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The total bank credit to the private sector in the EMEs expanded ninefold
since 2000 and tripled since the end of 2007 .



After recovering from the 2008 crisis, bank profitability has tended to
decrease in the EMEs during recent years ...



The reduction in bank profitability was greater in non‐Asian banks.



Questions
• How a possible moderation in the rate of credit expansion in EMEs
could affect bank profitability and its components?

• Given the prospect of monetary policy normalization in major
economies, how would changing interest rates, yield curves and
risk premia impact future profitability?

• How is profitability affected by bank size, liquidity ratios, funding
and other bank specific variables?



Main Results
• Bank profitability depends positively on the bank specific
credit growth and the long‐term interest rate and negatively
on the short‐term interest rate.

• In normal times, bank profitability responds little to variations
in economic growth. The financial cycle predicts bank
profitability better than the business cycle.

• Increases in sovereign risk premia reduce bank profits in a 
significant way, underscoring the role of credible fiscal 
frameworks in supporting the overall financial stability



Literature
• Our study is related to the broader financial stability literature, as
bank profitability is an important predictor of financial crises(see
eg Demirguc‐Kuntand Detragiache(1999)).

• Most of the literature has focused on advanced economies (eg
English (2002), Albertazzi and Gambacorta (2009), Bolt et al
(2012), Alessandri and Nelson (2015), Borio, Gambacorta and
Hofmann (2015))

• Results suggest that banks in EMEs are relatively similar to their
advanced economies counterparts.

• But little is known about the relative importance of credit cycle vs
business cycles explaining banking profitability.

• CDS relevance points to the importance of keeping coherent
macroeconomic frameworks in place, particularly with respect to
fiscal accounts.



While there is a positive correlation of bank profitability with long‐term interest
rates (through maturity transformation activity), the correlation with short‐term
interest rates is negative (through higher funding costs).



To evaluate the effects of different variables on overall bank profitability,
we estimate an equation containing the main factors that may affect
profits. We look at both aggregate and idiosyncratic factors:

The information used is contained in the balance sheets of 534 banks of 19 EMEs
between 2000 and 2014. To correct potential problems of endogeneity in the
regressors, the generalized method of moments is used. Lags of explanatory variables
are used as instruments.



Determinants of 
ROA ‐ ROE



In normal times the correlation between the GDP and bank profitability is
low, although it tends to be high in times of significant economic
contractions.



Bank profitability can be 
disaggregated into its components 
and in this way identify how 
different bank’s activities are 
affected:
• Net interest margin
• Non‐interest income (trading 
book +fees)

• Loan loss provisions



Conclusions and policy implications
• Both macro and micro factors affect bank profitability
• Credit growth appears to have been more important for bank profits than

output growth.
o Credit cycles could actually be more relevant for explaining bank

profitability than business cycles.
• The term structure of interest rates matters.

o Higher levels of long‐term interest rates tend to increase bank profitability
of banks by raising net interest margins. When long‐term rates decrease,
banks have to rely more heavily on other sources of income such as fees
and commissions, as well as revenue derived from transactions on the
bank’s trading book.

o Short‐term rates, in turn, raise funding costs and tend to reduce bank
profits



Conclusions and policy implications

• Efficiency increases bank profitability
• CDS on sovereign debt affect bank profitability

o Credible fiscal frameworks are key for overall financial stability
• The use of countercyclical policies could reduce the likelihood of deterioration

in bank profitability.



THANK YOU!!
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