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ABSTRACT

According to the approach of function,managing risk for the
commercial banks is one of the elemental functions. However, the
commercial banks may encounter risks because of “poor manage-
ment”or “absence of skills”.Among all sorts of risks,the credit
risk is fundamental and it is also the main risk which heckles the
big—four State—Ownership-Banks (SOBs)in China. Since the re-
form and openness,China’s system of resource allocation has
gradually transformed from government orientation to market ori-
entation. In order to accomplish the transition ,the government has
launched the market—oriented reform of both financing and in-
vestment systems. According to the theory of finance freedom or
finance deepening,China was supposed to apply the reform of
market orientation and freedom in banking sector,however, Chi-
nese government did not follow that. At the beginning of the tran-
sition, the government has to recuperate the functions of banking
system which was eliminated during the course of planned—econo-
my. In the condition of reformation,in order to maintain the eco-
nomic growth inside the system,finance the preferred sector by

the government replenishing the week treasury system,China se-
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lects the development strategy of finance restraint and the system
of state—owned banks was found to be the primary arrangement
which can fulfill this goal. With this system, government interferes
the credit allocation by such means as credit rationing, interest
rate control, high reserve requirements, entry barriers to the bank-
ing industry,and etc. The system has played an active role in the
view of absorbing savings,stimulating the monetarization of econ-
omy , developing the financial market. Nevertheless,the system re-
sults in the political interruption of loan,mixes up the difference
of policy and commercial loans and the soft budget constraint of
bank. These factors lead to the low efficiency of credit allocation.
The non-symmetric arrangement of the residual claims and the
control and the multi—objective of manager of the SOBs lead to
serious agency problems and the enormous nonperforming loans.
In order to resolve these problems, the government starts the lib-
eralization of China’s banking system. The arrangement owner-
ship has been improved and become more intelligible. The agency
problem is mitigated,but still horrible and the credit risk is also
serious.

Considering what are mentioned above, we want to analyze
the credit risk of SOBs based on the information asymmetry and
agency theory,consolidated with the theory of ownership. This pa-
per is arranged as follows: (1)As a financial intermedia,the pe-
culiarity consists of the production and dissemination; (2)The
asymmetric information and the agency problem in the commer-

cial banks; (3)The implication of effect agency problem. On the
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credit, because of the imperfect incentive or restrictive mechanism
for the manager; (4)Opportunism of the bank manager when it is
in short of the market power or the market discipline; (5)The
moral hazards of the bank managers and credit risk caused by the
failure of financial regulation and the policy; (6)In implication of
credit for the ownership arrangement in the all circumstances we
discuss previously ownership.

Comparing with the previous literatures,the paper has such
innovations as follows: (1)We expound and illuminate the theo-
rem of SOBs agency credit risk. Based upon the hypothesis,we
connect the agency friction with endogenous credit,when en-
trepreneurship is treated as a premise,dealing with ownership as
an expansion. (2)We establish a fundamental model and extend
by the line of imperfect information—incentive and restriction in
condition of symmetric information—market discipline—the fail-
ure of regulation and policy. According to the line,we also dis-
cuss the mechanism,features and progress of the credit risk in
SOB:s.

In order to accomplish these goals, we expound a hypothesis
of agency credit risk and a fundamental model. By logical attes-
tation, we have the findings as follows.(1)The risk is a culture to
some degree.lt is insignificant talking about the risk that we can-
not control. The behavior of the agents,bank managers is the key
factor when we explain the credit risk of SOBs.(2)The credit risk
is the function of the incentive and restriction which is used to

stimulate the manager to maximize his capacity. The weakness of
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such mechanism can result in credit risk. (3)In China,the out-
come of government ownership is in line with the development
view partially. However,the government ownership can exacerbate
the credit risk. (4)The arrangement of government ownership is
not a Pareto Optimality because the institution lead to ineffective-
ness of credit allocation and the systemic financial risk (5)The
ownership is a necessary condition, not the sufficient conditions
of high credit in SOBs.

In conclusion,we give some advice in resolving the credit
in relative sector of the paper.(1)In order to abate the credit
risk of SOBs,we must reform the arrangement completely but
gradually for an explicit and diversified ownership.(2)We should
devise a performance -related contract for bank manager,while
constraints the manager using the ways of auditing,inspection,
internal control,disclosure of information.(3)We should enhance
the market discipline to restrain the moral hazards of managers.
(4)We would consider the failure phenomenon when applying de-
posit issuance , perfecting the last lender and capital adequacy re-

quirements.

The key words:Information,Agency Friction,the State —
Owned Banks, Credit Risk
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