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Abstract
The current phase of intensive globalisation, digitisation, the expansion of fintech companies and the overall impacts of
the recent crisis seem to spur further concentration in the banking sector in terms of both the number of banks in
operation and the number of banking centres. This research is motivated by the fact that, in contrast to leading financial
and banking centres that attract considerable research attention, small banking centres have remained under-
researched, despite their large number and the important role they play in their host communities and regions.
This paper deals with the recent evolutionary dynamics of 199 small European banking centres and is based on an
analysis of the economic performance of individual banks aggregated at the city level where they have their
headquarters. The analysed indicators cover size, profitability and the level of risk of particular banks over the
2004–2015 period. In addition, the data were analysed for three basic European macro-regions (western Europe,
southern Europe and central and eastern Europe) and in terms of the ownership of the banks headquartered in
particular centres (foreign versus domestic). Our investigation shows that, even though a significant decline has been
observed in the number of these centres, the financial performance of banks headquartered in small financial centres
differs widely, depending significantly upon the European macro-region (a decisive number of defunct banking centres
was concentrated in southern Europe) and the ownership structure.
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Introduction

Financial geography is one of the most vigorously

expanding research streams in contemporary eco-

nomic geography. This is a highly desirable phenom-

enon due to the crucial role of ever-shifting modes of

operation in the circuits of financial capital in a
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modern, highly globalised economy. Accordingly,

current research deals with issues such as the shifting

global hierarchy of financial and banking centres and

related financial flows (Gemici and Lai, 2020; Van

Meeteren and Bassens, 2016; Wójcik et al., 2018),

thus complementing detailed studies of evolutionary

trajectories of particular financial centres (recently,

e.g., Blažek and Bečicová, 2016; Dörry, 2015; Gál,

2015; Hall and Wójcik, 2018, Zademach and

Musil, 2014). Another stream of recent research

endeavours to link financial geography with the

investigation of global production networks, repre-

senting a major research arena within contemporary

economic geography (Coe et al., 2014; Dörry, 2015;

Sokol, 2013).

The recent financial and economic crisis rep-

resented a major disruption of the global financial

and banking system, which should not be concep-

tualised as a one-off episode, but rather as a

result of the on-going and interlinked plethora

of processes of economic globalisation (Derudder

et al., 2011), including changes in the regulatory

frameworks (Marshall, 2013). The crisis and the

subsequent events spurred the debate about the

fundamentals of the global financial and eco-

nomic system (e.g. Engelen et al., 2010; Lee

et al., 2009; Marshall, 2013; Martin, 2011; Smith

and Swain, 2010; Sokol, 2017; Wójcik, 2013) and

about the uneven impacts upon particular regions

(Wainwright, 2013). Moreover, turbulence in the

financial system induced by the crisis and its

repercussions has combined with rapid technolo-

gical and organisational progress commonly

referred to as a fintech revolution, and the swiftly

expanding fintech companies that alter the pillars

of the traditional banking system are attracting

growing attention from researchers (e.g. Arner

et al., 2015; Langley and Leyshon, 2017; Riggio,

2016).

While the predominant attention paid by research-

ers to the evolution of an overall financial system as

well as to major financial and banking centres is fully

justified, given their key role in the global system

(Lee et al., 2009), the evolution of lower-tier banking

centres, despite their large number, has remained

largely under-researched. However, given the recent

developments in the global financial system, as well

as the latest technological advances as epitomised by

a massive digitisation and a surge of fintech compa-

nies and services, it seems likely that at least some of

the lowest-tier banking centres might face tremen-

dous challenges if not disappearance (Blažek et al.,

2020; Blažek and Bečicová, 2016; Grote, 2008). The

disappearance of small banking centres would not

only hinder the local economic development of

affected towns and cities but might even strengthen

capital outflow from poor to rich regions as has been

confirmed by recent studies (e.g. Hakenes et al.,

2014).

Consequently, this article aims to complement the

recent study of changes in the overall banking system

of Europe during the global economic crisis and its

aftermath, which paid special attention to the largest

European banking centres (Blažek et al., 2020). In

this paper, we investigate the turbulent evolutionary

dynamics of about 200 of the smallest banking cen-

tres in Europe located below the cut-off point iden-

tified with the help of a hierarchical cluster analysis

based on total assets of banks headquartered in a

given city. Although these centres represent 10.8%
of the total assets of European banking centres, this

set of banking centres encompasses profoundly dif-

ferent types of cities – from small regional cities in

western and southern Europe (some of which boast a

centuries-long banking tradition) to capital cities in

central and eastern Europe. The investigation covers

the 2004–2015 period and is based upon data

extracted from The Banker Database. It will be

shown that the smallest European banking centres

represent a highly diverse category in terms of tradi-

tion, ownership structure and focus/function, with a

distinctive geography in terms of basic European

macro-regions (western Europe, southern Europe

and central–eastern Europe), which is reflected in

the major differences in their economic performance

and most likely also in their differing prospects in the

future.

The article unfolds in the following way. First, the

theoretical framework for the study is outlined; sec-

ond, the methodological approach is explained;

third, the key findings of the empirical investigation

are presented and discussed; and, finally, the conclu-

sions summarise the most important findings and

suggest possible directions for future research.
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The diversity of challenges of
European lower-tier banking centres
before and during the crisis

Banking systems are subject to powerful centralisa-

tion tendencies driven by the sheer market power of

the largest banking groups, by advanced information

and communications technologies with power multi-

plied due to widespread digitisation, by massive

economies of scale and by the growing spectrum and

complexity of services provided. In addition, the

banking sector, or, more precisely, some of the tra-

ditional functions of the banking sector, such as

credit provision, payments or currency exchange, are

being challenged by a swiftly expanding fintech sec-

tor (Arner et al., 2017). As a result, the number of

banks has declined in recent decades (Hakenes et al.,

2014). Moreover, according to Cassis and Collier

(2010), the prime factor driving the emergence of

major financial centres is the existence of strong and

large economies. Thus, considering the vast differ-

ences in the size and strength of economies of par-

ticular countries, it follows that the number of such

centres is bound to be limited, which contrasts with

the all-encompassing nature of the global financial

circuits. Nevertheless, even smaller banking centres

have a role to play, provided they either intensively

engage with a particular region (such as numerous

German and Austrian saving banks; see, e.g., Flögel,

2017) or, less frequently, specialise in the provision

of selected services. Therefore, unsurprisingly, pos-

itive effects of small banks upon local economic

development, including the prevention of capital out-

flow from poor to rich regions, have been confirmed

by recent studies (e.g. Hakenes et al., 2014).

It is needless to stress that the European Union

(EU) countries rely heavily on bank-based finance

and currently command the largest banking system

in the world (Langfield and Pagano, 2016). Never-

theless, the EU banking system has been badly hit by

the crisis. The scale of the crisis within the EU bank-

ing system can be documented by the fact that

between August 2008 and February 2014, the Eur-

opean Commission received 440 requests from the

EU member states to provide state aid to banks, of

which 413 have been approved (Langfield and

Pagano, 2016). According to these authors, this ‘lack

of exit’ enabled by public support to distressed banks

led to a further increase in Europe’s ‘bank bias’, as

well as to bank concentration. However, it should be

emphasised that a significant variety in the nature of

banks and in their business models exists, even

within particular countries. Banks differ according

to numerous dimensions, such as size, activities,

income model, capital and funding structure, owner-

ship, corporate structure and geographic scope,

which have, moreover, evolved substantially over

time (Liikanen, 2012). For example, in Germany,

public sector banks (either Sparkassen owned by

municipalities or by counties or regional banks

called Landesbanken) represent nearly half of all

bank assets and, importantly, they frequently per-

form nationwide or even international operations

(Langfield and Pagano, 2016). Thus, traditional sim-

ple labels such as ‘investment bank’, ‘retail bank’,

‘saving bank’ or ‘universal bank’ are nowadays inad-

equate as banks operate quite differently from how

they operated some 30 years ago (Liikanen, 2012).

Therefore, unsurprisingly, no particular business

model fared particularly well, or particularly poorly,

in the financial crisis (Liikanen, 2012). Generally,

factors such as low capital adequacy ratio, high reli-

ance on short-term market funding, aggressive credit

growth, excessive volume of real-estate-related lend-

ing and, obviously, involvement in trade with ‘toxic

assets’ are considered as determinants deteriorating

banks’ resilience (Liikanen, 2012).

From a macro-regional perspective, before the

crisis, flows of capital were closely interconnected

with vast expansions of credit and housing market

bubbles in the European periphery. Namely, core

country capital flowed into Spain, Ireland and

Greece, funding housing and/or consumption booms

in these countries, while capital also flowed from

Germany, Austria and Italy to fund a similar boom

in several central and eastern European (CEE) coun-

tries (Langfield and Pagano, 2016). While the tradi-

tional modernisation approach underlines the key

role of foreign capital upon institutional transforma-

tion, stability and the financial depth of the banking

sector concerned, and also upon its growing integra-

tion into the global economy, an alternative view

considers the declining profitability of banks in

already highly financialised economies of western
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Europe as the main motive for the expansion of for-

eign capital to CEE countries (Gál, 2015). Thus,

according to Raviv (2008), international capital,

which entered the EU periphery, was able to become

a powerful rentier, extracting profits far in excess of

the levels common in their countries of origin.

While there is no space to elaborate on the key

factors and specifics leading to the spreading of the

crisis into particular European countries, at least a

brief summary of key specifics related to the banking

systems of southern Europe and CEE countries

should be provided as they are important for the

interpretation of our empirical results. Despite the

fact that southern Europe has been during the crisis

and afterwards often looked upon as a group of coun-

tries that were all hardly hit by the crisis, in reality,

the factors leading to economic and banking malaise

differed considerably among these countries (Qua-

glia and Royo, 2015). For the sake of brevity, we

largely focus on the specifics of the banking systems

belonging to only two of the largest of these econo-

mies (Italy and Spain). First, Spain has a dual bank-

ing system of large private commercial banks and

smaller public saving banks (cajas), typical of their

strong links to local and regional governments,

which are, moreover, largely outside of the super-

vision of the Bank of Spain (Otero-Iglesias et al.,

2016). In contrast, a segment of small Italian saving

banks with traditional links to local politicians was

reformed during the 1990s, when their merges were

facilitated and political ties were cut (Quaglia and

Royo, 2015). Second, a crucial difference between

Spanish and Italian banks is that Spanish banks bor-

rowed mostly short-term on the international market

and, especially, cajas aggressively invested capital

to the construction sector, thus inducing a massive

construction boom (Quaglia and Royo, 2015). The

subsequent collapse of the real-estate market led to

heavy losses for cajas and, as a result, their number

dropped from 45 to nine (Quaglia and Royo, 2015),

mostly via mergers, which only intensified the prob-

lem by creating large weak entities lacking the trust

of investors (Otero-Iglesias et al., 2016). Italian (and

Greek) banks did not fuel a property bubble and,

instead, lent predominately to services and industry;

when the crisis broke, they restricted credit to the real

economy, which worsened the recession, but did not

induce major losses for banks (Quaglia and Royo,

2015). Thus, the prime problem for Italy was low

economic growth before the crisis, which lead to

challenges with the sustainability of debt-financing

(Quaglia and Royo, 2015) and to a steep growth in

the share of non-performing loans during and after

the crisis (Cucinelli, 2015).

In contrast to traditional and mostly domestically

owned small banking centres in most of the western

or southern European countries, the nature of bank-

ing centres in central and eastern Europe is pro-

foundly different (needless to say, all banking

centres in CEE countries, except for Moscow, fit into

our category of small banking centres). Under state

socialism, banks were not only nationalised and cen-

tralised, but the whole banking structure was trans-

formed into a sort of cash dispenser, charged with the

execution of the state plan approved by the Commu-

nist Party, thus disregarding any standard economic

and financial criteria that would be applied within the

credit provision procedure in market systems

(Blažek and Bečicová, 2016; Flögel, 2017; Flögel

and Zademach, 2017; Weill, 2003). In the same vein,

the spectrum of services provided was restricted to

very basic banking services (thus, e.g., mortgages

were not available in some CEE countries). More-

over, the whole banking system was underdeveloped

vis-a-vis market economies, as the command econo-

mies were based upon state-owned monopolies, and,

therefore, the number of clients in these economies

was incomparably lower. Given this context, the

banking sector in CEE countries had to be developed

from scratch in many aspects after the collapse of

state socialism. The revival of the market-based

banking sector was a cumbersome and painful pro-

cess leading to vast losses in public finance due to the

need for repeated recapitalisations of the majority of

the newly (re)established banks. Consequently, the

huge losses that accumulated within the banking sec-

tor during the first years of the transition in the early

1990s made the CEE governments willing to sell

those banks to international banking groups – obvi-

ously, only after clearance of their balance sheets

with substantial amounts of public money (see Bárta

and Singer, 2006).

The specific nature of the CEE banking centres

vis-a-vis their western and southern European

362 European Urban and Regional Studies 27(4)



counterparts can be explained by the very nature of

these ‘dependent market economies’ (Nölke and

Vliegenthart, 2009). Dependent market economies

are typified, inter alia, by the massive role of foreign

investors lured by the low-cost advantage or

market-penetration motive, as well as by ‘internatio-

nalisation of the financial sector, cheap credit and

increasing reliance upon export’ (Smith and Swain,

2010: 1) – namely, the share of total assets of foreign

banks represents 94.9% in Czechia, 94.3% in Esto-

nia, 90.1% in Lithuania, 89.0% in Slovakia, 83.3% in

Romania, etc. (Liikanen, 2012). This contrasts with

the situation of the banking sector in western and

southern European countries, which is only excep-

tionally largely owned by foreign banks (77.9% in

Finland, 51.5% in Belgium), while the share of total

assets controlled by foreign banks represents, for

example, a mere 0.4% in Sweden, 3.3% in France,

5.2% in Germany, 7.9% in Spain, 8.5% in Italy,

11.2% in the Netherlands, 19.2% in Greece and

22.2% in Portugal (Liikanen, 2012). Thus, the bank-

ing sector in CEE countries is, nowadays, domi-

nated and controlled by international banking

groups based primarily within the western Eur-

opean financial centres (Csomós and Derudder,

2014; Gál, 2015; Karreman, 2009; Raviv, 2008).

As a result, on the one hand, this internationalisa-

tion helped to integrate these banking centres into

the world-city network and, on the other hand, an

extreme external dependency of CEE banking cen-

tres prevents their development into fully fledged

financial centres that offer a broad spectrum of

functions and services (Gál, 2015).

An overview of the key parameters of the overall

banking sector in European macro-regions is pro-

vided in Table 1.

One of the fundamental features of lending pat-

terns of foreign-owned banks in CEE countries has

been a dramatically growing volume of credit pro-

vided to households (Blažek and Bečicová, 2016;

Pósfai et al., 2018). With an inevitable simplifica-

tion, one might say that foreign banks introduced

CEE households to the use of various sorts of credit

or, alternatively, they introduced new cultures of

debt. It has to be emphasised that a large part of

household debt was denominated in foreign curren-

cies, thus increasing the vulnerability of debtors

towards fluctuations or even turbulences in foreign-

exchange markets (Gál and Schmidt, 2017a, 2017b;

Marer, 2010). Pósfai et al. (2018) devised the con-

cept of ‘dependent financialisation’ to encompass

the fact that the differences in how financialisation

unfolds in particular places are not haphazard, but

mirror systematic patterns of unevenness and depen-

dency, linked to the position of given places in the

global economy. Thus, according to these authors,

the excess capital from the core often flows to the

periphery into state or household debt, safeguarding

less risk and higher return than long-term financing

of productive activities (Pósfai et al., 2018).

Thus, even though we acknowledge the diversity

of particular banking centres according to numerous

dimensions (such as tradition, structure of services

provided, etc.), which are likely to influence their

economic performance, overall, we expect that the

trajectories of these centres in each of the three Eur-

opean main macro-regions would reflect differences

in macroeconomic development, ownership struc-

ture and structural features of lending markets (Lii-

kanen, 2012). Therefore, we foresee distinctive

evolutionary trajectories of small banking centres

in each of these macro-regions.

Consequently, in this study, we aim to seek

answers to the following research questions. First,

what was the overall evolution among small Eur-

opean banking centres in terms of their number, their

size, profitability and the level of risks entailed? Sec-

ond, what are the key differences in the economic

performance of small European banking centres

according to the three basic European macro-

regions? Third, do banking centres with particular

types of ownership (predominately foreign, predomi-

nately domestic and mixed) differ in their economic

performance?

Methodological approach

The methodological approach broadly follows the

methodology used in our previous study (Blažek

et al., 2020), which was, to a large extent, inspired

by Derudder et al. (2011). However, several impor-

tant adjustments were needed, given the specifics of

small banking centres. First, the data were excerpted

from The Banker Database (2016), which offers a
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wide range of indicators encompassing, inter alia,

size, profitability, the level of risks of particular

banks, and ownership (foreign/local). We have to

acknowledge that The Banker Database, despite

its extensive coverage, does not provide data for

all existing banks. For example, small local

banks, as well as numerous co-operative banks

are not included. However, existing studies

showed that European cooperative banks have not

been largely affected by the crisis and remained

efficient even though gradual consolidation of this

banking segment has been observed (Akinsoyinu,

2015). Second, following Derudder et al. (2011),

the data on particular banks were aggregated at

the city level according to the location of their

headquarters. The location of the headquarters

was checked for all banks, because sometimes,

for example, quarters of large cities are provided

instead of the city itself. Likewise, in rare cases,

where the bank’s headquarters were located in the

hinterland of a major city, the headquarters of

these banks were assigned to these major cities.

Consistent with our previous study (Blažek et al.,

2020), to capture the evolutionary dynamics of par-

ticular banking centres, the 2004–2015 period was

split into four sub-periods to cover particular phases

of the evolution of the crisis and its aftermath. These

sub-periods were delineated on the basis of the evo-

lution of gross domestic product (GDP) and unem-

ployment in European countries, and, consequently,

the whole period was divided into: (i) the pre-crisis

period 2004–2006, (ii) the period of acute crisis

2007–2009, (iii) the period of emerging recovery

(2010–2012) and (iv) the post-crisis recovery

(2013–2015).

As the majority of small banking centres encom-

pass the headquarters of only a few banks, an effort

was made to include not only all banks with a com-

plete dataset covering the whole period, but also to

gather information for those banks that had reported

data for at least one year in each sub-period. Conse-

quently, 178 banks had to be excluded from our anal-

ysis due to missing data (compared to 467 banks

covered by our analysis). Moreover, special attention

was paid to banks for which data reporting had been

discontinued after a specific point in time. Such non-

availability of data for these banks can result from

bankruptcy, a merger or an acquisition, and, there-

fore, we checked these cases individually to find out

whether each bank still exists. In cases where the

bank still exists, but no recent data were available,

the bank was excluded from the analysis. However, if

banks reported data until they ceased to exist, such

banks were included in our analysis, as their with-

drawal from the market signals a weakening of par-

ticular banking centres. Cases of merges and

acquisitions were checked individually and included

in our analysis if data for the newly formed or con-

tinuing banks were available.

Overall, we identified 242 European cities that

contained at least one headquarters of a bank. Then,

two-step cluster analysis (hierarchical cluster

Table 1. Evolution of key parameters of the overall banking sector in European macro-regions.

Region

Total assets (1012 €) Loans (1012 €) Deposits (1012 €) Staff (mil. persons)

2009 2015 2009 2015 2009 2015 2009 2015

All macro-regions 44.0 48.4 17.9 26.2 17.4 25.0 3.3 3.1
Index of change 100% 110% 100% 146% 100% 144% 100% 93%
Western Europe 34.4 38.4 12.7 20.0 13.1 18.6 2.1 2.0
Index of change 100% 112% 100% 158% 100% 142% 100% 96%
Central and eastern Europe 1.6 2.3 0.9 1.6 0.8 1.5 0.5 0.4
Index of change 100% 146% 100% 171% 100% 185% 100% 96%
Southern Europe 8.1 7.7 4.3 4.7 3.5 4.9 0.7 0.6
Index of change 100% 96% 100% 108% 100% 140% 100% 83%

Note: data on staff do not include Russia because of missing data for 2009.
Source: European Banking Federation (2010, 2016).
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analysis, cluster method ‘between group linkage’,

using binary Euclidean distance in the statistical pro-

gram SPSS) was applied to these centres, ranked

according to the size of total assets of the banks head-

quartered in particular centres in the first sub-period

(i.e. 2004–2006). Cluster analysis allowed us to iden-

tify the cut-off point for assigning individual centres

into the category of the smallest European banking

centres (i.e. all centres with an annual average of

total assets lower than US$113b in the 2004–2006

period). As a result, 199 small European banking

centres were included for subsequent analysis; the

largest of these was Warszaw (US$113b), while

Newcastle-upon-Tyne (US$141b) has been already

considered as a large centre.

In addition to key indicators of bank performance

to cover their size, profitability and the level of risks,

ownership (foreign, domestic and mixed) was also

investigated, because small banking centres differ

fundamentally according to this important indicator.

Namely, we believe that differences in ownership

can have important implications for the strategic

focus of their services and, thus, also for their eco-

nomic indicators and their future trajectory. An over-

view of the indicators used in the analysis is provided

in Table 2.

The size of banks is analysed via a standard indi-

cator of a bank’s size – the volume of total assets.

This indicator is supplemented by a structural

indicator – the ratio of loans to assets (LTA) that

captures the extent to which the bank’s strategy is

oriented toward credit provision. Importantly, shifts

in loans-to-assets ratios can be one of the factors

explaining change in the size of total assets. The

profitability of the banks is captured by the return

on assets (ROA) as well as by the net interest

income ratio. Risk was investigated via the capital

adequacy ratio and by total impairment charges and

provisions on assets. An increase in total impair-

ment charges and provisions on assets indicates the

growing riskiness of a bank’s portfolio. Last,

the ownership of the banks was explored to identify

the geography of foreign ownership of banks and to

investigate the extent to which the economic per-

formance of the banks depends upon the type of

ownership. As explained above, all these indicators

were aggregated at the level of a particular banking

centre. Relative indicators were weighted by the

volume of total assets of particular banks in a given

period.

Subsequently, maps depicting values of ROA in

all small banking centres were elaborated for each of

our sub-periods to visualise the evolutionary

dynamics according to this indicator. Finally, the

values of all indicators were calculated in accordance

with the three basic European macro-regions of west-

ern Europe, southern Europe (including Istanbul)

and central and eastern Europe.

Table 2. Economic indicators used in the analysis.

Indicator Short description Definition

Size TA Total assets Standard indicator of bank size Total assets held on the balance
sheet

Structure LTA Loans-to-assets ratio Indicates extend to which the bank
is focused on lending

Gross total loans / total assets

Profitability ROA Return on assets Describes how effectively bank’s
assets are used for profit
generation

Pre-tax profits / total assets

NII Net interest income ratio Higher ratio indicates bank is
prone to interest rate changes

Net interest income / (net interest
income þ net non-interest
income)

Risk LLP Total impairment charges
and provisions on
assets

Growth indicates higher risk in
portfolio

Total impairment charges and
provisions / total assets

Source: Blažek et al. (2020).
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Evolution of key economic indicators
in small banking centres in Europe

In this section, the key results of our analysis of

economic performance of small banking centres is

provided. The section is structured into three main

parts. First, the evolution of an overall number of

small banking centres is scrutinised, followed by an

investigation of selected indicators of their eco-

nomic performance in the second part. Third, the

role of domestic versus foreign ownership in eco-

nomic performance of small banking centres is

examined.

Evolution of the number of small banking
centres of Europe

To start with, the number of small banking centres in

each European macro-region was relatively

balanced. Western Europe contained 77 such centres,

62 small banking centres were located in central and

eastern Europe and 60 were in southern Europe (Fig-

ure 1). Nevertheless, the distribution of small bank-

ing centres among countries is highly uneven – for

example, in France there is no banking centre cate-

gorised as small, because all banks covered by our

database are headquartered in Paris. On the other

hand, the fragmented structure of banking systems

is reflected by a higher number of small banking

centres in Germany, Spain, Italy and Switzerland

(Figure 2).

The first trend we followed comprised the emer-

gence and disappearance of small banking centres.

The number of defunct banking centres vastly

exceeded the number of new ones. Most banking

centres that ceased to exist were based in southern

Europe, especially in Spain and Italy (Figure 2). In

the case of Spain, 28 banking houses were merged

or acquired by larger banking houses, while one

bank went into bankruptcy, making the number of

defunct banking centres the highest in Europe. This

is largely attributable to heavy losses suffered by

the Spanish cajas due to their over-exposure to the

inflated real-estate market, which were (unsuccess-

fully) tackled by their mergers (Otero-Iglesias et al.,

2016). In Italy, the number of merged or acquired

and bankrupt banks was much lower (four mergers

and three bankruptcies). By contrast, the number of

banking centres in central and eastern Europe stag-

nated, while in western Europe it declined slightly

(Figure 2).

Economic performance of small banking
centres in Europe

Western European centres held the highest share of

total assets of small European banking centres in the

first period (41.9%); southern European centres fol-

lowed with 39.0%; and CEE centres encompassed

only 19.1%, which accords with the overall weak-

ness in these countries of the then still-emerging

modern banking sector and its high dependency on

foreign capital (Smith and Swain, 2010). However,

in terms of the growth rate of total assets, the fastest

growth was documented in the case of CEE small

banking centres, reflecting rapid expansion of ser-

vices provided by these centres, which was largely

orchestrated by foreign investors. The swift evolu-

tion of banks in CEE countries led to relatively

balanced shares of all macro-regions in terms of total

assets controlled by small banking centres in the

2013–2015 period. Thus, in this period, the distribu-

tion of these shares changed to 32.1% for western

Europe, 37.4% for southern Europe and 30.5% in

central and eastern Europe.

Overall, the amount of total assets in all three

macro-regions grew by 35% during the period stud-

ied. The overall growth in total assets accompanied

by the high number of defunct small banking centres

epitomises significant concentration tendencies

within the segment of small banking centres. In small
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Figure 1. Evolution of number of small banking centres in
Europe.
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western European banking centres, the volume of

total assets stagnated – they grew and then returned

to the pre-crisis level. On the other hand, small bank-

ing centres in central and eastern Europe experienced

growth in all of the sub-periods examined, reflecting

their above-mentioned transformation performed by

foreign capital, and, consequently, in the last period

the amount of total assets was more than twice the

size that it had been in the first (i.e. pre-crisis) period

(Table 3). The southern European banking centres

experienced significant growth in total assets (up to

161% in the second period of acute crisis) and then

declined to 129% of the first period.

With regard to the profitability of small banking

centres, it has declined in line with expectations in all

macro-regions over the period studied (Table 3).

Overall, the ROA declined from 1.18% to a mere

0.24%, while the lowest value was recorded in the

third period –0.07%). The profitability of small

banking centres in western Europe dropped from

0.80% to 0.35% – that is, to 43% of the value of the

first period (Table 3). The greatest drop in profitabil-

ity was reported by the banking centres in southern

Europe (from 1.17% to –0.12%), with the lowest

value reached in the third period (–1.20%), reflecting

especially vast losses suffered by Spanish cajas after

the real-estate bubble implosion (Quaglia and Roya,

2015). Small banking centres in CEE countries,

which were practically not involved in trade with

obscure derivates, but, instead, were largely oriented

towards the provision of standard services to local

businesses and especially to households (Blažek and

Bečicová, 2016), exhibited a relatively strong perfor-

mance concerning the ROA over the whole period –

Figure 2. Defunct and newly emerged banking centres. Source: authors’ calculation and visualisation based on The
Banker Database (2016).
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starting at 2% in the first period (2.5 times more than

the respective figure for western Europe) and ending

with the value of 0.56% (which is only 30% of the

value in the first period, but still significantly higher

than the corresponding value in western Europe for

the same period).

Overall, in the first period (2004–2006), all the

small banking centres were in the green according

to ROA. Geographically, the acute phase of the finan-

cial crisis manifested vigorously in the second period

(2007–2009) in some small banking centres in Ger-

many, the UK, Ukraine, Latvia, Lithuania, Austria,

Slovakia, Denmark and Spain. Nevertheless, surpris-

ingly, given the scale of the crisis, only 12 small bank-

ing centres plunged into the red (Figure 3).

In the following period (2010–2012), the crisis

spread massively to southern Europe, especially to

Spain, Cyprus and selected centres in Italy, but also

to Slovenia, Hungary and the UK. Thus, geographi-

cally, the impacts of the crisis were widespread in the

third period (see Figure 4). In the last period (2013–

2015), the impacts of the crisis (re)concentrated in

small banking centres in particular countries within

each of the European macro-regions, reflecting var-

ious idiosyncratic features of the banking sector in

individual countries – that is, in the UK in western

Europe, in northern Italy and Cyprus in southern

Europe (both Italy and Cyprus were suffering from

a sharp growth of non-performing loans; 18.1% in

Italy and a staggering 47.7% in Cyprus in 2015;

www.data.worldbank.org), and in Slovenia, Croatia,

Hungary and Ukraine in central and eastern Europe

(Figure 5). Small banking centres in Spain have

already experienced a recovery, as all of them

reported green figures in the last period.

The small centres with a (relatively) healthy bank-

ing sector (i.e. those whose ROA remained in the

green over the whole period studied) were located

in Switzerland, Austria (except Klagenfurt, which is

related to the infamous scandal of Hypo Alpe Adria

Bank owned by the Austrian state of Carinthia; see

Jakab and Kochenov, 2017), Czechia (Prague),

Poland, the Balkans (except for Croatia and three

banking centres in Montenegro, Romania and Mace-

donia), Belarus, Russia, Norway, Sweden and Esto-

nia (Figures 3–5). This illustrates how uneven the

impacts of the global financial crisis were across

Europe.

The indicator of LTA reflects the extent to which

banks are focused on loan provision. In western Eur-

ope and in central and eastern Europe, the changes

were only moderate, while the LTA declined remark-

ably in southern Europe. In the pre-crisis period, the

southern European small banking centres were

oriented towards lending much more than the small

banking centres in the other two macro-regions (as

indicated by the LTA ratio of nearly 86%, which

subsequently dropped to 67% in the last period;

Table 3. Development of total assets (TA) and ROA in small banking centres according to European macro-regions.

Region

TA (1012 US$) ROA

2004–
2006

2007–
2009

2010–
2012

2013–
2015

2004–
2006

2007–
2009

2010–
2012

2013–
2015

All macro-regions (n ¼ 199) 3.5 5.4 5.1 4.7 1.18% 0.76% –0.07% 0.24%
Index of change 100% 156% 146% 135% 100% 64% –6% 21%
Western Europe (n ¼ 77) 1.4 1.9 1.5 1.5 0.80% 0.45% 0.50% 0.35%
Index of change 100% 132% 102% 103% 100% 56% 62% 43%
Central and eastern Europe

(n ¼ 62)
0.7 1.3 1.5 1.5 2.00% 1.22% 1.03% 0.56%

Index of change 100% 195% 213% 214% 100% 61% 52% 28%
Southern Europe (n ¼ 60) 1.3 2.2 2.2 1.7 1.17% 0.74% –1.20% –0.12%
Index of change 100% 161% 160% 129% 100% 63% –103% –10%

Note: 100% stands for values for the 2004–2006 period.
Source: authors’ calculation based on The Banker Database (2016).
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see Table 4). This indicates that, as part of their post-

crisis recovery strategy, southern European banks

tried to re-focus on other banking services to lower

their high dependency on loan provision. In line with

this trend, and in contrast with the other two macro-

regions, small southern European banking centres

experienced a drop in the net interest income indica-

tor, which reflects declining sensitivity to changes in

interest rate.

With regard to risk (LLP [total impairment

charges and provisions on assets]), a portfolio of

small banking centres proved to be ‘safest’ in west-

ern Europe (Table 4). LLP in small centres in south-

ern Europe more than tripled, indicating the harsh

impacts of the crisis on the banking sector in these

countries. CEE countries also experienced a large

increase in this indicator (Table 4). In this case, the

worsening situation was caused predominately by

the poor performance of the banking sector in

selected countries, especially in Hungary (Budapest)

and Ukraine (Kiev), which was predominately

induced by a large share of loans denominated in

foreign currencies before the crisis.

The role of foreign versus domestic ownership of
banking sector

This part of empirical analysis focuses on the role of

foreign versus domestic ownership in the performance

of banks in small banking centres. Importantly, in

terms of macro-regions, banking centres dominated

by foreign owners are strongly concentrated in CEE

countries (Figure 6). This finding confirms the persis-

tence of the highly dependent nature of these banking

Figure 3. Return on assets in small European banking centres in the period of acute crisis (2007–2009).

Source: authors’ elaboration based on The Banker Database (2016).
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centres, which was documented a decade ago by

Smith and Swain (2010) and Karreman (2009).

Overall, in terms of growth of volume of total

assets, the banking centres with a significant share

of foreign capital clearly outperformed the centres

where domestic capital played a greater role

(Table 5). The most vigorous growth in the volume

of total assets was observed in banking centres

with a 51–75% share of foreign ownership, where

the volume of total assets jumped to 236% of

the 2004–2006 level; in centres with a 76–100%
share of foreign ownership, the volume of total assets

grew to 171% of the value in the first period.

Similar patterns can be observed in terms of prof-

itability, as banking centres with a majority of for-

eign capital proved to be more profitable than centres

relying predominately on domestic capital (Table 5).

Banking centres with the lowest share of foreign

capital (up to 25%) suffered a severe drop in ROA

to less than one fifth of their value for the first period

(2004–2006) (Table 5). On the other hand, the effi-

ciency of the small banking centres with a share of

more than 50% of foreign capital clearly outper-

formed the average values, and even though their

profitability also declined, the decline was relatively

modest. The differences in profitability between cen-

tres with less and more than 50% of foreign capital

have become statistically significant in the last two

sub-periods, as confirmed by the Kruskal–Wallis test

(Significance 0.007 for years 2010-2012 and 0.021

for 2013-2015 period).

Finally, we focused our investigation on the eco-

nomic performance of small banking houses that

were fully owned by foreign investors. First, it

should be emphasised that a remarkably high share

of banks fully owned by foreign investors were

Figure 4. Return on assets in small European banking centres in the years 2010–2012. Source: authors’ elaboration
based on The Banker Database (2016).
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located in small centres in central and eastern Europe

(152 banks, i.e. 93.3%; see Table 6). The total assets

of foreign banks in central and eastern Europe grew

strongly in the second period and then practically

stagnated during the third and fourth periods, when

they reached 171% of the value in the first period. A

similar development occurred in western Europe,

where the amount of total assets of banks fully

owned by foreign capital was more than double that

in the first period. By contrast, while foreign banks in

southern Europe also experienced strong growth of

total assets in the second and third periods, this was

followed by a dramatic decline to a mere 79% of the

value of the first period, reflecting a strong need to

clean-up their portfolio.

The development of ROA of banks fully owned

by foreign capital is also worth attention. Not sur-

prisingly, the ROA of these banks dropped in all

three macro-regions over the period studied. The ini-

tial average values stood at 1.50% in western Europe,

1.83% in CEE countries and 1.32% in southern Eur-

ope (Table 6). The ROA of fully foreign-owned

banks in western Europe and in central and eastern

Europe dropped steadily in each subsequent period,

while the foreign banks in southern Europe experi-

enced noticeable growth in the last period. Overall,

the foreign banks in western Europe experienced the

highest drop in ROA (the final value is a mere 22% of

the value in the first period), followed by the foreign-

owned banks in CEE countries (the final value

represents 47% of the value in the first period). In

southern Europe, foreign banks remained profitable

throughout the whole 2004–2015 period and, in the

last period (2012–2015), their final value of ROA

was particularly strong given the post-crisis circum-

stances (1.08%, which is 82% of the initial value;

Figure 5. Return on assets in small European Banking centres in the years 2013–2015. Source: authors’ elaboration
based on The Banker Database (2016).
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Table 4. Development of LTA and LLP in small banking centres according to European macro-regions.

Region

LTA LLP

2004–
2006

2007–
2009

2010–
2012

2013–
2015

2004–
2006

2007–
2009

2010–
2012

2013–
2015

All macro-regions (n ¼ 199) 77.96% 71.98% 73.35% 71.45% 0.53% 0.85% 1.22% 1.08%
Index of change 100% 92% 94% 92% 100% 161% 231% 205%
Western Europe (n ¼ 77) 73.42% 69.04% 75.21% 78.36% 0.63% 0.43% 0.37% 0.30%
Index of change 100% 94% 102% 107% 100% 69% 59% 48%
Central and eastern Europe

(n ¼ 62)
70.64% 69.18% 72.25% 70.77% 0.62% 1.51% 1.09% 1.44%

Index of change 100% 98% 102% 100% 100% 243% 175% 232%
Southern Europe (n ¼ 60) 85.75% 76.09% 72.94% 66.97% 0.40% 0.69% 1.67% 1.21%
Index of change 100% 89% 85% 78% 100% 174% 420% 306%

Note: 100% stands for values for the 2004–2006 period.
Source: authors’ calculation based on The Banker Database (2016).

Figure 6. Distribution of small banking centres according to their share of foreign capital in 2013–2015.
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see Table 6). These results contrast with the perfor-

mance of domestic banks in southern Europe, whose

average ROA plunged into the negative in both the

2010–2012 and 2013–2015 periods (reflecting, inter

alia, the vast impact of the implosion of the real-

estate bubble on Spanish cajas; Otero-Iglesias

et al., 2016). In the case of CEE countries, the profit-

ability of foreign banks, due to their predominant

orientation upon less risky households loans,

declined less than profitability of domestic banks,

even though we should note that their profitability

at the initial period was lower than the average

Table 5. Economic performance of small banking centres (BC) according to share of foreign capital.

Share of foreign
ownership in BC

TA (106 US$) ROA

2004–
2006

2007–
2009

2010–
2012

2013–
2015

2004–
2006

2007–
2009

2010–
2012

2013–
2015

BC 0% (n ¼ 156) 2,674,722 3,916,667 3,570,789 3,286,880 1.00% 0.57% �0.33% 0.19%
Index of change 100% 146% 134% 123% 100% 57% �33% 19%
BC 1–25% (n ¼ 3) 65,929 136,495 130,937 67,302 0.87% 1.17% �3.13% �2.95%
Index of change 100% 207% 199% 102% 100% 135% �359% �339%
BC 26–50% (n ¼ 7) 171,460 328,457 302,418 267,052 1.88% 0.92% �0.04% �1.46%
Index of change 100% 192% 176% 156% 100% 49% �2% �78%
BC 51–75% (n ¼ 4) 137,595 268,538 301,556 324,262 1.93% 1.72% 1.48% 1.29%
Index of change 100% 195% 219% 236% 100% 90% 77% 67%
BC 76–99% (n¼ 12) 281,806 503,030 488,562 466,282 1.92% 1.28% 1.24% 1.03%
Index of change 100% 179% 173% 165% 100% 66% 65% 54%
BC 100% (n ¼ 17) 147,060 259,505 295,853 282,116 1.69% 1.13% 0.66% 0.74%
Index of change 100% 176% 201% 192% 100% 67% 39% 44%
Total % (n ¼ 199) 3,478,572 5,412,692 5,090,115 4,693,894 1.18% 0.76% �0.07% 0.24%
Index of change 100% 156% 146% 135% 100% 64% �6% 21%

BC: banking centre.
Note: 100% stands for values for the 2004–2006 period.
Source: authors’ calculation based on The Banker Database (2016).

Table 6. The performance of banks fully owned by foreign capital in three European macro-regions.

Foreign-owned banks

TA (106 US$) ROA

2004–
2006

2007–
2009

2010–
2012

2013–
2015

2004–
2006

2007–
2009

2010–
2012

2013–
2015

Total (n ¼ 163) 546,408 1,024,855 1,022,740 951,529 1.77% 1.21% 0.91% 0.74%
Index of change 100% 188% 187% 174% 100% 68% 51% 42%
Western Europe (n ¼ 5) 64,421 125,998 154,899 139,649 1.47% 1.02% 0.12% 0.02%
Index of change 100% 196% 240% 217% 100% 69% 8% 1%
Central and eastern Europe

(n ¼ 152)
469,129 859,383 826,575 801,668 1.83% 1.27% 1.09% 0.87%

Index of change 100% 183% 176% 171% 100% 69% 59% 47%
Southern Europe (n ¼ 6) 12,858 39,475 41,266 10,212 1.32% 0.63% 0.45% 1.08%
Index of change 100% 307% 321% 79% 100% 48% 34% 82%

Note: 100% stands for values for the 2004–2006 period.
Source: authors’ calculation based on The Banker Database (2016).
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(1.77% in the case of foreign banks compared to

2.00% for all banks). Moreover, in the last period,

the ROA of foreign banks in CEE countries (0.87%)

stood already above the average for all banks

(0.56%). Therefore, in terms of profitability, the

foreign-owned banks played a stabilisation role in

southern Europe and partly also in CEE countries

(Tables 3 and 6).

Conclusions

The current era of a highly globalised and digitalised

economy seems to be subject to ever-stronger con-

centration tendencies, especially in industrial

branches dependent on advanced technologies, and

modern business models found in sectors such as

banking. Moreover, while the banking sector has

been traditionally widely dependent upon powerful

agglomeration economies, nowadays, due to ever-

changing market and regulatory contexts as well as

intensive cost-based (and innovation-based) compe-

tition, reaping agglomeration advantages appears to

be indispensable for the operation of modern banking

houses. Altogether, this suggests only bleak perspec-

tives for small banks and for small banking centres in

particular. On the other hand, the EU is home to the

world’s largest banking system (in relation to its

GDP), which is largely attributable to the enormous

expansion of banks since 1990, leading to Europe’s

‘bank bias’ (Langfield and Pagano, 2016). Thus, it

seems that such a massive banking system can

accommodate a diversity of banks in terms of size,

ownership, business model and many other dimen-

sions. Therefore, this research has scrutinised recent

evolutionary tendencies among 199 of the smallest

European banking centres, based on data on the eco-

nomic performance of individual banks. Our

research attention was focused primarily upon the

investigation of the overall evolution of the number

of these small banking centres, and, latterly, on the

evolution of the economic performance of banks

headquartered within them, according to dimensions

such as macro-region and ownership.

Importantly, and contrary to our expectations, we

did not identify a general and powerful trend towards

a reduction in the overall number of small European

banking centres. Instead, our findings suggested a

much more complicated pattern. First, the number

of banking centres that became defunct over the

2004–2015 period amounted to 40 – that is, 20.1%.

While this seems to be in line with our propositions,

the regional breakdown reveals otherwise. Namely, a

decisive number of these defunct banking centres

were concentrated in southern Europe, whereas the

decline in the number of banking centres in western

Europe and central and eastern Europe was negligi-

ble. The concentration of defunct banking centres in

southern Europe can be attributed to a combination

of a gradual loss of competitiveness since these

countries joined the Economic and Monetary Union

(Quaglia and Roya, 2015) and of numerous specific

features such as the enormous real-estate bubble in

Spain (Otero-Iglesias et al., 2016) or a large share of

accumulated non-performing loans, especially in

Italy (Gros and De Groen, 2016). Thus, when the

global economic crisis hit southern Europe, it led

to a manifestation of problems that were already

mounting in these economies and in their banking

sectors well before the crisis, but they became fully

exposed during the crisis and its aftermath. There-

fore, we have to acknowledge that the role of inten-

sive competition, standardisation and customisation

of services via advanced technologies has, so far, not

resulted in a general decline in the number of banks

headquartered in small banking centres. The most

likely explanation might lie not only in the numerous

specificities of path dependency of particular small

banking centres, but also in the variegated evolution-

ary trajectories of particular banking houses in terms

of their ability to (re)orientate towards a specific

market segment or region.

The analysis of economic performance revealed

that in terms of size, measured by the volume of total

assets, the banking centres in central and eastern

Europe were the most dynamic, more than doubling

the volume of total assets, even though from a very

low base, while in southern Europe the growth of

total assets over the whole period was only modest

and western Europe experienced stagnation. Analy-

sis of ROA, as a principal indicator of profitability,

showed that the small banking centres in CEE coun-

tries performed the best, even though the profitability

of these banks dropped significantly over the 2004–

2015 period. This is attributable to the cleaning-up of
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the balance sheets of these banks with public money

before their privatisation to foreign investors, which

was mostly completed around the turn of the new

millennium – that is, before the investigated period.

Foreign investors achieved relatively high profitabil-

ity, even throughout the crisis turmoil, as they often

based their expansion in new countries on the mere

localisation of their existing information technolo-

gies and business models, and who, moreover, refo-

cused their strategy towards the less risky segment of

household loans (Blažek and Bečicová, 2016). Banks

headquartered in small western European centres

recorded a significant drop in profitability, yet their

figures remained in the black. By contrast, the profit-

ability of banks in small centres in southern Europe

was higher than those in western Europe in the 2004–

2009 period, but plunged into the red in the subse-

quent period (2010–2015). This reflects not only the

problems accumulated in southern Europe before the

crisis, including the vast exposure of banks toward

overblown real-estate markets in countries such as

Spain, but also the tight connection between banking

system and macroeconomic performance (Langfield

and Pagano, 2016), moreover in countries with par-

ticularly high bank lending to firms (57% of GDP in

Italy, 86% in Spain, compared to 36% in Germany or

43% in France; De Bonis et al., 2011). While the

banks in small centres in western Europe as well as

in CEE countries generally increased their focus

upon loan provision, as documented by LTA values

over the 2004–2015 period, the banks in southern

Europe, which were by far the most orientated

towards loan provision before the crisis, decreased

their LTA values significantly in their quest to limit

the share of non-performing loans. Finally, with

regard to risk (measured by LLP charges), CEE and

southern European small banking centres proved to

be much more vulnerable than their counterparts in

western Europe. This is attributable to the high level

of risks faced by banks in centres such as Kiev

(reflecting poor economic performance and even

military conflict in Ukraine) and Budapest (due to

a large share of loans before the crisis denominated

in foreign currencies, which led to a soaring rate of

non-performing loans during and after the crisis).

Overall, our analysis showed that the impacts of

the crisis manifested in substantially different forms

in small banking centres in each European macro-

region (as well as in particular countries). Therefore,

we concur with Quaglia and Royo (2015), who

observed that massive capital inflow from banks in

core European countries, even though serving differ-

ent goals (e.g. the purchase of Italian and Greek pub-

lic bonds versus real-estate investment in Spain),

fuelled macro-economic imbalances in debtor coun-

tries in the periphery and, therefore, banks within as

well as outside debtor countries played a major, even

though largely different, role in the crisis. Thus, the

liberalisation of capital flows, evolution of new tech-

nologies and instruments resulting, inter alia, in a

securitisation frenzy was running far ahead of the

capabilities and competences of diverse supervisors

and regulators (Otero-Iglesias et al., 2016).

Therefore, our investigation has not revealed a

general trend towards a reduction in the number of

small banking centres, but rather a highly uneven

pattern. This reflects the fact that small banking cen-

tres differ in their ownership (public, domestic pri-

vate, foreign), employ different business models in

(inter)national markets and are embedded in partic-

ular macro-economic and institutional as well as reg-

ulatory contexts. Thus, one can foresee significantly

different needs and capabilities to take-up new

opportunities or to respond to challenges, including

those emanating from vastly expanding fintech tech-

nologies. As a result, one can also foresee diverse

trajectories of these banks and centres in the future.

From a broader perspective, our research has not

only documented the envisaged stable position of

small banking centres in western Europe compared

to their counterparts in other European macro-

regions, but also revealed a strong mutual depen-

dency in the (co)evolution of banking centres in all

three macro-regions. Foreign-owned banks grew

rapidly (in terms of their total assets) and generally

surpassed their domestically owned competitors, and

specifically in terms of their profitability; moreover,

their lead in profitability increased significantly over

the last two sub-periods (2010–2015). Thus, during

and after the crisis, internationalisation and even glo-

balisation increased, even among small European

banking centres, motivated by the banks’ quest for

higher profit margins, their efforts to mitigate risks

through the diversification of their business activities
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and their geographic expansion. The recent upsurge

of fintech companies, which encroaches on the tra-

ditional core business of the banks, has further inten-

sified competition within the financial sector and

made the search for new markets that would sustain

or enhance their profit margins even more pressing.

Consequently, further internationalisation/globalisa-

tion of the banking sector is anticipated in the future.

Our results support those of Wójcik et al. (2018),

who also observed continuing financial globalisation

(in their case of investment banking) in contrast to

the widespread expectation during the financial cri-

sis of declining financial globalisation.

Consequently, our proposals for future research

would encompass detailed (comparative) case stud-

ies unravelling the specific strategies employed by

the banks headquartered in small European banking

centres (including their modes of engagement with a

variety of fintech technologies and companies) that

allow them to survive or even to expand in the cur-

rent highly competitive and technology-intensive

financial market, as well as unravelling the multi-

plicity of impacts of banks on local communities.
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