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Abstract

Banking crises usually are the very core of financial crises,
which is an important conclusion we can draw from studies of fi-
nancial crises. Financial crises can be touched off by banking cri-
ses and under such conditions the negative effects of banking cri-
ses are obvious. But something more important is that even if fi-
nancial crises are triggered by factors outside of banking section,
banking crises will be succedent phenomena. And it commonly is
banking crises that did the most serious harm to real economy.
Since stabilization of banking plays an especially important role
in deciding stabilization of the whole {inancial system, one of the
crucial parts of banking regulation should be to design a safety
net to prevent banks from closing down or to restrict the ill im-
pacts of banking failures to the lowest extent. This book aims at
answering the question whether can some policy tools of banking
safety net applicable to developed economies be transplanted into
China after performing a deep research of the theoretical founda-
tion of such tools.

The book is composed of three parts. The first part is Chap-
ter | , and in this chapter we analyze the theoretical foundation
of constructing a banking safety net in China. Firstly, we com-
ment on how to choose a policy mechanism to guarantee the sta-

bilization of banking industry. And secondly, we state the theo-
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retical divergence for main policy tools of banking safety net.

The second part of the book includes Chapter [l » [l and V.
In this part we discuss two basic issues on banking safety net
construction which are whether and how can some policy tools of
banking safety net applicable to developed economies be trans-
planted into China. The focus of discussion is capital adequacy
requirements regulation and deposit insurance. Since there are
close relation between such two policy tools and between each of
them and banking closure policy, in this part we don't analyze
each tool separately, in contrast, we comment on the influence
of relations among such three policy tools on safety net construc-
tion at the same time as we emphasize particularly on capital ade-
quacy requirements regulation and deposit insurance.

In Chapter [I we perform a theoretical study on the necessi-
ty of introducing capital adequacy requirements regulation into
Chinese banks. In succession we criticize the problems caused by
model-based capital adequacy requirements regulation, analyze
conflicts and compromise among different interest groups during
the process Basle Accord was signed and negative impact of the
Consultive Paper of Basle Accord [[ on developing countries,
prove that the lack of a complementary variation between mini-
mum bank capital requirements and regulatory forbearance will
lead to a spillover from more forbearing to less forbearing econo-
mies and reduces the competitive advantage of banks in less for-
bearing economies.

In Chapter [ we analyze the practical necessity and feasibil-
ity of introducing capital adequacy requirements regulation into

Chinese banks by cost and income analysis.
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In Chapter [V we perform a cost and income analysis of in-
troducing explicit deposit-insurance system into Chinese banks
and study the necessity and feasibility of introducing a deposit-in-
surance system specially for joint-stock commercial banks and
city commercial banks in the medium-term.

The third part is Chapter V and in this part we discuss how
to make the banking safety net of China perfect from the system-
ic risk point of view. In the first step we collect and analyze
trading data from interbank market and balance sheets of com-
mercial banks, and then we estimate the structure of bilateral ex-
posures in the interbank market and the danger of contagion in
banking system. Next we establish a guideline system to super-
vise and control the implicit risk exposure of the whole banking
system. Finally we comment on the best closure policy for prob-

lem banks.
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