responses 

Interviewees were selected based on their willingness  and availability to participate. 

Approximately half of the total questionnaire participants agreed to participate in the 

interview; the total number of interview participants was 36 that represents 12 out of 14 

foreign banks. The saturation point was reached in the current research after interviewing 36 

respondents. 

The interview results with those 36 interviewees contained rich data and insights based on the 

quantitative analysis. Table 5.12 summarises the number of participants and their positions. 

Table 5.13 shows that 25% of the respondents were CEOs, 14% were COOs, and 61% were 

other senior managers. Men made up 94.4% of the sample, while women comprised only 

5.6%. This reflects the reality that men generally always hold senior positions in foreign 

banks operating in the KSA.  
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Table 5.12: Number of Participants and their Employment Position.  

Position Frequency Percentage (%) 

Chief Executive Officers (CEOs) 9 25% 

Chief Operating Officers (COOs) 5 14% 

Other Senior Managers 22 61% 

Total 36 100% 

 
 

 

Table 5.13: Participants’ Gender.  

Gender Frequency Percentage (%) 

Male 34 94.4% 

Female 2 5.6% 

 

5.3.3 Interview Results  

Several main findings emerge from the thematic analysis in this section. Firstly, several 

determinants of foreign banks' entry into the Saudi market are evident. Most of these reflect 

the characteristics of the Saudi banking market and "following the customers" hypotheses. 

Another main determinant, which is the key contribution of the current study, was the Islamic 

culture in KSA not impacted foreign banks’ entry decisions. Also, which is another main 

contribution, is the pegging of the Saudi Riyal against the US dollar, which encouraged 

foreign banks to enter the Saudi banking market. Secondly, several challenges encountered 

by foreign banks included: regulations and meeting the SAMA requirements, meeting the 

high rate of ‘Saudisation’ in the industry, local banking technology requirements, and a high 

degree of competition.   

5.3.3.1 The Determinants of Foreign Banks’ Entry into the KSA 

The responses to question 2.1: Could you please tell me about those determinants (factors), in 

your opinion, that were important in motivating your bank to enter the Saudi banking 

market? are recorded in Table 5.14.  
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Table 5.14: The Main Determinants of Foreign Banks’ Entry Decision. 

No. Determinants Response by the Interviewees Total Percentage 

1 
The Saudi economy's growth and its development creates a large number of 

opportunities to generate profits 
33 92% 

2 Following the customers  29 80.5% 

3 Economic and political stability 27 75% 

4 The Saudi market is large 17 47.2% 

5 Strength of the Saudi market achieved by SAMA regulations 13 36% 

6 Economic and political interdependence between the two countries 13 36% 

7 Exploiting the bank size and international experience 10 27.7% 

8 Cultural similarity  7 19.4% 

9 Achieving banks' growth and reputation 5 13.8% 

10 A large Saudi population and demand conditions  5 13.8% 

11 Represent the home country's government (political and economic reasons) 5 13.8% 

12 Getting a new customer base 4 11% 

13 KSA government's "2030 Vision"  3 8.3% 

14 The significance of Saudi Arabia as a G20 member 2 5.5% 

15 Following the competitors 3 8.3% 

16 Having competitive advantages 1 2.7% 

17 The small number of banks in the market 1 2.7% 

18 Saudi currency's stability 1 2.7% 

29 Leading their clients to enter the Saudi market 1 2.7% 

20 Following individual customers 1 2.7% 

 

It can be seen that the most important determinants of foreign banks’ entry decisions, with 

92% of the total interviews’ responses, were the Saudi economy’s growth and its 

development, which created a large number of opportunities to generate profits. This was 

followed by the following the customer’s by 80.5%, and then Saudi economic and political 

stability with 75%. The size of the Saudi market was the fourth most important factor at 

47.2%. The responses of economic and political interdependence between the two countries 

and the strength of the Saudi market were achieved by SAMA regulations ware 36% each. 

The remaining elements were of minor importance, with various percentages ranging from 

27.7% down to 2.7%. Most of these responses were commensurate with the conclusions 

obtained from the quantitative analysis results. 
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The responses to question 2.3:  To what extent did the Islamic banking culture impact on your 

decision to enter the Saudi banking market? are recorded in Table 5.15. This table 

summarises that the majority of interviewees felt that Islamic culture did not impact banks' 

entry decisions. They believed their banks provided banking services for corporate customers 

and multinational companies, and banks' Islamic products were not particularly important. 

Twenty-five percent of the interviewees (R4, R6, R15, R16, R19, R21, R22, R27, R36) 

agreed that Islamic culture positively impacted their entry decision as they came from Islamic 

home countries and very aware of the demand for Islamic banking services. Only one 

interviewee (R10) believed this factor had a negative impact on banks’ decision to enter the 

Saudi market. 

Table 5.15: The Impact of Islamic Culture on Foreign Banks’ Entry Decision. 

Impact Description Total Percentage 

No impact 25 69.4% 

Positive impact 9 25% 

Negative impact 1 2.8% 

Not sure if there is an impact 1 2.8% 

Total  36 100% 

 

The responses to question 2.4: Does your bank provide Islamic banking products and 

services in the Saudi banking market, and question 2.5: Does your bank provide Islamic 

banking products and services in any markets other than the KSA? are summarised in Table 

5.16. It shows that 58.3% of the interviewees agreed their bank offers Islamic banking 

products and services in the Saudi banking market, and 41.7% did not. Furthermore, 66.7% 

of respondents felt that banks provide Islamic banking products and services in markets 

outside the KSA, and 33.3% did not. 

Interestingly, both the banks, T.C. ZIRAAT BANKASI A.S. and National Bank of Pakistan 

(NBP) are established in Islamic countries, and they already offer Islamic banking products 

and services in their countries but not in the KSA. It was logical to offer Islamic products in 

the KSA, but interviewees noted the limitations of their banking system and the long process 

required to get SAMA’s approval of Islamic services and products.  
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Table 5.16: Provision of Islamic Banking Products and Services. 

Factors Yes Percentage No Percentage 

Providing Islamic banking products and services in the 

Saudi banking market 
21 58.3% 15 41.7% 

Providing Islamic banking products and services in any 

markets other than the KSA 
24 66.7% 12 33.3% 

 

The responses to question 2.6: Contracts  and other official transactions in the KSA are 

necessary for the Arabic language. Does this impact your decision to enter the Saudi banking 

market? How? Why? are reported in Table 5.17. It can be seen that most interviewees 

(94.5%) agreed that the Arabic language did not influence their bank's entry decision. Some 

(R1, R3, R6, R7, R3.1, R15, R18, R19, R22, R36) stated their banks came from the home 

country, where Arabic is the mother tongue. Other interviewees (R6, R10, R12, R13, R14, 

R21, R24, R28, R33) said this factor was no obstacle since Saudi government regulations 

require a high ratio of Saudi nationals in the banking staff and can conduct their work in the 

Arabic language. Others (R27, R28, R30, R32, R33) said that this is a common factor that 

foreign investors face in any foreign market. Only two interviewees (R26, R31) agreed that 

the Arabic language negatively affected their entry decision. Though some realised their 

bank's need to deal with both Arabic and English in the KSA, only English was the method of 

communication at the parent bank. Others said that this was an expected challenge.  

Table 5.17: The Impact of the Arabic Language on Foreign Banks’ Entry Decisions. 

Impact Description Total Percentage 

No impact 34 94.5% 

Negative impact 2 5.5% 

Total  36 100% 

 

The responses to question 2.7: The Saudi legal system is governed by Sharia law. Does this 

impact on your decision to enter the Saudi banking market? How? Why? are reported in 

Table 5.18. It illustrates that 83.4% of interviewees said that Sharia law had no effect on 

banks’ entry decisions into the KSA. Since their banks came from Islamic home countries, 

which enabled them to accept this kind of Islamic law. Other interviewees (R1,  R3) agreed 

their banks operated in many different countries that have different laws, and they 

successfully dealt with all of them. Some (R19, R21, R22, R27) noted that their banks have a 

Sharia board overseeing the compliance of services and products to Sharia law. One (R15) 



151 

agreed that the Saudi judicial system is very strong but has improved in the last few years. 

Only two interviewees (R4, R9) believe there is a negative impact. According to R9, “we 

don't have Sharia committee, and we are not experts on this law”, while another thinks that 

Sharia may affect some of their non-Islamic commercial lawsuits that will be conducted in a 

court that implements Sharia law.  

Table 5.18: The Impact of the Saudi Legal System (Sharia law) on Foreign Banks’ Entry Decisions. 

Impact Description Total Percentage 

No impact 30 83.4% 

Positive impact 1 2.8% 

Negative impact 2 5.5% 

Not sure 3 8.3% 

Total 36 100% 

 

The responses to question 2.8: What effect has the pegging of the Saudi Riyal to the US dollar 

had on your bank’s decision to enter the Saudi banking market? are reposted in Table 5.19. It 

shows that 66.6% of interviewees agreed that the pegging of the Saudi Riyal wielded a 

positive effect on their decision to enter the KSA. The main positive aspect of this pegging is 

ensuring the Saudi currency’s stability and exchange rate. Also, this policy helped remove the 

fluctuation in the exchange rate, which has impacted the cost. Only 25% (R8, R9, R11, R12, 

R19, R25, R31, R32, R34) found this did not affect their decision at all, while 8.3% (R10, 

R13, R28) were unsure. 

Table 5.19: The Effect of the Pegging of Saudi Riyal Against the US Dollar on Foreign Banks’ Entry Decisions. 

Impact Description Total Percentage 

No impact/Not considered 9 25% 

Positive impact 24 66.6% 

Not sure 3 8.3% 

Total 36 100% 

5.3.3.2  The Foreign Banks’ Challenges in the KSA 

The responses to question 3.1: What are the challenges your bank faced prior to entering the 

Saudi banking market? are reported in Table 5.20. The table illustrates that half of the 
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interviewees were not involved in this issue prior to entering the Saudi banking market, so 

they could not comment on this issue. However, the other half revealed some challenges that 

foreign banks faced prior to entering the Saudi banking market: getting the license was an 

obstacle, and  there was no clear mechanism for applying and obtaining a license, i.e., no 

application process (27.8%) (R1, R11, R14, R21, R22, R24, R25, R26, R30, R31); setting up 

(location-staffing-system) (25%) (R3, R5, R6, R22, R27, R28, R30, R33, R35); and lastly, 

dealing with certain requirements (8.3%) (R5, R12, R33). 16.6% of the interviewees (R10, 

R13, R16, R19, R34, R36) were of the opined there were no challenges. 

 

Table 5.20: The Foreign Banks’ Challenges Prior to entering the KSA. 

No. Challenges Description Total Percentage 

1 Uncertain (could not comment on this issue) 18 50% 

2 
Getting the license, no clear mechanism for applying (no application process) 

and obtaining a license 
10 27.8% 

3 Setting up (location- staffing-system) 9 25% 

4 No challenges 6 16.6% 

5 Dealing with certain requirements 3 8.3% 

 

The responses to question 3.2: What are the challenges your bank faced upon entering the 

Saudi banking market? are reported in Table 5.21 in the next page. It shows that the most 

challenging, with 52.8% responses, were regulations and meeting the SAMA’s requirements. 

The next challenge in that order was the requirement for a high ‘Saudisation’ ratio concerning 

foreign banks' staff. Meeting the local banking technology requirements, high competition 

between the banks (both locals and foreign), and not allowed to share the customers' data 

with parent banks constituted other challenges with 27.7% (R4, R6, R11, R14, R20, R22, 

R23, R24, R26, R30), 22.2% (R1, R2, R9, R16, R17, R22, R24, R26), and 16.7% (R6, R8, 

R9, R15, R23, R34) responses, respectively. The response to other challenges varied between 

11% and 5.5%. 
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Table 5.21: Foreign Banks’ Challenges Faced upon entering the KSA. 

No Challenges Description Total Percentage 

1 Regulations and meeting the SAMA's requirements  19 52.8% 

2 High 'Saudisation' ratio 13 36.1% 

3 Local banking technology requirements  10 27.7% 

4 High level of competition  8 22.2% 

5 Not sharing the customers' data with parent banks  6 16.7% 

6 Building trust and loyalty with the customers in the Saudi market 4 11% 

7 Understanding the Saudi culture (Islamic banking - language) 4 11% 

8 Decisions made by the parent bank 2 5.5% 

9 Outsourcing roles 2 5.5% 

10 Limited services and branches  2 5.5% 

11 Saudi economy (e.g., fluctuation of oil pricing)  2 5.5% 

12 Digitalisation  2 5.5% 

 

The responses to question 3.3: Why do you think your bank faced these challenges? are 

reported in Table 5.22. The majority of the respondents agreed that these challenges are 

typical to occur in any foreign market, as the regulations are varied from country to country. 

Some of the respondents (R4, R6, R19, R27, R30, R32) indicated that we faced these 

challenges because we have limited knowledge about the Saudi market and its requirements. 

Few interviewees (R10, R12, R14, R33) believed that it is hard to meet the provision of a 

high ratio of ‘Saudisation’ within the bank's staff. In contrast, others (R10, R12, R14, R33) 

given that Saudi employees are not every experienced in working with a foreign bank’s 

system.  

Table 5.22: Foreign Banks’ Reasons for these Challenges. 

No. Reasons for these Challenges Total Percentage 

1 Typical challenges in any foreign market 15 41.6% 

2 Regulations 9 25% 

3 Limited knowledge of the Saudi market and its requirements 6 16.7% 

4 
Saudi employees (have less experience with banks' systems; they need to 

bring in their staff from the home country) 
4 11% 

5 We are not an independent entity (a branch) 3 8.3% 

6 Need for capital (marketing) 1 2.7% 

7 The technological gap between their home country and the KSA 1 2.7% 

8 Language 1 2.7% 

9 Less experience 1 2.7% 
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The responses to question 3.4: Did socio-cultural factors influence the challenges faced upon 

entry into the Saudi banking market? If so, how?; and the responses to question 3.5: What 

cultural differences did your bank face upon entry into the Saudi banking market? are 

reported in Table 5.23. The majority of interviewees (89%) remarked there were no 

problematic socio-cultural factors influencing their respective bank’s entry into the Saudi 

banking market. It emerged that 64% agreed there were no cultural differences that foreign 

banks encountered. However, some interviewees (R 21 , R13, R14, R27, R31, R33, R34, R35) 

did note a few influences and cultural differences: multicultural diversity of customers (Saudi 

and foreign individuals, and Saudi and international companies); the customers’ need for 

Sharia-compliant products and communicating in the Arabic language; and lastly the cultural 

ways in which business was conducted in the Saudi finance industry including the methods of 

communication, making decisions and how to negotiate emotional relationships with 

customers. 

Table 5.23: The Influence of Socio-Cultural Factors on Foreign Banks’ Challenges. 

No. Influence Description Yes No Uncertain 

1 
The influence of socio-cultural factors on the challenges faced by 

foreign banks upon entering the Saudi banking market 

4 

11% 

32 

89% 
0 

2 
The cultural differences that foreign bank faced upon entering the 

Saudi banking market 

8 

22.2% 

23 

64% 

5 

13.8% 

 

The responses to question 3.6: Did the Islamic culture affect your operations in the Saudi 

banking market? How? Why? are reported in  Table 5.24. Generally, Islamic culture does not 

seem to have affected foreign banks' operations in the Saudi banking market, as suggested in 

64% of responses. This finding was supported by an additional 19.4% of respondents (R4, 

R5, R6, R7, R15, R16, R23) who agreed that there was an effect, but it was positive in 

character. The positive impact was the provision of Islamic banking products and services to 

customers, which increased the scope of their operations. Only 16.6% (R8, R9, R24, R26, 

R31, R32) opined that Islamic banking wielded adverse effects since there is a high demand 

for Sharia-compliant products which these foreign banks do not provide, so they may lose 

some business opportunities. 
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Table 5.24: The Effect of the Islamic Banking Culture on Foreign Banks’ Operations. 

Affect Description Total Percentage 

No effect 23 64% 

Yes (Positively) 7 19.4% 

No (Negatively) 6 16.6% 

Total 36 100% 

The responses to questions 3.7, 3.8, 3.9, and 3.10: How did the legal, economic, political and 

technological factors influence the challenges your bank faced upon entry into the Saudi 

banking market? are reported in Table 5.25. Results concerning legal factors revealed that 

64% of interviewees agreed legal factors did not influence the challenges that foreign banks 

encountered in the Saudi banking market. Meanwhile, 30.5% remarked that the Saudi legal 

system caused some difficulties. Some interviews (R3, R5, R4) mentioned that these 

difficulties due to the differences in the legal systems of the banks' home countries and the 

KSA. However, this not an issue countered only in the Saudi market. Others (R19, R27, R28, 

R29) said that Saudi’s legal system was very complicated given that the KSA has no specific 

laws that enable investors to be protected from adverse judicial opinions. While other 

interviewees (R2, R3, R18, R8) mentioned that their bank faced legal issues because they did 

not understand the Saudi legal system, and sometimes legal cases were never properly 

resolved, for example, defaulting clients. 

Economic factors reveal that 64% of respondents found that those factors had no effect on the 

challenges of banks in the Saudi market. They emphasised that the economic conditions were 

operating, but the challenge was not in their contract, which cannot be solved. Besides, 

33.3% of respondents agreed there were certain challenges in the Saudi economy. Some of 

them (R3, R5, R6, R7, R8, R16, R17, R24, R33) stated that oil price changes seem to affect 

foreign banks' operations.  

It can be seen from Table 5.25 that a high percentage of interviewees (97.2%) agreed there 

was no real influence of international politics in KSA, emphasised that political challenges 

did not affect their bank at all. While some interviewees (R1, R3, R10, R21, R23, R25) 

believed their home countries have a strong relationship with the KSA government. Only one 

interviewee (R34) thought that political situations such as the ongoing conflict in Yemen 

caused some concerns and challenges. 
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Technological issues (i.e., local banking technology systems) did pose a challenge faced by 

the foreign banks in KSA. According to 66.6% of respondents, there was a negative 

influence, and this was based on the rapid developments in banking technology (R7, R18, 

R26, R32, R36), and the requirement for foreign banks in Saudi require to use the Saudi 

banking technology system (R1, R4, R6, R11, R17, R20, R24, R25, R28, R30). Both R10 and 

R13 stated that the bank cannot use its system, which makes it a real challenge. While R8 

commented that the problem is not the technology itself but instead the cost involved. In 

contrast, 30.5% believed there were no technological issues experienced by foreign banks 

(Table 5.25). 

Table 5.25: The Influence of the Legal, Economic, Political, and Technological factors. 

No. 

Factors influence the foreign 

banks' challenges in the KSA 

banking market 

Yes Percentage No Percentage Uncertain Percentage 

1 The legal environment factors 11 30.5% 23 64% 2 2.5% 

2 The economic factors 12 33.3% 23 64% 1 2.7% 

3 The political factors 1 2.8% 35 97.2% 0 - 

4 The technological factors 24 66.6% 11 30.5% 1 2.7% 

 

The responses to questions 3.11: Do you think that these challenges affected the performance 

of your bank? are reported in table 5.26. Outcomes showed that 22 interviewees (61%) 

agreed with the contention that challenges did influence banks' performance in KSA. In the 

opinion of R1, R21, and R36, these challenges were marked by delays and, especially in 

retail contexts, slowness in conducting business. While other respondents (R2, R8, R9, R11, 

R17, R 81 , R19, R20, R23, R 42 , R28, R32) mentioned that the costs associated with spending 

to fix these issues. Nevertheless, 14 interviewees (39%) of respondents agreed these 

challenges did not impact on banks' performance since they were normal occurrences and had 

to be dealt with regularly.  

Table 5.26: The Effect of these Challenges on Foreign Banks’ Performance. 

Affect Description Total Percentage 

No  14 38.8% 

Yes  22 61.1% 

Total 36 100% 

The responses to questions 3.12: How did your bank overcome the above challenges? are 

reported in Table 5.27. Several strategies were noted by the interviewees on this topic. Many 

respondents indicated that their bank checked the Saudi regulations when challenges 
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appeared, contact the parent bank to seek support or guidance, got the correct local expertise 

to help solve problems, or conducted a performance business analysis (e.g., SWOT) before 

entering the Saudi market so that issues were better understood. The percentages for these 

findings are tabulated in Table 5.27 below. 

Table 5.27: Foreign Banks’ Strategies to Overcome the Challenges. 

No. Strategies Description Total Percentage 

1 Refer to the regulations 7 19.5% 

2 Parent bank support 6 16.7% 

3 Access the correct local expertise 5 13.8% 

4 Doing a SWOT analysis before entering the Saudi market 5 13.8% 

5 Invest and spend money (such as in technology or professional staff)  4 11.1% 

6 Working hard teamwork 4 11.1% 

7 Discussions with SAMA to clarify issues 4 11.1% 

8 Turning challenges into opportunities  2 2.5% 

9 Solving the problems takes time to achieve 2 2.5% 

10 Creating a competitive advantage  1 2.7.7% 

11 Obtaining trust and loyalty from Saudi customers 1 2.7.7% 

12 Consulting the right team  1 2.7.7% 

The responses to questions 3.13: What changes would you recommend to the KSA's foreign 

banks policy to attract foreign banks in the country's banking market? are reported in Table 

5.28.  It can be seen that 36.1% of interviewees agreed the current policy is suitable, so there 

is no need to make any real changes. However, 25% (R1, R15, R18, R19, R23, R24, R25, 

R31, R33) agreed that the policy should facilitate better transactions and businesses 

conducted by foreign banks, such as relaxing the regulations (e.g., tax breaks). In addition, 

22.2% (R1, R13, R16, R18, R27, R28, R34, R35) believed the regulations should not treat 

foreign banks as local Saudi banks, while only 2.5% (R8, R30) suggested minimising the 

‘Saudisation’ ratio to logical or realistic levels. However, two respondents (R4, R6) did not 

answer this question. 

Table 5.28: Recommendations for Changes in the KSA’s Foreign Banks Policy. 

No. Recommendations Total Percentage 

1 Nothing (the policy is suitable as it stands) 13 36.1% 

2 Facilitate better transactions for foreign banks such as relaxing the regulations 10 27.7% 

3 Do not treat foreign banks as local Saudi banks 8 22.2% 

4 Reduce the ratio of the Saudisation for the banks' workforce 2 2.5% 

5 Not answering this question 2 2.5% 
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The responses to questions 3.14: If you were to provide advice to a bank considering entering 

the Saudi banking market, what advice would you give? are reported in Table 5.29. The most 

frequent advice (44.4%) was for foreign banks to properly understand and study the Saudi 

market's regulations and its culture, so it is necessary to “prepare well”. While 30.5% stated, 

“come and invest in the Saudi market, there are a lot of opportunities”. Others (R2, R3, R6, 

R15, R35) believed that hiring local staff is important as they will be more familiar with the 

market and aware of the targeted market segments, such as corporate, retail, etc. Other types 

of advice are shown in Table 5.29 below. 

Table 5.29: Advice for Banks Considering Entering the KSA. 

No. Factor Total Percentage 

1 Understand and study the market regulations and the culture (prepare well) 16 44.4% 

2 Come and invest in the Saudi market as there are many opportunities  14 38.8% 

3 Having and hiring local staff as they will be more familiar with the market 5 13.8% 

4 Awareness of the targeted market segments such as corporate, retail or both  5 13.8% 

5 Have a clear business strategy, written policies, and procedures  4 11.1% 

6 Bring enough resources to support such as the right technology 2 2.5% 

7 Spend money to get what you want  2 2.5% 

8 Understand and follow the regulations  2 2.5% 

9 The parent banks have to give authority to the branches 2 2.5% 

10 Saudis prefer Islamic banking – be aware of this  1 2.7.7% 

11 Come with your competitive advantages  1 2.7.7% 

12 Start small  1 2.7.7% 

 

5.4 Summary 

This chapter presented the data analysis, and interpretation of results based on key 

determinants of foreign banks’ decision to enter KSA and the challenges faced them. The 

chapter was divided into two sections covering the results from both the quantitative method 

(questionnaires) and the qualitative method (semi-structured interviews). Analysis of the 

questionnaire used the FDA approach, in which the hypotheses could be tested, and it was 

possible to decide the importance that foreign banks attach to entry determinants and 

provides the conclusions. The interview data were analysed by employing the thematic 

analysis method. Results from both the questionnaire and semi-structured interviews were 

described and explained in detail. The following chapter will combine and discuss these 

findings in more depth to answer the research questions and evaluate what the conclusions 

mean for the foreign banks’ entry determinants into KSA and the challenges that they faced 

in the Saudi market. 
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                                                         CHAPTER SIX 

 

DISCUSSION 

 

This chapter is divided into two parts. Part A addresses RQ1 and RQ2, which aims to explore 

the determinants of foreign bank entry into KSA and identify the relative importance of 

factors (determinants) perceived by foreign banks. While part B addresses RQ3, which 

investigates the challenges faced by foreign banks in the Saudi market. 

 

Part A: The Determinants of Foreign Bank Entry 

6.1.1 Introduction  

This part (Part A) discusses the results and findings regarding the determinants of foreign 

bank entry into the KSA, based on the questionnaires and semi-structured interview results. 

The research findings are explored with reference to prior literature and the underpinning 

theoretical framework. The quantitative and qualitative data are essentially explained by 

combining the results emerging in the questionnaires and interviews. 

This part is divided into five main sections as follows. The entry determinants’ findings 

regarding the “Follow-the-Customer” hypothesis are noted in the first section. This is 

followed by a look at the host country characteristics determinants. The third section 

addresses parent banks’ characteristics determinants. The fourth section focuses on the 

distance determinants, while the final section explains the results regarding the effects of 

Islamic culture determinants on foreign banks’ entry. All these sections will also explore the 

respondents’ opinions and views and a detailed discussion concerning all the determinants. 

6.1.2 “Follow-the-Customer” Hypothesis 

The “Follow-the-Customer” concept is an important determinant for banks’ entry decisions. 

Zhang (2008) stated that the development and survival of a bank depend on the lifeline that it 

derives from its customer resources. The entry of a foreign bank into a certain market must be 
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backed up by successful competition for customers. This is also known as the “follow the 

customer strategy”, which pushes foreign banks to enter foreign markets (Qian & Delios 

2008; Zamberi Ahmad 2013; Chou & Shen 2014). The current research examines this 

hypothesis and considers not only existing corporate and non-cooperate customers but also 

the need to obtain a new customer base and follow competitors that might affect a country’s 

attractiveness to foreign banks. 

According to Casu and Girardone (2006), the “Follow-the-Customer” hypothesis plays an 

important role during the new market exploration phase. The likelihood of seeking banking 

services in new destinations for customers who venture into markets abroad is the rationale 

that compels banks to follow their customers and provide better services that are just as good 

as those offered by banks in local markets. Indeed, using customer profiles’ history, foreign 

banks could achieve cost savings by providing services to long-established customers as 

opposed to local banks that should nurture new relationships. By maintaining relationships 

with banks in their home countries, foreign customers benefit from reputation and 

information costs. This advantage could prove crucial, particularly when foreign banks want 

to expand their market share in competitive markets. 

6.1.2.1 Following Corporate Customers 

Following corporate customers is a widely used tactic that is part of the “Follow-the-

Customer” hypothesis. It is considered the main determinant factor that impacts foreign 

banks entering a new market (The World Bank 2018). The current study found that following 

corporate customers is a very important determinant of foreign banks’ decision to operate in 

the KSA. This factor is the first ranking factor of importance. The findings from the 

qualitative method support the importance of this factor, whereas 70% of the interviewees 

stated their corporate customers encourage them to enter the Saudi market.  

During the initial phases of entry, “Following-the-Customers” for many foreign banks is 

significant because a new plan has to be devised for venturing into new markets but also 

protect their older markets (Hryckiewicz & Kowalewski 2010; Zamberi Ahmad 2013). 

Following the customers could be the safest route of transacting business for banks, 

especially those unfamiliar with the domestic market. For banks that have risk-averse and 

conservative corporate cultures and those that lack the competitive edge of overcoming 

market uncertainties and local barriers, being the customers’ follower constitutes the ideal 
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option (Meng 2009). These support the study’s quantitative and qualitative results. As foreign 

bank’s entry into the Saudi economy is fairly new, this factor is the most significant entry 

determinant for foreign banks in the KSA. 

There are two ways in which to view marketing orientation while following the customers. 

First, banks follow their customers as a customer retention strategy in foreign markets. 

Second, customers return to the bank that has previously and successfully served their needs. 

There is further strengthening of the relationship between banks and customers since the 

latter helps consolidate following behaviour. Seemingly, they fall into one group: because 

they align their services with the needs of current customers, these banks are defensive. 

Additionally, they follow their customers because doing so is mandatory for them. In 

particular, for banks with a large source of FDI, following customers constitutes an 

indispensable strategy. As a means to consolidate the existing relationship between customers 

and banks, the physical presence of these banks is created in KSA. Consolidating the existing 

relationship between customers and banks forms the core of their present activities. A bank’s 

most indispensable assets include banking relationships and personal contacts (Meng 2009). 

The significance of the current relationships between customers and home countries for the 

foreign banks in the KSA is further enhanced by the fact that many participating banks 

expressed the need to establish their presence in order to prevent international banks from 

competing for existing customers’ relationships in their home countries. One CEO (R16) 

stated: 

“Follow our customers is one of the priorities; it is one of our objectives, 

especially corporate customers. The aim of our bank is to continue to strengthen 

as well as protect the relationships with our clients”. 

Furthermore, consistent with interview data, the entry determinant is the rationale behind the 

banking decision to extensively embrace the “follow the customer strategy”. Banking 

internationalisation refers to extending the existing market relationship in the host country 

market (Meng 2009). The paramount significance of retaining existing customers compels 

banks to expand and create their domestic presence. Unlike domestic competitors, Eclectic 

Paradigm demonstrated that customers’ knowledge was an ownership advantage (Williams 

1996). Customers’ knowledge provides banks with a competitive edge, which could help 

overcome the barriers associated with venturing into foreign markets. The indispensable 

nature of a long-term and stable relationship between customers and banks constitutes one 
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major element of competitive edge in the banking industry. Sticking to existing customers 

enables foreign banks to establish their presence and extend their businesses in the foreign 

market such as KSA. In particular, the evidence is strong for corporate banks, and the CEO 

(R27) stated: 

“Yes, indeed. That is the reason why the strategy is actually fairly simple. In 

each country where we operate, we fully cooperate in investment banking 

activities because the government has many activities, obviously. But we are 

only doing retail in very specific places. We have a need for domestic markets, 

including France. obviously, Belgium, and Luxembourg. There, we have a fully-

fledged 100% owned network. Beyond these four countries, we have some 

participation in retail activities, but they are fairly limited. And it will be 

focused primarily on Europe. However, this being said, across the 78 countries 

we are based in, we are focusing on the top end of the corporate plan … We tell 

our clients at their head office that we are in a position to serve them in 78 

countries. Yes, and the quantity of the delivery that we are providing to these 

smaller entities throughout the world must be the same quality of service that 

they would get if we were serving the head office directly... We are concerned 

and we deal with the parent company through the subsidiary or the branch. So, 

it is important to service your corporate customers. It’s the core of the bank’s 

strategy. So, as I read it, it’s extremely important”.  

 

The reason behind banks’ decision to follow their customers overseas is based on the fact that 

they reduce the risks of losing the business of their customers to the banks of the host 

country. Since there is an existing relationship between the customer and the bank, the latter 

possesses an informational edge over domestic banks. In view of this, the information market 

regarding customers and long-term relationships between banks and customers is best utilised 

in the bank (internalisation) as opposed to external markets. Some interviewees stated a 

related motive to operate in the KSA is to protect their customers’ relationships and stop 

competitors from “stealing” their customers. 

Some interviewees asserted that providing transaction-based services to international 

customers while offering little to domestic customers explains why they want to expand into 

the Saudi market. The local economy may not experience much of a significant impact from 

this scenario. Nevertheless, some foreign banks have ventured into the market with the intent 

of following major international companies due to the emphasis on ‘global branding’ and 

expanding their services to other large local multinational companies in the country. 
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According to the CEO of one foreign bank, customers with more assets do not easily change 

institutions. Foreign banks that provide services to multinational companies in their home 

country want to maintain close proximity with their customers and, consistent with this, 

desire to establish operations in the KSA.  

While the “Follow-the-Customer” ethos serves as the gravitational pull-effect that attracts 

foreign banks to countries where their customers go, one participant agrees that its banks 

enter the Saudi market to enhance and encourage their home country customers to invest in 

the Saudi market. A COO (R30) stated that: 

“Well, there are some very important items. First is that the Kingdom’s 

economic growth is supported by Vision 2030. Especially now that Saudi Arabia 

is opening up its economy to foreign companies, including the Japanese. So, 

there would be more and more opportunities for Japanese corporates as well. 

So, we entered the Kingdom in order to support them coming into the Saudi 

market”. 

He expanded on this comment as follows: 

“We are ahead of our customers. Because customers need us to have, you 

know, providing them with finance for that first kind of entry cost. So, they 

need us before they are coming in. So, we are not following our customers, 

but I hope our customers will follow us”. 

This view agrees with that of Kindleberger (1983), who believes that determining whether 

banking institutions lead or follow their customers to foreign countries is difficult, and 

Yamori (1997), who examined if Japanese banks lead and/or follow the international business 

and found those banks have contributed to the internationalisation of Japanese manufacturing 

industries in Oceania and Asia. Additionally, Yamori (1997) asserts that the manufacturing 

industries have been followed by banks in the Near East. Adams et al. (2015) emphasized 

that foreign banks in Ghana have encouraged more foreign companies to move to the 

Ghanaian market in several sectors. Another example, the Chinese government introduced a 

“Going out” policy to encourage Chinese banks and corporates to enter and invest in 

international markets to support Chinese businesses to expand internationally (Zhang et al. 

2020). This can be considered as an inverse “Follow-the-Customer” relationship. 

A consensus exists about a strong correlation involving the economic integration between, on 

the one hand, the country where investments are made and the parent bank’s home country, 
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and on the other, the trend of foreign banks engaging in foreign investments. The larger the 

number of foreign banks entering a country, the more FDI and bilateral trade there is for the 

host market (Fotopoulos & Louri 2011; Molyneux et al. 2013; Poelhekke 2015)49. Foreign 

investors and corporate customers usually have immense financial and capital needs. 

Accordingly, for foreign banks, this aspect presents an ideal market for stealing customers 

from local banks. Even developing market economies (such as KSA) promote foreign 

investment in their countries because such investments have certain direct and indirect 

benefits and use them effectively to achieve economic objectives (Duncan 2012).  

Nevertheless, for foreign investors, that may not be enough. Poelhekke (2015) posits that 

foreign bank’s presence increases FDI by non-financial companies, particularly when it 

originates from the same country of origin. This view holds because foreign banks possess 

the financial capacity and more technological know-how to assist external investors and their 

corporate customers as opposed to local banks. The foreign bank’s senior executives believe 

that the relationships between them and the investors are strengthened when there is history 

prior to meeting within new markets. Thus, the motivation to dominate a market by foreign 

banks is based on the understanding that foreign investors need them.  

In recent years, given the Saudi government’s commitment to the Vision 2030 strategy, KSA 

is becoming a key FDI hub for the Asian region (UNCTAD 2019b). Based on UNCTAD’s 

World Investment Report (2019b), from 2017 to 2018, the inflow of FDI in the KSA rose by 

more than 120%, from USD 1.4 billion to USD 3.2 billion. This trend increased by 

approximately 7% at the end of 2019, reaching USD 4.6 billion. The stock of FDI rose by 

about 1.4%, reaching USD 230 billion at the end of 2018 (29.5% of GDP); this is the highest 

of all Arab countries and can encourage foreign banks to enter the kingdom to follow their 

FDI customers. A senior manager (R10) stated: 

 “Saudi Arabia is a growing market. The government introduced a new strategy 

- Vision 2030 - which aims to attract more and new foreign companies, and I 

think companies from our home country which are huge companies that can 

share their target customers with Saudi Arabia. So, we are here to serve those 

customers”. 

 

49 This is also supported by Grosse and Goldber (1991); Brealey and Kaplanis (1996); Williams (1998); Yamori (1998); 

Buch (2000); Clarke et al. (2001a); Moshirian (2001); Wezel (2004); Focarelli and Pozzolo (2005); Magri et al. (2005); Van 

Horen (2007); Claessens and Van Horen (2008);  Ferri and Pozzolo (2009); and Birindelli and Del Prete (2010). 

https://unctad.org/en/PublicationsLibrary/wir2019_en.pdf
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The attendance of foreign banks in the host market is an attractive opportunity for these 

banks to position themselves in the bilateral activities between the two countries (Gashaw 

2012). Support for this belief is echoed by the CEO (R33), who stated: 

“Yes. My sense is that our bank’s history and expertise are in corporate 

banking, transaction banking, and office services. So, that is most probably one 

of the keys to going into Saudi Arabia to service corporate customers. And our 

bank provides a number of products and services to facilitate business 

customers such as import, export, finance on balance sheet financing, off-

balance sheet, export credit, guarantees, letters of credit, and also cash 

management. So, as a German-based bank, I think the roots of our bank were to 

facilitate trade and finance… So, there are great and close ties with Germany 

and Saudi Arabia. And it was really to facilitate business between those two 

countries as well as servicing local customers. This is my sense, but that’s a 

personal view. My understanding of Deutsche Bank as well, so that was really, I 

would say, one of the main drivers”. 

The KSA has a special economic position in other countries, as it is the world’s main oil 

exporter. A senior official (R30) commented at length:  

“The strong economic relationship with Saudi Arabia and Japan is also another 

good reason for us because Japan is importing 35 percent of its oil every year 

from Saudi Arabia. So that is, of course, the largest kind of country where Japan 

is importing oil. And because of that, the Saudi government and the Japanese 

government are both coordinating very closely. And the Japanese prime 

minister has committed strongly to support Vision 2030. They have jointly 

established a government task force to boost collaboration between the 

Japanese and Saudi governments. So that kind of governmental support, even 

from the Japanese side, makes us very much more comfortable and will 

definitely boost the entry of Japanese companies into Saudi Arabia. So those are 

the main reasons that we decided to come to this kingdom”.  

According to a report by the World Trade Organization (2019), KSA is ranked the 21st  

largest exporter country in the world, with annual exports totaling USD 299 billion. 

Approximately USD 220 billion was from the export of fuels and mining products. KSA is 

ranked 32nd largest import economy and annual import totaling USD135 billion. KSA has 

shown a positive trade balance of USD 164 billion50. The main trading partners with KSA are 

the USA with 14% of total exports and 12.6% of imports, followed by China with 12% of 

 

50 After deducting annual imports. 
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exports and 13% of imports, and then Japan with 13% of exports and 6% of imports. Other 

countries include the UAE and Germany (Trade Economic 2020a). Table 6.1 summarises the 

total value of exports and imports between KSA and some foreign banks’ home countries (in 

Million USD) that currently operate in the KSA in 2013 and 2020.  

Table 6.1: The Exports and Imports Trade Value. 

Countries 

2013 2018 

The value of KSA 

import from the 

countries 

The value of KSA 

export to the 

countries 

The value of KSA 

import from the 

countries 

The value of KSA 

export to the 

countries 

Bahrain 1,696 10,155 1,626 7,359 

Kuwait 500.2 1,632 418 2,111 

Oman 1,568.80 1,695 1,551 1,285 

UAE 8,517.30 10,372 11,584 62,073 

Qatar 640 1,547 N/A N/A 

Germany 11,950 419 7,548 666 

USA 22,767 53,083 18,833 25,499 

France 5,243 8,584 5,274 5,178 

Pakistan 551 3,962 410 3,274 

Turkey 3,275 4,092 2,676 3,397 

China 20,930 50,383 21,819 39,121 

Japan 9,374 47,953 5,491 32,972 

Source: Trade Economics (2020a). 

It can be seen from the above table there is a great bilateral trade between KSA and some 

foreign banks’ home countries. In addition to the above FDI data, the questionnaire and 

interview findings are most supported, which commercial relationships between the KSA and 

these countries having helped foreign banks to invest in the Saudi banking market. It 

reinforces the fact that following corporate customers is a very significant factor that boosts 

banks’ foreign market entry into KSA. Thus, the “Follow-the-Customer” hypothesis seems to 

be valid for the KSA context as far as corporate customers are concerned. The current study 

results are consistent with others done in developed countries: Yamori (1998) and Qian & 

Delios (2008) in Japanese banks; Buch (2000) and Wezel (2004) in multinational German 

banks; Moshirian (2001) in the USA, UK, and Germany; Magri et al. (2005) in Italy; and 

Gorshkov (2011) and Gorshkov (2013) in Russia, and in developing countries: Kim (2010) 

and Massand and Gopalakrishna (2019) in India; Zamberi Ahmad (2013) in Malaysia. All 

these studies found that following the corporate customer was a significant determinant for 

the foreign bank’s entry decision. In contrast, the current study results are very different from 
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those documented for Latin American countries (Mariscal et al. 2012), South East Asia 

(Molyneux et al. 2013), and Turkey (Bumin 2017). In these parts of the world, following the 

corporate customer is not a significant determinant of foreign banks’ entry decisions.  

Clarke et al. (2001a), Clarke et al. (2003), and Hryckiewicz and Kowalewski (2010) argued 

that following corporate customers is a less important determinant of foreign banks’ entry 

into developing countries but is critical in developed countries. They believed that foreign 

banks are motivated to exploit profit opportunities in developing markets rather than 

following their corporate customers. Furthermore, Miller and Parkhe (1998) examine 

American banks’ entry decisions into 32 countries between 1987 and 1995. They found that 

foreign banks’ entry is correlated with the FDI flows, except for developing countries. The 

lack of competition in the local banking market of developing countries, which allows foreign 

banks to acquire existing local banks, is one possible explanation for this phenomenon. 

Therefore, the main motivation for foreign banks within developing nations is to get market 

share instead of solely following customers from their home country (Clarke et al. 2003). 

However, the result of the current research does not support their views related to following 

corporate customers since the KSA banking market is strong, and the level of competition 

between local Saudi banks is high. Yet, the current study agrees with them about the profit 

opportunity and sought markets which will be discussed later.  

6.1.2.2 Following Non-Corporate Customers 

Following non-corporate customers is one factor that determines foreign banks’ entry 

decisions (Esperanca & Gulamhussen 2001). The current research found this factor is not a 

determinant of foreign banks’ decision to enter the KSA. It was ranked as the 14th out of 23 

factors of importance regarding foreign banks’ entry decisions into the KSA. Besides that, the 

qualitative results also not provided conclusive evidence for the importance of this factor. 

Only one interviewee, out of 36, stated this is a determinant of their decision to enter the 

Saudi market.  

Few empirical studies have examined this factor, and these studies supported the importance 

of non-corporate customers on foreign banks’ selection of foreign locations. These studies 

include Esperanca and Gulamhussen (2001) for foreign banks in the USA; Ma and Pozo 

(2012) for foreign banks in Latin America and Asia; and Chou and Shen (2014), who studied 

non-corporate customers from 33 different home countries in 20 host countries. Moreover, 



168 

Chou and Chung-Hua (2009) found that Filipino and Thai's banks established more branches 

in Taiwan because a large number of Filipino and Thai employees and local workers resided 

in Taiwan. These studies’ results emphasised that those workers may not be confident in both 

the local language and English. Therefore, strong demand for them to be served by home 

countries’ banks exists. It seems these studies’ findings are consistent with the view of one 

interviewee, who mentioned that following non-corporate customers is one of the important 

determinants for entering the Saudi market. He asserts that this mostly served to collect 

transfers from their home country workers in the KSA. There were more than 2 million 

Pakistani workers who were officially listed in 2019. A senior manager (R26) stated that:  

“The first thing is that the KSA economy is one of the largest economies in the 

Middle East, which has a large community of Pakistani people who have worked 

and done business in the kingdom for the last 100 years. The number of 

Pakistanis in the Kingdom is more than 2 million. So, this was for us a major 

focus”. 

Remittances to Pakistan are considered as one of the largest in the KSA, with more than USD 

4 billion of total remittances of foreigners amounting to USD 33.4 billion (SAR 125.5 billion) 

in 2019 (Trading Economics 2021). KSA is ranked the second-largest source of workers’ 

remittances in the world after the USA (World Bank Group 2016).  

The current research results illustrated that non-corporate customers are not a crucial 

determinant of banks’ entry decisions into the KSA. However, the total number of 

international workers in the country exceeds 13.1 million, which is approximately 38.3% of 

the total population (GAS 2020a). Eighty-five percent of those workers are from Bangladesh, 

Egypt, India, Indonesia, Pakistan, the Philippines, Sudan, and Yemen. While the total 

amounts of remittances from those foreigners are very high, it seems that foreign banks from 

their home countries did not take this factor into their entry into consideration. It may be due 

to the impact of the SAMA regulations on the  permitted number of foreign banks’ branches 

(until recently, only one branch was allowed), that cause individual foreigners to use another, 

cheaper method of sending their money to their countries which  are cheap in fees and/or easy 

to reaches. For example, the State Bank of India (SBI) operated only one branch in Jeddah 

(the second-largest city in KSA) in 2011 and stopped its operations in 2017, when at that 

time, the KSA had more than two million Indian workers.  



169 

Moreover, the remaining total number of international workers in the KSA (15%) are mainly 

from Western countries such as the USA and Europe and other Arab and African nations. 

Despite being relatively few, most of the foreign banks in the KSA are from these countries. 

It is more support that following non-corporate customers is not an important factor of 

foreign banks’ entry decisions.  

As can be concluded, foreign banks in the KSA mainly focus on corporate banking, not on 

retail activities. Only 7 out of 14 foreign banks in the KSA provide retail banking as an add-

on to corporate banking. It seems that, as it will be explained more in the next section, retail 

banking may become a new customer strategy.  

6.1.2.3 Getting a New Customer Base 

Getting a new customer base is one strategy of foreign banks entering another country 

(Williams 2002). This factor was found to be a significantly very important determinant for 

the KSA. Getting a new customer was the fifth most important factor. The qualitative results 

show some interviewees think that the new customer factor is an important determinant of 

their entry into the Saudi banking market.  

One of the foreign banks’ strategies to expand abroad is to access the foreign market because 

they want the host country’s local customers. Some argue that this could be attributed to the 

fact that several bank products that the bank offers are superior to their competitors (Williams 

2002). Others stated that certain foreign financial market segments do not have any 

competition (Claessens & Van Horen 2007). The “new customers base strategy” is consistent 

with the arguments of Hope and Hu (2006) and Meng (2009), who found that getting a new 

local customer base is a key part of foreign banks’ strategic investment in China. This is 

echoed by Williams (2002) in Australia, Uiboupin (2005) in Central and Eastern European 

Markets (CEE), and Sufian (2009), and Zamberi Ahmad (2013) in Malaysia. According to 

Bouslama and Hervé (2018), BNP Paribas entered 75 different countries around the world, 

including KSA. Its expansion took place not only to finance its corporate and institutional 

customers but also to get new and other international corporate customers. 

Some studies stated that foreign banks want a customer based in a new country to consolidate 

the old customers’ list (Williams 2002; Uiboupin 2005; Hope & Hu 2006; Claessens & Van 

Horen 2007; Meng 2009; Zamberi Ahmad 2013; Li 2019). The result of this thesis is in line 



170 

with these previous studies, and with some who noted that banks firstly follow their 

customers overseas, and then they might start to serve host country customers (Seth et al. 

1998; Moreno & Villar 2005). Sufian (2009) found that seeking international customers and 

then supporting the customer base are the preferred modes of internalisation strategies in 

Malaysia. Despite that, some foreign banks in the KSA stated that their entry might be 

moderately attributed to other factors, particularly the “Follow-the-Customers”. However, 

after their setting-up stage, they tend to advance their bank services through using a local 

customer base and then directly compete with local banks (Williams 2002; Uiboupin 2005). 

This might be a future trend, which other foreign banks having operational branches in KSA 

may follow. A CEO (R1) noted:  

“Although we entered the Saudi market to follow our customers, we are also 

coming to get a new customer base. In fact, we desire to win new Saudi 

customers in the market, and this motivates us to be in KSA, it is, in fact, the 

second motivation after serving our existing customers in the Saudi market”. 

A senior manager (R8) remarked: 

 “Follow the customer is one of the drivers to enter the Kingdom; there are 

many Chinese customers who work as investment customers. We are here for 

our Chinese customers and also aim to build a new customer base”. 

Some foreign banks consider local Saudi firms, individuals, and Saudi government-owned 

companies are the key determinants for entering the KSA. According to one interviewee (1): 

“Also, we entered the Saudi market to get access to more clients; in other 

words, we are here to expand our customer base, both corporate and retail. We 

believe that local Saudi firms and individuals give us significant motivation to 

enter Saudi Arabia, which enhances and increases our profitability”. 

Furthermore, a senior manager (R11) made the following claim: 

 “We entered the Saudi market to find other opportunities as we targeted large 

Saudi government companies like Aramco, Saudi Electricity Company, and 

others. We also targeted semi-government agencies in addition to private sector 

businesses”. 

Other interviewees stated that their bank is interested in doing normal banking business in 

KSA and extend the bank’s plan to look for business relations with Saudi citizens and other 
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non-Saudi customers throughout the kingdom. There is much potential to get such customers. 

For example, a senior manager (R10) declared: 

“Actually, our bank is interested in the Saudi market as there are a large 

number of Chinese companies here in KSA, and we are coming here to look at a 

new business in Saudi Arabia. ICBC is also targeting Saudi government 

companies and semi-government agencies in addition to private business”. 

It is correspondingly interesting to note that current research results support previous findings 

suggesting that foreign banks tend to obtain a new customer base. Therefore, it could be said 

that getting a new customer base is a significant strategy that boosts foreign banks to operate 

successfully in the Saudi market. 

6.1.2.4 Following the Competitors 

It is claimed that foreign banks decide to enter a foreign market to keep up with or overtake 

competitors, even if they do not have customers there (Williams 1996). In some cases, the 

activities of one’s competitor could be countered through foreign entry decisions (Li & 

Guisinger 1992; Mutinelli & Piscitello 2001). The current research found that following the 

competitors was not a determinant of foreign banks’ entry decisions into the KSA. It is 

ranked 18th out of 23 factors in terms of importance. This result is supported by the 

qualitative findings. The majority of interviewees stated that this factor did not impact their 

entry decision at all.  

Several empirical studies have supported the importance of the “Follow the Leader strategy” 

on foreign banks’ entry decisions (Cardone-Riportella et al. 2003; Buch & Lipponer 2004; 

Uiboupin 2005; Casu et al. 2006; Claessens & Van Horen 2014b; Ekman et al. 2014). These 

analyses stressed that not only do foreign banks follow their customers, but they also follow 

their competitive leaders as they do not want to lose market share and want to retain a 

competitive position in the home countries’ markets. The concern of foreign banks is that the 

competitors’ success within foreign markets will shrink their ranking at home. For this 

reason, they follow the competitors to new foreign markets. Furthermore, in some instances, 

“the hard instinct” applies to this scenario when foreign banks intend to transact business 

with competitors; some foreign banks follow their competitors abroad as a defensive strategy 

(Li & Guisinger 1992; Mutinelli & Piscitello 2001). 
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The “Follow the Leader strategy” influences other companies to follow their competitors who 

were the first to enter that particular market. An oligopolistic structure commonly 

characterises this strategy. In some instances, the activities of one’s competitor could be 

answered through foreign entry decisions, as claimed by Claessens and Van Horen (2014b), 

who concluded that a foreign entry decision is sometimes the main reaction to a competitor’s 

activities. However, since foreign banks’ entry into the KSA is considered a new 

phenomenon, most of the current study’s sample represents foreign banks considered the only 

bank entering KSA from its home country. It is logical that following the competitors as an 

entry decision determinant was not a crucial factor for the foreign banks that currently 

operate in KSA. This can also reflect that foreign banks in the Saudi banking market have 

different determinants that encouraged them to enter it. 

This view is also supported by the qualitative results, as some interviewees contended that 

their banks were the only institutions in their home countries that went into the Saudi market. 

This reflects the fact that they do not follow their competitors at all or not all the time. A 

CEO (27) thought, “We do not follow our competitors; it is not our strategy, but they may 

follow us; I do not know”. In addition, a COO (R30) “No, we are the first Japanese bank and 

the only Japanese bank in the kingdom at the moment”. 

6.1.2.5 “Follow-the-Customer” Hypothesis Conclusion 

Based on the above and referring to the “Follow-the-Customer” hypothesis, it can be 

concluded that the current study findings support this hypothesis for corporate customers. 

However, this is not the case for non-corporate customers with reference to foreign banks’ 

decision to enter the Saudi banking market. The current research supports the disagreement 

that foreign banks enter other countries to get new customers. However, the current research 

findings do not corroborate the debate on the importance of following competitors on foreign 

banks’ entry decisions. 

6.1.3 The Host Country Characteristics (The Saudi Market) 

Host market characteristics are one of the main significant determinants that attract foreign 

banks to opportunities in international markets (Sabi 1988). In line with the Eclectic 

Paradigm, this determinant reflects the location advantages that may influence foreign banks’ 

entry decisions. This determinant is referred to as the “market seeking strategy”. Several 

studies emphasised that this strategy, which builds on host market characteristics, is based on 
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profit opportunities in the host country and diversification of the methods by which foreign 

banks earn profits (Weller & Scher 2001; Majnon et al. 2003; Uiboupin 2005; Charalambos 

2007; Hryckiewicz & Kowalewski 2010; Fotopoulos et al. 2013; Ekman et al. 2014; 

Gorshkov 2015). Both Sabi (1988) and Seth et al. (1998) examined the location advantages of 

the host country, including conditions, profit opportunities, and domestic economy’s 

institutional characteristics as the major antecedents for foreign banks operating in the USA. 

Supporting evidence from other developed countries can be found in Buch (2000) in the case 

of German banks’ expansion, Mutinelli and Piscitello (2001) on Italian banks’ expansion, and 

Moshirian (2001) regarding foreign banks expansion into the USA, UK, and Germany, and 

among others. In addition to other developing countries, see Clarke et al. (2003), and Cull 

and Peria (2010), and Hryckiewicz and Kowalewski (2008) looked at foreign banks in 

Central Europe. 

Few studies have investigated the location advantages of foreign banks deciding to enter the 

Middle East. Belaounia et al. (2016) noted that the Middle East region was ranked third 

highest in terms of economic development after Asia and Eastern Europe. This thesis focused 

on this determinant as a critical one for assessing the situation in the KSA as far as foreign 

banks are concerned, as the KSA plays an increasingly significant role in emerging markets. 

To examine host country characteristics in the Saudi market, several market characteristics 

that may influence a country’s attractiveness to foreign banks are taken into account: 

economic growth, profit opportunities (differences in interest rate), tax rate considerations, 

size of the banking market, state of local demand for banking products and services, Saudi 

economy and political stability, pegging the SAR to the USD, banking entry regulations, and 

other regulations that factor in non-banking activities. 

6.1.3.1 Economic Growth in the KSA 

The economic growth of the host market is also a significant determinant of foreign banks’ 

entry decisions (Tschoegl 2001). The current research found the Saudi economic growth, 

such as GDP and GDP per capita, is a significant determinant of foreign banks’ entering the 

KSA. 73.2% of participants ranked economic growth in the KSA as one of their “very 

important” determinants and major motives for entering this country. This factor was the 

fourth highest-ranked one from the data analysis. The qualitative results (92%) also supported 

this determinant and reflected the view of 33 out of 36 respondents. 
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The host country’s economic growth is closely linked to profit opportunities, such as a more 

stable economic environment, higher than the expected economic growth rate, and banks’ 

efficiency (De Paula 2002; Buch & DeLong 2004; Hryckiewicz & Hryckiewicz 2008; 

Temesvary 2015). Buch (2000) noted that banks expand abroad to seek markets characterised 

by high levels of returns and growth. Most interviewees believe that KSA has many potential 

investment opportunities. One participant reported that the Saudi market, in general, is a large 

one for banks with many opportunities. His point of view is based on the evidence is that 

there are no bank losses for retail or corporate activities. His bank entered the Saudi market to 

exploit opportunities based on its large market potential. This is also supported by another 

interviewee (R9), who stated that: 

“Saudi Arabia is a developing and emerging market. It means having to pump a 

lot of money, which creates a lot of opportunities in this market; according to a 

study that has been done by the head office of our bank, there will be significant 

economic growth which will create a lot of economic opportunities in the Saudi 

market in the next 20 years”.  

This view is in line with Clarke et al. (2001a), who found that foreign banks usually seek to 

enter transitioning and/or emerging market countries to take advantage of new growth 

opportunities. The current research results show that foreign banks entered the Saudi market 

as a growth strategy and take advantage of the economy of scale and scope. One interviewee 

commented that some foreign banks were encouraged to enter the Saudi market to benefit 

from growth opportunities not only there but in the GCC and Middle East region as well. For 

many foreign banks, this aspect was more strategic because the central location of KSA in the 

Middle East and GCC region makes it a major access point to adjacent markets. In this 

context, a senior manager (R9) remarked: 

“We entered the Saudi market because we realize the importance of the 

presence of China in the Gulf countries and the Middle East. Nowadays, we 

operate in 5 GCC countries, including KSA”. 

Getting access to one of the world’s largest financial markets and economies constitutes a 

significant determinant of the international expansion of foreign banks (Damanpour 1991). 

For example, Birindelli and Del Prete (2010) found that Italian institutions were more likely 

to remain in wealthier and larger countries. In the case of KSA, many participants 

emphasised the strong growth of the Saudi economy, and their entry into it was part of a 

wider regional expansion strategy. The breadth and depth of the Saudi markets are very 
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strong and attractive, and KSA is now a key G20 country. Participant’s views are in line with 

Focarelli and Pozzolo (2000), who found the host market’s financial depth, encouraged 

foreign banks’ decisions to operate in a foreign market. A CEO (R27) mentioned that: 

“Well, Saudi Arabia is one of the G20 economies and is perceived by the bank 

as the most relevant economy in the GCC. This is due to the size of its economy. 

But also, the size of its population, which means that the Saudi economy is 

probably more diversified and sophisticated than other GCC countries”. 

Another manager (R8) stated: “First of all, KSA is a significant country, it is a member 

of G20, and it has the largest economy in the region”. An interviewee (R35) also 

comments:  

“So, our bank has operated in Saudi Arabia for the last ten years. We are the 

first international bank to operate in Saudi Arabia, fully owned by our parent 

bank. So, I think it doesn’t require a lot of thinking. To come to Saudi Arabia 

first as a G20 country means extensive business opportunities, and we are the 

first bank to enter, so we had time to work in the market, which is important”. 

Several empirical studies agreed that GDP and GDP growth in host country encourages 

foreign banks’ entry (Goldberg & Johnson 1990; Buch 2000; Focarelli & Pozzolo 2001; 

Buch 2003; Buch & DeLong 2004; Magri et al. 2005; Cull & Peria 2007; Ryan & Horsewood 

2009; Bilgrami-Jaffery & Fatima 2013). Hryckiewicz and Kowalewski (2010) and 

Fotopoulos et al. (2013), for instance, found that foreign banks are encouraged to venture to 

overseas markets where there is positive economic growth and influenced by the difference 

between home and host GDP.  

The Saudi Arabian economy is attractive to a foreign bank due to the high level of GDP and 

GDP growth. According to the “International Monetary Fund’s World Economic Outlook 

Database 2019” (2020), the KSA is the largest of the MENA economies51 measured by GDP. 

It is also the 18th largest in the world. KSA is the world’s leading oil producer and exporter52, 

with a GDP that has risen by approximately 43.4% from USD 528.21 billion in 2010 to USD 

785 billion in 2019. It is estimated to reach USD 840 billion by the end of 2022. According to 

 

51 The MENA countries includes 19 countries: “Algeria, Bahrain, Egypt, Iran, Iraq, Jordan, Kuwait, Lebanon, Libya, 

Morocco, Oman, Palestine, Qatar, Saudi Arabia, Syria, Tunisia, United Arab Emirates, and Yemen”. Another 16 countries 

are sometimes included depending on the context. These are “Afghanistan, Armenia, Azerbaijan, Chad, Comoros, Cyprus, 

Djibouti, Eritrea, Ethiopia, Georgia, Sudan, Turkey, Mali, Mauritania, Niger, and Somalia”.  
52 Esmaiel and Hassan (2017) noted that the oil-exporting countries can attract more foreign direct investment. 
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PWC’s ‘The World in 2050’ report, KSA will become the 12th largest economy in the world 

by the end of 2030 (PWC 2015). This expresses the  strength and stability of the Saudi 

economy, so it is currently attractive to foreign banks. A senior manager (R 24) stated: 

“There are several factors that encouraged us to enter Saudi Arabia. The size of 

the Saudi economy and its development, including the Saudi banking sector, is a 

significant factor. The economy is the largest and strongest in the Middle East 

region. The GDP of Saudi Arabia is larger than Turkey, for instance. 

Government spending is very high for infrastructure. So, the Saudi market is 

attracting foreign investment and making progress due to the presence of 

capital”. 

While the opportunity of a bank to grow in overseas markets is often a proxy of that 

country’s GDP, Focarelli and Pozzolo (2005) suggest that such an application of GDP may 

present challenges because there is a higher likelihood that bank profits will be smaller in 

advanced countries, when, simultaneously and in the context of economic convergence, 

emerging countries may record faster growth as opposed to those that are richer. Moreover, 

bank profitability may be correlated to the growth prospects of a country rather than its 

existing economic development level. Countries with more advanced financial markets, 

higher literacy levels, lower inflation, and lower initial output are more likely to achieve 

faster growth.  

The level of a host country’s GDP per capita is also impacted foreign banks’ entry decisions. 

The per capita GDP level confirms the hypothesis that nations with more efficient financial 

and banking markets can better host international banks (Focarelli & Pozzolo 2000). Buch 

(2000) reported that the profitability potential within the host country’s high GDP per capita 

attracts foreign banks. These results are in line with other studies (Yamori 1998; Claessens et 

al. 2000; Fotopoulos et al. 2013). In the KSA, the GDP per capita increased from USD 

20.700 in 2007 to USD 33.500 in 2020. The analyses confirm that foreign banks desire to 

invest in countries that have higher expected rates of GDP per capita and economic growth, 

such as the case in KSA, which is confirmed by the finding of the current study.  

Banks venture into countries where there is potential higher profitability than at home (Clarke 

et al. 2001; Focarelli & Pozzolo 2005; Hryckiewicz & Kowalewski 2010). Since the KSA is a 

fast-growing economy, many international investors desire to enter it and make a profit. 

Many interviewees are of the view that KSA has better investment opportunities than their 
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homeland. Thus, the Saudi economic growth is a significant determinant of foreign banks’ 

decision to enter the Saudi market. 

6.1.3.2 The Profit Opportunity: Differences in Interest Rate 

The host country’s profit opportunities play a significant role in attracting foreign banks’ 

entry. Differences in interest rates are one of the factors that can result in profit opportunities 

for banks in the banking sector. This determinant seems to be essential to explain the host 

market’s characteristics and location advantages. The present study found that differences in 

the interest rate between the KSA and home countries were an important determinant of 

foreign banks’ entry decisions, which was not statistically significant. It is ranked as the 12th 

most important determinant. The qualitative findings seem to suggest this factor was not 

significant in their entry consideration.  

Extensive research investigating the relationship between profit potential in the host 

countries’ banking sectors and foreign banks’ entry drew varying conclusions. For example, 

Fisher and Molyneux (1996), Yamori (1998), Focarelli and Pozzolo (2005), and Hryckiewicz 

and Kowalewski (2010) posited that banks tended to venture into countries that offered 

higher profits, whereas Nigh et al. (1986), in a study of US bank investments in 30 

developing and developed countries, reported that the host country’s profit potential had a 

negligible impact on the entry of foreign banks. Indeed, in most instances, the mark-ups and 

the high-interest rate environment were deemed to be positive features with regard to higher 

returns and profit margins. 

Research findings have revealed that the home country’s low interest rates imply cheap 

funds, and this is a driving determinant for venturing into markets with high interest rates 

(Herrero & Simon 2003). It is generally agreed that high interest rates at home prevent banks 

from expanding internationally, whereas low rates at home result in lower capital costs and 

narrow margins of interest. These are among the reasons behind the bank’s decisions to 

expand in overseas markets. It holds for developing countries, such as KSA, where margins 

are extensively larger (Herrero & Simon 2003). Case studies of Latin American, Spanish 

banks have corroborated this finding (Guillen & Tschoegl 1999).  

The higher interest rate in host countries reflects the high rate of return, possibly encouraging 

foreign banks to enter a host country and further increase the deposits. Focarelli et al. (2013) 
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reported that unlike the banking market in Greece, the host countries’ interest rates were 

higher, and this translates into potentially higher profitability. Magri et al. (2005) reported the 

variation in the spread of interest rates between the home country and Italy had a positive 

impact and was highly significant. For this reason, arbitrage potential between interest rates 

strongly influenced the decision to enter Italy. These results are consistent with other 

empirical studies such as Goldberg and Saunders (1981) and Seth et al. (1992) in the USA, 

Miller, and Prakhe (1998) in USA banks’ expansion, Buch (2000), and Wezel (2004) in 

German banks’ expansion, Focarelli and Pozzolo (2005) in OECD countries banks’ 

expansion, and Voinea and Mihaescu (2006) in southeast Europe.  

The Saudi interest rate is considered lower than most of the foreign banks’ home countries. 

The average interest rate in KSA remained steady at 3.1% between 2000 and 2020, reaching 

an all-time high of 7% in 2001 and a record low of 1% in the first quarter of 2020. The 

interest rate in KSA is expected to remain at around 1.50% in 2022 (Trading Economics 

2020b). However, unlike previous studies’ results, this study has not provided conclusive 

evidence to support the importance of differences in the interest rate between foreign bank’s 

home countries and KSA as a reason for them entering the Saudi market. The current study 

result support Goldberg and Saunders (1980), who noted that the differences in interest rates 

do not play as important a role. It may be that foreign banks find other factors that 

encourage them to enter the Saudi market, or there may be other considerations. Besides, 

the qualitative data conclude that a major concern did not exist in the interest rates’ absolute 

level but rather the stability that made it possible to appropriately manage such risks. One of 

the interviewees (R27) stated that: “Profit opportunities. Yes, of course, a financial 

institution is geared towards generating profits. With the differences in interest rate between 

KSA and the home country? No, not really”. 

Interest rates in the foreign banks’ home countries are variable (see Table 6.2). Currently, 

interest rates range from as high as 9.75% and 8% for Turkey and Pakistan to as low as -0.1% 

and 0% for Germany and Japan. In addition, at 1%, the interest rate in KSA is relatively low 

compared to most foreign banks’ home countries but a little higher than Oman, Germany, the 

USA, and Japan. This could mean few foreign banks originally from high interest rate 

countries realising a reasonable profit from arbitrage in the KSA. While interest rates in that 

country are relatively low and must act as an entry disincentive, it seems other considerations 
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that influence foreign banks’ entry into the Saudi banking market must exist, which looks to 

be given a good margin for profit opportunities. 

Table 6.2: The Percent of Foreign Banks’ Home Countries Interest Rate  

Country 
Interest Rate 

2000 2020 

KSA 6 1 

Bahrain 2.9 2.5 

Kuwait 6.2 2.75 

Oman N/A 0.5 

UAE N/A 2 

Qatar 1.7 2.5 

Germany 3 0 

USA 5 0.7 

France 2 2 

Pakistan 11 8 

Turkey 40 9.75 

China N/A 3.6 

Japan 0 -0.1 

Source: Trading Economics (2020b). 

 

6.1.3.3 The Profit Opportunity: Tax Rate Consideration 

Another profit opportunity that foreign banks able to obtain can come from the tax rate. Low 

taxation, according to the Eclectic Paradigm, is a host country-specific advantage. 

Differences in the tax rate between the foreign banks’ home countries and host countries 

encourage their entry decision (Claessens et al. 2000; Cerutti et al. 2007). The questionnaire 

analysis shows that participants viewed the tax rate differences as a significantly less 

important determinant of their entry decision. This factor was ranked as the 15th most 

important item. Also, the qualitative results found this determinant was not a significant 

consideration for foreign banks deciding to enter the Saudi market.  

On this theme, tax rate regulations positively influenced the foreign banks’ entry decisions. A 

low tax rate enables a foreign bank to exploit the high profit margin by reducing operating 

costs (Eray 2020). Cerrutti et al. (2007) found that the differences in corporate tax rates 

between host and home countries influenced foreign banks’ entry because low rates of 

corporate tax in the host country encouraged their entries. On the other hand, Huizinga et al. 
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(2014) asserted that banking sector FDI is negatively affected by the international double tax 

on the income of foreign source banks. 

These studies results are consistent with others, including Miller and Parkhe (1998) in the 

case of American banks’ expansion, Claessens et al. (2000) in the case of foreign banks’ 

entry into 80 different countries, Tsai et al. (2011) on foreign banks’ expansion with 

reference to the top 100 multinational banks, Belaounia et al. (2016) who examined foreign 

banks’ entry decisions in 18 different countries, and Merz et al. (2017) for financial services 

entities’ expansion in 83 host countries. Clearly, foreign banks well enter foreign markets that 

have low tax rates. It is evident that the tax regime (determined using tax rates on banks) 

favoured the entry of foreign banks in Eastern Europe and the Middle East (Belaounia et al. 

2016). However, the current research did not support the view that the tax rate differences 

were significant determinants for foreign banks entering the Saudi market.  The corporate tax 

rate in the KSA is 20%, which is the lowest of all the G20 countries. While the corporate tax 

rates in the KSA are among the highest in the GCC and Middle East region53 (Trading 

Economics 2020c), this is added to the addition of the taxation of Zakat (2.5%). Nevertheless, 

based on the current research results, it seems this factor is not a significant consideration for 

foreign banks to enter KSA. This is in line with Hassan et al. (2012), who examined the 

financial liberalisation and foreign bank entry into some MENA countries. They found that 

taxation was not an important determinant of entry. Moreover, qualitative data also support 

this view as one participant (R27) noted: “No. It is good to have, but the investment here, as 

you might have understood, is not tax-driven. Our investment is not driven by tax benefits”. 

Corporate tax rates across foreign banks’ home countries are variable (see Table 6.3). 

Currently, corporate tax rates range from as high as between 33.3% to 29% for France, Japan, 

Germany, and Pakistan to as low as 0% for Bahrain and UAE. In addition, at 20%, the 

corporate tax rate in KSA is relatively high compared to other GCC nations but low for non-

GCC countries. This means that there are variations between the foreign banks’ home 

countries, compared to KSA, in the potential for achieving a significant net profit in that 

country. The same as the interest rate, there should be other considerations affecting foreign 

banks’ entry decisions into the Saudi banking market, which seems to offer a good profit 

margin. 

 

53 This rate is just below other countries in the region including: UEA (55%), Jordan (30.62%), and Egypt (22.5%). 
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Table 6.3: The Foreign Banks Home Countries Corporate Tax Rate 

Country 
Corporate tax 

2000 2020 

KSA 0 20 

Bahrain 0 0 

Kuwait N/A 15 

Oman N/A 15 

UAE 0 0 

Qatar N/A 10 

Germany 51.6 30 

USA 35 21 

France 37.8 33.3 

Pakistan 43 29 

Turkey 33 22 

China 33 25 

Japan 42 30.6 

Source: Trading Economics (2020c). 
 

6.1.3.4 The Size of the Saudi Banking Market 

Host country banking size is a significant location advantage that influences foreign banks’ 

entry decisions (Terrell 1979; Goldberg & Grosse 1994; Claessens et al. 2000). This study 

found that the size of the Saudi banking market was a significant determinant of foreign 

banks’ decision to enter the KSA. It was the first ranking factor of importance and equally as 

critical as the following the corporate customers’ determinant. The qualitative findings 

support the significance of this factor, as nearly half of the interviewees emphasised it as was 

a key consideration for their entry decision.  

A larger host banking market size means a higher will be for the development level and, 

therefore, better prospects for development and growth of the market (King & Levine 1993). 

In turn, a foreign bank’s business volume and market share increase in the host country. This 

has been documented for banks entering Germany, the UK, and the USA (Moshirian 2001), 

Italy (Di Antonio et al. 2003), and South Korea and Hong Kong (Leung et al. 2008). The 

large potential of the Central European banking markets was the most important factor 

determining foreign banks entering these places (Hryckiewicz & Kowalewski 2008). 
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Foreign banks are attracted by the extensive growth potential of the Saudi banking market. 

The KSA is one of the largest and fast-growing economies, and now foreign banks view it as 

an appealing target market. The Saudi market is relatively large, and the future prospects for 

its growth are bright. According to KPMG (2020a), KSA is one of the significant and biggest 

financial drivers of assets in the MENA region.  

The banking market, in terms of assets, can provide to the investing banks (both local and 

foreign) a cost-effective operations environment and larger market (Clarke et al. 2003). The 

total assets of the Saudi banking market in 2002 were USD 4.8 billion (approximately SAR 

18 billion), which quadrupled to USD 20.3 billion in 2008 (approximately SAR 76.125 

billion). In the last few years, the Saudi banking sector gained high performance, with total 

assets growing by 33%, with an average annual growth of around 10%, reaching USD 571.1 

billion (approximately SAR 2141.6 billion) in 2015. This increased to USD 913.5 billion 

(approximately SAR 3425.6 billion) by the end of 2019 (SAMA 2012-2020). From these 

data, it can be seen how large the Saudi banking assets and no doubt to be an attractive 

determinant for foreign banks.     

There is a positive correlation between the anticipated number of foreign bank entries and 

bank deposits (Hryckiewicz & Kowalewski 2008). Referring to the KSA, from 2012, total 

bank deposits recorded significant growth from USD 337.6 billion to USD 430.1 billion by 

2014. However, in 2016, the deposit value increased to USD 446.6 billion, then rose to USD 

479 billion by the end of 2019. Overall, bank deposits grew by around 41.9% between 2012 

to the end of 2019 (more details are in Chapter 2). These total deposits may as well make the 

Saudi banking market appealing to foreign banks’ entry.  

A country’s banking market potential regarding growth and size is considered a crucial 

antecedent of foreign entry. The size of the market was an important antecedent for foreign 

banks’ desire to enter the KSA. Buch (2000) reported there was a significant correlation 

between the entry of foreign banks into the markets and constructs, which capture foreign 

market sizes, such as GNP per capita and total GNP. Saudi’s GNP rose from USD 301.36 

billion in 2005 to USD 727.80 billion in 2018. However, while there is much research on 

using proxies such as GNP per capita and GNP in international banking (e.g., Yamori 1998; 

Buch 2000; Claessens et al. 2000), Focarelli and Pozzolo (2000) infer that banks prefer 

expanding to developing countries where the anticipated economic growth rate is higher. 

These two characteristics exist in the KSA.  
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Again, referring to KSA, many interviewees stated that its banking market is very large. 

Conversely, the number of banks is very limited (both foreign and domestic). This can be 

considered a key determinant that encourages foreign banks to enter the Saudi market as the 

opportunities will generally be large. One interviewer (R18) explained its importance as 

follows: “The size of the Saudi banking market is large - it has many investment 

opportunities that are supported by the Saudi government to achieve its Vision 2030 goal”. 

The current business sector and banking market’s size constitutes an important aspect that 

influences the entry of foreign banks into host countries. The banking market size tells us 

much about the potential revenues to a bank, probable customer expenditure, and potential 

customers that foreign banks can attract in a specific country. This is particularly true because 

the host country should have sufficient local demand. The larger the local banking market, 

the larger the volume of potential customers that in turn translates to increased profitability. 

The attractiveness of a large number of domestic customers and what they want in the host 

country’s foreign banks will be discussed below in detail. 

6.1.3.5 The Demand for Banking Products and Services from the Saudi Population 

The size of the Saudi banking market was a relevant determinant in foreign banks’ decision 

to invest in the KSA. Also, the demand for banking products and services from the Saudi 

population emerged as a significant determinant of banks ranked as the seventh. Besides, this 

factor received support from the qualitative analysis, as many interviewees stated this was 

critical for Saudi operations.  

There is a significant association between the entry of foreign banks into international 

markets and the size of the population (Yamori 1998; Buch 2000). The large population size 

in the host country is attractive to foreign banks because it implies greater demand for their 

products and services (Buch & DeLong 2003). Ma and Pozo (2012) found that the population 

size of the host country positively influenced foreign banks’ entry into 30 Latin American 

and Asian countries, echoed by Magri et al. (2005) in Italy and Bilgrami-Jaffery and Fatima 

(2013) in Pakistan. 

Large population numbers can provide the prospect for reducing the marginal production cost 

and exploiting economies of scale (Bilgrami-Jaffery & Fatima 2013). It increases foreign 

banking operations and provides the ability to expand activities into large overseas markets. 
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Saudi’s population is the highest in the GCC region54. It was 20.66 million in 2000 and 

increased to 34.22 million in 2020, with a growth rate of 1.65%. It is expected to reach 37.25 

million by 2025. KSA ranks 41st in the list of countries (and dependencies) by population 

(Worldometer 2020), and 78% of the Saudi population is between 15 to 64 years of age (GAS 

2021). People in this group are already employed or are approaching employment. This 

translates into high demand for banking services and products. The sector is expected to 

receive a boost to growth due to an increase in the banking population. This is supported by 

the interview (R19) data as one interviewee remarked: 

“KSA has the largest economy of the GCC countries, and it has a large number 

of citizens. There is a high demand from the Saudi population that encourages 

our bank to enter this market. This is an immense opportunity that increases 

bank profit. In other words, we are here to get new customers. We already have 

experience with Sharia compliance issues, and we are really aware of the Saudi 

people’s needs”. 

Others stated that there are many opportunities to obtain business from Saudi citizens and 

other working or investing in the market. Respondent (15) stated: “There are a large number 

of customers, which reflect what the citizens demand from us in terms of services and 

products”. 

A large number of customers, in addition to the amount of loans, can be used to reflect the 

level of demand in the KSA. By the end of 2019, personal loans amounted to USD 94 billion 

(SAR 352.5 billion), compared to USD 90.4 billion (SAR 336.6 billion) by the end of 2018, 

registering a rise of 4.7%, equivalent to USD 4.24 billion (SAR 15.9 billion). The growth rate 

in personal loans in 2019 was the highest for the past six years, and they increased in 2019 

for the 11th consecutive year. During the past 21 years, such loans multiplied six and a half 

times, as they were worth USD 12.29 billion (SAR 46.1 billion) by the end of 1998. There 

was only one documented decline, and this occurred in 2008 in conjunction with the global 

financial crisis, when it fell to SAR 169.3 billion, equivalent to USD 46.5 billion (SAR 174.5 

billion) at the end of 2007 (SAMA 2008-2020(. 

The data issued by the SAMA demonstrated a significant growth rate exceeding 3.5 times in 

the number of real estate loans for individuals during 2019 by the value of USD 21.1 billion 

 

54 The Saudi Arabian population represents 0.45% of the world’s total population. 

https://www.worldometers.info/world-population/population-by-country/
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(SAR 79.128 billion) while financing loans at the end of 2018 amounted had a total value of 

approximately USD 7.867 billion (SAR 29.503 billion). Previously, in 2017 it amounted to 

USD 5.61 billion (SAR 21.025 billion), while in 2016, it was USD 4.55 billion (SAR 17.096 

billion). A recent report estimated the volume of expected real estate loans that could be 

provided in the next decade through banks and financing companies in the KSA will be more 

than USD 133.11 billion (SAR 500 billion). This represents a third of the total loans provided 

to the private sector from all Saudi banks, which is estimated at USD 400 billion (SAR 1500 

billion) (Alrajhi Capital 2020). About 1.22 million new homes will likely be funded through 

mortgages supported by government programs during the next ten years to 2030. The 

ownership ratio will rise to 70%, according to Saudi Vision 2030 (2021b). 

According to SAMA, the loans made by Saudi banks to non-financial governmental 

institutions and the private sector increased by 8%, from about USD 399.06 billion (SAR 

1496.5 billion) in 2018 to USD 432.64 billion (SAR1622.4 billion) by the end of 2019. The 

loans provided to the private sector increased by the end of 2019 and reached USD 417.33 

billion (SAR 1565 billion), an increase of 9%, compared to 2018, which amounted to USD 

384.53 billion (SAR 1442 billion) total. These figures are very high and confirm the high 

level of demand from individuals and companies for banking services and products. This may 

suggest that foreign banks are aware of these massive demands. Without a doubt, these 

numbers are attractive and encourage foreign banks to take advantage of the Saudi market.  

6.1.3.6 Economic Stability 

Economic stability in the host country is a crucial factor that determines foreign banks’ entry 

decisions (Buch & Lipponer 2007; Cerrutti et al. 2007; Luiz & Charalambous 2009; 

Belaounia et al. 2016). This thesis discovered that Saudi’s economic stability was a 

statistically significant determinant for foreign banks’ entry into KSA. It was the second most 

important factor after following corporate customers and the size of the Saudi banking 

market. The interviewees’ statements supported the importance of this factor and were 

viewed as a key investment consideration. 

 Economic stability shows how investment creates an enabling environment by allowing the 

bank to predict its future returns and growth, thus enabling smooth investment operations. 

The level of environmental uncertainty and host country risk can be reflected through its level 

of economic stability (Hryckiewicz & Hryckiewicz 2008; Cerutti et al. 2012; Buch et al. 
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2014). Current account balance as a percentage of GDP, budget balance as a percentage of 

GDP, annual rates of inflation, real GDP growth, and GDP per capita make up the economic 

risk variable (Fotopoulos & Louri 2011). When combined, such important economic aspects 

reveal the overall strength of an economy. When the economic strength of a country 

surpasses its weaknesses, there is much less economic risk. 

Long-lasting economic stability in a host country encourages foreign banks to enter it (De 

Paula 2002; 2003), particularly for banks from a high economic risk country. Foreign banks 

having a diversified portfolio across geographies and want to manage risk by having a range 

of operational options. The geographic diversification of banks into a low economic risk 

market positively impacts the risk-return trade-off (Acharya et al. 2002). Low levels of 

country risk attracted foreign banks to enter the Central European countries (Carstensen & 

Toubal 2004). Conversely, increasing country risk reduced foreign banks’ likelihood of 

entering Southeast Asia countries (Belaounia et al. 2016).  

Decision makers always consider the entry decision for FDI into oil-exporting countries in 

terms of country risk (Hayakawa et al. 2013). Over-reliance on oil accounted for the failure 

of some countries to attract FDI (Yazdanian 2014). Fluctuating oil prices impact essential 

needs; consequently, it may lead investors to lose trust in the host country, increased the risk 

of business transactions, and reduced FDI inflow. However, one study found that oil-

exporting countries can attract more FDI (Esmaiel & Hassan 2017). While KSA is an oil-

exporting country that may entail certain economic risks, it did not unduly affect foreign 

banks’ decision to operate. This result is consistent with that of Omitogun et al. (2018) with 

regard to Nigeria. Similarly, Mina (2007) and Elhedded (2016) found that oil wealth (as a 

risk factor) is largely absent as a risk when dealing with KSA.  

As mentioned previously (see Chapter 2), KSA is the world’s largest producer and exporter 

of oil. Consequently, the fluctuation of oil prices may pose a risk, although the Kingdom is 

considered to be a stable country. It is one of the most stable countries and generally at the 

same level as Norway, Australia, Brunei, Canada, Denmark, Kuwait, Oman, and UAE (Liu et 

al. 2016). The OECD country55 credit rating of two and investment grade credit scores from 

Fitch Ratings, Moody’s, and S&P Global Ratings are encouraging for KSA. The Fitch credit 

 

55 OECD 2020, Country risk classification. See https://www.oecd.org/trade/topics/export-credits/documents/cre-crc-current-

english.pdf. 
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rating was ‘AA’ in 2015, ‘AA-’ in 2016 and 201956, with a stable outlook (Trading Economic 

2020d). This suggests the country has a low possibility that it would be unable to fulfill its 

obligations of paying debt (Australian government 2020).  

According to The Global Competitiveness Report (2019), the KSA achieved the most 

significant progress on the global competitiveness index by climbing to 36th place out of 140 

different countries. This progress is the best improvement for the Kingdom since 2012. KSA 

was granted a “full score” in the macroeconomic stability index, at 100%. The “International 

Country Risk Guide (ICRG)” rating57 scored the KSA as low risk, i.e., economic, financial, 

and political (ICRG 2013). This was confirmed in the qualitative data. A senior manager (R6) 

stated that: “The Saudi market is economically stable; it has a high ranking according to 

Moody’s for 2019. To be honest with you, this is the most significant factor that could impact 

our bank entry decision to any foreign market”. 

To conclude, the current study results emphasize that the KSA economic stability was no 

doubt significantly important to affect the probability of foreign banks’ entry. This current 

finding is in line with several analyses done in developed countries: Fisher and Molyneux 

(1996) in the case of foreign banks in London, Yamori (1998) on Japanese financial 

institutions’ expression, Wezel (2004) in the case of multinational German banks’ expansion, 

and Cetorelli and Goldberg (2006) on USA banks’ international expansion,  and developing 

countries Cerutti et al. (2007) investigated the top 100 multinational banks’ expansion into 

Latin America and Eastern Europe, while Hryckiewicz and Hryckiewicz (2008) reported on 

foreign banks entering Central Europe. Belaounia et al. (2016) examined banks’ entry 

decisions in 18 countries in 2004. Evidence emerged for both developed and developing 

countries in work done by Cerutti et al. (2012) and Buch et al. (2014). 

6.1.3.7 Political Stability 

Political stability in the host country is a crucial factor that determines foreign banks’ entry 

decisions (Wezel 2004). The international expansion of banks is highly correlated with 

political risk levels in the target country. The current research found that political stability 

 

56 According to the Fitch both AA and AA- are considered to be High grade. Meanwhile A is said to be Upper medium 

grade. 
57 The ICRG rating consists of 22 different variables that assess three main components of country risk (political, economic, 

and financial). These variables essentially represent risk-free measures. There are 12 variables representing political risk, 

while, both financial and economic are based on 5 variables (Hoti 2003). 
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was a significant determinant of foreign banks’ decision to enter the KSA. This factor ranked 

as the third most important one. Besides, the result from interviews also supports the 

importance of this factor.  

In business, the political risk could be defined as a business environment discontinuity that is 

caused by a political change (Micallef 1981) and can affect a bank’s objectives or profits. 

This risk is the non-economic risk (Ciarrapico 1992). The level of political risk varies from 

country to country and is subject to changes at any time (Moosa 2002). Freedom of 

expression, democratic participation, conflict likelihood, threats to accountability, quality of 

the bureaucracy, corruption, and violence, as well as political instability, punctuate a 

country’s political risk level. Socio-economic and government stability indicate a lower level 

of political risk (Fotopoulos & Louri 2011). 

Because political stability impacts a country’s components, particularly its economy, and 

creates an ideal environment for development and growth. One significant study observed the 

impact of political risk on economic growth in 169 countries between 1960 and 2004. It 

detected an association between lower GDP per capita rate and higher political instability 

levels. The risk to growth was evident in the form of compromised productivity growth rates 

and, to a lesser extent, and accumulation of human and physical capital (Aisen & Veiga 

2013). In the absence of stable political conditions, relying on or predicting sustainable long-

term prospects of growth becomes difficult for banks to control (Aisen & Veiga 2013; 

Hamadou 2012). It is an important feature of emerging markets (Wezel 2004). A country 

with high political risks and economic uncertainty becomes less attractive for foreign banks 

because the transaction costs will be much greater (Fotopoulos & Louri 2011), as seen in the 

case of German banks’ expansion plans (Wezel 2004). 

Political stability and lower political risk mean improved institutional quality, which attracts 

international banking. Political stability involves arbitrary government choices and changes 

in government, which could have a negative effect on the risk and livelihood of a bank. 

Political stability may be considered an antecedent of longevity investment with respect to 

the changes that governments make in investment rules. If there is a negative change to the 

government rules at the bank’s expense, the foreign bank may choose to forego its investment 

priorities or quit the country. 
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Political risk rises when there is a lack of clarity about the ability of a government to stay in 

power or execute laws. When a host country is politically stable, it attracts more foreign 

banks to it. Fotopoulos et al. (2013), for example, found that the less difference in levels of 

good governance between the local economies (in South-Eastern Europe) and Greece, the 

higher the expansion of Greek banking in such economies. This revealed the importance of 

political issues and governance converging, which played a significant role in 

Greek_banks’’expansion. Foreign banks can use high returns or the prospects of good 

financial data to temper risk; this must be undertaken within the context of consistent, socio-

political environments. Banks demonstrate more willingness to face country or political risk 

when the returns are promising. For other banks, whose investment nature was generally 

aiming for long-term rewards, risk aversion outcomes were quite significant. 

From a political perspective, KSA is a country that is stable, and since 1933 when it was 

formally founded, the Saudi political system has been a monarchy (Menaldo 2012). 

Consistent with Credendo’s Country risk58 (2020) assessment, KSA enjoys political stability, 

which contends the country has a low level of political risk. Between 2014 and 2019, the 

mean value for short-term political risk in the KSA stood at two index points. Comparatively, 

the global mean in 2019 based on 224 countries is three index points. Consequently, the KSA 

has been deemed a stable country economically and politically, which helps foreign banks 

enter the Saudi market. 

The quantitative data results found all respondents viewed this factor as ranging from 

“important” to “extremely important”. Generally, it was the key one when making investment 

choices, given how important these are to the country politically. Seventy-five percent of the 

respondents stated that Saudi political stability makes entry decisions viable. One interviewee 

(R4) said that:  

“It is important to consider the economic and political stability when we made 

our decision, for the risk factor, for example, Saudi Arabia has a low-risk rate. 

So foreign banks come to invest in the market to get profits in a low-risk 

country. And the political reasons that our bank entered Saudi Arabia as our 

home country's political relationship with Saudi Arabia is very strong. This part 

 

58 Credendo’s country risk measures the level of political as well as assimilated events connected to cross-border transactions 

within a 1-year period. The objective is to evaluate the capacity of a country to honor its short-term debt payment 

obligations. There are seven categories “1: low risk” to “7: high risk” in which countries are classified. 
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strengthens the political relationship by enhancing the economic link between 

two countries”. 

6.1.3.8 Pegging the Saudi Arabian Riyal to the US Dollar 

Another significant host market characteristic affecting foreign banks’ entry is the exchange 

rate, and basically, the important thing here is currency stability (Buch 2000; Cerutti et al. 

2007; Tsai et al. 2011). As a host country’s currency appreciates, a few investment incentives 

appear in foreign banking markets. This means that non-bank and bank investors have a long-

term investment view, and short-term profits do not motivate them. In the current research, 

the Saudi Riyal’s pegging to the US dollar was a significant determinant of foreign banks’ 

entry into the KSA. This factor ranked as the 10th in importance, and the interview results 

showed that 66.6% agreed that this exerted a positive effect when deciding to enter the KSA.  

Several empirical studies have found that fluctuations in the exchange rate increased the 

country’s risk, which negatively correlated with foreign banks’ entry decisions (Goldberg & 

Johnson 1990; Budzeika 1991; Buch 2000; Hryckiewicz and Kowalewski 2008; Merz et al. 

2017). Moshirian (2001) found that in terms of banking FDI, the exchange rate construct for 

Germany, the UK, and the US is negatively related for all three countries. He argued that the 

greater the value of foreign banks’ home country currencies compared to their host country’s 

currency, the more affordable it is to invest in overseas banking operations. Wezel (2004) 

emphasised that a high exchange rate volatility level makes it possible to predict anticipated 

returns, while higher uncertainty may compel investors to demand a greater return rate due to 

these risks59. Overall, economies that enjoy a stable currency exchange rate instill more 

confidence in foreign investors (Binkhamis 2016). 

Financial policymakers in KSA rely on pegging the Saudi Riyal to the US dollar considers as 

a basic monetary policy. There are many positive aspects of this pegging in that the Saudi 

Riyal is stable. Foreign banks have benefited significantly from this policy because it enables 

them to have a solid investment base with minimal risks of exchange rate changes. In 2020, 

SAMA proved its commitment to linking the Saudi Riyal exchange rate to the US dollar as a 

strategic choice for enabling the KSA to increase its economic development for 30 years. An 

 

59 This result is supported by Hultman and McGee (1989) and Froot and Stein (1991). Froot and Stein (1991) found that as 

the currency of the host country depreciated, private sector investors might increase their reinvestment and decrease their 

repatriated incomes within the host country. This is because they might desire to avert losses associated with exchange rates. 
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official statement issued by SAMA echoed its commitment to keep the Riyal exchange rate at 

the official price of 3.75 Riyals against the dollar as an essential pillar of monetary and 

financial stability. This was in light of the strong foreign exchange reserves and the 

Kingdom’s ability to meet all external obligations. The pegging is evidence of the durability 

of its foreign exchange reserves and ability to meet all the requirements of the national 

economy of foreign currency. Therefore, SAMA asserts that the current exchange rate policy 

is a significant supporter of monetary stability and sustainable economic growth (SAMA 

2020b). 

KSA has enjoyed stable economic and political conditions, which reduced the impact of 

financial crises because the country is generally conservative. Interviewees felt that the KSA 

requires a currency pegging policy because US dollars are used in oil export transactions and 

that the country’s external reserve is valued at USD 700 billion. Some participants opine that 

if the Saudi government liberalises the currency and uses KSA currency other than the US 

dollar, the way Kuwait did, the Riyal’s value would drop, thus increasing the currency risk. 

One CEO (R30) expressed his opinion as follows: 

“Yeah. That's a positive impact. Maybe because, you know, we can treat the 

Saudi Riyal as a very hard currency like the US dollar. So, we view the risk of 

currency as being very minimal because it is pegged to the US dollar. If it's, you 

know, not being pegged, then we have to monitor the Saudi Riyal more closely, 

and maybe we have to set up certain additional procedures. We need to buy 

some more systems, or we need to hire more people. That will be challenging for 

us, and that will definitely have a positive impact on our decision”. 

Other interviewees felt the policy had a positive effect on the country’s foreign investment 

because it has eliminated exchange rate fluctuations that contribute to cost increments. A 

senior manager (R24) stated: 

“As you may know, the US dollar is the world’s reserve currency. Thus, in my 

personal view, the pegging of the Saudi Riyal against the US dollar has high 

potential and reflects the currency’s stability. This is a positive factor in 

attracting more foreign investors. We cannot ignore that the dollar is the 

currency which all countries around the world have to use. As all prices of basic 

goods such as oil and gold are deal with the US dollar and most of the financial 

transactions and international trade are made with the US dollar”. 
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Others believe this policy positively impacted their banks’ entry decisions into KSA as it 

reflects the level of currency stability. On this issue, one senior respondent (R20) said: 

“Yes, I do. I would say that it gives a high level of comfort. For these reasons, 

you've now taken the volatility out of the currency pricing. So, when you were 

repatriating the profits or looking at the investment of further capital. The 

stability of the dollar versus the Riyal gives you security about your strategic 

decisions”. 

According to another manager (R17): “It gives us safety because of the Saudi riyal’s stability. 

So, we do not have to worry about currency fluctuations”. In fact, some foreign banks that 

started functioning in the Saudi market had previous experience of pegging their home 

country’s currency to the US dollar. These foreign banks were from the other GCC 

countries60, including Bahrain, Kuwait, Oman, Qatar, and the UAE. Interviewees from those 

banks such as Emirates NBD and FAB emphasised that this factor absolutely encouraged 

them to invest in the Saudi economy and take advantage. A CEO (R1) noted:  

“Yes, this is a positive factor in the Saudi market. The pegging of the Saudi 

Riyal against the dollar helped us. Because the UAE Dirham is also connected 

to the dollar, it gave a balance between the two currencies. In general, what 

makes us comfortable here in the Saudi market is the similarity of incentives to 

the UAE market. As a result, the bank's profits are fixed, and it is not affected by 

currency exchange, as is the case with us in other markets”. 

On the other hand, other interviewees believe that pegging the Saudi Riyal is not really 

negative or positive. A CEO (R33) said at length: 

“I don't think it's negative. It's something you have to manage. So, you have to 

be aware of it, and then you have to understand how it is going to mean for your 

local entity. So, what it means is there are many countries where the currency is 

pegged to another reference currency. Whether it be the dollar or the yen or the 

euro or whatever, but what it does mean is, is how you manage your effects, 

risk, your foreign exchange risk. So obviously, the local functional currency is 

the Riyal, and us being a European bank. Our reference currency is the Euro. 

So, what it means is to go back to the group currency; we have more Dollar - 

 

60 In fact, most GCC countries peg their currencies to the dollar including Saudi Arabia, Kuwait, Bahrain, UAE, Oman, and 

Qatar. However, Kuwait’s Dinar was pegged against currency baskets between March 1975 and January 2003, when it was 

pegged against the US dollar at 1 dollar per KD 0.29963. However, the country disconnected its currency from the US dollar 

in 2007, returning its peg to the currency basket. 
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Euro risk. But what we have to do practically is you have to understand it. It 

doesn't mean that it is all dollars. No, we don't want it. All it means is you have 

to understand what all these things are so that you don't have to manage them. 

And so, what we need is a practice to work on a month-to-month basis. We 

review and look at all of the currency exposures. References back to the Saudi 

Riyal currency, which is currently pegged to the dollar. And then we just 

manage to hedge the currency risk. So that's what it means at the local entity 

level. Obviously, if there's any trading activity and everything is done here, then 

that would have been in the reference currency, which is the Saudi Riyal. It just 

becomes another thing that you have to be aware of and manage 

appropriately”. 

Conversely, other interviewees believed that pegged exchange rates do not reflect the existing 

correlation between the two currencies; neither does offer a reflection of changes, which 

might have existed in the two countries. Currently, one US dollar is equivalent to 3.75 Riyals, 

and the rate has not changed even during the recession in the US or when KSA has recorded 

economic growth. Some participants believed this factor is a good thing, but it really has not 

impacted their entry decision. The examples of views on this issue are documented here: 

(R5) “Of course, this is a positive thing. However, this does not mean that the 

Saudi Riyal against the dollar encouraged us. In fact, we entered many 

countries around the world that have different currencies”. 

(R35) “It didn't really have any impact. It’s just a good thing, but it did not 

impact on our interest in the market. It just makes for a stable foreign exchange 

country”. 

The above views are supported by Ibrahim (2007), who stated that the fixed exchange rate in 

the GCC does not make any difference to FDI. However, the current research agrees with 

previous empirical studies by Stepanyan et al. (2018) and Eissa and Elgammal (2020), who 

examined the entry determinants of FDI in GCC countries, including KSA; both studies 

found that FDI and the real exchange rate had a positive association. The stability of the fixed 

exchange rate regime in the GCC governs the relationship, i.e., the fixed exchange rate 

decreases uncertainties about changes in the exchange rate, thus lowering the risks for foreign 

investors, which is eventually and positively associated with FDI inflows. Therefore, pegging 

the Saudi Riyal to the US dollar was a significant factor that boosted foreign banks to enter 

the Saudi banking market. 
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6.1.3.9 Entry Regulations 

The host country’s regulations and policies offer a crucial location advantage, which is also 

another significant determinant for foreign banks entering another country (The World Bank 

2018). When examining the Saudi regulations, both quantitative and qualitative results found 

that the entry regulations are a significantly important determinant of foreign banks’ entry 

into the Saudi market. This factor was ranked as the ninth most important factor that 

encourages foreign banks to enter the Saudi banking market.  

Several empirical studies found that the internationalisation level of a country’s banking 

market drops significantly when foreign investors are restricted from participating in it 

(Goldberg & Johnson 1990; Miller & Parkhe 1998). Consistent with this perspective, the 

foreign activity becomes restricted, and the costs of market entry increase due to regulatory 

requirements (Lehner & Schnitzer 2006; Tsai et al. 2011). Foreign banks prefer to have 

investments in the host country with fewer regulatory requirements on the banking industry 

as a means of curtailing entry costs (Clarke et al. 2003; Temesvary 2014). Foreign banks’ 

entry regulations in the host country consist of capital requirements, ownership structure, 

permitted activities, auditing requirements, internal management, and organisational 

requirements, diversification and liquidity requirements, depositors’ protection schemes, 

among others (Barth et al. 2012). Buch et al. (2014) found that stricter capital regulations and 

banking activities deter foreign banks' presence as volume activities and profit margins are 

negatively affected.  

For example, Birindelli and Del Prete (2010) found that regulatory restrictions lead to 

discouraging Italian banks’ entry decisions, a conclusion also reached by Claessens and Van 

Horen (2008) and Merz et al. (2017), who asserted that market entry is positively affected by 

key factors. These include relaxed entry restrictions and the attractive nature of high-quality 

prudential institutions. Houston et al. (2012) showed that banks’ ability to avoid regulations 

by shifting their businesses to less-regulated markets could positively impact international 

bank flows between developing and developed countries. Regulations could be in the form of 

incentives for banks to internationalise in countries where very limited growth opportunities 

and strong regulations exist in their home country (Slager 2006). Due to fewer regulatory 

restrictions and more freedom in the host country, domestic regulations spur the 

internationalisation of banks (Brealey & Kaplanis 1996; Slager 2006). In this case, monetary 
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policies, entry barriers, exchange regulations, and taxation are particularly important 

regulations. 

In contrast, enhanced transparency using government oversight and regulations might 

decrease the information asymmetries cited above and even serve as foreign activity 

facilitators. According to Buch (2003), countries might have different regulatory 

requirements that are strict in terms of regulating foreign banking. The great presence of 

foreign banks is accelerated by improvements in the host country’s banking industry 

regulations (Hryckiewicz & Kowalewski 2010).  

To applicants who seek a license to operate a bank in the KSA under the Banking Control 

Law (BCL), there are certain criteria and guidelines (SAMA 2020). The prudential and 

legislative requirements that apply to domestic banks also apply to foreign ones. However, 

even though the foreign bank branch’s home supervisor(s) and the local management and its 

head office have the key responsibility of overseeing KSA foreign bank branches, these 

branches are required to operate in KSA according to the prudential supervision of SAMA 

and other statutory laws. 

Entry regulations for foreign bank branch applicants in KSA require them to obtain written 

consent from the home supervisor to establish banking operations in the country. A license 

will be processed only for applicants listed on their domestic stock exchange and can legally 

operate. Applicants who want to open foreign bank branches should demonstrate to SAMA 

that they are subject to prudential supervision in their countries of origin. Taking into account 

the supervision threshold that the home supervisor exercises, SAMA will consider the Core 

Principles of Banking Supervision, which the “Basel Committee on Banking Supervision” 

(BCBS) promulgated. This includes whether the foreign bank applicant is subjected to 

consolidated supervision by a home supervisor according to the Basel rules/principles and is 

willing to work with SAMA in the supervision of bank branches in KSA. While the entry 

regulations in KSA are strict, in fact, they are systematised and encouraging. Some 

participants believe that the strength of the Saudi market is made possible by SAMA’s 

regulations. Interviewees asserted the following comments: 

(R30) “My view on the Saudi regulators is that they are very strong. They're 

demanding because they will always go for the more restrictive regulation. But 

they're very professional… I prefer to be in a demanding and professional 

environment than in an unclear and unprofessional environment if you see what 
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I mean. I'm very happy with SAMA in the sense that the quality of the interaction 

is a very high standard, and they're ready to have a dialogue with the 

institutions they're dealing with. In so far about your complaint… because 

obviously, the first concern of SAMA is that you are complying with the 

regulation. Yes. Obviously, this being said, there is always room for 

interpretation or clarification. And we are constantly dealing with SAMA to 

discuss how we should understand the regulation that they're putting before us”.  

(R15) “SAMA has the best central bank in terms of risk management (This was 

awarded by The Central Banking Awards Committee 2018/2019, at the level of 

central banks worldwide). SAMA is also a member of The Financial Action Task 

Force (FATF). This reflects  the SAMA's strength and the level of safety in the 

Saudi market”. 

 

To a certain extent, the interview findings indicate there is no constraining effect originating 

from the regulation’s variable. Some banks established their presence in the Kingdom, but it 

was not overly affected by the regulations. The respondents’ opinions were in line with the 

World Bank (2017), which indicated that lax supervision and weak regulations do not attract 

foreign banks because the risks associated with regulation arbitrage are high. Rupprecht 

(2008) and Belaounia et al. (2016) believe that for foreign banks looking to enter a new 

market, strict banking regulations within the country of origin do not present a major 

obstacle. Strict regulations imply the high quality of institutions tasked with the responsibility 

of implementing prudent standards (Claessens & Van Horen 2008). Foreign banks might 

perceive this as a threshold of financial stability. 

However, if host country regulators impose liquidity and equity (high capital) rules, this 

should increase the capital cost of a bank and thus negatively affect its activity. Similarly, the 

preference of banks to expand in countries is based on where the requirements of capital are 

less strict (Miller & Parkhe 1998; Cerutti 2007; Naaborg 2007; Galindo et al. 2011). In the 

case of KSA, according to SAMA’s (2018) Banking Licensing Guidelines and Minimum 

Criteria report: 

“SAMA will also assess the adequacy of capital for an applicant on a case-by-

case basis depending on the scale, nature, and complexity of the operations as 

proposed in the business plan. Foreign Bank branches are not required to 

maintain capital in the KSA. However, capital requirements may be set on a 

case-by-case basis, for example, those intending to conduct high-risk businesses 

and/or wanting to specialise in particular business lines that require a specific 

level of capacity or competence” (SAMA 2019). 
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However, this guideline did not explain the kind of business lines and activities that might 

expose a foreign bank branch to capital requirements. It would anticipate SAMA imposing 

domestic capital adequacy requirements on foreign bank branches, thus impacting many 

consumers or financial stability of the larger Saudi market, such as deposit-taking activities 

and credit provision (Bicknell 2019). This evidence shows that entry regulations encourage 

foreign banks to enter the Saudi market. 

Regarding emerging economies, a significantly high presence of foreign banks in Argentina, 

Brazil, and Mexico in the mid-1990s (post-crisis effect) arose from relaxed entry restrictions 

(Moreno & Villar 2005). Seemingly, the Asian financial crisis of 1997-1998 generated 

similar effects (Montgomery 2003). In addition, Birindelli and Del Prete (2010), using an 

Italian bank sample, demonstrate that after the path dependency impact on entry prospects, 

regulatory limitations (measured using Barth et al.’s (2003) index) appear to discourage 

entry. In the case of KSA, a senior manager (R6) stated that: 

“SAMA supported the banking sector as a whole and supported any banks that 

could face failure. We can see, for example, the achievement of SAMA during 

the financial crisis in 2008. In fact, the regulations and legislation are very 

strong and proportionate to all of the Gulf central banks who follow SAMA. 

SAMA was effective in monitoring and supervising Saudi banking during the 

2008 crisis”. 

6.1.3.10 Regulations Allowing other Non-Banking Activities 

There are several non-banking activities that foreign banks want to do in a foreign market. 

However, host country regulations may permit or restrict these activities. This research found 

that the regulations allowing other non-banking activities seem to be not a determinant of 

foreign banks’ entry decisions. It ranked 16th in importance. Besides that, the qualitative 

results found this factor did not greatly influence foreign banks wanting to enter the Saudi 

market. Several empirical studies well-document that when host country regulations restrict 

even the local and/or foreign banking activity, it tends to undermine foreign entry (Galindo et 

al. 2011; Fotopoulos et al. 2013; Cho & Shen 2014; Massand & Gopalakrishna 2017)61.  

 

61 This is also supported by Berger et al. (2000); Barth et al. (2002); Buch (2003); Focarelli and Pozzolo (2003); Buch and 

De Long (2004); Rossi and Volpin (2004); Buch and De Long (2004); Buch and Lipponer (2004), (2007); Magri et al. 

(2005); Cerutti et al. (2007); and Bertus et al. (2008). 
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Acquisition of equity interests constitutes foreign banks’ preference in lower regulatory 

restrictions countries on banking activities because such restrictions serve as proxies of real, 

implicit barriers to foreign entry, or the judicial system’s efficiency is higher. Thus, the 

preference of foreign investors in countries where there is more guarantee of making a profit 

(Focarelli & Pozzolo 2000). Li (2019) found foreign banks have greater sensitivity to private 

monitoring and official supervisory power and insensitivity to diversification guidelines, 

foreign bank limitations, and activity restrictions. On this theme, regulators in KSA restrict 

the participation of both local and foreign banks in non-financial activities such as real estate, 

asset management, pension fund administration, as well as securities and insurance, and it 

varies in other nations. Based on the “World Bank’s Bank Regulation and Supervision 

database” (2019), in the KSA, regulations allowing other non-banking activities seems to not 

be a crucial factor in foreign banks’ entry decision. This regulatory framework is considered 

a stronger determinant of banks’ expansion abroad than host country profit opportunities 

(Focarelli & Pozzolo 2005). This is true in the case of KSA, as it seems that entry regulations 

(but not rules allowing other non-banking activities) are more important than profit 

opportunities (differences in the interest rate and tax rate between KSA and foreign banks’ 

home country).  

6.1.3.11 The Host Country Characteristics Conclusion 

It can be stated here that the Saudi market characteristics include economic growth, size of 

the banking market, local demand for banking products and services, Saudi economy and 

political stability, pegging the Saudi Riyal to the US dollar, and lastly, banking entry 

regulations as they apply to foreign banks. Hence, partial sensing in the overall host country 

characteristics (location advantages) attracts foreign banks. However, these all indicate that 

KSA is an attractive choice to earn profits for foreign banks.  

Current overall host country characteristics results as found here are consistent with other 

empirical studies which supported the importance of these factors on foreign banks’ entry 

decisions. In addition, current results are consistent with evidence from many studies about 

foreign banks expanding abroad in developing and emerging economies based on country 

characteristics (Williams 1996; Miller & Parkhe 1998; Claessens et al. 2000; Clarke et al. 

2001a; Clarke et al. 2003; Focarelli & Pozzolo 2005; Uiboupin 2005; Liuhto et al. 2006; Van 

Horen 2007; Ryan & Horsewood 2009; Cull & Peria 2010; Fotopoulos et al. 2013; Ekman et 

al. 2014).  
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6.1.4 Parent Banks’ Characteristics 

The parent banks’ characteristics (ownership advantages) affect foreign banks’ entry 

decisions (Dunning 1980; Fotpolious et al. 2013). The main characteristics include but are 

not limited to bank size, the bank’s international experience, and its reputation. These 

characteristics could reflect the level of its operational efficiency (Herrero & Simon 2003). 

According to the Eclectic Paradigm, these characteristics reflect the banks’ monopolistic 

advantage through ownership that was developed prior to internationalisation. Banks use this 

advantage when they enter a foreign market to use their domestic strengths at a low marginal 

cost.  

According to Hymer (1976), ownership advantages are one of the most reliable explanations 

for internationalisation. For internationalisation to be realised, ownership advantages are 

indispensable preconditions because banks that internationalise need compensation for the 

costs of venturing into overseas markets and other liabilities. In other words, foreign banks 

use these advantages to diversify their risk and profit. These factors are also linked to 

competitive advantages. Limited competitive advantages limit the banks’ choice of expansion 

to international markets (Gorshkov 2013).  

6.1.4.1 The Bank’s size 

The parent bank’s size is a significant factor in determining the decision to invest in a foreign 

market (Cho 1986; Focarelli & Pozollo 2001). The current research found that the entry 

decision to exploit the ownership advantages of the bank’s size is an ‘important’ determinant 

of foreign banks entering the KSA; however, it is not statistically significant. This factor 

emerged as the 13th ranking factor of importance. According to the qualitative results, 72.3% 

of interviewees agreed that exploiting the bank size was not an important determinant. 

Several empirical studies demonstrated the positive effect of bank size on entering a foreign 

market (Focarelli & Pozzolo 2000; 2001; 2005; Tschoegl 2003; Buch & Lipponer 2004, 

2007; Cerrutti et al. 2007; Birindelli & Del Prete 2010; Fotopoulos & Louri 2011; Belaounia 

et al. 2016). Previous research found that more internationally active banks are bigger. Size 

emerges as an ownership advantage, and it tends to increase the propensity of such 

institutions to embrace internationalisation and venture into foreign markets (by choosing 

external and internal growth), and through that avenue, increase their investments. 
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Larger banks are much more international because they want to follow their customers 

(Clarke et al. 2003; Hryckiewicz & Kowalewski 2008). When a bank is large, it is more 

likely to have more customers abroad (like multinational corporations), which increases the 

demand for banking services overseas. Additionally, larger banks are usually strong in 

product innovation and finances (Berger et al. 2005). This aspect is consistent with the 

expectations because larger banks not only enjoy greater scope and economies of scale, they 

can afford to take greater investment risks at low cost (Focarelli & Pozzolo 2003; Njoroge & 

Ouma 2014; Mulder & Westerhuis 2015; Barua 2017). Larger banks are more advanced and 

efficient; consequently, they are more likely to expand abroad (Focarelli & Pozzolo 2003). 

Gulamhussen et al. (2014) agreed with this conclusion that those additional costs and 

challenges prevent smaller banks from diversifying across borders.  

In fact, most of the foreign banks that entered the KSA are usually large banks. For example, 

ICBC is ranked first for the seventh consecutive year with a tier 1 capital of USD 337.5 

billion. It is also the world’s largest bank according to the number of customers, loans, 

deposits, and employees (ICBC 2020). Mitsubishi UFJ Financial Group/MUFG Bank was 

also ranked as the fourth largest bank in Japan and among the Top 20 banks in the world in 

terms of total assets (MUFG Bank 2020). BNP Paribas and Deutsche Bank are also some of 

the world’s top 20 banks. According to the Brand Finance Banking report (2019), ICBC, 

Mitsubishi UFJ Financial Group, JPMorgan Chase & BNP Paribas, Deutsche Bank, QNB, 

FDB, Emirates NBD were among the largest 100 banks. Some foreign banks, such as Bank 

Muscat and NBB, are not large compared to the above-mentioned banks, but they were 

ranked among the largest ones in their home countries. However, they demonstrate expansion 

into KSA. 

For large foreign banks, a significant ownership advantage explains the motive for wanting to 

operate in the KSA. As the Saudi government controls a lot of local banks (see Chapter 2), 

foreign banks with insufficient assets will experience challenges when competing in the 

Saudi banking market. However, most foreign banks are large, and therefore their size was 

not a significate determinant to boost them in the kingdom. From the qualitative results, some 

interviewees believe that a bank’s size did not increase or decrease the probability of foreign 

banks entering KSA. The result for bank size determinants agrees with research by Meng 

(2009) in the case of foreign banks in China, Buch et al. (2011), who looked at German 

banks, and Fotopoulos et al. (2011; 2013) in the case of Greek banks, Belaounia et al. (2016) 
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on foreign banks entering 18 countries. They all found that bank size is not an important 

determinant of foreign banks’ location choice.  

Furthermore, according to Williams (1998), economies of scale that derive from the size of a 

bank are not an important ownership advantage in multinational banking because their 

exhaustion in banking occurs at a size that is below that achieved by many banks before 

internationalisation. It indicates that large foreign banks might develop faster and better 

compared to their smaller counterparts. 

In contrast, the current study’s results contradict those of Ursacki and Vertinsky (1992), who 

investigate the expansion of Japanese banks into South Korea; Williams (1996, 1998), who 

looked at Japanese banks alongside other foreign banks with shareholdings in Australia; 

Fuentelsaz et al. (2002) for Spanish banks, Di Antonio et al. (2003) on foreign banks’ entry 

into Italy, Fotpolious et al. (2013), in South-Eastern Europe; Gorshkov (2013) for Russian 

banks, Temesvary (2014; 2015) for US banks into foreign markets, and Wu et al. (2015) on 

China. These scholars all stressed that a bank’s size is a significant determinant of the 

decision to expand abroad. A few interviewees suggest that they enter the Saudi market to 

exploit their bank size. According to a CEO (R1): 

“In fact, the main reason why our bank entered the Saudi market is that our 

bank is superior in the UAE market. It is the largest bank in the United Arab 

Emirates. We are looking to other markets outside the country to achieve the 

bank’s growth, especially in the largest and best market. Whereas the bank’s 

profits were more than 12 billion dirhams at the end of 2018 (80% of which is 

from the main bank in the Emirates, and the remaining 20% is from external 

expansion in different five continents around the world), including GCC 

countries (UAE, KSA, Oman, Qatar, MENA (Egypt, Sudan), Asia (China, Hong 

Kong, India, Korea, Labuan, Singapore), Europe (UK, France, Switzerland), 

and the Americas (USA, Brazil). I could say that one of the most important 

reasons for our international entry and expansion in general, and entry to Saudi 

Arabia in particular, is to exploit the bank’s size”. 

As an emerging market, KSA presents certain special characteristics. Indeed, the size of the 

bank constitutes an important aspect, which affects the activities of foreign banking, 

especially from the long-term perspective. However, its role at a particular location or period 

may not be important (Meng 2009). Empirical research indicates that during the initial entry 

into the market, the size of a large bank might not serve as the only major determinant. Bank 

size-related factors may also condition other aspects, including cultural distance, the 
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conservative corporate strategy that the headquarters adopted, and the niche market focusing 

strategy. For example, in China, unlike many large-sized foreign banks, Hong Kong banks 

such as the Bank of East Asia are small, but their expansion style is more aggressive (Meng 

2009). Consistent with the aforementioned studies, results claim that the size of foreign banks 

may have contributed to their initial internationalisation; however, it failed to stimulate 

further their bid to expand into the Saudi banking market. Therefore, foreign banks in the 

KSA consider this factor as important but not critical when investing in the Saudi banking 

market. 

6.1.4.2 The Bank’s International Experience 

Home banks’ international experience is also a ‘push’ factor that influences the decision 

whether or not to enter a foreign market (Brewer 2007). It is found in the current research that 

the decision to exploit ownership advantages of the bank’s international experience does 

influence the decision to enter the KSA; however, it is not statistically significant. This factor 

was seen as the 11th ranking factor of importance. From the qualitative results, only 27.7% of 

the interviewees agreed that exploiting international experience was an important 

determinant. 

 Strong and experienced international banks can bear greater risks on the decision to expand 

abroad (Seth et al. 1998). Lack of international experience by the parent bank might be 

attributed to errors in relationship management with local authorities, competitors, customers, 

or making inappropriate decisions (Mutinelli & Piscitello 2001). Banks with little 

international experience may not take on the FDI-associated risks, such as foreign bank 

acquisition (Blandón 1998). For example, Russian banks find it difficult to expand their 

business in foreign countries as they do not have much – if any – experience outside their 

local setting (Vedev & Grigoryan 2011, cited in Gorshkov 2013). When the bank has little or 

poor international experience, this may cause the bank to perform below par compared to 

well-established international banking institutions (Mlambo et al. 2015). 

Several studies have concluded that banks with a high degree of internationalisation are more 

likely to enter foreign markets (Slager 2006; Felici & Pagnini 2008; Boubacar 2012). 

Fuentelsaz et al. (2002) found this to be the case of Spanish banking expansion, Di Antonio et 

al. (2003) for foreign banks expansion into Italy, Leung et al. (2008) in Hong Kong, Qian and 

Delios (2008) regarding Japanese banks’ expansion, Fotopoulos et al. (2011; 2013) for Greek 
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banks into South-Eastern Europe, Gorshkov (2013) in the case of Russian banks’ expansion, 

Temesvary (2015) for US banks’ expansion, Barua (2017) in Bangladesh, and Bouslama and 

Hervé (2018) in the internalisation of BNP Paribas and another two French banks. For 

instance, BNP Paribas Bank is now operating in the KSA, with over 100 years of 

international experience, opening its first branches in Calcutta and Shanghai in 1860. It was 

the first French bank to set up a branch network abroad. Now, this bank operates in 71 

countries around the world in Africa, Asia, Europe, Middle East, North and South America. 

Banks, which enjoy worldwide coverage, tend to demonstrate more competitiveness in 

developing new customer bases because they have rich information and handle customers’ 

requests efficiently, thus use their global networks well to provide better services. 

Unlike the previous result, the international experience was not a significant determinant in 

the foreign banks’ KSA entry decision. The findings appear not to be surprising. It can be 

suggested that most foreign banks in KSA have previous extensive international experience; 

it would not be a big issue for them to decide to operate in the KSA. Although foreign banks 

consider the factor as essential, it does not play a critical role in influencing the decision to 

invest in the Saudi market. This result of the current study is in line with Qian and Delios 

(2008), who noted that international experience has less effect on a foreign bank's expansion 

decision, and Belaounia et al. (2016), who found that this factor is not a significant 

determinant of foreign banks’ location choice. 

6.1.4.3 The Bank’s Reputation 

Bank’s reputation affects foreign banks’ decision to enter a foreign market (Qian & Delios 

2008). Results of the current research found that the reputation of the foreign banks did 

significantly determine the decision to move into KSA. It ranked as the sixth most important 

reason. 

Reputation is an intangible asset that provides banks with a competitive edge in foreign 

markets (Qian & Delios 2008). The exploitation of ownership advantages, which includes the 

reputation and certain assets in overseas markets, compels banks to expand abroad (Tschoegl 

2001). This aspect enables banks to decrease foreign liabilities (Dunning 1980; Cho 1986). 

For example, reputation positively affected Japanese multinational banks’ expansion (Qian & 

Delios 2008). Banks with a good reputation could access global capital markets where terms 

were favorable, depending largely on financial soundness, reputation, or brand image because 



204 

the trust that the customers have in the service provider is largely determined by their 

acceptance and recognition of finance products. Qian and Delios (2008) argued that the 

bank’s reputation has less effect on a bank's entry decision; however, banks build country-

specific capabilities through the experience of operating in the host country. Support for this 

was obtained from the qualitative data as some foreign bank’s interviewees (R5) mention 

that: “The second reason is part of our strategy to enhance bank expansion and reputation”.  

In addition, another said (R7): “Our bank's strategy to be the first. Our bank is the second-

largest bank in the UAE market, and we aim to enhance our growth to be the first largest 

based on our strategy. We plan to operate in more foreign markets”.  

Further evidence indicates that top-ranked banks generally enter foreign markets when they 

can. Qian and Delios (2008) used the ranking of a bank in The Banker Magazine as a proxy 

for its reputation. In the KSA, most foreign banks operating in it are in the top 100 banks in 

the world (in terms of size, capital, ranking, and profitability). Other foreign banks not on this 

list were ranked among the largest banks in their home countries. Evidence of the effect of 

the bank’s reputation on foreign bank's entry decisions is scarce in the literature, where the 

focus is on the influence of other ownership advantages such as the bank's size. There is not 

enough evidence on the effect of a bank’s reputation or ranking on the entry decision. 

However, the current research result makes a real contribution to the bank’s reputation 

determinant evidence base. This determinant was a key factor that impacts foreign banks' 

entry into KSA. More researches to investigate this issue are needed. 

6.1.4.4 The Parent Bank’s Characteristics Conclusion  

The current study concludes that the bank’s size and international experience (as ownership 

advantages - parent bank characteristics) do not constitute a significant determinant for 

foreign banks’ entry into the Saudi banking market. However, a bank’s reputation was the 

only significant determinant. Therefore, it could be concluded that the parent bank’s 

characteristics (ownership advantages) were only important factors (but not significant).  

6.1.5 Distance 

Distance, which is considered as both a ‘push’ and ‘pull’ factor, can be a critical factor in 

motivating foreign banks to decide which host country to enter. It is a key determinant for 

bank organisations, operations, and profitability (Cerqueiro et al. 2009; Claessens & Van 
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Horen 2014b; Hryckiewicz & Kowalewski 2010; Wu et al. 2010; Brei & Von Peter 2018). It 

is important for the banks to study the distance factors between home and the host country, 

incorporating geographical, language, legal, and cultural issues when they decide whether to 

enter another nation (Cerqueiro et al. 2009; Hryckiewicz & Kowalewski 2010; Wu et al. 

2010; Claessens & Van Horen 2014a, 2014b; Brei & Von Peter 2018). 

Foreign banks need to gather information regarding the banking market in the target host 

country. The cost of information gathering rises with distance (proximity) or knowledge of 

the host country’s culture, customs, and investment opportunities (Buch & DeLong 2004; 

Focarelli & Pozzolo 2005; Duijm & Schoenmaker 2007; Galindo et al. 2011; Tsai 2011; 

Claessens & Van Horen 2014b). The cost of information is proxied by variables capturing 

language similarities in addition to geographical distance (Buch 2005). These are the key 

factors segmenting international financial markets. 

The current research examined the influence of distance factors on foreign banks’ decision to 

enter the KSA. However, as mentioned previously in the first chapter, the KSA is the world’s 

leading Islamic country, and this faith is the primary influence on its culture. This study 

examined in detail the impact of Islamic culture on foreign banks’ decisions as one type of 

distance factor. 

6.1.5.1 Geographical Links 

Geographical links as a distance factor are among the main economic determinants that affect 

foreign banks entering a foreign market (Tschoegl 2002b; Focarelli & Pozollo 2008; 

Hryckiewicz & Kowalewski 2008; Claessens & Van Horen 2014b). The current research 

found this factor is a significant determinant of foreign banks wanting to enter the KSA. This 

factor ranked as the eighth in importance, and the qualitative findings support this as 

interviewees stated their geographical links encourage their bank to operate in the Saudi 

Market.  

Several empirical studies have examined the geographical distance between the foreign 

bank’s headquarters and the host country, and they used this factor as an indicator for 

information costs and a determinant of the choices for expansion abroad (Buch 2003; 

Hauswald & Marquez 2006; Gorshkov 2015). If location advantages adjacent to some 

geographical areas, whether in terms of commercial links, regulation systems, prestige, or 

-
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information, mainly move banks to venture into overseas markets, the Eclectic Paradigm may 

explain the sample banks’ international processes. In the event internationalisation of a bank 

is based on the least cultural distance from the host country, such as Spanish banks to Italy, 

Latin America, or Portugal. 

The entry of foreign banks may be discouraged when greater distance separates the host 

country (e.g., KSA) from the home country. In a banking context, the potential barriers to 

banking and transportation cost constitute the geographical distance. Not only does greater 

distance imply transportation costs, but it also covers other factors that increase costs, the 

institutional, legal differences, difficulties in managing some banking operations, and 

obtaining information. In several related contexts, distance as a one-dimensional 

representation of geography has become a significant factor. Buch (2005) provides evidence 

regarding the important role that distance as an international banking determinant play. This 

aspect is an indicator of the important role that information costs play, which, in spite of 

technological advances in banking, are yet to diminish (Berger & DeYoung 2006). Portes et 

al. (2001) used a gravity model to examine international transactions within financial assets 

and reported a negative effect between distance and asset trade. Portes and Rey (2005) 

examine a set of panel data on bilateral gross cross-border equity flow involving 14 countries 

from 1989 to 1996. Examining the negative effect associated with distance, they assert that 

international asset flows contain an important geographical component. Frictions characterize 

the international capital markets: informational asymmetries segment them. According to 

Buch (2004), variables that capture cultural similarity (i.e., the common legal system, 

common language, etc.) are the main factors that segment international financial markets. A 

country’s location significantly determines its access to international financial markets, 

whereas its remoteness could hamper its prospects (Ghosh & Wolf 2000). Certainly, 

consistent with Papaioannou’s (2009) findings, a combination of underperforming institutions 

and distance may explain why there are no bank flows from rich countries to poor ones. 

Focarelli and Pozzolo (2005), examining 260 major banks in OECD countries, offer clear 

evidence indicating that foreign banks are unlikely to enter foreign countries that are far 

away. 

The current research’s results suggest that the geographical proximity of the branches in the 

Saudi banking market and their head offices could help them be flexible in decision-making 
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and receptive to the branch wanting certain management methods to put in place. An 

interviewee (R11) stated that: 

“We came from XX, which is so close to the Kingdom. Thus, I believe that we 

have a much clearer, richer, and in-depth understanding of the Saudi market 

compared with other banks that come from the West. I could say this makes our 

entry decision into Saudi Arabia more accurate as well as confident”. 

That geographical distance significantly influences foreign banks’ entry decisions into KSA 

is not surprising as further distance means the less likely the bank will operate there. This is 

due to the level of familiarity with the local environment as differences in legal, institutional, 

and other factors will complicate borrower and trustworthiness information, transaction 

costs62, bargaining, negotiation, etc., in the KSA63. These types of data cannot be obtained 

from financial statements and other resources which are available to other investors (Petersen 

& Rajan 2002). Overall, with the geographical link, information costs, coordination, and 

adaptation decree as well.  

If long distances and great time zone differences exist, this can negatively affect the 

communication and other links between head offices and their branches, as they are likely to 

be inconvenient. Consequently, the geographical distance influences foreign banks’ choice of 

a location. This reflects that neighbouring countries will be a presence in the Saudi market 

more so than distant countries such as the GCC members. That is the truth as there are nine 

countries out of 18 from the Middle East region. Unlike other banks, it can be seen that banks 

in these GCC countries have a more aggressive expansion style. Higher domestic market 

commitment and a rapid pace of expansion reflect this reality. These banks set up several 

branches, so geographical distance is a significant determinant that influences the foreign 

banks’ decision to enter the KSA. 

Prior empirical research has demonstrated that when commercial banks begin expanding 

abroad, they have a higher likelihood of moving into foreign markets, which share close 

geographic proximity with their home markets. A bank will gradually expand to other regions 

only after building up confidence and experience (Welch & Luostarinen 1988). This evidence 

 

62 Buch (2004) examined the globalisation of German banks. He used the geographical distance and the cultural similarity 

such as common language, common legal system as a proxy for information cost. He found these factors to be the major 

elements segmenting international financial markets. 
63 This is with line with Leung and Young’s (2005) view.  
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was true for one of the foreign banks, the National Bank of Bahrain (NBB). This bank 

established its business opportunities in its own geographical region and then extended its 

operations to the KSA. The banks first enter geographically close or neighbouring markets 

before considering distant ones. This reflects the importance of geographical distance on its 

entry decision into the Saudi banking market (NBB 2018)64. A senior manager (R16) also 

emphasised this view: 

“Our home country, for example, it has a small economy; the Saudi market has 

more than 32 banks. Where these local banks want to go, they get into a plateau 

level in terms of the banks growing. The only way to grow is to get out of their 

own territory. What is going on next door? Why do we go to the USA or London 

or Germany or go to the Saudi market? There is the geographical link, language 

link, and religion link”. 

It is also in line with the study done by Whitelock (2002), who found that banks first enter 

geographically close or neighbouring markets before going to distant ones. This result is 

similar to65 Wu et al. (2015) in the case of China, as they confirmed that, unlike non-Asian 

banks, Asian institutions have a higher likelihood of setting up operational activities in China. 

These results reinforce those of Goetz et al. (2016) in the case of a Bank Holding Company 

expansion in the US and Yildirim and Efthyvoulou (2018) in the case of multiple banks from 

both developed and developing countries. They stated that adaptation risks and costs remain 

low with institutional and cultural similarities and geographic proximities. Geographic 

expansion of foreign banks substantially decreases risk. Accordingly, it has a negative effect 

on the entry decision (Goetz et al. 2016).  

Buch and DeLong (2004) demonstrated that with the exception of the US, geographical 

distance is a major antecedent of financial FDI for most G766 countries. Banks are more 

likely to expand to nearby countries (Focarelli & Pozzolo 2005). Foreign banks’ participation 

correlated negatively with great geographical distance (Claessens & Van Horen 2014b). For 

example, the probability of foreign banks’ entry in Italy diminished as geographical distance 

increased (Magri et al. 2005). Overall, there is a wider consensus that the variable of common 

 

64 All these countries are members of the GCC. 
65 The result is also in line with Ball and Tschoegl (1982) and Grosse and Goldberg (1991) who found that geographical 

distance significantly impacts on foreign banks’ entry. The issue of geographical distance influences the degree of economic 

integration between home and host countries.  
66 G7: The Group of Seven includes the seven largest and advanced economies – “Canada, France, Germany, Italy, Japan, 

the UK and the USA”. 
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origin as a comparative advantage plays a significant role in banks' decision to invest in the 

KSA. 

Few studies found distance influence foreign bank entry decisions. For example, in their 

study, Voinea and Mihaescu (2006) found that geographical distance was not significant for 

foreign banks’ entry into Central and Eastern European countries for the 1995-2004 period. 

This is supported by Buch (2000), who found that geographical distance positively affected 

the German banks’ entry decision into most countries, but not the USA’s banking market. 

Buch argued that, at that time, an improvement in technology gradually negates the impact of 

geographical distance. Cerutti and Claessens (2017) stressed that geographic distance might 

be useful when foreign banks enter a more stable country. It seems that the current advances 

in technologies help to minimise the effect of distance faced by banks, given that it is a 

significant determinant. However, besides geographical distance, cultural difference is 

another factor, which is expected to decrease the foreign banks' entry between countries. The 

presence of a common border or a common language may capture cultural similarities. 

6.1.5.2 Language Similarity 

A common language can also be a factor for foreign banks’ entry decisions (Van Horen 2007; 

Focarelli & Pozzolo 2008; Mariscal et al. 2012; Claessens & Van Horen 2014b). The 

language similarity between the home and host country plays a positive role in foreign banks’ 

entry decisions. Common language not only helps to decrease information costs but also 

reduces environmental uncertainties (Létourneau & Heidrich 2010). In addition, linguistic 

differences between home and host countries can be used to signpost cultural distance. 

Current research found that language similarity was a significantly less important determinant 

of foreign banks' decision to enter the KSA. It was ranked as the 20th, and the quantitative 

results found that language is a less crucial determinant of foreign banks in the Saudi market. 

The interviews did not provide conclusive evidence supporting the importance of this factor. 

In all, 33 interviewees out of 36 said that the Arabic language did not affect their entry 

decision. 

The evidence for relationships between language and foreign bank entry decisions is 

presented with mixed results. Most research suggests that a common official language tends 

to be an important condition of foreign market entry (Buch 2005; Focarelli & Pozzolo 2005; 

Van Horen 2007; Mariscal et al. 2012; Claessens & Van Horen; 2014b; Belaounia et al. 
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2016). Other studies have concluded that a common language is statistically insignificant 

(Buch 2000; Focarelli & Pozzolo 2003). Buch (2003) also found mixed results that language 

is a significant determinant of Spanish banks' entry decisions, while it is not important for the 

banks of other European Union (EU) countries. The current research finding agrees what 

language similarity is significantly less important regarding foreign banks’ entry decisions.  

The organisational learning process is accelerated when one’s ability to innovate is increased 

by sharing language. Banks from GCC countries have similar cultural backgrounds and 

languages. This enables them to better comprehend the KSA banking market and accelerate 

the process of learning. Many banks in the Saudi market originally came from the GCC 

countries, where Arabic is the mother tongue. So, language similarity gave them the 

confidence to enter the Saudi market. However, this factor did not impact their entry decision 

to the market. A senior manager (R22) noted that: 

“Not at all. Being one of the GCC Bank was not an issue at all. Plus, we provide 

both languages (English and Arabia) and not only Arabic. We agree on any 

agreements and documentation to cater to both Arabic speakers and non-Arabic 

speakers, and I can add to this it might be an issue for other banks that are not a 

GCC bank or an Arabic bank. But always, when you have those banks coming to 

Saudi Arabia, it's not really a significant obstacle because they will have people 

from the same country working in the bank, right? So, it will facilitate, and it 

will make it easier. It's not a major obstacle. It is a smaller one, but it's not a 

significant role”. 

Some stated that their banks are targeted international companies, not individuals, and they 

definitely use English as the main way of communication. An interviewee (R34) stated: “Not 

really, SAMA emphasized using the Arabic language, but our bank works with corporates 

(international). So, we can use English, and it has not impacted our decision at all.” 

Others believe that this factor was not an obstacle since Saudi government regulations require 

a high number of Saudi nationals in the banking staff and can do their work in the Arabic 

language. According to one senior bank manager (R24): 

“Of course, any foreign investors that are thinking of investing in a foreign 

market will ask about the requirement. Here in Saudi Arabia, one of the 

requirements is to employ Saudi staff in senior positions such as the head of 

compliance. So, they are familiar with the Arabic language. Based on that, the 

Arabic language did not impact on our decision”.  
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Voicing the same opinion, a senior manager (R28) remarked: 

“No, I don’t think this made any difference. Because at the other end, the 

regulator is enforcing the hiring of Saudi nationals – their mother language is 

Arabic. Sometimes we have this challenge in sending communication in English, 

but we need to remind whoever is asking us within the region. That the 

communications should be done in the Arabic language; this is logical. It has 

been done everywhere in France. For example, they do not accept any language 

other than French. So, it makes sense”. 

Others said that this is a common factor that foreign investors face in any foreign market. An 

ECO (R32) claimed: “This is not an advantage, of course. We will not find any market that 

uses our language. Thus, we can face language differences in any market around the world”. 

On the other hand, only two interviewees agreed that the Arabic language negatively affected 

their entry decision. Though some realised their bank’s need to deal with both Arabic and 

English in the KSA, only English was the method of communication at their parent bank. At 

the same time, others said that this was an expected challenge. One interviewee (R26) said: 

 “Yes, this is not a motivating factor for us. And this is still a kind of expected 

challenge for us to keep records in both languages because our parent 

organization deals in all types of deals and communications in the English 

language only”. 

6.1.6 Culture Determinants (Islamic Culture) 

Culture in business referring to embracing the local language, religions, business, and social 

norms, rituals, customs, etc. Not only is there a relationship between economic aspects such 

as FDI flows and bilateral trade and integration between countries, but there are also non-

economic realities like cultural proximity and linguistics (Focarelli & Pozzolo 2005). A 

country’s value system, culture, and people, to a large extent, determine how a financial 

institution operates, from how business and banking services are carried out in that country 

and how people perceive its name, and how its relationships are forged. Even though they 

may not be considered as important as other economic factors, they must be carefully taken 

into account prior to venturing into an emerging market (Kirkman et al. 2006).  

The cultural similarity is another significant factor that attracts foreign banks to a foreign 

market. Foreign banks desire to enter host countries that share similar cultures as theirs. 

Better knowledge of the business practices, customers, and the local market is achieved when 
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similar values and attitudes are shared. Larger cultural differences between the source and the 

host country result in higher costs of transacting business, such as acquiring information or 

searching costs for discovering local bureaucratic demands or peculiarities. However, 

consistent with Buckley and Casson’s (1976; 1998) internalisation theory, multinational 

corporations might utilise their superior technological and organisational capabilities to 

capitalise on emerging resources or foreign markets. 

The preference of some foreign banks is to provide their banking services to customers in 

countries with similar cultures (Yildirim & Efthyvoulou 2018). Mlambo et al. (2015), in their 

study, found that customers in Muslim-dominated nations are accustomed to Islamic banking 

traditions and treat others with suspicion. In view of this, it can be inferred that the inter-

border banking movement is unlikely to exist cultural distance or difference is high. 

Kessapidou and Varsakelis (2002), Muza (2007), and Wu (2008) found that in multinational 

banking, cultural influences matter. For example, using the case of Zimbabwe, Muza (2007) 

found evidence that Zimbabwean banks faced barriers associated with culture while 

venturing into regional markets, thus hindering cross-border movements.  

Some economists saw culture mainly in terms of language, so when two countries have the 

same language, that means they have a similar culture (Buch 2005; Focarelli & Pozzolo 

2005; Van Horen 2007 Mariscal et al. 2012; Claessens & Van Horen 2014b). It is argued that 

the language measure has limitations in further explaining the foreign banks’ expansion 

phenomenon. Though it can be argued whether using one language is a full representation of 

cultural proximity, which is a proxy for measuring the concept, particularly in Latin 

American countries, studies (Guillen & Tshoegl 2000) have indicated the importance of this 

matter in the internationalisation of Spanish banking. The major Spanish banks have 

internationally expanded into various regions such as Eastern Europe, Asia, and the UK, 

where the native language is not Spanish. In view of this, limitations may characterise the 

language measure in explaining the phenomenon further, and the communication is probably 

fluid because of using one language, which affects performance (Zhang et al. 2009). Many 

countries share the same language but with different cultures and beliefs or religions. 

Religion can represent culture, but that does not mean two countries with the same religion 

have the same culture. Researchers suggest other factors to measure cultural proximity 

(Mariscal et al. 2012), particularly religion (Hergueux 2012). Although the distance 
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determinant of the foreign banks has been analysed in great detail, no empirical research has 

declared that religion and ethnicity are inevitably linked.  

From the FDI literature perspective, there are two ways in which foreign investors can be 

impacted by culture. On one side, there is a positive association between FDI increment and 

cultural diversity level in a country. On the other, there is a relationship between a decline in 

FDI and the greater cultural distance separating the two countries. Agreeing with Alesina et 

al. (2003), host countries with high levels of religious, linguistic, and ethnically diverse 

societies may symbolise a culture that is more welcoming. Lucke and Eichler (2016) stressed 

that higher religious, linguistic, and ethnic diversity levels in the host countries did not 

significantly affect the level of FDI. Hergueux (2012) found a relationship between FDI 

increment at the level of country pairs and religious similarity and religious diversity. For 

example, Malaysia is considered a Muslim country. It has a high Islamic banking asset; 

because of its cultural flexibility, it is an attractive host option for foreign banks (Sufian 

2009). In contrast, unlike Malaysia, KSA has a strong and conservative Islamic culture with 

little flexibility, but that does not affect foreign banks’ entry decisions. 

Research indicates that economic growth and attitude can be impacted by religious beliefs. 

For instance, Barro and McCleary (2003) concluded that religious pluralism positively 

influences economic growth, and in turn, FDI is significantly impacted by it. However, La 

Porta et al. (1997) found no association between economic growth and dominant religions. 

Guiso et al. (2003) found there was a more positive relationship between attitudes conducive 

to free markets and economic growth, shared by Protestants and Catholics, while a negative 

relationship existed between competition and Muslims (but not Islam). Noland (2005) did not 

find any support for the claims that Islam was hostile to economic growth. Seemingly, a 

shared Islamic culture does not produce any network effects. Additionally, Islam’s ban on the 

charging of interest on loans may also undermine international trade that is usually conducted 

on long-term and credit contracts. Networks that influence migration and international 

investment could be built through religious-cultural sharing.  

6.1.6.1 Providing Islamic Banking Products in the Saudi Market 

To examine the Islamic culture’s effect on foreign banks’ entry decisions, the current 

research found that providing Islamic banking products in the KSA was not a determinant of 
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foreign banks’ decision to enter the country. This factor ranked low as the 17th. Based on the 

interviews, 58.3% stated that their bank provides Islamic banking products.  

It is positive for a foreign bank to provide the same home banking products in the host 

country. Guillen and Teschoegl (1999) and Casilda (2016, cited in Cuevas et al. 2018) 

confirmed this internalisation trend of Spanish retail banks in Latin America and Portugal 

could commercialise similar products with similar marketing techniques, which reduces the 

selling and entry costs of emerging banking services. This can be the same for providing 

previous Islamic banking products for this study’s sample of foreign banks.  

Saudi society prefers Islamic banks in terms of investments and avoids dealing with 

conventional banks, as Saudis are generally enthusiastic about Islamic principles and rules 

(Lone & Alshehri 2015; Alanazi and Lone 2016). Furthermore, SAMA continues to 

encourage both local and foreign banks to provide Islamic banking services and products 

(SAMA 2018c). A senior manager (R23) stated that: 

“First, I would like to emphasise that as I worked with SAMA for more than 22 

years, SAMA did not distinguish between conventional and Islamic banks. Our 

bank is conventional, but we need to meet the demands and conditions that 

operate in the Saudi market. So, our bank provides these kinds of products. But, 

overall, the Islamic culture did not impact on our entry decision”. 

Meng (2009) argued that cultural proximity offers foreign banks more insights into the local 

financial services consumption behaviour, hence quicker access to the domestic retail market. 

Despite that, foreign banks entering the Saudi markets offer Islamic products and services. 

The current study found that providing Islamic products is a less important determinant, and 

this could be explained by the fact that foreign banks entering the Saudi banking market are 

mostly influenced by following their corporate customers; this factor was founded as the 

most important factor. Thus, they are already aware of those customers and their needs. 

Another justification is that most foreign banks functioning in the Saudi market provide 

corporate banking, targeting companies or multinational companies which usually do not 

demand these products. Those customers typically do not really care about Islamic banking 

products. One interviewee (R3) mentioned: 

“Not too much; we are familiar with Islamic culture. In terms of Islamic 

banking, we provide Islamic products and services in addition to conventional 
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products. But I want to mention that those corporate customers usually do not 

care about Islamic services, but for retail, this may be more important for 

them”.  

Another manager’s view (R10) was as follows: 

“I think this factor delayed our entry into the Saudi market. The bank targeted 

the Saudi government, semi-government companies, and other Saudi private 

companies. Those types of customers did not have much difference between 

them”. 

In fact, other interviewees agreed that Islamic culture positively impacted their entry decision 

since they came from Islamic countries and are aware of the Islamic banking services and 

what is demanded in the Saudi market. According to one senior manager (R15): 

“Islamic culture is linked with our culture; we are also an Islamic country. 

Islamic banking products are some of the products offered by our bank. I know 

that other banks that did not provide Islamic products will see this as a 

challenge. But for us, it is an opportunity”.  

Interestingly, only one interviewee (R9) thinks that this factor had a negative impact on their 

entry decision. He stated that “Islamic banking is one of our difficulties, as we were not 

Sharia-compliant”. 

In the Saudi banking market, 10 out of 14 (71.5%) foreign banks are providing Islamic 

products and services. Most of them originate from GCC countries (Islamic countries), 

including ENB, NBB, NBK, Muscat Bank, QNB, GIB, and FAB, and other came from other 

international market include BNP Paribas, J.P. Morgan Chase N.A, and MUFG Bank. 

However, the NBP and ZIRAAT BANKASI A.S. are from Islamic countries, but those two 

banks do not provide Islamic banking services in the KSA. It was logical to offer Islamic 

products in the KSA, but interviewees noted the limitations of their banking system and the 

long process required to get SAMA’s approval of Islamic products. Nevertheless, it justifies 

why this determinant was found to be less critical for these banks.  

6.1.6.2 Prior Experience of Providing Islamic banking Products Outside the Saudi Market 

Same as the level of importance of providing Islamic banking products in the Saudi market 

determinant, the current research found that prior experience of providing Islamic products 

outside the Saudi Market was not a determinant of foreign banks’ decision to operate in the 

https://www.jpmorgan.com/pages/jpmorgan/emea/local/mena/saudi
https://www.mufgemea.com/
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KSA. This factor also ranked as the 17th. Besides, the result from interviews found that 66.7% 

of respondents felt that banks provide Islamic banking products and services outside the 

KSA.  

Most foreign banks in the Saudi market also provided Islamic banking products and services 

outside that country (11 out of 14 (78%)). Providing Islamic banking products outside KSA is 

common among international banks, even in non-Muslim’s countries.  

Islamic banking is not confined to Islamic countries but has, in fact, spread even where the 

Islamic community is significant (Iqbal 1997). According to Wilson (2007), the influx of 

European banks into the Gulf region triggered the demand for Islamic banking products. In 

the 1920s, the Eastern Bank (the forerunner of Standard Chartered) sought to establish a 

branch in Bahrain; however, the rulers of Bahrain would only approve this if the bank 

avoided transactions that were interest-based. Similarly, the National Handelsbank 

(Nederland’s predecessor of ABN-Amro) was granted approval to set up operations in the 

city of Jeddah (KSA) to offer money exchange services for Dutch-Indonesia pilgrims, on 

condition that it did not adopt interest-driven services (Wilson 2013). Since then, Islamic 

banking has expanded across the globe, and its presence is felt in over 51 countries. Over 

1400 Islamic institutions are operational in 80 countries globally (Thomson Reuters 2018).  

Local banks in Muslim countries have not only adopted Islamic principles of banking; 

however, large multinational banks have now created Islamic windows. Islamic finance now 

includes financial companies (such as leasing), investment (such as asset management), 

insurance companies, and investment banks. The product range is now broad due to the 

introduction of new products such as Islamic bonds (sukuks) (Imam & Kpodar 2013). 

Western pioneers in Islamic finance include HSBC and Citigroup (Elgamal 2006). They 

began providing Islamic banking services in Arab countries but have expanded their offers to 

big financial hubs such as London and New York. Indeed, in terms of the size of the Islamic 

finance market, South Asia and the GCC are still undisputed leaders; however, besides 

Muslim countries, non-Muslim countries are sources of demanded Islamic finance. For 

example, Hong Kong has aspirations of becoming China’s Islamic finance gateway; keeping 

the position of London as Europe’s Islamic finance gateway is the goal of the UK, whereas 

Singapore aspires to be Asia’s financial center (Hisham 2011).  
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The launch of the first Sharia-compliant bank in the UK set the stage for developing this 

banking segment; additionally, throughout this period, the UK has witnessed an exceptional 

rise in Sharia-compliant assets, which peaked at USD19 billion, pushing the global ranking of 

UK operations to 9th place (Hisham 2011). With the exception of London, other financial 

hubs in Europe are striving to become Islamic financial centres, even though London is well 

ahead. The reason behind Islamic banking’s spectacular success is the UK financial sector’s 

cut-throat competitive environment. It seems that the role of the small Islamic minority in UK 

society is negligible. This aspect is proof that providing Muslims with Sharia-compliant 

financial products is not the focus of this banking segment. Attracting regions of activity and 

a wider customer range is the goal of Islamic banks. 

If it remains open also to customers from other religions who have adopted Islamic financial 

services products and will market the products using Islamic windows within conventional 

banks, Islamic banking will maintain its current trajectory (Górak-Sosnowska & 

Masiukiewicz   2013, cited in Masiukiewicz 2014). The rapid expansion of Islamic banking is 

best exemplified by the UK. Apart from Islamic windows within conventional banks, the UK 

has five Islamic banks (Górak-Sosnowska & Masiukiewicz 2013 cited in Masiukiewicz 

2014). The unique experience of Britain lies in the fact that there are conventional banks 

(e.g., HSBC and Lloyds TSB) working alongside fully licensed Islamic banks (e.g., the 

European Islamic Bank, the Islamic bank of Britain) (Aldohni 2008). The UK financial 

authorities perceive Islamic banking as a profitable business (Aldohni 2008). Islamic finance 

has largely become dependent on a developed non-Muslim majority world. Arguably, 

London as a global finance hub has emerged as an important Islamic investment center, not 

least for various conventional institutions such as ANZ and HSBC, which have created 

Islamic ‘windows’ that provide Islamic financial products. Additionally, Muslims in the 

‘West’ have emerged as an Islamic finance market. Several Islamic financial institutions, 

such as the Muslim Community Cooperative of Australia, whose primary focus is on large-

scale investment and personal and housing finance, now do business (Abraham 2008). 

Increasing demand continues to drive the rapid growth of Islamic financing, not only through 

those investing in such instruments to fulfil the obligations of religion but also through 

others, including investors who respect ethical investment philosophies or non-Muslims who 

consider the risk-return features as attractive. With the most active international finance 
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centers for Islamic financial activities, Islamic finance has become a prominent global 

financial market segment (IOSCO 2004). 

A significant example of a bank providing Islamic financial products and services for non-

Islamic and Islamic customers, which now operates in Arab countries, is Citi Islamic 

Investment Bank (CIIB). It offers all products that are available in the Islamic financial 

industry (e.g., Salam, Ijara, Musharaka, Murabaha, and Mudharabah). The bank’s revenues 

increased four-fold to peak at about 40,000 dollars annually because it boasts high activity, 

even among non-Muslim customers. The focus of CIIB on the Murabaha products was the 

prime source of its good results. In the Middle East, where the CIIB was active, the value of 

Murabaha transactions surpassed 200 million dollars annually (Górak-Sosnowska & 

Masiukiewicz 2013, cited in Masiukiewicz 2014). Other global banks’ numbers, including 

UBS, Societe Generale, Royal Bank of Scotland, HSBC, Deutsche Bank, and Credit 

Agricole, followed CIIB (Górak-Sosnowska & Masiukiewicz 2013 cited in Masiukiewicz 

2014). 

Based on the above, it could be concluded that having prior experience of providing Islamic 

banking products outside the Saudi market did not really affect their decision. It is supported 

by many interviewees who emphasised it was not an important issue. A senior manager (R1) 

noted: 

“Islamic culture did not affect our decision to enter the Saudi banking market. 

In fact, this factor was really not important as there are no specific licenses 

from SAMA for Islamic banks or commercial banks. In other words, the licensed 

bank has the right to choose its products according to its aims and wishes. Also, 

we came from an Islamic country, so we are familiar with this culture. In 

addition to that, our bank offers a wide range of Islamic products and services 

in the parent bank (in the Emirates). Based on all these factors, I could say that 

the impact of Islamic banking culture on our decision to enter the Saudi banking 

market is zero”. 

 

Another interviewee (R36) stated: “We provide Islamic products and services that give 

us the confidence to enter the Saudi market. That is one of the most active 

requirements as well as an important market when dealing with Islamic finance”. 
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6.1.6.3 The Similarity of the Legal System (Sharia law) 

The legal framework in the host country can affect foreign bank expansion. The current 

research found that the similarity of the legal system (Sharia law) was not a determinant of 

foreign banks’ entry decision into the KSA. This factor was seen as the 19th ranking factor of 

importance and supported by the qualitative results when 83.4% of respondents agreed that 

Sharia law had no effect on banks' entry decisions into the KSA.  

Several studies noted that the common legal framework67 between home and host countries is 

associated with high levels of foreign bank participation (Buch 2000; 2003; 2005; Buch & De 

Long 2004; Hryckiewicz & Kowalewski 2010; Galindo et al. 2011; Cho & Shen 2014). To 

operate, a country’s regulatory and legal environment is mandatory for banks, and the 

headquarters will have to be informed of such requirements. A bank that is more familiar 

with operating in a specific environment will more easily transact business in a similar 

country; nevertheless, it will also easily integrate its overseas operations (Claessens & Van 

Horen 2014b). Learning how the judicial system handles law enforcement and how laws deal 

with specific issues is costly. Galindo et al. (2011) agree that because certain economies can 

be exploited internationally, operational costs can be reduced and any legal costs minimised, 

particularly when legislative regimes are shared. They also found that bilateral involvement 

in the banking system is reduced by nearly 11% when the legal origin is fraught with 

differences. The legal system, particularly the protections accorded to the bankruptcy 

procedures and protection of creditor rights, is another important pull factor. This issue has 

received the support of many authors, such as Focarelli and Pozzolo (2001), Buch and 

DeLong (2001), and Herrero and Semion (2003).  

Given that empirical studies have supported the importance of the similarity of the legal 

system on foreign banks’ entry decisions, it is worth noting that the similarity in the legal 

system tends to be a significantly less important determinant of foreign banks entering the 

KSA. A senior manager (R2) stated: “This factor did not impact on our decision to enter the 

Saudi market; however, this factor was one that received consideration when reviewing the 

Saudi market”.  

 

67 The empirical studies used a dummy variable for legal distance. For example, in Claessens and Van Horen (2014b), their 

data was obtained from La Porta et al (1998). 
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From this point of view, the KSA legal system and its regulatory environment are fair and 

attractive and do not negatively affect banks’ entry decisions. This is also supported by bank 

managers who believe while that can be considered as a bit of a challenge, it is not too 

demanding. One senior manager (R20) said: 

“Now, again, it's not. You know, if you were looking at a bank like HSBC or 

Bank of America… then, yes, you would probably say that would have a larger 

impact. But because we have a head office in Dubai, which is Sharia- and 

Arabic-based, then there's no hindrance to, you know, shifting or transitioning 

into Saudi Arabia. The fact that you’ve got a Sharia legal thing… Yes, there are 

some challenges and hurdles. For instance, how do you repossess a housing 

property, real estate mortgage? Because under Sharia law, you can't repossess 

a house. So, you know, if a person defaults on a housing loan, how do we 

recover our rights? That’s at the moment an untested model”. 

Some interviewees argued that their banks successfully operated in several countries around 

the world that have different laws. A CEO (R1) mentioned: 

“Sharia Law did not affect the decision to enter the Saudi market. The UAE is a 

Muslim country, and we are compatible with this law. Also, we worked in 

different countries that have different laws (such as India - London - Egypt - and 

others), and with all countries, we successfully deal with them”.  

On the other hand, others noted that their banks already have a Sharia board overseeing the 

compliance of financial services and products. Thus, this factor did not impact their entry into 

the Saudi banking market. One senior manager (R21) remarked: 

“No, we only face Sharia law when we have a client default when he or she is 

not able to pay. So, we have to go to court to find a solution, but we are fully 

familiar with this law as we also come from an Islamic country. The second case 

to go through Sharia, if we have new products, to make these products as Sharia 

applicable as possible to get approval from SAMA. We already have a Sharia 

committee whenever face with a problem. We go back to it to find a solution to 

make it as Sharia applicable as possible”. 

The current research result could be explained by the sample composition that involved a 

significant number of GCC banks and other Islamic countries (Turkey and Pakistan), who 

already share similar Islamic laws; therefore, confirming the similarity of the legal 

framework did not impact on foreign banks’ entry decision.  
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6.1.6.4 Applying Islamic principles (e.g., Zakat) 

Applying Islamic principles (e.g., Zakat) in the KSA was not a determinant of foreign banks’ 

entry decisions. It is the last ranking factor of importance.  

Islam consists of five tenets, one of which is zakat. From the perspective of Sharia, zakat is 

the determined share of the wealth that deserving categories of society are to receive based on 

the prescription of Allah. Zakat is indeed a wealth creation tool and helps prevent the spread 

of poverty. For an organization to function, Muslims believe that it is crucial for equality and 

justice in opportunity (not outcome) to exist. Redistribution of income that provides a 

minimum living standard for the poor is one mechanism through which this goal can be 

achieved. There is a general consensus that zakat should amount to 2.5% of annual assets 

held. In countries where the state does not collect zakat, funds in the form of donations to 

religious institutions should be collected by a zakat fund established by Islamic banks (Imam  

& Kpodar 2013). In the KSA, Saudi companies and individuals guided by the Islamic law 

provisions as the Royal Decree stipulates make annual zakat payments. Foreign banks in the 

KSA are required to pay zakat (GCC banks only), too, in addition to the corporate tax (20%). 

However, it seems that foreign banks do not consider this factor affecting their entry decision. 

This could be understanding because foreign banks may find opportunities and chances in the 

Saudi market that enhance the profit and can easily cover these expenses.  

6.1.6.5 Islamic Culture Conclusion  

The current research examined Islamic culture’s effect on foreign banks’ entry into the KSA. 

Surprisingly, there is no statistically significant effect of Islamic culture on foreign banks’ 

entry decisions. All factors, including providing Islamic banking products in the Saudi 

market, prior experience of providing Islamic banking products outside the Saudi market, the 

similarity of the legal system (Sharia law), and applying Islamic principles in the Saudi 

market (e.g., Zakat), were not significantly important factors. The qualitative results find that 

most interviewees agreed KSA Islamic culture did not impact their wish to enter the KSA 

banking market.  

6.1.7 Relative Importance of Entry Determinants 

The current research results found that foreign banks appear to follow their corporate 

customers in the Saudi banking market. “Follow-the-Customers” is the first major important 
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determinant and interpreted as a very important one. According to Sabi (1988), the similarity 

of market-seeking entries and following the customer enables their integration. Lensink and 

Haan (2002) provide a perfect conclusion by arguing that making a clear distinction between 

variables that deal with reasons for market attractiveness and “Following-the-Customers” is 

difficult. Consistent with the theoretical framework for the foreign banks’ entry decision, 

there are several determinants driving the foreign banks’ entry into KSA. 

The Saudi market characteristics comprise the second most significant factor. More banks are 

motivated by seeking market strategies such as the country’s economic growth like GDP, 

GDP per capita, banking size, local demand for banking services and products, Saudi 

economic and political stability, and pegging the Saudi Riyal the US dollar. Then, the parent 

banks’ features appear to be the third rank in importance, but it is not significant. This 

suggests that the presence of the foreign banks’ branches in the KSA does not require banks 

to demonstrate a strong firm-specific competitive edge (except banks reputation) probably 

due to the fact that foreign banks may just follow their customers to preserve the existing 

relationship between customers and banks and when deciding whether to invest in the KSA. 

A bank will not only be influenced by its own operational performance but also by the 

investment environment in KSA and the restrictions that may be imposed on banking 

operations. Distance determinants were classified as the fourth important determinant but 

interpreted as less critical. Geographical distance appears to be a significantly important 

factor. Surprisingly, the Islamic culture determinant was the least important one for foreign 

banks' entry decisions into the Saudi banking market. Entering a foreign market is a dynamic 

process. Evidence from both questionnaires and interviews confirms that a bank’s entry 

decision is helped by multi-determinants rather than only one or two factors.  

Multiple motives drive foreign banks when they initially enter the Saudi market, and the 

strategic orientation dominance changes over time. This finding consolidates that of Rahman 

and Anuar (2011) regarding Malaysian banks, as they found that most banks have multiple 

motivations to enter a foreign market. Meng (2009), writing on foreign banks in China, and 

Mulder and Westerhuis (2015), in respect of the largest banks worldwide, make similar 

conclusions. 

Moreover, the current quantitative and qualitative analysis suggests that instead of taking 

customer retention as the only factor in market entry decisions, foreign banks combine 

“Following-the-Customer” with the host marker characteristics (market-seeking) motive. In 
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contrast, the expansion of business in one of the largest economic emerging markets in the 

world is what motivates banks. Operations of banks serve the existing global customers with 

currently large investments. At different stages, foreign banks may focus on specific strategic 

goals because of heterogeneity in the business segment (universal, retail, and corporate 

banking) and in internal resources, which individual banks own. Market-seeking and 

“Following-the-Customer” can be combined the two markets simultaneously by larger banks. 

Mutinelli and Piscitello (2001) and Li and Guisinger (1992) argued that one motive observed 

on initial entry abroad is following home country customers. 

There is no conflict between “Following-the-Customers” and host market characteristics 

(market-seeking). Indeed, the two are inseparable. Moreover, the rationale behind the entry of 

foreign bank customers into KSA is mainly attributed to the great opportunities, which the 

emerging market provides. Like other MNCs, profit maximisation drives banks. It can be said 

that the major motivation for entering new markets is market-seeking, and it must be 

combined with the strategy of “Following-the-Customers”. Hellman (1994) argued that, to 

some degree, banks had sought markets and customers as part of their internationalisation 

drive. Furthermore, he assumed that market-seeking or following the customer change 

positions over time. On the basis of local market knowledge and experience, serving foreign 

and local customers in the host market seems to be the primary motive of new foreign banks, 

as demonstrated in this thesis. 

Consistent with the research of some authors, there is a change in the motive driving the 

international expansion of banks over time (Qian & Delios 2008; Badulescu & Badulescu 

2008; Hryckiewicz & Kowalewski 2010; Gorshkov 2017). For example, according to 

Moreno and Villar (2005), foreign banks have shifted strategically away from following 

internationally active corporate customers to business opportunity exploration in overseas 

markets. Domanski (2005), examining emerging market economies, found that while the 

primary focus of foreign banks was traditionally on financial services offered to international 

corporate customers. From the 1990s, more general profit potential has increasingly driven 

the foreign investments of banks, changing the passive response of financial service 

providers’ FDI to existing customer’s changing demand to the proactive exploration of 

emerging markets in the host countries. Seth et al. (1998), investigating the foreign banks’ 

lending behaviour in the US, suggested that the applicability of the “follow the customer” 

hypothesis might be more limited. They found that host-country firms were allocated an 
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increasing proportion of loans from several foreign banks in the US. These factors can 

change over time and can be attributed to the accumulation of customer resources and host 

market knowledge, and the changing context of the host market. Accordingly, the change that 

occurs between following the customer and market-seeking is a two-way phenomenon. The 

constant adjustment made to strategic orientations by many foreign banks is based on the 

changing context of the local market. Over time, the motives of following the customer and 

market seeking to replace each other. 

6.1.8 Summary 

This section of discussion (part A) finds that several diverse determinants influence foreign 

banks’ entry decisions into the KSA. Using the DFA approach, 11 determinants emerged as 

significant ones influencing their decision to do so. They are following the corporate 

customers, the size of the Saudi banking market, economic and political stability, economic 

growth, getting a new customer base, bank’s reputation, the local demand for banking 

products and services, geographical links, entry regulations, and the Saudi Riyal pegged to 

the US dollars. Most of these factors are part of the location advantages and internalisation 

advantage (of Eclectic Paradigm). Conversely, interest rate, bank size, and international 

banking experience were important determinants but not greatly significant. 

On the other hand, the remaining determinants were significantly not impacting factors, 

including following non-corporate customers, following the competitors, tax rate, regulations 

allowing other non-banking activities, language similarity, providing Islamic banking 

products in the Saudi market, prior experience of delivering Islamic products outside the 

Saudi market, and the similarity of the legal system.  

In order to identify the relative importance of factors ‘main category determinants’, it found 

that that “Follow-the-Customer” and Saudi market characteristics were ranked as first and 

second major important determinants, respectively. Both of them were interpreted as “Very 

Important” factors. In contrast, parent banks’ features were ranked as the third important 

determinant and interpreted as “Important”. While distance determinants were classified as 

the fourth important determinant but interpreted as “Less Important”. Interestingly, the 

Islamic culture determinant the last important determinant and is interpreted as “Less 

Important” that not impacted foreign banks’ entry decisions. 
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The interviews also highlighted, clarified, as well as supported the findings, which were 

summative through the quantitative method. Interestingly, no conflict or major differences 

between both questionnaire results and semi-structured interview outcomes was founded. 

From the current research finding, it can be concluded that there are trade relationships and 

close economic ties between the home countries of foreign banks, especially the GCC, and 

KSA, such as the restrictions on accepting foreign investors and the level of market potential. 

Most of the findings do not contradict those of several empirical studies that have supported 

the importance/non-importance of these factors on foreign banks’ entry decisions. These 

results do support the predictions of many other studies. However, some foreign banks’ entry 

decision determinants that were previously identified as targeted recipients for developing 

and developed countries are not necessarily applicable to the KSA, as demonstrated in the 

current research analysis. 
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Part B: Discussion of the Results Concerning Foreign Banks’ 

Challenges 

6.2.1 Introduction 

The objective of this part is to provide insights based on a discussion of the results regarding 

the challenges that foreign banks encounter in KSA. The findings are derived from the 

answers to semi-structured interviews and questionnaires. Research findings are in the 

context of the third (final) research question, which seeks to investigate the challenges which 

foreign banks experience in the Saudi banking market. The findings of qualitative data are 

combined with the quantitative research outcomes. In addition, the respondents’ ideas and 

opinions on these challenges are discussed.  

Based on the semi-structured interviews and questionnaires, five major challenges emerged 

as the key ones for foreign banks operating in the Saudi market. These include regulations, 

government policy requirements, the country’s legal environment, the expected high rate of 

'Saudization' ratio, meeting the local banking technology development requirements, high 

competition between the banks (both locals and foreign), and economic changes including the 

oil price change. It is important to note that the challenges can differ from one bank to 

another because of differences in background environments and adaptation of similar 

regulations (Zamberi Ahmad 2013). 

6.2.2 The Challenges Foreign Bank Faced Prior to Entering the Saudi 

Banking Market 

Before entering foreign markets, there are several challenges that FDI needs to take into 

account, including foreign banks. The results from interviews show there are some challenges 

encountered by foreign banks before they started operating in the Saudi banking market. The 

main challenge was the lack or unclear mechanism for applying and obtaining the relevant 

license, i.e., no application process, in addition to setting up such in a particular location, 

staffing, bank’s technological system … etc. 

In a service industry such as banking, licensing becomes difficult due to the intangibility of 

some assets, such as the relationship with home-country companies (Tschoegl 2001). Foreign 

banks’ licensing policies are subject to political considerations in emerging market 

economies. Wider inter-governmental agreement at the expense of strict prudential criteria 
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forms the basis on which political interference within the foreign banks’ licensing process 

could emerge. To shield supervisory decisions on licensing foreign banks from political 

interference or influence, proper procedures should be devised and implemented. To allow 

banks sufficient time to establish themselves in new activities, supervisory authorities in 

emerging countries should avoid unnecessary delays in approving the entry of products and 

foreign banks into new markets. Effective implementation of propriety and fitness test of 

foreign banks’ owners and management might present difficulties for the supervisors in 

emerging markets (Song 2004). 

The criteria for licensing foreign banks should first be outlined clearly by the primary 

legislation or group of laws to remedy this license issue. Subsidiary regulation should further 

provide a detailed elaboration of these criteria. However, the primary license legislation 

should provide a clear outline of the core criteria (Bossu & Chew 2015). From the law 

drafting perspective, this not only requires that the yardstick against which the subject matter 

would be judged but also the subject matter (e.g., accounting, governance mechanisms) be 

provided. The licensing procedures’ corresponding timeframes and the outline of the key 

steps should be provided for in the foreign banks' license law.  

In some countries, there is a rule in the banking law which states that upon receiving a full 

application, the decision regarding the license will be issued by the licensing authority in (x) 

months (Bossu & Chew 2015). Sometimes, another rule that if within the stipulated time, the 

decision has not been issued by the licensing authority, the license application should be 

rejected. The applicants’ fundamental right to seek a judicial review of administrative 

decisions should balance the flexible nature of the supervisory authority in making complex 

judgments when such rules are being designed. The application of general principles of 

administrative law that might guide when a decision is made as well as when it is subjected to 

judicial review is given due regard. To improve the quality of the legal process, some specific 

principles should be enshrined in the banking law in the event of problematic or unclear 

general principles or in case such principles do not exist. 

To avoid tying the authorities’ hands, such a timeframe is not provided for by some banking 

laws. However, to discourage authorities from delaying the license application process, 

certainty to applicants is provided by including a timeframe. In the case of Australia, for 

example, barriers were relaxed by the government during the 1980s and 1990s, with 

reference to the decision to allow foreign banks to enter into the Australian banking market 



228 

being the most notable change. However, the requirements and costs associated with 

licensing and related conditions, the need to obtain the treasurer’s approval for 15% excess 

ownership, and an increase in prudential standards, such as Basel III, are the remaining 

barriers (Australian Bankers' Association Inc. 2014).  

In the case of the KSA, some interviewers mentioned that obtaining the license was quite a 

challenge, and there was no clear mechanism for applying and obtaining it. One senior 

manager (R11) stated that: “Obtaining the licenses at that time was difficult. It took time, but 

I think this is normal practice”.  

On this same issue, a CEO (R1) stated at length: 

“The application process for obtaining licenses was not smooth and fast. Still, 

to the best of my knowledge, there is no clear mechanism for submitting it or 

how to apply it in the sense that there is no application process. Whereas the 

submission requires writing a letter to the king or the minister, I think the lack 

of an application process is a strong challenge for foreign banks from 2000 to 

2018”. 

This is supported by another interviewee (R24) who commented: 

 

“I think obtaining the license to operate in the market in the kingdom is the 

hardest task. I think that the approval decision also depends on the relationship 

between the two countries both politically and economically”. 

Nevertheless, by the end of 2018, SAMA published “Banking Licensing Guidelines and 

Minimum Criteria”68, which set out its licensing process for banks operating in the KSA. The 

criteria and guidelines are applicable to bank applicants seeking a license in the country under 

the Banking Control Law (BCL). The documents that accompany an application, the 

necessary information, the application procedures, the minimum criteria that applicants must 

address, and the general guidelines are outlined in it. All applicants, including foreign bank 

applicants seeking to set up branches, are covered by these licensing criteria (SAMA 2018). It 

could be said that for banks that seek licenses to operate within the KSA, the regulator is also 

hastening the process of application. For this reason, it took less than a month for SAMA to 

approve licenses, which were issued in 2019, making the KSA an attractive future destination 

for banks. However, it seems that SAMA slightly delayed its publication of these guidelines 

 

68 This is available on the SAMA website. 
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and criteria. The first foreign bank in KSA was licensed in 2000, but the first official 

publication on licensing guidelines and criteria followed 18 years later. 

Some interviewees mentioned that setting up their first bank branch was a challenge in the 

Saudi market. Foreign banks operating in the KSA faced difficulties even after obtaining 

licenses. They included the challenges of setting up the bank in the desired location, leasing, 

searching for employees and experts, developing a technical system that is compatible with 

the Saudi system, etc. A senior manager (R22) mentioned that: 

“To get the license in order to get approval from the central bank. Then 

transferring any of the systems and especially the system is always a concern 

even for established banks. Sometimes you have to modify the system and create 

more features just to allow and cater to the requirements for the Saudi context, 

like for example, as per the Saudi Central Bank also, even if you are a branch 

from the head office in a different country…there is a lot of confidential 

information that cannot be shared even with our head offices such as client 

names, client account numbers and that kind of stuff”. 

These kinds of difficulties are to be expected in any international business, including foreign 

banks. It is better to provide logistical support for foreign banks in the KSA case, whether by 

government or semi-government offices or even private sector agencies. These offices could 

help banks greatly because the establishment process requires people with comprehensive 

and detailed knowledge of the local market where the responsibility was entirely on the 

foreign bank wishing to do business in the KSA. 

6.2.3 Challenges Faced Foreign Banks in the Saudi Banking Market 

6.2.3.1 Regulations, Government Policies, and Legal Law in KSA 

Regulations and policies are always key issues when entering any new foreign market (Meng 

2009). Although government policies and regulations may act as a determinant to foreign 

banks’ entry (Yip 1992; Claessens & Laeven 2003; Asira 2013; Mehta & Joshi 2013; Das & 

Hazarika 2015), these can be very difficult hurdles to overcome (Goldberg & Johnson 1990; 

Sagari 1992). This study’s qualitative and quantitative data results reveal that this factor is the 

most significant challenge faced by foreign banks in KSA. From the qualitative results, 

regulations and SAMA requirements were the biggest challenges. 
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Barriers to those who wish to enter a host country as KSA emerge and foreign banks’ limited 

internationalisation occurs because of the increasingly highly regulated banking sector that is 

emerging across the globe. Largely, the importance that all countries give to banking 

operations’ regulations and their services’ special nature can inadvertently create barriers in 

international trade (De Meester 2014). In all countries, special restrictions and regulations 

govern banking operations. The intention of such restrictions and regulations is almost 

always to generally promote thrift alongside other social virtues or to offer national 

authorities effective economic management strategies and stabilise national banking systems. 

That sometimes, such policies limit the scope of banking operations or hinder the operations 

of foreign banks after their establishment is usually a side effect that is not intended (but 

something that local banking businesses might want).  

The value, which all countries place on the guidelines of managing the banking sector and the 

banking services’ exceptional outlook mostly account for what is hindering the global reach 

of banking services. In each country, unique limitations and policies must align with banking 

operations. Foreign banks could experience hindrance arising from the nature of regulations. 

New entrants, particularly foreign banks, may experience challenges if the host country’s 

regulator implements a stricter operating framework (Birindelli & Del Prete 2010). Stricter 

regulations on foreign banks’ activities hamper their expansion because local regulators and 

supervisors consistently adopt a policy that limits the admission of overseas banks’ capital 

into the national financial system. For example, the primary focus of China’s government in 

the banking industry is to establish but also control joint institutions wherein the foreign 

partners’ management and technological innovations (Wang & Chenavaz 2016; Yang 2017).  

It is worth noting that in some countries, foreign entities are subjected to tougher regulatory 

frameworks. For example, in some countries, foreign banks, unlike local entities with lower 

capital requirements, are compelled to conform to higher minimum capital requirements. 

Stricter regulatory frameworks are imposed on foreign entities by some countries; for 

example, compared to domestic banks, some countries make compliance with tougher 

minimum capital requirements by foreign banks mandatory (Cerutti 2007; Naaborg 2007). In 

banking, some governments, through their regulations, may want to protect domestic banks 

by maximising their operations and minimising the threat posed by foreign banks (Clarke et 

al. 2003), and their local banks to own the largest banks (Hryckiewicz & Kowalewski 2008). 

In the KSA, as mentioned before, the government owns most of the domestic banks, which 
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may be a challenge for foreign banks since the government may want to protect local Saudi 

banks’ interests. 

Host country regulations sometimes affect the efficiency of foreign banks (Barth et al. 2004). 

Buch et al. (2014), using bank-level-based evidence, reported that a relationship existed 

between regulatory restrictions of new bank entry, mostly concerning foreign banks, and 

explicit and implicit bank activity restrictions and low levels of bank margins. An example of 

a regulation challenge concerns the installation of ATMs, branch number limits, and 

minimum initial capital (Zamberi Ahmad 2013). Das and Hazarika (2015) reported that 

foreign banks experienced international differences in regulatory reporting requirements. 

Álvarez et al. (2016), in their study of foreign banks in advanced economies like Italy, 

Germany, Sweden, Canada, and the USA, emphasized that the banks’ international 

operations were undermined to some extent regulations. Most of the banks (over 50%) 

mentioned that their withdrawal from some international markets was caused by the onerous 

regulations. 

The regulations and policies are strict in the KSA; other interviewees considered this factor 

more challenging than an opportunity. A senior manager (R5) stated that: “Regulations are 

not easy in the Kingdom. In fact, SAMA is more protective and concentrates on having a 

large, safe, and healthy market”.  

Although those SAMA regulations were considered not easy to follow, the interviewees 

believed that this positively impacted the KSA’s banking market. According to an 

interviewee (R10): “The Saudi regulation is really tough, especially with terrorism-related 

crime and financing money anti-laundering laws. However, this makes us feel safe”. 

As mentioned previously, SAMA is one of the best central banks in the world. Indeed, in 

June 2019, KSA attained full membership of the Financial Action Task Force (FATF)69, 

which is tasked with the responsibility of promoting effective implementation of operational, 

regulatory, and legal measures as well as setting standards for fighting terrorist-related 

financing, money laundering, and other threats against the international financial system’s 

 

69 Financial Action Task Force (FATF) established in 1989. KSA was the first Arab member of the FATF. 
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integrity. Full membership was approved by 2019 after the KSA had served practically four 

years in an observer status. By joining FATF, KSA had achieved a major milestone and 

demonstrated Saudi Arabia’s institutional and sustained fight against terrorist-related 

financing. Nevertheless, SAMA is also flexible and gives support to foreign banks. A senior 

manager (R22) stated: 

“For a long time, SAMA was one of the key elements of the Saudi banking sector 

and was successful; they were really proactive. They were really good in 

responding to queries, and they were very supportive, and they helped us a lot”. 

On the other hand, some interviewees believed that the KSA’s regulatory environment is not 

fair because SAMA applies the same rules to both local and foreign banks. They argued this 

actually protects the local banks from any international competition. A CEO (R1) stated that: 

“Saudi regulations and regimes do not apparently aim to protect local banks, 

but in reality, they do. For example, the same regulations and standards apply 

to both the local and foreign banks, even if the bank was a new opening (start 

operation) to the market or it works for a long time…there are no facilities for 

foreign banks like a tax break. In fact, the requirements for foreign banks are 

the same as local banks. That is really unfair. And it contains examples of 

leaving the Saudi market, such as the Bank of India from Saudi Arabia, despite 

the large number of Indians and workers in Saudi Arabia is very large”. 

One of the main regulatory restrictions for foreign banks in the host country is the branches’ 

number that can be established (Meng 2009). Previously, only one branch was allowed to 

open in the KSA. However, currently, this restriction is now relaxed, but open more branches 

in KSA in the short term requires high entry and operating costs. One respondent (R19) gives 

an example of the limit on the number of foreign banks’ branches, and he stated that: “The 

regulations are really tough in Saudi Arabia. For instance, foreign banks were not allowed to 

open more than one branch. This negatively influenced our business as it limited the 

opportunity to compete with local banks”. Another manager (R25) stated: 

“They are very strict on compliance issues related to anti-money laundering and 

terrorist-related financing and this kind of thing. So, they have given us a hard 

time. The other thing that we face as a foreign branch is that we have a small set 

up. We are only one branch. So, when the rules are implemented, it has to be 

implemented by the big banks as well as for “small” foreign banks’ branches. 

So, I mean to have an audit, let's say, for example, an audit quarterly or a yearly 

audit. We have a joint audit requirement for two big chartered accountants. I 
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mean, for a single branch, only one is enough. Okay, for the local bank, which 

has so many branches like the SAMBA bank. That makes sense, but for us, I 

don't think so. It's a waste of time with your money. Yes, so there are some 

particular rules and regulations that will be more applicable to the local banks 

rather than applying all those rules on the foreign branches as well. And the 

decision-making - basically the decision-making of the overseas branches itself - 

is definitely with their head offices. So, their head office is responsible. I mean, 

we are just branches, not the bank”. 

According to the Australian Bankers’ Association Inc. (2014) (now known as the Australian 

Banking Association), ongoing regulatory load and compliance costs are among the 

substantial barriers when banks enter foreign markets. Legal regulations can greatly 

undermine foreign bank operations. They prefer a country whose legal rules are flexible 

(Tunay & Yüksel 2017). 

The current study shows that one of the challenges that faced foreign banks in KSA is the 

SAMA requirement, which prevents using the parent bank system and sharing customers’ 

data. Regarding this issue, some interviewees want to see fewer restrictions on the transfer of 

data. For example, one official (R24) commented:  

“To this is a lot of things need to be relaxed for the foreign banks operating here 

because nowadays technology involves a lot of money to implement and carry 

on and we have the system back in our parent banks. But due to some 

restrictions on the transfer of data of the customer and the business, we have to 

keep an isolated system here for our activities, which is a high cost for us. So, 

there should be some kind of relaxation on the hosting of data at the parent 

bank. Then the new regulations of SAMA regarding foreign bank operations, in 

our opinion, will restrict expansion of the banking facility to the customers 

because these rules are forcing the banks to restrain their activities. Otherwise, 

they'd have to be noted as income, which is the major kind of foreign investment 

of capital. Most of the foreign banks may not be interested in this because of 

their limitations in their home countries regarding the function of capital”. 

In the KSA, ‘outsourcing’ is another issue that foreign banks in the KSA have to deal with. 

Generally, outsourcing is encouraged as a means of cost reduction through the transfer of 

projects to external service providers. After 2008, SAMA released what was known as the 

“Rules of Outsourcing Processes,” which highlighted important aspects of outsourcing. These 

rules apply to both local banks and foreign banks’ branches. According to one participant 

(R17): 
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“It has affected us, as we have to meet the outsourcing requirements demanded 

by SAMA. For example, we cannot share the database centre. We have to have a 

separate one. And if we have to send information to our head office, we code it 

due to confidentiality reasons. And these regulations started approximately two 

years ago. We have compliance officers who are responsible for these issues to 

ensure that we do not violate any of the regulations”. 

Through the recently mandated economic blueprint known as Vision 2030, the Saudi 

government outlined how it wanted the country to develop. Generally, regulatory compliance 

has emerged as a significant challenge in the banking industry because of the dramatic rise in 

regulatory fees relative to credit loss and earnings. The increasing number of regulations, 

which banks, including foreign banks, should comply with, is evident: compliance often 

depends on the ability to correlate data from disparate sources. It is capable of significantly 

straining resources. For the implementation of controls needed to satisfy the requirements and 

to stay updated on the latest regulatory changes, banks have incurred more costs and risks 

(without proportional mitigation of risks) to overcome the severe consequences of non-

compliance. Implementing formal systems and structures as well as promoting a compliance 

culture in the organization is a requirement that credit unions and banks should satisfy to 

overcome regulatory compliance challenges. For example, in the Saudi banking sector, a 

senior manager (R13) stated: “More regulations from SAMA, especially after the government 

issued the Saudi 2030 Vision such as cybersecurity, outsourcing policies that generate more 

costs for the foreign bank's branch”. 

In addition, facing the legal environment in any foreign market is a challenge, and the legal 

environment must consider when banks operating in a foreign market do so in accordance 

with international and domestic rules/regulations. Banks must be adaptable and flexible with 

each country’s legal system and economic policy. Knowing each country’s legal environment 

wherein a foreign bank intends to operate is important (Eray 2020). However, unlike in local 

markets, the international legal environment is difficult because, as Doole et al. (2019) 

suggest, the situation is even complex here because of three law dimensions: domestic law, 

international law, and local domestic law. Additionally, the countries’ risk could rise due to 

the nature of countries’ rules and regulations. Foreign banks are not willing to operate in a 

market when they are unreasonably at the mercy of the legal system or if they consider such 

regulations discouraging investment. A senior manager (R29) stated that:   
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“The regulations' requirements are an issue. Being a foreign bank branch, we 

have to comply with local Saudi regulations as well as the international 

regulations - from (bank’s home country) - and our head office. In many cases, 

there is some sort of odd contradiction between the security requirements. There 

are some I could say old regulations that need to be updated. We are totally 

owned by our parent bank. I could give you an example here, in that the banks 

as a whole have to issue a financial statement annually and quarterly. This 

requirement also applies to local banks. But when it comes to a foreign bank, 

the regulations have forced us to issue a financial statement”. 

Other interviewees expressed the view that Saudi’s legal system is complicated and not easy 

to understand. They stated that their banks encountered legal issues because the Saudi legal 

system was unknown to them, and in some cases, the resolution of legal cases was not made 

properly, particularly when clients defaulted on payments. Others stated that the KSA's legal 

system has no specific laws that enable investors to be protected from adverse judicial 

opinions. According to one CEO’s opinion (R27), legislative grey areas still make entry into 

the Saudi market difficult: 

“This is probably the area where the kingdom still has to progress. I am a 

lawyer by training. And you know, if there is one dimension that is preventing 

Saudi Arabia from becoming a fully-fledged international financial market, it is 

the legal dimension”.  

KSA is regulated by the Royal Decree No. M/46-12 Rajab 1403/1982. The law is not 

comprehensive but is, in fact, rather brief. Indeed, the law fails to differentiate between other 

forms of arbitration and commercial arbitration or between international or domestic 

arbitration. The agreement between the Board of Grievances and the Ministers of Justice and 

Commerce prepares a list of arbitrators from which parties have to choose (Art. 5 of ILRA). 

Arabic is used for conducting arbitration hearings, and these are held publicly. Legal 

provisions, which provide for intervention of the court using interim mechanisms, are non-

existent and gathering of evidence occurs when proceedings of the arbitration are underway. 

The Board of Grievances, Commercial Section, enforces foreign and domestic awards, which 

could take up to fifty-six weeks to finalize. This law is in line with La Porta et al. (1997), who 

inferred that less efficient judiciaries exist in countries where religious rules hold sway, for 

instance, Islam and Orthodox Christianity.  

Although reforms have been undertaken to promote foreign investment in the KSA, some 

interviewees considered the legal framework for resolving commercial disputes as being 
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inadequate. One manager stated (R26): “We faced no major challenges, but now while 

running the bank, sometimes we encounter challenges from the local legal environment 

regarding the recovery of our loans”. However, the Saudi government established a 

committee for Banking and Financial Disputes and Violence, which can deal with these 

issues under SAMA supervision. If disagreements cannot be settled through this committee, 

the lawsuit will be transferred to the general court. On this issue, one senior manager (R18) 

remarked:  

“The Saudi legal system impacted our operation. The legal procedures are 

somewhat difficult and take a long time. Still, I can see that it has become easier 

with the establishment of a committee for Banking and Financial Disputes and 

Violence”.  

Another critical challenge for foreign banks is the ‘enforcement’ of legal claims through the 

Saudi court system. Some interviewees commented on the issues concerning the Saudi legal 

system and the laws’ execution and court orders' execution as obstacles and challenges they 

have to deal with. Issues brought up are the reliability and independence of the Saudi court 

system. In view of this, foreign and local banks usually try to avoid litigation because it is 

very difficult for the authorities to enforce court orders, even if the ruling of the court is in 

their favor. For example, Koraytem (2000) asserts that even though the Saudi commercial 

law is to some extent influenced by Western laws, this does not imply that Western principles 

exclusively rule the commercial sector in the KSA. Koraytem (2000) points out this 

‘pluralism’ and cites the KSA case as an example where Western legal concepts have been 

incorporated into Sharia (Islamic law). MENA countries have variations in the level of 

secularity. While the KSA and Iran are strictly religious, Israel and Turkey are wholly 

secular, whereas the remaining countries lie in the middle of the two extremes. In regard to 

how the Saudi legal system negatively impacted foreign banks, a senior manager (R27) noted 

at length: 

“There has been put in place a dispute committee within the SAMA, which 

helped a bit. But eventually, when you are dealing with a Saudi court, you don't 

have one. You'll have another concept in the Western type of environment, which 

is called jurisprudence. And jurisprudence is that when one judge is deciding if 

the decision is final and the highest level. All the calls underneath are bound by 

the decision made at the highest level. You haven't got that in Saudi Arabia. So 

exactly the same issue is being dealt with by a judge in Jeddah or in Riyadh, or 
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Dammam. You might arrive at three different outcomes and operating in this 

kind of environment is challenging”. 

The study done by the Riyadh Chamber (2019) revealed that the most significant obstacles 

and challenges facing foreign investment in the KSA are the endings of commercial disputes 

between investors and their opponents from public or private entities. There is also the 

bureaucracy with which some government agencies work through, weak support services and 

logistical infrastructure, which are very expensive, insufficient information and data on the 

Saudi industries, weak marketing facilities, and inflation problems. 

The current research results are in line with those published in studies finding the regulatory 

environment is a problem for foreign banks. For example, Leung and Young (2005); Leung 

and Chan (2006); Cerutti (2007); Naaborg (2007); Miller and Holmes (2009); Galindo et al. 

(2011); Pricewaterhouse (2012); and Mehta and Joshi (2013) found this to be the case. In 

China, foreign banks endure regulatory challenges, including capital and liquidity constraints 

(Chan et al. 2014). Zimbabwean banks encountered these sorts of government policies and 

regulations in foreign markets (Mlambo et al. 2015). Generally, banking regulations have 

emerged as a complex issue, and especially for foreign banks. Foreign banks should adopt a 

more innovative and proactive approach to compliance. 

Some believe that strict banking regulations in the country of origin do not present a major 

obstacle (Belaounia et al. 2016). This may be because strict rules can suggest the quality of 

institutions tasked with applying prudential standards (Claessens & Van Horen 2008). 

Therefore, foreign banks may perceive this as a threshold of financial stability. Although 

most interviewees considered the legal environment to be a serious challenge in KSA, others 

consider that this is not the case; they already came from other Islamic countries and shared 

similar legal laws. Indeed, foreign banks prefer to operate in countries with similar legal 

systems as those at home (Cho & Shen 2014; Hryckiewicz & Kowalewski 2010). A senior 

manager (R17) argued:  

“Legal environment has not affected us in the sense that we know that we have a 

standard agreement. The only challenge is the standards in Kuwait, and we have 

applied them in all our branches worldwide. Because of that, we have an 

internal and external legal advisor and based on their advice, we follow them”. 

Some interviewees claimed this is a logical issue that foreign banks will encounter in any 

other markets due to the different legal systems operating in banks’ home countries and the 
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KSA. It is not specifically a problem for the KSA. An interviewee (R2)  said: “There are 

differences in the legal environment. It is really challenging in providing, for example, the 

documentation terms and conditions with the local practice”. 

It seems that the primary external challenges for expanding foreign banking in KSA are the 

general legal environment, policy restrictions, and regulations. The Saudis’ economic 

transition creates uncertainties arising from the unknowns emerging from changes in how the 

economy functions. The information systems as well as huge business opportunities for 

foreign investors, are not perfect and can lead to undesired outcomes.  

6.2.3.2 Technological Improvement 

Technological improvement  and digital services in banking are considered a major concern 

for all banks worldwide. Banks entering foreign markets are greatly influenced by the level 

and extent of modern technology. The current research quantitative results show that this 

challenge is the second largest one faced by foreign banks in KSA. In contrast, the qualitative 

data emphasized this issue as 66.6% of respondents stated that this challenge is negatively 

influenced.  

The market can be deeply affected by technology and how it influences procedures in the 

industry (Doole et al. 2019). Technology constitutes a crucial component in the creation of a 

compliance culture. Technology, which mines and collects data, performs an in-depth 

analysis of data and offers insightful reporting that is particularly important for minimising 

and identifying compliance risks. The technology could help in enabling organizations, 

especially banks, to align with new industry/regulatory changes, ensuring there is a consistent 

and correct following of procedures and standardising processes (Doole & Lowe 2004). A 

pre-existing market could experience new outcomes when technology is employed in it. Not 

only can it create basic changes but also misrepresent certain facts or conditions about what is 

happening (Bensoussan & Fleisher 2012). The business has experienced enormous changes 

wrought by fast-growing and widely accepted technologies such as online banking and the 

Internet. The efficiency of outsourcing decisions and production levels are now hugely 

different from what they were twenty years ago. 

Financial technology (fintech) is a key issue for banks, particularly with the high competition 

from big tech giants and fintech firms. Innovations connecting data to digital deliveries 
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require credit unions and banks to embrace new technologies to develop winning business 

strategies and increased expectations from consumers. To comply with the ever-changing 

regulations, increased efficiency, enhanced customer experiences, it is necessary for banks to 

adopt fintech strategies specifically developed for them. Rather than see fintech as a threat 

and try to fight them off, it would be better for banks to explore ways to collaborate with 

them. The sooner banks see fintech as allies rather than competitors, the sooner they will 

succeed in a new environment (KPMG 2020a). Therefore, host countries’ level of technology 

potential is crucial for a bank before entering a foreign market (Hakansson & IMP Project 

Group 1982). Before foreign banks venture abroad, they have to be thoroughly familiar with 

the level of technology in the target host country, particularly for the banking industry, as 

technological conditions powerfully influence it. Foreign banks operating in other countries 

are compelled to embrace the host country’s financial technology level, which, in some 

instances, is in urgent need of updating.  

The technology mismatch at the headquarters is another major concern. It is necessary to 

clearly identify the interface between the system employed at headquarters and the 

technology governed by the host country's government (Mishra et al. 2014). For example, a 

study by Mugambi (2011) reported that the information technology platform and its 

coordination of or integration with the branch's entire network was one major challenge that 

Kenyan banks faced. Similarly, this was also reported for banks operating in India (Mishra et 

al. 2014). Infrastructure level or variations in hardware and software support were responsible 

for the technological challenges foreign banks faced internationally (Das & Hazarika 2015). 

Variations in local interfaces across countries, including clearing, settlements, payments, and 

contracts, may result in consistent and secure hardware and software support. 

According to Wu et al. (2010a) foreign banks could encounter serious challenges with their 

information systems. Acute difficulties might arise when gathering the kind of information, 

which multinational banking requires. This finding is consistent with Zhang et al.’s (2013) 

view that asymmetric information problems significantly determine foreign banks’ location 

strategies. According to Coval and Moskowitz (1999), information asymmetry-driven biased 

market participant investments could endanger multinationals’ business operations. The 

banking industry is heavily dependent on information technology, which requires the 

availability, implementation, and support of professionals. 

about:blank
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The level of technology in the KSA is an issue that affects the foreign banks as rapid 

developments in banking technology are always occurring. However, based on some 

interviewees’ opinions, although this technology development affects their banks, they 

emphasized this as a common issue and not only in the Saudi market. A senior manager (R7) 

remarked: “Technological development in banking is growing rapidly, so we are trying hard 

to keep up with it, so this is not a practical thing in the Saudi Arabian market”. 

This challenge is expected principally when the bank’s home country is lagging behind in 

terms of technology compared to a host country and vice versa. A significant challenge will 

pertain to banks being forced to adjust to new technologies in the foreign markets because 

implementing and adopting new technologies is expensive and time-consuming. This usually 

occurs when the bank’s home country is not well developed, and it initially wants to penetrate 

markets in technologically developed countries. In this regard, a senior manager (R25) stated:  

“There are some technological factors. Our home country is not that 

technologically advanced as Saudi Arabia. The Saudi market is a more 

technologically advanced country. Hmm. So, we initially face and currently are 

facing problems. Like I mean, we don't have ATMs, online banking, and internet 

banking in SADAD facilities available right now. And this is due mainly due to 

the technology of the core banking applications, and the current system is 

costing too much for us as a single branch to operate”. 

 

The KSA is a pioneer in the fintech sector, as outlined in the government’s Vision 2030 

blueprint, and encouraged SAMA to launch Fintech Saudi. The digital banking system’s 

evolution will be facilitated further by key regulations on customer verification and digital 

signatures (KPMG 2020a). Foreign banks in the KSA are required to use the Saudi banking 

technology system, but it is not allowed to use their own systems. The Saudi system is 

advanced and must be connected and linked with a different system. These include the ‘Saudi 

Arabian Riyal Interbank Express’ (SARIE) system70, ‘Saudi Payments Network’ (SPAN)71, 

and Saudi Arabian Riyal Interbank Express “SARIE”. According to one interviewee (R1): 

“Technological systems were a challenge for us, and preparing and working on 

these requirements takes time, effort, and money. For example, if it opens up for 

individuals, this requires us to link to the Saudi Payment Network (SPAN) such 

 

70 In May 1997, the SARIE system began operating and it provides all Saudi commercial banks with the mechanism for 

settling and making payments using the Saudi currency (the Saudi riyal). 
71 The Saudi Payments Network (SPAN) refers to the National ATM and Points of Sale network that connects all banks in 

KSA and provides one point of service throughout the entire kingdom. 
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as MADA, SADAD, SARIE. This requirement took us a lot of unexpected time in 

addition to financial and technical work”. 

Foreign banks in the kingdom do not have better digital banking services. They face a 

significant challenge in advancing the technology due to the costs involved. Keeping pace 

with technological development requires huge expenditure. In this regard, one interviewee 

(R10) commented that the problem is not the technology itself, but the costs involved: 

“There are several technological systems in the Kingdom. Our bank is one of 

the largest banks globally, and we already have our technological system. So, it 

is not easy for the bank to change its system to another. This is affecting our 

operations; it is really about the increase in costs”. 

 

With the changing customer expectations and the rise of digital banking, most banks, 

including foreign enterprises, compete for customers by providing them with early access to 

new technologies and seeking digital leaders. For example, historically in Australia, ING 

Direct, a foreign purely internet-based bank, was the first one in Australia that allowed 

customers to create accounts without doing any physical paperwork or visiting branches 

(Australian Bankers' Association Inc. 2014). A senior manager (R15) stated that: 

“Technological infrastructure in Saudi Arabia is advanced. We try our best to 

make improvements in our technology, such as investing in providing online 

banking. Digitization is a global trend, and we want to be there”.  

 

Across the globe, cybercrime has emerged as a major problem. Indeed, the increase in the use 

of digital channels and technology has increased the banking industry’s susceptibility to 

cyber-attacks. As the exponential increase of cyber-attacks occurs globally, the financial 

services industry is now at the mercy of malicious hackers. According to the Boston 

Consulting Group’s (2019) research, financial service companies, unlike firms in other 

industries, face up to 300 times as many cyber-attacks annually. To be empowered to recover 

from, respond to, detect, protect from, and identify cyber-attacks, it is time for banks to 

devise resilient cyber-security infrastructure. This will encourage investments by creating 

secure financial service ecosystems and enhancing customers’ confidence and trust in the 

Saudi financial sector. 

In this regard, in 2017, SAMA introduced the Cybersecurity Framework, which recognises 

that to provide services, it would be necessary for banks to work with third-party service 
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providers (governmental agencies, technology vendors, cloud computing service providers, 

and IT service providers). Cyber-security risks could emerge if cyber-security mechanisms 

implemented by banks are not respected by such engagements. In view of this, the 

Cybersecurity Framework does expect banks to work closely with third parties and cyber-

security specialists. Broadly, these could be categorised as cloud computing, outsourcing, 

vendor, and contract management considerations. It is imperative that the cyber-security 

obligations, which apply to banks pursuant to implementing SAMA’s Cybersecurity 

Framework, are implemented while preparing outsourcing contracts and considering 

outsourcing arrangements. In mid-2019, SAMA released the Financial Entities Ethical Red 

Teaming (FEER) Framework to guide financial sector entities in KSA to execute controlled 

attacks (that is, threat intelligence-based red teaming tests) using experienced and certified 

Red Teaming providers without revealing sensitive information. In the case of foreign banks 

in KSA, interviewees stressed that cybersecurity requirements are challenging, as they are 

costly, and several foreign banks feel they do not need them. They only have a small number 

of corporate customers. A senior manager (R15) stated: 

“It seems that there are some technical issues such as cybersecurity and host 

technological systems, which is costly. But there is a debate if we will use it 

or not as we are a foreign bank branch. I think there is a misunderstanding 

regarding those new regulations, and once this is cleared up, the bank will 

do its best to deal with it”. 

Although there was already excellent infrastructure when banks entered the KSA, the 

improved infrastructure encouraged banks they knew that it could only get better. Improving 

technology will help the banks to do business. Productivity is a key driver of a thriving 

economy. The banking industry is growing in KSA and so foreign banks can get their market 

share. An interviewee (R30) mentioned that: 

“There are some difficulties, for example, communication networks, and this 

situation is relatively unstable sometimes. So, we regularly use our PC. And it is 

connected to the banks' Internet; this Internet is global. You send an email to 

our colleagues outside KSA, and this on the Internet is provided, you know, on 

the network, provided, for example, from “STC” or more by the “MOBILY,” or 

“ZAIN”. But this network sometimes is not stable. Sometimes, you know, one of 

the networks is shut down, but every time we have taken this into account. So, 

we have always secured two lines with a separate company. If we have an STC 

line, we will also have a “Mobily,” so even an “STC” line for that… Again, this 
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line usually will not happen. You know, the shutdown would never happen. 

Often, there was a little bit of surprise about this”. 

Although the literature suggests that one expectation of the host country from foreign entries 

is a technological improvement (Bilgrami-Jaffery & Fatima 2012), the current study results 

show the reverse could be the case. This is even in line with Aysan et al. (2006) investigating 

foreign banks operating in Turkey. Tschoegl (2001) found that Canadian, German, British 

and American banks are more modern and technologically stronger than their foreign partners 

in their countries. 

6.2.3.3 Competition 

A high level of competition in the banking sector is a challenge for foreign banks when 

working internationally (Caves 1982, Chan et al. 2014). Both qualitative and quantitative 

results found this to be a significant challenge for foreign banks doing business in KSA.  

The high level of competition constitutes the third-most mentioned consideration for banks. 

Most interviewees indicated the high competition is in-built into the banking sector in KSA. 

According to the CEO of Standard Chartered Capital (Saudi Arabia), some foreign banks 

found the Saudi market very competitive, and they had to differentiate themselves enough to 

build a viable business (Alyaum Newspaper 2014). These findings are consistent with Segal-

Horn’s (2002) argument that both developing and developed countries engage in more 

competition. For the commercial banks, new ones entering those countries get caught up in 

the “bandwagon consequence”. 

Foreign banks are clearly in competition with local banks as they are fighting for a share of 

the host country’s market (Caves 1982). Usually, domestic banks have a high level of 

liquidity and good balance sheets, which means that foreign banks have to fight for their 

market share. For example, some foreign banks left the UAE due to the very high 

competition but also could not compete against protected local banks (Trenwith 2015). As 

one senior manager (R2) explained:  

“Another significant challenge is the high level of competition with local 

banks, but the local banks were established a long time ago, and they have 

high liquidity based on deposits. They already built a relationship with their 

customers and got their loyalty, which gives them certain advantages. 

Indeed, we encounter difficulties in attracting Saudi citizens. I understand 
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that building customer trust and loyalty is a long process and takes a long 

time”.  

 

There are, furthermore, limits in providing financial products and services as allowed by 

SAMA, and its dispensation affects foreign banks’ operations. According to the respondent 

cited above, “In fact, we do not have a wide range of services. We provide limited types of 

services and products which have been allowed in the Saudi market. This has an effect on our 

prices”. 

However, local banks have an edge in the “soft information” they provide to companies, 

which enables them to offer more lending and at substantially lower default rates and higher 

interest rates. In contrast, foreign banks have the edge of accessing “external liquidity” from 

parent banks, which reduces their deposit costs. However, external support comes at the 

expense of parent banks limiting their foreign branches to lending only to “hard information” 

companies (Mian 2005). As foreign branches may have better access to capital offered by 

their parent banks, they have more stable lending patterns and funding sources compared to 

other banks. Additionally, their credit portfolio is geographically delineated and would not 

create more pressure within local financial markets. Moreover, differentiated international 

banks may be able to absorb the shocks that occur in local banking markets and may have 

more stable funding sources (Chen et al. 2019). 

With the foreign banks operating in other countries, the level of competition enhances the 

host countries’ banking industry (Jeon et al. 2011). Competition in the Saudi banking market 

has increased substantially in the past few years as the number of both local and foreign 

banks rose (Banks Industry Profile Saudi Arabia 2018). Saudi local banks are already 

established with a long history of relationships, especially commercial companies and SMEs, 

which foreign banks have to fight to obtain their business. Saudi local banks have a large 

number of branches, ATMs, and the loyalty of Saudi customers. For instance, by the first 

quarter of 2020, the number of local bank branches was 2048, compared with only 20 

branches for foreign banks (although the number of foreign banks exceeds the local ones). In 

this regard. It was noted (R24):  

“Competition with local banks is really a huge challenge, and they have a 

strong investment in infrastructure, advancing the technology. As you can see, 

the branches of those banks are digital ones. So, it is hard to compete with 

them”. 
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The competition level in the banking sector affects pricing (Australian Bankers’ Association 

Inc. 2014). In this regard, an interviewee (R17) suggested: 

“As foreign banks, we face high competition with Saudi local banks. These 

banks are spread throughout the kingdom, and they have a large number of 

branches. They fully understand the market and the culture, and they have a 

wide range of products and services. And this element influenced us, and it 

affects our pricing as customers expected pricing at a cheaper rate or they 

prefer to go to local banks”. 

 

To win the competition and pricing issue to get a market share, one senior manager (R 20) 

said: “So, you have to come up with something unique, something that would benefit, 

something with any advantages over the others so you can compete”.  

Because of the extensive branch networks and high costs characterising services that retail 

banks offer (Banks Industry Profile Saudi Arabia 2016), there is only a limited spread of 

foreign bank branches in KSA that lead to affect the service provision to individuals. Apart 

from corporate banking, competition between foreign and local banks also occurs in services 

that certain individuals receive. It seems that for different reasons, it is difficult for foreign 

banks to compete against local banks on services provided to individuals because domestic 

bank branches and the services they provide necessitate an expansive network. Because the 

costs of opening branches within the KSA are high and there is close regulation of banks, 

profits are not guaranteed. Furthermore, because local banks dominate the Saudi regions, 

challenges prevent foreign entities from competing effectively. Theoretically, the industry's 

strong growth would attract new entrants; however, the existing strength of the domestic 

players largely negates this. Overall, a new entrant’s ability to enter the Saudi market is 

limited. Mishra et al. (2014) put forward that foreign banks in India have only a few 

branches, which is a major concern. 

However, it is expected that the interest rates in the KSA will “loosen up” in the future. On 

the basis of pricing, this may raise the level of competition among banks. Because foreign 

banks do not have a large network of branches to attract sufficient customers’ deposits, they 

face the problem of higher costs of refinancing in such competitive environments. Many 

branches of foreign banks would eventually be rendered unnecessary because the “maturing” 

KSA banking market will do them no favors. In the next few years, Saudi banks will have the 
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capacity to continue improving their service quality to a level, which is sufficient to 

encourage more customers, either people or businesses. Simultaneously, foreign firms that 

are more established in KSA would feel more secure in working with local Saudi banks and 

not require foreign banks’ “support” or “help”. 

Foreign banks’ presence can make the Saudi banking market more competitive. Nevertheless, 

this might not be a strong consideration for Saudi banks. For example, there are many foreign 

banks in Australia, but their share of overall retail banking is small, and their competition is 

not significant. Furthermore, it is unlikely that strong competitors will also come from abroad 

given the foreign banks’ low profitability in Australia and the requirement to acquire licenses 

from the Australian Prudential Regulation Authority (APRA) (Australian Bankers' 

Association Inc. 2014). Currently, several foreign banks want to enter the Saudi banking 

market. Some of them have already requested to get a license to do so. To achieve Vision 

2030, the kingdom’s government is aiming to attract and welcome FDI, including foreign 

banks. It is more than likely that competition in the Saudi banking market will be expected to 

continue in the future. 

The high level of competition represents a significant challenge to foreign banks in the Saudi 

banking market. This finding is in line with other studies by Pricewaterhouse (2012) and 

Chan et al. (2014), who noted that foreign banks faced critical challenges regarding the 

competition with local banks in China. Furthermore, Asira (2013) found that competitive 

pressure was a significant challenge for the Kenyan commercial banks' entry into East Africa. 

Leveen and Praveen (1994) found that foreign banks are significantly less profitable 

comparing to domestic ones. To combat this challenge, foreign banks need to increase their 

branch numbers and not limit their banking services to only their existing customer base only.   

6.2.3.4 Economic Development and Changes in the Price of Oil 

The host country’s economic environment may present a challenge and an opportunity. The 

economic instability of the host country can be one of the significant obstacles to foreign 

banks, and this can affect businesses’ insights about future operations and profits. The current 

quantitative results found economic development not statistically significant. The qualitative 

data also found that 64% of participants stated that the overall economic factors did not pose 

a challenge for banks in KSA. They emphasized that the economic conditions were attractive 

to enter the market, not a challenge. 
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The economic environment includes but is not confined to the policies of the government, 

including exchange rates, inflation rates, interest rates, and the nature of the economic system 

(Bensoussan & Fleisher 2012). The challenges are connected to unprecedented changes in the 

economic conditions (economic risks), including inflation rates, interest rates, policies, 

economic system changes. For example, a study by Mugambi (2011) investigating the 

challenges Kenyan commercial banks faced when they chose foreign markets reported that 

uncertainties deriving from political, financial, and economic situations constituted the areas 

where issues arose. All these culminated in country environment issues that challenged a 

Kenyan institution (KCB Bank Ltd.) to enter different markets in the region. 

According to some studies, unlike local banks, foreign banks tend not to be heavily affected 

by economic crises because their lending is more conservative (Crystal et al. 2004). For 

instance, Miyamura and Lawrence (2014) found that in the middle and early phases of 

recession, especially the financial crisis of 2008-2009, the US banking system was stabilised 

by Asian and European banks, which expanded the loan portfolios when local banks were 

endangered. Additionally, Dages et al. (2000) demonstrated that during the 1994-1999 

period, foreign banks in Mexico and Argentina exhibited less volatility and stronger loan 

growth than their local counterparts. Other analyses assert that foreign banks use distortions 

and economic crises in the banking industry to enter new markets or expand their market 

share within the existing market. Peek and Rosengren (2000) reported that foreign banks 

entered several countries in Latin America because of the worsening conditions in local 

banks and policies. In line with this finding, Guillen and Tschoegl (2000) found that Spanish 

banks increased their ownership in Argentina’s banks during an economic crisis. Moreover, 

Engwall et al. (2001) reported that foreign banks began increasing their shares in the 

Norwegian market during the ‘Scandinavian Banking Crisis’ of the 1990s, simultaneously 

decreasing their presence in Sweden. 

As mentioned previously in section A of this discussion, a bank that is interested in 

international expanding needs first to survey the business’s potential growth in the target 

countries. The demand for banking products will grow as the economy grows. A good 

understanding of economic development is required from international marketers (Kotler et 

al. 2008). Indeed, at the regional level, this perspective is essential regarding regional trade 

integration at a world level, market level, and country level, which respects the trade 

agreements development and the world trading infrastructure (Doole & Lowe 2004). While 
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some believe that it is still difficult to predict the GCC region’s growth trajectory and the 

challenges that it faces, such as demographic changes, a dynamic private sector, and 

supporting medium-term macro-economic stability (Saxena & Hadrami 2017; World Bank 

2017), in the case of KSA, the current research proves the opposite from the foreign banks’ 

perspective. A senior manager (R23) stated: “Economic factors are a positive thing in Saudi 

Arabia. The market has a high level of consumption of goods and services. The purchasing 

power is high, which is positive”. 

However, some interviewees agreed that the Saudi economy faced certain challenges. They 

asserted that the operations of foreign banks seem to be affected by changes in oil prices. 

This is also shown by the quantitative results, where the change in oil price is a significant 

challenge for the banks’ operations. 

The KSA is the world’s leading oil-producing and exporting country, and any change in the 

price of oil is strongly associated with the economy’s performance. The macroeconomic 

environment will experience more problems, and economic growth may be undermined when 

oil prices decline (BMI Research 2017). Until 2005, in KSA and all the constituents of the 

GCC, economic diversification was not prominent (AlKawaz 2005). From 2011 to mid-2014, 

a barrel of oil cost between USD100 and USD110 dropped in early 2017 to USD 48 per 

barrel (ElKatiri 2016). By the end of 2020, the oil price increased to only USD 52. The oil-

dependent GCC region planned market-based reforms, including public-private partnerships, 

outsourcing, and reducing the size of the public sector, when oil prices declined in mid-2014 

(Biygautane et al. 2017). 

Eissa and Elgammal (2020) studied the FDI in oil-exporting countries (GCC countries) and 

used the price of oil as a proxy of economic stability. They found a positive and significant 

association between oil prices and FDI. The higher prices of oil for oil-exporting countries 

(such as those in the GCC) make the marginal investment in oil extraction and exploration 

attractive. Through FDI, the partial realisation of such investments may be achieved. Firstly, 

higher oil price translates into higher fiscal revenue and greater economic stability, thus 

creating a favourable FDI environment. Secondly, the GCC governments’ revenues are 

directly affected by higher oil prices. Budget surpluses typically arise from having larger 

revenues. 
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Particularly in planned gas and oil projects, the GCC has experienced indirect and direct 

impact following the sharp decline in the oil price since mid-2014. Between 2015 and 2017, 

many oil-related projects in the GCC had already felt the adverse effects of cheap oil prices. 

Additionally, the major driver of the economy is that government spending is likely to be 

influenced by the fiscal squeeze, which induces declining oil prices. KSA had already 

reduced planned capital expenditure in its 2015 budget by 25%. Budget cuts have followed 

this in other GCC countries that had budget deficits lasting for 15 years. According to KPMG 

(2020a), the KSA has in recent years experienced a challenging economic environment. The 

fall in oil prices that started at the end of 2014 raised concerns regarding the muted demand 

from the private sector and reduced government expenditure. While it is a welcome move as 

an appropriate long-term stability and growth measure, the economic reform process has 

resulted in more market uncertainties. In this regard, an interviewee (R33) stated that the 

KSA’s economy is now facing serious challenges:  

“I think back in 2006 and 2007; the oil price was quite high. And it was high for 

a whole decade. At that time, the economy was growing massively. It looked 

very good and positive, and everybody was in an investment and entry state of 

mind. So, yes, it would have been a factor… And I think since then, things have 

changed. You know, oil prices came down a lot. And then, because the economy 

is linked to the oil price, meaning the government’s revenue receipts are being 

kept low. Government spending is linked to that. Consequently, contract 

construction is a big industry here is also linked to that. The whole state of the 

economy is sort of linked to oil, but it's not dependent on oil. It does become a 

consideration for what it has done. This is, I think, become a post-entry 

consideration. Obviously, I think it was at that time, making the market very 

lucrative. But, yes, there have been challenges. Since 2015 and 2016, the oil 

prices declined considerably (with oil prices collapse to 50-60 dollars). So since 

then, yes, we have had to re-structure some of our businesses and what we do 

and how we operate. And we have felt an impact on our businesses for that 

reason. No doubt, we are part of the economy. So, the economy is down, and 

everybody is feeling it. Our bank will not be isolated from the impact”. 

Others believed that the oil price negatively impacted their banks’ operations. As 

stated by one senior manager (R5): 

“We believe that economic factors are attractive. Saudi Arabia is a really strong 

and stable market. But the oil price change affected the Kingdom's economy, 

which also affected our operations and caused some slow down”.  
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Although the oil price may affect the foreign bank’s operations and cause economic 

contraction, some interviewees believed there were other economic opportunities that foreign 

banks can profit from. According to the Kingdom of Saudi Arabia Banking Perspectives 2020 

report, “Overall, Saudi banks were able to remain profitable throughout the low growth 

period, demonstrating the sector’s resilience despite economic challenges”. Another manager 

(R6) stated: 

“The Saudi market's economic condition is a challenge, as the Saudi economy is 

related to the oil price. So, we are also affected by any changes in the price of 

oil. When the price increased, overall, this created more investment 

opportunities. But even when the oil price decreased, the Saudi economy was 

still strong. However, I could say that this is accompanied by a slowdown in the 

business for the banking sector and all sectors in the kingdom. However, there 

are a lot of profit opportunities in the market. For example, more than 100,000 

loans in one year (home loans) have been supported by the Ministry of Housing, 

which creates profit opportunities for foreign banks even with oil price 

decreasing”. 

It is evident that the Saudi government’s Vision 2030 seeks to transform the kingdom into a 

global investment destination and promote the country as an international hub for Africa, 

Europe, and Asia (Saxena & Hadrami 2017). Thus, the impact of changes in oil price could 

be minimal and overly affect foreign banks’ operations. An interviewee (R4) stated: “I think 

with the 2030 Vision and the diversifying of the kingdom’s sources of income, the impact of 

oil price will be slight not only for foreign investors but also for the kingdom’s economy”. 

6.2.3.5 KSA Environment  

A foreign environment72 can be considered a serious problem for foreign banks when they are 

operating in other nations. This study’s quantitative and qualitative results found this factor 

was not really much a problem for banks in the KSA.  

This finding was not surprising. According to a report published by the World Bank Group 

Doing Business (2020), KSA initiated numerous reforms in 2018, which earned the country a 

position among the top 10 global business climate improvers in 2019. The Saudi government 

reformed eight areas of doing business. Based on that, the global business ranking of the 

 

72 Foreign environment includes economic environment, political environment, regulations and law, culture, and other 

aspects. 
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country reached 62nd in the world. The report shows that the KSA made significant progress 

in the area of starting a business. Nowadays, to start a business, an entrepreneur requires only 

5.4% of income per capita, which is modest compared to the regional average of 16.7% for 

North Africa and the Middle East region. The Saudi government has made significant 

reductions in the minimum capital requirements, from more than 1000% in terms of income 

per capita in 2004 to zero. 

Courtesy of reforms to improve the protection of minority investors, KSA is ranked third 

throughout the world on this indicator and compares well with Singapore and New Zealand, 

the two places where it is easy to do business globally. Additionally, KSA’s performance has 

been good in the area of construction permits, where it is ranked 28th, and property 

registration, where it is ranked 19th. To construct a warehouse, local businesses are required 

to pay 1.9% of its value, which is half of the regional average that costs 4.4%, and all 

required authorizations and permits are obtained after 100 days; this has been actualised 

through the new online platform. Likewise, in the KSA, transfer of registered property takes 

1.5 days to complete, which is faster compared to all except two countries, Qatar and 

Georgia. Moreover, the KSA is the only country in the Middle East where the free transfer of 

registered property is offered.  

Moreover, unlike a year ago, it is almost twice as fast for businesses to secure permanent 

electricity connections in the KSA, which can be attributed to new reforms in electricity 

services. According to the same report, reforms have been initiated in several business areas 

in KSA. These include resolving insolvency, contract enforcement, cross-border trade, 

protection of minority investors, obtaining credit and construction permits, and easier to start 

businesses. No doubt, this will make the KSA business environment an attractive one.  

6.2.3.6 Governance Issues within Banks 

Corporate governance refers to the relationships and processes that companies control 

(Shailer 2004). Besides this definition, corporate governance from the banking sector's 

perspective implies the strategies, regulations, and purposes, which the senior management of 

banks direct. The satisfaction of shareholders’ demands is the main purpose of corporate 

governance (Tunay & Yüksel 2017). However, governance issues in banks seem not to be a 

challenge in the Saudi banking market based on both qualitative and quantitative results.  
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Governance significantly affects foreign banks’ activities, especially in developing countries 

(Tunay & Yüksel 2017), because corporate governance positively affects profitability, 

effectiveness, and efficiency. Consistent with some studies, foreign banks take into 

consideration the situations in a country where their operations would be launched. Chen and 

Liao (2011) examined 70 nations in terms of domestic and foreign banks’ profitability. They 

found that, unlike other banks, foreign banks’ operations in the countries with a high 

regulatory compliance ratio performed better. Lensink et al. (2008) demonstrated that when 

the difference in governance level between the country where the foreign bank is centrally 

located and the host country is small, foreign banking activities’ effectiveness improved. The 

bank’s performance has positively been influenced by governance (Miklaszewska and 

Mikolajczyk 2011); this finding shows that the host country’s governance model has been 

accorded importance by foreign banks. The finding of all these studies indicates that 

countries with high corporate governance levels would be the preference of foreign banks. 

Those countries with a trusted and effective legal system, political stability, and less poverty 

have stronger foreign bank operations (Tunay & Yüksel 2017). The legal framework should 

address several aspects relating to banks’ corporate governance procedures. Typically, banks 

assume the structure of companies, and requirements of company law would be applicable to 

the extent that they do not contravene the express provisions within the banking law, which 

depart from the general company law (Tunay & Yüksel 2017). For instance, unique issues of 

corporate governance regarding the role that branch leadership and boards play for their 

combined operations in the US characterize foreign banks in the USA. Just as comparable 

institutions in the USA, that country’s regulators expect that the methods required to resolve 

and govern banks’ operations should be used. However, unlike US institutions, combined US 

operations’ management reporting framework and structure differ because of highly 

integrated models of operations and different home-country regulatory regimes, which 

depend on parent operations’ global scale. For this reason, foreign banks might find it 

challenging to adapt to other US-based or legal entity-based approaches and select a more 

segregated approach (Petrasic et al. 2019). 

6.2.3.7 Staffing 

Unlike banks that operate in their countries, foreign banks in other nations face numerous 

staffing challenges. Based on the qualitative data, the staffing and high ‘Saudization’ ratio of 
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banking personnel is problematic. However, from the quantitative results, the shortage of 

skilled persons is not a statistically significant issue.  

Foreign banks usually dispatch expatriates in the early phases of their overseas operations to 

ensure that all goes well during the establishment of branch premises. It is important for 

senior level expatriates with sufficient experience in the parent bank to know how local 

employees can be trained in the policies, procedures, and practices of the parent banks. 

Staffing is considered a challenge that faces foreign banks in the KSA. A foreign bank 

sometimes finds it challenging to hire the appropriate staff (Asira 2013; Mishra et al. 2014).  

Retaining and finding employees with the necessary skills for the specialised services is 

usually a challenge. Many foreign banks prefer to import there to have the required support 

level at hand and ready to go. Interviewees of this study stated that experts and professionals 

are available in the KSA but at a price. Due to the restrictions on the number of imported 

staff members, foreign banks have to develop, train and up-skill the local staff. Transfer of 

skills to local employees is considered important because it cuts down the costs associated 

with importing skills in the long term, thus cutting down on overheads. Moreover, it 

establishes credible relationships with the host country’s government, enhancing the brand 

name in the locality because the people are convinced that the foreign business recognises 

their interests.  

The long-term reputation and development of an institution could be achieved through a 

competitive edge that human resources provide (Decenzo & Robbins 1999). Mugambi (2011) 

found that the approval of investment in another country by the bank's board and resistance 

by management and staff can become a serious issue. Banks need to succeed in getting the 

right people. The quantitative data from the current research results reflect the fact that the 

Saudi banking market does not suffer from a shortage of qualified personnel. However, the 

qualitative data shows that attracting expertise to foreign banks is an issue. In this regard, a 

senior manager (R18) stated: 

“Hiring the employees, and here I mean staffing is a challenge. There are 

qualified persons and experts. However, they prefer to work in the local banks. 

As foreign banks are smaller, the future of these branches is not clear. We 

interviewed many employees, and most of them question us about our bank's 

plan, operation, risks, etc., and others leave the bank after a short time”. 
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Some banks in the KSA experience another disadvantage, and this refers to retaining and 

hiring qualified employees. Because of their limited engagement in KSA and size, most 

foreign banks are not able to provide Saudi employees with similar opportunities of 

promotion as other international or local competitors operating in the KSA. They also 

reported that the wages of qualified Saudi staff to work in foreign banks have increased. In 

turn, the rate of turnover among Saudi employees in foreign banks has risen. According to a 

senior manager (R10), Saudi employees usually applied for jobs with other banks, then “take 

the counteroffers and presented them to their present employer or for another bank who 

already applied for a job in it”. However, new or small foreign banks often do not have the 

resources to match the remuneration of big or local international banks. Some interviewees 

working for international banks stated that foreign banks with limited operations in the KSA 

could not provide their staff with similar promotion opportunities because international 

locally integrated banks run many branches and thus have several management positions that 

are vacant. As stated by a manager (R22): 

“Attracting talent from the market to work for a foreign bank is not an easy 

thing to do. Usually, they prefer local banks. So, for a foreign bank to come in 

and attract those people, the bank has to pay more than the normal amount and 

more than what is accepted in the market to attract those talents. However, the 

bank at from the beginning attracted key individuals who were experienced 

people in their own field to help establish the infrastructure to take the bank 

forward one day”. 

Others stated that getting the right Saudi experts into bank jobs is difficult, especially as one 

key demand is that they are able to adapt, understand, and use the ‘new’ foreign bank culture. 

A senior manager (R35) conducted that there is a business communication gap between the 

foreign bank branch and the parent bank. He stated that: 

“I think finding the right talent is still very challenging. Actually, not that type of 

work. International banks and us, too, are very different from local banks’ 

culture. We are managed by different countries of importance to Germany and 

also report to London, and the people’s communication with each other is very 

important. I came from a local bank a few years ago, and it was challenging to 

understand the culture of international work. They're very different from local 

banks”. 

It is also agreed that are difficulties in attracting the expertise and professionals to work in 

foreign banks. The Saudi economy has a large number of them who, unfortunately, do not 
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like working in foreign banks because the future of particular employers’ operations is not 

clear and/or secure, and other opportunities might offer better expectations. Thus, in order to 

attract those experts,  the foreign banks offer them very good salaries, which sometimes meet 

more than their expectations. On this issue, one interviewee (R23) commented: 

“The Saudization ratio in the Saudi economy is really high, and it requires 

Saudis to hold senior positions. And this is hard to find staff for these senior 

positions as they prefer to work in local banks. As we are just a branch, we have 

a very limited number of branches, but the chance for them to be more 

successful and safer is high in local banks”. 

To successfully adapt to the domestic market conditions, a pool of qualified local employees 

constitutes a strategic asset for banks, and it might have a long-term leverage effect. Some 

interviewees believed that this policy could be considered an opportunity to understand the 

banking market through Saudi employees. They thought that employing Saudi citizens, 

especially in senior management positions, positively helps their operations to gain access to 

the Saudi business environment. Due to the ‘culture shock’ experienced by senior decision-

makers, mistakes can arise a prolonged period of learning. This view is in line with Meng 

(2009), who examined the operations of foreign banks in China. 

Some interviewees believed that the high Saudization rate does have a negative effect on 

foreign banks’ operations. They did have the view that the high Saudization ratio is an issue 

that greatly affects staffing, and in the Saudi banking market, it is relatively high. Saudi 

regulations stipulate at least 82% Saudi staff, and most of the senior positions must be held 

by Saudis. Therefore, the executive personnel of the parent bank holds interviews to find the 

best Saudi professionals who can do the job. Commenting on the Saudization ratio, one 

manager (R15) said: “The Saudization ratio is high (it's more than 80%), and attracting the 

right expertise is hard, as locals prefer to work in local banks. To attract them to work in 

foreign banks, we have to pay a high salary and offer other advantages”. 

That is a challenge as it is hard for the parent bank to get the right Saudi citizens into senior 

positions. Foreign banks operating in the Saudi market are branches, and the key positions are 

held by expatriates, while a few less important positions are reserved for locally born 

executives. Notably, the parent bank sends expatriates to the branches to oversee operations 

and procedures, facilitate knowledge and get value for the transfer. Therefore, all employees 

of the branch should demonstrate their devotion to the underlying principles, rules, and 
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practices of the parent bank. Some bankers expressed the view that banks need employees 

from their home countries as they have to communicate with their parent bank’s officials in 

their language. A senior manager (R10) argued the following: 

“Maybe the Saudization ratio was a challenge, but SAMA understood and 

assessed us, and we could meet this requirement. We really faced immense 

challenges as we need to communicate with our head office using our language. 

We need Chinese employees”.  

Another senior manager (R30) supported this issue by contending at length: 

 

“Also, with Saudization, the finance businesses are required to get 82% or 

above for getting a high green status for what is called the Netagat program. 

This is too high. For example, if we have 20 employees, and if we meet the 

Saudization ratio, we have to hire 17 Saudi staff and only three non-Saudis. So 

usually, international banks have their systems, policies, and procedures. The 

most important thing for banks is safety, and even before we are promoting the 

business, we have to establish safety first. Still, we have 17 new staff who know 

nothing about global strategies and systems, and only three know these kinds of 

things. That is a risk for a bank to start doing business in a foreign market. And 

this was our problem, that we have to hire people who are really advanced in 

their expertise but still have to teach them, train them, and then get them to use 

our systems, and our policies and procedures”. 

So based on the current research findings, attracting, hiring, and retaining qualified Saudis as 

per the demanding Saudization ratio of bank staff is a significant challenge. This outcome 

echoes what other studies have documented. For example, getting quality staff was a 

significant challenge faced by foreign banks in India’s banking system (Mishra et al. 2014). 

Also, Kenya’s banks in foreign markets have experienced significant challenges about having 

insufficiently qualified staff members (Asira 2013). According to Pricewaterhouse (2012) 

and Chan et al. (2014), one of the significant challenges encountered by foreign banks in 

China is attracting and retaining well-qualified and skilled local personnel.   

Managerial and operational measures and experiences can restrict foreign banks’ 

development, and issues can result in embarrassing and severe regulatory penalties when 

issues are not handled well officially, particularly on matters of compliance. This is deemed 

to be a very crucial component of banks operations’ abroad. SAMA does have the flexibility 

to reduce or relax the Saudization ratio after a few years (3-5 years) when foreign banks 

begin operating in the KSA. 
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6.2.3.8 Political Uncertainty in the KSA  

Political issues such as instability, insecurity, war, and others were found to influence foreign 

banks’ operations. However, the results found that political issues do not have much impact 

on foreign banks in KSA. The qualitative results show nearly all the interviewees (97.2%) 

agreed there was no real influence of the political environment on foreign banks in KSA. 

They emphasized that political challenges did not affect their bank. This is also supported by 

the quantitative results, which confirm that political uncertainty is not an issue. 

The political system establishes economic stability on the basis of effective protections and 

rules that deter external threats. Indeed, the political system governs valued resource 

allocation (Cavusgil et al. 2015). Each country has its own unique political, social and 

economic system, which evolved in a particular cultural and historical context and 

circumstances. The political system can be considered as dynamic, and generally, it is always 

subject to subtle or not so subtle changes. The evolution of a political system is also a 

response to the national and international environment and the demands of local communities 

or groups. For instance, businesses and people who varying levels of support for the political 

system (Cavusgil et al. 2015). 

Political environments always involve national/international circumstances, authorities, and 

ideologies that greatly influence foreign banks’ decisions and operations (Wezel 2004; 

Hamadou 2012; Bensoussan & Fleisher 2012). Politics plays an important role in foreign 

banks’ ability to develop their market share in the industry and making choices about what 

works best for them in the global economy (Doole & Lowe 2004). Some research has shown 

that foreign, international, and local investments are at the mercy of any ruling party’s 

policies (Ibrahim 2013; Abu Jamea 2013; AlKhathlan 2014; Iloiu 2008; Aguiar et al. 2012). 

Traditionally, political instability is closely associated with emerging or developing countries, 

particularly for MNEs from advanced economies having to negotiate how to do business with 

political parties in developing nations, for example, on the issues of the risk exchange rate 

(Khan 2015). Since foreign banks cannot control any changes occurring in a country in which 

they are not domiciled, they can be subjected to takeovers of their branches, exorbitant taxes, 

or undue political interference (Papaioannou 2005). For example, government bureaucracies 

in host countries and corruption were the major challenges that a Kenyan Bank, KCB Bank 

Ltd., faced in foreign markets (Mugambi 2011). 
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According to Rugman and Verbeke (2004), political systems usually develop the economic 

system and infrastructure through legislation, regulations, and policies. Moreover, banking 

policy is created by the government representatives who devise the national laws. The 

emergence of foreign banks and the growth of global lending means now that policymakers 

also need to better understand the need to harmonize their operations. Access to country-wide 

banking markets by foreign banking enterprises has resulted in the necessity for clear 

knowledge about how banks are controlled and authorized to do what they do. Overall, the 

reality is that banks from different countries are competing for business within international 

markets but also having to deal with irregular or constantly changing arrangements of 

national control. 

The current research results found that political stability in KSA was the key factor that 

encouraged foreign banks to operate there. Without a doubt, KSA is the most stable and 

strongest nation in the Middle East, which can only help foreign investors’ confidence. Thus, 

it logical to report comments on political uncertainty in KSA not being a problem there. A 

senior manager (R23) mentioned: 

“Again, I would say it's encouraging because it's a stable political environment, 

not dissimilar to UAE and the rest of the Gulf. And, you know, it doesn't have a 

high degree of instability such as some Western countries do in terms of 

political parties or agendas. So, the stability of the political regime is 

encouraging and supportive”. 

Some interviewees believed that politics does not create any tensions for their business, as 

their home countries have a sound relationship with the KSA government. A CEO (R1) 

stated: “Because our political relationship is strong with Saudi Arabia, the political situation 

is attractive for us, especially in terms of similarities and political cooperation between the 

two countries”. 

Other respondents emphasised that KSA has had some conflicts with neighbouring countries, 

such as the Gulf War of 1990-1991 and 2003, and long-term tensions with Iran, which 

espouses the Shia variant of Islam.  Both countries are jockeying for influence in much of the 

Middle East region. However, these issues do not affect KSA internally, and subsequently, 

the foreign banks are not affected. One CEO (R30) remarked: 

“We now operate seven branches and offices in the Middle East. So political 

issues have not really impacted us. But of course, we have a very conservative 
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view, and we very much closely monitor the situation like the attacks coming 

from Yemen or, you know, attacks on our own facilities. But that - you know - 

didn't quite impact significantly on our operations. It was a concern but only one 

concern. But we do evaluate economic growth and support between the 

governments is more important”. 

6.2.3.9 Exchange rate 

The host country’s exchange rate may cause some problems for foreign banks. However, this 

does not appear to be the case in the Saudi market, according to the quantitative and 

qualitative results. The quantitative results found that pegging the Saudi riyal to the US dollar 

was a significant determinant of foreign banks' decision to operate in KSA. Thus, logically, 

this would not be an issue that faced foreign banks. 

According to Campa (1993), all foreign investments have some form of risk attached to them. 

The greatest risk to FDI is posed by two variables, specifically fluctuations and exchange 

rate. Foreign investors often avoid countries with very volatile or unstable political systems 

and economies. There is a direct link between exchange rate movements and corporate or 

bank profitability (Sivarajadhanavel & Chandrakumaramangalam 2012). The fluctuations in 

the exchange rate can have significant implications for corporate and bank profits. 

Corporations and banks should expect to bear some market losses in terms of foreign 

exchange, and these can be offset by applying due diligence to the exchange rate risk. 

Examples of this include hedging trade value in foreign exchange markets, swapping, future 

contracts, over-the-counter exchange rate systems, and forward contracts through which 

foreign exchange rate risk is managed. Many companies attempt to hedge their business 

transactions to minimise the notional loss that can occur in exchange rates. The opportunity 

to do so exists for firms and banks in the short- or long-term, on the basis of market trends. 

6.2.3.10 Cultural and Language Differences  

The cultural and social environment significantly influences a business (Bensoussan & 

Fleisher 2012; Cavusgil et al. 2015). The qualitative results of the current study show that 

64% of interviewees stating that Islamic culture does not affect foreign banks' operations in 

the KSA. This is also supported by quantitative data, which shows that cultural differences 

(Islamic culture) are not a significant issue.  
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The difference in culture and/or language between the home and host countries can 

negatively affect business performance by reducing efficiency and increasing operational 

costs (Hryckiewicz & Kowalewski 2011). For example, Berger and DeYoung (2006) 

reported that these distance factors serve as a determinant of internal control mechanisms’ 

effectiveness with bank-holding firms. Religions, languages, customs, beliefs, and values 

constitute the cultural environment (Little & McGivern 2016). It is believed that culture poses 

a challenge for companies regarding how to address cultural distance across markets and in 

individual markets (Hofstede 2001). Societies can be affected by different factors, yet the 

influence of cultural differences on societies based on language and habits is greater 

compared to other factors (Usunier & Lee 2012; Cavusgil et al. 2015). 

In the international banking and business world, it is critically important to understand the 

host country's culture before entering its economy. Managing and understanding the cultural 

environment is important for foreign investment growth in emerging markets (Khan 2015). 

Internationally, serious considerations are given to cultural differences because they affect or 

are influenced by customers’ trends and tastes; this is not the case in local markets where 

cultural tastes are generally homogenous and widely accepted. In international business, 

banks enter different cultural environments characterised by new behaviors, lifestyles, unique 

value structures, and languages, which are exhibited by business partners and clients. Such 

varieties of living affect all global business dimensions. Culture affects value-chain activities, 

including sales, advertising, marketing, procedures, and banking services, as well as different 

interpersonal exchanges. National culture and cultural elements, such as perceptions of time, 

customs, manners, gender role, and structure of the family, education, materialism, and 

religious beliefs, are closely intertwined and greatly influence the level of internationalisation 

of banking activities (Griffin & Pustay 2010). 

Researchers generally agree that the preference of foreign banks is to enter into countries 

with cultures that are similar to those of the home country (Wu 2008; Sauvant et al. 2011; 

Yildirim & Efthyvoulou 2018). There are specific competitive advantages enabling some 

foreign banks to successfully do so where the culture increasingly distant from their home 

countries (Claessens & Van Horen 2012). On a global scale, cultural differences can cause 

serious drawbacks to business operations (Chang et al. 1998; Waal 2007; Hsieh et al. 2010; 

Belaounia et al. 2016). For example, companies may fail to evaluate cultural compatibility or 
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fit prior to venturing abroad, which can have grave implications for their performance and 

overseas viability (Schraeder & Self 2003).   

Cultural differences may hinder the successful adaptation to local operations and ways of 

doing things. Problems are more common at the headquarters level than at the subsidiary or 

local branch level because decision-makers in the former context are unfamiliar with the host 

country's market. Due to a lack of trust and autonomy in the local management teams, poor 

decisions are made or misunderstood when cultural barriers are evident (Chang et al. 1998; 

Meng 2009). Prior understanding of international operations in the cross-cultural context 

may, to a certain extent, ease tensions arising from cultural barriers because banks are now 

better able to operate in different cultural backgrounds. An effective way of merging two 

different corporate and national cultures is cross-cultural training of managerial staff (Chang 

et al. 1998; Meng 2009). So cultural awareness is important for foreign banks extending their 

business networks within the host country. Expansion is based on making good use of the 

local managerial staff’s social ties and networks. The first step is to understand the local 

culture and establish trust according to Saudi perceptions of it and how it is largely shaped by 

Islamic culture. Being sensitive and respectful to local culture may protect banks against 

‘culture shock’, thus reducing or eliminating unnecessary mistakes. The key to doing 

business well in the KSA is establishing strong ties with local and central governments.  

The interviewees did stress the importance of understanding the cultural nuances and finding 

ways to adapt to them. This represents how business is carried out in the non-Western world. 

Saudi business is based on a great deal of respect being shown to ethnic, tribal, regional, and 

clan relationships, but in the Western economies, much of business is based on transactions 

no matter what the context is. In Saudi business, relationships are an important type of social 

capital, and business people who own and are widely associated with the firms they manage 

have a special status in society. Business operations throughout the KSA are still shaped by 

the exchange of favours and informal networks of relationships. Having personal 

relationships with business partners can either present obstacles or advantages, particularly 

for companies that do not have such relationships with the right parties or do not know how 

to go about establishing them. Interviewees remarked that the Saudi finance industry does 

business very differently from the West. This includes the methods of communication, 

making decisions, and how to negotiate emotional relationships with customers. In this 

regard, a CEO (R27) asserted: 
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“The Saudi market or the interaction with Saudi counterparts promotes the 

market. There is a lot of emotion in interacting with your Saudi counterparts. It 

means that you have to build a trust relationship with your partner. It is not 

based on technical aspects and money. You have to be in a real partnership. And 

if you're in a Dutch environment, for example, people don't care. They will deal 

with you on the basics of factual considerations, prices. Adequacy of the 

product, you name it…”. 

Another cultural difference is the multicultural diversity of customers. Foreign banks do not 

communicate and deal only with Saudis. They also deal with people from other countries in 

KSA, so there is a real mix of communication methods. An organization’s ability to adapt to 

unique cultural settings without compromising service consistency presents management 

challenges to most MNCs (Gooderham & Nordhaug 2003). Cultural differences cause 

uncertainties in how foreign banks function because culture constitutes a key determinant of 

how communication occurs (Hsieh et al. 2010). For example, foreign banks in the USA 

(Chang et al. 1998) and India (Mehta & Joshi 2013) were inefficient compared to local ones; 

cultural-linguistic barriers were the main cause of this problem. Zimbabwean and Kenyan 

banks experienced a similar outcome when they worked in foreign markets (Muza 2007; 

Asira 2013). Lack of awareness regarding the assumptions, traditions, and local cultural 

practices are the key FDI challenges in KSA (Wrampelmeier 2006). As cited earlier, KSA is 

a conservative Muslim nation with numerous religious and social taboos and restrictions, 

which directly affect how business is done, such as a ban on charging interest rates on loans. 

A significant religious issue concerning banks’ products and services concerns Saudi 

customers’ demands for Sharia-compliant products and services, which sometimes the 

foreign banks cannot offer. Sauvant et al. (2011) contended that foreign banks generally 

come from different traditions where cultural differences do not seem to be important. Some 

interviewees stated that Islamic culture is a unique culture, and there is a high demand for 

Sharia-compliant products and services that some foreign banks do not provide. Thus, banks 

may lose some business opportunities. Participants claimed that it would be easier for their 

banks to offer services and products to customers in their home countries. Most foreign banks 

from the GCC stressed that the KSA has a culture that is generally very similar to those in the 

region. The interviewees emphasized that sharing a similar Islamic culture helps their entry 

and operations. A senior manager (R2) mentioned: “There are not many differences, and we 

came from the UAE. So, the similarity in culture is considered as an attractive factor, as I 

mentioned before. So, this is an attractive factor, not a challenge”. This is in line with 
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Yildirim and Efthyvoulou (2018), who found that foreign banks prefer to provide their 

banking services and products to customers in countries who come from a similar culture.  

As mentioned previously, people in Muslim majority nations are accustomed to Islamic 

banking culture, and they prefer it to other types. Consequently, the provision of Islamic 

banking products and services is acceptable to them, and this, in turn, increases the scope of 

their operations. A senior manager (R16) asserted: 

“Yes, this affected our bank positively. This provides more opportunity. Islamic 

products are easy to produce in the Saudi market as they are the only ones 

acceptable to the court… So, if we have an issue with (conventional products), 

we have to go to the ‘Committee for Banking and Financial Disputes and 

Violations’”. 

On the other hand, some respondents found that Islamic culture in the KSA is different from 

their home country's culture, and this slightly affected their operations. An interviewee (R14) 

mentioned: 

“Not really, because since we do not have any Islamic products, we may miss 

out on some deals. But this is not a big issue. We have other deals. I believe that 

if we provide Islamic products and services, we will attract more clients and 

then more profits. We have another solution for this issue; we are dealing with 

Saudi local banks, and they act as our agents (security agents). If we have a 

client who is looking for Islamic financing, we can deal with this”. 

The study’s participants asserted that language is not a challenge for foreign banks in the 

Saudi market. Although some mentioned that communicating in the Arabic language takes 

some time to learn and must be taken seriously, it is not considered a big problem. It can be 

concluded that the social and cultural aspects such as Islam and language are not constraints 

for foreign banks. This result does differ from that of Chang et al. (1998), who found that 

foreign banks’ staff are hindered by linguistic and cultural barriers, Chan et al. (2014), in the 

case of foreign banks in China, and Sauvant et al. (2011) state that when banks go 

international, they encounter language differences. 

6.2.4 The Impact of Challenges on Foreign Banks’ Performance 

The challenges faced by foreign banks in KSA  will have some implications for their 

operations and performance. Qualitative results show that more than half (61%) of the 
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interviewees agreed with this claim. This reflects the notion that the challenges that they 

faced in the KSA are not a serious issue. It is evident that the Saudi market has several 

profitable opportunities that foreign banks could enjoy. A senior manager (R22) stated: 

“As I told you, the challenges could mostly be minimal problems related to 

customers or any brand awareness about marketing to attract customers. It was 

not a significant challenge to our investment; we have to put in more effort. You 

need to get something from the market share by investing in the market, and a 

low level of success was not a massive challenge for us. I started from zero but 

now have achieved a very decent level. With the expansion we have 20 more 

branches, so the outcome will be much better. We'll be able to improve our 

financial performance as well”. 

On the other hand, some interviewees argued that their banks’ challenges cause some 

operational delays and slowdowns in business practices, particularly in retail banking. 

However, this is expected in any foreign market, especially during the first few years when 

banks’ branches are ‘finding their feet’. The foreign banks need time to become familiar with 

how certain economies work, the nature of banking in other countries, government 

regulations, policies, and culture, etc. One CEO (R1) noted: “I could say that the challenges 

did cause us to have delays in retail banking. It made launching our service for individuals to 

some extent be a drain on our time, money, and efforts". 

Other respondents spoke about the spending costs associated with fixing these issues will to 

some extent, affect the profits being made in KSA. One interviewee (R19) stated: “Yes, I 

could say that the regulations impacted on our operations. And sometimes, some of the 

requirements like technological and outsourcing requirements are costly”. 

However, with the rapid developments in technology occurring in the banking sector, 

institutions need to keep updating their systems despite the expense involved. Some 

interviewees argued that technical requirements are, in fact, government-mandated and 

foreign banks will not operate in the country if they do not accept them. An example of this is 

the requirement for all foreign banks linking to MADA and/or SADAD; meanwhile, foreign 

banks do not engage in retail banking. However, 39% of the interviewees (14 participants) 

agreed that the performance of banks was not unduly affected by such challenges because 

they occurred regularly and had to be addressed in the normal course of operations. 
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6.2.5 Foreign Banks Overcoming these Challenges 

The current research seeks to establish how the foreign banks have resolved many challenges 

they face in KSA. The interviewees stated several key strategies to deal with any problem. 

Many respondents believed that their bank worked well with the Saudi laws and regulations; 

this is the first step to success in any foreign market. Interviewees also stated another strategy 

was to ensure they had the opportunity to discuss and clarify regulations with government 

legislators and policymakers, primarily SAMA. They emphasized that SAMA is usually very 

supportive. Lastly, since foreign banks operating in the Saudi market are branches, they need 

to regularly contact the parent bank to seek support and guidance or offer clarification about 

how local operations are proceeding. A senior manager (R12) remarked: 

“As we follow our head office, we issue many policies and procedures to follow 

Saudi regulations. We have to give more respect to Saudi regulations, and this is 

our way to overcome all challenges that we face in the market”. 

Some respondents believe that conducting sufficient research/feasibility studies and SWOT 

analysis before operating in the Saudi economy is a crucial strategy if a bank is to succeed. 

This step is essential to understand how the country’s economy works, as it predicts the 

industry's strengths, weaknesses, opportunities, and threats. These threats will not surprise the 

banks’ authorities since they already introduced them before entering the KSA, and thus they 

will be ready to address them. Therefore, senior bank management should adopt a hands-on 

approach by conducting their own research rather than contracting consultants to do the work. 

Practical research done by senior management will enable them to understand how to select 

the best foreign market and the most effective business and entry model. Understanding the 

cultural orientations of the customers in the targeted markets, and identification of niche 

markets as well as timing the entry into such markets are other lessons. They also comment 

on the importance of re-reviewing the banks’ business and re-analysing and assessing 

whether it is the right way to do things and on a case-by-case basis. An interviewee (R27) 

suggested that: “Be flexible, reassess your business case and business model and reorient 

your business towards what works. That's the best type of activity to undertake”.  

It is essential to overcome any challenges that foreign banks faced by showing an ability to 

work well as a team. Good teamwork refers to how all staff work together to achieve goals 

and being committed to the business. Through teamwork, each person’s individual strengths 
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are maximized. Therefore, to steer companies so that they succeed, it is necessary for leaders 

to build and facilitate their staff’s teamwork skills. 

Another strategy that interviewees believed is that their banks have to understand the market 

in-depth by consulting with the local expert people or organizations. In this view, a senior 

manager (R6) stated that: 

“Use the challenge to get more out of it; what I mean is that these challenges 

can make great opportunities for success. I think other things are hiring the 

right experts to work in the bank, hiring professional staff in the field of 

technology to meet SAMA requirements such as MADA and SARRE, and 

consulting Saudi experts and organizations”. 

Some interviews stated that their banks had invested much money into the right technology 

and personnel requirements to overcome the challenges and what the appropriate salaries 

should be. An interviewee (R34) noted: “We need to grow and increase our presence in the 

Saudi market, so we have to invest and spend more to overcome the challenges. It is also 

essential to learn from our previous experience”. 

It can be stated here that each challenge can be dealt with in various ways. An important 

source for a bank’s competitive edge lies in efficiently managing a whole myriad of cross-

cultural issues. The interviewees reported that managers should not only achieve satisfactory 

levels of understanding the principles and beliefs of their foreign counterparts but also 

nurture forbearance and empathy. For banks to work effectively in other countries, they must 

have culturally responsive adaptations to bank goods and services, products, promotion, 

marketing, etc. Regarding lawful challenges, the interviewees posited that engaging with the 

regulators alongside other entities and abiding by the laws are mandatory responsibilities for 

banks’ senior management. Failure to do so can harm a bank's reputation and undermine the 

public’s confidence in it. Additionally, the interviewees stated that harmonisation of different 

stakeholder priorities and effectively managing them was important. In the banking industry, 

regulators constitute important stakeholders because they authorise bank operations, manage 

political, legislative, or economic challenges, formulate rules, etc. Moreover, they reported 

that transparency and open communication were critical in promoting a cooperative and 

positive relationship with the industry players. 
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The challenge alleviation approach increases cooperation with groups of stakeholders and 

actors in the market and deploys local personnel. Entering into foreign and new markets 

requires banks to adjust to the environment quickly. Increasing participation and relations 

with the government officers, financial groups of actors, and the local populace is one means 

of realizing this. To succeed in the Saudi market, a mutual and free interaction can be 

achieved by understanding each other via regular conciliation and interaction.   

Other challenge alleviating approaches that the interviewees mentioned included: expanding 

operations in different markets, covering against risks in case of non-payment and fraud, and 

having influential management groups that understand the local financial market. 

Furthermore, the interviewees stated that banks should train and hire local people, conform to 

policies, and embrace aggressive marketing. 

6.2.6 Summary 

Part B has discussed several challenges that foreign banks habitually encounter in the KSA. 

The banks have to deal with government regulations and policies and meet the SAMA’s 

requirements, high ‘Saudization’ ratio, technology requirements, a great deal of competition, 

and economic changes (oil price change). 

On the other hand, the remaining factors were found to not challenges, including the KSA’s 

political environment, level of economic development, governance issues, staffing, Political 

uncertainty in KSA, exchange rate, and cultural/language differences. The quantitative 

findings were backed up by the qualitative ones. Interestingly, there was no contradiction or 

differences between the semi-structured interviews and questionnaire outcomes. The only 

major discrepancy was that in the qualitative results, participants expressed in more detail the 

challenges they experienced. Seemingly, the findings by and large concur with what other 

researches on this topic have documented. Nevertheless, some variations within the results 

are noteworthy. Overall, the foreign banks will continue to play an important role in changing 

the Saudi economy in line with the government’s Vision 2030 blueprint.  

The following chapter is the concluding chapter that aims to summarise the results and 

findings and discuss the contributions and implications.  It will also provide limitations of the 

current study and end with suggestions for future researches. 

 



268 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



269 

CHAPTER SEVEN 

CONCLUSIONS AND IMPLICATIONS 

 

7.1 Introduction 

This final chapter concludes the thesis by summarising the results. It also presents the 

contributions to the literature on this subject and implications for theory, policy, and practice. 

This chapter reports the current research’s limitations and provides suggestions that future 

research could consider. The current research attempts to deliver a comprehensive overview 

of foreign banks in the KSA. It is one of the first studies that explored the entry determinants 

of these banks and the challenges they encountered in the KSA. This research examined new 

and significant aspects of the Saudi banking market, including the influence of Islamic 

culture and the effect of pegging the Saudi Riyal to the US dollar on foreign banks’ entry 

decisions. 

The current research findings and contributions to the existing literature are based on this 

study’s investigation of specific circumstances. The data was drawn from 71 questionnaires 

and 36 interviews from 14 foreign banks operating by the end of 2019 (at the data collection 

time) in KSA, which offers triangulation of all findings. All foreign banks from developed 

and developing nations are included in the sample. It can be confidently stated that the results 

are reliable and robust. 

7.2 Summary of Research Findings 

Based on the findings from both the quantitative and qualitative methods, the overall results 

of the determinants of foreign bank entry into the KSA could be summarised as follows: 

▪ Most of these determinants reflect the characteristics of the Saudi banking market, for 

instance, size of the Saudi banking market, economic and political stability, economic 

growth (such as growth rate of GDP and GDP per capita), high demand for banking 

products and services from the Saudi population, entry regulations and pegging the 

Saudi Riyal to the US dollar. 
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▪ Other significant determinants are related to the "Follow-the-Customers” hypothesis, 

particularly following the corporate customers. However, the results also support the 

significance of building a new customer base. 

▪ Bank’s reputation and geographical links also impacted its decision to enter the Saudi 

banking market.  

▪ Following non-corporate customers and competitors, the profit opportunities: 

differences in interest rates between the KSA and home country, tax rate 

consideration, regulations permitting non-banking activities, bank’s experience, and 

size, language similarity, providing Islamic banking products in the Saudi banking 

market, prior experience in providing Islamic products outside the country, the similar 

legal system (Sharia law), and applying Islamic principles (e.g., Zakat) had no effect 

on foreign banks’ entry decision.  

Overall, foreign bank entry determinants are an interesting topic worthy of exploration, 

especially when utilising mixed methods approaches. Interestingly, all the results emanating 

from the qualitative data to some extent support  what the quantitative data found. Using the 

qualitative data provides a deeper understanding of research (Griensven et al. 2014) and a 

more comprehensive explanation of the subject (Harrison & Reilly 2011). 

Relative importance of factors (main determinants) were discovered based on the theoretical 

framework developed to explain the foreign banks’ entry decisions. It emerged that “Follow-

the-Customers” is the most important factor for foreign banks’ wanting to enter the KSA. 

Foreign banks seem to be following their corporate customers in the Saudi market, 

particularly at the initial entry stage. Host country characteristics appear to be the second 

significant factor, slightly less important than following the customers.  

Bank-specific factors constitute the third most important determinant of foreign banks’ entry 

into the  KSA. This reflects the reality that foreign bank branches do not necessarily have to 

be strong in international experience or size. The foreign banks could follow their customers 

to protect the existing bank-customers relationships. Distance factors appear to be 

significantly less critical to foreign banks’ decision to enter the KSA. Islamic culture was the 

least important determinant of foreign banks’ entry decisions. Nevertheless, it can be stated 

that foreign banks might be influenced by multi-dimensional determinants rather than only 

one single factor when they decide to operate in the country.  
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There are numerous challenges that foreign banks faced as follows:  

▪ The regulations, government policy, and legal system did really pose a challenge, 

which was considered the most significant one faced by foreign banks in the Saudi 

banking market. Foreign banks consider the regulatory issues as a challenge; this is 

due to the fact that the regulations and laws of the mother country are very different 

from those practiced in the KSA. 

▪ While the results show, staffing is not a serious challenge because there was no 

shortage of skilled personnel, however, the high Saudization requirement for the 

workforce (which is a Saudi government policy) was considered an issue. In addition, 

the reluctance of appropriately skilled Saudis to accept employment in foreign banks 

is a significant problem and could lead to a ‘churn’ in the workforce. 

▪ Rapid advances in technology are considered to be another challenge. This is because 

the banks’ technology does change very often, affecting the type and level of 

competition between businesses and globally impacting the future of financial 

services. Currently, the level of technology in the KSA is advanced, and the foreign 

banks are expected to be linked to the SADAD, MADA, and SARIE systems. A 

foreign bank branch cannot share local customers’ data with the parent bank. This can 

cause high costs, time-wasting, and complicate banking service operations.  

▪ The high level of competition with Saudi local banks is another challenge. This is 

because foreign banks are new in the market and currently have only a limited number 

of branches that can affect customers’ loyalty.   

▪ Although economic developments have not affected foreign banks, the overall change 

in the direction of the Saudi economy, where the government was to depend less on 

oil price changes, is a crucial factor to consider. This is because the Saudi economy 

still depends on oil and probably will do for years to come, despite the Saudi 

government’s aim to diversify the sources of the Kingdom’s revenue. It is not 

expected that this factor will be a significant or worrisome issue in the near future. 

▪ KSA’s environment, governance issues within banks, political uncertainty in KSA, 

exchange rate changes, cultural elements, language differences, and the longstanding 

influence of Islamic culture and customs did not create a challenge for foreign banks.  

Although both quantitative and qualitative methods were used to explore and examine the 

foreign banks’ challenges, qualitative data was the main method employed to investigate this 
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objective. Interestingly, the results from semi-structured interviews and questionnaires were 

reached the same conclusion.  

7.3 Contributions and Implications 

The current research results have significant theoretical, practical, and policy contributions 

and implications. These are explained in more detail below.  

7.3.1 Theoretical Contributions and Implications 

The current research provided important theoretical contributions for not only foreign banks’ 

studies but also international business more generally. The current research has 

fundamentally developed an explanation and exploration of the foreign banks’ phenomena in 

the KSA. This study filled a significant gap in the literature, as identified earlier. Most 

research has been done in the world’s advanced economies, so more needs to be done in 

developing and emerging market economies. Subsequently, the current research provides 

comprehensive results on the foreign banks’ entry determinants into one of the world’s most 

significant developing and emerging countries, KSA. There has been a call to evaluate 

culture’s importance to foreign banks’ entry decisions. The current research observed other 

significant features of Saudi banking. It examined whether Islamic culture, as an indicator of 

Saudi culture, impacts foreign banks’ entry decisions. This determinant is a significant aspect 

of Saudi banking markets. Interestingly, this factor has not affected foreign banks’ KSA entry 

decisions. The pegging of the Saudi Riyal to the US dollar is something that foreign banks 

have to consider. This was a very significant factor that encouraged foreign banks to enter the 

KSA. It is ranked as the 10th most important of the 23 factors.  

Scholars asserted that the relative importance of these entry determinants is required. 

Accordingly, the current thesis results deliver a conclusion to fell this gap based on the 

examining the foreign banks’ entry into the Saudi banking market. Moreover, the research on 

the foreign banks’ challenges that faced them in the other markets is essential. Subsequently, 

the analysis here has closed the gap on what we understand of foreign banks’ operations in 

the KSA. A framework was devised on foreign banks’ entry based on key theories, what prior 

empirical studies documented, and the KSA data. Interestingly, “Follow-the-Customers”, 

host country characteristics, parent banks’ characteristics, and distance are concepts that can 

be employed for further research not only on the foreign banks’ entry but also for any FDI. 
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Another unique aspect of the current study is using a mixed-methods approach that combines 

quantitative and qualitative research (questionnaires and semi-structured interviews). Most 

studies on the determinants of foreign banks’ entry rely only on quantitative data. The 

literature review chapter argued there were indicators that do not fully reflect the factors 

examined. In this thesis, the researcher has used further secondary data that could prove the 

results, especially in terms of reliability and validity. It is important to understand the foreign 

banks’ entry by using micro-level data. 

The entry decisions should be examined from different perspectives because factors in only 

one dimension did not determine any decision by themselves. Additionally, the sub-

paradigms did not exist independently but, in fact, impact one another. For example, even 

though resources were considered ownership advantages, they also enabled competitive 

advantages within internationalisation factors and location factors. As previously mentioned, 

foreign banks need to pay special attention to the entry decisions as they may be based on 

several issues and/or factors. 

The determinants of foreign banks’ entry are described in the Internalisation theory (Buckley 

& Casson 1976; Hennart 1982; Casson 1983), Eclectic paradigm (Dunning 1977; Gray & 

Gray 1981), “Follow-the-Customers” hypothesis (Aliber 1984), and Comparative advantage 

(Aliber 1976; 1984). It could be said that the current research results are in line with the 

determinants established in these theories. 

The theoretical and empirical literature fits with the foreign banks’ entry into the KSA. 

Internalisation theory delivers a significant powerful theoretical argument in explaining 

foreign banks’ expansion due to its focus on internal resources, that is, imperfections within 

external markets and banking-customers relationships, while internationalisation theory 

offered the strongest theoretical arguments for explaining foreign banks’ expansion. The 

bank-customers relationship as an important internal resource was central to explaining the 

rationale behind foreign banks' entry into the KSA. Foreign banks entered the Saudi banking 

market to extend their business and obtain a big market share. The current research results 

prove that the “Follow-the-customers” hypothesis applies to foreign banks in the KSA, and it 

is the key explanation for the entry into the country for corporate banks servicing direct 

investments. 



274 

Applying the Eclectic Paradigm, the current research examined the validity of three 

advantages - internalisation, location, and ownership advantages. Indeed, the current research 

results support the importance of internalisation and location advantages when foreign banks 

set up branches in KSA. Generally, internalisation advantages are explicitly derived from the 

“follow-the-customers” hypothesis and internalisation theory.  

Internalisation advantages illustrate whether firms use markets to coordinate activities or 

work in the value-added chain to reduce transaction costs. Following Fotopoulos et al. (2013) 

on the internalisation advantages, special attention has been given to the “follow-the- 

customers” hypothesis. Conversely, the location advantages refer to a host country’s 

characteristics that have country-specific advantages and the differences between the foreign 

banks’ home countries and the host country. These advantages include the size of the Saudi 

banking market, Saudi economic and political stability, economic growth, high demand for 

banking products and services from the Saudi population, entry regulations, and pegging the 

Saudi Riyal to the US dollar. 

Distance emerged as a separate factor, and it related to location advantages as well as 

internalisation advantages. Overall, distance does not affect foreign banks’ decision to enter 

the KSA. It found that geographical similarity positively correlates, while language similarity 

is not. Interestingly, Islamic culture has not impacted its entry decision at all.  

Ownership advantage is the advantage that arises from possessing intangible and tangible 

assets, which enables banks to overcome the costs of doing business overseas because they 

effectively compete with domestic banks and have access to large amounts of capital. This 

advantage is associated with banks but does not extend to the Saudi market. However, the 

Saudi government could help foreign banks to make use of their own advantages by allowing 

them to operate in ways that are fair to domestic banks but also encouraging them to be more 

competitive. While ownership advantages are consistent with the determinants outlined in the 

theory of comparative advantage, this theory can explain banking internationalisation as the 

basis of comparative advantage in terms of knowledge about how the local industry works 

(Bouslama & Hervé 2018), economies of scale, innovation (Albiret 1976), and resources and 

skills (Cray & Cray 1981). 

Although the existence of such ownership advantages (parent bank characteristics) has been 

noted, the current research results did not support the contention that these advantages were 
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in any way significant. The bank’s size and international bank experience do not appear to be 

a significant driver of foreign banks into another country’s economy. However, it is 

significant for banks’ reputations. Overall, the foreign banks’ entry determinants into the 

Saudi banking market can be best considered in the Eclectic Paradigm context. Here, location 

advantages, supplemented by internalisation advantages and partially by ownership, could 

best explain the foreign banks’ entry determinants into the KSA. 

Only two components (internalisation and location advantages) of the Eclectic Paradigm are 

important to KSA and relevant in indicating the positive means of increasing the number of 

foreign banks in the country. The inclusion of several MNE and FDI theories under each sub-

paradigm transforms the Eclectic Paradigm into a ‘broad tent’ of supportive theories. Indeed, 

the current research found that the entry of foreign banks into KSA, though largely aligned 

with internationalisation theory, has been characterised by diversity in certain ways compared 

to those in developed or developing countries and other regions. This aspect could be 

attributed to different factors, which constitute part of the KSA context and reality. 

Furthermore, the results might add to building theory on foreign banks’ decision to enter the 

KSA. Based on the researcher’s knowledge, this study is one of the first to investigate the 

determinants of foreign banks’ going there. 

7.3.2 Policy Recommendations  

The increase in foreign banks’ involvement in host countries may have positive or negative 

effects depending on what the government’s policies and actions are, ensure financial market 

readiness for foreign banks, and to what extent they can compete with local operations. 

Knowing the foreign banks’ entry determinants and their challenges in the KSA can benefit 

regulators, policymakers, and bankers to better understand foreign banks’ entry into KSA and 

emerging and developing markets. 

Although KSA now ranks relatively high in the world’s economy, the current research results 

may provide very important data for policymakers and regulators to work with and identify 

the actions necessary to attract more foreign banks to the country. Several policy implications 

are evidently based on the current research.  

The various determinants and strategies employed by foreign banks in the Saudi banking 

market are forcing the government’s regulators and policymakers to not solely rely on a 
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macro-level perspective of these institutions’ activities. They also need to create specific 

tools for examining the foreign banks at the micro-level. The mechanism, which governs 

entry strategy formation, provides them with a vehicle to comprehend why foreign banks 

might hold different responses to specific regulations and rules in the future. 

From the policymaker perspective, it is obvious that liberalisation of the economy functions 

to enable foreign banks to enter a host country, eliminating restrictions and establishing a 

reliable macro policy (such as high real interest rate). Regulators and policymakers should 

reduce entry barriers and conditions that lead to information asymmetry so that foreign banks 

help domestic banks be more efficient and competitive. It is essential to formulate and 

evaluate a policy on foreign banks operating in the KSA. One CEO (R27) remarked:   

“I would like to see an appropriate balance between safeguarding the Saudi 

market and enabling the foreign banks' activities. This could probably be 

reached by setting up rules applicable to foreign banks, which would not be in 

line or disproportionate when related to the type of activity that they will carry 

out; terms of governments, in terms of reporting, in terms of ratios, and in terms 

of capital requirements”. 

Such policies can facilitate better transactions and business conducted by foreign banks, and 

here the issue of offering tax breaks or concessions could help them. Another important issue 

in this regard is to establish the operating differences and policies between foreign banks and 

Saudi banks. Regulations should ensure that foreign banks are not treated in the same way as 

local financial institutions. Saudi regulators and policymakers have to understand the need to 

generate an environment wherein competition can thrive so that monopolistic environments 

are avoided. One CEO (R1) made some suggestions on this theme: 

“Firstly, facilitate and treat the transactions for foreign banks such as relaxing 

the regulations and tax breaks. Also, in order to make the country attractive, do 

not treat foreign banks as local banks. For example, if our clients use our 

MADA card in ATMs, our bank has to pay 2.5 Saudi Riyals for each transaction. 

So, it will be favorable if SAMA gives a 50% discount for new banks (foreign or 

even local). This action is what I could call discount treatment”.  

The current study shows that one of the challenges encountered by foreign banks in the KSA 

is the SAMA requirement. For example, foreign banks are essentially branch operations of a 

parent bank, and they are prevented from using the parent bank’s system and sharing 

customers’ data. It can be seen that SAMA is working hard to improve the regulations. Some 
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new rules were issued at the end of 2019. Foreign banks meet monthly with SAMA to 

express their opinions about certain issues and what the solutions could be. Based on that, 

SAMA can make a recommendation and adjustments in policy and procedure. This is 

supported by the view that the current policy is suitable, so no real changes need to be made. 

One interviewee (R3) stated: 

“There is an increase in the number of foreign banks in Saudi Arabia, and what 

I know that there are other large numbers of applications from foreign banks 

that desire to enter the Saudi market. It reflects the fact that the policy is fine 

and suitable”. 

The ‘Saudization’ policy is also a significant issue that foreign banks have concerns about it. 

One of the critical advantages of foreign banks is the transference of knowledge and other 

ways of doing things. Generally, host countries want to localise such knowledge by ensuring 

that local people are employed in an international company, and in this way, transfer skills to 

domestic businesses in the long term. The Saudi government policymakers need to ensure the 

Saudization policy is not or does not become a problem for foreign banks. There has been a 

call to minimise the ‘Saudization’ ratio (more explanations in chapter 6) to be more logical 

and realistic. According to one interviewee (R24): “I think this service should become more 

relaxed in tone where in some circumstances. It could require further attributes including the 

outsourcing and Saudization ratio”. 

Although there is a debate on ceasing to peg the Saudi Riyal to the US dollar, SAMA has 

recently confirmed its commitment to retain the policy. The current study highlights the 

significance of this policy as it provides revealing signals for foreign banks’ decision making 

to enter the Saudi banking market. This factor is the way to attract more foreign investment 

into the Kingdom, including foreign banks. 

While the Saudi government aims to curtail dependence on revenues from the oil industry, it 

is worthwhile that policymakers should be watchful about the effects of oil prices on foreign 

banks. As the oil prices decrease, this simultaneously impacts the operations of foreign banks. 

This is because incorrect decisions lead to a bad financial standing of oil-rich nations, which 

would result in a decreased investment. It can be seen from the current research that the 

results emphasized the importance of achieving the Saudi government’s Vision 2030 

economic blueprint, which seeks to diversify the economy. 
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The KSA can rely on its regulatory framework to attract more foreign banks. It is essential to 

consolidate the Saudi legal framework so that it is impartial and strong and leads to 

productive changes in how legislation is implemented. For this reason, it is important to 

formulate regulations and rules that recognise the cultures and traditions from which foreign 

banks have come. Foreign investors’ embassies should be provided with full details of 

regulations and laws. Meanwhile, neighbouring countries like the UAE and Bahrain can 

successfully attract such foreign banks to their markets through attempts to implement FDI 

policies. One CEO (R1) of a foreign bank stated: 

“The Saudi environment should be an incubating environment, especially 

financially, for foreign banks. For example, the Dubai government established 

the DIFC court. This was the main key attraction for foreign banks to enter the 

UAE from around the world. Another attractive model is that of Bahrain, 

although it is a small country and the banking sector is also small, the 

government successfully attracted a large number of foreign banks, including 

our bank”. 

Thus, KSA could benefit from their experience by implementing comparable regulations and 

policies in order to attract more foreign banks. 

Draw specific emphasis on communication with regulators. Excellent and continuous 

regulatory communication is critical for banks that operate abroad. By maintaining close 

contact with domestic country supervisors, foreign banks could identify what they need to 

reform they need to make internally, in advance, and to ensure that external regulations are 

not violated. Additionally, retaining good communications when regulations change will 

enable banks to obtain timely guidance from Saudi government officials to resolve possible 

regulatory problems. 

Foreign banks have to ensure that they follow new regulatory standards’ policies and trends 

and periodically communicate with government or industry regulators. When the regulators 

have discovered potential violations of laws or problems that pertain to compliance, the 

foreign bank must keep adjusting to the latest requirements of government policymakers and 

solve the issues at hand rather than avoiding them and ensure to locate a positive means of 

solving tough situations, which might result in severe punishment or affect the bank's 

operations. SAMA has introduced two committees that positively affect foreign banks. A 

senior manager (R15) commented: 
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“Although there was a Bank Chiefs’ Compliance Committee for both foreign 

banks and local banks, recently, SAMA introduced a new effective committee 

called the Foreign Banks Committee. This committee can discuss many issues 

related to foreign banks operating in the market, including their challenges. 

Some regulations have changed and evolved based on this committee’s work”. 

Another significant issue that policymakers should look at is the data. Foreign banks and 

data-driven programs need to improve the business environment by improving their banking 

services. While foreign banks could play a major role in the economy, comprehensive data 

regarding the characteristics of each project are important to generate reliable information 

about what foreign banks do. Moreover, despite the fact that there are organisations in most 

developed countries where FDI could be studied, including foreign banks, a body for 

assessing FDI impacts in the KSA is currently non-existent. It is therefore recommended that 

academic programs be created at the national and local levels. Other countries’ experiences, 

particularly those able to attract FDI (including foreign banks), are crucial. For example, 

several schemes for attracting FDI and improving the business environment have been 

initiated by the UK government. Thus, it is worth examining these and what can apply to the 

KSA. 

Although there are a number of challenges facing foreign banks in KSA, it is demonstrated 

that these institutions have the ability to overcome these obstacles and adjust their willingness 

to be successful in the KSA. Overall, it could be said that the answers to the research 

questions are not only significant for policymakers who need to understand the determinants 

of foreign banks’ entry decisions and their challenges in the Saudi market but can lead to 

appropriate policies developed by regulatory institutions to increase the rewards when banks 

open. 

7.3.3 Practical Contributions 

This research offers the Saudi government and SAMA a comprehensive understanding of 

foreign banks’ challenges in the KSA. Here, the crucial concern is that the business strategies 

should follow the corporate customers. This may reflect the fact that a more FDI-targeted 

policy will encourage more foreign banks to enter the market and enhance the Saudi 

economy. This has to work so that the government’s Vision 2030 statement is meaningful 

and able to attract more FDI inflows, including foreign banks, to achieve economic 

transformation away from oil.  
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Another critical practical implication concerns the relative importance of the Saudi market 

characteristics (location advantages). More specifically, this refers to the size of the Saudi 

banking market, Saudi economic and political stability, economic growth, and entry 

regulations. Based on these findings, the Saudi government and particularly SAMA may need 

to consider the importance of economic conditions when foreign banks decide to enter the 

country. For example, in order to attract more foreign banks, KSA has to raise the size of the 

market by encouraging wealth creation and thus boosting the growth of the economy. KSA 

could gain certain advantages by expanding the number of foreign banks, principally by 

improving banking services to customers, introducing new services and products, gaining 

market share through technology that is linked to the parent foreign banks, reducing non-

performing loans, and improving monitoring systems. In this way, the KSA can benefit from 

foreign banks because they can enhance efficiency and stability by eliminating barriers to 

investment such as information asymmetry. There are also other unknown costs; 

consequently, the reforming and streamlining of the financial system are essential. 

Most foreign banks that operate in the KSA are large corporations. Though foreign banks 

enter the country to follow their customers, they also want new customers, including Saudi 

citizens, Saudi companies, Saudi small businesses/sole traders, etc. Foreign banks would 

want to create and maintain strong relationships and trust with their customers. This is a 

significant and important step for them to undertake; otherwise, local banks will take away 

these customers from foreign banks.  

The results also highlighted the foreign banks’ expectations and considerations when entering 

the Saudi banking market. These expectations will assist foreign banks that are already 

operating in KSA and/or those that may be interested in doing so in the near future. This 

study could help the foreign banks that operate in the Saudi market to improve their business 

strategies as well as their procedures and policies. The findings could be used by other 

foreign banks to better understand and assess the Saudi environment as well as provide a set 

of guidelines on how to do business in this country. 

Entering new foreign markets can provide real opportunities for increasing the profits of 

foreign banks. The severity and standards of regulatory requirements differ from country to 

country, so these foreign banks should consistently improve their internal risk control 

procedures and policies to ensure that daily activities meet the host country’s regulatory 

standards. The current research highlighted new factors, including Saudi Islamic culture, the 
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Saudi currency is pegged to the US dollar, and other considerations about how banks are to 

plan when entering the Saudi economy. Thus, this study may help the foreign banks to 

improve their business strategies as well as their policies. Moreover, other host countries that 

are similar to KSA (such as the GCC nations, other developing and emerging markets) might 

also benefit from the outcomes of this thesis to enhance the attractiveness of their banking 

markets.  

Overall, the KSA has several factors that offer great potential to other foreign banks. This is 

not only evident due to the existence of the FDI but also due to increasing the entry of foreign 

banks. The current research delivers opportunities to create guidelines that demand more 

attention in some areas in terms of policy revision and review. With the aim of achieving 

continuous improvement of services and to expand the business of foreign banks in the KSA, 

ultimately, this value-add to the Vision 2030 economic blueprint.  

7.4 Limitation and Suggestions for Further Research 

In view of the current research findings and analysis, the investigator feels that the research 

questions have been fully answered and achieved the objectives. Nevertheless, numerous 

limitations have to be documented here in order to build upon future research directives.  

The chosen methods primarily impact the results of many research efforts and findings. A 

mixed method approach was employed by combining quantitative (questionnaires) and 

qualitative (semi-structured interviews) strategies to answer research questions. When 

analysing the questionnaire data, it has been used as a unique approach known as the DFA 

Approach. However, employing quantitative data and analysing the secondary data through 

an econometric model to examine the determinants of foreign banks’ entry into KSA may be 

preferred by some researchers, which may provide findings that are in line with most 

empirical results on determinants of foreign banks entering the KSA. However, calls have 

been made to conduct the mixed-method approach in international business, economics, and 

finance contexts (Kaczynski et al. 2014; Starr 2014; Gamero 2016; Cassell et al. 2018). 

Mulder & Westerhuis (2015) called applying the mixed method approach to find the 

determinants of banks’ expansion. They believed that using statistical analysis only could 

provide a limited understanding of the factors involved. Applying an econometric model is 

not feasible for foreign banks in the KSA because, in essence, they are branches, and their 

financial data cannot be obtained.  
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The qualitative research method used here involved conducting semi-structured interviews. 

However, the number of targeted samples is small. These were conducted with a higher 

number of interviewees (36). It is pioneering research in the KSA context for a particular 

topic that involves explaining the foreign banks’ entry. Therefore, it could be useful to 

employ another qualitative method such as a case study (specific bank/banks) to deliver more 

comprehensive data about foreign banks’ entry decision and their challenges in the Saudi 

banking market. However, time and resource constraints did not make this possible. 

As a case study research, the current thesis relatively has high internal validity, however, it 

has low external validity. Therefore, to increase external validity, similar studied need to be 

conducted in other countries. 

Furthermore, this study was limited to only 14 foreign banks operating in the KSA during the 

data collection phase, and only one of the targeted banks did not respond to the request for 

conducting the questionnaire and interviews. Nonetheless, the response rate for both 

quantitative and qualitative analyses was high. The results show that the KSA is an attractive 

investment location for foreign banks. Currently, there are 17 licenses for foreign banks, and 

this number is expected to increase in the near future. To understand this better, future 

researchers should conduct studies using larger samples. It would be easy to locate 

differences in how various foreign banks interpret this subject. 

Despite difficulties in obtaining access to CEOs, COOs, and senior managers of foreign 

banks in the KSA, key participants were actually interviewed, which improved the richness 

of information in terms of the qualitative analysis undertaken. The number of participants in 

future studies could be increased by including the regulators who work for SAMA as well as 

senior managers of Saudi local banks. Having their perspectives regarding the determinants 

of foreign banks’ entry decisions and their challenges in the Saudi market will be paramount.  

The personal biases of individual surveyed participants may be evident in this study. The 

respondents’ unwillingness to provide too much information or conceal certain things about 

foreign banks’ operations could reflect bias. They may do not have the worth wanting in their 

answers, which gave a limitation in their replies. This issue is applicable to studies greatly 

dependent upon the accuracy of real data from self-administered questionnaires. It is a 

limitation that must be overcome when designing research strategies in future studies. 
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The number of foreign banks in the Saudi market is higher than domestic banks (but not in 

terms of branch numbers). As mentioned earlier, it is expected that the number of foreign 

banks will rise in the near future. Hence, the movement of those banks into the Saudi banking 

market may impact local banks and put pressure on them. It is an interesting area of 

investigation in which progress can be made in opening up the Saudi banking market to 

increased foreign participation and seeing if local banks will venture overseas. 

The current study examined a wide range of determinants that may influence the foreign 

banks’ decision to operate in the KSA. The current research found that “following-the-

customers” and host market characteristics are key significant determinants that influence this 

step. Future analyses could examine whether these factors exist in other developing and 

emerging market economies and compare them to the Saudi experience. An analysis can be 

broadened to incorporate variations in the competitiveness of banking systems between host 

and home countries. 

A large number of foreign banks in the KSA originate from the other GCC countries; for 

instance, when examining the effect of KSA’s geographical proximity to other countries, the 

entry decision will be an exciting topic. Given that the decision to invest is not being 

interrupted by cultural distance or difference, the managerial implications of cultural distance 

could be the focus of future research. This can relate to the way foreign banks handle issues 

of cultural management. It would be interesting to examine how the KSA could emerge as an 

ideal place for investment from other countries in the Middle East that are seeking to create 

brand names, for instance, the way that Dubai is in itself a ‘brand’. This form of research 

should take into account other perspectives, including government policies, international 

agreements or trade alliances, and marketing research. 

This research focused only on one significant developing and emerging economy in the 

Middle East, KSA. It is a country long dominated by Islam since the early 7th century, and it 

has wielded a strong influence on how business is conducted. It would be beneficial for the 

current research to be strengthened by enlarging the sample to cover other Islamic countries, 

for example, those that are members of the GCC. The varying cultures of these Muslim 

countries can be investigated to assess the effect of divergent Islamic cultures on foreign 

banks’ entry decisions. KSA has its own unique culture that influences foreign banks’ 

operations. Another significant suggestion would be to research the determinants of foreign 

banks’ entry decisions into Islamic countries to generate a strong conclusion on why and how 
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foreign banks do business in these countries. A comparative study could also be done to 

compare the entry determinants of foreign banks into non-Islamic countries. What could be 

attempted here is a comparison between the KSA and another country (could be Islamic or 

non-Islamic). Such an analysis would lead to interesting conclusions and results.  

The banking industry is significant for host economic development due to its direct links with 

the major economic sectors. Foreign banks, as a part of the FDI processes, are able to loan 

capital to a variety of industries and provides a robust and long-term solution to the KSA 

economy’s dependence on revenues from oil. The current research does not claim to offer a 

definitive judgment about the significance of foreign banks, but to some extent, it would be 

considered as the first step in this direction. It would be interesting to investigate other 

aspects of foreign banks’ operations in the Saudi market, such as studying the influence of 

these banks on other sectors and the process of attracting foreign investment to KSA in 

particular. In addition to examining the foreign banks’ performance and efficiency in the 

Saudi market. It is also worth highlighting the impacts of foreign banks on the Saudi banking 

sector and its whole economy. 

This research can be considered the first to examine the foreign banks in the KSA and their 

challenges. It would be interesting to consider those foreign banks that have exited KSA and 

understand what caused them to leave the Saudi banking market. However, one limitation of 

this study is that it was conducted at a specific period of time and thus did not reflect 

changing or shifting dynamics. For this reason, it will be interesting to examine the foreign 

banks’ challenges that will appear in the next few years, given the Saudi government’s 

policies may change in response to what is happening in the international banking 

environment. Improvements in the government’s policies may minimise or remove the 

barriers that foreign banks experience in the Saudi banking market. Further research should 

be done on the challenges that foreign banks encounter in the KSA and how these compare to 

events in the more developed economies. Another aspect of future research is to compare and 

analyse the outcomes for the two different periods. 

More studies should highlight the interactions and relationships among foreign banks, the 

Saudi government, and Saudi local banks. Potential strategic alliances and cooperation 

between foreign and local banks deserve further scholarly attention, especially with reference 

to acquisitions and mergers and what the policies should be in an increasingly free-market 

regional economy. 
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It would be interesting to investigate to what extent foreign banks operating in another 

country can acquire  the market share or assets of local institutions. During the last year of 

writing this thesis, one foreign bank (GIB) has converted into a local Saudi bank. Particular 

instances like this would make interesting case studies. It was not possible to do this in the 

thesis due to time and resource limitations and given that foreign banks operating in the KSA 

like to keep their operations confidential and away from scrutiny. Nevertheless, the current 

research includes significant theoretical, political, and practical implications despite these 

limitations. 

7.5 Summary    

This research has examined in detail foreign banks in the KSA. It has addressed several 

determinants of their entry decisions. It also discussed a number of challenges in the Saudi 

banking market. This last chapter summarised the main results, offering significant insights 

and theoretical contributions to the literature and implications for policymakers, regulators, 

and market players. Finally, this chapter addressed several limitations that were encountered 

during the study. A number of recommendations as well as suggestions are made for further 

research on this topic. It can be suggested that developing the established environment and 

creating the appropriate and supportive investment climate will attract more foreign banks to 

KSA. Doing so will require implementing well thought out industry and legal reforms that 

give foreign banks the incentive to do business in the KSA in a big way. 
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Appendices 

Appendix 1 - Review of the Literature on the Determinants of Foreign Banks Entry. 

Authors\year Title Aims Method Variables and Data Results 

1- Belaounia 

et al. (2016) 

“The Determinants of 

Foreign Location and 

Market-Entry Mode 

By Multinational 

Banks: A 

Simultaneous 

Approach” 

The aim is to: 

explore the 

determinants of 

foreign banks 

expansion and of 

market entry mode  

The ‘Three-

Stage Least 

Squares 

Method” 

Sample includes 100 largest banks in the world (based on total 

assets). 

Explanatory Variables: 

- Regulation 

- Degree of restriction on banking activity 

- Development: the deposit-to-GDP ratio 

- Tax rate on banks in the host country 

- Country-risk 

- Bank’s Size  

- Degree of internationalization of the bank 

- Geographical distance 

- Language 

- The loan-to-deposit ratio 

- P: 898 “The parent bank’s choice of region does not lead to a 

specific market-entry mode, and vice versa. In addition, the 

stricter regulatory framework in Africa appears to be a significant 

factor in attracting foreign banks”. 

- P: 898 “Changes in the tax system appear to account for the 

shift from the Middle East and Latin America to Southeast Asia, 

while an increased country-risk appears to account for the shift 

from Southeast Asia to Eastern Europe, the Middle East and 

Africa”. 

- P:898 “Regarding the characteristics of the parent bank, large 

banks are more likely to establish themselves overseas through 

branches while those with the greatest experience 

internationalization are more likely to have no preference 

between subsidiaries and branches”. 

- P:898 “A common official language tends to favour entry in 

Africa and to favour the subsidiary as the foreign-market-entry 

mode. Finally, the size of the bank and its experience of 

internationalization are not significant determinants of location 

choice”. 

2- Chou and 

Shen (2014) 

 

 

 

 

 

 

 

 

“Foreign bank 

expansion and the 

follow-the-customer 

hypothesis” 

The aim is to: 

investigate foreign 

banks’ overseas 

expansion (1996 – 

2008). 

Poisson 

Regression 

Dependent variable: the number of foreign bank offices up by 

multinational banks in host countries. 

Independent variables:  

Corporate customers  

- The bilateral trade (between home and host countries) 

- Export from home country.  

- Import from the host country. 

Non-corporate customers 

- The labourers migrate from home to the host country. 

Control variables 

- Economic sizes of home and host countries 

Distance 

- Geographic distance 

- Cultural distance 

- Governance distance 

- Development difference (difference of GDP per capita between the 

home and host countries). 

- Regulation 

- Financial centre (whether the host country being a financial 

centre). 

- Technology development indicators 

- P: 95 “Foreign banks follow both corporate and on-corporate 

customers and set up foreign offices in their respective host 

countries”. 

- P:95 ““The “follow-the-customer” hypothesis holds for both 

types of customers when the income of home countries is not 

distinguished. However, banks do not follow the corporate 

customers if they come from developed countries but follow the 

non-corporate customers regardless of the development of home 

countries”. 

3- Ekman et al. 

(2014) 

“Tit for tat and big 

steps: The case of 

Swedish banks’ 

The aim is to: “is to 

determine if ‘Tit for 

tat’-behaviour seen 

 It is based on archival data  - P: 1149 “The banks’ behaviour follows ‘Tit for tat’-behaviour 

but that the internationalisation has accelerated after the 

deregulation, hence being carried out with ‘big steps’ rather than 
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internationalization 

1961–2010” 

in earlier studies of 

Swedish banks still 

prevail after the 

deregulation”. 

Another objective is 

“to examine how the 

financial crisis has 

affected the banks 

with reference to the 

banks’ 

internationalisation 

patterns” 

small steps”.  

- P: 1149 “The mimetic behaviour is complemented by other 

types of internationalization behaviours”.  

- P: 1149 “The differences in bank internationalization also mean 

that the effect of a financial crisis varies depending on how the 

banks have internationalized”. 

4- Buch et al. 

(2014) 

“Should I stay, or 

should I go? Bank 

productivity and 

internationalization 

Decisions” 

The aim is to: assess 

whether differences 

in bank productivity 

determine 

international 

activities of banks. 

Static Model Country-level variables including:  

- Concentration, Capital regulation, Developing country, Distance, 

Economic freedom, financial centre, GDP per capita, GDP-growth 

correlations, Institutional quality, Offshore destination, Volatility. 

Bank-level variables including Banking groups, borrowed funds, 

Capitalization Core, Cost-to-income ratio, Equity, Fixed assets, 

Lending, Loan-loss provisions, Non-performing loans, Productivity, 

Reserves, Return on equity (ROE), Size, Total assets. 

Exclusion restrictions: WTO free trade, Capital Account Openess, 

CA equity, CA money. 

- P: 265 “more productive banks are more likely to enter foreign 

markets in increasingly complex modes”. 

- P: 265 “more productive banks also hold larger volumes of 

foreign assets”. 

- P: 265 “higher risk aversion renders entry less likely, but it 

increases the volume of foreign activities conditional upon entry”. 

5- Fotopoulos et 

al. (2011) 

“The determinants of 

the foreign banks’ 

expansion in South 

Eastern Europe, Do 

Greek banks still 

follow their customers 

abroad or not?”   

The aim is to:  

Explore the factors 

influencing Greek 

banks to enter South 

Eastern Europe 

(SEE) (from 2000 to 

2007). 

- It also examines the 

validity of the 

“follow the 

customer” 

hypothesis. Based on 

the Eclectic 

Paradigm. 

Model based on 

Eclectic 

Paradigm. 

 

Dependent variables: Greek Banks Assets. 

Independent variables: 

- Size of the home Greek banking sector: 

- Greek banks’ intangible assets. 

- Banks’ international experience 

- The Greek non-Bank FDIs  

Country specific conditions  

- The growth of host country (Real GDP per capita and real GDP).  

Host financial market conditions: 

- Profit opportunities 

- Depth of the financial market 

- Political and economic Risk 

- P:15 “Host country conditions, opportunities in the host 

financial markets and risk conditions are proved to be significant 

determinants”. 

- P:15 “Although follow the customer hypothesis does exist, the 

utilization of location advantages can better explain Greek banks’ 

expansion”. 

- P:15 “Banks’ expansion in the case of Greece, can be best 

described by the advantages provided by the Eclectic Theory”. 

6- Claessens and 

Horen (2014b) 

“Location Decisions 

of Foreign Banks and 

Competitor 

Remoteness” 

The aim is to:  

investigate the 

determinant that 

influencing foreign 

banks’ entry into 

international 

markets.  

 

Gravity Models Dependent variable: 

- “Log of (1 plus) the number of foreign banks present to account 

for the skewed distribution in foreign bank presence”. 

- Foreign banks’ assets, 

Main variables: 

- Bilateral distance 

- Geographical distance 

- Competitor remoteness 

Institutional distance: 

- Regulatory quality  

The legal systems 

- Differences in the quality scope, and access of credit information. 

- P:163 “Absolute distance between the host and home country 

and the remoteness of the host country are both driving factors 

behind foreign banks’ location decisions”.  

- P:163 “ Geographical distance, competitor remoteness, distance 

and competitor remoteness in language were found to be 

important drivers”. 

- P:163 “It found both distance and competitor remoteness to 

matter especially for banks from non-OECD countries, for 

investments in non-OECD countries, when the scale of outward 
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- Culture (language) 

Control variables 

- The general size of countries (home and host country dollar GDP) 

- The volume of bilateral trade 

- The general development of the home and host countries (GDP per 

capita) 

and inward banking FDI is relatively small, and when foreign 

banks hold the majority of assets in a host country”. 

7- Fotopoulos et 

el, (2013) 

“The Determinants of 

Foreign Bank 

Expansion: Eclectic 

vs. Internalization 

Theory in South-

eastern Europe” 

The aim is to 

investigate the entry 

determinants of 

Greek banks into 

South Eastern 

Europe (SEE).  

OLI Paradigm Apply the eclectic Paradigm to the internationalisation.so there 

are 3 factors: Ownership, Location, and Internalization. 

Dependent variable:  
Greek Banks Assets. 

Independent variables: 

Variables capturing ownership advantages: 

-Banks’ Size 

Host economic conditions 

-Host economies Growth 

-Market conditions (domestic population) 

-Opportunities 

Specific banking sector’s characteristics:  

-Differentials of the interest rate spreads. 

-Depth of financial sector 

-Governance conditions 

Internalization advantages:  

-bilateral trade volume  

-Follow the customer. 

- P:1 “By controlling for ownership advantages, the results 

indicate that the location advantages have a stronger effect than 

the internalization factors”. 

- P:15 “Regarding location advantages, favourable host market 

and financial conditions and growth prospects were proved to be 

significant factors in addition to the reform of the host banking 

systems”. 

- P:1 “ follow the customer hypothesis it claims that Greek banks 

did not follow their home-clients to SEE but rather, they have 

expanded by utilizing location advantages of the region”. 

- P:1 “It concludes that Greek banks’ expansion is best explained 

within the context of the eclectic approach”. 

- P:15 “Controlling for ownership advantages, our findings 

indicate Greek mother banks’ tangible and intangible assets have 

positively influenced Greek banks’ expansion while intangible 

assets did so at a relatively higher magnitude”. 

- P:15 “improvements in governance conditions in SEE 

encouraged Greek banks’ expansion in the region while 

similarities in governance between Greece and the recipient 

economies exhibited even greater significance. The results 

indicated that governance conditions’ convergence intensified 

Greek banks’ expansion”. 

8- Mariscal et al. 

(2012) 

“Internationalization 

of multinational 

banks: a study of 

foreign direct 

investment in seven 

Latin American 

countries” 

The aim is to 
investigate the 

factors  influencing 

the entry decision of 

multinational banks 

by Employing 

eclectic theory 

Least Square is 

(linear 

regression 

model). 

Dependent variable:  

The banking FDI  

 

Independent variables: 

- Foreign assets in the host country  

- Economic integration (between home and host country) 

- Bilateral trade  

- Loan  

- the size of the banking market  

- Market opportunities  

- GDP per capita in the host country  

- Inflation (inflation rate in the host country) 

- Net interest margins 

- Roa  

- The differential of capital cost (capital cost) 

- Exchange rate  

- Regulation barriers  

- Cultural proximity (language) 

 

 

- P:1194 “The results highlight an increase in foreign assets, 

removal of banking restriction, banking concentration, and capital 

cost differential in the local banking system as determinants of 

specific location advantages for attracting banking FDI”.  

- P:1194 “Other factors such as cultural proximity and crisis also 

have a significant impact on banking FD”. 
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9- Luiz and 

Charalambous 

(2009) 

“Factors influencing 

foreign direct 

investment of South 

African financial 

services firms in Sub-

Saharan Africa” 

The aim is to: 
explore the key 

factors that South 

African financial 

services firms 

consider entering 

Sub-Saharan African 

(SSA) markets. 

Semi-structured 

interview 

survey process 

Independent variables: 

- Country Governance and Political Risk 

- Economic Environment/Macro-economic Performance. 

- Exchange rate  

- Trade Incentives. 

- Infrastructure considerations. 

- Labour considerations. 

- Host market Size  

- Demand conditions. 

- Geographic distance. 

- Economic Agglomeration. 

- Cultural (language). 

- P: 305 “It found that financial services firms are most strongly 

influenced by the political and economic stability of the country 

in question, profitability and long-term sustainability of its 

specific markets. The degree of available infrastructure”. 

- P:305 “in terms of Information and Communication Technology 

as well as the existence of credible financial systems was also 

viewed as highly important considerations before investing in 

SSA. Given the uncertainty and ambiguity of most SSA markets 

many South”. 

- P: 305 “The nature of the financial services firm also seems to 

influence the entry method and once in a new country most firms 

seem to prefer a full-service presence”. 

- P: 305 “The key motives cited for expansion northward were to 

broaden revenue bases and improve profit margins as well as to 

stay close to local customers”. 

11- Van Horen, 

(2007) 

“Foreign banks entry 

in developing 

countries: origin 

matters” 

The aim is to: 

examining the 

similarities and 

differences between 

developing and high-

income country 

foreign banks. 

Tobit 

Regression 

Mode 

Dependent Variable: 

1- “Ratio of the sum of assets of foreign owned banks to total bank 

assets in host country”  

2- “Ratio of number of foreign banks owned by each source country 

to total number of banks in the host country” 

Main explanatory variables: 

- Distance  

- Trade 

- Legal origin 

-  GDP  

- Institutional quality   

- Entry barriers  

explanatory variables: 

-Colonial links 

- Common Border 

- GDP per capita  

-  Financial depth  

- P:81 “The importance of developing country foreign banks is 

much larger in low-income countries (both in number of banks 

and in terms of assets) and this type of foreign banking is strongly 

regionally concentrated”.  

- P:81 “Although foreign bank entry by both developing country 

as well as high-income country banks seems to be driven by 

economic integration, common language and proximity, banks 

from developing countries are more likely to invest in small 

developing countries with weak institutions where high-income 

country banks are reluctant to go”. 

- P: 81 “This result seems to suggest that developing country 

banks have a competitive advantage dealing with countries with a 

weak institutional climate”. 

- P:81 “Developing country foreign banks have a higher interest 

margin and are less profitable than foreign banks from high-

income countries”. 

12- Bumin 

(2007) 

“The determinants of 

foreign banks entry to 

the Turkish banking 

sector. Banks and 

Bank Systems” 

The aim of this 

research is to: 

investigate the 

determinants of the 

growing foreign 

banks  share  in the 

Turkish banking 

market (from 2003 to 

2006). 

Multiple 

Regression 

Dependent variables:  

“The percentage share of total assets of foreign banks in the total 

assets of the Turkish” 

Independent variables: 

(Economic integration): Serve the customers in abroad 

- Export and import between Turkey and foreign banks home 

countries 

- Non-banking foreign direct investments (following the customer)  

-(Profit possibilities): profit opportunities in the banking sector 

- Return on asset (ROA) 

- Loan volume  

(Macroeconomic indicators) Financial depth of the economy 

- Ratio of the banking assets to the gross national product (GNP). 

- Size of Banking sector 

- The total banking assets to the GNP (FDP) and the growth rate 

(GRW)  

- P:84 “The profit opportunities in the Turkish banking sector is 

the main factor of increasing the share of foreign banks”.  

- P:84 “The potential growth of the Turkish economy expected 

high demand for the banking services and higher profit ratios of 

the banking sector attract foreign banks to invest in the Turkish 

banking sector”. 
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13- Focarelli and 

 Pozzolo (2005) 

“Where Do Banks 

Expand Abroad? An 

Empirical Analysis” 

The aim is to: 

investigate the 

determinants of the 

patterns of banks’ 

foreign investment 

using a unique 

database of 260 large 

banks from OECD 

countries. Consistent 

with 

Multinomial 

logit 

It Followed Focarelli and Pozzolo (2001),  

 

Dependent Variable 

It is equals 1 if the bank has a branch. 

It is equal 2 if the bank has a foreign subsidiary. And zero 

otherwise. 

 

Main explanatory variables: 

- GDP per capita 

- Size of the credit market 

- Rule of law. 

 

Explanatory variables: 

- Distance 

- Trade  

- Return on assets. 

- Size of the bank 

- Bank’s share of non-interest income. 

- P:2 “It found that high integration between the home and 

destination countries affects the location choice.” 

- P2: “Profit opportunities appear to be a key factor affecting the 

pattern of banks’ international expansion. The importance of 

lower per capita GDP, lower inflation, and larger credit market 

assigns a prominent role to the expected growth of the destination 

country”. 

- P:2 “Institutional characteristics and measures of potential profit 

opportunities in the destination countries are more important than 

economic integration; they affect differently the decision between 

opening a branch and acquiring a subsidiary”.  

- P:2 “Profit opportunities are a key factor especially affecting 

subsidiaries, so are lower regulatory restrictions”. 

- P:17 “Profit opportunities and institutional aspects affect 

subsidiaries more than branches”. 

- P: 18 “Financial centres attract branches but not subsidiaries”. 

- P:18 “Integration is significant but less than other explicative 

variables”. 

14- Cerutti et al. 

(2005) 

“How Banks Go 

Abroad: Branches or 

Subsidiaries?” 

The aim is to: 

 examines the 

elements impacting 

international banks’ 

organizational form 

 Heckman 

Probit (based on 

the Eclectic 

Theory) 

Dependent Variable: 

Branches & subsidiaries of top 100 bank. 

 

Main explanatory variables: 

- Corporate tax 

- Regulatory burden 

- Economic risk 

- Political risks 

 

Explanatory variables: 

- Host country market size 

- GDP per capita 

-  Size of the bank 

- P: 1669 “Banks are more likely to operate as branches in 

countries that have higher taxes and lower regulatory restrictions 

on bank entry and on foreign branches”.  

- P:1669 “Subsidiary operations are preferred by banks seeking to 

penetrate host markets by establishing large retail operations”. 

- P: 1669 “Finally, economic and political risks have opposite 

effects, suggesting that legal differences in parent banks’ 

responsibilities associated with branches and subsidiaries are 

important determinants of banks’ organizational form”. 

15-  Wezel, 

(2004) 

 

“Foreign Bank Entry 

into Emerging 

Economies: An 

Empirical Assessment 

of the Determinants 

and Risks Predicated 

on German FDI Data” 

The aim is to: 

explores the elements 

crucial in the 

locational decisions 

of multinational 

German banks in 

selected emerging 

markets of central 

and eastern Europe, 

Latin America and 

Asia  

Pooled OLS Main explanatory variables: 

“Follow the Client” Motive 

- FDI outflows of the non-financial sector relative to host country 

GDP. 

- Total trade (sum of exports and imports)  

Market Characteristics 

 Host Country Income 

- GDP per capita  

International Financial Centres 

- Market capitalization  

Banking Margin / Competition 

- The real interest rate 

Openness of the Foreign Banking Market 

- Economic Freedom 

Risk Factors 

Country/Political Risk 

- Economic risk 

- P:3 “Results indicate that FDI by non-banks exerted a strong 

pull effect on banking FDI flows, as did highly developed 

financial markets and a low country risk. No particularly 

meaningful effects are found in the sample for per capita GDP or 

trade linkages”. 

- P:26 “The importance of integration variables for Germany is 

confirmed. Early warning signals are also found to play an 

important role on the FDI directions”. 

- P:26 “This study fails to find a statistically robust impact of 

bilateral trade linkages on banks’ locational choice”. 
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- Political risk  

Likelihood of Banking Crises 

- M2/ RES. 

“M2 is money and quasi money (sum of currency outside banks, 

demand deposits other than those of the central government, and the 

time, savings, and foreign currency deposits of resident sectors other 

than the central government)” 

 

- “RES denotes gross international reserves (holdings of monetary 

gold, special drawing rights, reserves of IMF members held by the 

IMF, and holdings of foreign exchange under the control of 

monetary authorities” 

Exchange Rate Volatility 

- The real bilateral exchange rate  

16- Mihaescu 

and Voinea, 

(2006)  

“The determinants of 

foreign banking 

activity in South East 

Europe: do FDI, 

bilateral trade and EU 

policies matter?” 

The aim is to: 

discover explanatory 

variables for foreign 

banks activity in SEE 

and CEE 

Feasible 

Generalised 

Least Square. 

Dependent Variable 

Foreign claims of parent bank reporting to the BIS vs host country. 

 

Main explanatory variables: 

- Trade 

- Real interest rate differential 

- Banking Reform Index  

 

Explanatory variables: 

- Real FDI 

- Distance 

- Corruption in the host county 

- GDP  
 

- P:1 “It found that bilateral trade and the interest rate differential 

are significant and bear the expected sign, which means that 

foreign banks follow the customer and exploit profit 

opportunities”. 

- P:1 “Foreign direct investment (FDI) was found to be weakly 

significant and only with a two-year lag, which means that 

banking activity is generated by non-financial FDI only after that 

FDI matures”. 

- P:1 “Banking sector reform, a proxy for EU policies imposed to 

Eastern European countries, also appears significant. Lack of 

corruption is important”.  

- P:1 “distance does not matter”.  

- P:1 “an increase in foreign banks’ activity in a recipient country 

is correlated with an increase in the Human Development Index”. 

17- Buch and 

Lipponer, (2004) 

“FDI versus Cross-

border financial 

services the 

globalization of the 

German banks” 

The aim is to: 

Study FDI-versus-

exports decision for 

banks. 

 

Tobit model Main explanatory variables: 

- Claims and liabilities to total claims and liabilities  

- Bank assets  

- Operational income to total asset  

- Euromoney index of risk  

- Economic Freedom  

- Capital Controls  

- Transparency  

- Supervision  

Explanatory variables: 

- Distance 

- Trade 

- GDP  

- Inflation  

- P:1 “Find that country- and bank-specific variables capturing 

size have a major impact on banks’ foreign activities”.  

- P:1 “The results are consistent with the hypothesis that the 

realisation of economies of scale and the provision of trade-

related finance shape globalisation patterns”. 

- P:1 “Greater cultural and geographical distance, by contrast, 

potentially limit the international expansion of banks”. 

- P:1 “results also suggest that FDI and cross-border services are 

complements rather than substitutes”. 

18- Moshirian, 

(2001) 

“International 

investment in financial 

services” 

The aim is to: 

Analysing and 

modelling the 

Signiant components 

of international trade 

in financial services, 

Generalized 

Method of 

Moments 

Dependent variables: FDI in the banking sector of the host 

country. 

Independent variables: 

- Banks’ foreign assets 

- FDI in non-finance industries 

- Bilateral trade (the sum of exports and imports) 

- P:316 “The bilateral trade, banks' foreign assets, the cost of 

capital, relative economic growth, exchange rates and FDI in non-

finance industries are the major determinants of foreign 

investment in banking”. 

- P:316 “The empirical results of this study of FDI in banking 

indicate that banks' foreign assets contribute to the expansion of 
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namely, foreign 

direct investment in 

banking for the US, 

the UK and German. 

- The size of the foreign banking market 

- Cost of capital differential  

- Relative economic growth 

- Ratio of the growth in GDP  

- The exchange rates 

 

FDI in banking by both banks and non-bank investors”.  

- P:332 “The empirical results also show a close link between 

FDI in banking and FDI in non-bank sector as well as between bi-

lateral trade”.  

- P:332 “The empirical results support the theoretical argument 

that those countries with better cost of capital structures, which 

have stronger financial positions when competing with the host 

countries’ banks”. 

- P: 332 “It has shown that if the economic growth in the US, the 

UK and Germany increases faster than that of their host countries, 

investors of these three countries tend to invest more in their own 

countries rather than in the banking sector of the foreign 

countries”.  

- P: 332 “The exchange rate appears to be one of the decisive 

factors in expanding FDI in banking”. 

19- Buch and 

DeLong (2004) 

“Cross-border bank 

mergers: What lures 

the rare animal?” 

The aim is to: 

analyse the 

determinants of 

international bank 

mergers 

Tobit model Dependent Variable 

- The number of M&A’s between home and host country 

Main explanatory variables: 

- Index of supervision  

- Index of regulation  

- Index of openness  

- Degree of supervision  

- Deposit insurance  

Explanatory variables: 

-GDP  

-GDP per capita  

-Distance (law and language) 

- P: 2069 “Results suggest that information costs significantly 

impede cross-border bank mergers”.  

- P: 2069 “Regulations also influence cross-border bank merger 

activity”. 

- P:2099 “information costs have large effects on the number of 

bank mergers than our regulatory variables”. 

- P:2099 “the relative profitability of banking systems has little 

explanatory power for merger activity. result suggests that 

differences in profitability are not large enough to outweigh 

factors such as distance, common language, and a common legal 

system”. 

20-Hryckiewicz 

and Hryckiewicz,  

(2008) 

“The Economic 

Determinants and 

Engagement Modes of 

Foreign Banks in 

Central Europe” 

The aim is to: 

explore the economic 

determinants of entry 

into four local 

banking markets in 

Central Europe 

including Poland, 

Hungary, Czech 

Republic, and 

Slovakia (1994-

2004) 

 

Probit 

Regression and 

Bivariate Probit 

Model. 

Dependent Variable 

Equal 1 or 0 

Independent variables: 

- Tax rate (Corporate tax rate) 

- Exchange rate 

- Growth rates 

- Income per capita 

- Inflation 

- Country Risk 

- Liquid Liabilities 

- Bank deposits 

- Market capitalization 

- Banking freedom 

- Foreign Direct 

- Investment  

- Overheads 

- Net interest margin 

- Trade (volume of export and import) 

- Distance (geographical) 

- P: 5 “The most important factors determining foreign bank entry 

are:  

- P: 5 “Large potential of the Central European banking markets 

and low degree of their financial sophistication”. 

- P: 5  “The size of the economic growth rates differentials 

between host and home markets”. 

- P: 5 “The distance between the host country and the foreign 

bank headquarter”. 

- P: 5  “ Most foreign banks entries occurred in the period of poor 

creditor rights protection”. 

- P: 5  “The economic determinants had an impact on the decision 

of the organization form of the foreign banks entering the Central 

European banking markets”.  
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21- Mutinelli and 

Piscitello (2001) 

“Foreign direct 

investment in the 

banking sector: the 

case of Italian banks 

in the ’90s” 

 

The aim is to 

explore the growth 

determinants of 

multinational banks 

upon foreign markets 

(with reference to the 

Italian case 1989– 

1999) 

 Negative 

Binomial 

Regression 

models (based 

on the eclectic 

paradigm). 

 

Dependent variables: 

-“The total number of the bank i’s foreign branches in country”  

- “The total number of the bank i’s representative offices in 

country”  

Independent variables: 

- Ownership advantages  

- International experience 

Internalisation advantages 

- FDI  

-TRADE ( sum of exports and imports of goods) 

Location advantages 

- Wealth (GDP and GDP per capita)  

- Size of the local market. measured (country population) 

Characteristics of the local banking 

- Size of the banking market (the total deposits) 

- The development of banking system  

- Banking efficiency (the difference between bank lending and 

borrowing rate) 

- The exchange rates  

Presence of an international financial centre. 

- Financial centre  

- Risk 

- P:661 “The availability of resources and international 

experience already gathered by the parent banks have positive 

effects on their decision to undertake direct investments abroad”. 

- P: 661 “Pre-existing bank–client relationships and t locate their 

foreign units where they can exploit positive externalities related 

to the presence of important international financial centres”. 

- P: 679 “This study provides further support to the belief that the 

undertaking of foreign activities by banks can be usefully 

explained by the eclectic paradigm”. 

22- Magri et al. 

(2005) 

“The entry and the 

activity level of 

foreign banks in Italy: 

An analysis of the 

determinants” 

The aim is to: 

Investigate the 

foreign banks’ entry 

decisions and activity 

(in Italy 1983 - 1998) 

Tobit model 

 

Dependent variable: 

- “The number of foreign banks by country of origin as a share of 

the total number of banks operating in Italy”. 

Independent variables: 

Follower relationship hypothesis 

- Trade (the sum of exports to and imports) 

- FDI in Italy from the country of origin  

Profit opportunities 

- Difference in the interest rate spread  

Geographical and Cultural distance 

- Geographical 

- Country risk  

- P:1309 “The lowering of regulatory barriers has facilitated the 

development of activities of foreign banks in Italy”.  

- P:1309 “The country-risk differential between Italy and the 

country of origin has a positive impact only in the entry equation 

and may be linked mainly to a supervisory restraint on entrance 

from high-risk countries”. 

- P:1309 “Profitability of banking activity in Italy strongly 

influences both entry decisions and activity levels”. 

23-Ahmad 

(2013) 

“Foreign multinational 

banking in Malaysia: 

trends, motives and 

challenges” 

The aim is to: 

investigate the 

motivation factors 

that impact 

multinational banks 

to enter Malaysia 

Questionnaires 

& Interviews. 

-Following the international customers (trade and investment)  

-Supporting client base  

-Looking for new opportunities  

-Supporting trade finance  

-Malaysia’s banking deregulation  

-Malaysia’s growth potential in the region  

-To tap regional market  

-Increase market shares in developing economies  

-Maturity of a bank’s home market  

-Technological and managerial know how  

- Following the customers, profitability, trade financing,  and 

diversifying the risk are among important factors for foreign  

banks entry into the Malaysia. 
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-Malaysia’s political stability  

-Diversification of earning  

-Geographical proximity  

-Malaysia’s excellent banking infrastructure  

-Product diversification  

-Following the competitors  

-Cultural links  

-Local market seeking  

-Large market size  

-High profitability  

-International risk diversification  

-Strong home market competition 
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Appendix 2:   

Invitation Letter to the Participants (Interview) 

 

Dear Participants   

I am Najla Alomar, a PhD candidate, Faculty of Business, Government & Law, University of 

Canberra, Australia. I am conducting an independent study on foreign banks in the kingdom 

of Saudi Arabia (KSA) as a part of PhD research titled: “Determinants of Foreign Banks’ 

Entry into a Developing Market: the case of the Kingdom of Saudi Arabia”. The aim of 

this doctoral study is to investigate the determinants of foreign bank entry and the challenges 

faced by these banks in the Saudi banking market. This project has been approved by the 

University of Canberra of Canberra’s Human Research Ethics Committee ( Project ID 2078).  

As a part of my research study, I am collecting the data by interviewing key knowledgeable 

officials. The interview will take around 45 minutes. Participation in this research study is 

totally voluntary, and you are able to withdraw from the interview at any time. Please note 

that all data will be kept confidential.  

Kindly note that your contribution will be a significant help to my project and findings can 

provide a better understanding of foreign banks in the Saudi banking market.    

It is a requirement of the University of Canberra to sign informed consent for the completion 

of the study. 

If you are willing to participate, kindly suggest a day and time that suits you. If you have any 

other questions, please do not hesitate to ask me.   

Thanks for considering my request. Looking forward to hearing from you. 

 

Kinds regards, 

Najla Ibrahim Alomar 

PhD candidate, Faculty of Business, Government & Law, University of Canberra. Australia.     

Mobile (AU) : +61-422794600. 

Mobile (KSA): +966-547114466. 

Email:  najla.alomar@canberra.edu.au 
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Appendix 3:   

Invitation Letter to the Participants (Questionnaire) 

 

Dear Participants   

I am Najla Alomar, a PhD candidate, Faculty of Business, Government & Law, University of 

Canberra, Australia. I am conducting an independent study on foreign banks in the kingdom 

of Saudi Arabia (KSA) as a part of PhD research titled: “Determinants of Foreign Banks’ 

Entry into a Developing Market: the case of the Kingdom of Saudi Arabia”. The aim of 

this doctoral study is to investigate the determinants of foreign bank entry and the challenges 

faced by these banks in the Saudi banking market. This project has been approved by the 

University of Canberra of Canberra’s Human Research Ethics Committee (Project ID 2078). 

I am conducting a questionnaire survey as part of my research study. I will be grateful if you 

could kindly spend some time fill in the attached questionaries. The questionnaire takes 

around 10 minutes to complete. Participation in this research study is totally voluntary. Please 

note that all data will be kept confidential.  

Kindly note that your contribution will be a significant help to my project and findings can 

provide a better understanding of foreign banks in the Saudi banking market. 

It is a requirement of the University of Canberra to sign informed consent for the completion 

of the study. 

Thank you for considering my request. Looking forward to hearing from you. 

 

Kinds regards, 

Najla Ibrahim Alomar 

PhD candidate, Faculty of Business, Government & Law, University of Canberra. Australia.     

Mobile (AU) : +61-422794600. 

Mobile (KSA): +966-547114466. 

Email:  najla.alomar@canberra.edu.au 
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Appendix 4: 

Participant Information Form 

Project Title 

Determinants of Foreign Banks’ Entry into a Developing Market: the case 

of the Kingdom of Saudi Arabia 

Researcher 

    Najla Ibrahim Alomar 

    Faculty of Business, Government & Law 

    najla.alomar@canberra.edu.au 

    najla.alomar@yahoo.com 

 

Supervisors  

 

    Professor Milind Sathye                                               Dr Suneeta Sathye                                              
    +61 262015489                                                                        +61 262012991 
     Milind.Sathye@canberra.edu.au                                                  Suneeta.Sathye@canberra.edu.au                                                         

                                                 

Project Aims 

The aims of this research are to investigate the determinants of foreign bank entry including the 

relative importance of the determinants, and the challenges faced by these banks in the kingdom of 

Saudi Arabia (KSA).  

Benefits of the Project 

This research could help develop our understanding of the entry determinants of foreign banks in 

developing and emerging markets. It is envisaged to provide several practical and policy 

recommendations. 

General Outline of the Project 

The project will use the kingdom of Saudi Arabia (KSA) as a context to understand the entry 

determinants of foreign bank entry in developing and emerging markets. The study intended to 

understand the determinants of foreign banks’ entry in the KSA, in addition, to identify the relative 

importance of entry determinants. Also, it will explore the challenges faced by foreign banks in the 

KSA. This study will use a mixed-methods approach (questionnaire and interviews) to achieve the 

above aims. The respondents will be drawn from the Chief Executive Officers (CEOs), Chief 

Operation Officers (COOs), Senior Country Officers (SCOs), and other senior managers from each 

foreign bank branch in the KSA. 

Participant Involvement 

Participants have to complete a questionnaire and asked to participate in an interview. Participation in 

the research is completely voluntary and participants may, without any penalty, decline to take part or 

withdraw at any time without explaining or refuse to answer a question.  

mailto:najla.alomar@canberra.edu.au
mailto:najla.alomar@yahoo.com
mailto:Milind.Sathye@canberra.edu.au
mailto:Suneeta.Sathye@canberra.edu.au
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Confidentiality 

Only the researcher/s will have access to the individual information provided by participants. Privacy 

and confidentiality will be assured at all times. The research outcomes may be presented at 

conferences and written up for publication. However, in all these publications, the privacy and 

confidentiality of individuals will be protected. 

Anonymity 

All reports and publications of the research will contain no information that can identify any 

individual and all information will be kept in the strictest confidence. 

Data Storage 

The information collected will be stored securely on a password protected computer throughout the 

project and then stored at the University of Canberra for the required five-year period after which it 

will be destroyed according to university protocols.  

Ethics Committee Clearance 

The project has been approved by the Human Research Ethics Committee of the University of 

Canberra (HREC – 2078).  

Queries and Concerns 

Queries or concerns regarding the research can be directed to the researcher and/or supervisor. Their 

contact details are at the top of this form. You can also contact the University of Canberra’s Research 

Ethics & Integrity Unit. You can either contact Mr. Hendryk Flaegel via phone 02 6201 5220, Ms. 

Maryanne Simpson via phone 02 6206 3916 or email humanethicscommittee@canberra.edu.au. 

 

If you would like some guidance on the questions you could ask about your participation please refer 

to the Participants’ Guide located at http://www.canberra.edu.au/ucresearch/attachments/pdf/a-

m/Agreeing-to-participate-in-research.pdf  

mailto:humanethicscommittee@canberra.edu.au
http://www.canberra.edu.au/ucresearch/attachments/pdf/a-m/Agreeing-to-participate-in-research.pdf
http://www.canberra.edu.au/ucresearch/attachments/pdf/a-m/Agreeing-to-participate-in-research.pdf
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Consent Form  

Project Title 

Determinants of Foreign Banks’ Entry into a Developing Market: the case 

of the Kingdom of Saudi Arabia  

Dear Respondent, 

This questionnaire is about foreign banks' entry decisions and challenges they faced in the 

kingdom of Saudi Arabia (KSA). It aims to investigate the determinants (factors) that 

motivated your bank to operate in the KSA. This questionnaire will include questions 

regarding the banks’ challenges and barriers in operation in the KSA. It will help if you could 

kindly answer all the following questions as accurately as possible by ticking the box that 

represents your choice and reflects your opinion. Please note: - participation in this research 

study is totally voluntary. In addition, all the information that you will provide will be held in 

strict confidence and it will be only used for research purposes. 

Consent Statement 

I have read and understood the information about the research. I am not aware of any 

condition that would prevent my participation, and I agree to participate in this project. I have 

had the opportunity to ask questions about my participation in the research. All questions I 

have asked to have been answered to my satisfaction. 

Please indicate whether you agree to participate in each of the following parts of the research 

(please indicate which parts you agree to by putting a cross in the relevant box):   

 Complete a questionnaire.  

 Participate in an interview with the researcher. If yes,    Audio recorded.  

 

Name ………………………………………….. 

Signature ……………………………………… 

Date …………………………………………… 

 

A summary of the research report can be forwarded to you when published. If you would like 

to receive a copy of the report, please include your mailing (or email) address below. 

Name………………………………………. 

Address…………………………………….. 
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Appendix 5:  

 

Questionnaire and Consent Form 
 

Project Title 

Determinants of Foreign Banks’ Entry into a Developing Market: the case 

of the Kingdom of Saudi Arabia 

Dear Respondent, 

This questionnaire is about foreign banks’ entry decisions and challenges they faced in the 

kingdom of Saudi Arabia (KSA). It aims to investigate the determinants (factors) that 

motivated your bank to operate in the KSA. This questionnaire will include questions 

regarding the banks’ challenges and barriers in operation in the KSA. It will help if you could 

kindly answer all the following questions as accurately as possible by ticking the box that 

represents your choice and reflects your opinion. Please note: - participation in this research 

study is totally voluntary. In addition, all the information that you will provide will be held in 

strict confidence and it will be only used for research purposes. 

Consent Statement 

I have read and understood the information about the research. I am not aware of any 

condition that would prevent my participation, and I agree to participate in this project. I have 

had the opportunity to ask questions about my participation in the research. All questions I 

have asked to have been answered to my satisfaction. 

Please indicate whether you agree to participate in each of the following parts of the research 

(please indicate which parts you agree to by putting a cross in the relevant box):   

 Complete a questionnaire.  

 Participate in an interview with the researcher.  

Name ………………………………………….. 

Signature ……………………………………… 

Date …………………………………………… 

 

A summary of the research report can be forwarded to you when published. If you would like 

to receive a copy of the report, please include your mailing (or email) address below. 

Name ………………………………………. 

Address …………………………………….. 
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Section1: Determinants of foreign banks to entry into Saudi banking 

market: 

 
Using a scale of 1= Not important to 5= Extremely important, based on your opinion, to 

which extent do you agree that the following determinants (factors) motivated your bank to 

enter into the Saudi banking market. 

 

 

 
1 2 3 4 5 

No. Factors Not 

important 

Less 

important 
Important 

Very 

important 

Extremely 

important 

1 Your bank entered KSA to service your 

corporate customers 
O O O O O 

2 Your bank entered KSA to service your 

non-corporate customers (workers and 

investors) 

O O O O O 

3 Your bank expanded to get a new 

customer base 
O O O O O 

4 Your bank entered KSA to follow the 

competitors 
O O O O O 

5 The economic growth in the KSA (such 

as growth rate of GDP and GDP per 

capita) 

O O O O O 

6 The profit opportunities: differences in 

interest rate, between KSA and home 

country 

O O O O O 

7 The profit opportunities: differences Tax 

rate between KSA and home country 
O O O O O 

8 The size of the Saudi banking market 

 
O O O O O 

9 High demand for banking products and 

services from Saudi population 
O O O O O 

10 Saudi Economy stability 

 
O O O O O 

11 Saudi Political stability 

 
O O O O O 

12 The pegged of Saudi Arabian Riyal to 

US Dollars  
O O O O O 

13 
Entry regulations O O O O O 

14 The regulation allowing other non-

banking activities   
O O O O O 

15 To exploit the bank’s size 

 
O O O O O 

16 To exploit the bank’s experience 

 
O O O O O 

17 To exploit the bank’s reputation 

 
O O O O O 

18 Geographical links 

 
O O O O O 

19 Language similarity 

 
O O O O O 

20 Providing Islamic banking products in 

the Saudi market 
O O O O O 

21 Prior experience of providing Islamic O O O O O 



363 

 

 

Section 2: Challenges: - 
 

Using a scale of 1= Strongly disagree to 5= Strongly agree, based on your opinion, kindly 

rate the following factors regarding the challenges and barriers that faced your bank in the 

Saudi banking market. 
 

 1 2 3 4 5 

No. Factors Strongly 

disagree 
Disagree Uncertain Agree 

Strongly 

agree 

1 KSA environment  

 
O O O O O 

2 Regulations and government policies in 

KSA 
O O O O O 

3 Political uncertainty in KSA 

 
O O O O O 

4 Economic development in KSA 

 
O O O O O 

5 Oil price changes 
O O O O O 

6 Exchange rate changes 
O O O O O 

7 The high level of competitions  
O O O O O 

8 Cultural differences (Islamic culture) 

 
O O O O O 

9 Language differences 

 
O O O O O 

10 Level of technology in KSA  

 
O O O O O 

11 Shortage of skilled persons 

 
O O O O O 

12 Governance issues within banks 

 
O O O O O 

Please list other challenges that you think that your bank faced in KSA? 

 

 

 

 

 

 

 

products outside the Saudi market 

22 The similarity of the legal system 

(Sharia law) 

 
O O O O O 

23 Applying of Islamic principles (e.g. 

Zakat) 
O O O O O 

Please list any other factors, which in your opinion, were important in motivating your bank to enter into KSA? 
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Section 3: Demographic information: - 

 
Could you please provide the following information? 

 
• The name of the bank ……………………………………………………. 

• The year of establishment ………………………………………………... 

• The year of getting a license to operate in KSA……………………..…… 

• The year of operated in KSA…………………………………………….. 

• The number of branches in KSA………..……………………………..…. 

• The number of employees in KSA…………………………………..…… 

• The number of ATMs in KSA……….. …………………………………. 

• The number of Point of Sale machines (POSs) in KSA………….…...…. 

 

 

 

Any extra notes: -  

……………………………………………………………………………………………………………

……………………………………………………………………………………………………………

……………………………………………………………………………………………………………

…………………… …………….……………………………………………………………………….. 

 

 

 

End of the Questionnaire. 

 

 

Thank for your cooperation in this study. 
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Appendix 6:  

 
Interview Guide and Consent Form 

 

Project Title 

Determinants of Foreign Banks’ Entry into a Developing Market: the case 

of the Kingdom of Saudi Arabia 

 

Dear Respondent, 

This interview guide is about foreign banks' entry decisions and challenges they faced in the 

kingdom of Saudi Arabia (KSA). It aims to investigate the determinants (factors) that 

motivated your bank to operate in the KSA. This interview will include questions regarding 

the banks’ challenges and barriers in operation in the KSA. Please note: - participation in this 

research study is totally voluntary. In addition, all the information that you will provide will 

be held in strict confidence and it will be only used for research purposes. 

Consent Statement 

I have read and understood the information about the research. I am not aware of any 

condition that would prevent my participation, and I agree to participate in this project. I have 

had the opportunity to ask questions about my participation in the research. All questions I 

have asked to have been answered to my satisfaction. 

Please indicate whether you agree to participate in each of the following parts of the research 

(please indicate which parts you agree to by putting a cross in the relevant box):   

 Complete a questionnaire.  

 Participate in an interview with the researcher.  

 

Name ………………………………………….. 

Signature ……………………………………… 

Date …………………………………………… 

 

A summary of the research report can be forwarded to you when published. If you would like 

to receive a copy of the report, please include your mailing (or email) address below. 

Name ………………………………………. 

Address …………………………………….. 
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Section 1: General Information: - 
 

1.1 Bank’s name ………………………………………………………………………… 

1.2 Participant’s Position………………………………………………………………… 

1.3 Participant’s Experience in Saudi banking market (Years)……………………….… 

1.4 Gender ……………………………………………………………………….……… 

 

Section 2: Factors affecting the decision of banks to enter Saudi banking 

market: -  
 

 

2.1 Could you please tell me about determinants (factors), in your opinion, that were 

important in motivating your bank to enter the Saudi banking market? 

 

…………………………………………………………………………………………………

…………………………………………………………………………………………………

…………………………………………………………………………………………………

…………………………………………………………………………………………………

…………………………………………………………………………………………………

…………………………………………………………………………………………………

……………………………………………………………………………… 

 

2.2 Did any of the following influence your bank to enter Saudi banking market: 

1- Follow the customers.  

2- Follow the competitors. 

3- Economic factors such as GDP, Interest rate, Tax rate. 

4- Regulatory. 

5- Economy and political risks.  

6- Institutional factors such as bank’s experience, bank’s size. 

7- Culture. 

 

2.2.1 Could you please elaborate on your choice above 

 

…………………………………………………………………………………………………

…………………………………………………………………………………………………

…………………………………………………………………………………………………

…………………………………………………………………………………………………

…………………………………………………………………………………………………

…………………………………………………………………………………………………

………………………………………………………………………………………………… 

 

 

2.3 To what extent did the Islamic banking culture impact your decision to enter the Saudi 

banking market? 
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…………………………………………………………………………………………………

…………………………………………………………………………………………………

…………………………………………………………………………………………………

…………………………………………………………………………………………………

…………………………………………………………………………………………………

………………………………………………………………………………………………… 

 

 

2.4 Does your bank provide Islamic banking products and services in the Saudi banking 

market? If so which? 

 

□ Yes 

□ No  

 

2.4.1 If yes, then which? 

 

…………………………………………………………………………………………………

…………………………………………………………………………………………………

…………………………………………………………………………………………………

……………… 

 

2.5 Does your bank provide Islamic banking products and services in any markets other than 

KSA? If so which? 

 

□ Yes 

□ No  

 

2.4.1 If yes, then which? 

 

…………………………………………………………………………………………………

…………………………………………………………………………………………………

………………………………………………………………………………………………… 

 

2.6 The contracts  and other official transactions in the KSA are necessary in the Arabic 

language. Does this impact your decision to enter the Saudi banking market? How? Why? 

 

…………………………………………………………………………………………………

…………………………………………………………………………………………………

…………………………………………………………………………………………………

…………………………………………………………………………………………………

………………………………………………………………………………………………… 

 

2.7 The Saudi legal system is governed by sharia law. Does this impact your decision to enter 

the Saudi banking market? How? why? 

 

…………………………………………………………………………………………………

…………………………………………………………………………………………………

…………………………………………………………………………………………………

…………………………………………………………………………………………………

………………………………………………………………………………………………… 
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2.8 What effect has the pegging of the Saudi Riyal to the US dollar had on your bank’s 

decision to enter the Saudi banking market? 

…………………………………………………………………………………………………

…………………………………………………………………………………………………

…………………………………………………………………………………………………

…………………………………………………………………………………………………

………………………………………………………………………………………………… 

 

Section 3: Challenges: - 

 
3.1 What are the challenges your bank faced prior to enter Saudi banking market? 

…………………………………………………………………………………………………

…………………………………………………………………………………………………

…………………………………………………………………………………………………

…………………………………………………………………………………………………

………………………………………………………………………………………………… 

 

3.2 What are the challenges your bank faced upon entering the Saudi banking market? 

…………………………………………………………………………………………………

…………………………………………………………………………………………………

…………………………………………………………………………………………………

…………………………………………………………………………………………………

………………………………………………………………………………………………… 

 

3.3 Why do you think your bank faced these challenges?  

 

…………………………………………………………………………………………………

…………………………………………………………………………………………………

…………………………………………………………………………………………………

…………………………………………………………………………………………………

………………………………………………………………………………………………… 

 

 

 

3.4 Did socio-cultural factors influence the challenges faced upon entry into the Saudi 

banking market? 

…………………………………………………………………………………………………

…………………………………………………………………………………………………

…………………………………………………………………………………………………

…………………………………………………………………………………………………

………………………………………………………………………………………………… 

 

 

3.5 What cultural differences did your bank face upon entry into the Saudi banking market? 

 

…………………………………………………………………………………………………

…………………………………………………………………………………………………
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…………………………………………………………………………………………………

…………………………………………………………………………………………………

………………………………………………………………………………………………… 

 

3.6 Did the Islamic banking culture affect your operation in the Saudi banking market? How? 

Why? 

 

…………………………………………………………………………………………………

…………………………………………………………………………………………………

…………………………………………………………………………………………………

…………………………………………………………………………………………………

………………………………………………………………………………………………… 

 

 

3.7 How did the legal environment factors influence the challenges your bank faced upon 

entry into the Saudi banking market?  

…………………………………………………………………………………………………

…………………………………………………………………………………………………

…………………………………………………………………………………………………

…………………………………………………………………………………………………

………………………………………………………………………………………………… 

 

3.8 How did the economic factors influence the challenges your bank faced upon entry into 

the Saudi banking market?  

 

…………………………………………………………………………………………………

…………………………………………………………………………………………………

…………………………………………………………………………………………………

…………………………………………………………………………………………………

………………………………………………………………………………………………… 

 

 

3.9 How did the political factors influence the challenges your bank faced upon entry into the 

Saudi banking market?  

…………………………………………………………………………………………………

…………………………………………………………………………………………………

…………………………………………………………………………………………………

…………………………………………………………………………………………………

………………………………………………………………………………………………… 

 

 

3.10 How did the technological factor influence the challenges faced upon entry into the 

Saudi banking market?   

…………………………………………………………………………………………………

…………………………………………………………………………………………………

…………………………………………………………………………………………………

…………………………………………………………………………………………………

………………………………………………………………………………………………… 
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3.11 Do you think that these challenges affected the performance of your bank?  

 

…………………………………………………………………………………………………

…………………………………………………………………………………………………

…………………………………………………………………………………………………

…………………………………………………………………………………………………

………………………………………………………………………………………………… 

 

3.11.1 If yes, then How? 

…………………………………………………………………………………………………

…………………………………………………………………………………………………

…………………………………………………………………………………………………

…………………………………………………………………………………………………

………………………………………………………………………………………………… 

 

 

3.12 How did your bank overcome the above challenges? 

 

…………………………………………………………………………………………………

…………………………………………………………………………………………………

…………………………………………………………………………………………………

…………………………………………………………………………………………………

………………………………………………………………………………………………… 

 

 

3.13 What changes would you recommend to the KSA’s foreign banks policy to attract 

foreign banks in the country’s banking market? 

 

…………………………………………………………………………………………………

…………………………………………………………………………………………………

…………………………………………………………………………………………………

…………………………………………………………………………………………………

………………………………………………………………………………………………… 

 

 

3.14 If you were to provide advice to a bank considering entering the Saudi banking market, 

what advice would you give? 

 

…………………………………………………………………………………………………

…………………………………………………………………………………………………

…………………………………………………………………………………………………

…………………………………………………………………………………………………

………………………………………………………………………………………………… 
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3.15 Is there anything you would like to add? 

 

…………………………………………………………………………………………………

…………………………………………………………………………………………………

…………………………………………………………………………………………………

…………………………………………………………………………………………………

………………………………………………………………………………………………… 

 

 

 

 

 

 

 

 

 

Many thanks for your time. 

 

Thank for your cooperation in this study. 
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Appendix 7:  Charts Illustrate the Frequency Distribution Responses 

  

Chart 5.1: Frequency Distribution of the “Follow-the-Customer” Hypothesis. 

 

 

 

 

Chart 5.2: Frequency Distribution of Saudi Market Characteristics. 
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Chart 5.3: Frequency Distribution of Parent Banks’ Characteristics. 

 

 

 

 

Chart 5.4: Frequency Distribution of Distance. 
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Chart 5.5: Frequency Distribution of Islamic Culture. 

 

 

 

Chart 5.6: Frequency Distribution of Foreign Banks’ Challenges. 
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Chart 5.7: Ranking of the Determinants of Foreign Banks Entry into KSA. 
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Appendix 8: Additional Information on DFA Approach Results 

Table 5.3.1: DFAA Results for “Follow-the-Customer” Hypothesis. 
Observed Response Frequency 

Determinates Corporate 

Customers 

Non-Corporate 

Customers 

New Customer Base Competitors 

Not Important 0 9 0 11 

Less Important 1 14 2 22 

Important 8 22 18 25 

Very Important 25 16 29 10 

Extremely Important 37 10 22 3 

"Solver" Parameters 

μ 0.6193 -0.1860 0.3608 -0.4547 

σ2 0.2349 0.5595 0.2106 0.3669 

Expected Frequency 

Not Important 0.02 8.40 0.06 10.96 

Less Important 0.70 15.31 2.02 22.10 

Important 9.10 22.07 17.72 24.91 

Very Important 24.04 14.61 29.34 10.04 

Extremely Important 37.15 10.61 21.86 2.99 

χ2 Contributions 

Not Important 0.0173 0.0429 0.0640 0.0002 

Less Important 0.1315 0.1119 0.0001 0.0004 

Important 0.1319 0.0002 0.0046 0.0003 

Very Important 0.0383 0.1323 0.0040 0.0001 

Extremely Important 0.0006 0.0349 0.0009 0.0000 

Standardised Parameters 

μ 0.78 -0.23 0.45 -0.57 

SD 0.37 0.88 0.33 0.58 

t-value 10.77 -2.10 6.62 -6.33 

p-value 0.000 0.039 0.000 0.000 

Significance + - + - 

H0 (α=5%) Rejected Not Rejected^ Rejected Not Rejected* 

Interpretation Very Important Less Important Very Important Less Important 

*Negative coefficient (sample mean negative). 
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Table 5.4.1: DFAA Results for Saudi Market Characteristics. 

Observed Response Frequency 

Determinates 
The economic 

growth 
Interest rate Tax rate Banking market size High demand Economy stability Political stability Pegged SAR to USD Entry regulations 

Allowing Non-

banking activities 

Not Important 0 4 7 0 5 0 0 1 0 9 

Less Important 2 13 22 0 11 0 0 6 6 23 

Important 17 26 23 16 11 10 16 27 26 25 

Very Important 28 16 13 16 20 24 20 22 25 9 

Extremely Important 24 12 6 39 24 37 35 15 14 5 

"Solver" Parameters 

μ  0.3904 -0.0536 -0.3127 0.6201 0.2354 0.6087 0.5492 0.1449 0.1614 -0.3995 

σ2  0.2251 0.4231 0.3996 0.4060 0.7640 0.2205 0.3159 0.2892 0.2414 0.3882 

Expected Frequency 

Not Important 0.07 4.18 8.17 0.28 4.79 0.01 0.14 0.84 0.43 9.98 

Less Important 2.01 13.07 18.76 2.45 9.26 0.61 2.00 7.16 5.74 20.66 

Important 16.70 24.53 25.53 11.72 16.82 9.00 12.62 24.70 25.33 25.08 

Very Important 28.35 17.81 13.12 19.76 15.85 24.82 22.85 23.86 25.95 11.31 

Extremely Important 23.87 11.42 5.43 36.79 24.28 36.56 33.39 14.44 13.56 3.97 

χ2 Contributions 

Not Important 0.0733 0.0076 0.1676 0.2820 0.0092 0.0123 0.1397 0.0295 0.4301 0.0953 

Less Important 0.0000 0.0003 0.5602 2.4484 0.3284 0.6094 1.9973 0.1882 0.0121 0.2644 

Important 0.0054 0.0881 0.2503 1.5658 2.0128 0.1118 0.9068 0.2137 0.0178 0.0003 

Very Important 0.0044 0.1830 0.0011 0.7163 1.0863 0.0269 0.3560 0.1446 0.0346 0.4718 

Extremely Important 0.0007 0.0296 0.0608 0.1327 0.0033 0.0052 0.0773 0.0220 0.0144 0.2659 

Standardised Parameters 

μ 0.49 -0.07 -0.39 0.78 0.30 0.77 0.69 0.18 0.20 -0.50 

SD 0.36 0.67 0.63 0.64 1.21 0.35 0.50 0.46 0.38 0.61 

t-value 6.93 -0.69 -4.17 8.20 2.27 10.92 8.23 2.27 2.77 -5.40 

p-value 0.000* 0.489 0.000 0.000 0.026 0.000 0.000 0.026 0.007 0.000 

Significance + Not Significance - + + + + + + - 

H0 (α=5%) Rejected Accepted Rejected* Rejected Rejected Rejected Rejected Rejected Rejected Rejected* 

Interpretation Very Important Important Less Important Very Important Very Important Very Important Very Important Very Important Very Important Less Important 

*Negative coefficient (sample mean negative). 
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Table 5.5.1: DFAA Results for Parent Bank’s Characteristics. 

Observed Response Frequency 

Determinates Bank’s size Bank’s experience Bank’s reputation 

Not Important 3 2 2 

Less Important 13 10 1 

Important 29 26 21 

Very Important 18 21 24 

Extremely Important 8 12 23 

"Solver" Parameters 

μ -0.0932 0.0403 0.3012 

σ2 0.3145 0.3319 0.3961 

                                                Expected Frequency 
 

Not Important 2.88 1.91 1.04 

Less Important 13.47 10.24 6.03 

Important 28.32 25.88 19.18 

Very Important 18.43 20.94 21.85 

Extremely Important 7.90 12.04 22.90 

χ2 Contributions 

Not Important 0.0050 0.0047 0.8939 

Less Important 0.0163 0.0056 4.1978 

Important 0.0162 0.0006 0.1734 

Very Important 0.0101 0.0002 0.2107 

Extremely Important 0.0014 0.0001 0.0004 

Standardised Parameters 

μ  -0.12 0.05 0.38 

SD 0.50 0.52 0.63 

t-value -1.40 0.59 4.03 

p-value 0.166 0.557 0.000 

Significance Not Significance Not Significance + 

H0 (α=5%) Accepted Accepted Rejected 

Interpretation Important Important Very Important 
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Table 5.6.1: DFAA Results for Distance. 

Observed Response Frequency 

Determinates Geographical links Language similarity 

Not Important 5 21 

Less Important 10 17 

Important 11 12 

Very Important 24 13 

Extremely Important 21 8 

"Solver" Parameters 

μ 0.1979 -0.5309 

σ2 0.6356 0.9426 

Expected Frequency 

Not Important 3.96 20.51 

Less Important 9.42 15.69 

Important 18.37 16.30 

Very Important 17.18 9.71 

Extremely Important 22.08 8.80 

χ2 Contributions 

Not Important 0.2759 0.0116 

Less Important 0.0363 0.1102 

Important 2.9565 1.1323 

Very Important 2.7044 1.1158 

Extremely Important 0.0525 0.0723 

Standardised Parameters 

μ 0.25 -0.67 

SD 1.01 1.49 

t-value 2.09 -4.61 

p-value 0.040 0.000 

Significance + - 

H0 (α=5%) Rejected Rejected* 

Interpretation Very Important Less Important 

*Negative coefficient (sample mean negative). 
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Table 5.7.1: DFAA Results for Islamic Culture 

*Negative coefficient (sample mean negative). 

Observed Response Frequency 

Determinates 

Providing Islamic 

banking products in 

KSA 

Prior experience of 

providing Islamic 

products 

Legal system 

similarity 

Applying of Islamic 

principles 

Not Important 18 18 23 14 

Less Important 10 10 9 8 

Important 9 9 6 2 

Very Important 18 18 23 14 

Extremely Important 10 10 9 8 

"Solver" Parameters 

μ -0.4475 -0.4473 -0.5206 -0.7835 

σ2 0.7961 0.8049 0.6690 0.5719 

Expected Frequency 

Not Important 17.20 17.28 17.78 24.98 

Less Important 16.41 16.34 18.19 20.65 

Important 18.02 17.93 18.91 16.60 

Very Important 10.69 10.68 9.94 6.32 

Extremely Important 8.68 8.77 6.18 2.45 

χ2 Contributions 

Not Important 0.0023 0.0045 0.0837 0.0000 

Less Important 0.0210 0.0269 0.9663 0.0879 

Important 0.0000 0.0003 0.8855 0.4061 

Very Important 0.0448 0.0434 0.0886 0.4467 

Extremely Important 0.0120 0.0059 0.0053 0.0841 

Standardised Parameters 

μ -0.56 -0.56 -0.65 -0.99 

SD 1.26 1.27 1.06 0.90 

t-value -4.23 -4.20 -5.36 -8.73 

p-value 0.000 0.000 0.000 0.000 

Significance - - - - 

H0 (α=5%) Rejected* Rejected* Rejected* Rejected* 

Interpretation Less Important Less Important Less Important Less Important 
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Table 5.11.1: DFAA Challenges Faced by Foreign Banks in the Saudi Banking Market. 

Observed Response Frequency 

Determinates 
KSA 

environment 

Regulations and 

policies 

Political 

uncertainty 

Economic 

development 
Oil price Exchange rate 

level of 

competitions 

Cultural 

differences 

Language 

differences 

Level of 

technology 

Shortage of 

skilled persons 
Governance issues 

within banks 

Not Important 2 0 15 7 5 10 6 15 23 9 13 9 

Less Important 24 16 24 19 8 34 14 30 32 18 24 22 

Important 17 11 19 16 19 18 18 17 8 9 15 20 

Very Important 22 24 7 19 30 8 16 8 7 13 15 17 

Extremely Important 6 20 6 10 9 1 17 1 1 22 4 3 

"Solver" Parameters 

μ 0.1280 0.4956 -0.2279 0.1329 0.2972 -0.2916 0.3194 -0.3657 -0.5717 0.3371 -0.1781 -0.0751 

σ2 0.3554 0.5683 0.6288 0.6036 0.4486 0.2985 0.7404 0.3793 0.4685 1.3154 0.5671 0.4281 

Expected Frequency 

Not Important 3.31 2.47 14.76 6.94 2.86 10.20 5.89 14.56 23.42 10.34 12.64 7.90 

Less Important 20.28 11.95 24.20 19.14 15.70 33.53 15.45 31.50 29.14 13.92 24.64 25.20 

Important 20.72 14.41 14.55 16.05 17.74 17.84 14.06 15.43 11.53 10.73 15.56 18.39 

Very Important 21.02 23.25 12.79 18.80 23.39 8.68 19.53 8.43 6.03 15.29 13.58 15.55 

Extremely Important 5.68 18.92 4.70 10.08 11.30 0.76 16.07 1.09 0.88 20.72 4.57 3.97 

χ2 Contributions 

Not Important 0.5156 2.4651 0.0038 0.0006 1.5989 0.0038 0.0022 0.0135 0.0075 0.1746 0.0102 0.1517 

Less Important 0.6817 1.3705 0.0017 0.0010 3.7797 0.0066 0.1359 0.0713 0.2803 1.1975 0.0168 0.4054 

Important 0.6664 0.8065 1.3612 0.0002 0.0890 0.0015 1.1012 0.1602 1.0816 0.2777 0.0201 0.1416 

Very Important 0.0461 0.0243 2.6183 0.0022 1.8689 0.0530 0.6376 0.0219 0.1566 0.3427 0.1480 0.1361 

Extremely Important 0.0178 0.0611 0.3612 0.0006 0.4691 0.0760 0.0537 0.0071 0.0170 0.0786 0.0722 0.2356 

Standardised Parameters 

μ 0.16 0.61 -0.28 0.16 0.36 -0.36 0.39 -0.45 -0.70 0.41 -0.22 -0.09 

SD 0.53 0.85 0.94 0.90 0.67 0.45 1.11 0.57 0.70 1.97 0.85 0.64 

t-value 1.81 5.54 -2.42 1.44 3.74 -4.50 3.13 -5.00 -7.04 2.48 -1.99 -0.97 

p-value 0.074 0.000 0.018 0.154 0.001 0.000 0.002 0.000 0.000 0.015 0.050 0.336 

Significance Not significant + - Not significant + - + - - + Not significant Not significant 

Interpretation Uncertain Agree Disagree Uncertain Agree Disagree Agree Less Important Less Important Agree Uncertain Uncertain 

Rank 5th 1st 8th 5th 4th 9th 3rd 10th 11th 2nd 7th 6th 

The End. 


