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Abstract 

 
This paper tests the impact of risk and competition on efficiency in the Chinese banking 
industry over the period 2003-2013. Comprehensive types of risk-taking behaviour are 
considered including credit risk, liquidity risk, capital risk, and insolvency risk. Competition is 
measured by the Lerner index. The results are cross-checked using an alternative econometric 
technique as well as an alternative competition indicator. The findings show that the technical 
and pure technical efficiencies of Chinese commercial banks are significantly and negatively 
affected by liquidity risk. They further show that greater competition precedes declines in 
technical and pure technical efficiencies of Chinese commercial banks. The results suggest that 
Chinese bank efficiency is significantly affected by bank diversification, banking sector 
development, stock market development, inflation and GDP growth rate. The findings also 
indicate that, compared to state-owned commercial banks, joint-stock commercial banks and 
city commercial banks have lower technical and pure technical efficiencies. 
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