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THE SHOCKS IN THE INTERBANK MARKET:
AN ANALYSIS OF CHINA AND THE US

1. Introduction

Systemic risk is a risk of disruptions in the provision of key financial services
that can induce serious consequences for a real economy (IMF 2009). It is an
extreme risk. The recent global financial crisis had a huge impact on financial
systems and the real economy. During the crisis, there were bank failures in
the United States, European Union, and elsewhere. Countries like Iceland and
Greece even faced the threat of state bankruptcy. The assessment and disposal
of contagion risk has become a hot topic among regulators, such as the Basel
Committee on Banking Supervision (BCBS), Financial Stability Board (FSB),
World Bank, International Monetary Fund (IMF), as well as academics and

practitioners.

'The interbank market is viewed as an important channel through which the
distress of one bank can spread to other banks, and then to the financial
system quickly (Adrian and Shin, 2008; Memmel et al., 2012; Tiana et al.,
2013). Interbank contagion is likely to result in systemic risk. The contagion
effect also looks like a domino effect, where the failure of a bank results in the
failure of other banks even if the latter are not directly affected by the initial

shock (Upper and Worms, 2004).

As contagion risk stands out in the financial market since the latest financial

crisis, we try to understand how it spreads among the financial institutions



