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Abstract: Non-—credit business has been a major measure for business restructuring in China’s banking industry. Based
on a data set of 208 banks, this paper investigates the effect of non—credit business on bank’s profitability and risk and the
mechanism from asset and income perspective, respectively. Major findings include: (1) non-—credit business will reduce
bank’s profitability and increase bank’s risk from both asset and income perspective, which still holds after controlling for
endogeneity. (2) the high deposit—to—loan spreads is an important factor for why non—credit business reduces bank’s prof-
itability: the higher the deposit—to—loan spreads is, the more non—credit business will reduce bank’s profitability. As the de-
posit—to—loan spreads becomes lower, the negative effect of non—credit business on bank’s profitability will be reduced or
even reversed. (3) the reason why non—credit business increases bank’s risk is the high volatility of non—credit business.
This research has an important reference value for the development and transformation of China’s banking industry.
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