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Financialization of Local Fiscal Risk: Evidence

from City Commercial Banks
ZHANG Tian, CAO Tingqiu ( Shandong University, 250100)

Abstract: From the perspective of local government, this paper, based on a sample study of city commercial
banks (CCBs) and an investigation of the impact of local government fiscal risk on the asset and liability behavior
of the CCBs,has verified the transformation from fiscal risk to financial risk. The results show that whether from
the static perspective of the payments imbalance or from the dynamic perspective of fiscal sustainability, the
greater the local fiscal risk, the higher the proportion of medium and long-term loans and shadow banking
business of CCBs, the higher the proportion of the two types of asset business, the higher the inter-bank debt
ratio, and the higher the liquidity risk. However, the greater the local fiscal risk, the weaker the positive
relationship between asset business and inter-bank debt ratio. Further research shows that the higher the fiscal
risk, the higher cost of inter-bank debt financing for CCBs, which weakens the above positive correlation. Under
the local fiscal risk, the inter-bank debt dependence and financing cost of CCBs increase at the same time, which
leads to exacerbation of the liquidity risk and the financialization of fiscal risk. This paper has important
implications for China’s systemic financial risk prevention and commercial bank liquidity supervision.
Keywords: Financialization of Fiscal Risk, Local Fiscal Risk, City Commercial Banks, Risk Transformation
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