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Abstract

Beginning with introducing the channel of balance sheet and bank capital, this
dissertation makes a discussion about the formative mechanism of credit
pro-cyclicality in commercial banking system. Applied with Chami-Cosimano and
Lea Zicchino Model, we especially analyze the mechanism strengthened by
“Financial Accelerator of Bank Capital”. Based on the analysis, this dissertation gives
a brief description of the process how credit pro-cyclicality embeds the systemic risk
of economic fluctuations into banking system, which is illustrated with Allen-Gale
Model and General Equilibrium Model of Credit.

With the seasonal data from 1998 to 2009 as a basis, this dissertation adopts VAR
model to analyze the interaction of growth ratio of loan and other economic variables,
including growth rate of GDP and so on. The empirical research shows that there is
credit pro-cyclicality in China market. We analyses the relationship of growth ratio of
GDP and non-performing loan ratio. The conclusion is that non-performing loan ratio
changes in a reverse direction with economy growing cycle. Moreover, the systemic
risk of economic fluctuations, which would work when economy dropped, is
introduced into banking system by the credit pro-cyclicality.

With theoretical analysis and the empirical conclusion, this dissertation presents
policy suggestions about forming mitigation mechanism of credit pro-cyclicality
supported by strengthening capital regulation, setting loan loss provisions, enhancing
market discipline. Further more, we suggest an effective risk-controlling measure in
the situation of depression to guarantee the safety of the banking system. Finally, it is

necessary to monitor the credit expansion and reduce the banking systemic risk.

Key words: Credit Pro-cyclicality; Risk Management; Mitigation Mechanism.
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