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ABSTRACT

The non-performing loan ratio of a bank is usually classified as an indicator for the
quality of loan. In this study, we investigate whether operating characteristics such as
capital structure, loans category, loans interest rates and related revenues will affect the
non-performing loan. After surveying related literatures, questionnaires are often
employed in relative researches in this area. However, empirical studying related
operating characteristics to the non-performing loan is seldom found in previous
researches.

There are two concerns in this research. One is to avoid the mask of authenticity in
operating performance; therefore, the samples with reserve to revenue ratio over 30
percent are removed, since these banks might increase the reserve to revenue ratio in
order to reduce non-performing loan. The other is to concern the issue of sample size;
thus, this research not only applies traditional regression models, but also employs the
panel data models.

Based on our empirical results, several important findings are discoursed as follows:
(1) The observed loans ratio and loan interest rates are important operating characteristic
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variables to affect the non-performing loans ratio. (2) To our surprise, the
non-performing loans ratio is positively related to capital adequacy ratio, since this
phenomenon seems to be contrary to our intuition. We surmise this phenomenon is that
banking industry seems to offset the non-performing loans by reducing capital to risk
assets ratio, and it seems that the banking industry pay for the price for reducing the
non-performing loans ratios by decreasing capital adequacy ratio.

Keywords: Non-performing Loans, Operating Characteristics, Capital Adequacy Ratio
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FEH 2
T 1S e
FIAggy B GBS R GBS
2003 2004 2003 2004 2003 2004 2003 2004

LR T -1.70  -2.39 274 -2819 250 6.45 10.63 22.68
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USSR o T 0.2563 0.3064 2.544 0.2678 0.3986 0.2108 0.4063
j’\:

ffﬁ Hﬁi b5 -0.0065 0.3595 1.692 -0.0294  0.0017 -0.0137 0.0525
TEels #| EL |’J‘%]J el 0.0894  0.3039 1.397 -0.1642  0.1206 0.0074 0.9303
I e

T Y =S -0.0392  0.4307 1.769 0.0073  0.9008 -0.0198 0.6854
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