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1 (k =60%)
Table 1 The successful probability of the corporation’s project affects on the expected return
of the bank under the different conditions of the faulting probability (£ = 60%)
s =0.01 s =0.02 s =0.03 s =0.04 s =0.05
1 54 41.16 28.32 15.48 2.64 -10.2
0.99 41.16 28.47 15.78 3.09 -9.6 -22.29
0.98 28.32 15.78 3.24 -9.3 -21.84 -34.38
0.97 15.48 3.09 -9.3 -21.69 -34.08 - 46.47
0.96 2.64 -9.6 -21.84 -34.08 - 46.32 - 58.56
0.95 -10.2 -22.29 -34.38 - 46.47 -58.56 -70. 65
0.94 -23.04 -34.98 -46.92 -58.86 -70.8 -82.74
2 (k=70%)
Table 2 The successful probability of the corporation’ s project affects on the expected return
of the bank under the different conditions of the faulting probability (£ = 70%)
s =0.01 s =0.02 s =0.03 s =0.04 s =0.05
1 63 48.02 33.04 18. 06 3.08 -11.9
0.99 48.02 33.215 18. 41 3. 605 -11.2 - 26.005
0.98 33.04 18.41 3.78 -10.85 -25.48 -40.11
0.97 18. 06 3.605 -10.85 -25.305 -39.76 -54.215
0.96 3.08 -11.2 —-25.48 -39.76 -54.04 -68.32
0.95 -11.9 - 26.005 -40.11 -54.215 -68.32 - 82.425
0.94 -23.04 -40.81 -54.74 - 68.67 -82.6 -96.53
1 2
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Fig. 4 The expected return of the bank under the different
successful probability (£ = 70%)
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kE = 60%
p =0.957 224 E=70%

p = 0.957 102
s =0.01
k =60% p =
0. 948 356 kE=70%
p = 0.948 354
3
( p )

Table 3 The critical value of the bank loan under the different faulting probability

(p is the successful probability of the project)

(k = 60%) (k =70%)
p =0.957 224 p =0.957 102
s =0.01 p = 0.948 356 p = 0.948 354
s =0.02 p =0.938 933 p =0.938 957
s =0.03 p =0.929 506 p =0.929 557
' s =0.04 p = 0.920 077 p =0.920 152
s =0.05 p =0.910 644 p =0.910 744
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Table 4 The maximal acceptable faulting probability of the bank under the different conditions
of the successful probability of the project
s s
p
(k =60%) (k =70%)
1 0. 042 056 075 0. 042 056 075
0.99 0. 032 385 377 0. 032 386 294
0.98 0.022 513 928 0. 022 515 217
0.97 0.012 435 413 0. 012 436 492
0.96 0. 002 143 247 0. 002 143 497
0.95 - 0.008 369 437( ) - 0.008 370 673( )
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Credit decision model and mechanisms under default risk

PANG Su-lin'*

1. School of Public Administration / Emergency of Management / Institute of Finance Engineering Jinan Uni—
versity Guangzhou 510632 China;

2. Guangdong Emergency Technology Research Center of Risk Evaluation and Prewarning on Public Network
Security Guangzhou 510632 China

Abstract: This article studies credit decision model and mechanisms under default risk. By taking individual
rationality of a bank and incentive compatibility as constraint conditions we propose a credit decision model
with consideration of both default risk and success probability of a project. We give the credit decision mecha—
nisms based on the strategies of the loan on mortgage and the credit loan respectively. We discuss the design
methods of the mechanisms with both credit rationing and non-—rationing. We get the conditions when the bank
will make a credit loan or a loan on mortgage when there is credit rationing. At last we use an example to an—
alyse and discuss what effects the success probability of the project will have on the expectation return of the
bank. We give the critical loan values of the bank and the maximum acceptable default probability for the
bank with different success probabilities of the project.

Key words: default probability; successful probability of project; credit decision model and mechanism; in—

centive compatibility; individual rationality



