
 

 

 
11 April 2011 
 
The Chief Executive 
All Authorized Institutions 
 
 
Dear Sir/Madam, 
 
Credit Growth 
 
I am writing to you in connection with the very rapid growth of loans granted by 
authorized institutions (AIs).  As you are aware, the total loans grew by 29% or 
HK$940 billion in 2010 with the primary drivers being strong demand for credit in 
respect of property lending (up by 19% or HK$258 billion) and non-bank Mainland 
China exposures (NBMCE) (up by 47% or HK$440 billion, mostly in US dollars).  
 
On property lending, the Hong Kong Monetary Authority (HKMA) has remained 
vigilant of the risk that a credit-fuelled property bubble may pose to banking and 
financial stability in Hong Kong and has, since October 2009, introduced three rounds 
of macroprudential measures to tighten the underwriting standards of mortgage 
lending.  The HKMA will continue to monitor market developments closely and, if 
necessary, introduce further measures to strengthen the risk management of AIs in 
respect of property lending. 
 
On NBMCE, the information we have obtained from AIs so far suggests that the vast 
majority of NBMCE borrowers were large state-owned enterprises, red-chip 
companies or their subsidiaries, or companies owned by provincial or municipal 
governments on the Mainland.  Of the HK$440 billion growth in NBMCE in 2010, it 
is estimated that about 60% of the total were either fully collateralised by bank 
deposits on the Mainland or backed by guarantees by major Mainland banks.  Of the 
remaining 40%, some of the loans granted by AIs were collateralised albeit in 
different forms.  Our on-site examinations of AIs so far have not revealed any 
material dilution of the normal and prudent underwriting standards.   
 
Notwithstanding the above, it is clear that the same rapid pace of credit growth is 
unsustainable. The banking industry's Hong Kong dollar loan-to-deposit (L/D) ratio 
increased from 71% to 78% within 2010.  At the same time, the very strong demand 
for US dollar credit had led the L/D ratio for US dollar to rise sharply from 32% to 
54% in 2010.  According to the figures for January and February this year, total bank 
loans continued to grow robustly at an annualised rate of 26%, with the Hong Kong 
dollar and US dollar L/D ratios rising further to 81% and 59% respectively.  Should 
the current trend continue for much longer, it will inevitably lead to pressure on 



  

 

funding, liquidity and concentration, as well as concerns about possible lowering of 
credit underwriting standards.  
 
In view of the above, it is necessary for the HKMA to step up its monitoring of AIs’ 
business plans and funding strategies for the rest of this year.  My colleagues will 
discuss these plans and strategies with AIs individually, with particular emphasis on 
their targeted loan and deposit growth, L/D ratios and other relevant risk indicators.  
In this regard, you are required to reassess your business plan and funding strategies 
for the remainder of 2011 and submit them to the HKMA for review by 30 April.  
We will then revert to you as soon as possible with our feedbacks.  We will 
separately forward very shortly to your institution a template for this purpose. 
 
Should you have any questions on the above, please get in touch with your usual 
contacts at the HKMA.   
 
 
Yours faithfully, 
 
 
 
  
Norman T.L. Chan 
Chief Executive 


