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Did Government Bailout Reduce Banking Systemic Risk: A Case Study and
Enlightenment Based on US Troubled Asset Relief Program (TARP)

SONG Lingfeng ZHANG Yinsainan
(School of Economics and Management , Wuhan University » Wuhan 430072 ,China)

Abstract: The disposal of troubled financial institutions is a key link in the battle to prevent and re-
solve major risks,and government bailout is an important way to deal with troubled financial insti-
tutions. The government bailout includes both internal and external mechanisms to mitigate the sys-
temic risk of the banking sector by affecting the asset-liability structure and asset market price fluc-
tuations of the banking sector. This paper uses a Contingent Claim Analysis method introduced
Markov regime-switching model, based on the perspective of the Financial Stability Guarantee
Fund, taking the US Troubled Asset Relief Program (TARP) as an example to measure the effect
of internal and external bailout mechanisms, and explores the appropriate scale and frequency of
bailout. The study shows that the internal and external mechanisms of government bailout have im-
provement effects and spillover effects,respectively. The internal improvement effects are stable and
directly correspond to the bank’s own risk management and control mechanism, making the risk
state of the banking sector less likely to be transferred after the bailout. The external spillover effect
has a systematic feature, which stabilizes stock market volatility through signal effects and indirectly
improves the risk level of the banking sector,including those that are not directly rescued.Based on
this,it is suggested that during the operation of the Financial Stability Guarantee Fund in China, the
efficiency of government assistance should be improved through the compatibility matching between
internal and external mechanisms.Under the premise of determining the scale of appropriate bailout
based on expected losses, the government can implement a dynamic bailout strategy that is
consistent with the level of risk accumulation for the banking sector.

Key words: Government Bailout; Systemic Risk; Markov Regime-Switching Model; Contingent
Claims Analysis;Financial Stability Guarantee Fund
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Does Investor-Paid Rating Affect Issuer-Paid Rating Scores and Bond Pricing?
CHENG Liubing ZHANG Yan

(1.Management College sOcean University of China ,Qingdao 266100,China ;

2.China Business Working Capital Management Research Center ,Qingdao 266100,China)

Abstract : Based on the sample of China's A-share listed companies from 2007 to 2019, this paper ex-
amines the direct and indirect impact of China Bond Rating Corporation’s rating Chereafter CBR’s
rating) on issuer-paid rating scores and pricing. The results show that,CBR’s rating has no signifi-
cant direct effect on issuer-paid rating,indicating that the reputation mechanism fails to play the role
in the bond rating market. CBR's rating has a significant indirect impact on the pricing function of
the issuer-paid rating by playing the role of cross-authentication. The effect of CBR's rating on the
credit spread depends on the differences between the two ratings.Credit spreads decrease when the
differences are less than or equal to two notches,and credit spreads increase when the differences are
greater than or equal to three notches. The results help to understand the role of the two types of
ratings and provide important policy implications.

Key words: Credit Rating; China Bond Rating Corporation’s Rating; Investor-Paid Rating; Issuer-Paid
Rating; Credit Spread
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