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Short- and Long-Term Benefits of Deposit Insurance on Public Confidence in the Banking System

ZHANG Wei  FENG Biyun FANG Yingying

(Beijing Technology and Business University)
Abstract This paper takes 36 listed banks as samples and uses the abnormal return rate of their stocks to measure
public confidence in the banking system. It selects three cases—the establishment of the Deposit Insurance Fund
Management Co., Ltd., the takeover of Baoshang Bank by regulatory authorities and the bank's eventual bankruptcy
proceedings, as well as the unified use of deposit insurance logos by insured financial institutions—to examine the
short-term impact of deposit insurance on public confidence in the banking system. The paper also uses the fixed-
effect model to analyze the long-term impact of the implementation of a deposit insurance system. The results show
that the overall short-term impact of bankruptcy events on bank stock abnormal return rate is negative. However, in
such cases, the deposit insurance system enhances the credibility of small banks and stabilizes public confidence in
them. In the long run, the implementation of the deposit insurance system promotes the development of the deposit
business of commercial banks, significantly encouraging the growth of individual deposits. This clearly demonstrates
the boost to financial stability from the protection of deposits. Lastly, the article makes suggestions on improving the
deposit insurance system through an early warning and early correction system, as well as crisis management and
market exit. It also suggests sustaining systematic public awareness campaigns related to deposit insurance, so as to
better guide public expectations and enhance confidence in deposit insurance and the banking system itself.
Keywords Deposit Insurance, Public Confidence, Banking System, Event Study Method
JEL Classification G21 E59 P43
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