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Outside the LCR Box: The Impact of Liquidity Regulation on Banks in China
CHRA: A4 (LEW2XFEEFR)

# % : This study investigates the far-reaching effects of a liquidity regulation policy
on the banking sector in China. Since 2014, banks subject to the liquidity coverage
ratio (LCR) have neither significantly increased their holdings of qualified high-
quality liquid assets, nor significantly reduced the proportion of loan assets. The
response of banks to the LCR has mainly been on the liability side. Regulated banks
have significantly decreased their short-term wholesale funds via traditional interbank
business, while increasing another novel type of funding, namely interbank negotiable
certificates of deposit (NCDs). The combined effect of these two interbank debt
instruments has boosted the LCR ratio for regulated banks relative to non-regulated
banks. This implies that the LCR has not yet achieved its objective in China, and the
design of liquidity regulation should consider incentives to innovate around it.
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Default dependence in the insurance and banking sectors: A copula approach
TRA: K& (AXMEMRKFELFEFTEFR)

44 % : While most existing studies focus on the correlations of equity returns or the
correlations of default probabilities, we are the first to explore the joint default
dependence among firms based on their default probabilities. We use a time-varying
asymmetric copula model, which combines the generalized autoregressive score
model with the generalized hyperbolic skewed t copula, to capture the dynamics and
asymmetry of default dependence between insurers and banks. We identify the term
structure of dynamic default dependence between these two sectors. The short-term
and long-term dependence of default risk raise and converge during financial crises.
We also use regression analysis to identify determinants of the timeseries variation in
default dependence. Traditional macro variables can explain a small portion of the
variation of default dependence. The default dependence is significantly negative
correlated with the global geopolitical risk.
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Does Shadow Banking Business Promote Corporate Innovation? Evidence from
China
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#% £ : This paper investigates the impact of shadow banking on firm innovation in
China. Using hand-collected unique data on corporate shadow banking over the period
of 2003 - 2019, we find that shadow banking business of non-financial firms exerting
a sizably negative impact on their innovative investment, with a one standard
deviation increase in corporate shadow banking is associated with a decrease of 4.203




percent in their research and development (R&D) expenditure. The results are robust
after replacing the measurement of key variables, changing parameter estimation
methods, and addressing endogenous concerns. The economic channels through which
corporate shadow banking impacts their innovation include decreasing investment
efficiency, increasing risk-taking and information asymmetry. Moreover, the impact is
more pronounced for firms engaging in shadow banking business with higher interest
rate and shorter-term maturity, and for firms with better internal corporate
governance, higher degree of external supervision, more investment opportunities and
lower total factor productivity. We also find that firms involved in shadow banking
exhibit a unique characteristic of decreased R&D expenditure and high-quality patent
application but increased low-quality patent applications and, obtaining government
subsidy is a main reason for these firms to file more low-quality patents but less high-
quality patents. Our findings contribute to a better understanding of shadow banking
affecting firm innovation and enrich the study on the determinants of firm innovation.
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