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The Formation Mechanism of Financial System
Operation and Systemic Financial Risk

WU Longlong
(' School of Finance Nanjing Audit University Nanjing Jiangsu 211815 China)

Abstract: Systemic financial risk comes from the vertical accumulation and transverse conduction of risk
caused by excessive complementation substitution coordination and competition in functions of different financial
institutions in the process of financial system operation. This kind of excessive complementation substitution coordi—
nation and competition is due to the imbalance in the reward structure between finance and substantial economy the
financial institutions’ demand of universal operation under the restriction of fragmented banking system the lack of
patient capital and the strong speculation in the capital market. In order to keep the bottom line of no systemic fi—
nancial risk we must strengthen financial supervision and govern financial chaos at the same time optimize the en—
vironment of the financial system operation by balancing the reward structure between finance and substantial econo—
my cautiously promoting universal financial operation pattern and cultivating patient capital.
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