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1. INTRODUCTION

Whether banking concentration leads to stabilization or not, the banking con-
centration topic needs specific attention since the financial situation of banks in-
tensely influences the sustainability of the real economical activities (Dell’Ariccia
et al. 2008). Managing risk is significant for any bank. If one bank can not manage
the risk properly, there can be a contagion effect globally.

In the literature, there are limited studies about the comparative impact of
3-banks asset concentration ratio and 5-banks asset concentration ratio on banks’
risk indicators. In that research, the main objective is to find out banking con-
centration rates on Western European banks’ risk indicators. Not only competi-
tion between banks influences banks’ risk indicators, but also banking sector asset
concentration rates influence the banking sector’ risk indicators. When assets of
biggest banks increases, there can be more risk or less risk in the banking sector.
Moreover, Western European countries’ banks’ risk indicators are crucial world
economy. Risky financial operation of that countries’ banks may lead to a global
banking crisis. In that research, the impact of banking asset concentration ra-
tios on Western European countries’ banks’ profitability indicators will also be
measured.

2. LITERATURE REVIEW

Hassan and Bashir (2003) researched about the determinants of profitability
for Islamic banking in 21 within the period of 1994-2001. It was found that the
concentration indicator with the top 3 banks’ markets shares with the highest as-
sets has important and positive relation for ROA and ROE.
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In the second analysis, it was unearthed that five largest banks’ assets to to-
tal banks’ assets(CR5) have an important negative influence on z-scores of
Western European countries bank’s panel dataset between the period of 2011-
2016. Moreover, for the same analysis, three largest banks assets to total banks’
assets (CR3) did not have any significant on the probability of Western European
countries’ banks’ defaults. It can be indicated that if five largest banks increase
their dominance in terms of assets, the probability of bank default increases in the
Western Europe zone.

In the third analysis, five largest banks’ assets to total banks’ assets(CR5) have
significant positive influence on return on equity of Western European countries’
banks’ panel dataset within the period of 2011-2016. three largest banks’ assets to
total banks’ assets(CR3) do not have any significant impact on return on equity
for the same panel data set. It can be mentioned that if five largest banks increase
their assets and become more dominant in terms of assets, return of equity in-
creases in Western European banking zone.

It can be mentioned that when CR5 increases, shareholders of the Western
European banks have more returns. Nevertheless, that circumstance has adverse
impact on z-scores. In order to strengthen the banking system stability, more
banks with large assets can compete with other largest banks. With more compe-
tition and new banking regulations, the probability of default can diminish.

Last, it can be indicated that research result for Western European countries’
banks panel dataset does not correspond with the SCP hypothesis. It was found
that when few banks increase their concentration in the market that circumstance
reducs the ROA of Western European countries’ banks’ panel dataset.
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