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Impact of local government bonds on listed local commercial banks’ liquidity risks

CHEN Xian, YIN Baiyang
(Business School of Central South University, Changsha Hunan, 410083)

Abstract: Based on the data of the scale of local government bonds and listed local commercial banks from 2009 to 2018,
the article analyzes the impact of issuing local government bonds on commercial banks' liquidity risks. by constructing
commercial banks’ liquidity indexes through principal component analysis. Empirical results show a significant positive
correlation exists between the lagged item of the commercial bank’s’ liquidity index and the commercial bank’s liquidity
index at the 1% significance level, proving the existence of a significant time inertia in the commercial bank liquidity;
and a negative correlation between the commercial banks’ liquidity and the scale of local government bonds at a 5%
significance level. For every 1 unit increase in the size of local government bonds, the liquidity index of commercial
banks decreases by 0.075 units, demonstrating that issuing local government bonds will evidently increase the
commercial banks’ liquidity risks. Additionally, a positive correlation can also be found among the commercial banks’
liquidity index the scale of GDP and the currency stock M2.
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