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bank specialization matters for the effect of diversifying revenue

sources.
© 2013 Elsevier Inc. All rights reserved.

Contents

B o1 o Ta 1€ 5 () N 49
R B 1 =) L0 (34 1] 50

* Corresponding author. Tel.: +886 7 5252000x4825; fax: +886 7 5254899.
E-mail addresses: cclee@cm.nsysu.edu.tw (C.-C. Lee), mrytc@cm.nsysu.edu.tw (S.-]. Yang), chihchang@fcu.edu.tw
(C.-H. Chang).

1062-9408/$ - see front matter © 2013 Elsevier Inc. All rights reserved.
http://dx.doi.org/10.1016/j.najef.2013.11.002


dx.doi.org/10.1016/j.najef.2013.11.002
http://www.sciencedirect.com/science/journal/10629408
http://crossmark.crossref.org/dialog/?doi=10.1016/j.najef.2013.11.002&domain=pdf
mailto:cclee@cm.nsysu.edu.tw
mailto:mrytc@cm.nsysu.edu.tw
mailto:chihchang@fcu.edu.tw
dx.doi.org/10.1016/j.najef.2013.11.002

C.-C. Lee et al. / North American Journal of Economics and Finance 27 (2014) 48-67 49

3. Dataand MethodolOgY . .....ccuuniiiiiie ittt ettt ettt 52
0 - | - 52
3.2. Empirical model and variable definitions 52
4., Empirical results ........ovviiiiiiiiiii i 55
4.1. Whole sample 55
4.2. The effect of specialization difference 56
4.3. The effect of income difference ............oooiiiiiiiiiiii e 58
4.4, Combination of specialization and iNCOMEe rouPS ..........vveeiiiieeiiiieeeiiieeeiiaaennnnns 60
S TR 05 015§ o= (o) o 1 63
ST o) Uad L3 1o 0 66
Acknowledgements 66
References..................... .... 66

1. Introduction

In the past few decades, non-interest-based activities in the bank sector have attracted much atten-
tion, with a broad spectrum of studies focusing on the association between non-interest income and
bank profitability or risk. Most existing literature, however, are based on U.S. or European banks,
whereas the related topic for Asian banks has not induced much discussion yet (Hsieh, Chen, Lee, &
Yang, 2013). Due to the more important role played by emerging economies in the global financial
markets, banking development in Asia area should not be absent from any discussion panel.!

Using individual bank data from 1995 to 2009 for 967 banks from 22 Asia countries, this article
examines the impact of non-interest income on profitability and risk in Asian banks. We examine the
return on both assets and equities (ROAA and ROAE) and their volatility simultaneously in order to
evaluate the effect of non-interest activities on the trade-off in a bank’s profitability and risk, which is
a growing stream of research in the banking system. We also explore if the influence of non-interest
income varies under different bank specialization and a country’s income level. We find that the non-
interest activities are more relevant to a reduction in risk than to an improvement in profitability.
The effect of non-interest income does differ for banks with various specializations and for banks in
countries with different income levels.

Banks in Asia play an important role because they are the predominant source of finance for busi-
nesses in this continent’s private sector (Deesomsak, Paudyal, & Pescetto, 2004; Hsieh et al., 2013;
[to, 2006; Lee & Hsieh, 2013a, 2013b). They have also experienced their own banking crises, and bank
restructuring programs presently continue in several Asian countries (Agusman, Monroe, Gasbarro,
& Zumwalt, 2008; Shehzad & De Haan, 2013). Furthermore, Adams (2008) notes some substantial
changes that have occurred in the banking system in Asia after the 1997/1998 crisis, making it an
entity worthy of further investigation. First, many banks in the region have significantly expanded
their business into household lending and real estate. Whether such expansion into household lend-
ing has reduced the risks faced by regional banking systems is still not clear, though the risk-reduction
benefits of such lending in mature economies have generally been assumed. Second, although the core
business of lending is still dominant, after the 1997 crisis an increasing number of banks moved into
investment-banking and related activities, especially in Hong Kong, South Korea, and Singapore. The
shifts toward non-interest income or fee-based activities such as securities underwriting and trading,
securitization, and derivatives, have blurred the lines across different financial institutions and have
been facilitated by relatively liberal laws for banking and securities business or by changes in regu-
lations. These changes warrant an investigation on issues related to non-interest activities in Asian
banks.

Considering the lack of research on non-interest activities for Asian banks, this article intends to
deeply discuss this topic. We investigate the following questions. Whether non-interest activities

T The banking sector documents the transmission of monetary policy, in which changes of interest rates or bond rates can
impact one economy’s economic growth, stock markets, and insurance markets (e.g., Hommoudeh and Sari, 2011; Lee et al.,
2013; Torres, 2003; Wang and Mayes, 2012).
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