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The Effects of Capital Regulation on Bank Risk
Taking under Bank Governance

Zhao Jing & Wang Haijie & Lu Fangyuan

Abstract: Based on panel data from 2007 —2015 in 55 Chinese commercial banks this paper
explores the effect of capital regulation on banks’ risk taking. Moreover we find that bank ownership
structure have an important effect on their relationship. The empirical results show that both capital
adequacy ratio and core capital adequacy ratio increase bank risk taking and banks will engage in
regulatory arbitrage based on capital adequacy ratio. Leverage ratio decreases bank risk taking.
Thirdly higher ownership concentration will magnify the bad consequence of capital adequacy ratio
on bank risk and will offset some good effect of leverage ratio. Finally for non-state banks regulatory
arbitrage is more serious and leverage ratio has less effect. Higher ownership concentration of non—
state banks plays the role of increasing bank risk.

Key words: capital regulation; bank ownership structure; bank risk

16 )

Theoretical Reflection on Effective Prevention
and Control of China’ s Financial Risks

Yi Xianrong

Abstract: Effective prevention and control of China’ s financial risks is one of the three major
tasks of the government’ s finance work this year. Clarifying the generation and nature of China’ s fi-
nancial risks is essential to meet these objectives. Generally speaking financial risks /financial cri-
sis derive from the over-expansion of credit despite presented in different ways each time occurred.
China’ s financial risk is also caused by over-expansion of credit through the unleashed credit ex—
pansion of government firms and households that driven capitals into financial assets but not the real
economy. This over-expansion of credit leads to chaotic financial market and increasing financial
risks. Particularly the largest financial risk of China is the rising of asset prices through the capitals
flooding into real estate. If the house prices collapse severe financial market crisis could be trig—
gered by the exposure of the underneath financial risks. Therefore effective prevention and control
of China’s financial risks and relief of the real estate market bubble are key to resolve the current
financial risk of China.

Key words: prevention and control of financial risks; financial crisis; credit over-expansion;

real estate bubble
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