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Abstract

The pace and intensity of deleveraging are currently causing
policy maker and market concerns. In order to provide scientific basis
for policy making in the prevention of financial risks, this paper, by
establishing dynamic panel and non-balanced panel VAR model,
analyzes the impact of factors such as falling house prices and
economic slowdown on bank's non-performing loan ratios. The study
found that: (1) Deleveraging cannot be accomplished very quickly,
and its pace and intensity must be measured. The downward trend of
economic growth may be the biggest risk facing the rising non-
performing loan ratios of Chinese banks; (2) The impulse response of
house price decline shows that non-performing loan ratios of rural
commercial banks are the most sensitive, followed by city commercial
banks, and the listed banks are least affected; (3) The results of
variance decomposition of non-performing loan ratios demonstrate
that monetary policy is transmitted more quickly in listed banks, but
much slower in city commercial banks and rural commercial banks.



The main reason for this may be that the main body of their clients are
insensitive to interest rate changes due to soft budget constraints.
Therefore, gradually hardening the budget constraints for local
governments and the financing platforms may be necessary to prevent
and resolve systemic financial risks in the future.
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