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Externalization Effect of Bank Loan Default Risk under the
Central Bank Collateral Framework: Also on the Impact of
Collateral Expansion on Macroeconomic Fluctuations and
Monetary Policy Effectiveness

. .1 . 2
Ji Langlei, Zhang Jingyi
(1. School of Finance, Shanghai University of Finance and Economics, Shanghai 200433, China;
2. School of Economics, Shanghai University of Finance and Economics, Shanghai 200433, China)

Summary: In June 2018, the People’s Bank of China expanded its collateral framework by including
credit assets of small and micro firms as eligible collateral. However, existing literature has explored the role
of this policy in reducing corporate financing costs from the perspective of empirical analysis, while little stud-
ies its impact on macroeconomic fluctuations and monetary policy effectiveness. This paper extends the tradi-
tional financial accelerator model and constructs a new dynamic stochastic general equilibrium model that in-
cludes a central bank collateral framework.

The conclusions of this paper are as follows: First, through the steady state analysis, it finds that central
bank collateral expansion will encourage banks to externalize their loan default risk, thereby reducing corpor-
ate financing costs, and it will also increase the default risk of borrowing firms, reducing the steady state level
of social welfare. Second, it analyzes the impact of central bank collateral expansion on macroeconomic fluc-
tuations by comparing the impact of risk shocks and technology shocks before and after collateral expansion.
The results show that, when the economy faces negative shocks, the externalization effect of default risk gen-

erated by collateral expansion will suppress the financial accelerator effect, thereby stabilizing the macro eco-
. 47 .
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nomy. Third, it discusses the impact of central bank collateral expansion on monetary policy effectiveness. The
study finds that central bank collateral expansion can help to improve monetary policy effectiveness under
quantity-based monetary policy rules, but it has little impact on the transmission efficiency of monetary policy
under price-based monetary policy rules. Fourth, it extends the one-sector model to a two-sector model with
state-owned firms and private firms, and uses the extended model to study the impact of including credit as-
sets of small and micro firms as eligible collateral. The results show that, before collateral expansion, the ex-
pansion in lending facility is only beneficial to state-owned firms, and the cost of stimulating total output is the
deterioration of resource allocation efficiency; after collateral expansion, the expansion in lending facility can
stimulate both types of firm, but it has a greater stimulating effect on high-risk private firms.

The main contributions of this paper are as follows: First, it introduces the central bank collateral frame-
work into the financial accelerator model for the first time, which provides a model framework for analyzing
the impact of this policy on the macro economy. Second, different from previous empirical analysis, it theoret-
ically analyzes the externalization effect of bank loan default risk caused by including credit assets of small
and micro firms as eligible collateral, and finds its role in stabilizing the macro economy. Third, it discusses
the impact of central bank collateral expansion on monetary policy effectiveness, which has guiding signific-
ance for the practice of central bank monetary policy.

Key words: collateral framework; externalization effect of default risk; economic fluctuations;

effectiveness of monetary policy

THERE & )

(L H58 18 TD)

low-credit corporate to transfer funds will also be affected by the management ability of special purpose
vehicle and the nature of enterprises. Private enterprises with low credit have a larger financing gap, a higher
moral hazard and a stronger motivation to transfer funds. The weaker the management ability of special pur-
pose vehicle, the stronger the motivation of low-credit corporate to transfer funds.

The contributions of this paper are as follows: First, it explores the institutional background and micro
mechanism of “credit confusion in asset-backed securitization with related guarantee” , which is conducive to
deepening the understanding of the formation process of “deviation from the source” in financial innovation,
and provides enlightenment for the improvement of relevant policies. Second, on the basis of reading and
combing a large number of practical materials, it for the first time constructs a measurement index reflecting
the corporate risk contagion and fund transfer of asset-backed securitization, and measures corporate risk con-
tagion by “whether there are corporate risks” and fund transfer by “frequency of interest payment” , which
expands the empirical research in this field.

Key words: financial innovation; asset-backed securitization with related guarantee; deviation from the

source; return to the source; contract theory
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