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Abstract

In B.E. 2540, Thailand had confronted with the financial crisis called “Tom
Yum Kung crisis” either in the aspect of Baht currency or the financial institutions stability
i.e. the problem on capital condition, liquidity and business of financial institutions. By
that time, the government finally decided to temporally suspend the operation of some
financial institutions including order to permanently close and liquidate some of them.
The Financial Institutions Development Fund or “FIDF” had been the main organization in
charge with providing financial assistance measures to any financial institutions in
trouble. Nevertheless, the implementation of measures at that time were blended
between liquidity problems and capital condition problems, therefore the essential role of
the FIDF was to provide liquidity to trouble financial institutions. As a result, it was
recognized that the function of the FIDF had been distorted from the legitimacy which
determining the main function as to rehabilitate the business of financial institutions and
the secondary function as to provide the liquidity assistance to the financial institutions
and consequently resulted in the negligence on the issue concerning the providing of
capital adequacy of the financial institutions.

Accordingly, during B.E. 2550-2551, there was a proposal to modify the laws
on financial institutions supervision i.e. (1) the Bank of Thailand Act B.E. 2485 (as
amended) (2) the Financial Institutions Business Act B.E. 2551 and (3) the Deposit
Protection Agency Act B.E. 2551 in order to determine the rules and regulations on
supervising financial institutions and the measures to solve the problem of financial
institutions including to authorize an organization to be in charge with the duties of
monitoring and protecting depositors efficiently and consistently with international
standards, for example, establishing the Financial Institutions Policy Board having the
roles on supervision and examination of financial institutions, providing the information
disclosure to be clear, transparent and adequate, determining the accountability of
directors and executives of financial institutions, including the Prompt Preventive Action
(PPA) and Prompt Corrective Action (PCA) measures which the Bank of Thailand has to

implement for resolving problems step by step by using the BIS ratio of the financial



institutions in trouble as a trigger so as to assist those financial institutions on time.
Additionally, there is an establishment of the Deposit Protection Agency to manage the
deposit protection system by using the limited deposit protection to encourage the
depositors to be more cautious on the deposits and reduce the moral hazard both in the
part of financial institutions and depositors.

Nevertheless, the study has found that the recent laws modification do
concentrate on solving the problems resulted from the implementation of the assistance
measures of the FIDF in B.E. 2540 without the concern on providing financial assistance
to financial institutions in trouble either in the part of liquidity or capital condition which,
at some point, may lead to the problem on financial institutions system or economy of the
country. Thus, it seems appropriate to revise the laws to empower the governmental
organization to protect and resolve the aforesaid problems in order to close up any
possible loophole and to create the Financial Safety Net.

There are two core principles on considering the financial assistance to any
financial institutions in crisis which are (1) the financial institutions have to prior resolve
the crisis by themselves then the government or the government agency will consider to
provide assistance appropriately on the case by case basis upon the consideration of
the financial institutions stability as a whole and the impact on the depositors, and (2) the
government or the government agency has already considered that the costs of
rehabilitation of the financial institutions’ condition would be lower than the costs resulted
from the failure of the financial institutions or that the failure of the financial institutions will
cause the large impact on the economy of the country as a whole.

In this regard, the measures on providing financial assistance in each
country may be various upon the experience and the existing circumstance. However,
the mutual essential factors affecting the resolution of financial institutions in trouble are
(1) the laws and systems of supervision and examination of financial institutions, and (2)
the organization in charge with the resolution of the financial institutions in trouble and
protection of depositors. Accordingly, the modification of the Thai laws on supervision of

financial institutions should regard the following issues;



(1) Public Awareness,

(2) The Providing of financial assistance under the Least Cost Resolution
and Mitigating Moral Hazard Principles,

(3) The apparent mandates of the responsible organization to be clear
enough to reach the objective policy,

(4) The powers of the responsible organization necessary for complete the
objective to provide financial assistance to the financial institutions in crisis,

(5) The good governance; independence, transparency and without political
intervention

(6) The relationship between the organizations carrying on the Financial
Safety Net i.e. an agreement to exchange information.

The recommendation on the measures providing financial assistance in crisis
could be divided in two cases;

(1) For the financial institutions confronting with liquidity problem in crisis

(1.1) The recommendation for revising the Bank of Thailand Act B.E. 2485 as
amended is to modify the processes in financial assistance to the financial institutions
confronting with liquidity problem in crisis which may adversely impact the economic
stability and the financial stability as a whole (Section 42), and should indicate the Bank
of Thailand to separate the account for measures on liquidity assistance from the
account for general operation. Additionally, the concept that the government should
reimburse any loss resulted from the aforesaid implementation to the Bank of Thailand
as same as the case that the Ministry of Finance indicates the special financial
institutions to have the Public Service Account (PSA)

(1.2) The recommendation for revising the Deposit Protection Agency Act
B.E. 2551

Is to empower the Deposit Protection Agency to provide liquidity assistance
to any financial institutions facing with liquidity problems which may affect the financial
institutions system under the principle of Least Cost Resolution as same as the providing

assistance for capital condition or business operation.



(2) For the financial institutions confronting with capital condition or business

operation problem in crisis

(2.1) The recommendation for revising the Deposit Protection Agency Act
B.E.2551, empowering the Deposit Protection Agency (a) to access the enough fund
immediately, (b) to operate its business independently and credibly, (c) to examine the
irregular operation of financial institutions including to intervene and correct the problem
financial institution promptly, (d) to implement the blanket guarantee measure
temporarily and (e) to implement the measure for protecting creditors of financial
institutions including inter-bank lending, are granting the broad role of the Deposit
Protection Agency which is directly responsible for damages to inspect irregular
operation of financial institutions and to correct the problem financial institution promptly
together with to maintain the confidence in the financial institution system especially in
the crisis period. Moreover, the organization structure and the personal of the Deposit
Protection Agency should be recognized for those roles for the effective operation.

(2.2) The recommendation for revising the Bank of Thailand Act B.E. 2485 as
amended is to increase the way for the cooperation and information exchange between
the Deposit Protection Agency and other agencies regulating financial institutions in

order to make the Deposit Protection Agency acquiring the information promptly.



