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Can the Establishment of Wealth Management Subsidiaries Isolate the Risks of Commercial Banks?

WANG Nianyong WU Wanke ZHOU Xianping
(School of Finance s, Zhongnan University of Economics and Law, Wuhan 430073, China)

Abstract: This paper, by using the difference-in-difference model (DID), examines the impact of
Wealth Management Subsidiary (WMS) establishment on the risk-isolation of commercial banks
based on the 2018—2021 quarter data of 84 banks. The results show that the establishment of WMS
significantly reduces the risk-taking level of parent commercial banks, this risk-isolation effect in-
creases over time. Besides, heterogeneity analysis reveals that the risk-isolation effect is the weakest
in the urban and rural commercial banks, and is transmitted primarily via de-nesting and fund-pool-
removing channels. Further analysis by incorporating the parent bank's balance sheet with its
WMS's indicates that establishing WMS is helpful for risk-isolation but doesn’t reduce the overall
risks taken by the banking holding group. These findings have important implications for improving
internal risk control and external supervision of commercial banks.

Key words: Commercial Bank; Wealth Management Subsidiary ( WMS); Risk-isolation; Risk-

taking; External Supervision
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