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Research findings on banking sector risk, competition and capital 
 

Details:  

This work furnishes evidence on a number of  unresolved issues in financial stability analysis:  

�x Both at a country level and a bank level, there is a tendency for both the leverage ratio 
and the risk -adjusted capital ratio to be significant predictors of risk.  

�x The leverage ratio is a aw. 
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The key findings of this research are that:  

�x Studies have focused mainly on capital reserves  or competition  but not both . This 
research shows that both measures have an important role in the de termination of bank 
risk. 

�x It is shown that both risk adjusted capital and leverage ratios are relevant determinants 
of risk, which justifies focus of Basel III on both measures . 

�x Results vary between regions, time periods and across banks.  
�x The research has identified suitable metrics in respect of both capital and competition  to 

support macroprudential surveillance and policy.  

 

Policy Audience   

This research was originally commissioned by the Bank of England under its research donations 
scheme. It is relevant to national and international banks, as well as to central banks and other 
regulatory agencies, including governments, Ministries of Finance , and their agents :  

Bank of England (and international counterparts)  

Financial Conduct Authority (and inter national counterparts)  

IMF 

World Bank 

OECD 

These findings are also relevant to academic experts, conference convenors and journal  
editor s.  

Research  

Prof Davis combines his track -record as a central banker with his academic role in empirical 
analysis of  the banking sector; Dr Karim’s PhD focused on the macroeconomic determinants of 
banking crises and her ongoing work has focused particularly in this issue .  Their research  aim s to 
identify the factors that led to the global financial crisis and that continue to undermine the 
stability of the banking system , and recommend appropriate policy responses . 

Report s:  

The bank capital- competition -risk nexus – a global perspective  (peer reviewed journal article)  

Bank leverage ratios, competition and risk in Europe and the United States  (currently a working 
paper)  
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Research Leader s 

Prof Philip Davis bec ame  Professor of Economics and Finance at 
Brunel in 2000 after a 20- year career as a central bank economist at 
the Bank of England, but seconded for spells with the bank for 
International Settlements in Basel and the European Monetary 
Institute in Frankfurt.   

Since then his research interests have included: f inancial instability; 
pension f unds  and 


