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The Impact of Commercial Bank Digitization on Credit Risk

—An Analysis from the Perspective of Bank Credit Behavior

Huang Fangliang' Wang Jingxian' Ma Yichuan®
(1. School of Finance, Shandong University of Finance and Economics, Jinan 250014, P.R.China;
2. Investment Banking Department, Minsheng Securities Co. Ltd., Shanghai 201109, P.R.China)

Abstract: Digitization brings significant challenges to the credit risk management of commercial
banks while providing development opportunities for the banking industry. This research focuses on
two main issues: Whether digitization of commercial banks will affect their credit risk preferences,
and what level of digitization is needed to effectively manage credit risks. Using loan data from 186
commercial banks from 2011 to 2021 and the China Commercial Bank Digital Transformation Index
by Peking University, this research analyzes the relationship and impact mechanism between
digitization of commercial banks and credit risk from the perspectives of credit risk preferences and
post credit risk management.

The results show that digitization of commercial banks has shifted credit risk preferences
towards high-risk projects, increasing banks’ willingness to proactively take on risks. However,
there is an inverted “U” -shaped relationship between the digitization of commercial banks and post
credit risk, which means that the digitization level of commercial banks can only effectively reduce
credit risk when it reaches the threshold of 109. 56. The inverted “U” -shaped relationship between
the two is due to the non-linear mediating effect between digitization and operational efficiency of
commercial banks, which means that digitization in the early stage of commercial banks will reduce
operational efficiency and increase credit risk. In the next stage, digitization of commercial banks
may improve operational efficiency and reduce credit risks.

The analysis of the impact of the different characteristics of commercial banks digitization on
credit risk shows that the current shift of credit risk preference towards high-risk projects occurs in
the strategic and management digitization of banks, and the business digitization of banks has not yet
extended to high-risk projects. Meanwhile, the role of strategic digitization and business digitization
for preventing and controlling post credit risks is not significant. Only when the level of management
digitization reaches the threshold of 118, can credit risks be effectively prevented and controlled.
Digitization of commercial banks with higher capital adequacy ratios are more adventurous towards
high-risk projects, and their ability to manage post credit risks is stronger when their digital level
reaches the threshold of 73. 4.

The above conclusions suggest that commercial banks should prepare a long-term plan for
promoting digital transformation and make deep integration of digitization in aspects of their strategy,
management, and business. In the stage of digital transformation, commercial banks should shift
their focus more to the post credit risk management, and comprehensively improve their risk control,
marketing, and technology systems. This will help commercial banks maintain steady development
in the digital age and effectively respond to the challenges of credit risk.

Keywords: Commercial banks digitization; Credit risk; Risk preference; Operating efficiency; Risk

control
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