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A Study of Capital Requirements and
RAROC for the Credit Department of
Farmers’ Associations in Talwan

Huang-Ping Yen’, Jing-Wen Chang™, and Rhung-Jieh Woo™

The purpose of this paper was to derive capital requirements under
the New Basel Capital Accord and to develop the risk adjusted return on
capital (RAROC) for the credit department of farmers’ associations
(CDFAs) in Taiwan. We used the option pricing concept and applied the
KMV-Merton’s model to estimate the panel data for 234 CDFAs during
the period 2001-2007.

The results show that the necessary capital requirements for the
CDFAs may much higher when the debt-to-asset ratio was dramatically
increasing. Moreover, the outcome of RAROC demonstrated that the
CDFAs was the change of profit in 0.26 unit that arises when the value at
risk changes by one unit.
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