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Monetary Policy, Leverage and Commercial Bank Performance

LI Xue, HU Meng-fei

(Institute of Finance, Capital University of Economics and Business, Beijing, China)

Abstract: Based on the unbalanced panel data of 214 commercial banks in China from 2005 to
2019, this paper reveals the impact of changes in monetary policy on commercial bank perform-
ance within the policy cycle, and focuses on the mediating effect of leverage ratio in the process.
The results show that : (1) Monetary policy has a counter-cyclical effect on the performance of
commercial banks, which is more sensitive to price-based monetary policy. (2) Under loose mo-
netary policy, both the capital adequacy ratio in commercial banks and interbank leverage ratio
show a downward trend. (3) Leverage ratio acts as a mediator in the process of monetary policy
impacting commercial bank performance. The grouping study shows that channel effect is more
significant in groups of low leverage, small-scale and listed banks.

Key words: monetary policy; commercial bank performance; inter-bank leverage; mediation

effect
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