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Research about Capital Regulation, Monetary Policy and Commercial Bank’s Efficiency
LUO Xiao-wei, LIU Zhao
(School of Finance and Economics of Xi’ an Jiaotong University, Xi’ an, Shaanxi, 710061, China)

Abstract; From the 1990s, China’s central government carried out a series of fruitful reforms to state-owned
commercial banks, especially the implementation of the shareholding system reform at the beginning of the 21st cen-
tury, this forcefully promoted the development of Chinese commercial banks. In addition, since joined in the Basel
accords, China’s government for financial sector regulation also gradually entered to guard against financial risk as
the core of prudential regulation stage, so the people’s bank of China and the China banking regulatory commission
have strengthened prudential regulation to the non-performing loans, capital adequacy and risk assets of commercial
banks, which made the governance efficiency and risk prevention capacity of Chinese commercial banks had re-
ceived a significant boost. It could be said that the commercial bank system has basically walked on the positive de-
velopment orbit. At this time, a question naturally floated in our minds; whether did commercial bank reform by
means of reducing non-performing loans, and improving the capital adequacy ratio significantly improved the effi-
ciency of Chinese commercial Banks? Meanwhile, how intensity did the effect of continuously improving deposit re-
serve rate for commercial Banks in China since 2003 year?

Whereupon, on the basis of extending Kopecky & Vanhoose (2004 b) model by dividing three kinds of situa-
tions, this paper constructed a dual commercial Banks profit function model, and analyzed the endogenous influ-
ence mechanism of non-performing loan ratio, capital adequacy ratio and reserve requirements to the efficiency of
commercial banks. Then, it used 18 commercial banks of China related data in 2002-2013 year to measured the av-
erages of cost efficiency, profit efficiency and technical efficiency of commercial banks, and found cost efficiency,
profit efficiency and technical efficiency of commercial banks had presented a ascending trend in 2002-2013 year.
Finally, the article, through the numerical fitting, had carried on a empirical test to obtained proposition. The re-
search results indicated that there was negative correlation between non-performing loans ratio and commercial
banks’ cost efficiency, profit efficiency and technical efficiency, and that the impact between capital adequacy rati-
o and reserve requirements to commercial banks’ cost efficiency, profit efficiency and technical efficiency was non-
linear. At the same time, there was a difference between three factors ( namely non-performing loans ratio, capital
adequacy ratio and reserve requirements) to the influence path of commercial bank efficiency. Moreover, reserve
requirements could promote the efficiency of commercial banks at a low level, but its marginal effect was decreasing
along with the improvement of reserve requirements in empirical analysis. Especially when exceeded a certain lev-
el, it might reduce commercial bank’ s efficiency (cost efficiency and profit efficiency).

Of course, the research conclusion of this article could provide following suggestions: (1) Through consumma-
ting credit supervision mechanism, establishing clear Loans and recycling responsibility system, it efficiently con-
trolled the level of non-performing loans, and improved the efficiency of commercial banks in order to prevent banking
business risks. (2) Due to the influence between capital adequacy ratio and efficiency of commercial banks is nonlin-
ear, and according to the results of the empirical research, the cost efficiency and profit efficiency of commercial
banks attained an extreme level at 12% of the capital adequacy ratio, so the capital regulation policy for commercial
banks should pay more attention to the rational use. (3) Because there are differences between the effect paths of
non-performing loan ratio, capital adequacy ratio and reserve requirements to commercial banks efficiency, therefore it
should be careful in the operation of these policies and pay attention to master the potency dimension of various policies.

Key Words: capital regulation; monetary policy; commercial bank’s efficiency
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