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Purpose

The purpose of this paper is to identify effects of
prepayment risk on performance of commercial banks in the
USA. Understanding how various risks impact banks'
performance can help to improve performance of financial
institutions and better estimate risk premia charged by
banks on the loans they extend to their customers.
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Design/methodology/approach

The paper measures the prepayment risk premium and
aims to gauge its effect on various ratios that measure bank
performance. Since, risk management is an important goal
of financial management, it is important to learn how
prepayment risk pertains to bank performance.

Findings

The results of this paper suggest that prepayment risk may
significantly impact return on loans, return on equity and
real estate loans to total loans ratios of various commercial
banks. The impacts, in terms of strength and direction, vary
between the periods of pre- and post-passage of the
Financial Institutions Reform and Recovery Act. The results
indicate that the addition of prepayment risk variable to
regression models can generally increase their ability to
explain bank performance metrics.

Originality/value

To the authors' knowledge, there is no existing literature
that gauges the impact of prepayment risk on various
components of bank performance. There is existing
literature that shows that bank stocks move in response to
prepayment risk.

Keywords

United States of America Banks Payments

Risk management

Citation


https://www.emerald.com/insight/search?q=United+States+of+America
https://www.emerald.com/insight/search?q=Banks
https://www.emerald.com/insight/search?q=Payments
https://www.emerald.com/insight/search?q=Risk+management
https://www.emerald.com/insight/search?q=Alex%20Fayman
https://www.emerald.com/insight/search?q=Ling%20T.%20He
https://www.emerald.com/insight/publication/issn/1526-5943
https://www.emerald.com/insight/advanced-search

Fayman, A. and He, L.T. (2011), "Prepayment risk and bank
performance", Journal of Risk Finance, Vol. 12 No. 1, pp. 26-
40. https://doi.org/10.1108/15265941111100058

Publisher: Emerald Group Publishing Limited
Copyright © 2011, Emerald Group Publishing Limited

Support & Feedback Manage cookies

®Emerald Services About Policies and
logo Authors About Emerald information
Editors Working_for Emerald Privacy notice

Librarians Contact us Site policies

© 2024 Emerald Publishing Researchers Publication sitemap Modern Slavery Act

Limited Reviewers Chair of Trustees governance
statement

Accessibility



https://twitter.com/EmeraldGlobal
https://www.facebook.com/EmeraldPublishingImpact/
https://www.linkedin.com/company/emerald-group-publishing-limited
https://www.youtube.com/user/EmeraldPublishing67
https://www.emeraldgrouppublishing.com/services/authors?distinct_id=%24device%3A18e69b2915a2aa-08cac47faed2d7-591a3765-4b000-18e69b2915a2ab
https://www.emeraldgrouppublishing.com/services/journal-editors?distinct_id=%24device%3A18e69b2915a2aa-08cac47faed2d7-591a3765-4b000-18e69b2915a2ab
https://www.emeraldgrouppublishing.com/services/librarians?distinct_id=%24device%3A18e69b2915a2aa-08cac47faed2d7-591a3765-4b000-18e69b2915a2ab
https://www.emeraldgrouppublishing.com/services/researchers?distinct_id=%24device%3A18e69b2915a2aa-08cac47faed2d7-591a3765-4b000-18e69b2915a2ab
https://www.emeraldgrouppublishing.com/services/reviewers?distinct_id=%24device%3A18e69b2915a2aa-08cac47faed2d7-591a3765-4b000-18e69b2915a2ab
https://www.emeraldgrouppublishing.com/about/?distinct_id=%24device%3A18e69b2915a2aa-08cac47faed2d7-591a3765-4b000-18e69b2915a2ab
https://careers.emeraldpublishing.com/
https://www.emeraldgrouppublishing.com/about/contact-us?distinct_id=%24device%3A18e69b2915a2aa-08cac47faed2d7-591a3765-4b000-18e69b2915a2ab
https://www.emerald.com/insight/sitemap/publications
https://www.emerald.com/insight/site-policies
https://www.emerald.com/insight/site-policies
https://www.emeraldgrouppublishing.com/about/policies-and-information/modern-slavery-act?distinct_id=%24device%3A18e69b2915a2aa-08cac47faed2d7-591a3765-4b000-18e69b2915a2ab
https://www.emeraldgrouppublishing.com/sites/default/files/2020-08/MCB-Pension-Chair-Statement-2019.pdf?distinct_id=%24device%3A18e69b2915a2aa-08cac47faed2d7-591a3765-4b000-18e69b2915a2ab
https://www.emerald.com/insight/accessibility
https://www.emerald.com/insight/search?q=Alex%20Fayman
https://www.emerald.com/insight/search?q=Ling%20T.%20He
https://www.emerald.com/insight/publication/issn/1526-5943
https://doi.org/10.1108/15265941111100058

