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The economic fluctuation effect of

provisioning regulation on commercial banks

GAO Jiechao' FAN Conglai' YANG Dongwan’
(1. Business School Nanjing University Nanjing 210093 China;
2. Huangpu Branch of Shanghai Bank of Communications Shanghai 200011 China)

Abstract: This paper constructs a five-sector DSGE model which includes commercial banks and regulatory authority to
analyze the economic fluctuation effect of provisioning regulation on commercial banks from two dimensions of strength and
smooth degree of provisioning regulation. The results show that: (1) reducing the provisioning strength moderately does not in—
crease economic fluctuation and this measure can significantly improve the economic performance when provisioning smooth de—
gree is low; (2) improving the smooth degree of provisioning helps to smooth economic fluctuation; (3) the effect of reducing
the provisioning strength to smooth economic fluctuation is diminishing gradually as dynamic provisioning system deepens and
the effect differs under technology shock and financial shock. We suggest that regulatory authority may consider to reduce the
provisioning strength moderately to avoid banks” high—risk asset allocation activities due to profit evaluation pressure which trig—
ger financial risk and amplify economic fluctuation. Meanwhile accelerating and improving dynamic provisioning system should
become the main direction of future provisioning regulation reform in China.

Key words: technology shock; financial shock; provisioning regulation; economic fluctuation; DSGE model



