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Abstract

With the tightening of the financial environment, some small and medium-sized
banks are gradually revealing their risks and evolving into problem banks. The
adverse effects of problem banks that are not reasonably disposed of should not be
underestimated, and may even shake the national economy and cause a financial crisis,
and the painful lessons have prompted governments to strengthen research on the
disposal of problem banks. Baoshang Bank adopts market-oriented disposal measures
to not only block the further spread of risks, but also eliminate market discipline and
guide the healthy and benign development of the financial industry. Baoshang Bank is
the first practice of China's problem banks to complete liquidation and bankruptcy
through judicial bankruptcy procedures, and the bankruptcy disposal of Baoshang
Bank is also the first practice after the promulgation of China's deposit insurance
system, so it has very important theoretical and practical significance.

This paper selects Baoshang Bank as the case study object, uses the literature
research method and case study method to elaborate on the bankruptcy disposition of
Baoshang Bank and analyzes the ways and benefits of the bankruptcy disposition of
Baoshang Bank, to draw lessons from the incident of Baoshang Bank about the
disposal of problem banks.Firstly, the relevant concepts and theoretical basis of this
paper are introduced. Secondly, this paper introduces the process of Baoshang Bank
event, from the emergence of risks, to the takeover, and finally declared bankruptcy.
Further, this paper analyzes the disposal methods adopted during the bankruptcy of
Baoshang Bank, including receivership by the People's Bank of China in conjunction
with the China Banking and Insurance Regulatory Commission, trusteeship by China
Construction Bank, the establishment of the Deposit Insurance Fund Corporation,
introduction of strategic investors, and takeover.This paper then presents a
cost-benefit analysis of the bankruptcy disposition of Baoshang Bank. The direct costs
include the People's Bank of China's provision of full Standing Lending Facilities to
Baoshang Bank, the payment of limited compensation to creditors by the Deposit
Insurance Fund Corporation,the loss of profits of Mengshang Bank and Huishang
Bank after taking over the business of Baoshang Bank,and Baoshang Bank's original
creditors suffered. While the indirect costs include the pressure of the tightening
financial environment on other banks. The benefits of the disposal are difficult to

quantify and are indirectly reflected in the improvement of market efficiency, the
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maintenance of financial security and stability, the benefits brought to Mengshang
Bank and Huishang Bank, and the protection of depositors' rights and interests from
infringement.Finally, this paper concludes that: Baoshang Bank, after market-based
bankruptcy disposal, has successfully resolved the risks without serious consequences,
which is a very successful practice. At the same time, the bankruptcy disposal of
Baoshang Bank has innovated the disposal method of problem banks, which is a
useful attempt.

Based on the lessons learned from the bankruptcy disposal process of Baoshang
Bank, this paper draws relevant inspirations for the disposal of problem banks in
China: first, to dispose of problem banks by market-based means; second, to continue
to improve relevant laws and regulations; third, to standardize the disposal process of
problem banks; and fourth, to innovate the means of disposal of problem banks.

Keywords: problem banks; bankruptcy; disposition methods; disposal efficiency
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