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1. Introduction

The Dutch financial service sector has always been highly international. From the 1960s onwards internationalisation increased sharply and in this process the United States (US) became an interesting and important host country. Countries can be very distinct from each other; they differ in their historically developed institutions and therefore in the way companies do business.
 Dutch companies that want to expand to the US have to deal with different surroundings; they are confronted with cultural differences as well as economical, political and legal ones. The banking sector is highly regulated in many countries, because it has a central role in the country’s economy. The banking sector can influence the monetary and financial structure of a country to a great extent and people must be able to rely on banks, since they trust their money to them. Bank supervision is needed to enlarge people’s confidence in the quality of banks. Due to this high involvement, government regulation has been an important part of the bank’s environment. That’s why banks have to include government policies and banking laws in their internationalisation strategies.

In this paper I will focus on the following main question: What impact did national legislation, in the US as well as in the Netherlands, have on internationalisation strategies of Algemene Bank Nederland (ABN Bank) during the 1970s? The issue of the relation between regulation and internationalisation is almost always discussed in relation to an entire sector of industry, but not in relation to an individual firm. ABN Bank is an interesting case study. It built up an impressive presence in the US. The basis of its network was laid down in the 1970s. As a result ABN AMRO
, a Dutch multinational bank, is now one of the largest foreign banks in the US and owns the second largest subsidiary in the country, namely LaSalle National Bank with a total asset of 48,9 US$ billion, which is 10,6% of the total assets of the parent bank.
 In answering the main question I will tackle various sub-questions. First, what does state intervention look like in the Netherlands and the US and what were the consequences for the development of the banking sector in both countries in general? So, the major tasks of the central banks and the most important laws in both countries will be analysed. Compared to the situation in the Netherlands, the American government tended to intervene much more in matters regarding the national banking system. It was in 1978 that, due to the enactment of the International Banking Act, American banking law changed at the expense of foreign banks. What impact and role has this act played on ABN Bank’s strategies? To be able to expand to the US, it was very important to have a good insight in the banking legislation.  However, state policies and laws are rather complex phenomena; in other words it could be difficult to fully know, understand and interpret them. This might be the case for domestic banks, but even more so for foreign banks, since they already have a cultural, language and general information disadvantage. In the case of the US, that has a dual banking system, consisting of a federal and a state level, full understanding is even more complicated. To quote ABN Bank’s legal department in New York: ‘Please bear in mind that the summaries in this memorandum are intended to highlight potential hazard and opportunities rather than to present in full the substance of each law. Each statute or body of regulations mentioned is a major and complex document and each would require a book length summary for complete analysis’.
 Did ABN Bank have complete insight in American banking legislation and how did they obtain this information? Did it learn from earlier experiences or from experiences of other banks? What strategic decisions has ABN Bank made on the basis of the obtained information? Finally, does national legislation change because of the process of internationalisation?

The paper is structured as follows. After discussing relevant theories, I will explain some major concepts in the banking sector. Second, a general comparison of the most important Dutch and American developments in banking regulation will be made. After an overview of ABN Bank’s internationalisation strategy, the implications of Dutch and American legislation on this strategy will be given. Special attention will be given to the International Banking Act of 1978. Finally, conclusions will be made. For the case study of ABN Bank I have received great assistance of the company’s historical archive. I was able to study for example the minutes of Managing Board meetings, minutes of the Supervisory Board meetings, and diverse reports and correspondence on ABN Bank’s international strategy. 

2. Analytical framework
2.1 A theoretical interpretation
The internationalisation of a firm is a complicated process, including a lot of decisions over for example the selection of the market and the kind of organisation. There are internal and external drivers for internationalisation. A well-known and frequently used theory for explaining the existence of multinational enterprises (MNEs) is Dunning’s eclectic paradigm. It departs from the idea that in foreign markets local firms possess superior knowledge of markets, language, culture and the political and legal system. Therefore, a firm that wants to operate at a foreign market should have certain unique advantages to compensate for this information handicap. The paradigm assumes that for Foreign Direct Investment (FDI) to be undertaken by a firm at least one of three conditions must hold true.
 Here follows a more detailed description of each condition. First, the investing firm must possess some sort of Ownership advantage vis-à-vis the local firms in the host country; in other words the characteristics and qualities of the firm, like management skills and specific marketing knowledge. Secondly, the host country must have some Location advantages that favour FDI. There are numerous location-specific factors that can be of importance: transport and communication infrastructure, market size, language, business culture, political stability and government attitude towards foreign companies. Lastly, the undertaking of FDI must lead to Internalization advantages. In some cases a wholly owned subsidiary with full control is preferable to joint ventures, licensing or export (because of market imperfections). Arguments in favour of full control by FDI include protection of marketing know-how, greater control over quality of product/service, influencing or avoiding measures by the government. In conclusion, in Dunning’s perspective the focus is on how MNEs exploit ownership (internal) and location (external) advantages by internalising markets. In this paper the focus is on legislation and government as a possible location advantage. In other words how did the attitude of the US government towards foreign banks look like? Was it in favour or against the entrance of foreign banks? And could ABN Bank exploit the location advantages by internalising the market? The paradigm gives explanations for decisions and choices made by firms with regard to internationalisation. However, it is not only interesting to explain why ABN Bank did expand to the US at a certain point of time, but also to include the process of internationalisation. Internationalisation is not a static but a dynamic process; location advantages can change over time and even disappear. However, Dunning’s eclectic model is of limited value in analysing and understanding the processes of internationalisation. 

A model for understanding internationalisation processes is the Uppsala or Nordic model, which deals with knowledge and learning and how it affects investment behaviour.
 The basic assumption in the behavioural model is that the lack of knowledge about foreign markets is a major obstacle to international operations (same starting point as Dunning), but that such knowledge can be acquired. Incrementalism is the key concept: the more the firm knows about the market, the lower the perceived market risk will be, and the higher the level of foreign investment in that market. For example: a firm starts in a foreign country through export, then it opens a representative office, then a branch or agency and finally it acquires a local firm. Although the model was presented already in 1977, by now a lot of critical research has been done that contributed to the development of the model. Most important finding was that the interpretation of learning was too narrow, which limited the ability of the model to explain certain forms of internationalisation. It was argued that not only learning through own experience, but also learning through imitation, through incorporating people or organizations, or searching for information about new alternatives could have impact on the way firms behave.
 In this paper I will analyse how ABN Bank did get its information whereby the broader concept of learning will be used, and if the internationalisation process of ABN Bank to the US followed the incrementalism point of view.
2.2 Some banking concepts explained

Most important is the difference between investment banking (or merchant banking) and commercial banking. The commercial banks accept deposits, provide loans and offer related services (that is the traditional function of a bank), whereas investment banks are seen as intermediaries that perform a variety of services, of which the following three are the most important: acting as an intermediary between issuer of securities and the investing public, facilitating mergers and acquisitions and assisting in market introductions. Universal banking includes investment services in addition to services related to savings and loans; in other words it is a combination of both commercial and investment banking. For the purpose of this paper, the differences between investment and commercial banking are important, because a combination of the two (universal banking) was forbidden by law in the US. This had implications on development and competition of the banking sectors of both countries (see following sections).
To make things even more complicated commercial banks can be divided in retail and wholesale banking. Most banks develop both activities separated in so-called business lines. Retail banking is a typical mass-market banking which includes services like savings and checking accounts, mortgages, personal loans, debit cards, credit cards, and so on. Customers are local households and small and medium sized enterprises. Wholesale banking (or corporate banking) deals mostly in international finance and long-term loans to large companies and other financial institutions. Because of their knowledge in international finances these banks (or business lines) are specialists in dealing with multinational corporations. Because of the distinctions between wholesale and retail banking other expansion strategies may be needed. Wholesale banks that seek to follow their (well-known) corporate clients or to finance trade will prefer to use branches or agencies. Banks will make use of subsidiaries and its local knowledge when engaging in general retail banking, because it requires face-to-face contact (trust) with the client. For testing the incrementalism concept of the Nordic model it is important to understand that starting agencies and branches requires less investment capital and takes less risks then the acquisition of a local bank.
4. Bank legislation in the US and the Netherlands: a comparison
The US has a dual banking system, rested on the federal and the state level. Authority for financial regulation is partly divided and partly shared between these two levels. On December 23, 1913 the Federal Reserve System (Fed) was created by the Federal Reserve Act. The Fed serves as the American central bank. It consists of a seven-member Board of Governors with head office in Washington D.C. and of twelve Reserve Banks located throughout the US. Twenty-five Branches of these Banks serve particular areas within each District.
 Reason to pass the Act was a severe economic crisis in 1907. The Fed was erected to provide in a more stable monetary and financial system.
Figure 1: Twelve Federal Reserve Districts of the US
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Source: http://www.federalreserve.gov/ (consulted November, 2003)

Nederlandsche Bank (DNB), the Dutch equivalent of the Fed, was founded already in 1814 by King William, but at that time had no responsibility for monetary or financial stability. It could be characterized as a commercial bank which was permitted to issue bank notes.
 From 1850 on, economic prosperity led to an increase in the demand for credit. So, DNB became more and more a finance company, strengthened by the Bank Act of 1863, which stimulated DNB to open offices in the entire country. With the rise of private banks this function of financier became less important, and DNB found new clients in the private banks themselves. This meant that the function changed from finance company for business to finance company for private banks. Under the influence of the economic crisis in 1920s, the Dutch government erected a state commission to investigate the advisability of formal supervision on private banks. Unfortunately, its work was ended in 1940 because of World War II. After the war, in 1948, the Dutch Parliament adopted a Bank Act, which led to the nationalisation of DNB. It gave DNB responsibility for both macroeconomic stability and stability of the financial system. In 1952 a separate act was passed that provided in a more detailed legal basis for the regulation and supervision of the banking sector, called Act on the Supervision of the Credit System (Wet Toezicht Kredietwezen, Wtk).
 
Gradually, DNB had developed as a lender of last resort, giving liquidity support to individual banks. Also, its supervision activities had grown little by little, from an informal nature to a legal one in 1952. The difference here with the American central bank is that instead of historically grown, the Fed was founded from scratch in 1913. One more example will illustrate a difference that relates to the one mentioned above. In 1946, DNB agreed with 42 commercial banks and the two central organisations of the agricultural banks, that they would send figures every month, although DNB did not have formal responsibility for banking regulation and supervision at that time. The cooperation was formalised in a Gentlemen’s Agreement. DNB used these figures only for monetary policies. In the US this kind of cooperation with and support of commercial banks did not exist at the moment the Fed was created. 
The Wtk of 1952 made a distinction between monetary, prudential and structural supervision. Monetary policy deals with stable currencies, whereas prudential supervision has to do with protecting the banks’ creditors by securing stable, sane and well-managed banks.
  This can be provided for by means of setting rules like required liquidity (1954) and capital-asset ratios (1958), or in other words solvency and liquidity controls. Supervision in general was based on the principle of consulting the Dutch representative organisations before any general instruction could be given. The Minister of Finance designated the Dutch Bankers’ Association (Nederlandse Bankiersvereniging) as the representative organisation for commercial banks, of which among others ABN Bank and predecessors were members.
 The supervision functions of the Fed were quite similar: conducting the nation’s monetary policy and supervising and regulating banking institutions.
 
The Fed and DNB’s third function was carried out differently, that is maintaining the stability of the financial system and containing systemic risks (structural supervision). This could be done by preventing financial conglomerates coming into existence that would be too powerful.
 In the US, the most important federal law for structural supervision was the Glass Steagall Act (1933). It placed limits on commercial banking and enforced the separation of commercial and investment banking. Three types of banking institutions evolved that could not enter the market segment of the other: investment banks, commercial banks and saving banks. Moreover, all kinds of banks were prohibited to engage in insurance activities. In the Netherlands structure policy only came into existence by the WtK in 1952.
 Purpose of the structure policy was to prevent concentration of power. First, separation between banks and business (banques d’affaires) was provided for. Next, cooperation of banks and insurance companies by means of participations was prohibited. In other words they were not allowed to hold significant amounts of each other’s shares. Lastly, DNB had to approve bank mergers. It had the power to refuse a declaration of no-objection if in its opinion a merger would ‘lead to an undesirable development of the credit system’. However, in contrast to the US, there existed no restriction on universal banking; historically Dutch banks did exploit activities in securities. Moreover, despite the purpose of the structure policy, DNB approved two great bank mergers in 1964 (Amsterdamsche and Rotterdamsche Bank to Amro Bank; Nederlandsche Handel-Maatschappij and Twentsche Bank to ABN Bank). One of the reasons was the need for the banking system to strengthen its position in the international financial playing field.
 Next to segmentation in market segments, another act in the US led to segmentation along geographical lines. This was the federal McFadden Act (1927) which gave states the right to limit interstate (branch) banking and intrastate branching. This kind of restrictions on geographic expansion did not exist in the Netherlands, a much smaller country. 

Despite these acts in the US, a few US banks had established multi-state operations or had expanded into non-banking activities by setting up a holding (loophole in the law). That was why a new act was passed to prevent banks from using bank holding companies to expand into lines of business unrelated to banking and to more than one state. The Bank Holding Company Act of 1956 gave primary responsibility for supervising and regulating the activities of bank holding companies to the Fed.  It was designed to achieve two objectives: first, by controlling the expansion of bank holding companies, it avoided the creation of monopolies. So, the act limited the interstate operations of bank holding companies by preventing them from acquiring a bank in a second state unless the second state specifically authorized the acquisition (limits on interstate banking). Second, it restricted the activities of bank holding companies to banking and closely related activities.
 So, prior to 1956 there were no legal restrictions on interstate acquisitions by bank holding companies. After 1956 there remained six multi-state bank holding companies in operation, because of a grandfather clause.
These differences in supervision led to the different general developments of the banking sector in the US and the Netherlands. The differences suggest that regulations by DNB would be more stimulating for the banking sector; at least Dutch banks had their say in it, through bank associations, if changes did occur. In the US it seems that the overall policy of keeping a balance in the financial system was the higher goal and everything had to be done to make sure that banks did not gain too much power and would be able to undermine the balance. Of course also in the Netherlands this fear existed, but it was being contained more by prudential supervision, instead of structural supervision. Prudential supervision had less impact on the development of the banking sector as a whole; it just delivered signals of warning to banks and then they had enough time to react to it (which does not mean however that a bank could never fail). Although structural supervision did exist in the Netherlands, it was not strictly complied with, which could be seen by DNB’s approval of the two major mergers in 1964. DNB understood that banks had to be able to compete with foreign banks, maybe because the Netherlands was a small country. In contrast structural supervision in the US, which led to sharp distinctions across geographical and activity lines, had more impact on the banking sector as a whole and was more preventive. Since US banks stayed small and therefore barely could have any impact on the financial system if one should fail, prudential supervision was hardly needed.
5.  ABN Bank’s internationalisation strategies: the 1970s

5.1. ABN Bank’s foreign strategy 
The predecessors of ABN Bank traditionally have been highly international. One of them, Nederlandsche Handel-Maatschappij (NHM), was active in the Dutch colony Indonesia. Independence of this country led to fewer possibilities for the NHM. That is why it shifted its focus to Africa, but political instability on this continent made it difficult to practice bank activities. In 1968 ABN Bank acquired Hollandsche Bank-Unie (HBU), which had a strong network in Latin-America and an agency in Istanbul. However, also in Latin America political problems made it very difficult for banks to be active. The vulnerability of ABN Bank’s international strategy became even more apparent with the reduction of its assets to minority participations in Saudi-Arabia and Suriname. Because of these setbacks a new strategy was needed in the early 1970s.

The new strategy was directed towards expansion to countries with political and economic stability, or more precisely to Western Europe and the US. Further expansion of the foreign business of the bank was of great importance for the potential of the entire bank. If ABN Bank wanted to survive as an independent bank, it had to become one of the largest banks in the world. Since there were limited opportunities left on the Dutch market, expansion had to take place outside the Netherlands.
 Apart from the fact that the US was an economic and political stable country, other motives to expand to the US played important roles as well. The US was seen as a country with a strong and convertible currency, a well-developed capital and money market and a liberal market economy. Preference for the US was also prompted by the desire of ABN Bank to have a dollar reservoir at its disposal.
 Furthermore, expansion was needed because of increasing efforts of Dutch companies to establish themselves in the US (follow-the-client strategy).

5.2 ABN Bank’s strategy in the US
The new philosophy was soon followed by discussions about the difference between developing wholesale and retail banking activities. It was thought that for wholesale banking the opening of new offices was required, whereas for the development of retail banking a local bank had to be taken over. The Foreign Directorate of ABN Bank preferred the opening of its own ABN Bank offices for a couple of reasons. First, the Foreign Directorate had to deal with an employee shortage. The Directorate aimed at difficulties in the adaptability of an acquired bank, which should be solved by the Directorate in the Netherlands. Second, the Directorate mentioned the fact that in most countries ABN Bank was too small in contrast to the large local banks for employing retail activities. Finally, they thought to have too little experience in retail banking; first they had to gain experience in the borderland of the Netherlands with Belgium and Germany.
On the other hand, in the opinion of the Managing Board, especially expressed by Hazelhoff, it would be hazardous to build up a wholesale banking business only. The structure of the balance of ABN Bank could be affected negatively, since ABN bank would become too dependent on the money market for funding in some countries. In retail banking a part of the debtors could be financed with third party money. In short, the Board pleaded for the development of wholesale as well as retail banks in the US.
 

The debates resulted in two general objectives. One objective was to expand the ABN Bank’s activities in the US by means of new branches, agencies and representative offices under the ABN Bank name with the aim to reinforce the asset side of US business. The other one was acquisition of (or majority participation in) a retail bank with third party money and its roots in the local community, with the aim of reinforcing the liability side of the balance. A combination of both objectives had to lead to a strong American division well balanced in structure, which could serve international clients, the local middle market and retail clients.
 
At that moment ABN Bank only possessed an office in NY, which had started in 1941 and at first was active in import and export business between Indonesia and the US. More and more it contacted large American companies, so it got the character of a wholesale bank.
 Five years from 1975, the number of ABN Bank offices had increased to seven, located in different states. By 1980 the bank had spread throughout the US and it exploited activities in wholesale banking. Next to this multi-state expansion, ABN Bank also expanded to non-banking segments of the market. By its participation in the ABD Securities Corporation in New York, ABN Bank exploited activities in securities. 
Table 1: ABN’s network in the US by 1980
	Year
	State
	City
	Sort*

	1941
	New York
	New York
	Branch

	1975
	Illinois
	Chicago
	Branch

	1975
	California
	Los Angeles
	Agency

	1977
	Texas
	Houston
	Representative office

	1978
	Georgia
	Atlanta
	Agency

	1978
	California
	San Francisco
	Agency

	1978
	Pennsylvania
	Pittsburgh
	Branch

	1979
	Illinois
	Chicago
	Subsidiary

	
	
	
	


* Branch: Is an integral part of the parent; when the parent goes bankrupt so will the branch. A branch makes loans and takes deposits and has its own books. Banks generally use foreign branches for wholesale banking.
   Agency: Is an integral part of the parent; when the parent goes bankrupt so will the agency. An agency makes loans and has its own books, but does not take deposits (Atlanta). Sometimes allowed to take deposits from non-residents of the US (Los Angeles and San Francisco)
   Representative office: It performs liaison activities for the parent. Has no separate legal identity and cannot make loans or take deposits. Banks may use representative offices to source loans or deposits that a bank then books in a branch elsewhere (Houston: clients are booked in New York)
   Subsidiary: is a separate legal identity incorporated in the host country, in which the foreign parent has majority ownership. A subsidiary may fail even though the parent is solvent, and vice versa. 

Source: different minutes of Supervisory Board and Managing Board
With this network of branches in some of the major cities of the US, one of the objectives of ABN Bank had been met. The other one, starting retail banking activities, was more complicated. The Bank had three options to build up its retail banking activities. First alternative was expanding under the company name ABN Bank. Major disadvantage of this option was that the average American did not know the name ABN Bank. Second option was the acquisition of a small bank and a third option was to set up an entire new bank, which could be very costly.
 It was decided to buy a local retail bank preferable in the states of New York or California. However, the amount of available banks on the east coast was limited and the prices were high. Reason was the fact that every international bank was trying to establish in this region. Therefore it was decided to focus the attention on the Midwest. 
 The state of Illinois was one of the largest industrial areas of the US with quite an amount of large companies and the region was not over banked yet. Soon a proposition of LaSalle National Bank (LNB) was discussed. It was a small, but efficient and well managed bank. The main advantage, it was said, was the possibility to recruit American executives for ABN Bank group on a permanent basis.
 On 14 August 1979 ABN Bank bought LNB. Since US regulation was very complicated, with lengthy procedures and negotiations with the American authorities, it took almost a year to close the deal.
 The new subsidiary would operate as an entity on its own, separate from the other ABN Bank offices and it would continue to operate under its own name. These two different approaches of internationalisation, suggests that ABN Bank was well aware of what was the best way to approach their clients and prospects. It was indeed said that the acquisition of a local retail bank must be seen separately from opening up specialised offices in major cities: ‘a complete different approach is needed’.

Not only did ABN Bank learn by own experience, but also American employees in the ABN branches and agencies did bring understanding of the American market. More than once Dutch top managers paid visits to the ABN Bank offices to check and control them but also to learn from them. The acquisition of an organisation, like LNB, increased the learning process even faster. In this way the bank did not only get access to American employees but also to American management, products and market knowledge. Lastly, ABN Bank was informed by outsiders searching for information about new alternatives (the proactive approach).  More than once Mr. Orr, lawyer by the investment company Lazard Freres & Co, was consulted on bank legislation and its consequences for the banking sector. Also on the difficult and long procedures ABN Bank had to undertake for acquiring LNB, Mr. Orr was turned to. He was asked to make a scenario for all the transactions to be done and an intensive correspondence followed during the year prior to the closing deal. Once in a while Mr. Orr sent articles on interesting topics as changing legislation to ABN Bank’s head office in the Netherlands.
6. The impact of regulation 

6.1 Dutch regulation

In an interesting paper, Tschoegl asked himself the question what characteristics the 10 foreign banks had in common, that owned the 12 largest US subsidiaries of foreign banks.
 He concluded that the parent banks were large and tended to be from English speaking countries. More notable however was the conclusion that the parent banks were not only large, but often the largest bank in its home country. This suggests that domestic limits on growth are a factor in the FDI decision; a factor that is not incorporated in Dunning’s eclectic paradigm. In the Netherlands concentration, which had been made possible by banking regulation, had led to a relatively small amount of banks, all of which had built up a large branching network. At the end of 1976 the number of registered credit institutions was 71, of which 31 were offices of foreign banks. Especially the three major Dutch banks (ABN Bank, Amro Bank and Rabobank) had a large network. In figure 3 we can see that for example in 1970 ABN Bank had more than 500 branches in the Netherlands. The bank did have a large market share as well, almost 21% in 1970.
 By then the bank had surpassed even the cooperative agricultural banks, which saw their market share slightly decrease from 21% in 1964 to 20,8% in 1970. 
Table 3: Number of branches and market share of ABN and Amro bank in the Netherlands
	Year
	ABN Bank
	
	Amro Bank
	
	Total
	

	
	Number of

Branches
	Market

Share *
	Number of

Branches
	Market

Share*
	Number of

Branches
	Market

Share*

	1965 **
	359
	13,8
	544
	14,4
	903
	28,2

	1970
	528
	21,0
	673
	17,6
	1201
	38,6

	1980
	718
	23,8
	873
	20,6
	1591
	44,4

	
	
	
	
	
	
	


*   Market share in cumulative balance total of all banks (%)

** Market share was calculated for the year 1964 instead of 1965
Source: Joh. de Vries, Wim Vroom and Ton de Graaf, eds., Worldwide banking, ABN AMRO 1824-1999, Amsterdam, 1999.
By ABN Bank itself it was often stated that a strong home base was an important requirement to be able to expand abroad. Calculated by market share ABN Bank was indeed the largest bank in the Netherlands in the 1970s. This meant that for ABN Bank there were few possibilities to expand in its home country and therefore had to look abroad. In short, not only the push factor of a saturated market was important, also the fact that ABN Bank had a broad basis at its home market, was essential to expand abroad. Both external and internal factors were made possible by Dutch legislation.
6.2 American legislation

In general, restrictions in the US on the ability of domestic banks to expand geographically or to diversify into other activities, led to the emerging of a large number of relatively small banks. In 1977, the US counted almost 14.000 banks which, in contrast to Dutch banks, had remained small, owning only a few branches. The number of branches per bank averaged 2,1 in the 1970s. Because of the federal acts the American banking system was highly disintegrated consisting of many small banks and competition of these banks was relatively small. Next to little US competition, foreign banks had other advantages as well. This had to do with the fact that the US branches and agencies of foreign banks were not subject to federal supervision or regulation until 1978. This meant that prior to this date foreign banks could exploit some large location advantages in the US with respect to the American banks. First, there did not exist a general American policy vis-à-vis foreign banks; often it was in the jurisdiction of the states. As a result foreign banks were able to be active in different states by means of opening up full-service offices. Secondly, foreign banks were free to acquire banks in different states (multi-state activities of foreign banks), something that was foreclosed for national and state-chartered banks by the Bank Holding Company Act. 
 For US banks it was striking to see that foreign banks were able to take over major US banks. Such foreign acquisitions were possible because in-state banks were prohibited to acquire such a bank on anti-trust grounds and out-of-state banks because of the ban on interstate banking (McFadden Act). So, major opportunities in US banking were ‘reserved’ for foreign banks only. Thirdly, the Glass Steagall act did not apply to foreign banks and their subsidiaries operating in the US. So, foreign banks were able to employ securities activities by means of starting or participating in Securities Corporations. Lastly, the lending limit of offices of a foreign bank was determined from the net assets of the bank in full, which gave these offices a strong position on the American market.
 

Whereas the US banking system was highly fragmented and banks remained relatively small because of some federal restrictions to expand, foreign banks could quite easily penetrate the US market because these restrictions did not apply to them. This competitive advantage of foreign banks vis-à-vis US banks was of course soon noticed. By the beginning of the 1970s, American banks opposed to the growing presence and competition of foreign banks in the US, and to the fact that they had turned more and more to retail banking. Therefore, the activities of foreign banks became subject of study to the Fed. In 1974 the Board asked Congress for a new International Banking Act. A new act should protect domestic banks from the unfair competition of foreign banks.

The question is how ABN Bank did take advantage of these loopholes in the American banking legislation. Already in 1973, ABN’s Managing Board and Foreign Directorate were informed by a research report of the internal fiscal department, together with an American fiscal adviser about the rumours of changing American banking legislation. They attempted to predict the implications for foreign banks, if new banking laws would be enacted. Most important were the predictions that in the future the authorization of foreign banks would be a matter of the Fed and that foreign banks should have the same restrictions as domestic banks. So, ABN Bank knew about the possible changes in American banking law at an early stage and decided it had to react quickly before the competitive advantage of legislation would be gone. ABN Bank’s rather abrupt decision to start different offices in a relatively short period can be seen in the light of this changing legislation. More than once it was stressed that immediate action was necessary.
On state level it was determined whether a foreign bank could enter at the first place and second if it could open a branch, agency or only a representative office. Naturally, ABN Bank preferred states where it could open branches that were permitted to exploit all bank activities to agencies and/or representative offices.
 At first many states did not allow foreign banks to enter, but on a case-by-case basis they lifted this boundary. As soon as this restriction was eliminated in a state ABN Bank researched the possibilities of establishment. In 1973, for example, the only possibility to establish a branch without restriction was in the state of Illinois and one with limitations in California. These opportunities for foreign banks were soon exploited by ABN Bank. Already in 1975, it had established a branch in Chicago (Illinois) and an agency in Los Angeles (California). 
By 1977, Florida, Georgia and Pennsylvania also amended state banking policies inviting foreign banks to locate in these states.
 These states wanted to establish a status as being centres with an international role, just like New York and California and later on Illinois. This suggests that in the US there existed a kind of competition between states for international financial activities. In Georgia and Pennsylvania location of foreign banks had become indeed less subject to restrictions. Again ABN Bank took advantage of this liberalisation. In 1977 propositions for establishment of agencies in Atlanta (Georgia) and San Francisco (California) were made by ABN Bank and in 1978 for establishment of a branch in Pittsburgh (Pennsylvania). In Pennsylvania, it was really necessary to act quickly, because here it was possible for a foreign bank to open up a branch. In accordance to the proposed International Banking Act, the choice of a home-state would be connected to the states where ABN would have branches (deposit taking). At that point of time these were only the states of New York and Illinois, so the addition of Pennsylvania would mean an enlargement of acquisition possibilities of a local bank, if the International Banking Act was to be enacted.      

Although the new law in Florida also permitted the entry of foreign banks, for ABN Bank the possibilities here were still insufficient. Under the new law foreign banks were allowed to open up an agency. However, an agency in Florida could neither accept deposits of residents, nor of non-residents. It meant that ABN Bank could not take advantage of Latin-American signs of interest for Florida as an investment place. Furthermore, there still existed restrictions on credit loans. Normally, an agency was able to grant all kinds of loan, but in Florida local credit loans were excluded.
 So in practice, an agency in Florida could only be active in lending related to international and foreign business. This meant that an ABN Bank agency would be no more than a representative office. It was said that existing and prospective clients in Florida could be served equally well from another financial centre of ABN Bank. A physical presence of ABN Bank in Florida under these circumstances was seen as cost-increasing with little to compensate for this. For this reason the bank decided not to locate in Miami (Florida). The example of Florida illustrates that ABN Bank considered its opportunities well and that it did not take unnecessary risks. It weighed the advantages and disadvantages of every possible branch or agencies very well. 
Not only did states differ in their openness to foreign banks, they also differed in interstate and intrastate branching (because of the federal McFadden Act). In some states branching was forbidden completely and in some domestic banks could open branches in contiguous counties only (area branching). As a consequence local banks remained relatively small owning only a few branches. Also, the foreign directorate of these relatively small banks was not developed very well. This lack was seen by ABN Bank as an interesting opportunity for a foreign bank to jump in, because it had a larger lending limit and it owned an international office network. Because of the legislation on branching ABN Bank had to choose, just like domestic banks, in which city to locate. For example, in Pennsylvania a choice had to be made between the cities Pittsburgh and Philadelphia. Criteria for this choice were foremost the presence of large companies (Fortune‘s 1000 companies)
, degree of competition, market size, future developments of the area, and tax legislation.

In conclusion, prior to 1978 foreign banks were not restricted by federal law like domestic banks. ABN Bank took advantage of this opportunity by building up a network of offices before the laws would change. It points to the fact that the bank was indeed quite well informed about the situation in the US and the different state legislation. Exactly in the states that lifted regulations, ABN Bank did its research and if seeming relevant, it located an agency or branch. So, regulation at state level determined in which states ABN Bank wanted to locate. Moreover, ABN Bank had always been one of the first to establish in a newly opened state. In Pittsburgh ABN Bank’s application was the first one together with a Canadian, British, German and Japanese bank.
Also, in Atlanta foreign competition was small at start; only Barclays possessed an agency at the moment of ABN Bank’s application.
 Crucial in the strategy was that ABN Bank hoped for a so called grandfather-clause, whereby offices that had already opened up before the new banking law were permitted to remain active. There were some risks involved because this grantfathering clause was hoped for but it was not guaranteed. To reduce this risk the offices in, for example, San Francisco and Atlanta were only set up in a modest way, without much capital involved and with a small staff.

7 The International Banking Act of 1978 and consequences for ABN Bank
Many parties concerned expressed their opinions on the pleas for equitable treatment for all banks, for the extension of federal authority at the expense of the states, and for the protectionist restraints on foreign banks in the US. As we have seen, single states could attract foreign banks by allowing them to open an agency or branch. The proposed International Banking Act would substantially restrict the rights of states to determine their own policies with respect to foreign banking activities within their borders. This led to the fear of some states that with the enactment of the International Banking Act, by which foreign banks should be limited to a single state for their operations, banks would base their activities in the existing financial centres, namely in New York, California and Illinois. A discussion did also find place among US banks. Small US banks hoped for the same restrictions on foreign banks as on domestic banks, whereas large US banks were hoping that the foreign invasion would wear away the barriers to interstate banking and would break down the barrier between commercial and investment banking. They hoped that by liberating the banking regulation at large, the possibilities of expansion for them would improve.

Finally after long debates, the International Banking Act of 1978 was enacted. Its purpose was to eliminate the advantage of foreign banks over US banks in the US. This meant that foreign banks got the same restrictions as domestic banks and that the barriers to interstate banking and universal banking remained active. It required foreign banks to select a home state and prohibited them from opening any new full service branches (like ABN Bank’s branches in New York, Chicago and Pittsburgh) or forming/acquiring any state or national bank subsidiary outside the home state. Fortunately for ABN Bank, it was permitted to continue full service branches or bank subsidiaries outside the home state if already held prior to 27th of July 1978 (also called the grandfather clause). ABN Bank’s offices in New York, Chicago, Pittsburgh, Houston, Los Angeles and San Francisco were therefore permitted to remain active. Although the deposit taking powers of ABN Bank’s agencies in Los Angels and San Francisco continued to be limited by state law. Also non-banking activities that existed before the 25th of May, 1977 were grandfathered. This meant that ABN Bank was allowed to maintain its participation in ABD Securities Corporation in New York. With the acquisition of LNB, ABN Bank had to be registered as a bank holding company, which meant that the Bank Holding Act of 1956 came into practice. The bank had acquired LNB after the grandfathering date and therefore had to continue Illinois as its home state as long as it owned a national bank headquartered in that state. ABN Bank was fortuned to have built up its network of branches and agencies in different states, because by now the only way to expand outside the home state was by means of Edge Act branches. Edge Act corporations had fewer opportunities than the branches that ABN Bank already possessed. These kind of branches existed for US banks. Through Edge Act corporations, US banks were able to conduct deposit and loan business in the US markets outside their home states, provided that the operations of these corporations were related to international transactions. Not only was ABN Bank´s existing network an advantage vis-à-vis US banks, but also in relation to foreign banks that entered the US market after 1978 or that had not yet built up such a network of branches and agencies. One advantage of the Edge Act corporations was that this kind of federally chartered banking institution could not be excluded by states that otherwise prohibited foreign banks. In the years to come, ABN Bank opened two Edge Act branches, one in Houston and one in Miami.

ABN Bank had made a smart decision by acquiring a local bank in the state Illinois. Illinois was the third financial centre after New York and California, but was not rushed into yet by foreign banks. With the enactment of the International Banking Act the wishes of the US large banks were not fulfilled. Instead of overthrowing the barriers to expand to non-banking activities and to other states, the act had equated foreign banks with domestic banks, but still with a lot of restrictions. This meant that when a middle-sized bank in Illinois wanted to be taken over after 1978, there were only a few possibilities, actually even less than before the International Banking Act was enacted. The bank could not be taken over by out-of-state banks, because that was still unlawful, neither by the larger banks of Illinois, because of anti-trust legislation, and neither by foreign banks with another home state, because that by now was unlawful as well. There was a possibility that a foreign bank that had not yet activities in the US and therefore had not made their home state selection, could be interested to take over the bank. However, it was unlikely that such a bank would make a large first step into this (to them unknown) market by immediately taking over a local bank. The only option for a foreign bank with its home state Illinois was to buy the above mentioned bank. Because Illinois was not over-banked yet, there were only two banks in this category: Credit Agricole of France and ABN Bank. Credit Agricole had stated they would pursue only agri-banking business
, which left ample opportunity for ABN Bank. Competition for buying banks was therefore low and ABN Bank could relatively easily expand further by means of buying other local banks. Of course, this favourable picture would change if and when restrictions on interstate banking should be relaxed. 
7. Conclusion
In the introduction of this paper the following main question was asked: What impact did national legislation have on international strategies of the ABN Bank during the 1970s? In the paper I have focused on legislation and government as a possible Location advantage (Dunning). It was shown that until 1978 there existed a favourable government attitude towards foreign banks in the US of which ABN Bank took advantage. Banking regulation influenced ABN Bank’s strategy in the choice of location (where), in the timing (when) and in the kind of organisation (how). First, the US banking acts had their impact on the choice of location, at national level and at state level. The relatively high involvement of the US government in the banking sector, which was fed by fear of power concentration, led to a dispersed banking sector.  The large amount of small banks could relatively compete less, which was very attractive for ABN Bank. Furthermore, in the 1970s there didn’t exist any federal supervision and regulation in the US for foreign banks in contrast to domestic banks. This made US an interesting country to invest as well. Some states opened up to foreign banks and therefore became more attractive to ABN Bank. The advantage that ABN Bank had in contrast to US banks, thanks to differences in legislation, was fully exploited by the Bank.

Also, legislation had impact on the timing of the internationalisation process of ABN Bank. The beginning of the 1970s Dutch legislation made it possible for ABN Bank to expand to the US. Thanks to the merger of 1964 the bank had become the largest bank in the Netherlands; the essential strong home basis was provided for. Next, the Dutch market was saturated with just a few large banks that owned many branches, which functioned as a push factor. US legislation had impact on the timing of expansion as well. ABN Bank wanted to take advantages of the opportunities that were left to foreign banks in contrast to domestic banks, until the banking laws would change in 1978. Therefore, the expansion process was executed faster than normally. Branches and agencies were opened as soon as a state permitted it. This strategy brought along that ABN Bank took some risks, which would otherwise not be taken, because ABN did not know for sure that the branches and agencies were allowed to continue its activities after a new law would be enacted (grandfather clause). It took risks but always in a reasonable way, which can be seen by the opening of offices in a modest way with low capital costs. Because of this limited risk taking, ABN Bank had been able to build up a network of offices in the US, which could be used as the basis for further expansion. Thirdly, it had an impact on the kind of organisation that was built up. State laws determined for ABN Bank if it could start a branch or that it had to be satisfied with an agency or even a representative office. Before the International Banking Act was enacted ABN Bank did have a participation in security activities, which after 1978 was prohibited.
Although legislation had a great influence on the expansion strategy and in the case of ABN Bank a positive impact, this would not have been the case if the bank did not have complete insight in the US legislation. Without full understanding, without right interpreting, without knowing future implications, ABN Bank could not have exploited the advantages the way it did. In general I think that the years of ABN Bank’s experience in other countries and continents have contributed to this success. ABN Bank learnt to anticipate on developments and react proactively to changes. In expanding to the US it seems as if ABN Bank knew very well what it wanted; it had a clear strategy. In most of the states ABN Bank was one of the first to open an office and the choice of Illinois as its home-state was indeed a good alternative for New York or California. Apart from past experiences, ABN Bank learnt through experiences built up in the US itself. Internationalisation of the bank to the US developed step by step; it was a process that took years. In the paper it is shown that ABN Bank started with an office in New York that was active only in trade finance. New York was the financial centre of the world which made it possible for ABN Bank to follow the latest developments. Soon this office expanded its activities to large American companies, of which its employees´ knowledge was important for ABN Bank as well. By the 1970s several more branches and agencies were opened, first to be able to service their clients abroad but soon to facilitate large American firms too. After this network throughout the country was built up, ABN Bank acquired LNB, a local bank with local knowledge which was seen by ABN Bank as a basis for further expansion. Besides this incremental learning process, another important source of getting and interpreting information were American consultants and lawyers, with whom ABN Bank had a solid relation. So, the internationalisation process of ABN Bank followed the Nordic model’s incrementalism. The bank learnt not only through own experiences, but also through incorporating people and organisations and by searching for information.   
We can conclude that national legislation has a great impact on the internationalisation process of firms. In this paper however it has also become apparent that, the other way around, internationalisation can change national legislation as well.  In the US the increasing location of foreign banks led to dissatisfaction of domestic banks with the existing laws that favoured foreign banks. The discussion they started led to the revision of the banking legislation, so that from then on foreign and domestic banks were treated equally.
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� The debate on foreign banking law, in: Bank Stock Quarterly, October 1977 (published by M.A. Schapiro & Co), 16-23.


� AAHA, ABN, inv. nr. 2624: research report on possibilities of expansion ABN in US, 16 October 1973


� For the exact definitions and differences of branches, agencies, representative offices and subsidiaries, see table 1 on page 12.


� AAHA, ABN, inv. nr. 2624: ‘The debate on foreign banking law’, Bank Stock Quarterly, October 1977, p 16-23.


� AAHA, ABN, inv.nr. 3178: note about the opinion of legislation in Florida, 4 August 1977
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� AAHA, ABN, inv .nr. 2624: Expansion in the US: ABN office network, 27 June 1978.


� AAHA, ABN, inv. nr. 2624:, Expansion in the US: ABN office network, 23 May 1977.


� Exact rules for Edge Act Corporations were: deposit taking must be related to international or foreign trade or from non-resident individuals, corporations or governments. Lending: 10% of own capital, but excess may be overlined to others, including ABN Branches and agencies. Permitted activities: foreign investment advisory services and foreign investment management


� AAHA, ABN, inv. nr. 2624: Memorandum by Hielkema, ‘Should ABN expand in USA and if so, why?’, 26 August 1981.
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