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Dynamic Provisioning: Spain’s Experience
and Its Implications for China

XU Ming-dong', XIAO Hong®

(1.Institute for Financial Research, Fudan University, Shanghai 200433, China ;
2.Chongqing O ffice » China Banking Regulatory Commission , Chongging 400011, China)

Abstract: Based on the expected loss model, the paper analyzes the
mechanism of the dynamic loan loss provisioning and Spain’s experience.
The results show that dynamic provisioning is an effective tool to strengthen
banks’ risk buffer and their stability and could be taken as an important
complementary tool of countercyclical capital supervision. It holds that in the
short term the conditions and timing of implementing dynamic provisioning
in China are not available, but China should learn from Spain’s experience,
combine with the New Basel Capital Accord, and put forward a forward-loo-
king provisioning system to improve domestic banks’ ability of risk manage-
ment.

Key words: loan loss provisioning; procyclicality; dynamic provisio-
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