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ABSTRACT

The study aims to investigate the structure, conduct and performance of commercial
banking system in Thailand before and after the economic crisis since 1997. The study utilized
both cross-sectional and time-series data from 15 Thai commercial banks during the period of
1990-2000.

The study result regarding the structure of Thai commercial banks as measured by four
indices; namely, Concentration Ratio (CR), Size-Ratio (W), Herfindahi Index (HI) and Entrophy
Index (El) indicated that in term of loan concentration of banking system, it was found that the
structure of Thai commercial banks was an oligopoly market due to four indices. The trend of
loan structure as measured by concentration ratio for a pre-crsis period was decreasing,
meanwhile for the post-crisis period, was increasing.

The market conduct as measured by loan provision of Thai commercial banks was
analyzed by the application of two-staged least-square method. It was found that during pre- crisis
period, the loan had a negative relationship with interest rate for the case of small-size banks and

for a banking system as a whole. Furthermore, the ratio between non-interest cost and loan had a



negative relationship with loan supply for the case of medium-size and for a banking system as a
whole. The ratio of non-interest cost and the security investment had a negative relationship with
loan supply for the case only of small-size bank. However, for the post-crisis period, the loan
interest rates did not have statistically related with changes of loan supply. The ratio between
non-interest cost and loan had a negative relationship with loan supply for the cases of medium-
size banks and for banking system as a whole. Moreover, the ratio between non-interest cost and
security investment had a positive relationship with loan supply for the cases of large-size bank,
medium-size bank, and for banking system as a whole.

Regarding the conduct analysis of banking services and financial innovation especially
for banking deposit. The research result indicated that for pre-crisis period, major deposit services
of Thai commercial banks were saving deposit, current deposit, time deposit and foreign currency
deposit. During the post-crisis period, banking system tried to creatc more new additional
services for specific target groups. Along with these lines of their services, there were very
intensive technology developments existed in the forms of electronic banking (e-banking)
namely, internet banking, phone banking, mobile banking, and self-service banking corner.

Regarding the performance of Thai commercial banks as indicated by the profitability
model. It is found that during the pre-crisis period the ratio between capital and assets had a
positive relationship with the ratio between profits and assets for the cases of both large-size and
for banking system as a whole. The ratio between loans and assets as well as ratio between
market share and loan supply had the positive relationship with the ratio between profits and
assets for all cases. During post-crisis period, the ratio between capital fund and assets also had
positive relationship with the ratio of profits and assets in all cases. Regarding the ratio between
number of bank employees and assets, it was found that it had a positive relationship with the
ratio between profits and assets for the case of medfum-size and for banking system as a whole.
The ratio between loan and assets had the positive relationship with the ratio between profits and
assets for the cases of large-size and for banking system as a whole. The ratio between deposit
and assets had a negative relationship with the ratio between profits and assets for all case. The
ratio between a number of bank branches and assets had a negative relationship to the ratio
between profits and assets for all cases. The market share of loan had a negative relationship with

the ratio between profits and assets for all case. Regarding the ratio between number of bank



employees and assets, it was found that it had a positive relationship with the ratio between
profits and assets for all cases.

The study result concerning the bank performance obtained from the application of
bankruptey model where both logistic regression and discriminate analysis were utilized that such
two models can be used to predict stability degrees of commercial banks. There were at least four
independent variables that determined the stability degrees of commercial banks namely, ratio
between the sum of interest dividend incomes and total income, ratio between an accrued interests
and total assets, ratio between cash deposit and tofal assets, and ratio between shareholders’
equity and total assets.

Policy recommendations obtained from this study are follow. Firstly, Thai commercial
banks should maintain their financial ratio between the sum of interest dividend incomes and total
income, and the ratio between shareholders’ equity and total assets higher than their average ratio
of non-bankruptey groups. Moreover, Thai commercial banks should maintain their financial ratio
between accrued interests and total assets, and ratio between cash deposit and total assets lower
than the average ratio of non-bankruptcy groups. Secondly, According to economic crisis where
Thai commercial banks tried to reduce the employment rate, this situation would lead to the
situation of over utilization of their employees that also leads to the situation where the lower
ratio between profits and assets. Inconnection with this, Thai commercial banks should increase
their employee to overcome the over utilization problems. Thirdly, Thai commercial banks should
ot try to create more branches due to such market boundary expansion will lead to not only the

situation where higher investment cost but also reduction on the ratio between profits and assets.



