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The purpose of this thesis 1s to study the credit rationing in
commercial banks. The explanation of credit rationing is based on theory of
Donald P. Tucker. using assumption of imperfect competition among
commercial banks, which resulted in imperfect adjustment of the rates of
interest on loans. As factors which have influence on demand for and supply
of credit change all the time, borrowers’demand at time exceeds the amount
of funds set aside by banks for granting of loans at a prime rate. Because
commercial banks could not satistv all applications for loans the credit
rationing has to be used. In order to prevent a decrease of return on lending,

banks would prefer to ration out loan applicants. As a result, some borrowers
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would get less credit than they need, whereas some other applicants might
not be granted any credit.

A disequilibriuim model of credit demand and supply has been used to
find out which period demand for credit would exceed supply of credit and
whether or not commercial banks have resorted to credit rationing in the
allocation of credits. The study revealed that the speed of interest rate
adjustment to clear the market of commercial banks’loans was only 49.0 per
cent per quarter. This means that the rate of interest on loans could not clear
excess demand for credit within one quarter and may led to temporary
rationing of credits. The a study of period from 1994 to 2002 indicate that
excess supply of credit was greater than excess demand for credit and credit
rationing was not stringent so that commercial banks did not exercise
appropriate care in granting credits. Besides, some times credit rationing was
adopted because demand for investment loan increased as a result of
economic recovery. This led to the adjustment of interest rates in order to cut
down credit rationing. However, at scme other times official adjustment of
iinterest rates was exerciesd for other reasons, such as for the solving of
inflation or and the balance of payment problem. These types of adjustment
will led to credit rationing.

The credit rationing by commercial banks is explanable in term of
behavior but the practice should not be unlawfull or excessive. However, for
the efficiency of resource allocation commercial banks should eliminate both

excess demand for credit and excess supply of credit by allowing the market
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to adjust itself as quickly as possible to a state of equilibrium. This is the
more proper course that would enable the mechanism of interest rates to
effcicntly determine the allocation of credit. Moreover the bank of Thailand
should allow greater competition in commercial bank system and permit
commercial banks to expand their financial service especially in the field of
saving instruments, such as certificates of deposits. This would encourage
more savings and investments. The banks should also develop the money

interest rates would eventually market so that serve as a bench mark for

allocative efficiency of credits.



