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The Initial Evidence on the Association among
Bank Asset Risk, Capital and Basel Accord
in China
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Abstract: This paper examines the association between bank asset risk
and capital adequacy in China. The empirical findings are as follows.
First, the trend of both capital ratios is decreasing since 1997. Second, the
bankruptcy theory or regulation theory can explain the association
between asset risk and capital after controlling size, liquidity risk, growth,
ownership structure, and macroeconomic factors. Third, five-level loan
classification is stronger than non-performing loans on the relation
between asset risk and capital. Fourth, the empirical results are robust
using equity risk as a proxy. Finally, the risk-based capital adequacy ratio
is a better indicator than the traditional capital ratio on explaining bank

risk.
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+ os GSHARE;; + 0 MACRO, + g;

¥ £ TEHP i EL S t & (L) pig (Hk)
Intercept Non 11.4811 1.8072 0.0354
CAP; +/— 0.1269 0.8320 0.2027
SIZE; +/ — -0.6638 -2.2978 0.0108
WORK; — -0.0426 -2.3053 0.0106
GROW;, + 0.0253 0.9710 0.1658
GSHARE; + 0.0204 2.0687 0.0193
MACRO, + 0.0067 0.4634 0.3215
Adj-R? 0.0913
F @ 3.0434
% 2B ! J& % #=RISK2
(1)7% @ RISK2;= 0o+ a; CAP;+ o, SIZE; + a3 WORK;; + 0y GROW

+ as GSHARE;; + as MACRO, + g;

% 2 FE P 14 5L % d t id (%) piE (Hk)
Intercept Non -31.485 -1.5414 0.0616
CAP; +/— 0.9986 2.2900 0.0110
SIZE; +/ — 1.7082 1.7059 0.0440
WORK; — 0.0402 1.3590 0.0871
GROW; + 0.0060 0.2197 0.4130
GSHARE; + 0.0210 2.0461 0.0204
MACRO, + -0.0302 -1.5386 0.0620
Adj-R? 0.2193
F @ 3.2944

x4 ¢ tigFH* White (1980) # B 1 vh- Rt & B8 (consistent covariance
matrix ) % 5% 5 % £ # (heteroskedasticity )

%3 {"?ﬁ AT AR RS (HNQ) itk o F A
WH I F 5 Rk (RISK1) en %87 » AH B iER2 %7
A*ﬁ@is~<BB)tbA;ua% it 10%E ¥ 2 4ph > Hla & %4
H A ARG E F AR ﬁ’iﬁfij\ﬁﬁf&é R~ Ea
“Fgﬁ%ﬁA* Wm%%ﬂ°fﬂ 2 SRR RSN

hi'g2 RERBEFLAM - & A~ H o %\Wraj‘:ﬁﬁmvﬂ\%
]ga FURAF R F AR 0 XU AR S o R EFTRRAR S Y F E
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mW?ﬁ#—%n% "’7?}:'3_3 ﬁr’S H g | % Bche sl H T F 4
’?}g%‘\'—g\:‘ \zﬁ%ﬁ;md,l&r*]_% _é__%% &E%o
23 FTAMGET+EEFLufFas

% 3A ¢ &% #=RISK1
(2)5% : RISK1;= B+ By BIS;+ B, SIZE; + f3 WORK; + B4 GROW;
+ Bs GSHARE; + B¢ MACRO, + &

% £ YR E RS tig (35) pizg (k)
Intercept Non 11.9594 0.6019 0.2736
BIS; +/— 0.2305 1.3428 0.0897
SIZE; +/— -0.8093 -1.0380 0.1496
WORK; — 0.0037 0.1454 0.4422
GROW;, + -0.0339 -1.2204 0.1112
GSHARE; + 0.2778 2.1127 0.0173
MACRO, + 0.0111 0.2633 0.3962
Adj-R? 0.0865
F @ 1.7104

% 3B : Ji % #=RISK2
(2)3% : RISK2;,= B, + B, BIS; + B, SIZE; + B; WORK; + B; GROW,,
+ Bs GSHARE; + Bs MACRO, + &;

% £ EEp 14 5L % d t g (%) pig (HE)
Intercept Non -52.3393 -2.2577 0.0120
BIS;; +/— 0.5775 2.1270 0.0167
SIZE; +/— 2.9252 2.6542 0.0040
WORK; — 0.0975 1.8548 0.0318
GROW; + -0.0075 -0.1931 0.4234
GSHARE; + 0.0425 1.9241 0.0272
MACRO; + -0.0827 -1.8076 0.0353
Adj-R? 0.2826
F @ 3.1012

4Pt Y White (1980) 2 B e R4 2 $#ise'E (consistent covariance
matrix ) % 5% % R #k ( heteroskedasthlty)

B> U ET BA vk L %8 (RISK2) s %
gf,gﬂw@ﬁz%ﬁ’?iﬁaj(Bm)ﬁ Ak 2 B 5%
BFLAPM o Hla E@FH A HLEF > 2 7B ARG S F FI0H RN
RREAPT? IAGFT AR GRS T A2 Bl B o 4] g8
G MEH R EED W%’ﬁ&iiﬁwﬂTmﬁ FIRARE -
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WF s S HRGRLREFEARN > P &7 el
2 MR IAEFIAAM o 2 BT  BRBEA 'ﬂ-}%gﬁi}k G R Y
FARBE > 7 AR e FASK F LR G OM R
A 3AZ £ 3B R R B R T A AR R
[ ACR I - R

T
S
-1
=)
i
(i

=
ES %’»‘1

= RO R

PAAR TR, ¥ 1R zﬂ;‘ﬁ“ 2 LR LR B YR o AT 4
I PSP REPEREFPIRFLEIRAR G Y - B
B B TACR )i&\v}fra TRARED FELFEY T A SRS

B o FREMAT A MRARRER B D AF 0 T I R
B) @A N arl- FALFET AR EFHAGTR GDfEFN 4 o

STD;; = 09 + 01 CAP;i+ 0, SIZE;; + 03 WORK;; + 64 GROW;;

+ 85 GSHAREIt + 86 MACROt + Eit (3)
STD;; = 19+ 11 BISii + 12 SIZE;; + 13 WORK;; + 14 GROWj
+ 15 GSHARE;; + 16 MACRO; + g 4)

#¥ o STDit=% 1 7 7 &7 % t PR B IWP F emf i £ o

d & 4A ¢ Bas BHBEETIRET > AR GEH- T A X
(CAP)EEE”*iﬁa% (8;=3.1137 > t=1.7449) » = Hla JE18 4= ¢
;y_»%f’zxﬂﬂl.?] RRFRFREZRRGEFT AT GEF &R

ERAHLFHEADEY AT A FHFORGET O RGFTAERT
B OFELMGH S BE ORI F TN ARG > FUF BEL R
b A FIRES G REER T EFL M > B F S
"#’ffa’&ﬁﬂ%?‘ﬂ%#ﬁﬁ o e FHEF £ AL ﬂ%’ R R S

BERFIZER G2 F Y AERFMAM > 7w L FARABREE S
f;»:ﬁ-i{ocjz’;\;'*‘ Nﬂﬁf—,,na\ﬂl\#*agg wf—?rs
2000 0 fS A EE YD o FIR T R AR ABERER S o

=

d 2 4B ¢ Fars B ikt 2 7T > 87k 'e 82 F ~f L5 (BIS)
BEED M (1,=64196°t=2.0311) tx Hla jE#4HFHF L » 2
EL WHE EFIHDIEDH - 27 F 4?3 LT RGE R ERTE
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LG FAERGY 0 SEAR HTRAE > T F
ERG oI RE G RWBL G2 EFIPM > 2 d s
%WMT%ﬁﬁ&Pﬂ%w%ogﬁﬁﬁﬁ&%aﬁiﬁﬁLwh’

PERIEH G AR TFE > RMEARTE WG FRF AR G2 R
i R I

24 NFPFRERAFEIRGRGLRFSS

% 4A ! ¥ #H=STD
(3)5% : STD; =0, + &; CAP; + 8, SIZE;; + 6; WORK + 8, GROW,
+ 05 GSHARE;; + 86 MACRO: + g

% 3 TP 5 % K tiE (Go) pig (#k&)
Intercept Non -55.7534 -1.1469 0.1257
CAP; +/— 3.1137 1.7449 0.0405
SIZE; +/ — 4.4828 1.6216 0.0524
WORK; — 0.2445 0.9344 0.1751
GROW;; + 0.0822 0.7042 0.2407
GSHARE; + -0.0950 -0.8673 0.1929
MACRO; + -0.1231 -1.0708 0.1421
Adj-R? -0.0251
F @ 0.7636

% 4B : i % #=STD
(4) ;T STDH To+ T BISlt +1, SIZElt + 13 WORKlt +14 GROWlt
+ 15 GSHARE;; + 1 MACRO, + ¢;

% 3 TP 5 % K tiE (Go) pig (#k&)
Intercept Non -396.2046 -2.8929 0.0183
BIS; +/— 6.4196 2.0311 0.0211
SIZE; +/ — 20.1816 2.1590 0.0154
WORK; — 1.0756 1.3635 0.0864
GROW;; + -0.4242 -1.1358 0.1280
GSHARE; + 0.2677 1.2061 0.1139
MACRO; + -0.4029 -1.0792 0.1403
Adj-R? 0.1423
F fE" 1.8018

it &9 tiEH* White (1980) % E 11 eh- R+ $8FL (consistent covariance
matrlx) AERTREHE( heteroskedasthlty)
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BRGRITEARZEY ok B &R FFELIHEEGH R A DEH
Pene ARBFEX AT EHE T EBBE A QG ES DT A LT o

BB MARFERFRET FRER BB OFT A LF
(BIS) FaEF Ak - FALE (CAP) { i F BIEFTAR
M B AT RO) () R PR RS NS F P
BER %I ? Q)@ Nk AR 2T ALE T RIS 1
RELARR BTG T A F A 0 j8E 7t gl CAP 2 BIS i 4 $t
HELFE R R A G 0 d Y ()N L P S ] LR BB ()
FOoF s URREP LT AFESBAE - FTAF LA ERA
7R & e

L~ BHhadi

AURERR Y R Db e g H A i AR 2 1994 £
BUFFE B Fr ol F gl R ~ 1995 &4 (7 £4172) 1997 £
<ﬁiﬁ5?ié%“@ﬁﬂiﬁ‘iﬁﬁﬂ%%ﬁﬁé%%ﬁﬂ
é‘}%/\’«ﬂ\—ii—t—; FEeAE? ARG REZEEPEE G 0 97
2B VBE T R A R Ko At E - A E T &
2%*ﬁ3g%m ERFARE (1988 &2 2004 £ ) %517 (F
FREFTALLFF=pRE) -
ﬁ%ﬂﬁ“§W?ﬁL AR EFVITAAAR G E
- o P REFALE L R REAGERT R P R ART A F2
AMATE A L e AT R RSN e B S ANE A
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Q7 A EFEF RS E LT AR DIRR ONT A e PR -

oA R R SR R AR F R R R R

MAET B Z BB e (TR S VAN A NE) §F
ERGFTALG B TR ERETAR é?—— - FAEFEFA
BEH LB S R MEL AN o TR I A FIL R R
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FREEAAN (LE&AFEMPE> 1993) 0

= BT BALAREEV YR F BTAGT R RET AN o

w o EOLE D B R G2 2 B Fﬂﬁﬁ%;‘a&&“é&f@—?ﬂ\“

-
A

FEFARGEF2ZEFERFLAN > AT FFEHRAET A
GRORFARGUTATCGS BER %Wmﬁﬁiﬂ%,
A AREAABRFELAL G AN SBRBEOT AR LF TR
FORGEGALTR G o B E L IRESR 7 B (2 Huang, Ko,
and Liu, 2004 ) > 5 4% & 3 B350 F A LB T8 i
MR 'EaRTR > P B BRATEIRAPF g% o ff T P A EEF R
5 FaN AR D 2 ek > BAY Y Ry B B
AW FPERGFERBPEFI AR GIE T AT LT
Bl FENEERE  ZAFFRIRATALFERE
B4R g
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2 L H > -g#f?,ﬁr,kw:i C RFE R I B "”ﬂ\ii_, L5
PR G i o RO HD B R AT ISP BB A
A2 AT RS BB F R R E T o AR ER I T ARG A
Koo #ﬁu%ﬁ%’ﬁ Hi7hi *j\ﬁ FFA o ¢ o ap g 23t
BN o et ] WO B LREE S NRFERAF LY

b0 IS BT fgz{% o

SR EREEERS 2 ERE LAY AL A ;%ﬁmz

WRPE  BREARFFEEL e BERTO rzf@;ﬁ* 2.5



W R R T
‘:j By

AR ARl > E L2 ARIEE KA G R b T R
M &R o
CERERGER A G e G o ¢ B AR B
YR Z e B R G H TR Y ER G2 I E
A2 o FERDE R RIVEREITE LA GBI AKRFEREY -
o AT G RR R A FFER SRR PR P R 2 635
BRaREEAELA A NP B2 TAFEFHUERE
AR r e gV ER SRR RS REFAG E
RSB ERFOFHBET A LF LTI 0w A
TEMUN R A BEHAFTAST AR GOMBIE T4 HIF
o MBI RE A Y RAm ] - B T 8- H L e
Bt (7447 0 3 AlF K e a o g b o d A JIF R SRR 7
o A NMIAFTHAA D> ZAFTHE FLEAHT (T level form #i2
R RAEED R hh LS T - WA E ARH IR GD
B2 et fi BB (& 3% change form BE5% 0 & FRIERIHN) o

W

3

o).

SE RSB b R R 2 [ e fi B 35 4% change form 25 FEFESIE & SIS S

P P2 e o FEAERIES fidp 4 RISK, 2 5 RISKy 2 454 RISK, » v 3734
FUH2LFTAFEFFFRTHRER G A > TP FREGOPEFFEFIY 2 4
i P EA RN MERER AR T FEFET o



192 4 &3

34

2004 & 37 1P 7 Wb BFEREFFTIAEF R'FERF

B o

R SMHAF202E67 0 A P FARBOEFHRIEFSY
M BMBRL FPEEE  RBEMBHELFVEEERAE YR
A e

fi A FERMES1993 & 50  HFERGFFT ARG G2 FEFAT
PRI R Y FIMA R g E g TR g ot

Aggarwal, R., and K. T. Jacques. 1998. Assessing the impact of prompt

% tey

Z’\
¥ -

o

corrective action on bank capital and risk. FRBNY Economic Policy
Review 4: 23-32.

Banz, R. W. 1981. The relationship between return and market value of
common stock. Journal of Financial Economics 9 (1): 3-18.

Barrios, V. E., and J. M. Blanco. 2003. The effectiveness of bank capital
adequacy regulation: A theoreticak and emprical approach. Journal
of Banking and Finance 27 (10): 1935-1958.

Beaver, W., and J. Manegold. 1975. The association between
market-determined and accounting-determined measures of
systematic risk: Some further evidence. Journal of Financial and
Quantitative Analysis 10 (2): 231-284.

, P. Kettler, and M. Scholes. 1970. The association between
market determined and accounting determined risk measures. The
Accounting Review 45 (4): 654-682.

Benston, G., R. Eisenbeis, P. Horvitz, E. Kane, and G. Kaufman. 1986.
Perspectives on safe and sound banking: Past, present and future.
Cambridge, MA: MIT Press.

Black, F., and M. Scholes. 1973. The pricing of options and corporate
liabilities. Journal of Political Economy 81 (3): 637-654.

Buser, S. A., A. H. Chen, and E. J. Kane. 1981. Federal deposit insurance,
regulatory policy, and optimal bank capital. Journal of Finance 36
(1): 51-60.



W RPRREHRETALGET A4 T B

=
S
i
-
IR
/w
5=

Dothan, U., and J. Williams. 1980. Banks, bankruptcy, and public
regulation. Journal of Banking and Finance 4 (1): 65-87.

Furlong, F. T., and M. C. Keeley. 1989. Capital regulation and bank
risk-taking: A note. Journal of Banking and Finance 13 (6): 883-891.

Huang, D. F. 2005. The predictive power of capital adequacy ratios on
bank risk. Journal of Contemporary Accounting 6 (1): 1-22.

., C. Ko, and C. C. Liu. 2004. The risk-relevant information
content of changes in the basel capital regulations in Taiwan. Review
of Pacific Basin Financial Markets and Policies 7 (1): 91-117.

Jacques, K., and P. Nigro. 1997. Risk-based capital, portfolio risk, and
bank capital: A simultaneous equations approach. Journal of
Economics and Business 49 (6): 533-547.

Kahane, Y. 1977. Capital adequacy and the regulation of financial
intermediaries. Journal of Banking and Finance 1 (2): 207-218.
Kareken, J. H., and N. Wallace. 1978. Deposit insurance and bank
regulation: A partial equilibrium exposition. Journal of Business 51

(3): 413-438.

Kim, D., and A. M. Santomero. 1988. Risk in banking and capital
regulation. Journal of Finance 43 (5): 1219-1233.

Kumar, S., and S. Arora. 1995. A model for risk classification of banks.
Managerial and Decision Economics 16 (2): 155-165.

Merton, R. C. 1977. An analytical derivation of the cost of deposit
insurance and loan guarantees an application of modern option
pricing theory. Journal of Banking and Finance 1 (1): 3-11.

Orgler, Y. E., and R. A. Taggart, Jr. 1983. Implications of corporate
capital structure theory for banking institutions: Note. Journal of
Money, Credit, and Banking 15 (2): 212-221.

Rime, B. 2001. Capital requirements and bank behavior: Empirical
evidence for Switzerland. Journal of Banking and Finance 25 (4):
789-805.

Saunders, A., E. Strock, and N. G. Travlos. 1990. Ownership structure,
deregulation, and bank risk taking. Journal of Finance 45 (2): 643-654.



194 4 &+

Sheldon, G. 1996. Capital adequacy rules and the risk-seeking behavior of
banks: A firm-level analysis. Swiss Journal of Economics and
Statistics 132 (4): 709-734.

Shrieves, R. E., and D. Dahl. 1992. The relationship between risk and
capital in commercial banks. Journal of Banking and Finance 16 (2):
439-457.

Thomson, J. B. 1991. Predicting bank failures in the 1980s. Economic
Review 27: 9-20.

White, H. 1980. A heteroscedasticity-consistent covariance matrix
estimator and a direct test for heteroscedasticity. Econometrica 48 (4):
817-838.



