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Fig. 1 The critical credit cost under different degree of information asymmetry when foreign bank dominate
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Fig. 2 The net profit of foreign bank under different equity ratio
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Entry modes of foreign banks in the multi-phase credit competition

LIU Bin ZENG Yong LI Qiang

School of Management and Economics University of Electronic Science and Technology of China Chengdu

610054 China

Abstract: With the full opening-up of the banking industry foreign banks are allowed to enter the Chinese
credit market either through Greenfield investment or by cooperating with the Chinese banks as strategic inves—
tors. Under the assumption that the foreign bank has the cost advantage and the domestic bank has the infor—
mation advantage from old customers and screening this paper first extends the single-phase credit competition
model to the multi-phase and then studies the entry modes of foreign banks in the multi-phase credit competi—
tion. The results show that unlike that both the information advantage from old customers and screening can
affect the equilibrium in the single-phase competition only the information advantage from screening can affect
the multi-phase competition equilibrium. With regard to the entry modes of foreign banks the results suggest
that the information advantage from screening is a barrier to Greenfield investment. Under the policy that for—
eign banks can only become minority shareholders of domestic banks a foreign bank will tend to buy the share
of the domestic bank with screening in order to eliminate the information disadvantage and thus the policy can
protect the weaker domestic bank from merging.

Key words: foreign banks; multi-phase credit competition; entry mode; minority ownership policy
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