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The 2009 surge in bank lending in China was accompanied by allegations of substantial funds being funneled into the nation’s
stock and property markets. This paper uses 2004–2010 People’s Bank survey data to examine the possible linkages between
banking activity and the stock market as well as the associated inflation risks. In general, stock market strength in China seems to be
accompanied by rising inflationary concerns, increased bank lending activity, and reduced banker confidence that stable conditions
will be maintained. This suggests that the Shanghai market could serve as a useful indicator variable for Chinese monetary policy.

1. Introduction
The bad loan problems of China’s large state-owned commercial banks (SOCBs) have been well documented, as have
the successive capital infusions and balance sheet cleanups
that allowed Bank of China (BOC), Bank of Communications (BOCOM), China Construction Bank (CCB), and Industrial and Commercial Bank of China (ICBC) to go public in 2005-2006, followed by Agricultural Bank of China
(ABC) in 2010. Reports of rising bank profitability have
been accompanied by allegations that substantial amounts
of the funds lent were being used not in financing real
economic activity but in speculation in the nation’s stock
and property markets, however. Such claims came to a
head in 2009 with a surge in bank lending prompted by
Chinese government eﬀorts to support the economy during
the global financial crisis. Bank loan issuance in the first
half of 2009 alone totaled RMB 7.37 trillion, exceeding the
full-year total from 2008. This was accompanied by a 60%
rise in the Shanghai stock market over the first six months
of 2009, with many observers pointing to large sums being
“diverted into shares and property” [1]. Wei Jianing, Deputy
Minister of State Council Research Center’s macroeconomics
department, estimated that about 20% of total bank credit
flowed into the stock market in the early months of 2009.1
Many business owners simply transferred funds borrowed

under the government’s easy money policy to an account
with another bank, from which they could enter the stock
market away from the scrutiny of the original lender.2
Full-year lending in 2009 totaled RMB 9.6 trillion,
representing nearly half of that year’s GDP. Although the
China Banking Regulatory Commission (CBRC) released
reports from some regions that two to three percent of funds
were misappropriated [2], there are, of course, no oﬃcial
time series documenting just how much money was actually
illegally channeled into the stock market. There are, however,
survey data collected by People’s Bank of China that, while
not allowing us to determine the exact sums involved, oﬀer
an interesting window into the possible link between bank
lending and China’s stock market. We also utilize People’s
Bank survey data on inflation expectations to consider the
perceived inflation risk that might be associated with intensified banking activity and stock market gains. Our empirical
work identifies causal relationships between the stock market
and the survey-based banking series as well as with inflation
expectations. The linkages between bank lending, the stock
market and overheating concerns are in line with the inflationary risks attributed to asset price booms elsewhere in East
Asia by M.S. Gochoco-Bautista [3]. Although the question of
whether monetary policy should react to asset prices remains
highly controversial, medium-term inflation targeting
implies that the central bank should react to booms that are
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“expected to produce overheating in the near future” [4].
Such expectations certainly seem to be prevalent in the
2004–2010 Chinese experience assessed below.

2. Banker Sentiment, Inflation Expectations,
and the Shanghai Stock Market
Beginning in the first quarter of 2004, the People’s Bank of
China has reported quarterly survey data based on a sample
of 2900 diﬀerent banking institutions (including rural
cooperatives). The survey is answered by those in charge at
the bank’s headquarters, presidents of first and second-rank
branches or vice presidents who are in charge of loans
and credits. The survey results reflect quarter-to-quarter
comparisons for the following two measures.
(i) The Banking Business Index (after first excluding any
institutions providing a “not sure” response) calculates the
proportion (ci ) of banker responses on the level of their
business within five weighted (qi ) categories ranging from
“Very Good” = 1, “Good” = 0.75, “OK” = 0.5, “Bad” =
0.25, to “Very Bad” = 0. The resulting formula is given

by I = 5i=1 ci qi . Each category must lie between 0–100%,
in percentage terms, and index values above 50% suggest
expansion and index values below 50% indicate contraction.
(ii) The Index of Bankers’ Confidence is the arithmetic
average of the proportion of bankers who believe this
quarter’s economy is normal and the proportion of bankers
who expect conditions to be normal going forward.3
The banking survey data oﬀer a perspective from toplevel oﬃcials across a very wide range of China’s banking
institutions. The two series also have the advantage of reflecting sentiment on current conditions whereas standard bank
performance measures continue to be heavily influenced by
historical factors and preexisting conditions. For example,
the SOCBs had longstanding bad loans to loss-making stateowned enterprises (SOEs), while successive government
recapitalizations aﬀected not only the large SOCBs but also
the city commercial banks and other institutions.4 Although
the sample period for the sentiment series is limited, the 2004
start date precedes the IPOs of four of the five large SOCBs in
2005-2006 and also encompasses a number of sharp swings
in China’s economy. Surging economic growth and growing
capital inflows led to repeated concerns with the rate of
credit expansion from 2003 to 2007 that spurred a series of
tightening measures by the People’s Bank and government
pressure on commercial banks to rein in lending (see, e.g.,
[5, chapter 4]). This was followed by a shift toward concerns
of slowdown and even deflation as the global financial crisis
hit home in 2008, prompting a large government stimulus
program (equivalent to $US 600 billion or 20% of China’s
GDP) supported by demands for more rapid loan growth
by the banking system. The pendulum swung back again
as renewed concerns about overheating and excess lending
reemerged by the middle of 2009, seemingly justifying the
monetary tightening undertaken in response [6].5
Stock market sensitivity to such policy swings would be
in line with Sun et al. [7] finding that a significant asset price
channel has operated alongside bank lending and interest
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rate channels in China’s monetary transmission mechanism
during 1996–2006, seemingly pointing to the importance of
wealth eﬀects.6 Over our 2004–2010 sample period, 2006
marks the first big rise in the Shanghai A-share index, when
the market more than doubled before rising by a further
96% in 2007.7 The Shanghai A-share index subsequently
declined dramatically in 2008, more so than most other
world markets. In falling below 2000 in October 2008, the
market registered a more than 75% drop relative to its peak
above 6000 in October 2007. The market rebounded sharply
in 2009, however, as lending rates accelerated dramatically
following the launch of the government’s stimulus package
in November 2008. In addition to the stock market boost
stemming from the overall relaxation of credit constrains,
the Shanghai Stock Exchange stood to especially benefit from
any increase in investor demand for bank shares, given their
pivotal role in the index. Indeed, over the June 1, 2006 to
November 15, 2007 period, Yao et al.’s [8] causality testing
supports a unidirectional causal relationship between most
bank stock prices and the Shanghai Composite Index—
including CCB and ICBC, which in 2006 became the largest
two banks in the world by market capitalization.8
Our analysis examines the relationship between the two
bank survey measures and the stock market during 2004–
2010 while also incorporating People’s Bank survey data on
“Current Price Satisfaction” and “Future Price Expectation”
to take into account inflation concerns. Both of these latter
series are based on approximately 20,000 questionnaires
returned from 50 large-, medium-, and small-sized cities
across the country. The Current Price Satisfaction index simply reflects people’s stated level of satisfaction with current
prices. The higher the index, the greater the satisfaction—
and the less those surveyed appear to be worrying about
inflation. Meanwhile, higher values of Future Price Expectation imply increasing concerns about future inflation. Thus,
insofar as higher bank lending rates lead to concerns about
overheating, we would expect a rising Banking Business Index to be accompanied by falling Current Price Satisfaction
and rising Future Price Expectation. In the analysis below,
we examine the empirical support for this proposition in
addition to testing for causal relationships between the
banking measures and stock market performance. We utilize
the complete set of available survey data from the first quarter
of 2004 though the last quarter of 2010.9

3. Data Analysis and Causality Testing Results
The sharp ups and downs in the stock market over our 2004–
2010 period, along with the accompanying movements in
the Banking Business Index, can be seen in Figure 1. The
stock market values reflect the end-of-quarter close of the
Shanghai A-share index.10 The apparent comovement of the
two series is also reflected in a high correlation coeﬃcient of
0.724 (Table 1). The Banking Business Index and Shanghai
A index each have negative correlations with Current
Price Satisfaction (−0.495 and −0.588, resp.) and positive
correlations with Future Price Expectation (0.827 and 0.577,
resp.). Insofar as banking business and share values tend
to rise together, this could well reflect higher demands for

70

6000
5000

68

4000

66

3000

64

2000

62

1000

60

0

90

7000

80

6000

70

5000

60
50

4000

40

3000

30

2000

20

A-share index

7000

Bankers’ confidence index

72

A-share index

3

1000

10

0

0
2004Q1
2004Q3
2005Q1
2005Q3
2006Q1
2006Q3
2007Q1
2007Q3
2008Q1
2008Q3
2009Q1
2009Q3
2010Q1
2010Q3

2004Q1
2004Q3
2005Q1
2005Q3
2006Q1
2006Q3
2007Q1
2007Q3
2008Q1
2008Q3
2009Q1
2009Q3
2010Q1
2010Q3

Banking business index

Economics Research International

Time

Time

Banking business index
A-share index

Bankers’ confidence index
A-share index

(a)

(b)

Figure 1: The two banking measures and the Shanghai A-share index, 2004–2010.

Table 1: Simple Correlation Coeﬃcients Between the Shanghai Market, the Banking Measures, and Inflation Expectations.
Banking Business
Index
Banking Business Index

Bankers’
Confidence

Current Price
Satisfaction

Future Price
Expectation

Shanghai A-Share
Index

1

Bankers’ Confidence

−0.185

Current Price Satisfaction

−0.495

0.233

Future Price Expectation

0.827

−0.087

−0.505

1

Shanghai A-Share Index

0.724

−0.597

−0.588

0.577

1
1
1

Note: All variables are in levels.

bank loans when asset prices are on the rise and concomitant overheating concerns are present in the economy.
Meanwhile, Bankers’ Confidence is negatively correlated with
the Shanghai A index (−0.597) and has a smaller positive
correlation with Current Price Satisfaction (0.233) and
negative correlation with Future Price Expectation (−0.087).
The tendency for Bankers’ Confidence to move inversely
with the stock market, in contrast to the Banking Business
Index, can be seen in Figures 1 and 2. It seems that bankers
are less prone to believe in normal, or steady, conditions at
times when the stock market is rising. Meanwhile, Figure 3
oﬀers further support for positive co-movement between
the Banking Business Index and Future Price Expectation.
In line with the relatively small correlation coeﬃcients seen
earlier, there is little clear-cut comovement between Bankers’
Confidence and the price measures, however. Finally,
Figure 4 oﬀers visual confirmation of a negative relationship
between the stock market and Current Price Satisfaction and
a positive relationship with Future Price Expectation. An
overall tendency for the Banking Business Index, the stock
market and Future Price Expectation to move together is
consistently indicated by the correlations and plots. Meanwhile, Bankers’ Confidence seems to move inversely to the
stock market but is not so clearly linked to the price series.

In order for formally test the significance of the relationships between the variables in question, we conduct a series
of Granger-causality tests. The data are converted into log
growth rates owing to unit roots in levels, with all series being
stationary after conversion to growth rate form.11 Causality
test results are based on Wald test statistics generated from
vector autoregressions (VARs) for each pair of variables
under a lag length of one for the quarterly data.12 The general
form of the bivariate VARs is as follows:
Δ ln (Share)t



= α1 +βΔ ln (Share)t−1 +δΔ ln Banking t−1 + ε1t ,
(1)



Δ ln Banking

t



= α2 +γΔ ln Banking t−1 +ϕΔ ln (Share)t−1 + ε2t .

Summary statistics on each data series are presented
in Table 2 and the Granger-causality test results follow in
Table 3. These results suggest that there is unidirectional
causality running from the Shanghai A index to the Banking
Business Index (at the 98% confidence level) and from
Bankers’ Confidence to the Shanghai A index (at the 98%
confidence level). Our finding that rising stock values give
rise to increased banking activity, but not the reverse,
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Figure 2: The Shanghai A-share index plotted against the two banking measures.
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Figure 3: The two banking measures against current price satisfaction and future price expectation.

would support the premise that higher bank lending is itself
driven by more buoyant market conditions—as opposed to
being the actual cause of a surging market. Meanwhile, the
suggested (negative) causal eﬀect of Bankers’ Confidence on
the Shanghai A market implies that more widespread belief
in normal or stable conditions is negative for the market—
which would indeed generally be expected to benefit from
more exuberant expectations.
Although there are no significant causal relationships
between Current Price Satisfaction and the Banking Business
Index, Future Price Expectation has a positive causal eﬀect
on the Banking Business Index that is significant at the 99%
confidence level. The direction of this eﬀect is consistent
with the signs of the simple correlation coeﬃcients laid out
in Table 1. Higher Shanghai A index levels were themselves

seen to be strongly positively correlated with Future Price
Expectation (and also negatively correlated with Current
Price Satisfaction) in Table 1. The relationships with the
Banking Business Index appear to be strictly a one-way street,
however, with banking business seemingly receiving a boost
when share prices and inflation expectations are on the rise
but having no detectable causal role in fueling such developments. Although it is not obvious that banking business
would be boosted by inflation per se, higher demands for
bank loans could be explained by the surging asset prices that
accompany these overheating concerns as borrowers seek
to take advantage of the more buoyant market conditions.
Meanwhile, significant (negative) one-way causality running
from the Shanghai A index to Current Price Satisfaction
suggests that stock market booms may add to inflation
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Table 2: Summary statistics for the Shanghai index and survey data.
(a) All variables in levels

Variables
Banking Business Index
Bankers’ Confidence
Current Price Satisfaction
Future Price Expectation
Shanghai A-Share Index

Number of observations
28
28
28
28
28

Mean
67.39
53.63
35.97
67.52
2559.36

Standard deviation
1.88
18.50
9.42
7.22
1220.96

Minimum
63.80
21.00
13.80
53.05
1135.12

Maximum
70.70
82.40
51.45
81.70
5827.66

Minimum
−0.045
−0.558
−0.462
−0.233
−0.416

Maximum
0.037
0.446
0.146
0.181
0.425

(b) All variables converted to log growth rates

Variable
Banking Business Index
Bankers’ Confidence
Current Price Satisfaction
Future Price Expectation
Shanghai A-Share Index

Number of observations
27
27
27
27
27

Mean
0.002
0.0003
−0.049
0.010
0.018

Standard deviation
0.019
0.276
0.136
0.094
0.204

Table 3: Causal relationships between the banking measures, inflation expectations, and the Shanghai A-index.
Causal Relationship
Banking Business → Shanghai A
Shanghai A → Banking Business
Bankers’ Confidence → Shanghai A
Shanghai A → Bankers’ Confidence
Current Price Satisfaction → Banking Business
Banking Business → Current Price Satisfaction
Future Price Expectation → Banking Business
Banking Business → Future Price Expectation
Current Price Satisfaction → Banker’s Confidence
Banker’s Confidence → Current Price Satisfaction
Future Price Expectation → Banker’s Confidence
Banker’s Confidence → Future Price Expectation
Current Price Satisfaction → Shanghai A
Shanghai A → Current Price Satisfaction
Future Price Expectation → Shanghai A
Shanghai A → Future Price Expectation

Coeﬃcient Sum
−0.023
0.041
−0.311
−0.230
−0.050
−0.239
0.149
−1.104
−0.644
0.060
0.740
−0.062
0.424
−0.299
0.000
0.117

Chi-Squared Statistic
0.937
5.387
6.516
0.814
2.214
0.026
16.815
0.951
1.880
0.375
1.761
0.846
1.593
6.127
0.000
1.588

Number of Lags
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1

Confidence Level
66%
98%
98%
63%
86%
13%
99%
67%
83%
45%
81%
64%
79%
98%
0%
79%

Note: The above statistics reflect Wald tests for Granger-causality based upon VARs estimated with one lag on each variable (all of which are in log growth
rate form); relationships significant at the 90% confidence level or higher are depicted in bold print.

concerns but are not driven by them. Finally, there is no
evidence of any significant causal relationships between the
price series and Bankers’ Confidence.

4. Conclusions
People’s Bank survey data on banking activity, and inflation
expectations support a causal relationship between inflation
expectations, banking activity and the stock market during
2004–2010. The results imply that fears of inflation amidst
surging bank lending and share prices are not just a
figment of the 2009 experience but hold also over the
sample period as a whole. While there is evidence of direct
causal relationships between banking activity, inflationary

pressures, and the stock market, the banking indicator
seems to be driven by stock market moves and concomitant
inflation concerns, rather than being the actual cause of any
overheating that takes place. This leaves open the question of
whether heightened bank lending is more a symptom than
a cause of inflationary pressures in the economy, with the
stock market seemingly moving before the banks. Finally,
there is some support for a negative relationship between
banker confidence and stock market strength. In general,
stock market strength in China seems to be accompanied by
rising inflationary concerns, increased bank lending activity,
and reduced banker confidence that stable conditions will
be maintained. This would seem to oﬀer at least some
justification for the People’s Bank continuing to pay attention
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Figure 4: The Shanghai A-share index plotted against current price
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to the stock market in determining its monetary policy stance
and suggests that the Shanghai index might actually serve as
a useful indicator variable in China.13
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Endnotes
1. See “Expert warns more than RMB 1 trillion in new
loans made their way to the stock market” (2009),
July 6 [http://www.stnn.cc/chinafin/200907/t20090706
1058324 2.html] (in Chinese).
2. One reporter found that 28 of 30 business owners
surveyed were engaging in such practices in mid-2009,
typically taking out the loans solely because of the
opportunity to play the market with the proceeds [9].
3. While no precise definition of “normal” is provided in
the People’s Bank survey materials, it implies a belief
in stable operating conditions. Regular commentary on
the two series is provided, in Chinese, in the “survey
and statistics” section of the People’s Bank website
(http://test.pbc.gov.cn/publish/diaochatongjisi/193/
index.html).
4. For analysis of recent trends in Chinese bank balance
sheets, and the relative position of the SOCBs, see,
e.g., Lu et al. [10], Yao et al. [11], Cheng [12], Jia [13],
Matthews et al. [14], Jiang and Yao [15], Luo and Yao

7. The A-share market for local investors is far more
liquid than the separate B-share market for foreign
investors and is the bellwether stock index for mainland
China. For more details on the evolution of China’s
financial markets, and the diﬀerent share classes, see,
for example, Wong [22], Chan et al. [23], and Burdekin
([5], chapter 8). Rising market sentiment helped trigger
a drawdown of savings accounts as local investors were
increasingly drawn to the stock market [24, 25].
8. CCB and ICBC retained their top positions through the
end of the year 2010 with BOC and ABC following in
sixth and eighth place, respectively.
9. The banking survey series were subsequently reconfigured at the beginning of 2011.
10. The stock exchange data are drawn from the Global
Financial database (http://www.globalfinancialdata
.com/) and all other data are available from the People’s
Bank of China website (http://www.pbc.gov.cn/).
11. As an alternative to the end-of-quarter values for the
Shanghai A index we considered quarterly averages. This
had very little impact on the findings and led to no
change in our inferences, but had the drawback of remaining nonstationary even after being converted into
log growth rate form.
12. Although limited by the length of the available quarterly
dataset, this parsimonious specification at least allows us
to maintain 22 degrees of freedom for the causality testing. Allowing for longer lag lengths up to a maximum
of four produced only two instances where the AIC
criterion selected a lag length greater than one. The only
eﬀect such longer lag lengths had on the inferences was a
suggested additional causal eﬀect running from Current
Price Satisfaction to the Shanghai A index under a lag
length of four. We put less stock in this result as experimentation showed it to emerge only under this specific
lag order and also because of the highly limited degrees
of freedom when four lags are included in the VAR.
13. Zhao and Gao [26] advocate an even more widespread
adoption of this approach encompassing housing prices
as well as share prices.
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