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Abstract

The objective of this independent study is to study the impact of Thai bank debt
correcting methods on credit service capacity during 1997-1998. The study is divided irto 3 parts,

The first part is the study on bank debt correcting during 1997-1998 using descriptive
method and secondary data. It was found that the commercial bank credit service capacity
depended on various measures determined by the government under the agreeable frame work
with the IMF. These measurements are the rigk weighted assets-to-capital fund ratio, loan
classification and provisioning standards, debt workouts using debt restructuring method and
capital support schemes given to the commercial banks according to the government’s 14 August
1998 anncuncement for comprehensive financial restructuring.

The second part is the study on the impact of the Thai bank debt correcting methods on
credit service capacity using descriptive method and secondary data. It was found that the Thai
commercial banking system was under pressure in 1997-1998 due to severe criteria. The period
for sub-standard credit classification was reduced from 12-month over due credit interest 06
and eventually to 3 months. There was an announcement from the Bank of Thailand that reserve
allowance for doubtful accounts should be increased to 20% of each accounting installment.
Having the commercial bank reserve allowance for doubtful accounts of regular class credit and
special mention class credit before deductiﬁg the value of coliateral to meet international practice
standard, brings about pressure to the commercial bank to accelerate more reserve allowance for

doubtful accounts. This has a negative effect on the stock holders’ equities and hence lowers the



ratio of risk weighted assets to capital fund to the level below the BIS standard, The commercial
banks then have no capacity on providing credit to the economic system. However, after using
the debt restructuring method, there is a decrease on non performing loans and it was found that
the financial institutions restructing scheme of the government issued on August 14, 1998 could
increase the capital of Siam Commmercial Bank.

The third part is to investigate factors affecting commercial bank credit capacity using
the monthly data of commercial bank stock holders’ equities, non performing loans and credit
interest rates given to general clients during January 1997 o September 1999 as the explanatory
variables to estimate regression equation. The study found that the non performing loans and
credit interest rates to general clients could significantly explain the changes of commercial bank
credit capacity at 95% reliability. The increase of non-performing loans affected less credit
service capacity becauée of the deterioration of the capital fund, and the increase of the credit
interest rates given to general clients affects commercial banks, causing a higher capacity in credit

service due to higher income and thus covering the risk.



