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INTRODUCTION

òWhy to study bank performance?

éStructural transformation in Latin American (LATAM) 

banking system in the last 30 years

ðDeregulations, privatizations, foreign banks, regional 

integration, financial innovation, financial crises

ðComplex risks (foreign exchange rate risk, interest rate 

risk, market risk), lower diversification

òFactors driving performance: 

é Internal drivers: management controllable

éExternal drivers: away from bankõs control



INTRODUCTION (CONT.)

òGoal of the paper:

éDetermine the impact of intra- and extra-bank 

drivers of performance of LATAM banks



LITERATURE & RESEARCH HYPOTHESES

ò Intra-bank drivers of bank performance

Capital Ratio

Å(+)Expected bankruptcy cost hypothesis (Berger ô95)

Å(+)Signaling hypothesis (Berger ô95)

Å(-)Over conservatively (cautiously) operation. Ignore profitable growth opportunities (Saona ô11)

Å(-)Efficiency risk hypothesis (Berger & Patti õ06)

Å(-) Agency cost hypothesis. Lower CAP reduces agency conflicts (Jensen & Mecklingõ76, Myers õ77)

Diversification

Å(+) Product diversification (Cybo-Ottone& Murgiaõ00) 

Å(-) Security broker/dealer earnings (Wall & Eisenbeisõ84)

Å(-) Fee-based activities increase volatility or earnings (DeYung& Roland õ01) and higher costs (Berger et 
al õ10)

Size

Å(+/ -) At small size of assets, banks take advantage of economies of scale but they become exhausted 
as bank increases (Goddard et al. õ04)
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