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May Bank Capital Replenishment Help Regulate the Supply of Loans?
Sun Guofeng' and Luan Xi*

1.The People’s Bank of China; 2.Institute of World Economics and Politics  Chinese Academy of Social Sciences
Summary: This paper examines the impact of bank Tier 1 capital replenishment on the supply of bank loans. The
model demonstrates that capital replenishment generally drives banks to increase loan supply, and the moderating effect on
loan supply depends on two factors: banks” capital adjustment costs and banks” own characteristics. The cost of capital
adjustment is related to the capital instrument threshold, and the bank’s own characteristics are mainly the non-performing
loan ratio; if the capital instrument threshold is too high or the non—performing loan ratio is high, banks” capital replenishment
may not increase loan supply. This paper builds a GMM model and a fixed—effect model based on the data from 151 domestic
commercial banks from 2013 to 2019, and the empirical results show the following findings: bank Tier 1 capital replenishment
has a significant positive effect on loan growth, but different capital instruments have different effects on loan growth. Tier
1 capital instruments with lower threshold such as perpetual bonds have a stronger positive effect on loan expansion, while the
impact of public shares issuance on loan expansion is not significant. The effect of Tier 1 capital instruments on loan
expansion growth is stronger for “good banks”  while high NPL ratios and low capital adequacy ratios reduce the contribution of
capital replenishment to loan growth. Large state—owned banks and small and medium-sized banks can effectively increase loan
size by replenishing Tier 1 capital, but the effect of Tier 1 capital replenishment on loan size is insignificant for joint-stock banks.
The conclusion is that central bank’s regulation of capital constraints on banks can be used as a monetary policy tool.
Keywords: Bank Capital; Capital Replenishment; Capital Instruments; Loan Supply
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