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Impact on Banks Profitability and Operation Risk of Diversification
of Commercial Banking Business

HAN Zhenguo  YUAN Yufei
( Southwest University of Politics and Law Chongqing 401120 China)

Abstract: Different from previous research the article assigns 15 listed banks into large — scale banks medium
—scale banks and small banks according to their average asset size. This paper investigates the effects of revenue
diversification on the profitability and risk of the Chinese banking industry. Using the sample which consists of 15
listed banks during the year of 2000 —2011 we find that increased engagement in noninterest activities is associated
with higher profitability without affecting the risk. And benefits from diversification can only be seized optimally by
small banks. Higher Fee — based income is associated with higher profitability and lower risk.

Key words: business diversification; noninterest income; bank profitability; bank risk



