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Abstract

As a special enterprise, the operation of the commercial bank has di-
rect influences on the stability of the economy and financing development.
So the crisis of the bank will easily lead to structural destruction to the eco-
nomic and financial order, and even initiate the system crisis of the whole
society. In the past two decades, the crisis of the bank broke off frequently
in many countries of the world, three fourth of which were in developing
countries, and was becoming increasingly intense. Hence studying the in-
ternal and external factors for the banking crisis in the developing coun-
tries, and inquiring into the strategies of supervision and precaution on the
banking crisis, become both theoretically and practically important for con-
structing a stable framework of steady operation and resisting the risks in
the developing countries. Nevertheless, from the successes and failures in
the other countries, this study could be of practical guidance for China to
prevent and eliminate the latent crisis at the present stage of increasingly
manifest and serious banking risks.

This book consists of six chapters, expanding around the status, caus-
es, supervision and precaution of the banking crisis in the developing coun-
tries. From its general sense and internal mechanism, it starts by defining
the banking risk and crisis, and analyzing the economic sources of the
banking crisis, followed by a study from the particular conditions of the de-
veloping countries on their common characteristics of the banking crisis and
revealing its causes and existing initiating factors. On this basis, a theoreti-
cal and practical framework is preliminarily built on the discernment, su-
pervision, precaution and elimination of the banking crisis in the develop-
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ing countries, among which a specific consideration is given to the most
significant factor in the banking crisis, bad asset. It ends up with the con-
clusion of the results in the previous study, and based on the investigation
and analysis of the banking risks in China, the suggestions of policies and
strategies to prevent banking crisis in China.

The introduction to the book clarifies the basic definition and nature of
the banking crisis on its general meaning, and then from the specialties of
the banking operation, puts the emphasis on the destructive effect of the
banking crisis on the economic and financial order. It also prepares the
necessary background, basis and condition for further study by tracing the
history of banking crisis and comprehending its present situation and char-
acteristics. The banking industry being a key position in the system of re-
sources allocation in the market economy, its crisis will easily attack the
normal operation of whole economic system, even lead to social unrest.
Banking crisis has been a global phenomenon ever from 80s of 20th centu-
Iy, and is showing a tendency of high frequency, large scale and serious
destruction. Things are even more serious in the developing countries.
Since the banking system stands in the heart of the financing system in the
developing countries, its steadiness is of special significance.

Based on economic analysis, Chapter One draws an abstract and theo-
retical outline on the general causes and sources of the changing banking
crisis and risks. It investigates separately the mechanism of economic oper-
ation, the internal characteristics of the banking system, financial system
and its policy choices, the internationalization of the financial activities,
and the influence of activities and psychological defect of the micro finan-
cial subjects on banking crisis. Built on the existing international economic
theory, this paper tries systematically to make and strengthen an objective,
comprehensive and substantive analysis on causes of banking crisis. On the
analysis of the mechanism of economic operation, emphasis is given to the
modem economic operation patterns, economic circle, and economic and
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financial structures. On the analysis of the internally ftagile banking sys-
tem, emphasis is given to the inverse choices arfd morality crisis under the
condition of incomplete information. On the analysis of the financial system
and policy choices, emphasis is given to the financing patterns of the enter-
prises, financial secunty web system, financial currency and exchange sys-
tem. On the analysis of the internationalization of financial activities, em-
phasis is given to the opening of the capital account. On the analysis of the
activities and psychological defect of the micro financial subjects, emphasis
is given to the assumption of the “economic person”, individual limited ra-
tional activities and “reluctant loaning” .

Chapter Two is based on the historical research and practical analysis
of the banking crisis in the developing countries and starts from the analysis
of the common characteristics and causes of the banking crisis in the devel-
oping countries. It indicates the following causes: worsened environment of
the macro economy, careless loaning activities in the up — surging time of
credit, the inappropriate allocation of the assets and lLiabilities, incomplete
account information disclosure and legislation framework, inadequate prep-
aration for the financial liberalization, excessive governmental intervention,
distorted encouragement system, defect of the exchange system and inade-
quate capital sufficiency. For the banking crisis in the transitional economy
countries, this chapter points out that under the background of the “mixed
economy”, the relation between the banks and enterprises is in the long
term the worsened accumulation of the bad loans in the vicious circle of non
market economy, and this proves to be the significant cause of the banking
crisis.

Chapter Three constructs in much length the safeguard and risk pre-
vention system in the developing countries from the macro economic envir-
onment, intemal control system with the banking system, external supervi-
sion, establishment of the governmental financial safety web and interna-
tional supervision cooperation of the banking industry. First, macro eco-
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nomic situation, framework of financial policy and system, the width and
depth of the financial market, and internationalization degree of the finan-
cial industry, all the above factors constitutes the external economic envir-
onment of the steady operation. Second, it is the precondition of the steady
operation and the basic and fundamental system to prevent the banking
risks and crisis to establish the complete internal administration and control
system, to enforce the scientific procedure to distinguish, evaluate, control
and handle the banking risks. And the various governmental supervision,
like market access, capital adequacy requirement, capital flow standard,
control of the business range and the credit requirement are the important
supplementary remedy to the defects of the internal administration and mar-
ket. Moreover, the end loaner measure, deposit insurance system and cri-
sis handling mechanism, which constitute the financial safety web, are im-
port parts of the financial supervision and effective means to prevent bank-
ing crisis, maintain public confidence, avoid the spread of the losses and
restrain the market forces. Lastly, in the situation of the deepening interna-
tionalization of the banking industry, this chapter studies the new content
and tendency of international supervision cooperation represented by the
Basel Document and expects some positive meaning to supervision in the
developing countries .

The breaking out of the banking crisis is often indicated by the wors-
ening of series of economic and financial indexes. So Chapter Four starts
from the prevention of the banking crisis and constructs the systematic and
non systematic index alarm mechanism on macro and micro crisis control.
The non systematic index alarm mechanism absorbs the experiences in the
developed countries, and consists of the four indexes of credit crisis, float-
ing crisis, operation crisis and capital crisis, while the systematic index
alarm mechanism establishes the indexes for macro economic situation and
financial fragile, in which the former includes the indexes of the overall
economic situation, economic structure, international balance of payment
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status and the components of the economic foam, and the latter composes of
the indexes of banking credit and the monetary, currency and financial in-
dicators as its basis. Lastly, this chapter uses the representative index and
the defined prevention system to test practically the Asian financial crisis in
1997, so as to prove the specific nature and practical value of prevention
index design.

Chapter Five goes to the emphasis and difficulty, 1. e. the bad asset
problem of the banking crisis in the developing countries. It starts by defin-
ing the bad asset. With the analysis of its direct effect on the banking cri-
s, emphasis is given to the comparative analysis both theoretically and
practically of the principles, policies and measures to deal with the bad as-
set in different developing countries, according to their situation of the bad
assets and with the international comparison method deployed. On this ba-
sis is the conclusion made on the experiences and lessons and the important
indications to handle the crisis, through the comprehensive analysis and
practical study on the contents, methods and effects of the different solut-
ions. And reference value is expected for present China in resolution of bad
assets and prevention of crisis.

Chapter Six is based on the conclusion of the previous chapters and
makes a systematic discussion on resolution of bad assets and prevention of
crisis in China. It firstly explores and predicts the possibility of banking
crisis in China through the analysis of the main forms and status of the
banking risks and summary of the nature and characteristic in China. It
shows that the systematic banking risk is very serious and special attention
must be given though the crisis couldn’t break out at any moment at pr-
esent. For the sources of the system, it indicates that not only does the
general market risks exist, but the most obvious one is the system risk
specified in the double economic structures in the transitional period, so
the resolution and prevention of the risks must start from the reform on the
system. It ends up with the concrete suggestions on the policies and meth-
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ods. Firstly, the reform must be taken on the economic operation mecha-
nism and property system, so as to eliminate the bad assets from its internal
sources and avoid the continuos accumulation and worsening of the risks.
Secondly, effective crisis prevention system must be established to distin-
guish and prevent the risks and crisis. Thirdly, legal environment must be
perfected to create a market operation mechanism for the banks in crisis to

withdraw smoothly .
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