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1. Introduction
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Declining profits burden the German banking sector over the last years:

 Historically low interest rates

 Increased regulatory capital minimum requirements 

 Banking sector continues for consolidation

Focus on Diversification:

 Theoretical approaches highlight the advantages of Income Diversification

Empirical literature presents mixed results:

 Negative effects for the U.S. banking industry (e.g. Stiroh 2006, Stiroh & Rumble 2006)

 Mixed results for European banks (e.g. Lepetit et al. 2008, Chiorazzo et al. 2008)

 Effects of Income Diversification on profitability and risk of German Savings Banks
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2. Empirical Approach

Sample:

 Sample: 451 German Savings Banks from 2009-2018

Diversification measure:

 SH_NET = 𝑁𝑁𝑁𝑁𝑁𝑁
(𝑁𝑁𝑁𝑁𝑁𝑁+𝑁𝑁𝑁𝑁𝑁𝑁)

; SH_NON = 𝑁𝑁𝑁𝑁𝑁𝑁
(𝑁𝑁𝑁𝑁𝑁𝑁+𝑁𝑁𝑁𝑁𝑁𝑁)

 DIV = 1 − (𝑆𝑆𝐻𝐻𝑁𝑁𝑁𝑁𝑁𝑁2 + 𝑆𝑆𝐻𝐻𝑁𝑁𝑁𝑁𝑁𝑁2)

Dependent variables: 

 Profitability: ROA, RoRWA

 Risk Density: 𝑅𝑅𝑅𝑅𝑅𝑅
𝑁𝑁𝑅𝑅
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3. Results

Effects of Income Diversification on bank profitability 
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3. Results

Effects of Income Diversification on bank risk 
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4. Robustness
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Profitability 
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4. Robustness
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Bank risk 
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5. Conclusions

 Main results:
 Income diversifcation lowers profitability of German Savings Banks (in line with Mercieca et al. 2007)

 Income diversifcation enhances risk density of German Savings Banks

 Results are robust to several checks

 Limitations:
 Additional risk measures (e.g. ratings) 

 Future research aspects:
 Reinstate the findings with actual data

 Determinants analysis
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Appendix

Correlation Matrix 
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