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Abstract

As stress-testing in the use of macroeconomic analysis, macroeconomic stress
tests came into being. Since the authorities take importance to the financial risk,
macroeconomic stress-testing is becoming the first choice to test the vulnerability of a
country's financial system. The purpose of this paper is to explore the relationship
between the credit default rates of Chinese banking system and macroeconomic
factors, and on the basis of previous research, carrying stress tests to assess the risk
resistance capacity of Chinese banking system.

After a review of relative study and mature model constructed for
macroeconomic stress-testing, this paper has designed a model suitable for China.
First, making Chinese non-performing loans as default rates, and calculate default
rates index y; as the inverse of the Logit function, and then establish the annual
differences Ay, which called “default index”, it i1s determined by the macroeconomic
factors under consideration of multiple linear regression analysis. With a full
consideration of empirical studies refer to China and foreign research, this paper test
each variable one by one using univariate estimations, finally, selects money M1’s
growth rate and real estate investment’s growth rate as the macroeconomic variables
to build the model. One innovation of this paper is to correct the bad loans rate
published by official. China has conducted two large scale non-performing assets
stripping in 2005 and 2008 respectively, make the default rates of banking system fell
sharply, but this data should be suspected. This paper recalculate the non-performing
assets included the stripped assets and compute the modified default rates, hopping
the regression results of the model would be more realistic.

This study found that M1’s growth rate shows a negative correlation with bank
default rates, and real estate investment’s growth rate has a positive relation with
default rates, that means: the slower growth in M1, the faster growth in real estate
investment, will lead to default rates increase. And on this basis, three macroeconomic
extreme environments are set to simulate the Chinese banking sector’s profit and loss

distribution under the crisis scenario.



In the last, this paper puts forward relevant policy recommendations.

Keywords: Default rates; Macroeconomic Stress-testing; Monte Carlo

Simulation
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