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Abstract

In this paper we introduce a new banking efficiency indicator that includes efficiency and stability conditions. This indicator relies on the leverage as a proxy of a bank’s risk and stability. Banks’ leverage played an important role in the last financial crisis as well as in the Basel III new regulatory regimes. The results of the econometric investigation using a large sample of American commercial banks show that profit efficiency indicators including leverage are better predictors of future profits than current indicators considering other measures of bank risk. This is particularly evident for the period during the 2007-2009 financial turmoil.

