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Fig. 1 Credit risk evolution of the corporate and bank sectors
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2 000
2011
2008 N
2008 N
2009 9 500 4
1
Table 1 Government credit risk indicators
(%) (%) (%)
2007 99.69 0.31 8.41 8.39
2008 99.78 0.22 11.76 6.02
2009 99. 80 0.20 11.03 6.34
2010 99.82 0.18 11.02 6.33
2011 99. 83 0.17 11.59 6.06
2012 99.76 0.24 8.57 8.22
2013 99.76 0.24 9.20 7.64
2014 99.75 0.25 10.01 7.01
( VEC) GDP M2
3 o
3.1 . AIC SC
2
GDP M2 N N
2
GDP N N
M2( )
( COM_DD)
GDP  (GCR) .M2 (M2) . (ER)
( ROU) 1
VAR
5
GDP M2 N N
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Fig. 2 The generalized impulse response of the corporate sector credit risk

2. ( COM_DD)
GGR.M2.ER  ROU ( BANK_DD)  VEC
1 GGR.M2.ER
3.58%  7.49% - 26.85%
9.03%
M2 30
GGR.M2.ER  ROU
1.68% \45.48% 20.05% 1.04%
Table 2 The corporate sector credit risk variance decomposition
GGR M2 ER ROU
COM_DD 1 0.0358 0.074 9 0.268 5 0.090 3
COM_DD 5 0.034 8 0.4929 0.1353 0.027 8
COM_DD 10 0.0257 0.496 0 0.150 5 0.018 6
COM_DD 15 0.0215 0.479 0 0.1720 0.014 4
COM_DD 20 0.019 2 0.467 5 0.1857 0.012 5
COM_DD 25 0.017 7 0.460 2 0.194 3 0.0112
COM_DD 30 0.016 8 0.454 8 0.200 5 0.010 4
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Fig.3 The generalized impulse response of the bank sector credit risk 4
3.2
2014
6.64
2.96 0
2014
2014
3
2007
3 2014 ( : )
Table 3 The initial data of bank and government sectors
2014 1 045 991.07 787 026. 69 0.036 6 0.100 1 0.029 4
4 ¢ )
Table 4 Change in asset value and default distance of government sector
(%)
40 3.7147 221 056.43 3.714 6 0.8302 3.714 6 5.07E -05
35 4.597 4 168 755.97 4.597 4 0.014 6 4.597 4 0
30 5.408 3 116 458.90 5.408 3 0.000 2 5.408 3 0
25 6.136 7 65 724.51 6.136 7 1.91E -06 6.136 7 0
20 6.336 6 51 146.35 6.336 6 0 6.336 6 0
66 281.28
(7) (8) ;
(4) (5)
(1) 4

40% 30% ~20%

60%
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5 ¢ )
Table 5 Change in asset value and default distance of bank sector
(%)
60 1.020 2 66 281.28 NAN 9.80E +05 NAN 0
50 2.500 6 11 791.17 2.494 3 2.40E +02 2.494 1 7.29E +00
40 2.8011 367.34 2.8011 1.47E -01 2.8011 5.93E -05
30 2.810 6 2.47 2.810 6 8.28E - 06 2.810 6 0
20 2.8107 0.01 2.8107 0 2.8107 0
3.3
. 2008
2010
P 1.0.9 0.7
- p =
p =0.9
1 Al 0- 7
p =0.7
(9) — p =0.9
(12)
p p
.p =0.9 2008
p 1.0.9 0.7 386.94 2014
6 5.96
6 ¢ )
Table 6 Government implicit bailout cost and probability under different regulatory forbearances
p=1 p=0.9 p=0.7
2007 0.0332 518.9 0.0332 799. 64 67.73 0.0332 2 673.84 226.46
2008 0.098 6 1218.33 0.098 6 2 955.16 386.94 0.098 6 9 295.09 1217.08
2009 0.0119 97.36 0.0119 477.75 28.51 0.0119 1 436.38 85.71
2010 0.037 2 439.97 0.016 2 943.56 54.74 0.016 2 2 831.21 164.26
2011 0.004 1 28.33 0.004 1 278.02 9.61 0.004 1 834.07 28.83
2012 0.0117 113.39 0.0117 901.73 42.35 0.0117 2 705.21 127.05
2013 0.010 2 24.97 0.010 2 869.48 30. 14 0.0102 2 608. 44 90.42
2014 0.002 5 25.07 0.002 5 233.15 5.96 0.002 5 699.44 17.89
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Economic downturn credit risk feedback and government implicit bailout

SONG Lingfeng YANG Lang
School of Economics and Management Wuhan University Wuhan 430072 China

Abstract: This paper analyzes the risk transmission among corporate bank and government sectors in a back—
ground of economic downturn based on the balance sheet and builds a risk feedback model to analyze the risk
feedback between the bank and government sectors using the explicit liabilities and implicit guarantee items in
the contingent claim balance sheet. At last the relationship between government implicit bailout and the cost
of bank bailouts is analyzed. The empirical analysis shows that money supply and exchange rates can influence
the risk transmission among the three sectors. The implicit guarantee leads to risk feedback between the bank
and government sector. Regulatory forbearance increases the government’ s implicit bailout costs. Therefore
the government should control the money supply and the volatility of foreign exchange rates reduce the regula—
tory forbearance levels and set up dynamic and systematic risk loss reserves.

Key words: contingent claim balance sheet; economic downturn; risk feedback; government implicit bailout



