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What is new about thi

Research Question

Overall results

Trading and investment revenue reduce
bank risk.

Decreasing returns to scale in risk reduction
$ Bigger banks are less risky, but only up to
a point, the major banks are most likely

beyond that point. (This applies ONLY to
risk reduction and scale.)
$ Model does not work as well for distance to
default (z score) measure.
$ Australian banks are well-capitalized and
so the marginal impact of revenue
nnnnn e changes on risk are small.
$ Specialisation is risk reducing but non
interest income is riskier than traditional
P revenue.

$ No Australian evidence to date.

$ Applies data drawn from the confidential quarterly
return provided by all Australian bank to the Australian
rudential regulation Authority (APRA).

data has not been analysed by external

How has bank income diversifica
impacted upon bank risk?

Background

The last two decades has seen bank reve
evolve away from the ‘traditional

intermediation model’ towards incr
income from non interest income. .

easure of bank revenue risk.
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S Specialisation reduces bank risk

Australian Prudential Regulation Authority
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’ terest income inereases risk —
$ Provides more information about the fa - $ Data covers 2002 to 2008. ;
t GFC an

impacting upon bank risk. $ All banks in Australia.
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$ Banks are under increased scrutiny pos
increased regulation; these debates should be
informed by facts.

$ Feasible GLS estimation to control for

au&cirrelation and heteroscedasticity. ‘
\

b

Model Design

s of bank risk (i) volatility of
i) volatili return on
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Implications

$ Bank revenue composition is important in
determining bank risk.

$ Non interest income (except for Trading and
Investment income) is risk increasing.

$ Australian banks are well capitalised and
marginal changes in revenue composition is
unlikely to change their level of risk.

I $ Choosing banks for peer analysis should

= consider revenue composition.
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All Banks Revenue Comp
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Bank fees on deposit and loan accounts

. determine which co i S Inereases Risk
are only a small proportion of total or risk reduction. 1 uemaaa?an
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*xx, #% % significant at 1%, 5% and 10% levels respectively




