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Research on Market Discipline in China’s
Banking Based on Pillar III of Basel Il

BA Shu-song', ZHANG A-bin’, ZHU Yuan-gian®

(1. Institute of Finance » Development Research Center of the State Council .
Beijing 100010, China ;2. Economics School s Tianjin University of Finance and
Economics, Tianjin 300222, China ;3.School of Management , University of
Science and Technology of China, Hefei 230026, China)

Abstract: Pillar 1II of the New Basel Capital Accord, namely market
discipline, is the supplement to Pillar I, namely minimum capital require-
ments, and Pillar II, namely supervision. It aims at promoting market disci-
pline by facilitating market participants’ acquisition of important informa-
tion such as the applicability, capital. risk, risk assessment procedures,
capital adequacy ratio of banks through the improvement of disclosure rules
and the arrangement of corresponding systems. Based on the theory of mar-
ket discipline and the revelation of banking supervision brought by the finan-
cial crisis, this paper makes an empirical study on market discipline in Chi-
na’s banking by an improved model of CAMELS rating indexes, and propo-
ses recommendations for raising the level of market discipline.

Key words: New Basel Capital Accord; market discipline; CAMELS

rating system; regulatory innovation (%% & £
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