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Fig. 1 The bank ruptcies in the US Subprime Mortgage Crisis
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Table 2 The simulations to optimal debt/asset ratio

in different crisis scenarios
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Fig. 4 Simulations after the bailout
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Simulation analysis for impact of financial crisis on financial institutions and
government bailout effect
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Abstract: This paper presents a simulation analysis of the impact of the financial crisis on American financial
institutions’ debt/asset ratio and the bailout effect of the US government through a asymmetric double expo—
nential jump-diffusion model. By setting the average duration of debts the frequencies of shocks and loss giv—
en default numerical simulations are carried for different scenarios which give quantitative judgments on the
financial crisis impact and bailout effect. From the simulation analysis we conclude that the fragility of the fi—
nancial institutions is strongly related to the extremely-high debt/asset ratio too many short debts and the ex—
tremely-dow asset quality. The government bailout program should use lowrequency high-quantity capital in—
jection as the major tool supplemented with the purchase of short debts and low—quality assets.

Key words: financial crisis; government bailout; jump-diffusion model; numerical simulation



