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Abstract

Abstract

Capital is the contract that corporations undertake operational risks
and gain residual interests.Capital of commercial banks plays an important
role in assuming risks, absorbing losses, surviving unexpected attacks
and guaranteeing depositors’ interest. Therefore, capital regulation is the
core of prudential regulation in global banking industry.The financial cri-
sis evolved from American subprime crisis further demonstrates the sig-
nificance of capital regulation in maintaining the stability of macro and mi-
cro financial system and also illustrates “pro-cyclicality”. “non-complete-
ness” and “regulation arbitrage” problem of capital regulation. The coming
capital regulation reform can be so widespread and extensive, thus how to
strengthen and improve capital regulation of commercial banks to lower
the risk of financial system is increasingly becoming the focus of the au-
thority and the academia in China,

Establishing reasonable and effective, dynamic and adequate capital
requirement is the foundation of realizing effective capital regulation.Based
on this philosophy, this book starts with the banks’ risk adjustment and
proposes that the authority should keep up with the changes of risk levels

banks are willing to take, analyze its causes and influences and conduct
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dynamic and scientific capital regulation. The changes of risk levels banks
are willing to take is determined by the game played between banks and
depositors, banks and borrowers. banks and banks. banks and govern-
ments and co-determined by the macroeconomic cycle. This book initially
establishes an dynamic and effective capital supervisory framework from a
perspective of risk based on in-depth analysis. It further investigates the
background of global capital regulatory system reform, the development
and improvement of capital regulatory system in the evolution of financial
risk and effective capital regulatory instruments.It illustrates that the evo-
lution of capital regulation of modern commercial banks presents new
characteristics: from micro-prudential supervision to macro-micro-pruden-
tial supervision, from traditional risk management to consolidated super-
vision, from rule-based to incentive-compatible and strengthened supervi-
sion of systematically important banks and “ICAAP”, Then this study
starts with macro and micro-regulation and chooses two research challen-
ges respectively. For macro-prudential supervision, this book analyzes
countercyclical capital regulation and capital arbitrage problem; for micro-
prudential supervision, this book analyzes the influence of capital on risk-
taking behaviors and optimal capital adequacy ratios. This book conducts
both theoretical and empirical study and strives to make some contribution
in these research difficulties.

The implementation effect of capital regulation is greatly influenced
by regulatory capital arbitrage.Combined with China’s current situation,
this book studies general patterns of regulatory capital arbitrage, domes-
tic channels of arbitrage and its positive and negative externalities.It con-
cludes that if regulatory capital standards can’t converge to real economic
risk, it will be distorted by growing regulatory capital arbitrage methods.

Negative externalities of capital arbitrage make it more difficult to track
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supervision. disrupt financial market discipline, increase systematic mar-
ket risk, weaken capital regulation’s effectiveness and increase social cost.
This dissertation demonstrates seven supervision measures aimed at re-
ducing negative externalities and systemic risk.

Countercyclical capital regulation has always attracted extensive at-
tention but is still in practice in many countries and China has yet to start.
Referring to the Basel Committee model, this book uses gross credit/
GDP, revised total social financing/GDP as countercyclical capital buffer
indicators and tests their feasibilities, It finds that the above two indicators
have certain applicability but should be combined with credit growth and
macro-economic climate “consistency” index to carefully determine the
time to set aside capital buffer.

The influence of capital regulation system on capital and risk-adjust-
ment behavior of commercial banks has always been the focus in both aca-
demic and practical world. This book conducts empirical study on the dy-
namic relationship between changes of capital levels and risk levels based
on panel data of 16 listed commercial banks in different periods. The re-
sults show that it is not obvious that the implementation of capital regula-
tion has effectively promoted under-capitalized banks to signiflicantly raise
their capital adequacy ratios from June, 2004 to December, 2009, Howev-
er. with the implementation of hard constraints of capital regulation and
the supporting incentive and punitive measures. capital regulation has
played its role effectively since 2010 although its binding effect on banks’
risk behaviors is far from expected. Therefore, we must [ully consider
these sensitive differences of different banks during different periods and
orderly implement differentiation regulation.

Does it exist an optimal capital buffer level or capital adequacy ratio

under capital regulation system? Using strategy in inventory management
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from sample of 46 domestic banks, this book analyzes and tests optimal
capital buffer for different banks under capital regulation system.It finds
that models best simulates allocation behaviors of share-holding banks’
capital levels.It also [inds that small and medium banks have unreasonable
capital buffer levels. Hopefully, these empirical {indings will add specific
practical value to this study.

Finally . this book proposed several policy suggestions [or an effective

capital supervisory [ramework in China,

Key Words: Commercial banks; Capital regulation; Risk manage-

ment; Regulatory arbitrage; Countercyclical capital buffer
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