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Economic Analysis 

China’s banking regulator redefined the loan-to-
deposit ratio (LDR) to spur lending 
Le Xia 

On June 30th, the China Banking Regulation Committee (CBRC) announced a revision to the calculation 

method for banks’ regulatory loan-to-deposit ratio (LDR). The new calculation method, effective from July 

1st, is expected to stimulate banking lending to the real economy, in particular to small-and-medium-sized-

enterprises (SMEs). Moreover, the new calculation method reflects the authorities’ resolution to push forward 

interest rate liberalization and open the banking sector to foreign capital.  

Why did regulators need to redefine the LDR? 

The LDR used to be defined as a bank’s total loans to its total deposits, in which only a few items could be 

deducted from the numerator (total loans), including some loans to the agricultural sector. According to 

China’s Commercial Bank Law, a 75% upper limit of the LDR is stipulated for the purpose of risk 

management. Although the upper limit played an important role in preventing excessive credit growth, some 

fundamental changes in the macroeconomic environment have indeed rendered it obsolete. First of all, 

China’s current account surplus and capital inflows have significantly slowed amid a notable moderation of 

the region’s growth. This leads to a slower pace of deposit growth in the banking sector, which has 

effectively pushed many banks’ LDRs close to the upper limit (Figure 1 and 2), constraining their capability to  

lend despite the authorities are seeking to boost credit supply to support growth. The only way to relax the 

binding constraint on bank’s lending in order to circumvent the Commercial Bank Law was to introduce a 

revision to the LDR’s calculation method.  

Figure 1 

The 75% upper limit of LDR has put a binding 

constraint on banks’ lending  

Figure 2 

The upward pressure on banks’ LDR stems from 

the slowed pace of capital inflows 
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What’s in the new calculation method?  

Under the new calculation method, three additional items can be deducted from the LDR’s numerator (total 

loans), including: (i) loans financed by bond issuance with a maturity beyond one year and without 

prepayment clause; (ii) SME loans financed by the central banks’ refinancing program; and (iii) loans 

financed by international financial institutions and foreign governments. Additionally, two items will be added 

to the denominator (total deposits): (i) negotiable CDs issued by banks to corporates and individuals; and (ii) 

net deposits from foreign parent banks, which is only applicable to foreign banks incorporated in China. 

Several points are noteworthy. First, the revision of the LDR calculation method will encourage banks’ 

lending to their SME customers, which is consistent with the authorities’ policy stance revealed by two 

targeted cuts in banks’ reserve requirement ratio (RRR) in April and June. (See our previous China Flash) 

Second, the new LDR definition takes into account the stability of fund sources (for example, the loans 

financed by bond issuance can be deducted from the numerator), which bears great resemblance to some 

regulatory liquidity indicators under the Basel III framework, such as the net stable funding ratio and liquidity 

coverage ratio. Given that China will start to implement the Basel III regulatory framework in 2016, it is very 

likely that the traditional LDR ratio will be replaced by these new regulatory liquidity indicators. Third, so far 

there have been no negotiable CDs being issued to corporate or individuals; however the new revision has 

permitted these CDs to be included in the calculation method for the LDR. It conveys a clear message that 

the issuance of these CDs is soon to be expected, which many perceive is an important step towards a fully 

liberalized interest rate system (see our Banking Watch on financial liberalization). Finally, the new LDR 

calculation can also benefit local incorporated foreign banks by including net deposits from their parent 

banks in the denominator. However, this will not affect the RMB LDR of foreign banks because net deposits 

from their parent banks are generally denominated in foreign currencies.  

https://www.bbvaresearch.com/wp-content/uploads/pdf/1725_28516.pdf
https://www.bbvaresearch.com/wp-content/uploads/2014/05/China-Banking-Watch-05272014.pdf
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DISCLAIMER 

This document has been prepared by BBVA Research Department, it is provided for information purposes only and 

expresses data, opinions or estimations regarding the date of issue of the report, prepared by BBVA or obtained from or 

based on sources we consider to be reliable, and have not been independently verified by BBVA. Therefore, BBVA offers 

no warranty, either express or implicit, regarding its accuracy, integrity or correctness. 

Estimations this document may contain have been undertaken according to generally accepted methodologies and 

should be considered as forecasts or projections. Results obtained in the past, either positive or negative, are no 

guarantee of future performance. 

This document and its contents are subject to changes without prior notice depending on variables such as the economic 

context or market fluctuations. BBVA is not responsible for updating these contents or for giving notice of such changes. 

BBVA accepts no liability for any loss, direct or indirect, that may result from the use of this document or its contents. 

This document and its contents do not constitute an offer, invitation or solicitation to purchase, divest or enter into any 

interest in financial assets or instruments. Neither shall this document nor its contents form the basis of any contract, 

commitment or decision of any kind.  

In regard to investment in financial assets related to economic variables this document may cover, readers should be 

aware that under no circumstances should they base their investment decisions in the information contained in this 

document. Those persons or entities offering investment products to these potential investors are legally required to 

provide the information needed for them to take an appropriate investment decision. 

The content of this document is protected by intellectual property laws. It is forbidden its reproduction, transformation, 

distribution, public communication, making available, extraction, reuse, forwarding or use of any nature by any means or 

process, except in cases where it is legally permitted or expressly authorized by BBVA. 

 


