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Why Trust Companies Adhere to “Rigid Repayment”

——An Explanation Based on Reputation Mechanism
CAI Yingyu, SUN Tao(Shan Dong University,250100)
Abstract; Based on the KMRW reputation model, the game model of “Regulator-Trust Company-

Investor” is built to study the °

‘rigid repayment” problem of trust companies. The result shows as
follows: because investors have no ability to identify and price, and regulators require strict access and
rating conditions; the trust companies will use the “credit endorsement” of regulators, and establish its
reputation by “rigid repayment” in the early time so that they can obtain excess returns in the future. As
a result, the “rigid repayment” has become the inevitable choice of trust companies. Based on the annual
data of 68 trust companies from 2010 to 2015, the empirical analysis shows that there is a significant
positive correlation between reputation and income of next time, and good reputation can bring more
revenue for the trust companies. The empirical analysis supports the conclusions of the game model.

“rigid repayment” from three aspects:

Finally, the article proposes recommendations on breaking the
strengthen education on investors, change the regulation methods, improve corporate governance of trust
companies.

Keywords: The KMRW Reputation Model, Trust Companies, Rigid Repayment, Reputation Mechanism
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