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ABSTRACT

This research aimed to study the factors affecting the profitability of the large Thai
commercial banks during 2001 — 2009. The study was conducted on 4 large Thai commercial
banks as classified by the Bank of Thailand. These banks included Bangkok Bank PCL, Krung
Thai Bank PCL, Kasikorn Bank PCL, and Siam Commercial Bank PCL. The quarterly data was
collected from the first quarter of year 2001 to the fourth quarter of year 2009 by using Return on
Earning Assets (ROEA) as a representative of profitability and the dependent variable. For factors
affecting the profitability, the banks’ internal factors were considered because the large banks
could control these factors, and these factors also affected the returns of these large commercial
banks. The data used in this study were time series, thus, the unit root test was conducted using
the Phillip and Perron test (PP) method. After the data was stationary at the same level, it was
used to test co-integration according to Engle and Granger method, in order to see the relationship
between the factors affecting the profitability of the large Thai commercial banks, and whether
the results of each bank was in accordance with the set out hypotheses. After that, the Error
Correction Mechanism (ECM) was tested to consider the error correction adjustment in the short-

run into the co-integration in the long-run.



From the study, it was found that the unit root test of each large Thai commercial bank,
all variables were stationary at 1" difference level or I(1). Thus, the co-integration was tested by
Engle and Granger method, which the result showed that the variables in the model had the co-
integration significantly at level 0.01. The interest rate spread (IS) and the operating expenses to
total income (OETI) ratio were the variable factors affecting the profitability of the four large
Thai commercial banks. On the other hand, the fees and services charge income to total income
(FSTI) ratio was not affecting the profitability of the four large Thai commercial banks while the
loans to earning asset (LTA) ratio was a variable factor affecting the profitability of Krung Thai
Bank PCL and Siam Commercial Bank PCL. The provision for possible loans loss to loans (PPL)
ratio was the factor affecting the profitability of Bangkok Bank PCL and Kasikorn Bank PCL.
Moreover, after testing the ECM of each large Thai commercial bank, it was found that the
variables in the models of all four large Thai commercial banks, had an error correction
adjustment in the short-run into the co-integration in the long-run with a significance level of
0.01.

Therefore, from the study summarized that as the banks had active marketing to
continuously expand their loaning bases, carefully approved loans by considering consciously
giving loans to new clients, and closely follow-up with old clients, thus, the banks had fewer low-
quality loans. Also, the efficient deposit money costing management and the various products
offering to satisfy all customers’ needs gained the banks higher interest from loans and the fees
and services revenues, resulting in higher profitability for the banks. Nonetheless, if the banks
loosely approved loans, the banks would have to set a higher amount of allowance for doubtful
accounts in accordance with the increasing amount of the low-quality loans. This decreased the
profitability of the banks and the same time the banks would have higher operating costs from
sales and services channels expansion, technology development, marketing expenses, including
other expenses related to employees which increased according to the business expansion. This
would affect the profitability of the banks, and if the banks had operating costs more than income,

their profitability would decrease.



