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Abstract

The main purpose of this paper is to model bank spread behavior under capital
regulation and deposit insurance. Comparative static results show that an increase
in the capital-to-deposits ratio or the deposit insurance decreases the bank's
interest margin or spread. It is also shown that an increase in the equity that
implies its opportunity cost of the coupon rate on the fixed leg decreases the
margin. Previous research on market-based evaluations of bank equity has
modeled the bank as a narrowing banking firm with risky assets and insured
liabilities. The equity of the bank is viewed as a call option on its risky assets. No
attempt was made to explicitly analyze a synergy between lending and deposit-
taking, and, in our view, the equity of the bank is viewed as a swap option on
coupon bonds. Synergy banking, particularly in the return to retail banking, is
important in distinguishing banks from other lenders such as finance companies
and mutual fund institutions. These other lenders call for the breaking up of banks
into separate lending and deposit-taking operations, respectively. Our findings
provide an insight for synergy banking operations concerning regulated bank

spread behavior in the return to retail banking.

Keywords: Bank interest margin = swaption = capital-to-deposits ratio

deposit insurance = retail banking


https://www.worldscientific.com/doi/10.1142/S0219091511002263
https://www.worldscientific.com/doi/10.1142/S0219091511002299
https://www.worldscientific.com/worldscinet/rpbfmp
https://www.worldscientific.com/toc/rpbfmp/14/02
https://www.worldscientific.com/keyword/Bank+Interest+Margin
https://www.worldscientific.com/keyword/Swaption
https://www.worldscientific.com/keyword/Capital-to-deposits+Ratio
https://www.worldscientific.com/keyword/Deposit+Insurance
https://www.worldscientific.com/keyword/Retail+Banking
https://doi.org/10.1142/S0219091511002287
https://www.worldscientific.com/
https://www.worldscientific.com/action/showCart?FlowID=1
https://www.worldscientific.com/action/ssostart?redirectUri=%2F
https://www.worldscientific.com/page/help/privacy-policy
https://www.worldscientific.com/action/showLogin?uri=%2Fdoi%2Fabs%2F10.1142%2FS0219091511002287

\ & World Scientific

Connecting Great Minds

f!inﬂlE’l?g

Privacy policy

© 2024 World Scientific Publishing Co Pte Ltd
Powered by Atypon® Literatum


https://www.worldscientific.com/page/help/privacy-policy
https://www.worldscientific.com/
https://www.facebook.com/worldscientific
https://twitter.com/worldscientific
https://www.linkedin.com/company/world-scientific-publishing/
https://www.youtube.com/channel/UCDw6b_X0ccpwcc78iMjsI_Q
https://www.worldscientific.com/page/newsletter/subscribe
https://china.worldscientific.com/wechat-qr-code/

