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Abstract: With financial innovations, the asset and liability linkages between financial institutions have
become more complex. Financial institutions in the modern financial system are no longer isolated, rather with
an interconnected financial network. Analyzing the interconnectedness and risk contagion between financial
institutions from the perspective of financial networks has become a hot topic in financial risk research. This
paper reviews related studies on the risk contagion of financial networks, the structure of financial networks,
the formation of financial networks, and the optimal network structure etc. In summery, financial network does
diversify the risk taken by individual institutes, meanwhile amplifies the systemic risk by creating contagion
channels among the system. The asset liability linkage is the main channel of financial contagion, which structure
determines the level of financial stability. We analyze and compare the network on structural characteristics,
contagion mechanism, and its assessing method. Finally, we propose further analysis could focus on the contagion
mechanism, unified measurement, and improvement on balance sheet information.
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