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The Foreign Bank’s Entry Effect on the Efficiency of Host Country’s

Banking Sector

——Fastern European Countries’ Experience and China’ s Practice
Chen Fengxian ~ Tu Wanchun
(Beijing Normal University, Beijing, 519085; China Huayu Water Industry Investment Fund,
Beijing, 100000)

Abstract: The State Banks™ reform of Eastern Europe countries shows that the foreign banks™ entry generally
improves the banking industry efficiency of the host countries. Still foreign banks also play a positive role depends
on certain conditions such as the level of host countries” economy development. the scale and maturity of the
banking industry. regulatory capability. banking reform path and the way to attract foreign investment. Based on
reviewing the banking reform experience of Eastern European countries, we propose seven propositions on China's
banking sector reform and empirically vitrify seven propositions using data from 21 banks between 1999 and



2006 ,then draw final conclusions: foreign banks entry lower the profit rate of hosting country banking industry in
short-term, improve host country banking's risk management skills, thus foreign bank considered to playing a
positive role in the context of China; the increase in number of foreign banking institutions and the rise in equities
can stimulate China's banking sector efficiency, but the rise of foreign holdings equities playing a more important
role; different types of domestic banks response differently to foreign banks entry, with state-owned commercial
banks less sensitive compared with joint-stock and city commercial banks.

Keywords: foreign banks entry; banking industry efficiency; Eastern Europe countries; Experience Ching;
Practices
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