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Risk analysison banks reciprocal holdngs of subordnated bonds

Bl Yu-sheng', LIN Jianwer®, REN Xuemir’, JIANG Li-shang’, WANG Xiao-Ii'
1 School of Econamics and M anagament, Tongji University, Shanghai 200092, Ching;
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Abstract: In reduced fom franaevork, the pgper analyzes the rik, which lies in the reciprocal subordinated
bond holdings by banks both qualitatively and quantitatively Andwe investigate its influence on capital ade-
quacy, default probability and credit pread W e show that, on one hand, the cepital adequacy of banks is
mproved by reciprocal holding behavior, and the credit gpreadsof new issued bonds are reduced when recov-
ery rate is higher than a given level;, on the other hand, the default contagion risk induced by reciprocal hold-
ing is not negligible Thereforewe suggest auperviors should make more strict regulationson this behavior
key words subordinated bond; reciprocally holding, default contagion; reducedfom gpproach



