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Abstract

When it comes to the dynamic change of correlations due to financial risk contagion,
the research objects of most existing literatures merely cover stock markets in different
countries or regions and non-bank listed companies, while rarely relate to domestic
banks in a country. Among literatures which relate to the risk spillover effect between
banks, scholars are inclined to use quantile regression method to calculate conditional
Value-at-Risk in order to measure the pairwise nonlinear spillover effect of stock market
risk between commercial banks and systemic risk contribution of a single bank, however,
they paid less attention to the correlation changes between banks at the mean spillover
level and the changes of dynamic correlation coefficents between banks at the variance
spillover level due to financial risk contagion. In view of this, this paper will be the first
to examine the effect on the correlations between 14 Chinese listed banks due to the
2008 global financial crisis from the mean spiliover and the variance spillover levels
respectively based on the daily stock price data during the period from September 25,
2007 to December 31, 2015. To begin with, we found that compared with the post-crisis
era, the long-term cointegration relationships which can be examined by the Johansen
cointegration test based on the multivariate VAR model between the listed banks have
significantly increased during the crisis. In the meantime, we also found that the
proportion of an individual bank’s forecast error variance which can be explained by
shocks from other banks achieves its highest level during the crisis, which means that
the crisis has made the banks more “endogenous” and intensified the short-term
correlations between them. Moreover, we adopt a multivariate DCC-GARCH model
which modifies the heteroskedasticity effect to study the dynamic correlation coeffcients
between the four state-owned commercial banks and we found that the correlation
coefficients have significantly increased during the 2008 financial crisis and during the
2015 Chinese stock market crash. Therefore, we argue that financial crisis, or more
specific stock market disaster, will indeed lead to the enhanced correlations between

Chinese listed banks, thus more easily to cause a new round of potential risk of contagion.
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