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Abstract

At present, non — performing loans in Japanese banking
industry amount to 100,000 billion Japanese yen, which account for
21.5% of GDP and 15% of total banking assets. However, the
actual amount is much larger than that disclosed from official
sources, incurring asymmetry, unfairness and opacity in information
disclosure, for the banks are reluctant to announce adequately the
true data on non — performing debts to vindicate their and public
image. It is reported that total non — performing loans in China reach
25 -26% of the total outstanding loans (equals to GDP per year),
while the risk — weighted assets are up to 1000 billion RMB. The
huge amount of non — performing loans in Japan caused a financial
crisis and a long — term economic stagnation, while the non -
performing banking assets in China formed a potential threat to

national economy development.
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In this thesis, the writer attempts to approach the issue with the
help of information economic theory. The writer holds that
information disequilibrium among the government ( central bank ),
commercial banks and enterprises, which results from the financial
system, is the origin reason of the non — performing loans in both
Chinese and Japanese banking industry. Therefore, the essential way
to dissolve the non — performing loans is to reorganize the financial
system and create relative information equilibrium.

In financial activities (mainly referring to financial investment
activities), so - called information includes all the data and
intelligence which may influence the analysis, judgement and
evaluation of the future income flow. Whether information is in
equilibrium or not renders direct restriction on market efficiency.
Information equilibrium appears when each market participant ( the
market economic agent) knows perfectly all the information about
features of other participants (including strategic space, benefits
etc.), the market economic agents can gain all sorts of market
information of others freely and rapidly, and the ability and
possibility of gaining information between market economic agents are
equal. Asymmetric information refers to the information which some
market participants have the access to while others don’t, i.e.: the
private information of some market participants. Information
asymmetry may happen before or after signing contracts. The analysis
of the asymmetric gaming before signing the contract is called
selection model, while that after signing the contract is called moral
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hazard model. To convenience the analysis, the thesis describes
complete information and perfect information as equilibrium
information while refrring information as desequilibrium information.
Hence information disequilibrium of financial industry in China and
Japan is mainly reflected on information asymmetry between the
government (central bank), commercial banks and enterprises.

Information disequilibrium - between the government ( central
bank ) and commercial banks. Viewing from financial system
transformation in China and Japan, both China and Japan are " strong
government” countries in which governments play a leading role in
economy. The role of ” strong government” is effected by the
governmental monetary agency — the Central Bank. Under this
system, central bank owns minimum information advantage or
expanded information advantage over the commercial banks in the
industry orientation, economy structure, economy growth target and
monetary policy direction, etc. At the same time the commercial
banks can only determine the changes of central bank policies by
observing the pervious growth rates of money supply and the inflation
rates. Due to the commercial banks’ profit maximization and ” gray
finance”, the information disequilibrium between the central
government ( central bank ) and the commercial banks, illegal
operation prevails in the banking sector, leading to target discrepancy
between the central bank and the commercial banks.

Information disequilibrium between banks and enterprises. In
monetary market and capital market, banks and enterprises are the
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two parties of transaction. One party is the borrower, i. e.
enterprises, who is the user of the capital, owning the sufficient
information about the revenues and risks of the ”actual” investment
project. So the enterprises have relatively adequate information about
the returns and profits of the investment projects and repayment
possibilities of the loan, i.e., enterprises own private information.
The other party is the lender, i.e., bank. The bank is only the
capital supplier who does not use capital directly. It is impossible for
the bank to get the same information about the utilization of the loan
as the enterprises. The bank can only indirectly gain the relevant
information of the borrowed loans through the enterprises or other
channels. Thus, viewing from possession of relative information,
enterprises are on the advantageous position because they own private
information while the banks are on the disadvantageous position
because they do not own private information. The banks cannot
differentiate high — risk borrowers from low — risk borrowers due to
the existence information disequilibrium. Thus the banks should
focus on the interest rates and risk when they provide loans in the
monetary market. Although high interest rate can promote the profits
of the banks directly, the efect of ”adverse selection (moral hazard)
can easily surpass that "direct” profits. When the bank increase their
interest rate, there exists a key rate r*, which stops the safe
borrowers from applying for loan. The increase of interest rates will
squeeze out the high — quality borrowers and retain the low — quality

ones. High interest rates induce enterprises to choose high — risk
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investment projects. Therefore, the assets quality of the banks begins
to go down.

System is responsible for information disequilibrium in the
financial market of China and Japan. The financial system in Japan
after World War Two is a kind of "restrictive finance” in which the
interest rates of banks’ deposits and loans are restricted, financial
businesses are strictly divisionalized, financial market is closed, the
government has strong intervention on the finance and the central
bank is dependent on the government. Since the 19808; great
changes have taken place in Japan economy and the international
environment. However, excess lending of the Japanese financial
institutions, excess borrowing of the enterprises, prevailing indirect
financing and closed family — style core — bank system have not been
reformed completely with the changes of the Japanese economy and
the international environment. Due to the extension of the model of ”
excess borrowing, excess lending and artificial low interest rates”,
the Japanese financial institutions invest much money to real estate
and stock market in 1990s when the Japanese economy was in its fake
prosperous stage. The bubble economy thus appeared and large
amount of problem loans and bad loans emerged after the bubble
cracked. Although more than 20 years have passed since the debut of
the financial system reform, China’ s financial system is still in
transition and on the ”threshold” of perfect market financial system
due to the lasting effects of long ~ term planned economy and mono -
banking system. The government’ s strong intervention on the
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finance, the central bank’ s low independence and weak financial
supervision, long — term interest rate control and strict financial
business divisionalization, the enterprises’ high — liability — ratio
development model and prevailing indirect financing and especially
the lack of independence of both the state — owned enterprises and
the specialized banks as economic agents result in information
disequilibrium between the government, banks and enterprises
inevitably, leading to adverse selections and moral hazards and
incurring large amount of non — performing loans finally.

The financial market information disequilibrium in China and
Japan origininates from their financial systems, so the financial
systems must be reformed respectively to dissolve the non -
performing loans. These two countries should reduce the government
intervention on finance, relax the financial control, marketize the
interest rate, strengthen the independence of the central bank,
strengthen financial supervision and financial jurisdiction, improve
the information disclosure system of the financial institutions and
enterprises, found a market — oriented bank — reterprise. Japan
should alsodispose of the non — performing loans of the banks by
using capital market sufficiently, reconstruct relations between banks
and enterprises and other measures. China should implement the
interest rate marketization gradually and judiciously, construct new
bank — enterprise relation, restrcuctue the non — performing assets of
banks by adopting comprehension measures, and especially deepen

the reform state — owned enterprises and commercial banks.

6 HRIHHSRITFRE™




Key words:

asymmetric information non - performing loans systematic
factors resolving method

Classification number : F83



=10k

WERR, 1962F &, Bl
FEBA¥ZFFER K
BRFFWML. BHLF
fr. BEXEELIEA
&, EEEE. BB,
BEHRK, BERESR
il REHE, EBUEEL
Fprghle, WAERET
FREFPERR, FTEH
G HERER. R
ZFBE. BRRLR
%, WHEBRFRBE
FRELERLELE
(R, EUFIESHFR
AN TRART(LE)
BEEMFLSILE,
1997 FE LUK, 7E (HHFRE
SOy, (BARFTID.
(ZFHHEY. (B BFRD
EHOHEERFRRXIO0
E-




