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ABSTRACT

Systemic Risk (BR) is a concept, which has often been used,
but has different meanings for different users. In chapter 1, many
views on SR have been summarized and concluded. In the author’s
opinion, SR is a risk that the basic function of a system may be lost
because of the negative externality, which is produced by some
failed or problem units to other surviving units. The Banking Sys-
temic Risk (BSR) is the risk which is produced by some important
failed bank or problem banks to other surviving banks in the banking
systems in a country (area, or in the world), so as to the banking
function may be influenced.

In chapter 2, on the causes of BSR, the author gives a direct
causes and an indirect cause. The direct cause is the negative exter-
nality of problem bank or banks to the surviving banks. The indirect
cause include special asset - to — liability structure, too stable mind
owing to economic transition, soft budget constraints, lagged credit
systems, as well as corruption in the financial fields.

In chapter 3, different kinds of contagion of BSR have been an-
alyzed, and a contagion model about BSR has been given. The con-
tagion model shows that inter impact between depositors can lead to

bankrupt. It’s very important to the banking that prevents the pan-
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ics between depositors from infecting. While considering no — per-
forming loans, the process of banking run brings forward and the
contagion effect has been strengthen. In the contagion model about
the interbanking market, the bigger the loss — to — credit, the
stronger the contagion effect. Furthermore, a concept about the Im-
munity Term of contagion effect has been put forward.

In chapter 4, the technique about how to measure and estimate
the BSR has been sum up and studied. The early warning model
about single bank is the basis of the model of how to estimate bank-
ing system. As to the early warning model about single bank, there
are about three modes. The first is quality study, the second is e-
conometric model, in which Logit Model and Probit Model are often
used, and the third is no — parameter test. As to the methods of how
to measure a banking system, there are three techniques, including
from — bottom - to — up method, gross method, and macroeconomic
method. As to how to estimate systemic failures, there are three
other techniques, including Maximum Probabilities of Systemic Fail-
ure, Estimating Default Probabilities from Structural Models, as
well as Equity Option Prices.

In chapter 5, the existing problems in the China’s banking sys-
tem has been analyzed. These problems can be summed up that
higher no - performing loan to asset ratio, lower capital to asset ra-
tio, weaker profitability, simpler asset and liability structure, as
well as frequent fraud and corruption incidents.

In chapter 6, the whole framework of keeping away and con-
trolling BSR has been studied. The framework of keeping away BSR

includes moderate macroeconomic policies, perfect banking safety
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net, bringing into public risk management, perfect corporate gover-
nance, etc. The framework of controlling BSR includes rapid solving
banking problem, establishing forecast of banking‘ crisis manage-
ment, restructuring problem bank or strengthening market disci-
pline. :

In chapter 7, how to establish perfect banking safety net has
been studied. A incentive compatible regulation system includes
higher fine, higher capital to asset ratio, threat of bankruptcy to
disobeying rule, and reducing negative externality of failure bank
from a incentive compatible regulation model. By dint of establishing
pre — commitment action, supervision department can attain its ob-
ject from choosing penalty coefficient. On the forthcoming deposit
insurance system China, it’ s should be called tranmsition, not up-
building.

In chapter 8, how to accelerate to deal with problem bank has
been studied. Dealing problem bank is a part of keeping away and
controlling BSR. A new framework, including Establishing a steady
fund resources, making control rights of problem bank transfer to
the concerned, and bringing controlling BSR into the public risk
management framework, has been put forward.

The main innovation is as follows. Firstly, a new concept about
BSR has been given; secondly, there are two reasons, including di-
rect cause and indirect cause; thirdly, establishing a new contagion
model about BSR; fourthly, the technique about how to measure
and estimate BSR has been sum up systematically; fifthly, a incen-
tive compatible supervision model has been established; sixthly, two

new concepts, Super Stable Mind and Public Expectation Gap ,
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have been put forward; seventhly, a policy framework on how to
deal with problem bank in China is given.

The main shortcomings are that some factors, including curren-
cy crisis, macroeconomic policy, and corporate governance, etc,
have not been considered in the paper.

Key Words: Systemic Risk, Banking Risk, Financial Risk,

Public Finance Risk, Banking Supervision.
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