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Abstract

This study investigates the impact of foreign bank penetration in Central and Eastern Europe on
the extensive and intensive margins of firm entry. We demonstrate that the disappearance of
domestic banks due to their acquisition by foreign investors has led to reduced firm creation,
smaller average size of entrants and increased firm exit in opaque industries compared to
transparent ones. Unlike previous studies, which use interchangeably the notions of opacity and
size, we define opacity in terms of technological process and show that economic significance of
foreign bank entry is larger for opaque industries than for industries with large shares of small
firms. Our findings can be interpreted as evidence of increased credit constraints and are
consistent with theories that argue that foreign bank presence exacerbates informational

asymmetries.
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