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Competition Level of Banking Industry in China and Its
Procyclicality: Reconsideration Based on Lerner Index

LI Guo-dong', HUI Heng-yu’, XIAO Jun-ji'

(1. School of Economics, Shanghai University of Finance & Economics
Shanghai 200433, China ;2. Protiviti Shanghai Co. Ltd, Shanghai 200031, China)

Abstract: The right judgment of competition level of banking industry
in China and its features is essential for China’s financial reform and finan-
cial safety. The paper makes a study on competition level of banking indus-
try in China from 1994 to 2006 through the new industry organization theo-
ry. The results show that competition level of banking industry in China is
higher from 1994 to 1997 and then declines until China’s entry into WTO.
But the competition level has an obvious trend to go up after China’s ente-
ring WTO. Therefore, the market competition level of banking industry is
featured by significant procyclicality. China should pay close attention to the
procyclicality of credit competition in order to ensure the economic stability.

Key words: banking industry in China; market competition level; Lern-
er index; procyclicality
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