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Bank Capital buffer, franchise value, and risk heterogeneity in China

Hai Jiang 2, Jinyi Zhang ®*

2 professor, Department of Finance, School of Economics, Jinan University, Guangzhou, China
b Department of Finance, School of Economics, Jinan University, Guangzhou, China

ABSTRACT

The determinants of bank risk-taking have been widely investigated, yet few studies consider
the possibility that effect of independent variables on bank risk-taking can vary along the conditional
risk distribution. This paper addresses this issue by using panel quantile regression models. We
examine the heterogeneity effect of capital buffer and franchise value on bank risk-taking among
quantiles of the risk distribution in Chinese banking sector. Furthermore, we adopt a difference-in-
difference method to tackle the potential endogeneity problem. Our main results indicate that the
effect of capital buffer and franchise value on bank risk-taking is heterogeneous across quantiles:
for banks in the upper tail of risk distribution, more capital buffer tends to reduce risk-taking;
however, higher franchise value does not appear to reduce it. Additionally, our further results
support for the “Chinese version of Basel III” implemented in 2012 that requires banks to build up
more capital buffers. Yet banks in the upper tail of the conditional franchise value distribution appear
to increase risk-taking after the shock of the recent financial crisis. These findings shed light on
concerns about regulatory monitoring of bank risk.

JEL classification: G21; G28; G32
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