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Valuation Stampede and Systemic Financial Risk Prevention——Based on
Forward-looking Solvency Contagion Model

FAN Xiao—yun, SHI Pan, WANG Bo
(School of Finance, Nankai University, Tianjin 300350, China)

Abstract: Contagion is an important feature of systemic risk. It is important to study financial risk ex-—ante
contagion based on Chinese financial practice for improving the system of preventing systemic risk and guarding
against systemic financial risk. In this paper, the solvency contagion risk in China’s banking system is studied
using the network model with ex—ante uncertainty, and the collapse mechanism of the banking system is analyzed.
What’s more, the evolution of systemic risk in China in recent years is also evaluated. We find bankruptcy is not
a necessary condition for loss contagion. Banks’ expectations for the counterparties’ defaults in the future sometimes
will lead to losses today. The revaluation for counterparties has network effects which will lead to valuation
stampede and the collapse of banking system when the external shock is large. Systemic risk is mainly influenced
by interbank connectedness. Since 2016, systemic risk in China has been reduced as financial regulation was
strengthened. The vulnerability of banks is related to interbank leverage, and the systemic importance of banks is
related to the size of their interbank assets. Finally, we suggest that regulators should ask banks to formulate
recovery and resolution planning to stabilize market expectations and prevent valuation stampede. At the same time,
regulators should also strengthen the supervision of interbank innovation and control interbank business within a
reasonable range. Also, they should improve the framework for bail—out and policy intervention and make policy
intervention more scientific.
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