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Abstract

This study aimed to investigate the opinions of local bankers of Jordan toward the foreign banks entry. Generally, foreign banks presence was a topic of Stiglitz (1993), Peek and Rosengren (2000), in pointing out an associated potential costs such as: weakening of domestic banks from increased competition, and adverse foreign stocks to domestic markets from repercussion on foreign banks. Morgan and Strahan (2004), indicated a positive association between foreign presence and economic volatility. However, Sabi (1996), Chantapong (2003), used regression analysis to investigate the performance of domestic and foreign banks in terms of their profitability, operating costs, quality of credit and commitment. They reported a positive role for these banks over the local banks. This paper adapted a new look in conducting an opinion survey, investigating the local bankers of the negative and positive point of views toward the entries of foreign banks. The investigated areas included local banks efficiency reform, and local banks practices. In the efficiency reform area, respondents agreed about the positive role of foreign banks in enhancing the whole elements of banking issues. They agreed upon some negative role or pull effect on the areas of local banks market share and high qualified local staff. Additionally, respondents agreed about no propability of weaking the  local banks practices toward enhancing profitability, elements of creditability, lending growth, and total asset growth. The mean, standard deviation, and t-test were used in the analysis and test hypothesis.
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Introduction

The market structure of the banking industry has recently undergone significant changes. In particular, the ongoing and, often, extensive entry of foreign banks has been the source of a far reaching transformation. This development is expected to be a significant catalyst for changes in domestic banking industry, and to bring further deregulations. In addition since Jordan is seeking to attract foreign investment in order to enhance its economic development, reforming its legislations, jointing WTO, conducting significant financial market liberalization and elimination of entry barriers, therefore, foreign banks entry became an essential topic.

Today, foreign banks already have a high percent of equity capital control over a good share of the banking market. Jordan for an example, has already five foreign banks that operate for 10 years. Growing foreign ownership in the banking sector raises an interesting question about the role played by them. Surely, its effect is not merely to increase the number of market players, but because of their own characteristics that domestic banks do not possess.

The problem of this study is due to the questionable foreign banks entry pull effect. Their entry is expected to effect the structure – conduct performance followed by changes in concentration, total deposits, assets, loans, and number of banks. Precisely, foreign banks entry is expected to have a significant consequences on domestic banks performance and efficiency.

As Okuda and Rungsomboon (2004), Clasessens et al (2001), Berger and Hannan (1998), agreed about the positive impact on operational cost, profitability and rate spreads, they pointed out about local banks giving part of their sheltered "quiet life" and about exerting a greater additional efforts. Such external pressures exposed by foreign banks is expected to have different opinions of local bankers. This study aimed to identify and determine such type of opinions.         
Aims and objectives

Since Jordan represent a fast-growing country with respect to banking industry, more foreign banks have entered or intend to enter and compete for its market share. At Jordan, foreign banks entry is very easy, while in other countries they are permitted to settle down by the form of joint venture.

The main objectives of this report are to provide the following  insight views:

1-To identify the opinions local bankers have on foreign banks entry.

2- To investigate where the negative and positive opinions are located. 

Hypothesis:

The banking industry at Jordan has its own features. As a relatively small domestic banks or family banks, they may not able to compete with foreign banks, they don't have enough experience about how to work directly in a competitive international environment .

Therefore, they expected to have a mixed type of opinions toward the foreign banks entry. This study will investigate, the following hypothesis: 

Hypothesis 1
Local bankers have a positive opinions toward efficiency reform caused by foreign banks entry.

Hypothesis 2

Local bankers have a positive opinion toward performance improvement caused by foreign banks entry.  

Research Methodology

Most Jordan commercial banks were represented in the research sample. A self - administrated of 19 questions has been distributed to120 branch manager, representing a number of 17 local Jordan banks at the city of Amman, a total of 100 questionnaires have been collected. However, the sample branches were selected randomly. The first 13 question were specified toward efficiency, and the anther set of 6 questions were specified to measure local bankers opinions toward performance, (table1 and 4) . Respondents were asked to indicate their opinions on a scale of five choices (strongly disagree, disagree, neutral agree, and strongly agree). Means, standard deviations, and t-test will be used in the analysis. The average of 3 or above on the scale of five will be accepted, and the lower will be rejected.  

Literature Review

Various researchers have conducted many studies regarding the effects of foreign

bank entry on banking industry in developing countries. Lensink and Ermes( 2004), indicated that foreign banks entry effects depend upon how well developed the host countries' economic and banking sectors are. Rajan and Zingales, (1998) suggested that the overall economic success of a country has a positive function on the development of its financial sector, and of its banking system in particular, and that countries with well-developed financial institutions tend to experience more rapid rates of real Gross Domestic Product per capita growth. Goldberg et al (2000), The World Bank (2001), Deinzer(1999), Weller and Scher (1999), have disclosed the existence of a positive correlation between foreign ownership of banks and stability of the banking system .

According to the World Bank (2001) an increased presence of foreign banks will reduce the profit of domestic banks, improve operational efficiency, and introduce new financial services. Unite and Sullivan (2003) found an evidence that foreign banks effect on Philippines banks in narrowing interest rate spread, minimizing operating expenses, and increasing risks. Denizer (1999), Uiboupin (2004), Unite and Sullivan (2003) pointed out that foreign banks induced efficiency, increased competition , modernizing operations, and causing a more aggressive lending policy. They also indicated that foreign banks typically have stronger and less volatile lending growth than their domestic counterparts, and with a diversity of ownership contributes to greater credit stability during times of turmoil and weak financial system. Pasiouras (2007) used the three billars of Basel II that promote the adoption of strict capital adequacy standards, the development of power supervisory agencies, and the creation of market disciplinary mechanism. The study found that foreign banks entry has a significant impact only on the creation of market disciplinary mechanism. In general, it has been suggested that foreign banks can provide a more stable source of credit because the branches and subsidiaries of large international banks can draw on their parents for additional funding. Large international banks are likely to have a better access to global financial markets and therefore can improve the overall stability of the host country's banking system.

Clark et al (2004), clearly defined the main expected benefits and drawbacks from the entry of foreign banks by focusing on the credibility elements and competion. The elements of credibility include the followings :

• Introduction of new banking technology and financial innovations.

• Achievement economies of scale and scope, due to its knowledge and experience of other financial activities: insurance, brokerage and portfolio management services.

• Development of financial markets due to their ability in deepen the inter-bank market and attract business from customers that would otherwise have gone to foreign banks in other countries.

• Improvement the financial system's infrastructure including banking practice, accounting, transparency, financial regulation, supervision and supervisory skills.

• Attracting foreign direct investments by increasing the amount of funding available to domestic projects due to facilitating capital inflows, diversifying the capital and funding basis.

* In the area of competition, the previous study indicated an improvement of the competitive environment. 

Uiboupin (2004) indicated that the main arguments against

foreign bank entry are as the followings:

• Fear of foreign control allocation of credit.
• Since banking as an infant and special industry, they promoted more protection policies adapted by the government.

• Foreign banks may have specific objectives, such as interested only in promoting exports from the home country or in supporting projects undertaken by their home country firms.

• They encourage regulatory differences where supervisors of the host country lose regulatory control lead to unsound banking in the host country.

Calescent et al (2000) investigated in their survey, the relationship between foreign bank entry and the performance of the domestic banking sector in 80 countries. They used panel estimations with 7,900 bank observations for 1988-1995. their conclusion indicated that foreign banks tend to have higher profits than domestic banks in the developing countries, while in developed countries foreign banks are less profitable than domestic banks.

Their results also indicated that higher foreign bank presence is associated by lower profitability.

Hermes and Lensink (2002) study indicated that at a lower level of economic development , foreign bank entry is associated with higher costs for domestic banks, the result which was not witnessed  at development countries .

Analysis and discussion

Statistical analysis were run on 100 completed questionnaires. Although 120 instruments were distributed, 20 questionnaires were not answered by respondents. With regard to their sex, 60% were males and the remaining 40 % were females. From them, 75% hold a bachelor’s degree, and 25% hold a master degree. All the 100 respondents are branch managers work for different 17 local bancks. The questionaires have been distributed semi equally between the selected sample.  

Hypothesis 1

Local banker's opinion is positive toward efficiency reform caused by foreign banks entry. It was not possible to accept the null hypothesis, H0: the average mean of local bankers opinion ( ≤3). The high computed t of 8.64 is a statistical indication of a lower than 5% level of significant one tailed, table 2

Table 1: local bankers openions toward efficiency reform.

	No
	Question
	Mean
	S.Deviation

	1.
	Induce a stronger supervision
	3.1270
	0.7693


	2
	Induce a better disclosure
	3.2540
	0.8573

	3
	Improve financial regulation
	3.8254
	0.9040

	4
	Encourage consolidation of banking system
	3.7778
	0.8284

	5
	Transfer of good banking practice
	3.5714
	0.7943

	6
	Transfer of know how
	3.7619
	1.0540

	7
	Improve the competitive environment
	4.3968
	0.6582

	8
	Introduce new products and services
	4.4603
	0.6651

	9
	Introduce other financial activities
	3.4127
	0.7927

	10
	Attract a foreign investment
	3.6825
	0.7762

	11
	Provide a more stable source of credit
	3.5238
	0.9096

	12
	Enhance the overall stability
	3.6825
	0.7553

	13
	Lower banking crises
	3.7619
	0.7739

	Average
	3.711
	.81


Table 1 indicates that the respondents means range from ( 3.127- 4.460)

Regarding all the impacts of foreign bank entry . The respondents demonstrate a positive opinion toward all components of efficiency reform. The most important impact of foreign banks entry is introducing new products and services , while improving the competitive environment is the second , Improving financial regulation is the third, encouraging consolidation of banking system is the forth, and transfering of know how is the fifth. Inducing a stronger supervision is the last one. Therefore, rejecting the first null hypothesis means that foreign banks entry improve overall stability of the host country’s banking system. Local barkers see themselves adapting a better banking reform and techniques due to the entry of foreign banks. 

             Table 2:Hypothesis one t -test

	Mean.
	Computed t
	T tabulated
	Sig t

	3.711
	8.64628
	1.9784
	Zero


Hypothesis 2

At a significant level of 5%, local bankers have a negative opinion toward  over all performance caused elements by foreign banks entry. It was not possible to accept the claim of a null hypothesis, Ho: The average mean of local bankers opinion (≤3). Therefore, foreign banks entry has a negative opinions toward performance improvement.

Table 3: local bankers opinion toward profitability improvement

	No
	Question
	Mean
	S.Deviation

	14
	Reduce local banks profitability
	2.8571
	1.1151

	15
	Reduce local banks market share
	4.022
	1.1691

	16
	Reduce local banks credibility
	2.9365
	0.9612

	17
	Reduce local banks lending growth
	2.8413
	0.8041

	18
	Attract high qualified local staff
	3.5317
	1.0114

	19
	Reduce local banks total growth assets
	2.9841
	0.8853

	Average
	3.1955
	.991


In more details, table 3 indicates that reducing local banks market share of local banks is the first impact of foreign banks entry, while attracting high qualified local staff is the second.

Table 4, shows no way to accept the second null hypothesis. Due to the high computed t. 

                   Table 4 : Hypothesis two t-test

	Mean.
	Computed T
	T tabulated
	Sig t

	3.195
	1.969
	1.658
	.08


Therefore, rejecting the null hypothesis means that foreign banks entry is not positively affecting the local banks performance, mainly due to their big impact on reducing a local banks profitability and attracting a high qualified staff.

Conclusions & Recommendations

In the light of the above mentioned analysis, the following conclusions were found:

- The analysis indicated that foreign banks entry are with a positive opinion of local bankers toward improving overall stability and efficiency reform of the host country’s banking system.
- Analysis indicated that foreign banks entry has no impact on improving local banks overall performance. Local bankers opinions have a negative indicator toward this issue.

Recommendations:-

a. While the foreign banks entry can play a positive role in encouraging a higher local efforts toward improving efficiency, local bankers need to learn more about introducing such a change.  They need to adapt a change not that only caused by foreign banks entry, but to learn how to be more competitive.

b. For local banks to be more competitve locally and internationaly, they need to encourage mergering specially between small banks, the issue which becomes so critical due to the inflow of international banks.
c. The central bank of Jordan needs to control the branching system of the foreign banks in  Jordan by limiting their branching ability.

d. Local banks need to be more marketing oriented institutions, by identifying what the clients need , investing more toward human resources issues, transferring international banking practices, and practicing a better internal control procedures.

ملخص الدراسة
تهدف هذه الدراسة إلى استطلاع آراء جهات مصرفية محلية أردنية تمتاز بخبرة عالية حول أثر توسع البنوك الأجنبية في الأردن، وذلك استمراراً لجهود باحثين أجانب قاموا برصد هذا الأثر في مناطق مختلفة من العالم. فوجد الباحثون Stiglitz (1993), Peek and Rospenger (2000) زيادة تكلفة الخدمة المصرفية في الجهات التي تم فيها التوسع الأجنبي وذلك نتيجة زيادة حدة المنافسة، وانخفاض أسعار أسهم البنوك المحلية المصاحبة لزيادة الطلب على اسهم البنوك الأجنبية. واستنتج الباحثان Morgan and Strahan (2004) أن وجود البنوك الأجنبية     قد ساهم في زيادة تذبذب الأداء الاقتصادي. وقد خالفت النتائج التي توصل لها الباحثان           Sabi (1996), Chantapong (2003) حيث وجدوا تحسن الأداء المصرفي المحلي في مناطق توسع البنوك الأجنبية. وقد أيدت الدراسات السابقة اختلاف أثر توسع البنوك الأجنبية باختلاف المناطق التي تتوسع بها نظراً لخصوصية الوضع ا لاقتصادي لكل منها.

اهتمت هذه الدراسة باستطلاع آراء مصرفين أردنين حول أثر توسع البنوك الأجنبية في الأردن على درجة فاعلية البنوك المحلية، وممارساتها المصرفية. تبين نتيجة الدراسة موافقة المصرفيين الأردنيين حول الأثر الإيجابي الذي يتركه توسع البنوك الأجنبية على إصلاح الأداء المصرفي في عدة مواقع مختلفة، إلا أنهم يرون أن الأثر السلبي قد ظهر  في تخفيض الحصة السوقية للبنوك المحلية، وقدرة البنوك الأجنبية في جذب الخبرات المحلية العالية للعمل لديها. استخدمت الدراسة كل من الوسط الحسابي والانحراف المعياري واختبار تي لتحليل البيانات الإحصائية.
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