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Liquidity Creation and Systemic Ruisk:
Empirical Evidence based on 32 Listed Banks in China

HUA Renhai, XU Ke
(School of Finance, Nanjing University of Finance and Economics,Nanjing 210023, China)

Abstract : Based on the realistic environment of liquidity creation in China and the actual situation of different banks, this
paper cites advanced foreign theories in order to explore the internal mechanism of China’s bank liquidity creation and the way
in which it affects systemic risk, while also assessing whether this mechanism can provide policy value to China’s bank
regulators. To test the theoretical hypothesis, we analyze unbalanced panel data based on the quarterly data of 32 listed
commercial banks in China. The empirical results show that in the special case of China, the creation of bank liquidity restrains
systemic risk. Moreover, it is found that the negative correlation between liquidity creation and systemic risk in China is also
driven by tail risk, and in the heterogeneity test it is found that the impact of bank liquidity creation on national banks, low
shareholders’ equity banks, and low deposit banks is more pronounced. The conclusions of this study has certain reference
value for the selection and coordination of prudential supervision in China, and has certain enlightenment for preventing bank
vulnerability agglomeration, high-quality financial operation and maintaining financial stability.

Key words: liquidity creation; financial risk; extreme value theory; banking heterogeneity



