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Abstract 

This paper examines the effect of host economy creditor rights and information sharing on 

the profit performance of foreign banks vis-à-vis domestic banks for a global sample of 

commercial banks over the 2005-2009 period. To this end, we employ the recent foreign bank 

ownership dataset of Claessens and Van Horen (2014) and measure performance as profit 

efficiency using the alternative profit function. Results from the Battese and Coelli (1995) 

stochastic frontier analysis model show that creditor rights exert a positive effect on 

efficiency that strengthens for foreign banks. On the other hand, information sharing exerts a 

negative effect on profit efficiency which strengthens for foreign banks. The results for 

information sharing show some variability across different levels of development of the host 

economy. Moreover, the transparency of the host economy moderates the effect of creditor 

rights and information sharing on foreign bank efficiency. We also examine the effect of 

“institutional distance” in creditor rights and information sharing between the home and host 

economy on foreign bank efficiency. The effect of creditor rights “institutional distance” on 

foreign bank efficiency is negative, while it turns positive for information sharing. These 

findings highlight the importance of strong creditor rights for foreign bank performance and 

are useful for both regulators in host economies and foreign bank managers. 
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