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Palitical Contra , Fiscal Subsidy and Moral Hazard:
A General Modd o Bad Assets in Sate Banks

Yu Qiao and Zhao Changwven

(Tdnghua Univerdty ; Schuan Universty)

Abgract: Nationdization and politicd ocontrol over banks become a gobd trend in the recent financid crigs. Under the
crcumgances it is meanindul to gudy long term ocid cog of politicad control over banks, adthough it seems inevitable to have
government intervertion in bank to dahilize financid market in short run. This paper edablishes a generd theoreticd nodd to
eplan bad asets o banks generated through interactions of politicians and bank managers. In Pecific, the pgper reveds thet
agency problem o politicians is the main cause of bad asststype  in banks, while nord hazard of bank managers regponsble
for bad asststype . Under politicad ocontrol , nord hazard problem is mog likely to worsen off and denondrates a divergng
tendency. At leag government hasto keep providng subsdy to banks, but findly thefisca burden will be shifted to public via tax
hike or money-printing. Roliticaly and ecoromicdly , it isa very codly and nonr sugainable nodd in long term. Thisconcluson is
rot only meaningful for China s bank réforms in the future, but o has inplication to most developed courtries in the recent full-
fledged bailout and nationdization canpaigns over banks.

Key Words: Roliticd Gortrol ; FHscd Subgdy ; Mord Hazard; Bad Assets
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