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GERMAN PRISM 

Foreign Engagement by German Banks 
by Ursel Steuber, Hamburg* 

The internationalisation of banking in the Industrial countries of the West has picked up speed since 
the mid-sixties. The American banks in particular have since 1965 almost trebled the number of their 
foreign establishments, and German banks likewise have been increasing their business commitments 
abroad. 

T he term multinational or international bank is 
applied not only to credit institutions with a 

network of branches spread all over the world but 
to other banks with a multinational bent in which 
a number of credit institutions of different nation- 
alities have a stake or partner banks originate 
from other countries. As against the "multibranch 
strategy" adopted by American banks, the Ger- 
man banks have been favouring the concept of 
institutionalised multinational cooperation for their 
international banking business. What degree of 
multinationalisation German banks have attained 
cannot be determined by quantitative or qualita- 
tive criteria because the information published 
about the extent and results of their foreign 
undertakings and the procedures adopted by 
them in their international business is not suffi- 
cient for this purpose. 

Growing Investments Abroad 

It was only under the pressure of mounting US 
competition in Europe and in the light of quanti- 
tative and qualitative changes in the demand for 
banking services by an increasing number of 
multinational industrial companies that the Ger- 
man banks began to restructure their foreign busi- 
ness. Until the sixties German credit institutions 
had in the main concentrated on building up a 
world-wide network of correspondent banks to 
assist and finance foreign commerce and on ar- 
ranging for agencies in other countries. 

They hardly set up any foreign offices of their 
own, however. The fact that their investments 
abroad have increased since is an indication that 
the German banks are attaching growing impor- 
tance to internationalising their banking business. 
Between 1961 and 1971 the volume of their direct 
investments rose at an average rate of 27 p.c. a 
year - from DM 103.8 mn to DM 928.0 mn. 1 

~ HWWA-Instltut f0r Wirtschaftsforschung (The Hamburg Institute 
of International Economics). 

While their share of total German direct invest- 
ment has risen from 2.7 to 3.9 p.c. and is thus 
still modest, the credit institutions had between 
1967 and 1971 on average a higher foreign invest- 
ment growth rate than any other sector. 2 

As regards the regional distribution of direct in- 
vestments abroad, some banks have been con- 
centrating on non-European countries, but the 
bulk of direct investments went to Europe. The 
credit institutions thus followed the general trend 
in German direct investment: since 1961 Europe 
has been the principal region to attract invest- 
ments. 

Expansion by Multinational Cooperation 

In addition to the big banks, regional credit in- 
stitutions, private banks and the regional saving- 
banks head-offices have been major investors 
abroad. They extended their foreign interests, in 
the main, not by setting up subsidiaries or foreign 
branches, but by participating in joint enterprises 
with foreign banks. This institutionalised multina- 
tional cooperation which leaves each of the partic- 
ipating banks intact and free to make indepen- 
dent decisions creates many opportunities for 
diversifying the international business and flexibly 
adjusting it to market requirements. For most 
banks the "multibank concept" seems indeed to 
be the only way in which they can achieve the 
greatest efficiency and optimal size. Deutsche 
Bank AG, Dresdner Bank AG, Commerzbank AG 
and Westdeutsche Landesbank Girozentrale, the 
major German cooperation partners, are all ap- 
plying this concept. 

Deutsche Bank AG has been informally collaborat- 
ing since 1963 with three European credit institu- 

1 Cf. Federal Ministry of Economics. 

2 Cf. Sabine v o n  Sa I d e r n, Internationaler Vergleich der 
Direktinvestitionen wichtiger Industriel&nder (International com- 
parison of the direct investments of important industrial coun- 
tries), HWWA-Report No. 15, Hamburg 1973, p. 75. 
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t ions-Soci~t6 G6n6rale de Banque, Amsterdam- 
Rotterdam Bank and Midland Bank- in  the 
European Advisory Committee. This collaboration 
has resulted in a number of joint enterprises 
which give Deutsche Bank world-wide representa- 
tion. In Europe the Banque Europ6enne de Cr6dit 
~. Moyen Terme, Brussels, was founded in 1967: 
it has been specialising in medium-term credits 
to finance industrial investments in Europe. For 
funds it draws on ,its own capital, borrowings in 
the Euro money market and the proceeds from 
medium-term bond issues in the European capital 
market. For the purpose of financing subsidiaries 
and associates of clients in the USA and import 
and export transactions the partner banks in 1968 
founded the European American Banking Corpora- 
tion and the European American Bank Trust Com- 
pany, both in the USA. Creditanstalt-Bankverein 
and Soci6t6 G6n~rale came in as additional part- 
ners in 1971:both also joined the European Banks' 
International Company (EBIC). In 1973 Banca 
Commerciale Italiana linked up with this group as 
a further partner: it will not participate in all EBIC 
activities, however, because it is already widely 
represented outside Italy. 

The most important connections formed by the 
Dresdner Bank AG in the course of its interna- 
tional collaborative efforts are its investments in 
the Banque de la Soci6t6 Financi~re Europ~enne 
(BSFE), Paris, its holding company-Soci6t6 Fi- 
nanci6re Europdenne, Luxembourg-and the As- 
sociated Banks of Europe Corp. (ABECOR). Five 
other leading European banks, as well as the 
Bank of America and the Sumitomo Bank, have 
holdings in BSFE in addition to the Dresdner 
Bank. BSFE is in the main advancing medium and 
long-term credits to an international clientele and 
engaging in the arrangement of association and 
cooperation links beyond national borders. Its 
close collaboration with the Algemene Bank Neder- 
land, Banque de Bruxelles and Bayerische Hypo- 
theken-und Wechselbank in the international busi- 
ness led in 1971 to the establishment of ABECOR. 
It is the chief aim of this international banking 
group to extend and improve.its wo,rld-wide service 
network, through the setting up of joint agen- 
cies and offices, and to handle security transac- 
tions in the USA. 

Commerzbank AG engaged in the international 
business in a modified form in 1970/71 through a 
cooperation agreement with the Crddit Lyonnais 
and Banco di Roma. The three European banks 
in this group are maintaining direct collaborative 
links with each other and intend to cooperate 
closely in all fields of activity with a "quasi amal- 
gamation" as their ultimate aim. For their inter- 
national business this means the establishment 

of a joint international banking network to provide 
all clients of the partner banks with the same 
services. Commerzbank has also an interest in the 
International Commercial Bank (ICB), which was 
founded in 1967 jointly with the Westminster Bank, 
The Hongkong and Shanghai Banking Corp., The 
First National City Bank of Chicago and the Irving 
Trust Comp. This group was joined early in 1973 
by the two cooperation partners of the Commerz- 
bank -Cr6d i t  Lyonnais and Banco di Roma. ICB 
has been specialising in medium and longer-term 
Euro finance transactions and is developing the 
financing of eastern trade deals. 

Westdeutsche Landesbank Girozentrale in con- 
junction with the National Westminster Bank, the 
Royal Bank of Canada and the Chase Manhattan 
Bank in 1970 set up three financial institutions in 
London: Orion Bank Ltd., Orion Termbank Ltd. 
and Orion Multinational Services Ltd. Credito 
Italiano joined this banking group in 1971 as a 
fifth partner and Mitsubishi Bank in 1972 as its 
sixth member. Orion Bank Ltd. has been conceiv- 
ed as a banque d'affaires and is to render con- 
sultative services concerning financing matters, 
engage in international issues and provide syndi- 
cated loans. It is in close contact with the Orion 
Termbank Ltd. which has speciaHsed in Eurocur- 
rency loans for up to 10 years to multinational 
enterprises. The Orion Multinational Services Ltd. 
is operating as an international banking consul- 
tancy firm. It is, besides, acting as a management 
company for the two other Orion institutions, i.e. 
as a coordinating and planning group. 

Focus on Medium-Term Banks 

The examples of multinational links by German 
banks given here show that pivotal to the collabo- 
ration movement was the formation of interna- 
tional financing institutions, so-called "medium- 
term banks", mostly in London. The special feature 
of these multinational banks specialising in 
medium-term credits is a high degree of flexibility 
in regard to the size, life and denomination of 
loans as well as their purpose and rates of inter- 
est. Besides, it is possible to alter the conditions 
during the term of the credit. The banks have 
been procuring the bulk of the necessary funds 
'in the Euromarkets which have seen an explosive 
expansion. The growing importance of the medium- 
term credit business for the banks operating on 
an international scale is due, on the one hand, to 
the large increase in the finance requirements of 
expanding industrial enterprises and of the multi- 
national enterprises which have grown so much 
that the needs of some of them can no longer 
be met by any bank individually and, on the other, 
to the decline of the self-finance ratio in industrial 
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enterprises which has tended to increase the de- 
mand for medium- and longer-term credits. 

Apart from their selective participation in joint 
enterprises with foreign credit institutions in the 
international financial centres London and New 
York, German banks have been attracted to 
Luxembourg by its liberal banking, foreign ex- 
change and holding-company laws. In addition to 
the three big banks nine other credit institutions 
are represented here by subsidiaries.3 The busi- 
ness volume of these subsidiaries has expanded 
despite stricter operation of the reserve deposit 
requirements. One reason is that the clientele is 
international, another one that the German banks 
have in part started to finance their foreign credit 
business internationally. 

Extension of Branch Establishments 

In the course of the expansion of their interna- 
tional financing activities abroad German banks 
have of late, after long hesitation, made up their 
mind to set up branch establishments of their own 

in foreign countries. Early in 1973 the Dresdner 
Bank set up the first London branch of any Ger- 
man credit institution. Westdeutsche Landesbank 
Girozentrale and Commerzbank have followed in 
the meantime. Deutsche Bank has at present a 
representative office in London. Other branches 
were set up recently in New York and Singapore, 
and another one is planned for Tokyo. 

The tendency towards internationalisation and 
diversification will leave its mark on the business 
activities of German banks in the coming years. 
It is bound to continue because integration of pro- 
duction and world trade is inconceivable without 
integration of the capital markets. If greater mobi- 
lity of capital is at present considered undesir- 
able, it is because there has been no sufficient 
harmonisation of econom, ic and monetary policies 
yet. Greater mobility of capital however is in ac- 
cord with the declared objective of the greatest 
possible freedom for the exchange of capital and 
goods. 

3 Cf. Feine T~chter in Luxemburg (Fine daughters in Luxem- 
bourg), in: Wirtschaftswoche, No. 15, April 6, 1973. 
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