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Wilawan Kaeowanpen 2008: The Effect of Restructuring in Thai Commercial Banks on Technical
and Cost Efficiency. Master of Economics, Major Field: Economics, Department of Economics.

Thesis Advisor: Mr. Bundit Chaivichayachat, Ph.D. 239 pages.

The objectives of this research are (1) (o study financial performance of Thai commercial banks and (2) to
analyze eflect of restructuring in Thai commercial banks on technical and cost efficiency by using panel data from 10

Thai commercial banks during 1986-2006.

The results of the descriptive analysis indicate that banking restructures have improved capital adequacy,
asset quality, management quality, earnings and liquidity. However, the nationalization and dercgulation ol forcign

shareholding limit have decreased earnings.

For the quantitative analysis, based on stochastic frontier approach indicate that during 1986-2006, the
largest proportion of Thai Commercial Banks input is loanable funds but it has been decrcased since 1987 which
conirast to the growth of the labor and physical capital. A funds expense is the major composition of total cost
decreased during 1986-1998, labor expense decreased from 1999 to 2004 and physical capital expense increased after
1997. As a result of efficiency score of Thai commercial banks showed that the average technical efficiency score is
0.8879 and cost efficiency score is 0.7771.1t implies that Thai commercial banks do not operate at the efficiency
point, which can increase their potential output 11.21% and reduce total cost 22.29%. Moreover, The technical
efficiency was stable from 1986 to 1997, lowered after crisis, and then increased from 2001-2005. The cost
efficiency increased from 1986-1997, decreased in 1998 and trend to rise during 1999-2006. In addition. the
banking restructures by nationalization, privatization and dercgulation of foreign sharcholding limit caused negative
effects on both technical and cost efficiencies. Size and market's concentration brought in the positive effect on

technical and cost efficiency.

In conclusion, some restructuring processes make negative effect on technical and cost efficiency of
Thai commercial banks. Therefore, the government should accelerate fully privatization processes and increase

privileges to the merged banks and the bank-buying investors instead of using direct governmental interventions.
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