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ABSTRACT 
 

 

 

 

In the first decade of the 21st century, the five largest Chinese Commercial banks entered the Brazilian 

market. However, as state-owned joint-stock banks with global expansion, the “Big-5 ” Chinese banks 

have faced difficulties competing with local banks as well as other foreign banks in Brazil; most of the 

“Big-5” have suffered unsatisfactory performance in comparison with their operation and revenue in 

other foreign markets. 

 
This paper aims to analyze the internal and external challenges Chinese banks facing and how they 

diminish those difficulties while operating in Brazil. This dissertation analyzes the situation of 

Chinese state-owned commercial banks during the last decade in the Brazilian market, 

especially in Sao Paulo and Rio de Janeiro, through qualitative research involving a case study 

of four typical commercial banks in Brazil. The paper explores external difficulties such as the 

unstable policy, the recessional and sophisticated banking sector, and the fierce competition 

from domestic and foreign peers. The paper summarizes internal difficulties related to 

compliance, scale, product, customer service, and human resources. Furthermore, this study 

outlines the future opportunities for development, with the recovery of a sustainable economy, 

high willingness of bilateral cooperation, and the risk tolerance of SOEs. 

 
To this end, the dissertation provides the managerial contribution according to the future 

economic trends and a reflection on policy. The paper concludes that there are still opportunities 

for late movers to enter the Brazilian financial market, recommending that study should be 

continued in the following two to five years in order to draw conclusions regarding the 

managerial contribution. 

 

 

KEY WORDS: Chinese commercial bank, Internationalization of SOEs, Challenges and 

opportunities, Brazilian banking sector, Entry mode 



RESUMO 
 

 

 

Na primeira década do século 21, os cinco maiores bancos comerciais chineses entraram no 

mercado brasileiro. No entanto, como bancos por ações estatais com expansão global e apoio 

governamental, os “5 grandes” bancos chineses enfrentaram dificuldades para competir com 

bancos locais e também com outros bancos estrangeiros no Brasil; a maioria das “Big-5” 

tiveram desempenho insatisfatório em comparação com sua operação e receita em outros 

mercados estrangeiros. 

 

Este artigo tem como objetivo analisar os desafios internos e externos que os bancos chineses 

enfrentam e como eles diminuem essas dificuldades ao operar no Brasil. Esta dissertação analisa 

a situação dos bancos comerciais estatais chineses durante a última década no mercado brasileiro, 

especialmente em São Paulo e no Rio de Janeiro, por meio de pesquisa qualitativa envolvendo 

um estudo de caso de quatro bancos comerciais típicos do Brasil. O artigo explora as 

dificuldades externas, como a política instável, o setor bancário sofisticado e recessivo e a 

competição  acirrada de pares domésticos e estrangeiros. Esta dissertação resume as dificuldades 

internas relacionadas àconformidade, escala, produto, atendimento ao cliente e recursos 

humanos. Além disso, este estudo traça as oportunidades futuras de desenvolvimento, com a 

recuperação da economia sustentável, grande disposição de cooperação bilateral e tolerância aos 

riscos estatais. 

 
Para tanto, a dissertação oferece a contribuição gerencial de acordo com as tendências 

econômicas futuras e uma reflexão sobre política. O trabalho conclui que ainda épossível a 

entrada tardia de bancos de fundo estrangeiro no mercado financeiro, recomendando que o 

estudo seja continuado nos próximos dois a cinco anos para tirar conclusões sobre a contribuição 

gerencial. 

 

 

PALAVRAS-CHAVE: Banco comercial chinês, Internacionalização de empresas estatais, 

Desafios e oportunidades, Setor bancário brasileiro, Modo de entrada 
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1. Introduction 

The Brazilian financial sector is large and sophisticated. “Brazil is the country with the highest 

number of bank branches in Latin America, amounting to more than 21 thousand in 2017.”1 CEIC 

Data reported that the adjusted total assets of Brazil’s banking were reported at over 7.7 billion 

BRL in Mar 2019. This records an increase from the previous number of 7.5 billion BRL for Dec 

2018. 2 

Compared to other emerging economies, banks lend at market rates that remain relatively high 

because of high taxation, repayment risk, and concerns over inconsistent judicial enforcement of 

contracts, high mandatory reserve requirements, and administrative overhead, as well as 

persistently high interest rates. According to BCB data collected for the final quarter of 2019, 

“the average rate offered by Brazilian banks to non-financial corporations was 13.87 percent.” 3 

 

The banking sector in Brazil is highly concentrated that the five largest commercial banks by 

assets, namely Banco do Brasil, Itaú, Caixa, Bradesco and Santa nder, accounting for 

approximately 80% of the commercial banking sector assets and totaling $1.58 trillion as of the 

final quarter of 2019. Among the top 5 commercial banks, Banco do Brasil and Caixa Economica 

Federal, are federally owned. Unlike banking in China, most Brazilian banks are private or mixed 

ownership. The major banks in the private sector have long been organized as financial 

conglomerates, able to offer a full range of financial services through subsidiary and associated 

companies as well as associations and mergers with foreign financial institutions (Pwc, 2013). 

 
The “Five large Chinese banks" indicates Industrial & Commercial Bank of China, Bank of China, 

China Construction Bank, Agricultural Bank of China and Bank of Communications. Although 

“Big-5" are so-called stated-owned enterprises, they are actually state-owned joint- stock 

commercial banks. During 2005 and 2006, the China Construction Bank (CCB), the Bank of 

China (BOC), and the Industrial & Commercial Bank of China (ICBC) went public successively, 

of which ICBC achieved the world's largest IPO in Oct 2006. Since the reorganization and 

transformation into stock companies of commercial banks was done in the recent years, the 

analysis on Chinese stated-owned banks should not merely depend on SOEs theory but should 

also in accordance with the market economy and Chinese political system. 

 

In the recent years, the concentration level of China's banking industry has been continuously 

optimized. According to the China Banking and Insurance Regulatory Commission, the total  

 

 

1 https://www.statista.com/statistics/857454/leading-banks-brazil-total-assets/ 

2 https://www.statista.com/statistics/857454/leading-banks-brazil-total-assets/ 

3 https://www.state.gov/reports/2020-investment-climate-statements/brazil/ 
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assets of the five large banks were 105 trillion yuan (RMB, the same below) at the end of 2018, 

accounting for 37% of China's banking financial institutions. The balance of total deposits was 

76 trillion yuan, accounting for 44% of the Chinese banking industry. The balance of total loans 

was 58 trillion yuan, accounting for 38% of the Chinese banking industry. The number of 

employees is 1.65 million, accounting for 40% of the banking industry. Compared with major 

economies such as Europe and the United States, the concentration of China's banking industry 

was relatively low and at a reasonable level. (China Banking and Insurance Regulatory 

Commission, 2018) 

 

Over the last 10 years, there has been a surge in foreign direct investment in the emerging market 

banking sector. Chinese-funded banks abroad mainly serve Chinese enterprises and promote 

bilateral investments. Chinese investments in Brazil have made a breakthrough both in enterprise 

numbers and total investment amount in the recent years, hence a loan demand from Chinese-

funded banks has increased. 

 

In 2010, with the objective of promoting bilateral cooperation in fiscal and financial sectors, 

China and Brazil announced, "Plano de Ação Conjunto 2010 -2014” (Joint-plan between 2010 

and 2014), turning the original "Fiscal and Political Dialogue between China and Brazil” into 

“Fiscal and Financial Subcommittee China-Brazil”. In March 2010, the Bank of China opened 

its sub-bank in Sao Paulo, which became the first Chinese state-owned bank with integrated 

business. Meanwhile, UnionPay China can be used in Brazil and South America. In 2012, the 

largest global development bank - China Development bank opened a representative office in 

Rio de Janeiro. (China-Brazil Business Council, 2016) 

 

In 2018, as the representative office of Agricultural Bank of China (ABC) opened, all the "Big- 

5" started banking service in Brazil. (China-Brazil Business Council, 2016) Most of them are 

focusing on corporate banking rather than individual banking in the Brazilian Market. With little 

experience and less clients in Brazil, they are facing different challenges in Brazil and seeking 

for possible alternatives. 

 

This dissertation analyzes the situation of Chinese state-owned commercial banks during the 

last decade in the Brazilian market, especially in Sao Paulo and Rio de Janeiro, through 

qualitative research and case study of four typical commercial banks in Brazil. The author 

explores the internal and external difficulties of the operation of Chinese commercial banks in
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Brazil and searches for potential alternatives to mitigate the existing challenges. 

 
 

1.1 Research question, objective and research gap 

This paper scrutinizes the research question “What challenges Chinese Commercial Banks in 

Brazil are facing and how do they diminish those difficulties?" In line with the contribution, it 

seeks to make, the research objectives are defined as the following: 

 

• Explore the main purpose for which Chinese commercial banks internationalize their 

operations in Brazil; 

• Compare the entry modes among Chinese Commercial banks and analyze the internal 

and external challenges that Chinese commercial banks are facing in Brazil; 

• Based on multiple case study, analyze how Chinese financial institutions work out with 

these ongoing difficulties. 

 
In previous studies, researchers have often studied the internationalization path of Chinese 

multinationals, but relatively few worked on the expansion in the Brazilian and South American 

markets. What matters, there is not any published academic paper focusing on the Chinese 

financial institutions in Brazil. My dissertation, therefore, aims at bringing the recent observation 

and analysis on the challenges. This study aims to contribute to Chinese commercial banks in 

Brazil by providing examples and recommendations for foreign banks which intend to enter the 

Brazilian market in the near future. 

 

The thesis is based on literature review of SOEs theories and Transaction Cost Economics. To 

better understand the difference of internal difficulties between banks which choose different 

entry modes, the author will also describe the common market entry modes for Chinese SOEs in 

the emerging countries in the paragraphs below. The author will use primary and secondary data 

to provide the up-to-date information and explore the in-depth reasons of the current operation. 

However, as a young triple language scholar at FGV and a Chinese ex-employee at a commercial 

bank in Sao Paulo, the author managed to take advantage of case study through anonymous 

interviews, financial reports, summaries and news in Chinese, to be the first to fill the research 

gap. 

 
1.2 Structure of the Dissertation 

Whereas Chapter 1 aims to illustrate the research question, objective and research gap, the rest 

of this dissertation is organized as follows. Chapter 2 discusses the previous literature review on 

14



 

 

internationalization, and further develops theories of SOEs, transaction cost economics and 

entry mode strategies. Chapter 3 explains the research design by using a multiple case study. It 

also outlines the data source and the logic of case selection. The case description is presented in 

Chapter 4, mainly based on interviews, public financial reports and observations. The highlight 

part of the dissertation is the analysis of selected firms, where the author details the internal and 

external challenges of Chinese-funded banks, as well as points out the development 

opportunities. The final chapter gives a condensed summary of the main findings of the previous 

section back to the research question, explains the research limitations and provides an outlook 

on possible future research on the topic. 

 

2. Literature Review 

There are various previous theories concerning internationalization, as well as well-known 

theories including, stated-owned multinational theories (where the government is the main owner 

of the firm), IB theories (in which a private party is the main owner of the firm), and a 

springboard perspective (which describes the internationalization of emerging market 

multinational corporations). Other theories such as the RBV, which looks at the advantages and 

disadvantages of the ownership argument, transaction cost theory and the owner risk argument, 

highlights the motives and risks of foreign multinationals expanding. 

 

Considering the ownership of Chinese commercial banks and the characteristics of financial 

industry, IB theories, RBV theories and spring perspective are not proper to answer the research 

question and draw the conclusion. Instead, the author mainly develops the literature review based 

on theories of SOEs, transaction cost theory and entry-mode strategies. Theories of SOEs and 

transaction cost economics present the main characteristics of SOMNCs, which are risk- and 

resource- seekers, while different entry-mode strategies further explain the decision-marking of 

expansion according to the ownership, target and other various factors. The author will summarize 

the ideas in the following propositions. 

 

2.1 Theories of SOEs 
 

Proposition 1: The identities of SOEs make them invest in foreign markets and projects with 

higher risk and larger budget 

SOEs are legally independent firms that are directly owned by the state. According to Megginson 

and Netter, “SOEs are typically framed around dimensions of efficiency, productivity and 

administrative bureaucracy, originating from the conflicting operational, financial and social 

objectives that are usually faced by these enterprises.” (Megginson and Netter, 2001) 
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Therefore, most literature tends to view SOEs as inefficient, bureaucratic entities that are poorly 

managed, with them being less efficient when run by the state than by the private sector. 

However, the classical view of SOEs should be reconsidered because in many market economies, 

SOEs have undergone enormous changes, spurred on by pro-market reforms that swept through 

Europe, Latin America and Asia.4 

 

Regarding state-owned multinational companies (SOMNCs), the author will focus on Outward 

Foreign Direct Investment (OFDI). Since Chinese-funded banks are not resources-based SOEs 

and have no objective of taking Brazil as a “springboard” step, other above-mentioned theories 

are not fit for the research question. 

 
Based on the definition of Cuervo-Cazurra et al (2014), we can classify the degree of state 

ownership in the firm into three types: fully owned, when the state owns all the shares of the 

firm; majority owned, when the state owns most of the shares of the firm; and minority owned, 

when the state owns less than the majority of the shares of the firm. (Cuervo-Cazurra, 2014) 

 
SOEs theories indicate that they have larger budgets and resources with national support. 

(Ramasamy et al., 2012). State-owned multinational companies enjoy a soft-budget constraint, 

which leads these firms and their managers to take on more risk. (Kornai, 1979; Vernon, 1979) 

For instance, if SOMNCs run into financial difficulties, they can have access to government 

support or low-cost government capital. Hence, “When assessing foreign investments, the 

SOMNCs hurdle rate is lower than those of private MNCs in effect, this lower hurdle enables 

them to take projects that are riskier and have a higher probability of default.” (Ramasamy et al., 

2012) 

 

 

 

 

 

 

 

 

 

 
 

4 https://www.hbs.edu/faculty/Publication%20Files/SOMNCs_Intro_140709%20FINAL_886542e4-3ff8-478e- 

9804- 3a003ddd10d6.pdf 
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2.2 Transaction cost economics 
 

Proposition 2: The perspectives and means of decreasing transaction cost of SOEs differ from 

that of private firms 

Transaction cost is broadly defined as a cost involved in running the economic system of firms. 

According to Willamson, TCE determines the behavior of an enterprise based on transaction 

costs involving economic relationships among actors. Transaction costs arise from information 

asymmetries, and imperfect contracting, coupled with asset specificity and opportunism. 

(Williamson, 1979). Transaction cost theory states that the optimum organizational structure is 

where economic efficiency is attained by minimizing exchange costs. It also indicates each type 

of transaction produces coordination costs regarding the monitoring, control and management of 

transactions. Williamson has also argued that such costs should be distinguished from production 

costs, and that a decision-maker should be able to decide whether to use a firm structure or a 

source from the market when comparing transaction costs with internal production costs. 

Evidently, the cost is the central element of such a decision. (Williamson, 1979) 

 
Williamson identified three characteristics to define a transaction: “the uncertainty under which 

the transaction takes place, the level of transaction specific investment and the frequency that 

transaction occurs”, which have a combined effect on transaction costs in a market or in a 

hierarchy. Based on Cuervo (2014),“MNC uses a hierarchy in a cross-border transaction when 

the costs of using contracts exceed the costs of using contracts exceed the costs of internalizing 

the transaction.” 

 
When regards to OFDIs, “the perceptions of transaction costs of SOMNCs differ from those that 

can be gleaned from asset specificity, imperfect contracting and asymmetric information.” 

(Alvaro Cuervo-Cazurra, 2014) The real reason is that the state-owned enterprises usually have 

a bigger risk tolerance than private owners. Governments have larger budgets and resources, so 

that SOMNCs can take more risks and become more patient investors. Furthermore, 

“Governments have control over laws and regulations, which enable SOMNCs to enforce 

contracts and reduce risks.” (Kaldor, 1980) Therefore, both SOEs theories and transaction cost 

economics prove, SOMNCs are more willing to invest in the countries with higher expropriation 

risk compared to private firms. 

 
More than 200 Chinese firms have entered the Brazilian market in the last decade, of which a 

majority are SOEs. Brazil is considered as a higher risk country compared to China, with 

unstable government policy, fluctuations in exchange rate and high unemployment rate. As 
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recently as the end-March 2020, we downgraded Brazil's risk rating from B2 to B3: this reflects 

the deterioration of the country's risk picture from “medium” to “sensitive”. 5 The coronavirus 

brings great uncertainty for foreign investment, but meanwhile also brings a potential benefit for 

those Chinese financial institutions which are more tolerant of risks. The location choice of SOEs 

also depends on political purposes rather than economic-driven reasons. Brazil, as the biggest 

and populous country located in South America, is considered as the first Latin American country 

to enter for some Chinese commercial banks with diplomatic motives. 

 
2.3 Entry modes 

Proposition 3: Chinese SOEs commonly enter the Brazilian market through M&A and 

Greenfield with different motives and strategy positioning 

2.3.1 FDI and the entry modes of Chinese companies 

The capital demand for 200+ Chinese MNEs partly promoted the establishment and 

development of Chinese state-owned banks. Considering strategic alliance is often unstable with 

integration problems between two firms and the high security demand in banking, foreign 

financial institutions can choose either acquisition or greenfield investment based on various 

aspects. 

 

Restrictions on foreign investment in financial institutions in Brazil have influenced the entry 

mode of foreign banks a lot. Though as a general rule, “Brazilian law does not impose specific 

restrictions on foreign investments in local companies, there are restrictions on the participation 

of foreign capital in financial institutions; however, these restrictions can be lifted if the relevance 

of such foreign capital for the national financial system is evidenced.” (Brian, 2015) 

 

Figure 1 | Entry mode of Chinese companies in Brazil (CBBC, 2016) 
 

 
 

5 https://www.eulerhermes.com/en_global/economic-research/country-reports/Brazil.html 
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A presidential decree issued in 1996 states that foreign equity investments in financial institutions 

in the form of non-voting stock, for financial institutions whose shares are traded on the stock 

market are in the national interest. “When a foreigner intends to set up a financial institution or 

acquire an equity interest in a Brazilian financial institution held by Brazilian residents, an 

application must be directed at the Central Bank of Brazil for further review by the Presidency 

of the Republic” (Brian, 2015). The good news for late movers is that from 2019 the Brazilian 

Central Bank will be the sole responsible for authorizing foreign investments in the financial 

sector which eases restrictions on foreign investment for the following situations: Opening new 

Brazilian branches of foreign institutions or increasing foreign equity participation in Brazilian 

financial institutions6 

 
Before the new law was launched, all branches of foreign companies needed authorization from 

the Federal Government (through the Ministry of Economy/Commerce) to operate in Brazil. 

Prior governmental authorization is required for setting up a branch of a foreign company in 

Brazil. “Due to the extremely bureaucratic requirements associated with the creation and 

maintenance of a branch of a foreign company, only a very limited number of multinationals 

operate in Brazil under this structure.”(Pwc, 2013) However, once government approval is given, 

the Brazilian branch can operate as an extension of the parent company in the pursuit of its 

economic activities in Brazil.(Pwc, 2013) In order to avoid red tape, most banks or financial 

companies would avoid opening a single branch in Brazil and would either institute a 

representative office, in case they did not want to do business directly, or rather ask for approval 

for a new fully operational Brazilian financial institution. 

 
2.3.2 Acquisitions 

 

Acquisitions is a transaction in which a firm gains control of another firm by purchasing all or 

most of the stock.7 Acquisition is a proper entry strategy to choose when scale is needed and 

when an industry is consolidating. A top reason to choose an acquisition over a greenfield 

investment is market share. If an international business prospect has a large market share in the 

country, the timing of market entry and competition for a greenfield investment would probably 

not be attractive. “Other reasons a foreign acquisition could be better than a greenfield 

investment include considerations such as training, supply chain, lower cost of labor, lower cost 

of service or manufacturing, existing employed labor, existing executive management team, 

brand name, customer base, financing relationships, and financing access.”8(Babu, 2019) 

 

6 https://adler.net.br/en/brazil-eases-restrictions-to-foreign-investment-in-the-banking-industry/ 

7 https://www.investopedia.com/terms/a/acquisition.asp 

8 https://www.investopedia.com/ask/answers/06/greenfieldvsacquistion.asp 
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Nonetheless, acquisitions are risky. The cost of acquisition, political and economic issues, the 

strategic fit of the target and the integration issues after acquisition should be considered before 

making decisions. “Many studies have shown that between 40 percent and 60 percent of all 

acquisitions fail to increase the market value of the acquired company by more than the amount 

invested” (Babu, 2019). Cultural and linguistic differences, quality and training of local 

employees, as well as the experience of the target are some concerns on target selection.9 

 
2.3.3 Greenfield Investment 

“Greenfield is a direct investment to build a new manufacturing, marketing or administrative 

facility.”10 In this case, the parent company owns 100% of the subsidiary. To achieve this, the 

company can either establish a new, wholly owned subsidiary, or purchase an existing company 

in that country. In a greenfield investment, a new company should adhere to all local laws and 

regulations regardless of its parent company association. 11 (Norman Loayza et al, 2004) 

 
Starting a new, setting a wholly owned subsidiary might be the preferred option if there are no 

suitable targets in a foreign country for acquisition. The process of establishing a new, wholly 

owned subsidiary is often complex, risky and potentially costly, given the costs of establishing 

a new business operation in a new country. The firm may have to acquire the knowledge and 

expertise of the existing market by hiring costly consultants or experts from competitors. 

Although acquisition is fast, a wholly-owned subsidiary has unique advantages. It affords the 

firm maximum control of its operation and has the most potential to provide above-average 

returns. When a company attempts to develop its unique resources or core competences, and 

enters a dynamic emerging market, the wholly-owned entry mode will be favored in order to 

protect resources from uncompensated leakage to competitors. (Norman Loayza et al, 2004) 

 
Different entry modes depend on the strategy positing of the parent firms and may lead to 

different operating results in the beginning years. The aforementioned propositions will be 

further proved and developed in the analysis and conclusion parts. 

 

 

 

 

 

 

 

 

 
 

9 https://opentext.wsu.edu/cpim/chapter/7-1-international-entry-modes/ 
10 https://www.investopedia.com/terms/g/greenfield.asp 

11https://papers.ssrn.com/sol3/papers.cfm?abstract_id=636 
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3. Methodology 
 

The author adopts content analysis to explore the research question, which include the following 

parts: a) analyze the financial sheets and reports from 2017 to 2020 by extracting and comparing 

the key indices related to profit and risk, b) learn from the recent perspectives of Chinese banks 

from published interviews and news, c) organize the interview notes of each bank and 

summarize the common and different points between them. Furthermore, the author read 

journals and books related to the Brazilian economy and Internationalization, and hereby based 

on the background knowledge and literature review, make the individual analysis and provide 

managerial contribution. When the questions remained during the data analysis part, the author 

further verified from a variety of sources, including anwers from employees of Chinese and 

Brazilian bank, as well as the published papers and laws of Brazilian financial system. 

 

3.1 Qualitative Research 

“Qualitative research is a systematic subjective approach which describes life experiences and 

gives them meaning, in order to gain insight and explore the depth, richness, and complexity in 

the phenomenon.”12 The qualitative research is mainly conducted by case analysis which will be 

further explained in 3.2 . 

 

The benefit of qualitative research is that it can provide the most direct image of a phenomenon 

that might be hidden with a more dispassionate quantitative review. (Russell K. Schutt, 2018) 

Also, it indicates the reasons for strategic decisions of internationalization in the Brazilian 

market. Nevertheless, qualitative methods also require plenty of careful thoughts and planning 

throughout the study. A researcher should be more sensitive to ethical issues, prejudices and 

philosophical foundations of his research question than quantitative studies. (Gene Williams, 

2019) Qualitative data is a lot more open to personal bias and judgment, and therefore the 

researchers must present the results appropriately. 

The main reasons that for the choice of qualitative research here are as follows: 
 

• The financial sheets are publicly available and the analysis methodology should be the 

same for any bank operated in Brazil. Detailed quantitative data cannot be published due to the 

necessity to protect business secrets. 

• The research question relates to the opportunities and challenges of Chinese commercial 

banks, analyzing reasons and providing alternatives. The topic is qualitative in nature, with the 

support of existing quantitative data from financial reports. 

 

 

12 http://aiks.ukzn.ac.za/docs/default-source/enewsletter/qualitative-research-designs.pdf?sfvrsn=0 
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• The researcher completed an internship at CCB Brasil in 2019, which enabled access to 

gather primary data through observations and interviews, as well as get the contacts of 

employees at that Chinese "Big-4" bank. These primary data provide an in-depth insight into 

understanding the reasoning behind corporate decisions and the simple analysis of financial 

reports. 

 
3.2 Case study 

Through a case study, researchers collect detailed information using various data collection 

procedures over a certain period (Creswell, 2014). “It is the intimate connection with empirical 

reality that permits the development of a testable, relevant, and valid theory.” (Eisenhardt, 1989). 

The case study has the advantage of enabling a rich description of a specific situation (Hancock 

& Algozzine, 2006). A multiple case design is chosen to emphasize cross-border analysis and 

provides greater opportunity for generalizability. 

 
Multiple case study is suitable here since the author will have enough evidence to compare the 

different points of internal obstacles and summarize the common points of opportunities and 

challenges that all Chinese banks have. In terms of case selection, based on Eisenhardt’s 

methodology, the author selected cases that focus efforts on those that replicate or extend theory, 

as well as allow investigators to take advantage of emergent themes and unique case features 

(Eisenhardt, 1989). Regarding the research question, there are totally five large Chinese 

commercial banks operating their businesses in Brazil. The author chose four of them apart from 

ABC, because the latter entered the Brazilian market late in 2018 and only opened a 

representative office. In terms of operation time and size, ABC does not provide relevant 

evidence for comparison and analysis. 

 
3.3 Data Collection 

The author collected data between June and Sept 2019 and updated information due to 

coronavirus from Mid-2020 to Jan 2021. The secondary data is mainly based on most recent 

financial reports by the end of 2019, published on the official websites of all the banks. 

 
3.3.1 Primary Data 

“Primary data is data that is collected by a researcher from first-hand sources, using methods 
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like surveys, interviews, or experiments.” 13 The author had worked at CCB for three months 

and used various methods to gather primary data: The author took field notes with 

observations and reflected on my own experiences of company culture. Additionally, the 

author conducted in-depth interviews with employees across departments to learn about their 

experiences and perspectives in detail. 

 
In-depth interviews present the opportunity to gather detailed insights from financial industry 

participants. Through interviews, researchers can collect information in an efficient and 

practical way and access data that cannot be found in academic, journalistic and institutional 

literature (Eriksson & Kovalainen, 2008). The author conducted individual interviews with 

seven executives or employees from different departments at four commercial banks in 2019 

in an anonymous way (written or verbal interviews in Chinese or Portuguese, then translated 

to English) by asking designed questions about the organizational structure, the reason for 

chosen entry mode, current situation, main opportunities and difficulties and the possible 

alternatives. The interviews were conducted through Wechat (a social media app in China) 

or face-to-face talk, and a few questions were updated at the beginning of 2021. Interview 

answers are summarized in the 4.Description Chapter, but also reflected in the 5.2 Analysis 

and 6.1 Conclusion Chapters. See the detailed information of interviewees and interview 

forms in the table 1 below. 
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Bank Position of 

Interviewee 

Interview Form Nationality 

BOC Executive of 

Administration Office 

Wechat Chinese 

BOCOM 

BBM 

Employee of 

Administration Office 

Wechat Chinese 

CCB Vice-executive and 

employee of Asset and 

Liability Management 

Department, Employee 

of China Business 

Department, Employee 

of Legal Service 

Department 

Face to face 2 Chineses, 

2 Brazilians 

ICBC Employee of Risk 

Management 

Department 

Face to Face Chinese 

 

Table 1 | Information of interviews and Interviewees 

 
3.3.2 Secondary Data 

“Secondary data are the data collected by other authors and readily available from other sources. 

If the researcher uses these data then, these become secondary data for the current users.” (Kotler 

& Kevin, 2012) The author gathered secondary data from published financial reports, business 

reports of CCB and BOC provided by internal staff, as well as reports from China-Brazil 

Business Council, the Brazilian association of Chinese enterprises and other relevant 

organizations. The author also found Chinese and Portuguese news about entry-modes of these 

banks, as well as public interviews conducted by the President of BOC. The availability, 

accuracy and time-efficiency of secondary data should be considered when selecting proper 

information. 

 

  

   

Industrial and Commercial Bank of China (Brazil) Co., Ltd (hereinafter referred to as "ICBC 

Brazil") was formally established in January 2013 by opening a sub-bank in São Paulo. ICBC 

closed its fourth consecutive year in 2017 with an annual net profit of R $ 983 thousand, 

highlighting as positive points the result of foreign exchange operations around R $ 141 million, 
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increase in the result of loan operations, closing at around R $ 36 million. They also observed 

an increase in funding expenses of R $ 21 million, due to a higher volume of Bank Deposit 

Certificates (CDB) with a volume of R $ 446 million and funding in Agribusiness Credit 

Letters a volume of R $ 33 million. The result of funding abroad was around R $ 160 million, 

with a funding volume of R $ 229 million at the end of the year. With these volumes of 

operations, the intermediate business income closed at R $ 26 million. However, with the 

pandemic and macroeconomic impact, the net profit of ICBC decreased annually after 2017. 

The recent financial report registered a negative 481 thousand of total net profit by the end of 

2019. 

 
At present, the bank has about 110 employees, including 15 Chinese employees and 95 locally 

recruited employees. The organizational structure is relatively simple, which consists of 8 

departments, namely Corporate Business Department, Risk Management Department, Internal 

Control and Compliance Department, Treasury department, Science and Technology 

Department, Finance and Accounting Department, Sales Department, Administration and 

Human Resources Department. Apart from the managing director of the Internal Control and 

Compliance Department, who is Brazilian, all the other heads of departments are Chinese 

expatriates. There are also three local C-level managers who are in charge of different 

departments in the front, middle and back offices. 

 
The customer base of ICBC includes local and Chinese companies with real trading backgrounds 

in Brazil, for example, companies in the agriculture sector (soybeans, tobacco, sugar, meat). 

According to the interview of an internal employee from ICBC in mid-2019, since ICBC Brazil 

opened in 2013, the non-performing loan ratio has been zero. Although this seems good, it 

actually brings a lot of pressure on operation and evaluation. The annual net profit is very small, 

but there is no loss. It is too difficult to set up a branch in Brazil instead of acquiring a suitable 

target, and the development outlook of a self-established bank is less positive than that of 

successful banks through M & A. Chinese banks such as BOCOM and CCB are large in size and 

business development. They are basically not restricted by capital and have gained local clients 

and experienced employees before being acquired.  

 

According to the interviewee, the head office of ICBC did not invest more capital for the Brazilian 

branch. This is the question of the strategic positioning of ICBC Brazil whether it is only regarded 

as the regional network or it really needs to invest to develop well. If it is the latter, then ICBC 

Brazil needs a large capital injection from the head office or acquires another local bank firstly, 

and it is necessary to take the risk of possible losses in the short term. 
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Apart from Brazil, ICBC has branches in Mexico, Peru and Argentina. ICBC acquired a local 

bank in Argentina, and right now it has become the best-developed overseas bank with the highest 

profit in Latin America and even of the whole Group. Based on the indexes of country risk 

analysis, Brazil has large resources and volume, but its government debt is high, the tax system 

is complex, and investment is difficult. ICBC is still evaluating the potential risk and value of the 

Brazilian market to make the further development strategy, but generally speaking, the risk 

appetite of ICBC is relatively stable and conservative. 

 

Regarding the difficulties, above all, ICBC Brazil has a small scale. Its registered capital was 100 

million U.S. dollars when established. There is a legal lending limit based on Brazilian regulation, 

that is, the credit business for a single client cannot exceed a certain percentage of capital. Under 

the regulation, ICBC cannot meet the financing needs of large clients, and the risk is too high for 

small clients. 

 

In addition to the problem of capital scale, ICBC and Chinese-funded peers also encounter many 

other problems, compliance for instance. The Brazilian Central Bank pays special attention to 

compliance and anti-money laundering, so Chinese banks need to heavily invest capital and 

manpower in KYC and anti-money laundering to meet regulatory requirements, but this 

investment does not bring profit. 

 

  

 

  

 

 

 

13 https://www.statisticshowto.com/experimental-design/primary-data-secondary/ 
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IT system is another problem. Due to the local supervision and hardware conditions, ICBC cannot 

directly use the head office system in each line and the function of the local IT system is simple. 

Instead, employees take manual processes for many businesses, which wastes a lot of time and 

human capital cost. The long business process is also worth mentioning: If the customer has 

financing needs in US dollar, ICBC cannot issue it locally. The current operation is that they first 

approve and then issue financing in US dollar through the Shell branch in Dubai. This kind of 

business process takes a long time and is relatively inefficient due to issues like file-sharing and 

time difference.

Bank of China set up a representative office in Brazil as early as in 1998, and officially 

established Bank of China (Brazil) Co., Ltd in 2009, becoming the first authorized Chinese 

financial institution both in Brazil and in South America. Headquartered in São Paulo and set a 

branch in Rio de Janeiro, BOC provides clients with enterprise financial services, corporate 

finance, trade settlement, treasury business, personal finance and other financial services.13

4.2 BOC Case: Development opportunities and limitations of BOC in Brazil

http://www.statisticshowto.com/experimental-design/primary-data-secondary/


 

 

Up to now, BOC has 58 employees, 18 expatriate employees included. According to local 

requirements in Brazil, BOC allocated the following positions or departments: Administrative 

Department, Human Resources, auditor, Complaints Commissioner, Risk Management 

Department, Credit Approval Department, Legal Compliance Department, Accounting 

Department, Operations Department, FX Department, Information & Technology Department, 

Business Development Department, Finance Department and Rio de Janeiro Branch. 

 

According to the public interview by President Mr.Jianhua Zhang (hereafter “President Zhang”), 

the BOC has a unique advantage as the first-mover in comparison of other Big-4 banks. 

President Zhang mentioned that since the Bank of China entered Brazil earlier, the number of 

clients in their portfolio is larger than that of other banks. At present, more than 80 Chinese-

funded enterprises have opened accounts with Bank of China. Some have not opened accounts 

yet but have business contacts with them. Almost all the Chinese-funded enterprise clients that 

cooperate with them are large companies which are among the Fortune Global 500. So far, most 

of our clients are Brazilian companies, such as Vale, Petrobras, Braskem and CSN. (Claudio 

Fristchak e André Soares, 2012) 

 
In terms of the development phase of BOC, President Zhang mentioned, “Doing business in Brazil 

is different from other countries, here are very complex rules and regulations. Since we obtained 

the license to act in 2009, we decided to do business in Brazil in different phases. During the first 

phase, which was from July 2009 to the first quarter of 2010, we chose to understand the local 

market and prepare for our business expansion. In the second phase, which started in April 2010 

and ended in November 2010, we started to do some business in small volumes, with the objective 

of testing whether the platform we built was ready to operate. The third phase started in late 

November 2010, when we decided that we were finally ready to operate in the market. Since then, 

we are actually operating in the Brazilian market.” (Claudio Fristcha, 2012) 

 

In terms of commercial sectors, BOC selected the commodities sector, which accounts for almost 

85% of Chinese imports from Brazil. The second sector that they plan to focus on is 

telecommunications. A significant number of large Chinese companies entering the Brazilian 

telecommunications market such as Huawei and ZTE, hence BOC witnessed a great opportunity. 

Other sectors would be automotive and infrastructure. 

 
As a self-established sub-bank, the internal difficulties of BOC are similar to ICBC, such as weak 

service capabilities for large clients due to less diversified products and poor IT system. Besides, 

the training process of international and multilingual talents who know the international financial  

market and local market well is slow.  
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Another major pressure for all the foreign banks is the high cost of illegal operations. Illegal 

operations are not only mandatory to take civil, administrative and criminal responsibilities, but 

also reduce business opportunities and damage to goodwill. If business activities are carried out 

without obeying regulations, both banks and senior executives may be severely punished by 

relevant laws. Hence, the compliance requirement is high and specialized. 

 

From 2009 to 2019, having experienced Brazilian economic recession, political fluctuations, and 

a sharp rise in non-performing rate, employees of BOC worked hard and achieved remarkable 

results. From 2017 to the first half of 2019, the assets and liabilities have continued to grow, and 

the assessed profit continued to rise. BOC is seeking income from light capital business right now, 

while maintaining stable growth in scale and speed.  

 

4.3 CCB Case: Internal challenges of CCB Brasil after acquisition 

China Construction Bank, which had already incorporated the operations of BicBanco in 2013, 

was the biggest Chinese bank in terms of employee numbers and capital injection. More than two 

years after initiating a purchase of BicBanco, the Chinese banking giant China Construction Bank 

(CCB) agreed to a capital injection of US$ 200 million to overcome the initial difficulties in 

establishing its operations in Brazil. However, CCB has suffered from internal and external 

difficulties since the establishment and gained a negative gross profit till now. Based on its 

financial report in 2019, the annual net profit was about -380 million reais. 

 

This year becomes the turning point for CCB due to coronavirus, because CCB approved several 

corporate loans for companies that cannot obtain large amount loans from local banks and thereby 

obtained high profit from businesses with moderate and high risk. The author will not detail the 

current situation of ongoing investments and cannot forecast its operation in the post-coronavirus 

period. Instead, the author will focus on the internal difficulties that CCB has faced and analyze 

the reasons. 

 

Firstly, CCB chose to become the sole owner of BIC, which acquired the whole bank and signed 

a contract with hidden dangers. The target BicBanco (BIC) started as a family bank in the form 

of rural credit association and village bank in 1938. The management structure and human 

resources at BIC dropped below most private banks; the credit management department was only 

founded in 2012, as a living example. The internal stakeholders had conflicts of interest and CCB 

cannot lay off its old staff of BIC without reasonable reasons according to the acquisition contract. 

By 2019, CCB still had more than 500 staff and several managing directors were above 60 years 

old. According to its Legal Division, CCB had to pay a great amount of compensation to lay off 

employees of senior level. Not to mention its historical dispute with BIC makes CCB spend a lot 

on lawsuits. According to the balance sheets, BIC faced the problems of deferred tax assets and  
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non-performing loans before the acquisition. The cash-back risk of deferred tax assets and the 

decline of asset quality was aggravated after the successive losses. 

 

Project 2007 2008 2009 2010 2011 2012 2013 Prompt 

Day 

Non- 

performin

g Amount 

1.98 3.79 7.52 8.83 13.33 15.12 13.78 18.83 

NPR 2.60% 4.70% 8.25% 6.67% 11.32% 11.41% 12.50% 18.88% 

 

Table 2 | Non-performing Rate of BIC (Unit：0.1 billion reais) (CCB, 2017) 

 
Secondly, CCB faced the challenges of expanding its business and cooperating with high quality 

clients, since its original clients were small and medium companies with high credit risks. Brazil 

has been stuck in recession since 2014, and thereby a majority of Chinese multinationals that 

were CCB’s major clients suffered from losses. Under the economic environment, the one-year 

working capital loan price in reais was CDI +0.7% for Drogaria, and the one-year working capital 

loan price in dollars for the subsidiary of State Grid Corporation of China (SGCC) was 3Month-

Libor +1.0% (CCB report, 2017), which were much lower than the previous prices. CCB, as a 

foreign bank and a late mover, is relatively hard to compete with big local banks in terms of 

capital, product and service. 

 

Apart from the above reasons, there are several managerial and operation difficulties for CCB. 

For example, the cultural fit between the Brazilian teams and the Chinese teams. On the one hand, 

the local staff were not familiar with making business plans, predicting important events and 

arranging contingency plans. On the other hand, more than 20 Chinese expatriates are currently 

working at CCB, of whom few speak Portuguese and cooperate actively with local teams. The 

human capital cost of total expatriates is very high annually because of allowance, but it is 

unnecessary to mandate so many expatiates who are not familiar with the local financial market 

in author’s perspective. 

 
Other factors include the undeveloped IT system and the localization of branches. CCB Brasil did 

not adopt the IT system of the head office due to a complex reason, and it did not develop or 

purchase an advanced IT system to achieve multifunctional online-banking system till now, 

which cannot satisfy the demand of corporate clients. Additionally, the localization of its current 

branches (13 branches in total) was not in line with economic development due to historical 

reasons. The branches that are localized in coastal and southeastern cities were limited but needed 

to increase along with the changes of business strategy. The past distribution and management of 
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branches were unreasonable, hence CCB is attempting to restructure some branches. 

 
The C-level managers of CCB realized its problems and reorganized its management system in 

the second half of 2019. The time will tell if it is a successful adjustment and CCB may change 

the status quo if it seizes the opportunities under pandemic environment. 

 

4.4  BOCOM BBM Case: Successful example in Rio de Janeiro 

BOCOM, the only Chinese commercial bank that is located in Rio de Janeiro, is a successful 

case, although BOCOM ranks lower than the rest “Big-4 banks” in terms of size and net profit 

in the Chinese domestic market. By Sept 2020, the net profit of BOCOM BBM was 8,152 

million reais. At present, BBM Bank not only provides corporate clients with a variety of 

financial business, but also provides personal banking services. 

 
Unlike the whole acquisition of BIC by CCB, the Bank of Communications Co., Ltd. (BOCOM) 

purchased about 80% of Brazilian lender Banco BBM SA for about $200 million in 2015. BBM's 

founding Mariani family keeps the remaining stake in the bank (Bloomberg, 2015). Brazilian 

BBM Bank was founded in 1858 in the historic city of El Salvador in Bahia. The original 

intention was to provide various types of deposits and loan services to local merchants and 

farmers. While BOCOM is the biggest controlling shareholder, the founding family still provides 

strategic decisions for BOCOM BBM. This entry mode makes the localization strategy 

successful, mainly due to the cultural fit and knowledge sharing provided by the target. (A target 

firm refers to a company chosen as an attractive merger or acquisition option by a potential 

acquirer.) A suitable target or not matters the different development between CCB and BOCOM 

in the first several years after the acquisitions. 

 
Apart from the contribution of its target, the head office attached great importance to BOCOM 

BBM, which is the first overseas acquisition by BOCOM. In April 2020, Fitch Ratings assigned 

the long-term national rating "AAA (bra)", the highest possible rating in this category. On a global 

scale, long-term issuer default ratings (IDR) "BB" and "BB+" were assigned in foreign currency 

and local currency keeping the sovereign rating “BB-” respectively. The perspective for these 

ratings is stable.14（Pwc, 2020) That proves the bank enables to absorb pressures from the current 

Coronavirus crisis. 

 
A specialized talent team is considered as another key factor of success, from the anonymous 

Chinese interviewee. In Aug 2019, BOCOM BBM has 218 employees, including 8 expatriates 

from China. The recruitment requirement is higher than that of local banks in terms of education, 

which means 27.7% of employees hold a postgraduate degree and 63.1% gained a bachelor's 

degree. (Cite in the 1st photo) The target BBM had an experienced team pool who are good at  
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operation and compliance, BOCOM maintained the talent pool and appointed six Brazilian 

managing directors (Cite in the 2nd photo) after acquisition because the locals know the market 

and the operation history much better. 

 

Figure 2 | Competitive advantages from BOCOM BBM (BOCOM, 2019) 
 

           
 

 

 

 

Figure 3 | Organization structure of BOCOM BBM (BOCOM, 2019) 
 

 

 
 

14 https://www.bocombbm.com.br/wp-content/uploads/2020/08/bbm-prudencial-june-20-compiled-version.pdf
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5. Analysis of the selected firms 

Among the four chosen case, BOC is the first mover which entered the Brazilian market in 1998, 

while the rest only internationalized in Brazil after 2000. In terms of localization, BOCOM is 

headquartered in Rio de Janeiro since it is the original address of the target, while others are all 

headquartered in Sao Paulo. Regarding the operating performances, based on data between 2016 

and 2019, BOCOM BBM achieved a great net profit of millions BRL annually, while BOC and 

ICBC attained a little profit or just above break-even; Meanwhile, CCB has had heavy losses in 

successive years, but the losses have reduced in the recent 2 years. As for the entry modes, BOC 

and ICBC opened a wholly owned subsidiary in Sao Paulo, but BOC had a more complicated 

internationalization process (representative office firstly - sub-bank in Sao Paulo - branch in Rio 

de Janeiro). BOCOM and CCB both acquired existing local banks instead of making greenfield 

investment because it is a fast entry way and they already have employees, technologies and 

clients before acquisitions. However, the different ownership degrees together with the selection 

of entry modes greatly affect their scale and profit in the first several years, which will be further 

developed in 5.2. 

 
5.1 External Difficulties of "Big-4” Banks 

The Chinese-funded banks entered the Brazilian market despite various national and financial 

risks, mainly because as SOEs, they are more tolerant of risks with budget and policy support. 

They also have diplomatic motives, since Brazil is the largest Latin American country. The 

following paragraphs detail the national and financial risks that the "Big-4” are facing. 

 

 
From the second quarter of 2014, Brazil underwent the most serious recession in its history, with 

political instability and downward GDP (ICBC report, 2019). Due to the outbreak of coronavirus, 

the economy contracted by a historic 9.7 percent in the second quarter of 2020 (Data from 

Trading Economics), causing negative influences of foreign trade and social problems that 

further aggravated financial risks. According to data provided by SPC Brasil and CNDL, a 

stagnation of the Brazilian economy influenced clients' debt health. A high unemployment rate 

and inflation in food made 60+ million Brazilians default on their debt monthly. (CNDL, 2020) 

Most Brazilians do not have enough savings to deposit.  

 

The phenomenon reflects one of the main characteristics of the transaction, that is uncertainty. 

With a deep recession in the economy, there are fewer high-quality clients for banks, so that 

banks can only seek medium- to high-risk clients. Due to asymmetric information, transaction 

costs will be increased in a short period in order to evaluate the credit risk of these corporate 

clients.
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Meanwhile, transaction costs will increase because these clients can easily lead to an increase in 

non-performing loans and the market is short of capital which increases the financing costs. 

However, as the familiarity of the local market and clients increases and after the recovery of 

economy, the transaction costs of the bank will decrease in later operations. 

 

The big news in 2020 was that interest rates dropped sharply, reaching historical lows.15 Though 

the bank spread was still an international outlier comparing to any other country based on IMF 

data, it reached the lowest level at 14.99 percentage points in almost six years in 2020 16 and 

only15% of spread stays with banks due to high defaults, taxes on financial transactions, 

compulsory bank payments and high administrative costs. In the future, the profit growth of the 

banking sector in Brazil will slow down because of the environment of low interest rates. 

However, the influence on Chinese banks is estimated smaller than local banks, because the 

spread income of the latter mainly depended on US dollar interest rates. Although the deposit 

reserves also decreased, banks tend to use the reserves for investment instead of lending to 

clients with relatively low Credit Ratings in a recession. Especially for Chinese banks with 

relatively small scales are difficult to get clients with high Credit Ratings in the coronavirus 

period. 

 

Cuervo mentioned that “a hierarchy is used by MNCs in a cross-border transaction” (Cuervo, 

2014), which has great applicability for overseas investment in energy, infrastructure, and 

agriculture sectors. Foreign enterprises operating in these sectors in Brazil are normally state- 

owned enterprises. They tend to leverage the low interest rate to ask for loans from policy banks 

such as China Development Bank and the Export-Import Bank of China. Commercial banks can 

only seek high-quality private companies in this context, but the competition of European, 

American banks and local big banks striving for Chinese enterprises has also become fierce. 

Since 2017, the recruitment of portfolio managers and business expansion of foreign banks have 

become active again. (BOC, 2017) “With the acquisition of Citi by Itaú and HSBC by Bradesco, 

the top five commercial banks held 84% of total loans. The Brazilian Central Bank has allowed 

the banking sector to consolidate to an incredible degree,” 17which make small and medium 

banks even harder to develop businesses in the market. 

 

15 https://tradingeconomics.com/brazil/interest-rate 

16 https://valorinveste.globo.com/produtos/credito/noticia/2020/09/29/spread-bancario-e-o-menor-em-seis-anos-apesar- 

da-incerteza.ghtml 

17https://www.euromoney.com/article/b1dd6ftq4zf6hr/digital-retail-latin-americas-banking-revolution 
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In the case of Chinese commercial banks, the head office injects capital in their Brazilian branch 

to guarantee a sustainable cash flow in a difficult period. On the one hand, Chinese banks as 

SOEs are more tolerant of risks with large budget and financial support. On the other hand, 

under the macroeconomic environment, the “going-out” plan should be considered carefully 

with the increasing transaction costs. 

 

5.2 Internal Challenges of "Big-4” 

The internal challenges vary from bank to bank, but there are some common points. First, the 

overall market share of Chinese-funded banks is small, and their profitability depends on the 

changing environment. Second, the regulatory requirements in Brazil are complicated, with the 

punishment of illegal operation being high. Considering foreign banks are not familiar with local 

compliance regulations, the pressure on compliance operations and the transaction costs increase 

due to information asymmetries in the short period. Thirdly, the managerial culture differs 

between expatriates’ teams from China and local teams, resulting in a high labor cost including 

communication and trainning. Other factors such as IT systems, product types and services have 

been detailed in the 4. Description part. 

 
It is worth restating that “the different entry modes represent different degrees of control, asset 

commitments and risks.” (Meng-Fen Hsieh, 2008) To succeed in the Brazilian market, the entry 

mode should be highly correlated with the complexity of the local environment and law, the 

bank’s experience as well as its management ability. 

 

Cuervo-Cazurra classified three types of SOEs by the degree of state ownership and indicated the 

ownership would affect the strategic decisions. CCB Brasil is fully owned by the head office of 

CCB, meaning the head office has complete control of its branch; whereas BOCOM BBM is 

classified as the SOE majority owned by BOCOM and as a joint venture with Brazilians who 

own the remaining 20%. As mentioned in literature review, Babu Mariadoss stated the advantage 

and risk of acquisitions in his analysis, pointing out the fact that 40-60% of acquisitions fail to 

expand the market share. BOCOM BBM is successful mainly because it acquired BBM in a 

cooperative way, adopting a strategy of localization by recruiting local managers and maintaining 

the voting rights of Brazilian shareholders. Conversely, CCB did not choose the right target as a 

means of entering the Brazilian market and faced compliance accusations due to unfamiliarity 

with the local law. As a result, it has not achieved break-even yet. 
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See the table below of data comparison between four selected banks from 2017 to 2019. 

 
 

 ICBC Brazil BOC Brazil CCB Brazil BOCOM BBM 

Establis

hed 

Time 

2013   2009 2014 2016 

Staff number 110 57 680 218 

Date of data 2017. 

12 

2018. 

12 

2019. 

12 

2017. 

12 

2018. 

12 

2019. 

12 

2017. 

12 

2018. 

12 

2019. 

12 

2017. 

12 

2018. 

12 

2019. 

12 

Total 

Asset/ 

Total 

Liability 

1.08 

billio n 

1.48 
billion 

2.22 

billio 

n 

579 
million 

2281 

milli

o n 

1570 

milli 

on 

19.808 
billion 

23.87 
billion 

8.1 
billion 

5.30 
billion 

6.19 
billion 

9.28 
billion 

Net Profit 983 

thous 

and 

949 

thous

a nd 

-481 

thous 

and 

-3046 

thous

a nd 

3307 

thous

a nd 

4735 

thous 

and 

-0.88 

billion 

-1.96 

billion 

-038 

billion 

0.44 

billion 

0.63 

billion 

0.88 

billion 

 
Table 3 | Comparison of Chinese state-owned banks in Brazil (Unit: reais) 

(BOC, BOCOM,CCB, ICBC, 2017-2019) 
 

Compared with local banks, “Big-4" have innate disadvantages in adapting to the Brazilian 

market owing to cultural and language differences. Compared with Brazilian banks and the U. 

S.-funded banks respectively, Chinese banks have higher financing costs in  reais  and American 

dollars so that it is tough to compete on loan interest rates with those banks which have low 

transaction costs. In the meantime, local banks benefit from “the high level of development and 

sophistication of the banking sector that resulted from its capability to adapt to the period of high 

inflation” (Luiz, 2001). In order to catch up with local peers, Chinese banks have to adjust their 

business and managerial team to implement a strategy of localizatiom. 

 

5.3 Opportunities for Chinese banks 
 

Despite the aforementioned challenges, the author witnessed a great opportunity for Chinese 

banks based on the macro-economic environment, financial indexes and enterprise 

characteristics. 

 

It is estimated that Selic rate at 2% per year generates a natural stimulus for higher risk assets,18 

hence high-risk investments by banks may be a wise decision; CCB as an example. In addition, 

the increase in inflation rose from 3.75% to 4.31% above the projected inflation target of 4.25% 

during the year (Mckinsey & Company, 2020). This supportive environment is expected to 

become a key factor in credit growth for consumers and businesses. New opportunities may arise 

in the segments of SMEs, mortgage and low-income population. (Mckinsey& Company, 2020). 
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Moreover, the Brazilian market has foreign exchange regulation which indicates the foreign 

currency should be converted into reais for capital injection. The Chinese banks injected capital 

by head offices in U.S dollars, and due to the sharp depreciation of reais in the recent years, their 

injected capital has increased twice, which increased the total capital and credit scale. Chinese 

banks will also generate more profit in foreign exchange transactions due to reais depreciation. 

 

Beyond that, as proposed by Kornai in 1979 and further developed by Ramasamy in 2012, SOEs 

face a soft-budget constraint in doing risky investment. Specifically, with regards to the "Big-

4”, they are able to ask for capital injections and strong support from the head office in China 

because "big-4" obtained great profit in domestic market. That is the main reason for “Big-4” 

confidence in doing business in Brazil and providing corporate loans with moderate and high 

risk. Compared with private banks of small and medium scale, BOCOM BBM and CCB are 

more willing to take risky investments during the pandemic and are more patient to seek long- 

term investment with large resources and budgets, which are in line with transaction cost 

economics and theories of SOEs. 

 
To survive in a low interest rate economy and compete with other banks, Chinese banks are 

attempting to decrease their transaction costs including search & information costs, bargaining 

and decision costs, as well as policy and enforcement costs. Enterprise transformation is essential 

to decrease transaction costs in the long term. The establishment of a digital platform can 

significantly decrease transaction cost, which will be developed in 6.2 Managerial contribution 

part. Besides, financing costs in reais and dollars can be reduced by using FTP and optimizing 

credit and product structures. 

 
In a broader economic context, with the rapid development of bilateral cooperation in economy 

and finance, Brazil's ongoing economic reforms will create more opportunities for Chinese 

companies to enter its market. At present, Chinese-funded enterprises are mainly concentrated 

in the fields of infrastructure, manufacturing, power, energy, agriculture, etc. The influx of 

Chinese-funded enterprises is bound to bring business opportunities for the local development 

of Chinese-funded banks. For example, Chinese-funded banks, such as ICBC, have the 

perspective of growth in credit operations in 2020-2021, especially in “Trade Finance”. 

 

 

 

 
 

18 https://valorinveste.globo.com/mercados/renda-variavel/bolsas-e-indices/noticia/2021/01/13/juros- 

baixos-deixam-mercados-de-capitais-muito-aquecido-diz-benchimol.ghtml 
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Consequently, “Big-4” will increase the portfolio of active clients and continue with a greater 

diversification of its investment line. (ICBC, 2019) 

 
In the future, China and Brazil will use the China-Brazil Cooperation Fund to increase production 

capacity to drive more funds in productivity cooperation. Both sides will jointly build industrial 

parks, realizing the transformation and upgrading of China-Brazil cooperation. Chinese and 

Brazilian enterprises should seize the innovation trend in today’s global world and promote 

cooperation in the fields of "Internet +" and "Industry 4.0". With the recovery of a sustainable 

economy, high willingness for bilateral cooperation, and the risk tolerance for investment, the 

opportunities of Chinese-funded banks for 2021 and beyond are very attractive. 

 
6. Conclusion 

 
The research question is designed as “What challenges are Chinese Commercial Banks in Brazil 

facing and how do they diminish those difficulties?" In the literature review, theories of SOEs, 

transaction cost economics, and entry mode strategies have been integrated to analyze the 

profound reasons for Chinese banks to enter and operate in Brazil in different modes. In an 

attempt to answer the research question, this study describes multiple case through interviews 

and observations, culminating in the summary of the common and different challenges that the 

"Big-4" are experiencing, as well as the opportunities they can seize to expand their business in 

the Brazilian market. 

 
6.1 Key findings and research limitations 

 
The case description and analysis of selected firms suggests there are following external 

challenges for all Chinese banks. Firstly, the political and social problems have increased the 

unemployment rate and death rate, which further aggravated financial risks and increased 

transaction costs. Secondly, low interest rates have brought down the profit growth of the banking 

sector in Brazil. Finally, Chinese-funded banks face fierce competition with local banks, of which 

five large banks are highly dominant in the sector. Meanwhile, policy banks provide loan for 

SOEs at a low rate, as a result, the pool of high-quality clients have shrunk. 

 
With regards to internal difficulties, most Chinese banks face regulatory challenges, as well as 

poor IT systems, less diversified products, and high labor costs. Amongst the “Big-4”, BOC and 

ICBC face the challenges of small scale and unstable strategic positioning from perspectives of 

their head offices. Moreover, all the banks have to adopt local business culture and build 

cooperative teams between local staff and Chinese staff. 
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According to the findings, among the“Big-4” banks, BOCOM BBM and CCB entered the 

Brazilian market through M&A, and the rest chose to open its wholly-owned representative 

office or branch in Brazil. The reasons for choosing different entry modes depend on various 

factors, such as Brazilian law addressing foreign investment in banking, the cost of investment 

and search for a suitable target, the strategic positioning of subsidiary, etc. 

 

When analyzing the M&A strategies of different Chinese commercial banks in Brazil, we can 

further explore the influence of ownership degree on the restructure of banking organization, 

voting rights and management of human capital. The ownership degree, therefore, is regarded 

as a key factor to judge whether the post-acquisition bank can operate well or not. 

 

However, several questions and study limitations remain. In order to protect business secrets, the 

most recent data and detailed internal challenges cannot be fully exposed and explained. In 

addition, the challenges that the “Big-4” Banks are facing today are due to national and macro 

environmental factors, which are hard to solve in the short-term or still lack good theoretical 

solutions. Since Chinese commercial banks initiated in Brazil just a few years ago, it is hard to 

predict the development of the business model and see the prompt effect of managerial reform. 

 

Other research limitations include anonymous interview notes for protecting private information 

of employees and a lack of comprehensive literature review due to a research gap on the 

internationalization of Chinese financial institutions in Brazil. 

 
6.2 Managerial contribution 

Although there are aforementioned limitations, the author would like to give managerial 

contribution for “Big-4” to improve or expand their business in the future. 

For CCB and other financial peers of medium and large scale which have similar organizational 

problems, they are expected to readjust labor and administrative recurring expenses towards a 

sustainable level - compatible with expected net interest margins and services revenues. 

Additionally, Chinese banks should redistribute responsibilities to develop a result-driven talent 

team and promote cooperation between departments. As for other alternatives, for instance, 

reevaluate the existing businesses and close ( or restructure ) high risk and low profit businesses. 

They should also strengthen supervision from head office, reinforce risk and liquidity 

management, and manage the capital adequacy ratio to guarantee fund safety. Moreover, they can 

apply for loan limits from the head office and other financial institutions to better develop inter- 

bank business. Lastly, the earlier build financial clearing system and initiate judicial proceedings 

to take back NPL, the better will be to reduce the non-performing rate. 

In terms of ICBC and BOC, they are expected to strengthen relationship with VIP clients and 

satisfy their needs in the areas of credit and cash management. What matters is that expanding  
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the business scope and improving trade finance services such as services such as letters of credit, 

bank guarantee, international settlement business, syndicated loan,s corporate deposits and 

straight loans. If possible, extend business areas of retail banking and financing. For example, 

transfer to light capital business on the premise of maintaining stable growth in terms of scale 

and speed. Lastly, increase the proportion of non-interest income by strengthening intermediate 

businesses, such as foreign exchange transactions and international settlement. 

 

For all foreign banks, the earlier digital currency electronic payment is achieved, the bigger 

market share they will occupy in the future. A fast, flexible, and secure online payment system 

which supports both PC and mobile applications will no doubt enhance service quality for both 

corporate and individual clients. By implementing digital transformation and online payment, 

banks will increase short-term transaction costs but decrease long-term costs.Digitalization will 

shorten the transaction procedures of loan and foreign exchange, and hence increase the 

transaction fee with larger transaction volumes. 

 

As predicted by Mckinsey in 2020, the e-payment that complements the international transaction 

with less service charges and support for offline payments would be a great innovation and 

progress in the Brazilian financial sector. New technologies and strong competitive dynamics will 

continue to deliver positive benefits to users, including faster credit approvals, better rates and 

better financial access. The doors have opened for the advancement of Fintechs, which are 

capturing a great business growth in the banking sector. (Mckinsey & Company, 2020) 

6.3 Suggestions for further research 

Future research is encouraged to test the applicability of the propositions on the difficulties and 

opportunities of other foreign banks in Brazil, and to compare the performance of Chinese banks 

in other emerging markets with the Brazilian market. Secondly, more research is needed to 

analyze the financial sheets and the profound reasons for the changing financial data. Thirdly, 

research of the current scope should be continued to observe the changes after the internal 

reforms of Chinese banks and in the post-coronavirus period. It is hoped that this study can 

encourage other scholars to take a multidimensional view of FDI in the banking sector in Brazil 

and go deeper to explore the possible managerial alternatives for late movers in this sector. 
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