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Abstract

The commercial bank has grown and developed simultaneously with Thai economy
for a long time. Nevertheless no new commercial bank was allowed to reopen again despite
the fact that Thai Economy has had a fairly high growth rate. However, in 1989 the
government has liberalized the monetary policy in Thailand. Consequently, such policy will
have an effect on business of the commercial bank. Therefore, this study is an attempt to
investigate the structure, conduct and performance of banking system in Thailand in order to
find the ways and means for domestic commercial bank to compete with others in the future,
especially, during the period of time that the monetary policy was liberalized and
implemented successfully. The data used in this study was the cross sectional and time series
data collected during the period of A.D.1987 - A.D.1993 from 29 commercial banks
operating in Thailand. 15 of which are Thai commercial banks meanwhile 14 are foreign
banks.

In term of the banking structure, the research results show that the commercial
banking system seem to be an oligopolistic structure which always has a collusion. However,
the degree of competition trend to increase overtime during the study period. The larger size
of commercial banks lose the market share of loan to the smaller one. Moreover, it was
found that the banking system has a barrier to the new entry due to their economies of scale
which the average cost of larger banks are always lower than the smaller one.

In term of the conduct of commercial banks, this study applied the two stage

least - square method to trace the relationship between the loan interest rate as dependent



variable and the ratio between non - interest cost and the security investment of the
commercial bank as independent variable. It was found that such relationship is negative for
the foreign bank. Meanwhile for Thai commercial banks, it was found that the ratio between
non - interest cost and the security investment have positive effect on the loan interest rate
of the commercial bank. This is due to Thai commercial banks in the study period have the
different method of financial management from the foreign banks. Thai commercial banks do
not invest in the security as much as the foreign banks. However, the independent variable is
the loan concentration ratio. It was found that the loan concentration ratio of the larger and
medium size of banks had a reverse relationship with the loan interest rate. Meanwhile for
the smaller size of banks and the foreign banks, the research results show that the loan
concentration ratio had direct effect on the loan interest rate due to the loan market share of
the later groups of banks had continuously increased during the study period. For the
independent variable in term of the elasticity of loan. It was found that for the larger and
medium size of banks, the elasticity of loan had a positive relation with loan interest ratio
due to the conservative marketing strategy of the larger and medium size of banks whereas
the smaller size of banks and the foreign banks had aggressive marketing strategy. For the
independent variable in term of the security rate, it was found that the medium and smaller
size of banks and the foreign banks, the security rate have a positive effect on the loan
interest rate meanwhile the security rate of the larger size of banks have no effect on the loan
interest rate. Since it is necessary for the larger banks to invest in the government bonds,
which always have the lower interest rate, higher than the other banks.

In term of the performance of commercial banks. This study tried to estimate by
the muitiple regression technique which had the return of assets as the dependent variabie. It
was found that the ratio between the fixed cost and assets can not be used to explain the
return on assets due to the proportion of fixed cost of commercial banks are less than their
financial cost of banks which always have higher returns. Moreover, the fixed cost of the
banks are different from the cost of other business. For the independent variable in term of
the deposit concentration ratio, it was found that the larger size of banks and the foreign
banks had no an effect on the return of assets since the account of the market share of
deposit had continuously decreased during the study period. However, both of the
deposit - assets ratio and the capital — assets ratio for all groups of commercial banks have
an effect on the return of assets. This research results indicated that an increasing in deposit

are causes of an increasing in the interest cost for bank, meanwhile an increasing in capital



fund are also causes of an increasing in profitability of loan. In the case of the independent
variable in term of the loan - assets ratio, it was found‘that, only the medium size of banks,
such variable had positively relate to the return on assets. This is due to most of commercial
banks have the bad debt reserve position and such of bad debt do not cut out properly.

The investigation of financial statement found that the foreign bank ‘s potential are
superior to Thai commercial banks. Meanwhile the foreign banks are inferior to the Thai
commercial bank in term of a deposit customer ‘s base. It also necessary for the medium and
the smaller banks to improve their capital and their competition ‘s ability through the means
of association by associated with the domestic and foreign financial institution or by merger,
in order to be able to compete much more in the future especially, during the period of time
that an agreement of GATT was implemented.

According to the financial competition will be liberalized by the official ‘s policy
to follow the agreement of GATT. Therefore, the commercial banks are necessary for being
alert these changes. The preparation for the commercial banks are as follow : Firstly, to
accelerate the development of the commercial banks ‘s potential in all aspect, especially, try
to increase the portion of the non - interest income. Secondly, to improve the steps of
management and financial services. Thirdly, to change the management structure from
family business which always obstruct the merger. Lastly try to keep up the potential of
financial employee who will be shortaged. Aside from the policy instruments as mentioned
above, the government need to find out and implement some policy measures to help
domestic financial institutions which affected by such liberalized monetary policy in the near

future.



