Country: Thailand

Country Overview

Overview of the Thai Banking Industry
To begin with, the overall structure of the Thai financial sector is mainly consisted of the Bank of Thailand (BOT), governed by the Ministry of Finance, whose duties are to maintain financial stability of the economic system and to supervise financial institutions – commercial banks, finance companies, credit foncier companies, and non-bank such as credit card and other non-collateralized loan activities. Other key regulators within the Thai financial realm are the Securities and Exchange Commission, the Ministry of Finance, The Office of Insurance Commission, and the Ministry of Agriculture and Cooperatives. However, the scope of this report would only include the banking sector.

History and Past Legislation of the Thai Banking Industry

The Thai banking industry went through a financial liberalization in the early 1990s by accepting the International Monetary Fund’s Articles of Agreement along with deregulating measures in the financial system. In order to correspond with the worldwide financial trend and to support the rapid growth of the Thai economy, in 1993, the Thai government has established the Bangkok International Banking Facility (BIBF) to facilitate the flow of foreign capital into Thailand. 
However, the Asian financial crisis in 1997 caused a deep impact on the Thai financial system as foreign investors had withdrawn their investments out of Thailand, which resulted in the devaluation of the Thai Baht and the sharp increase in the non-performing loans (NPLs) in the banking industry caused by the convenient access to capital both overseas (foreign currency nominated debt) and domestic (Thai Baht nominated debt). Consequently, the BOT has been taking cautious steps in terms of controlling the movement of capital in and out of the country, and setting monetary policies. 
Several years after the Asian financial turmoil that took place in 1997, the Thai banking sector witnessed the first growth in 2002 due to the expansion of credits to the private sector under stricter supervision from both the commercial and the state-owned banks. As of 1997, 2002 and 2008, the sizes of the total liquid assets in the Thai banking sector were 471.7 billion Baht, 1.43 trillion Baht, and 1.58 trillion Baht respectively. While the total liquid assets of the Thai banking industry had been on an incline, the ratio of the total liquid assets of the domestic to foreign banks were 2.8 times in 1997, 22.3 times in 2002, and 5.99 times in 2008. The reason behind the tremendous increase in 2002 was the sharp reduction in deposits and eligible securities on the foreign banks’ side contrast to the spike of those items for the domestic banks. In 2008, the market shares for deposit between domestic and foreign banks in Thailand were 91.43 percent and 8.57 percent respectively. 
To rationalize the disproportionate ratio of deposits, most Thai citizen prefer to bank with the local financial institutions than putting their money with the foreign banks. The reason is straightforward in this case as certain local banks, i.e. Siam Commercial Bank, Thai Farmers Bank, and Bangkok Bank, have established long-lasting relationships with and have ensured safety of deposits to their customers and the general public, and to deposit money in local banks means to support Thai businesses. Nevertheless, these Thai banks are still developing and creating new services and improving processes in order to keep pace with competition from overseas banks. 
Major Thai Banks and Shareholder structures 

Within the industry, there are seven major local banks, which are competing for businesses. Among them are Bangkok Bank PCL (Public Company Limited); Krung Thai Bank PCL; Kasikornbank PCL; Siam Commercial Bank PCL; Bank of Ayudhya PCL; Thai Military Bank (TMB) PCL; and Siam City Bank PCL accordingly regarding to the total number of branches throughout the country. 
The shareholder structures of domestic banks vary among themselves. For Bangkok Bank, the major shareholder is the Stock Exchange of Thailand or SET (12 percent), and the THAI NVDR Co., Ltd. (10 percent), which created by the SET and stands for non-voting depository receipts where investors both Thai and foreigners can invest in by compromising the voting rights. The rest of the equity shares are held minutely by various local and domestic investment firms. 
Regarding Krung Thai Bank, the majority shareholder of 55.31 percent is the Financial Institutions Development Fund (FIDF), which is managed by the BOT as a special fund used to provide liquidity, manage assets, and accelerate debt collection should the financial crisis happens. The next shareholder is the THAI NVDR at 3.75 percent. Other minority shareholders are consisted of domestic and foreign investment firms.
The majority shareholders of Kasikornbank (Thai Farmers Bank) are the THAI NVDR at 10 percent, State Street Bank and Trust Co. at 6 percent, and Chase Nominee Ltd. 42 at 4.3 percent. Other minority shareholders are consisted of domestic and foreign investment firms.
According to the Siam Commercial Bank’s shareholder structure, the Crown Property Bureau – a juristic person used to manage the royal family’s wealth – holds 23.7 percent followed by the Ministry of Finance whose ownership in the bank is 18.5 percent. Other minority shareholders are domestic and foreign financial institutions. 

For the Bank of Ayudhya, GE Capital International Holding Corp. accounts for 32.9 percent of the common shares. In addition, the THAI NVDR holds 10 percent, and the Stock Exchange of Thailand has 7.8 percent. Other shareholders are both domestic and overseas asset management companies. 

Regarding TMB, ING Bank N.V. – the Dutch conglomerate bank – takes control of 26.4 percent of the common shares. The Ministry of Finance accounts for 22.56 percent. The Royal Thai Army has only 1.44 percent due to the fact that excessive military involvement may hamper the bank’s image and operations. Other shareholders are both domestic and overseas asset management companies as well as a wealthy individual and a Thai insurance firm.

The majority shareholders of the Siam City Bank are the FIDF at 47.58 percent, the THAI NVDR at 13.16 percent. Other shareholders are both domestic and overseas asset management companies.

The shareholder structures of few major banks in Thailand reflect a certain level of foreign ownership resistance and could be regarded as state-owned as can be seen in Krung Thai Bank, Siam Commercial bank, and Siam City Bank, as these banks are controlled by governmental or state-run agencies. In addition, banks, which have FIDF as a major shareholder, have gone through the financial crisis with series of corporate restructuring. Presently, domestic banks have set up strict measures in the aspects of loan granting and corporate governance to reduce the negative impact the financial crisis. 

International Importance
Foreign banks have entered Thailand since the liberalization period in the early 1990s. Until now, the BOT has amended regulations to allow the increased share of ownership that a foreign entity could have in a domestic bank. Thus, this factor has attracted both individuals and institutions to invest in Thai banks. As mentioned in the topic of shareholder structures of Thai banks, many foreign asset management companies and banks have acquired shares of Thai financial institutions specifically banks. In addition, the arrival of foreign capital not only brings money into system, but also the international expertise and the Thai banking industry needs for diversification and growth as more and more domestic banks are in desperate need for global talents and financial know-how. 
For overseas banks, the points of focus are on retail or consumer banking such as the issue of credit cards with the income threshold limit, lending capital to institutional clients as well as to individuals who are wealthy. However, with the introduction of credit card services into the Thai banking sector by the foreign banks, the domestic banks have increased the degree of competition within this product line. As a result, in 2002, the BOT has reduced the monthly income threshold from 15,000 Thai Baht to 7,500 Thai Baht so that banks can expand the customer base to lower-income groups. Consequently, this change in policy could be said to cause the increase in the level of NPLs as more people have access to credit card. Currently, banks have extended their product lines to personal loans, car loans, and small business loans to middle-income consumer group and young entrepreneurs as ways to create niche markets and stimulate businesses with the recent decrease of one percentage point in the key policy-lending rate from 3.75 to 2.75 percent by the BOT.
The total number of foreign banks in Thailand is 19, which includes: BNP Paribas; Calyon Corporate and investment Bank; Citibank; Deutsche Bank; Indian Overseas Bank; JP Morgan Chase Bank; Mizuho Corporate Bank; Oversea Chinese Bank; Royal Bank of Scotland; Societe General; The Bank of America; The Bank of China; The Bank of Tokyo-Mitsubishi UFJ; The Hong-Kong and Shanghai Banking Company Limited (the first foreign bank in Thailand since 1888); Standard Chartered Bank; United Overseas Bank PCL; AIG Bank PCL; ABN Amro Bank N.V.; and the Sumitomo Mitsui bank. 
Almost all of these banks operate within the proximity of downtown and business districts within Bangkok, the capital city of Thailand, and a few major cities in other provinces. These banks tend to capture businesses from institutions and individuals of the same nationality. For example, Ford Motors (Thailand) would conduct businesses among several choices such as the Bank of America, Citibank, or JP Morgan Chase Bank depending on the already-established relationship in the U.S. Another example would be the facilitation of financial transactions and clearings for both export and import businesses between the Thai and foreign counterparts – a German importer of made-in-Thailand goods would use Deutsche Bank for currency and exchange services. Thus, these banks tend to gain control of a niche market of foreigners in terms of nationalities for their businesses. As mentioned in the overview section, the comparison of size and scale of domestic and overseas banks in Thailand reveals that domestic banks still maintain the majority of banking businesses in the country considering the amount of deposits retained. 
Growth and Profitability
The Thai banking industry seems to be able to withstand the global financial crisis through strong international monetary reserve held by the BOT. The amount of the reserve totaled 111 billion US dollar in 2008. In addition, local banks have maintained the deposit base; thus, the banks have become more independent from the inter-bank overnight loan and other credit obtaining vehicles that might expose banks to financial risks. 

Financially, according to the BOT’s statistics on the profitability of the Thai commercial banks as of the fourth quarter of 2008, the total amount of deposit was on a decline stage compared to that of the same quarter of 2007. The average total deposit was 10.6 billion Baht in 2007 compared to 8.57 billion Baht in 2008. To explain this occurrence, the total amount of Thai commercial lending was 22.2 billion Baht in 2007 compared to 23.3 billion Baht in 2008. In terms of debt, Thai commercial banks borrowed the total average debt of 1.34 billion in 2007 compared to 1.75 billion in 2008. However, in 2008, Thai commercial banks performed better than in 2007 in terms of net profit which was 5.86 billion Baht and 637 million Baht respectively. 

Challenges and Development of the Banking Sector

Non-performing Loans (NPLs)

According to the statistics provided by the BOT, the amount of net NPLs in the Thai commercial banking system in September 2008 was 226 billion Baht compared to 254.8 billion Baht in 2007, a decrease of 11 percent. In addition, the percentage of net NPLs to total loans in September 2008 was 4.46 percent, an increase of approximately 15 percent from the September 2007 level of 3.88 percent. The increase in percentage in contrast to the decline in Baht could be justified given the stricter regulations in terms of credit granting in 2008 than in 2007, and, possibly, the slowdown in the world economy as the U.S. financial crisis was at its peak which resulted in less business expansion and borrowing. 

On the forecast side, NPLs could rise again in 2009 as the government may pass several stimulus packages to the economy. Under a base case, one could expect the average bad loans to rise per quarter in 2009. But in percentage terms, the ratio of bad loans to total loans would decline as the overall loan base continues to expand. This projection assumes a certain level of economic and bank loan growth in 2009. Under a second scenario, bad loans would climb even more than the one in the base case per quarter in 2009 and the average bad loans would reach a higher percentage of total loans. Bad loans in this case would peak in the fourth quarter of 2009. In a worst-case scenario, bad loans would soar even faster, ultimately reaching double digits as a percentage of total outstanding loans. The situation would be different from the 1997 crisis, when NPLs increased to almost half of total outstanding loans, which forced banks to limit lending activities due to constraints on their capital base.
Basel II and Financial Reporting within the Thai Banking Industry
Currently, the ongoing effort of the BOT to gradually raise the overall standard of the Thai banking industry is to introduce and encourage Thai commercial banks to implement the Basel II and the International Financial Reporting Standards (IFRS). The Basel II approach would emphasize on the issue of capital adequacy by considering operational risk in addition to market and credit risks. The BOT expects the banks to adopt the Basel II according to their degree of operational complexity by using the factor-based approach being the simplest to the model-based approach being the most sophisticated. 
For the IFRS, the BOT strongly urges domestic banks to apply the International Accounting Standard (IAS) 39 to accurately report every financial instrument transactions in the financial statements especially in the area of derivative, which is an off-balance item. The objective is to include such an item in the financial statements to reflect the performance and risk. In addition to the IAS 39, the BOT stresses the uniformity and reporting sufficiency by obligate domestic banks to apply IAS 32 and IFRS 7. 
Regarding the challenges faced by both the banks and the BOT, which is the supervisor in most cases, are the lesser readiness to adopt these new systems due to the lack of data and competency in modeling compared to their foreign counterparts, and the establishment of the minimum capital requirement for banks to maintain, respectively. For the use of the new accounting principles, the challenge lies in the area of interpretation of the accounting rules. 
Impact of the Global Financial Crisis on the Thai Banking Industry
The current global financial crisis, although it has spread to Europe and a few Asian countries that have close financial ties with the U.S. such as China and Japan, but the impact that it has on Thailand can be considered insignificant. This recent crisis would cause more severe impacts on the automobile manufacturing industries, as well as the export businesses as a whole since there are many U.S. brand name factories in the country especially on the Eastern seaboard adjacent to the gulf of Thailand. 
Financially, investments from the Thai banks in U.S. financial firms are minimized to merely 1 to 2 percent of the total assets compared to a more significant amount of investments made by the Chinese or the Japanese banks in those U.S. firms. Since the Asian financial crisis has been alleviated and faded away in early and mid 2000s, the BOT has already been imposing strict measures on banking activities. This includes limited investments on foreign financial and non-financial firms to control both systematic and unsystematic risks. 
The BOT had experienced the shock in the Asian financial crisis in 1997 in terms of policies inefficiencies, inadequate information system, the inability to implement policies to control exchange rate risks, and the inability to control the NPLs. Apart from those deficiencies, the poor risk management coupled with the lack of management transparency had caused proneness to failure given a financial crisis takes place.  Having learned from all these weaknesses, the BOT has implemented and established barriers by imposing rules and regulations on the domestic financial and banking conducts. 
Reform of the Thai Banking Industry
As seen in the previous sections, those Thai banks that have survived the Asian financial crisis and are withstanding the current global financial crisis were the ones that went through reforms during the era of the ex-premier Thaksin Shinawatra (2001-2005). The reform at that time was to pass policies that forced bigger banks to take over smaller financial institutions that were not fully operated as banks during that time. This reform has provided the bank of Thailand a benefit in governing the banking industry due to smaller number of players. Apart from that, the BOT is implementing strict monetary policies on the overall economy and even stricter on the banks as they are the intermediaries between capital and businesses. Therefore, the effect of the tightened economic and monetary policies will result in lower investment and slower rate of expansion. 

Conclusion
The Thai banking industry had undergone a liberalization process in the early 1990s when the openness to foreign trading and investments were and have always been the keys to the country’s success. The Asian financial crisis in 1997 happened due to the lack of supervision from the BOT’s side as well as careless borrowing form the domestic firms in both the Thai Baht and foreign currencies denominated debt. After suffering the economic hardships and instability, the BOT has set rules and regulations to properly govern the Thai financial sector and to guide it to the right direction. In terms of performance, domestic banks still able to maintain a higher proportion of deposits compared to that of international banks. Foreign banks are set up in Thailand to facilitate trading and investment made by individuals and institutions from a specific country. Finally, the current global financial crisis has not caused sizeable damage to the Thai banking industry due to the small investment made in those troubled financial institutions and risky financial instruments. 

Appendix

Exhibit 1: Roles of the Bank of Thailand (BOT) as a central bank

BOT was established in December of 1942 with adding responsibilities in the areas of protecting the Thai economy from the crisis, ensuring good governance and transparency, and the ability of the public to audit the BOT’s operations. The overall daily tasks of the BOT are:
1. Print and issue banknotes and other security documents

2. Promote monetary stability and formulate monetary policies according to the Monetary Policy Committee

3. Manage the BOT’s assets

4. Provide banking facilities to the government and act as the registrar for the government bonds

5. Provide banking facilities for the financial institutions

6. Establish or support the establishment of payment system

7. Supervise and examine the financial institutions

8. Manage the country’s foreign exchange rate under the foreign exchange system and manage assets in the currency reserve according to the Currency Act

9. Control the foreign exchange according to the Exchange Control act

Sources:

The Bank of Thailand

· Website

· A speech by the Deputy Governor of the Bank of Thailand on “Implementation of Basel II and IAS” From a regulator’s perspective, Bandid Nijithaworn, October 2007
· A speech by the Deputy Governor of the Bank of Thailand on “Thailand’s Weathering the Global Downturn”, Luncheon with EU Ambassadors, February 2009.

· Statistics, “Average of Profit and Loss of Thai Commercial Banks”, 2008, <http://www2.bot.or.th/statistics/ReportPage.aspx?reportID=425&language=eng>

Fiscal Policy Research Institute of Thailand

· A presentation on “Thailand’s experience with financial services liberalization”, Jutamas Arunanondchai, May 2005
Asian Development Bank

· Industry Sector Analysis Report on “Thailand’s Banking Industry”, Kitisorn Sookpradist, December 2003
www.asianaffairs.com
· An online article on “Financial Crisis Has Little Impact on Thai Banks”, October 2008, <http://www.aseanaffairs.com/financial_crisis_has_little_impact_on_thai_banks>

Prepared by:  Panitan Sigkhabhand








PAGE  
1

