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Foreign penetration, competition, and credit risk in banking
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This paper extends prior literature on the foreign bankestability nexus and the
competition-stability nexus in banking by using a global sample of 206 countries
during the 1960e2015 period. Our empirical findings show complex relationships
between foreign bank penetration, competition, and credit risk in banking,
depending on the measurement of foreign bank penetration and competition, as
well as country income status. In general, the increased number of foreign banks,
not higher foreign banks’ assets, contribute to alleviating nonperforming loans.
However, the negative association between the number of foreign banks and
nonperforming loans is conditional on the measurement of bank competition
and country income status. For emerging markets, the number of foreign banks is
negatively linked to nonperforming loans after bank concentration exceeds a
certain threshold or when bank market power is sufficiently weak.
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