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The Impact on the Bond Market from Bank Asset Allocation Shifts
WANG Yan NIU Kai SUN Yuhan
(Financial Markets Department, Bank of China Shanghai Headquarters)
Abstract This paper examines how bank asset allocation shifts affect the Chinese bond market. It uncovers
the transmission channels and quantitative effects by analyzing the balance-sheet items of listed commercial
banks and integrating bank behavior analysis with empirical tests. Bond allocation preferences are shaped by
debt cost and liability stability on the structural side, along with a dynamic balance between credit extension and
financial investment on the asset side. Firstly, bank credit supply tends to be procyclical, while bond investment is
countercyclical—both influenced by the economic cycle and regulatory constraints. Secondly, bank heterogeneity is
pronounced. Large state-owned and joint-stock banks primarily affect the market via FVOCI holdings, while city and
rural commercial banks rely on both FVOCI and FVTPL holdings, with differing preferences by bond type. Thirdly,
short-term household loans lead bond yield movements by 2—4 months, while the impact of medium- to long-term
loans peaks at 8—12 months. Based on these findings, the paper offers policy recommendations including optimizing
asset allocation, improving internal funds transfer pricing (FTP) mechanisms, and strengthening risk management
frameworks. This supports both sound bank operations and bond market stability.
Keywords Bank Asset Allocation, Bond Market, Balance Sheet, Bond Investment Strategy, Internal Funds Transfer
Pricing
JEL Classification G21 GI12 E44
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