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A Study on the Dynamic Correlation of Financial Risk and

Heterogeneity of Risk Spillover

YAN Weixiang, ZHANG Wei, NIU Huawei (Nanjing Audit University,211815)
Abstract: As the financial integration developed deeply, financial sectors have launched some financial
products and businesses cross industry and financial institute through innovation, although it improved
business vitality, the lack of internal control, and supervision mechanism was not mature, the cross risk
is easy to breed and spread in the financial system. To capture the dynamic relationship of the financial
risk, this paper constructs DCC-GARCH model, and describes the dynamic correlations between
banking, securities, insurance, trust and futures, analyzes their risk spillover effect. Meanwhile,
substituting the parameters and results of DCC-GARCH model into the CoVaR method, we measure and
analyze the risk spillover contribution to other financial sectors when a financial sector is in trouble. The
results show that there is a strong risk spillover effect in financial sectors, but there is a dynamic
volatility of risk spillover in different sectors. The securities has the largest contribution of risk spillover
to other financial sectors. The banking contributes the less risk spillover to other financial sectors. Stock
index future has little contribution of risk spillover to other financial sectors in the stability period, but it
has greatest contribution of risk spillover to other financial industry in the instability period. Recognizing
those characteristics, they can contribute to regulatory authorities to find differences of risk contagion in
financial sectors, we can decrease risks through the refinement and classification regulation, and maintain
the stability of China’s financial system.
Keywords: Financial Risk, Dynamic Correlation, Risk Spillover, DCC-GARCH Model, CoVaR
JEL. C58, G20, G3
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