
Accepted Manuscript

The effect of capital ratios on the risk, efficiency and profitability of banks:
Evidence from OECD countries

Mohammad Bitar, Kuntara Pukthuanthong, Thomas Walker

PII: S1042-4431(17)30598-X
DOI: https://doi.org/10.1016/j.intfin.2017.12.002
Reference: INTFIN 1002

To appear in: Journal of International Financial Markets, Institu-
tions & Money

Received Date: 1 December 2015
Accepted Date: 15 December 2017

Please cite this article as: M. Bitar, K. Pukthuanthong, T. Walker, The effect of capital ratios on the risk, efficiency
and profitability of banks: Evidence from OECD countries, Journal of International Financial Markets, Institutions
& Money (2017), doi: https://doi.org/10.1016/j.intfin.2017.12.002

This is a PDF file of an unedited manuscript that has been accepted for publication. As a service to our customers
we are providing this early version of the manuscript. The manuscript will undergo copyediting, typesetting, and
review of the resulting proof before it is published in its final form. Please note that during the production process
errors may be discovered which could affect the content, and all legal disclaimers that apply to the journal pertain.

https://doi.org/10.1016/j.intfin.2017.12.002
https://doi.org/10.1016/j.intfin.2017.12.002


  

 

1 

The effect of capital ratios on the risk, efficiency and profitability of banks:  

Evidence from OECD countries
1
 

Mohammad Bitar
*a

, Kuntara Pukthuanthong**, Thomas Walker* 
 

* 
John Molson School of Business, Concordia University, 1455 Blvd. de Maisonneuve West, Montréal, Canada. 

** Department of Finance, Trulaske College of Business, University of Missouri, Columbia, MO 65211, United States.  
 
a Corresponding author. Tel: +1-514-627-9344, Fax: +1-514-848-4500 

E-mail addresses: mohammad.bitar@concordia.ca (M. Bitar), thomas.walker@concordia.ca  

(T. Walker), pukthuanthongk@missouri.edu (K. Pukthuanthong).  

 

 

Abstract 

Using a sample of 1,992 banks from 39 OECD countries during the 1999–2013 period, we examine 

whether the imposition of higher capital ratios is effective in reducing risk and improving the 

efficiency and profitability of banking institutions. We demonstrate that while risk- and non-risk 

based capital ratios improve bank efficiency and profitability, risk-based capital ratios fail to decrease 

bank risk. Our results cast doubts on the validity of the weighting methodologies used for calculating 

risk-based capital ratios and on the efficacy of regulatory monitoring. The ineffectiveness of risk-

based capital ratios with regard to bank risk is likely to be exacerbated by the adoption of the new 

Basel III capital guidelines. While Basel III requires banks to hold higher liquidity ratios along with 

higher capital ratios, our findings suggest that imposing higher capital ratios may have a negative 

effect on the efficiency and profitability of highly liquid banks. Our results hold across different 

subsamples, alternative risk, efficiency, and profitability measures and a battery of estimation 

techniques. 
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