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Study on the Relationship between a Bank’s
Franchise Value and Its Stability

QU Hong-jian, SUN Ming-gui

(Glorious Sun School of Business and Management , Donghua University »

Shanghai 200051 ,China)

Abstract; Based on the domestic and foreign literature, this paper ana-
lyzes the formation mechanism of the self-regulation effect of franchise val-
ue. It constructs an econometric model of franchise value and bank stability
by taking bank stability, which is measured by non-performing loan ratio,
loan loss reserve ratio and ROE, as dependent variable, franchise value on
the basis of Tobin’ Q. asset size, financial leverage and capital leverage as
independent variables, and government regulation and implicit insurance as
dummy variables. Then it makes an empirical study based on the unbalanced
panel data of 14 listed banks from 2000 to 2009. The results show that:
a) with higher franchise values, the self-regulation effects of banks are more
significant and their stability is better; b) implicit insurance system offsets the
positive effect of franchise value on bank stability to some extent and is not related
to the protection of commercial banks and their ownership forms; c)the bank with
bigger size is less likely to collapse. Therefore, is can raise banks’ franchise values
and enhance their stability by the improvement of banks’ core competitiveness,
the introduction of explicit insurance system and the reinforcement of government
regulation.

Key words: franchise value; bank stability; bank size; government
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