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Can Digital Transformation of Banks Alleviate Bank Liquidity Hoarding?

XIANG Houjun' GAO Pengfei’
(1. Guangdong University of Finance,Guangzhou,China;

2. Xi’an Jiaotong University, Xi'an,China)

Abstract: Based on the long-standing phenomenon of liquidity hoarding in the banking system and the rapid de-
velopment of banks’ digital transformation, this paper provides a detailed analysis of how digital transformation of
banks affects bank liquidity hoarding. On this basis, using unbalanced panel data of 126 commercial banks in China
from 2011 to 2021, this paper empirically demonstrates that banks’ digital transformation has reduced the level of bank
liquidity hoarding, which remains robust after dealing with the endogeneity problem. Mechanism analysis reveals that
banks’ digital transformation reduces the level of liquidity hoarding by enhancing information transparency and reduc-
ing the operating costs of credit business. Heterogeneity analysis shows that the negative impact of banks’ digital
transformation on liquidity hoarding is more evident in smaller banks. We also find the mitigation effect of banks’ dig-
ital transformation is monotonously increasing with the increase of liquidity hoarding. This paper provides a valuable
reference for evaluating the benefits of banks’ digital transformation, alleviating the poor transmission of monetary
policy, and promoting the efficiency of the bank industry in supporting the real economy.

Keywords: Digital Transformation of Banks; Bank Liquidity Hoarding; Information Transparency; Bank Hetero-

geneity
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