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• YES! Confirmed by empirical results. 

 -       competition in banking              corruption in bank lending.  

 -     Information sharing             corruption in bank lending  

“ Whether … 

 Bank Competition 

 Information Sharing 

   …help reduce corruption in bank lending?” 

Main findings. 

via credit registries/bureaus   both directly and indirectly through its 

interaction with bank competition.  



 objective courts and better law enforcement tend to 

reduce lending corruption  

 government- and foreign-owned firms as well as 

exporting firms tend to be subject to less lending 

corruption  

 greater private and foreign ownership of the banking 

industry are associated with more integrity in lending  

 



Nash Bargaining Model: 



Bribe taker  

(The lending officer)  

 

- Wants: Bribes to 

increase incomes. 

- Brides VS the cost of 

being caught and 

penalized  

 

Bribe payer 

(The firm)  

 

- Wants: to secures 1 unit 

of loan for investment 

project. 

- Benefit of loans with 

better terms VS the cost 

of bribery    

 Players 



 

• “R” is “fair interest rate” the firm pay for its 
investment project, in the absence of corruption.  

• “I” is the amount (or the set) of information 
available to the bank (loan officer) when 
examining the loan application. 

•            stands for the degree of competition in the 
banking sector 

•              the degree of competition the firm faces 
in its product market.    



Variables 

 p : the probability of detecting bribery  

 c(B) : the amount of penalty imposed on a loan officer  

 B: the amount of bribe taken 

 R: Fair interest without corruption 

           : Interest Rate with corruption 

     : The profit of the firm from its investment project.  

 df    : Disagreement point of firm  

 db  : Disagreement point of loan officer 

 
 



The expected payoff 

to the loan officer is 

=  

The expected payoff of the firm 

is   

= 

=   

Where       α   =  the bargaining power of the bank loan officer 

             1 − α =  the bargaining power of the firm  



First – Order condition for Nash bargaining solution(Log of 

objective function;  

Differentiating the first-order condition with respect to α, Δ, and p, respectively.  

1.     bargaining power of the lending officer becomes smaller  

2.     size of the “pie” to bargain over decreases 

3.     the probability of detecting bribery goes up. 
   amount of bribe 



 Competition and Barrier to Entry. 

 

 

 

 

 

 Information Sharing 



Empirical Results:  



(1) the World Bank Business Environment Survey (2000) 
- direct firm-level information on the degree to which 
corruption in bank lending represents an obstacle to 
firms in 80 countries. 

(2) the data compiled by Barth et al. (2006)  

 -  detailed information about various dimensions of 
bank competition and regulation across different 
countries during 2001-2003 

(3) the data from Djankov et al. (2007)  

 - on public credit registries and private credit 
bureaus in 129 countries during 1978-2003 

 

 

 



 Banking Competition and Corruption in Lending 

 
Model: 



H1.1: More competition, Reduce 

corruption 

H1.2: Entry of Barrier, Strict 

Regulations, Less Corruptions  

H1.3: Don’t find; Firm 

competition effects 

corruption in lending. 



 Information Sharing, Competition ,and Corruption in 

Lending.(Table 4,5) 

 
Model: 



H2.1:  Information Sharing 

less corruption in lending.  

H2.2:  Information Sharing 

less corruption in lending 

through Bank 

concentration and Entry 

Barriers.  





 Competition and Corruption in Countries with and 

without Private Bureaus.(Table 6) 

 
“Suspect  that the presence of good information sharing mechanisms will 

reduce the impact of bank concentration and bank entry barriers on 

lending corruption.” 

 

Analysis: 

 Divided samples into countries “with private bureaus” and 

“without private bureaus ” 



Countries “with 

Private Bureaus” has 

lower corruption in 

lending than 

Countries “without 

private Bureaus.” 



 Using Probit Analysis and Instrument Variable 

Analysis. (Table 7) 

 
Y-Variable (dummy):  

Corruption Dummy 

0     ; no obstacle  

 

1     ;Minor, Moderate, Major  



Bank competition reduces 

likelihood that firm rates 

bank corruption as 

obstacle. 

Private Bureaus has 

significant impact on 

reducing the probability 

firm rates bank corruption 

as obstacle .(corruption) 

“Consistence with previous 

findings” 



 More Macro Controls. (Table 8) 

 





 We focus on the role of market institutions, in 

particular on market competition and information-

sharing mechanisms in the form of credit bureaus 

(and public credit registries) in reducing bank-lending 

corruption.  

 Controlling for firm characteristics and including bank 

and macro controls, we find that both competition 

among banks and information sharing among lenders 

(especially via private credit bureaus) are both 

important in reducing corruption.  



 Information sharing among can help reduce the ability 

and incentive of loan officers to demand bribes from 

credit applicants.  



 For countries that have severe corruption problems 

should impose more competition in banking sectors, to 

solve corruption problems. 

 Findings regarding information sharing also shed light 

on the positive role that market institutions like private 

credit bureaus can play in reducing corruption in bank 

lending.  




