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Fig. 1 Changes in lending rate deposit rate market rates and anticipated market rates
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Liquidity creation anticipated market rate and bank interest rates setting

LU Jun HUANG Jia®
Lingnan College Sun Yat-sen University Guangzhou 510275 China

Abstract: Against the background that liquidity problems frequently occur in Chinese banking system since
2013 understanding the impact mechanism of liquidity creation on the dynamic adjustment of bank interest
rates is an important basis for comprehending the transmission of monetary policy in China. This paper studies
how liquidity creation affects the dynamic adjustment of bank interest rates to the market interest rate and its
anticipation considering the problem of so-called omitted variable that may result when ignoring anticipated
market rate. The results show that liquidity creation has a negative influence on the dynamic adjustment of
bank interest rates and the transmission of market rate to deposit rate is relatively low after considering liquid-
ity creation. The effects of liquidity creation on the dynamic adjustment of bank interest rates are heterogene—
ous and the transmission of market rate to interest rates in state-owned and joint-stock banks does not function
well. In addition anticipation could improve the short-term transmission of market rate to some extent but
could not fundamentally correct the failure of long-term transmission. In the influence of liquidity creation on
the dynamic adjustment of bank interest rates net interbank lending has a partial mediating effect which fur-
ther verifies that the reason for the heterogeneous transmission of market rate lies in the external financing con—
straint effect of liquidity creation in the interbank market. Our funding could shed light on how to improve the
effectiveness of market interest rate transmission and cross—eyclical monetary policy regulation in China by
merging dual-track deposit rates into one-irack strengthening anticipation management and improving the par—
ticipation of smaller banks in the interbank market.

Key words: bank interest rates; anticipated market rate; liquidity creation; net interbank lending



— 131 —

Al

Attached Table Al Liquidity classification of on-balance sheet and off-balance sheet business of Chinese commercial banks

' /
( )
)
- )
. . : )i
~ )
A2
Attached Table A2 Instead market rate: Impact of liquidity creation on adjustment of loan and deposit rates
Panel A: Ar, (1) (2) Panel B: Ar, (1) (2)
() -0.451*** -0.489 7 (b)) -0.6747 -0.686***
TLi-1 L ™D -
' (-90.9) | (-46.11) e (=334.46) | ( -50.44)
-0.080 " 0.206***
gdummy X r; ,_, gdummy X rp
(-3.88) (5.92)
0.462*** 0.310*** 1.269 % -0.096
LC, .y x 1y (dre) LC,_y xrp .y ($oc)
(13.71) (3.97) (46.12) (-1.37)
1.843 %% 1.535%%
gdummy x LC,_y xr; gdummy x LC,_; xrp,_,

(11.12) (5.84)

() 0. 180 *** 0.231*** (k) 0.011*** 0.091 ***
UKy m \ Kp

’ (31.21) (16.99) ’ (4.92) (14.55)

0.075*** -0.070**
gdummy X ry gdummy X ry ,

(3.03) (-2.41)
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A2
Attached Table A2 Continues
Panel A: Ar; (1) (2) Panel B: Ar), (1) (2)
KKk Kkk Kkk kKK
LCy xry (ki) ~0.358 —0.684 LC,_y x 1y, (kpe) 0-121 —0.345
’ (-7.22) (-6.78) ’ (5.21) (-5.58)
. -0.029 . 0.788**
d y x LC,_; xr, yd x LC,_; xr
gaummny -1 X Ty (-0.12) gaummy -1 X Ty (2.21)
Ary ,(8,) 0.3457% 0.250 %% Ary (8p) —-0.030™** -0.079 ***
LN (73.07) (20.37) Wk En ( -21.86) | ( -13.84)
gdummy x Ary, ~0.040° gdummy x Ary, 0.2157
( =2.23) (8.75)
0.3457* 0.082 0.3327% 0.2727%%
LC,.; x Ary (8 LC,_; x Ary (6
=1 M):( LC) (986) ( 109) t-1 Mr( [)C) ( 1629) (593)
gdummy x LC,_; x Ary,, 192" gdummy x LC,_; x Ary, ~0.577*
’ : (5.99) ' ( -2.16)
A () —0.4127%* —0.798 A (o) -0.531™ —0.540
XL (-46.23) | ( -63.57) XD (-141.77) | ( -56.77)
. 0.706*** . 0.285***
gdummy x Ary , (26.00) gdummy x Arj , (7.85)
-0.769 *** —2.283 % 1.028 —0.244 %
LC Arg LC Ar)
1 XAy (xe) ( -8.49) ( -16.14) i1 X Ary (xne) (26.26) (-2.61)
. . 3,411 . . 2.038 "
gdummy x LC,_, x Ary;, (6.51) gdummy x LC,_, x Ary;, (4.43)
LC,_ (ML) —1.4227% -0.012 LC, . (Ape) —2.4537%F 0.807 ***
e ( -7.76) ( -0.02) I ane ( -55.74) (5.36)
Fxk F*kk
gdummy x LC,_, -8.334 gdummy x LC,_, —4.461
( -9.31) (-8.27)
dummy 0.171° dummy 0. 118
gaummy (1.84) gaummy (2.08)
Cons 1.962 %% 1.983 7% Cons 0.956 *** 0. 666 ***
: (76.34) (39.16) > (199.39) (28.93)
Jotest 11.390 8.870 Jotest 11.390 8.870
o (p=1.000) | (p=1.000) o (p=1.000) | (p=1.000)
) 2) A4 A6
Attached Table A3 Instead market rate: Transmission coefficients of market rate to loan and deposit rates
Ary — Arp :
8, +6,0 LC,_, 0.223 0.251 0.351
(8, +81cLC; 1) (14 +dycLC; ) + (ky + kpcLCyly) (1 +xp +x0cLCyy) 0.376 0.165 0.295
b, + bye LC,, -0.548 -0.483 ~0.444
—(ky + ke LC,_y) /by, + e LC, ) 0.546 0.452 0.393
_ _ 404.92 629.45 2 326.36
Hy: - + ko LC /I + ¢ LC =1
0 (K, + k0 LC,y) /(dy + by LC, ) (p =0.000) (p =0.000) (p =0.000)
Ary — Arp -
8y + 8y LC,_, 0.188 -0.079 ~0.021
(8p +8pcLCiiy) (14 +dpcLCiy) + (kp + kpelCiy) (1 +xp +xpclCiiy) 0.147 0.149 0.127
by + bpe LC,., ~0.356 ~0.668 ~0.600
= (&p + ke TQ—]) /(dp + dpe LT:H) 0.080 0.298 0.249
_ _ 434.23 11 086. 11 107 842.93
Hy: - + Kkpe LC /I + ¢pe LC =1
0 (kp +rpe LC,_y) /(dp + dpe LC, ) (p =0.000) (p =0.000) (p =0.000)
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A4

Attached Table A4 Control size and market structure: Impact of liquidity creation on adjustment of loan and deposit rates

Panel A: Ar, (1) (2) Panel B: Ar, (1) (2)
() —0.472% —0.438*** ( dp) —0.474 % —0.492 %
T -1 L Tp -1 D
' (-157.8) | ( -45.55) o (-134.17) | ( -41.86)
0.041** 0.240 ***
gdummy x r; ,_, gdummy X rp
(2.09) (5.11)
) 0.115*** 0.982*** , 1.2207%%* 0.223 ***
LC,_y x 1 o (dic) LC,_y xrp o (dpe)
(3.26) (12.41) (48.7) (3.41)
0.076 1,337 %%
gdummy x LC,_, Xrj ,_ gdummy x LC,_; X rp ,_
-1 Lt-1 -1 D -1
(0.33) (4.13)
( ) 0.3237** 0.3187*** ( ) 0.095*** 0.186***
Ty Ky, ] Kp
' (69.5) (30.50) ' (56.55) (33.59)
-0.067 *** -0.217
gdummy Xy, gdummy X ry ,
( -2.66) (=7.21)
-0.128*** —-0.792 % —0. 143 —0.434 %
LC, .y xry, ( ki) LC,_y xry, ( Kkpe)
(-2.98) ( -13.40) ( -8.00) ( -10.42)
0.099 0.417"
gdummy x LC,_, xry, gdummy x LC,_| xry,
(0.38) (1.91)
Ay (3)) 0.211 % 0.217 Ay (8)) 0.005 *** -0.055
n L ™ D
' (68.37) (22.04) ' (3.36) ( =7.58)
0.044 7% 0.216***
gdummy X Ary, gdummy x Ary,
(2.07) (6.91)
0.002 0.475 0.283*** 0.302***
LC,_y x Ary, ( 8yc) LC,_y x Ary, ( 8pc)
(0.09) (9.60) (19.21) (6.89)
0.397" -0.796
gdummy x LC,_; x Ary, gdummy x LC,_y x Ary,
(1.84) (-3.47)
A () -0.130™ | -0.191*** A (x) -0.139™% | —0.1127***
T) X T) X
oAt (=34.72) | ( -19.28) A (-97.43) | ( -21.19)
. 0.137 % . ~0.060 ***
gdummy x Arj,, gdummy x Ary; ,
(6.17) ( =3.09)
. —-0.270 —-0.759*** . 0.508 *** -0.037
LC,_y x Ary, ( xuc) LC,_y x Ary, ( xpc)
( -7.27) ( -8.70) (31.08) ( -0.50)
. 1. 1447 , 1. 1787
gdummy x LC,_; x Ary, (3.44) gdummy x LC,_; x Ary, (4.49)
0.418* —2.498 *** —1.054 % 1.3047%
LC . ( Aye) LC,_y ( Apc)
o (2.95) ( -4.86) o ( -24.46) (8.27)
0.522 4023
gdummy x LC,_, gdummy x LC,_,
(0.61) (-8.14)
0.261** 0. 694 ***
gdummy gdummy
(3.00) (13.08)
SIZE -0.160*** —-0.174*** SIZE 0.073 7% -0.063 ***
(-35.27) | ( -11.80) (27.43) ( -10.30)
HHI —6.4227%F —-6.233 % HHI —2.295*** —3.684 %
(-73.32) | ( -26.63) (=54.52) | ( -20.35)
c 3.881 7 3.800 *** c -0.266*** 1.043 7%
ons. ons.
(67.21) (20.88) ( -8.95) (14.45)
J 10.383 8.810 J 10.383 8.810
-test —test
(p=1.000) | (p=1.000) (p=1.000) | (p=1.000)
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Attached Table A5 Control size and market structure: Transmission coefficients of market rate to loan and deposit rates
Ary — Ar .
8, +8,0LC,_, 0.270 0.226 0.211
(8, +8,cLC;_y) (1 + by, + GrelCiy) + (kp + ke LCiyy) (1 +x +x1cLCyy) 0.398 0.372 0.390
b, + b LC,_, -0.386 -0.420 -0.470
- (ky + ke E—l) (P + e E—l) 0.633 0.723 0.683
_ _ 188. 64 177.49 1 605.40
Hy: - + LC, )/ + LC =1
0 (kp + & LC,y) /(y + dpe LC, ) (p =0.000) (p=0.000) | (p=0.000)
Ary — Arp ¢
8y +8pc LC,_, 0.156 ~0.049 0.009
(8p +8pcLCiisy) (1 + dp + dpclCiy) + (kp + kpclCisy) (1 +xp +xpclCisy) 0.093 0.133 0.085
dp + dpe LC,_, -0.236 -0.488 -0.454
~(kp +kpe LC,,) /by + bpe LC,_,) ~0.132 0.365 0.203
_ _ 74.26 3632.08 99 771.07
Hy: - + Kkpe LC,_y) / + ¢pe LC =1
0 (kp +rpe LC,_y) /(dp + dpe LC, ) (p =0.000) (p=0.000) | (p=0.000)
A6
Attached Table A6 Eliminate policy change: Impact of liquidity creation on adjustment of loan and deposit rates
Panel A: Ar, (1 (2) Panel B: Ar, (1) (2)
-0.3337 -0.417** -0.610™"* -0.663 7"
o () i (dp)
( -122.34) ( -38.13) ( -331.02) ( -64.73)
0.043 0.33] ¥**
gdummy X r; ,_; gdummy X rp
(1.61) (9.90)
0.230*** 0.536** 15127 0.214**
LC,_y xr 0 (Cdue) LC,y xrp o (dpc)
(6.60) (6.03) (82.97) (2.57)
0.755** 1.7747%
gdummy x LC,_; xr; gdummy x LC,_, xr},,_,
(4.26) (5.40)
0. 149 *** 0.320*** 0.136*** 0.182***
m o (Cky) ma (Ckp)
(45.48) (27.53) (93.4) (37.72)
-0.1367* -0.179 7
gdummy X ry gdummy X1y,
(-4.74) ( -8.31)
§ -0.207 -0.078 ) —-0.188*** -0.031
LC,_y %1y, ( Ky ) LC,y xry, ( xpe)
( -5.94) (-1.26) (-12.99) (-0.84)
—0. 804 *** -0.125
gdummy X LC,_y X ry, gdummy X LC,_; X ry,
(—4.44) (-0.72)
0.389 *** 0.253*** -0.0252 %% -0.080 """
Ary, (18,) Ay, (18p)
(119.67) (28.67) ( -18.36) ( -18.98)
0.107 *** 0.284***
gdummy X Ary , gdummy X Ary, ,
(5.26) (15.85)
0.254*** 0.071 0.704 0.379***
LC,_y x Ary, (1 8y¢) LC,_y x Ary , ( 8pc)
(9.11) (1.35) (44.65) (10.32)
1.365** 0.286"
gdummy x LC,_; x Ary, gdummy x LC,_; x Ary,
(7.15) (1.74)
. -0.130 ™ -0.145** . -0.123* —0.145™
Argy (xe) Ary (xp)
(-39.98) ( -21.55) (-74.64) ( -28.99)
y A 0.1247* y A 0.040***
gdummy X Arj gdummy x Arj
" (8.24) " (2.91)
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A6
Attached Table A6 Continues
Panel A: Ar, (1) (2) Panel B: Ary, (1) (2)
i A () -0.045 - 0.408 *** e A (o) 0. 8527 0. 478 ***
0., X Ar X Con X ATy (xoe
ot E SR (-1.14) (-5.10) o A (43.55) (7.84)
0. 859 *** 0. 646 ***
gdummy x LC,_; x Ary, gdummy x LC,_; x Ary,
(4.16) (3.93)
. 0. 066 —2.090 *** . - 1.903 -0.289"
LC, (M) LC, i (Apc)
(0.44) (-3.64) (-51.8) (-1.82)
-0.272 -2.603***
gdummy x LC,_, gdummy x LC,_,
(-0.36) (-6.67)
y -0.081 , 0. 196 ***
gdummy gdummy
(-1.15) (4.31)
1.366*** 1.364 %% 0.539 *** 0.402 ***
Cons. Cons.
(91.65) (25.91) (132.66) (16.17)
13.321 8.733 13.321 8.733
J-test J-test
(p=1.000) (p=1.000) (p=1.000) (p=1.000)
A7
Attached Table A7 Eliminate policy change: Transmission coefficients of market rate to loan and deposit rates
Ary — Arg:
8, + 8,0 LC,., 0.372 0.272 0.330
(8, +8,cLC;_y) (1 + by + GrelCiy) + (kp + e LCiyy) (1 +x, + x1cLCiiy) 0.410 0.352 0.354
¢, + by LC,, -0.364 -0.411 -0.407
- (ke + ke ’7:1-1) /(b + e LT:H) 0.485 0.600 0.450
_ _ 262.56 119.07 3 670.02
Hy: - + LC, )/ + LC =1
0 (ke + ke LC,y) /(b + i LC, ) (p=0.000) | (p=0.000) (p =0.000)
Ary — Arp:
8p +8pc LC,_, 0.211 -0.073 -0.014
(8p +8pcLCiisy) (1 + &y + dpclCisy) + (kp + kpelCisy) (1 +xp +xpclCisy) 0. 146 0.132 0.113
dp + dpe LC,_, -0.312 -0.659 -0.586
- (Kp + Kn(:lz-l) /(dp +¢n(;m-1) 0.005 0.275 0.227
_ _ 288.82 7 619.99 181 952.90
Hy: - + LC, )/ + ¢pe LC =1
0 (kp +rpe LC,_y) /(dp + dpe LC, ) (p=0.000) | (p=0.000) (p =0.000)

A8
Attached Table A8 Joint significance test of mediating effect of net interbank lending
. X2 = 47.57
Hy: 6y = by = ki =xu = Ay =0
(p=0.000)
2
. x = 37.57
Hyot 8pr = b = kpr =Xxor = Apr =0
(p =0.000)
Lo . . . . X° = 43.59
Hy! 6y = by =k =xu = Ay =0
( p=0.000)
Lo . . . . X =56.14
Hyo: 8pr = bpy = kpr =xpr = App =0
(p =0.000)




