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2
2280 0.556 0. 497 0 1
2280 0.158 0. 364 0 1
2280 0. 504 0. 500 0 1
DIS 2280 0.330 0. 470 0 1
GDP (%) 2147 3.726 4.300 -24.700 27.424
/M2 1944 0.277 0.233 0. 000 1.738
2147 0. 682 0.513 0. 003 4. 441
752 0. 388 0. 488 0 1
DIS 752 0. 860 0. 347 0 1
752 0. 823 0.382 0 1
( ) Reinhart & Rogoff (2009) ; DIS
Demirgiig-Kunt et al. (2014) ; GDP
DIS “ v "o
DIS “ "o
3 ( 3) OLS
; logit ; probit o logit
probit AUC ( area under receiver operating characteristic curve) ~ Hosmer—
Lemeshow ( H-L) ( ) o AUC
0. 643 ; H-L p 0.1
3 DIS (1) .(3) .(9)
DIS DIS 2.1—
4.8% o logit ( (4 ) DIS 2.7%
GDP 1%
; /M2 ;
3
( )
(1) (2) (3) (4) (5) (6)
OLS OLS logit logit probit probit
DIS 0. 048 ™ 0.021 0. 046 ™ 0. 027 0. 047 ™ 0.023
(0.017) (0.019) (0.016) (0.017) (0.016) (0.018)
GDP -0.018™* -0.017 -0.017*
(0.002) (0.002) (0.002)
M 0. 021 0. 008 0. 006
(0.039) (0.037) (0.038)
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( )
(1) (2) (3) (4) (5) (6)
OLS OLS logit logit probit probit
-0.017 -0.023 -0.022
(0.015) (0. 020) (0.019)
0. 142 0.239™ -1.799" | —1.165™ | —1.071™ -0.706™*
(0. 009) (0.017) (0.073) (0.127) (0.040) (0.072)
2280 1859 2280 1859 2280 1859
R’( pseudo R?) 0. 004 0. 045 0. 004 0. 050 0. 004 0.048
H-L — — — 0. 154 — 0. 167
AUC — — 0. 540 0. 643 0. 540 0. 643
: o e ® 1% 5% 10% ( )
. H4. Hosmer-.emeshow P logit  probit ; AUC area under receiver operating characteristic
curve logit  probit
4 DIS logit ( (4 )
11.1% . “ 7 DIS
“ 7 o DIS 1% ;
DIS 9.7%—11.3%
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0 DIS 7 “ "
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1% ; /M2
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(0.002) (0.003) (0.003)




61- (% X% {i 2018 8

4
( )
(1) (2) (3) (4) (5) (6)
OLS OLS logit logit probit probit
N2 0.223™ 0.226™ 0.224™
(0.051) (0.055) (0.053)
-0.136™ -0. 1427 -0. 140™
(0.021) (0.025) (0.024)
0.536™ 0. 654 0. 144™ 0. 684 0. 090 ™ 0. 423
(0.013) (0.023) (0.051) (0.108) (0.032) (0.065)
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R*( pseudo R?) 0. 008 0. 063 0. 006 0. 048 0. 006 0. 048
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AUC — — 0. 543 0. 639 0. 543 0. 639
3 4 DIS
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o 5 DIS o 5 DIS
( ) 7.1%—9.1% o logit (
(4) ) DIS 9.1% DIS
5
( )
(1) (2) (3) (4) (5) (6)
OLS OLS logit logit probit probit
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M 0.133™* 0.139™ 0. 140
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(0.013) (0.022) (0.052) (0.110) (0.032) (0.066)
2280 1859 2280 1859 2280 1859
R?( pseudo R?) 0. 005 0. 059 0.003 0. 045 0. 003 0. 046
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AUC — — 0.532 0. 636 0.532 0. 636
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Implicit Deposit Insurance Explicit Deposit Insurance and

Financial Stability: Cross-country Evidence and Implications

for China’s Deposit Insurance Arrangements
JI Yang® BIAN Wenlong” and HUANG Yiping"

(‘a: School of Economics Xiamen University; b: Sungkyunkwan University;
¢: National School of Development Peking University)
Summary: China adopted the explicit deposit insurance scheme ( DIS) on May 1 2015. The adoption of the explicit DIS
is an important step allowing the Chinese government to forestall systemic financial risks. It is worth noting that the
governments of countries that adopted the explicit DIS earlier such as the U. S. provided little implicit protection for their
banking sector. In contrast the Chinese government offered implicit blanket deposit insurance for banks prior to its
implementation of the explicit DIS because of the systematic importance of the banking sector to China’s real economy.
Therefore it is difficult for China to learn from the experiences of developed countries such as the U. S. .

For countries like China of which the governments offered an implicit blanket guarantee to both gigantic state-owned
commercial banks and small rural and urban credit unions the adoption of the explicit DIS has not only a direct impact on
the banking sector but also a spillover effect on other parts of the financial system. After the adoption of the explicit DIS
the government no longer has the responsibility for providing full financial support to banks and bank exits become
possible. Therefore the direct effect of the explicit DIS on the stability of China’s banking sector is likely to be negative.
However the total fiscal position will likely not deteriorate as much as it did during earlier episodes. Therefore the
“spillover effect” of the explicit DIS on the entire financial system could be positive.

This paper focuses on the countries that adopted the explicit DIS after the 1970s  which are similar to China. Based on
data from 57 countries between 1970 and 2009 we investigate the impact of the explicit DIS on different types of financial
crises. The results show that the explicit DIS increases the likelihood of bank exits but decreases the probability of other
financial crises. The results are robust to the use of 2SLS regressions an alternative definition of different types of financial
crises additional controls for global financial crises and different subsamples. We argue that the transition from implicit
blanket deposit insurance to explicit DIS decreases protection for the banking sector but alleviates the burden on the
government and other parts of the financial system.

Considering the recent heated policy discussions in China regarding Chinas Deposit Insurance Act we further analyze the
effects of three important design features on different types of financial crises. These features are the risk-adjusted premium
making banks the sole funding source and establishing an independent DIS agency. We find that the optimal design feature for
the stability of the banking sector may not be the optimal one for the stability of the whole financial system. The results indicate
that the risk-adjusted premium increases the likelihood of other financial crises but has no effect on the likelihood of banking
crises. Making banks the sole funding source plays no relevant role in the rest of the financial system but increases the
likelihood of banking crises. An independent DIS agency increases the likelihood of both banking crises and other financial
crises. Given these findings we propose the government pay more attention to the impact of the risk-adjusted premium on other
financial sectors inject more money into the DIS agency and keep the DIS agency subordinate to the People’s Bank of China.

Our work contributes to the existing literature in the following ways. First we examine the impact of the explicit DIS
on both the banking sector and other financial sectors providing a more comprehensive landscape of the field. Second
given that the Chinese government provided an implicit DIS prior to the adoption of the explicit DIS we take the existence
of an implicit DIS into consideration and offer an alternative explanation of the impacts of the explicit DIS on different types
of financial crises. Third we analyze the effects of three important DIS design features on financial crises including the
risk-adjusted premium the funding source and the independence of the DIS agency. The government should consider the
potential effects on other financial sectors when designing the explicit DIS.

Keywords: Implicit Deposit Insurance; Explicit Deposit Insurance; Bank Exit; Financial crisis
JEL Classification: E44 G21 G28
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