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Dynamic Analysis and Forecast of China’s Bank System Fragility

Abstract: In this paper, we constructed the monthly index of the China’s bank system fragility from 2001
to 2009 by internal variables of the bank system, tested the linear and nonlinear granger causality relation
between growth rate of industrial added value and consumer price index and the bank fragility index.
Furthermore, by building Markov regime switching vector autoregressive model, we made the empirical
analysis on the nonlinear effects which exerted by macroeconomic situation and policies on bank fragility
index, and made the short-term forecasts on the trends of bank fragility index in 2010.
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