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F§# &MasterFFikList HB &N

AE-EELevel
ECC1000 ECC1100 ECF1100 ECF1200 ETF1100 ETC1000 ETC1010 MGF1100 MGF1010 MGC1010
MKF1120 MKC1200 BFF1001 BTF1010 BTC1110 MTH1010 MTH1020 MTH1030 ACF1100 ACC1100 ACB1120

A -EHLevel 2
BFF2140 BFF2701 BFF2401 BFC2140 BFC2751 BFB2140 ECF2731 ECF2721 ECF2331 ECB2330
ECX2630 ECX2953 ECC2000 ECC2010 ETF2700 ETF2121 ETF2100 ETC2410 ETC2440 BEX2000
BEX2500 MGF2351 MGF2111 MGF2661 MKF2121 MKF2531 MKF2521 MKF2111 MKF2801 MKF2341
BTC2000 BTF2000 BTB2220 ACF2100 ACF2200 ACF2400 ACC2100 ACC2200 ACC2400 ACB2120

AZE-EHLevel 3
BFF3231 BFF3121 BFF3751 BFF3841 BFF3351 BFF3651 BFF3140 BFF3999 BFC3999 BFC3140
BFC3170 BF(C3241 BFC3240 BFC3340 BFC3540 BFC3347 BFB3121 BFX3301 BFX3355 ETF3231
ETF3480 ETC3460 ETC3410 ETC3550 ETC3580 ETC3250 ETX3250 BTC3200 BTC3150 BTF3931
BTB3221 BTX3110 BTX3181 ECF3121 ECB3121 ECF3144 MKF3461 MKF3881 MKF3151 MKF2131
MKF3121 MKF3131 MKF3471 MGF3621 MGF3681 MGX3100 MGX3110 BEX3131 BEX3000 BEX3500
ACF3100 ACF3200 ACF3600 ACC3100 ACX3150 ACX3900
AR &Master-IT
MAT1830 MAT1841 FIT1051 FIT1045 FIT1053 FIT1008 FIT1006 FIT1047 FIT1049 FIT1043
FIT2004 FIT2001 FIT2085 FIT2094 FIT2081 FIT3171 FIT3047 FIT3175 FIT3048 FIT3077
FIT3161 FIT3139 FIT3155 FIT3152 FIT9131 FIT9132 FIT9136 FIT5197

AHE-Arts
ATS1206 ATS1297 ATS1279 ATS1325 PSY1011 ATS2439 ATS2996 ATS2186 ATS3732 ATS3969 ATS3337
Master-&#l
BFC5914 BFC5916 BF(C5926 BFC5925 BFC5280 BFF5956 BFF5340 BFF5270 BFF5954 ECX5953
ECF5921 ECF5923 ECF5927 ECX5630 ECC5901 ECC5900 ETF5912 ETF5910 ETF5970 ETC5346
ETX5900 MKF5911 MKF5955 MGF5940 MGF5960 ACX5903 ACF5100 ACF5904 ACF5955 ACF5956
ACF5957 APG5122 BEX5900 BEX5810 BEX5131
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Bank lending Week 10
-by Moria Z&|f

Week10 Problem Loans and Banking Regulations 1R s kg o

% 55 1: Loan Default #¥&kiE4)

v

Retuvn -9 Bisk #:/73’

When financial institutions make loans, receiving the returns generated means accepting

- é — N > - 2 o T e Y3 > »
some default risk. B K TR, RAGHT ™ A2 1 (B S RS B2 52 — € i 2
A |f7A > L in;»lumcé AclL

¢
It is imperative that default risk is managed so that the solvency of the bank is not

threatened. I B 4 MR HEAT B 3, DASRARAT E"J%Hﬁ%ﬁ 2 2

Should the problem loan be foreclosed?or actively managed? [ 8 6% 2K 3 1% i T ]
BUIE AR 3

Default doesfiodnecessarily mean that all of the loan extended is lost. 152 JF /v i
BTk Recovevy vat Ccolletercd)

Default is defined here as ‘a loan where repayments are overdue’. 1X HL61IE 2 1) 5 s

LB BYR
= J X |
Better lending procedures can minimize, but not eliminate, the risk of default. ' 41 /1) ¢
M > \/ 2 N 24 v
R 7 T ARG 20 XU e 22 SIS, 5 A i Bads 20 KUK o
It is harder to manage default risk as the loan book becomes larger. 07740 &k f, 6
240 IR A B

Causes of Loan Default: 535054 1 )5 F
b

- Lack of compliance with loan policies A4~ <7 1% 7 i 5%

- Lack of clear standards and excessively lax loan terms = B[ brifE, D5 241+
TR

- Inadequate controls over loan officers i D5 A G 142 il A

-

- Over-concentration of bank lending 447 52t T4

e

- Loan growth exceeding bank’s capabilities 74 1 Hi 4

BEEEE/ 1R / 1T #EEEEE



Mobile User


, Monash Clayton#iit: 1710-1712 Dandenong Road, Oakleigh East, 3166 VIC !;l
b Ti‘[ﬁ{ﬁﬁ' Monash Caulfield#ilt: 854 Dandenong Road, Malvern East, 3145 VIC
City #:1ik: Level7,440 Elizabeth Street, Melbourne, 3000 VIC
H

- Inadequate problem loan identification [ 5 D75 M 71 A4S A2

- Insufficient knowledge of customer’s finance X 7 /7 [ 14 254k I 1 i A 12

- Lending in unfamiliar markets 7t /4~ 4% (1) 115 37 i 0%

v Extent of Problem Loans Ja] f5532k (2

- All banks experience bad debts, but the management of them becomes crltlca\I/F}Tﬁ
RATA B BIRIK, Wl B K 28 50 H 8

< There is of course a considerable financial cost to the bank %47 24 H AH

EPN:(]E S0 %N J
<> Some problem loans also become public relations nightmares -4 r] i 7%
KRBAATRR B repututionel domage

- Banks should consider: 247V % &

Timing of loan in economic cycle 2675 & 1 (1) DT AL

Larger exposures to individual borrowers % /> 51 {5 5 A f % R ) i T
o

Larger exposures to single sectors i #1474 A AU i 1

S

Close monitoring of exposures during unfavourable economic periods. 71-4%

VAN S 5 1t 42 XU i 1
% X 2: The Business Cycle Mk #

The Business Cycle

Business Cycle

Peak Peak

A2

Recession Expansion

{3k
Expanslon/

Recession

Depression
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v' The business cycle is characterized by three phases: &\ & #2 ~A=4-Fr Bt

B Recovery and Expansion: £ A5 5k 4 bioxgh 7 pesk

- Flourishing economy with increased spending leading to higher deposits and interest
rates. 25 ok, I, FBAFARZFE LT

B Boom: &%

v

- Major asset inflation with business overconfidence and declining credit standards. 7t
PRI, AL E S, S PEhTE F

B Downturn: FiE A })(c.’c 2) -{;hmuﬁh

- Declining asset values and economic activity generally accompanied by increased
defaults. Tt U {E AL GEESN R, 8% RS L5800

2% /& 3: Problem Loans & Provisions 7] k-5 #E % 4

=

v When borrower misses payments, two questions arise within lending institution 1%

NATERI , SEERHLRG P 2 L B4 R

- Is missed payment temporary? Ji ] A £+ 52 I [ 1
- Is missed payment likely to be permanent? 381 1 A (3702 75 AT fE A K APE (K]
J
If payment more than 90 days, loan is considered an ‘impaired asset’ as return on loan
not achieved 1 ARG AR AFFGE I 90 K, BRACKEBAL Y “PldE 557, P BERIR

A S

<

- Value of impaired loan must be downgraded on statement of financial position 7/
LI AR A0 ZUAE I 55 R 000 3 B 2

v |APRA/ If one asset is impaired, all loans to that client considered impaired 1 4% 7%
PR, I SEHIIMNIRE  Jean A —> #Rs prt 2% K —> nporied]

E v

e v _J - in-Pa:'YLd
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[= i
When loans are impaired, institution must create a provision for a loan loss. 57

S AT A FEAS i LB M Y A2 S
Provisions are classified in three ways: Specific Provisions, General Provision, Bad-
Debt Write-Offs. #E&<70 M=K $ppkifE& &, —BuES e HIKZH

v @Specific Provisions k1% 4

B

- BRa9

These are provisions set aside for a specifically identifiable loan where the institution
D o o
assesses the: iX /& Ay AT HAKR 71 B D3k 70 EE (R A 25 <6 HLRAE VAl DYk Ny 2%

< Condition of the loan; &7 ('
<> Condition of the borrower; {7 A\ R0

<> Impact of economic events 275 = /111 521

@ all of the loan must have provisions made as lender may assess the likely losses
from the asset JFIEFITH DERE L AR IAE 4, BRI BE R N AT BLITAR 5377 7] e

LTS s
| ] ™ po vision
|20

< E.g. The loan has a face value of $100 and the specific provision is $50 based on
the likely value of the security. 77011 4y 100 5570, AR LR AT GEDT
18, HARAERE 50 3T

> > wht rote .
v General Provisions — /¥ 44 2{%47{7@ Poﬂ«h})uv h9 dcﬁ 7

VAR

These are provisions that are made as a proportion of the entire loan portfolio X 4 fE
% AR ALE I — € E

Suitable for large loan portfolios of similar assets, e.g. mortgages,{/vhere@pecific
provisioning unsuitable Jics /i - (bl 7)™ [ AU DERAL S WHIEHDE R
@Generauy minimum provision of 0.5% of Risk-Weighted Assets — i /fi: & 4>
AR AR DAL 957 (1) 0.5 RWA

Can adjust general provisions level depending on economic activity or risk levels:

reflects (in Australia) a forward looking perspective of loan losses likely for the next

WA M
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period. W ARS8 G i B BURS KT R 3 — M g KT (FEROCRIIE) ek
I RT R A AR PR DR R R R 1 U A

< It doesidentify which loans are likely to be in financial difficulty (that is a
__specific provisio7n\), but an assessment of the overall portfolio exposures. ‘& 4~
o
T g MR L DY AT RE X BNV 55 I B (IR Rk ) W%Xﬁﬁfﬁ\ﬁ%ﬁ
(=)

ZH A5 RS R P A

v' Bad Debts Write-off £ 4% 44

v
Recognition of bad debts occurs where: 7E PL & F ALK

All security liquidated; F 7 1 {45 £ 5
Guarantees have been enforced; #H {5 34T

Remaining remedial actions explored; and . 1180 43 (1) kb fc s it

S

No remaining sources of cash can be called /% 43 Il 4> ¢ )

Once the above steps are completed, the financial institution must write off the bad

debt with asset valued at zero and a charge made against profits. 5¢ 1\ & 055,

SR L IEEIAK, B E NS, FRAFIE R I0ER

v' Other Considerations With Problem Loans & B 55k i) Ho A £ B K &=

k€ %

The provisions made reduce the availability of capital that could otherwise be used
for lending purposes. #E & & 9/> 7 AT T 585K H B 8T H 55 4

Institutions often have provisioning systems excegding APRA requirements to reflect
bank’s risk profile. HL4 FIHES G RGUE T L APRA ER,  DUSCBRERAT I X

B2 IR I

J

<> Higher provisions indicate higher risk and/or more conservative management /{:
P 4 8 e 2 B XSS 0L v R B8 BRI R ST
<> Lower provisions indicate lower risk and/or more aggressive management. /f£ &

S B AR B LRSI el e R it
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v" Dynamic Provisioning Z1Z 74 &4

- The risk profile of the loan portfolio is sensitive to point in the economic cycle, e.g.

greatest defaults occur f economic cycle. DLk ZH &5 (1 USSR 6) 28 35 Jil
IS Br BOERAR B, Bilan, SR BY3E L & EAE 4 5 i 31 ) JEE

- Therefore, credit risk is not static but changes over time. [Att, {5 D% KU A4S & i
ANARH, T A2 Bl I D] B HE RS 1 AR AL

- Bad debts should ome as a surprise as modelling should detect changes to
probable default risk in portfolio segments. PRI AN W iZ L N BRI ELAh, R 224
S Fe o I 28] G 2H - 450 20 R AT i 3 24 XU 1) AR 4L

v Key pr|n0|ples in dynamic provisioning: zhZsvE& 4 1 EZ FE
L cAFM assamlﬁ\m

- Sub-classify groups by maturity length 2 1 [ [ % 41055 2H 5

?DD
<> Determine probability of loss for each group fffi 5 £ 2 0% 5 (140 2 Mk %

< Determine likely severity of loss for each group fiff 5 & 4L 0530 1] G (145 ™ o
R Lap
> R — 71:%‘
r
- Use the historical loan-loss information to create predictive model incorporating

economic conditions, interest rates, investment activity, etc. £l ] JJj S0 D50 (5
B, G20 Iz, BEEsh S L AR A
- Apply model outcome to current provisions. 5 5 71 45 YL N T 214 i v 4 4

% 5 4: Dealing With Defaults 4354
J

v If the loan is in default, the bank must act to minimise the losses arising from defaulting

)
clients and may reschedule paLments rather than liquidate loan. QH%/\A HIEL), R
ITWLIERIATE), SRERDIE LR i Rk TU@%JT@HH,JA’@, 1A

L 3ok At A
FEAH - Tk

v Classify defaulting clients into three categories: ¥ 2% 7 40 h =2

Zi|rl / 112 / 1T #EmEs
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- Mild financial distress % i I} 55 [ 5%

- Moderate financial distress /& i 4% [4] 5%

- Severe financial distress /™ i Jif 55 [ 5%

\f —_— AP [ 0

>® Mild Financial Distress % 11 55 F 5%

- Often occurs when borrower faces short-term cash flow shortages, e.g. late receipts
TR AEAE A AN T o BB R e k), o Ak
- If default less than 90 days, include: W1 HER/ADT 90 K, FhRdE it GL 4G
< 90K
<~ Changing/lengthening repayment schedules 57 24/ i 7|l

< Assisting firm if cash flow shortage has risen from period of rapid growth (e.g
overtrading) ARG ER 2 T PUE I G R Cnd A2 5, T
[e1] £ M A AL By

<> Encouraging firm to sell non-core assets & Jjilj {5\l H B % 00 % 77

< Requesting/demanding equity capital injection 15 >R/ 3k Vi A% A

®
» Moderate Financial Distress = J&F iF 45 /A 15

- May occur if cash flow problems coincide with borrower’s asset values declining. %1
SR 1) R 5 A R N B 7 OB T B[R] I A2 Q/'lﬂﬂﬁ%tlj%‘ﬁﬂ‘ﬁ%ﬁ

- Course of action determined by nature of collateral, e.g. foreclose on mortgage or

support manufacturing firm with unique or limited market for assets. 172/ /5 % Ik
P BV RE U AR o DR (RS B S AF 5 7 T 3 A ey A R ) i Al
- Lender may consider evaluation of alternatives via NPV or probabilistic model of
Expected Values for different actions. Jili A\ n =5 i 1ok (3 A 25 AN [F1 47 20 7
EE‘J*%%E‘iﬂﬁﬁfﬁ?‘i%iﬂﬁiﬂ?’.{_iidd;oy ;:ch e
t=0

+ Example 'R}
V= 2o \ ) olxe Vv

-tz
v" Company A Ltd. owes Monash bank|$300 and is in financial distress now. The owner of - /5~ v

Company A has some special skills to run the firm, that costs himéj 5)With these skills, ¢um -3
firm value can be $315 with a probability of 0.8, otherwise 0. The liquidation value of
the firm is $200.

—
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v" What are the choices for the bank? 4741 HF L % 4%

v__ First option is to liquidate &% 275 5

Q9

- If@liguidate, the expected value of shareholder is: 0.8 % (315 — 300) + 0.2 X (0)

- (oSt
= 15= - 3<O WRAER, AN EEN-3<0

- After liquidation, Monash bank realizes a loss $100 Ji5 57 )7, S22 4T 4512k 100

2
\Q Second option is to restructure the loan to motivate the owner to continue =7 % 5 i
BTG N, DL A w4k sis s
v

- The restructure can be determined by the break-even condition: 0.8 %(315 — x) + 0.2
-GSt

X (0) [ 15]= 0 AT LARHE 27 P45 5 Rk ot A B A%k 45
3op — 29b )\

Shawe hskley  BBL

- The new loan amount becomes: x = 296.25 7 1] 1 5k 4

v What will the bank choose? 44741/ 4 F&

2299
- Aloan $296.25 (generating higher expected value) would be better than liquidation

value $200 and the owner would have the incentive to continue. i 52 0% 2451 S riis

—_—

SR T ke

g
Q Severe Financial Distress ™ i 45 [H 1%

A < D hs, )venog/
v Characterized by missed payments and value of borrower assets less than loan amount.

FE MRS RNIERIEEK, T EAK T 0 &80
v' Lender needs to very carefully evaluate whether it is better to: /i A 7 25 15 [ FL D
PAG 2 15 e A R B LA 46 it

J
-7 Liquidate firms to recover greatest percentage of loan possible; or 55/ 7], J&n]
RS 7] g K A9 ) DR ?ﬂ‘ oﬁ‘% J

Restructure debt (inclusive of debts to other lenders) to maintain operations to allow

firm to trade out of current crisis or be sold as going concern. #2171 %5 ({450 I

Zi|rl / 112 / 1T #EmEs
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DR N B 5) DA4ERREE, (BN Y mT B e LB E AR A B 4
. WAY
Wi 19 700/ N
- w_
+ Example 0

t=o

v" Monash bank again is having problem vy&thb%:gmpany A Ltd. Now Company A Ltd. Cost
owesgenior%ond holders $75 and Monash bank $500. It still costs Company A Lt
) R — o

to run the company, if it continues, the firm will be worth $520 with a probability 0.75,

otherwise 0. The liquidation of the firm is $90 and the firm wants to default.

v' Again what should the bank do? £i17 )1% 5 24 it
v v

- The senior bondholders prefer to liquidate, because they will receive $75 with
‘ certainty; otherwise; if continue, their expected value is $56.25 = ($75 x0.75) + 0.
i S 24 2 T L < v
—© If continues, the shareholders of Company A will have to lose $15, also prefer to
liquidate. Ji 2% H 511 1375 5% .

A = r
17 pelue = 95>7

@ The bank prefers to continue, \I{S expected value is around $333.75 = $(520 — 75) X
(ontmuel— >1y

A

0.75 rather than $15 = (90-75) 47 [r1) |- 4k 2 2

v How can Monash bank reconstruct the debt to ensure the continuation of Company A?

S ERAT U B 55 LA R A AR QRS E 2
a% Lomp ereg A [z SewioY bone| holelev b5 $ 75

- ﬁhe bank needs to buy out the senior bond holders 447 7 Z LML S iR B 5 A
fy i 55 415
2
- To motivate the shareholders to continue, i.e., covering the cost of continuation )i

Rk sRer s, RISIATREEaeE (A

- Now, the loan amount becomes $575 ¥+ % 55 = Soo £78

= Cst
- The break-even condition for sharer/LoIders 1 0.75 % (520 — Xx) —ll_a: 0 2RI

P 254
- The new contracted amount is: x = 500 37 (117 [1i] 4= %0
- That’s much larger than the liquidation value ($15) for bank. FLAR AT (135 FLAEH K

3% ey

2
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v" The Coordination Problem 1/ =]

- Where numerous classes of debt-holders observed, e.g. syndicated loans, any

rescheduling will require cooperation of all debt-holders (This can be very difficult
to achieve in some cases). ﬁﬂﬂiﬁﬂ%/&‘?%’éﬂmﬁﬁ%k, WIER A DR 3K, AT AT B8
ZHAA TR E A S NS A (FEFRLEE O AR AE S

- May be difficult to coordinate actions between junior‘band s@%ebt-holders. IR
555 NFIRIG17 55 N2 AT R A4 R See ¢

- Need to restructure debts to ensure all debt-holders treated equitably or else
rescheduling proposal will fail. 5 2 #2415 55 LLAA 0 i 47 151 55 A A5 2 A1 60 15
75 D0 2 20 457 55 1 WUl 25 2R K

v' Other Breaches HAliE#47 4 +
— 44/ % ﬁ\
M N
- Corporate loans may have a variety of covenants imposed to protect loan quality. 1>
M BT AT e A S A SRL R AR ST i & por 1
- Lender may place a variety of conditions to strengthen loan repayment probability:
PR RE R E SR, DR b B IE A=

<~ No excessive withdrawal of cash flows /> 75 12 J& i HUIL 4 v

<> Risk profile of firm to remain unchanged 25 i [ JXUH IR i (5 47 A48

< Specification of various ratios including gearing, dividend payout and interest
coverage FE &M ELE, QWFET =GR, IREFF]EE HH

< Continued involvement of key staff JCit 5% {5542 1

<~ Application of risk management strategies. < Jifi <[5 5 2 i 1%

% ri 5: Regulations &%
v' Why Regulate Banks 44 Z 5 E 44T

- Financial system is among the most heavily regulated sectors of the economy. 4l
/\,}E»EQSZ I% XFE%H/J[ZZ(/I EII—,] e(sno

FL

@)
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A e R AL 2 — i 1:B¥]

Joran

Regulations could sometimes impede development of banks. 1/ 75 7 i 2> FHAGER 1T
R
Regulations sometimes revent financial crisis. 5 A B 27 1E &Rl fE AL

pots

Are banking regulations beneficial? 277 i 47 215

J

US Bank Failures

FDIC Insured Bank and Thrift Failures per Year

1989:
534 Bank Failures

—
500
400
300
2010:
157 Bank Failures
200 1 \
100 lI
0 llIIIIIll._ SRS — l_,--',‘l,_l-.'lpll-_.l‘ll.-lll Ill,L.l-.lq -l Illl .
Tess s e e e " amas
BEETiFiEg IS ER R EHEEaHAaEEEEdgEs

http://www.caleulatedriskblog.com/

v f Regulations ¥ & (1] E )

Y/

Market confidence: to maintain confidence in the financial system 11737150 4E4
MATXS A &R B O

Financial stability;l'contributing to the protection and enhancement of stability of the
financial system <FIASE . (EHE ORI NN SR SRl R A E

Consumer protection: securing the appropriate degree of protection for consumers.
PRI TR 938 159 28 A A2 AR 3

Reduction of financial crime: reducing the extent to which it is possible for a

regulated business to be used for a purpose connected with financial crime. i/ 4>
PR UﬂZQ“fZHﬁ%{f&\lk%&ﬁﬁ T 5&mUTEE < B B AT ge
Protecting Depositors {74173k A

Credit Allocation 1 $% 43 Hic
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- Monetary Policy Transmission 5% MEL LS 0AD

/

- Regulating foreign participation in the financial markets. !5 4 75 2 5 4l 1117

:/&2 Asymmetric Information and Financial Regulation 15 E A7 5 4&mhla &

- Asymmetric information {5 2 A% #: Moral Hazard, and adverse selection

provide an excellent backdrop for understanding the current regulatory environment

ne
ok has mo in banking. J& 7 XS A3 [i) 126 35 8 BEAR 24 HTERAT ML S B IR RO 48 R 5t
;ﬁ,%m&Wm.

<> Moral Hazard i 7% X [;: Moral hazard occurs afier a transaction or agreement

has taken place. It refers to the risk that one party will change their behavior to

the detriment of the other party because they are shielded from the

consequences. 18 XS & A AEAZ 2y s A i Ja . BRI, — Tl T
G TR JE RN B CRATN,  NI0 EE 53— 77 P B KU o ) SE LRI
Ja, N NATRES E BRI, RO ABATRIE ORI & Al xR A 12K, EE
ANAE I SRR }:“5'“t 5 3l

< ©Adverse Selection J@_ﬁ % $E: Adverse selection happens before a transaction or

agreement. It arises when one party has more information than the other, Ieadmg %f—o
) matan
to an imbalanced or unfavorable situation for the less-informed party. 177|164 A E}b
-f )

E#F*ﬁé%@i’rﬁi)‘(‘zﬁﬁo TR T EREZE RN, B I BooR

e, FHUE. TEE’J Ji AT AP RI B . GRS RIS, K0

T8 H A e R IR N SEAT AT R S ORI, i e RRAR DU BN AT RE 2 ik
— ?

BAL, X SRR AT A GEEZ NS GRS heatth | \ MUy ance.
T — 3%

- There are nine basic categories of bank regulation, which we will examine from an

asymmetric information perspective. A7 5 A7 JLANFEASE ], FRATTEE S 2N
XA A ) AT I A

v' Government Safety Net: Deposit Insurance and the FDIC BUff 224 . FFai K
PRI B R 4 7 L prevant honk yom . %4449

> pre roita
o.
- By providing a safety net, depositors will not flee the banking system at the first sign S5EN
of trouble. Indeed, between 1934 and 1981, fewer than 15 banks failed each year. i
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- Up to the 1960s, only six countries had deposit insurance. By the 1990s, the number
topped 70. EL %I 20 t22 60 4, HA 6 NEFA AR . 3 20 4 90 4
O Z—HrraEd 70 4

- Has this spread of insurance been a good thing? Did it improve the performance of
the financial system and prevent crises? 1% i {5 [ 135 7 f& bf S0 2 e 2 A s 1
BRI R B RBUF DR T IENL A A

- Oddly enough, the answer appears to b%ir‘ﬁ? A, BT =2 E

- Explicit government insurance is associated with less bank sector stability and higher
bank crises. BUR & PE LRI 5 4RAT Wb A PEBR AR ERAT SE AL I %

- Appears to retard financial development {LL-F-BHAS 1 4= fill & J&

- But this appears to be only for countries with ineffective laws, regulation, and high

corruption. Indeed, for emerging markets, deposit insurance may be the wrong
medicine! AP HoEH TEME. WE A MRV HRE K. F5L b, T4
MM, Ak ORI AT fE & — R 24

v" Bank Panics and the Need for Deposit Insurance 4247 2415 5 77 2G5 K 1 104 2

- The FDIC insurance creates moral hazard incentives for banks to take on greater risk

than they otherwise would because of the lack of "market discipline” on the part of
depositors. 1Bk Z A AN “TTIAHLIR”, BRFAERIRES 2 7] ORI ™ A4 1 18
RS, RS AR AT A HE BE R XU ~ cgsfcm aticu Ih& mmportant .

- Regulators are reluctant to let the largest banks fail because of the potential impact

on the entire system. This is known as the "Too Big to Fail' doctrine. This increases
the moral hazard problem for big banks and reduces the incentive for large depositors

to monitor the bank. I & WU AR LG R ERAT R, AR 26 A R 40iE
REAERSM o IX A FTIE ) <RI A GER] PG, IXH N T KARAT A3 1 XU
M), R T R B ERA T AR A

v' Restrictions on Asset Holdings % % =44 1] IR )
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v Bank Capital Requirements £47% A< 25k
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Regulations limit the type of assets banks may hold as assets. For instance, banks

may@ hold common equity. /& PR 4RAT AT E N 08 7= e A 1 Bt P 28 8L 43

AT — ft'\f"r

=

Even with regulations in place, the 2007-2009 financial crisis still occurred. Perhaps
more regulation is needed? EIJ {65 A GV, 2007-2009 4 1) 42 il fE AL A4 i
RAET . MTFFREEZHRE

Busel

Banks are also subject to capital requirements. Banks are required to hold a certain

level of capital (book equity) that depends on the type of assets that the bank holds.

PATHA RAREKR ., RATUAFE —E /K FREAR RN ) , XERTHRE
ITREA B 2R
Details of bank capital requirements: B /&84T H A E R
>3l
< Leverage ratio must exceed 5% to avoid restrictions e R G, ATH EL

<>

AL 5%

> 8%

Ewh

+ Off RIS

Capital must exceed 8% of the banks risk-weighted assets and off-balance sheet

First National Bank
Assets Liabilities
Reserves $3m | Checkable deposits $20 m
Treasury securities $10m | Nontransactions $60 m
deposits

Government agency $7m | Borrowings $11m
securities

Municipal bonds $10m | Loan loss reserves $2m
Residential mortgages $10m | Bank capital $7m
Real estate loans $20m

C&I loans $35m

Fixed assets $5m

BEEEE/ 1R / 1T #EEEEE

activities Bt AN AGEE I FRAT KUBS AL 55 7 A1 5% 7 A (5t R AMTE 51 Y 8%

New capital requirements are forthcoming to address problems (such as OBS
items) with risk-weighted assets 7 [1) 75 A< 2R B[R HY 5, DUAR D AU A 9%
FAR IR R CangE P AR AR D
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0 x 83 million  (Reserves)
+0 x $10 million  (Treasury securities)

+.20 x $7 million ~ (Agency securities)
+.50 x $10 million  (Municipal bonds)
+.50 x $10 million ~ (Residential mortgages)
+1.00 x $20 million  (Real estate loans)
+1.00 x $35 million  (Commercial loans)

+1.00 x $5 million  (Fixed assets)
+1.00 x $20 million  (Letters of credit)

$91.4 million  (Total risk-adjusted assets)

PWA
- Core Capital Requirement: 1% /[ B A< Z 5k
o

< = 4%xrisk-adjusted assets
< =4%x$91.4 = $3.66m
< <7 m of core capital from the balance sheet

- Total Capital Requirement J& % 74225k
o

< = %x risk-adjusted assets
< =8%x%$91.4=%7.312m

< - EL{"‘""'T
<>

< 9 m of total capital )
— _ Cupite L/]Z.Ac]
Total capital= 7 m of core capital + 2 m of loan reserves

& v
- Of course, the system isn’t perfect. Banks now engage in requlatory arbitrage, where

for a given category, they seek assets that are the riskiest. Basel continued to work on
the system. 498, XN RFAHATEE. HATHAES SREERN, EREHEN
o, EATTS R RS B KBS 77 . L ZE R PR 2258 35 14K R

v The Basel Accord P 22/R i

- InJune 1999, the Basel Committee proposed several reforms to the original Basel
Accord, with the following components: 1999 4 6 /1, [ 28 /872 51 25565 e 41111
(EZERPMI) SRt 7 LIS CE g, AR T AR

<> Linking capital requirements to actual risk for large, international banks /i
] PR ERAT 1) B AR R 5 5 B XU 4 4

<> Steps to strengthen the supervisory process JI15: W 15 2 11 25 3§
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- Further the 2007-2009 financial crisis revealed problems of the accord From Basel Il X
to Basel 111: 2007-2009 F<g RNt — 0 Fefe 7 iZ AT A N (EEZE/R WX
v
1) 2 CEEZE/RPL

<> Didn’t require enough capital to weather the financial crisis 7% 7 23K & 05 [ 7%
AN SRARAA S Rl fE L >

< Relied on credit ratings fo1§¢ﬁf§ﬁH*L”?ﬁﬁ%
< Procyclical credit standards restrict credit exactly when it is needed J#] {715 %

FRAEIS A TE BB IORREIRG)E TR 2T = woigM T copite) T %R RESH
< Doesn’t address liquidity problems JJciZ i ¢y 2 1 il byed 2 7 4R SEELE

- The new system appears to be quite complex, and implementation is always delayed.
W RGAATFAH S %, T U R IR IR AN R SE i

- Only the largest U.S. banks will be subject to that " 47 5[5 £z K 471 22 H P il

v Prompt Corrective Action J2 i S2E 4 IE i
v

- An under-capitalized bank is more likely to fail and more likely to engage in risky
activities. T AAN R HIARAT B A RT BB, 0 BE A AT BE NS5 i KU i )
- For example, "well capitalized" banks are permitted some underwriting risk. 7 4< 75 e gt
AR HIARAT AT DA HE — € 7K DR XU J > 7k o 4
43V %%

- However, "under-capitalized banks" must submit a capital restoration plan, restrict

asset growth, and seek regulatory approval to open new branches or develop new
lines of business. T A4 & FIHRAT W AFRAC AR 11X, FRHN T K, HHAE
FHT 347 B R 8 55 IF 33K M 50 11 Rtk s

v' Financial Supervision: Chartering and Examination 4Ei = . KM

- Reduces the adverse selection problem of risk-takers or crooks owning banks to
engage in highly speculative activities. /b XU A # 0l Bf 47 4R 47 M 4%
DIRGELpUNEprEE LI

- Periodic reporting (call reports) and frequent (sometimes unannounced)

examinations allow regulators to address risky / questionable practices in a prompt
/nce 'tﬂml7 menner % B4
[=l
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fashion. 23Rk & (HEMUIR ) AIPERR A CEN 2R E) &N
RES B Iy R BEA XRG04

- If examiners aren’t happy, bank can be declared a 'problem bank' and subject to more
frequent examinations. 154 AG 7 N D3 AN R, BRAT S0 T AR AT,
BRI A

v' Assessment of Risk Management JX[%; & B 14

- xaminations focused primarily on the quality of assets. A @as been to

focus on whether the bank may take excessive risk in thehear future. oA E
BME TP E. #FriB e EEATEAA PR 5 A 2 (1) )&

- Four elements of risk management and control: JX & BRI &1 )P0
)

ek Sofﬂ’

<> Quality of board and senior management oversight = =& 2> fl = 25 15 B L2 1
B &

<> Adequacy of policies limiting risk activity [ fill )< 75 20 1 E0 5 2 75 70 2

<>

Quality of risk measurement and monitoring <[5 1 & AT 42 1) Jii &

. Y , \ N ..
<> Adequacy of internal controls to prevent fraud [/7 11 11 (1 PS4 i) 75 78 0

v

v' Disclosure Requirements {5 5. & 25k

L

- Better information reduces both moral hazard and adverse selection problems. 7 %}
01 BT LR KA R FE I assymetr Ofrmation

- Sarbanes-Oxley increased requirements for accurate accounting statements, created
the PCAOB, and put limits on conflicts of interest.iﬁﬁﬂfﬁﬁ-g’@ﬁﬁﬁﬂ?i% e A
HER 2T IRER I EDR,, AL T PCAOB,  FF5% I 2 i S A H 1 PR

- Mark-to-market accounting may help, if asset values can be determined. 1 4% 7E 1% fif

RSP, B O TR R f5GA L . Book velue

v/ Consumer Protection 7 % # {74 antuge (3 _E%: moskel Ve
p Al P gavH% - 17R 1 0)%
- Standardized interest rates (APR) trifi At 7% GAR = (1 2" N\ 198 v 29%

- Prevent discrimination fe.g., CRA to help avoid redlining particular areas) [ 1115 7}
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- The 2007-2009 revealed further need for consumer protection (from themselves?) as

consumers took out loans where they clearly didn’t understand the terms.J2007—2009
FRIFOERY, B THERE B TR IR — D ORI 9 &

sl lend ing. J
v e ki
v' Restrictions on Competition [ 555+ Puda‘b“g [ewdiny x

v
- Branching restrictions, which reduced competition between banks 7717 [l ], i /b
THATZ A5G Compettdhm T —  risky actvities T;

- Separation of banking and securities industries: Glass-Steagall. In other words,

preventing nonbanks from competing with banks (repealed in 1999) #217 V. 5 1E 77
W By AShi-Brd i KA SR . DiEIERAT ST S (1999 L %)
- Can lead to higher fees and less innovation. 7 f& 5 2505 = [0 2 F AN 5 /D (1 61 3

BEEEE/ 1R / 1T #EEEEE



Mobile User


