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The Empirical Study on Stability of Chinese Commercial Banks
—— From the perspective of market information

Abstract: Based on market method, we utilize bank stock prices to estimate the probability of bank failures.
For Chinese banks, we utilize the CAMP and GARCH model to estimate the probability of bank failures
from January of 2003 to March of 2009, and the empirical results show that the market based method can
reveal bank failure in advance, which make up the weakness of the accounting based method. We further
use factor analysis, OLS and EG cointegration method to study the macro-financial factors which could
impact the probability of bank failure, and find that rapid credit growth, inflation, interest rates increased
the bank failure, economic growth improved the stability of the bank, while foreign exchange reserves and
domestic consumption growth affected the stability of commercial banks insignificantly.
Keywords: Bank failure; Stock price; Financial stability



