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Do Foreign Banks Decrease the Corruption in
Banking Lending?
Evidence from Emerging Countries

Kun-Li Lin™

Department of Finance, Feng Chia University

Building on the pioneering study by Beck, Demirglic-Kunt and Levine
(2006), we investigate the effects of foreign bank participation on corruption in
bank lending. Combing response from a survey of firms operating in 17 emerging
Latin American and Asian with data on the degree of foreign bank presence
across these countries, we are able to provide robust empirical evidence that an
increase in foreign bank penetration reduce lending corruption in these host
countries. Second, we find that this negative foreign bank penetration and
lending corruption link is associated with a spillover effect from foreign banks to
their counterparts. This spillover effect becomes stronger when more efficient
and less risky foreign banks enter into less concentrated host country market.
Finally, we also find the spillover effect is greater when foreign banks enter in
the form of “de novo entry” than through mergers of acquisitions of domestic

banks (M&A penetration).
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