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This thesis aims to analyze the efficiency of prudential regulations, loan loss provision and
capital requirements, in two aspects. The first aspect involves the adjustment of loan growth by
using the prudential regulations. The second concerns about bank's performance when the
regulator sets thesé regulations on managing the loan growth volatility that can build up financial
imbalance.

In order to analyze the impact of two regulations, the first part calculated the amount of loan
loss provision under dynamic loan loss provisioning approach so as to compare the total of loan loss
provision in two approaches, dynamic and risk-based approach. In the meantime, the study
evaluated the impact of capital requirements under Basel Il where risk-weighting is categorized into
many levels. Although the new capital requirement regime has a lot of detail in calculation, the
amount of capital requiremeht tendé to move in the same way as business cycle. In both
approaches, capital requirements increase but the increasing rate is not equal to the increasing rate
of loan because of risk-weighting and amount of company that will be rated. When capital
requirement subjects to Basel Il (Standardized approach) and loan loss provision subject to
dynamic approach, the main purpose of these calculations is to compare the amount of buffer for
credit losses between loan loss provision and capital requirement. The result shows that, the amount
of loan loss provision (Dynamic approach) is less than capital requirements (Basel Il approach).
For this reason, the regulator should weight on loan loss provision in order to use prudential
regulations for dealing loan growth fluctuation.

In the second part, the study analyzed bank’s performance by using financial ratios,
particularly RAROC ratio, when the regulator set prudential regulations in different rules. The best
RAROC ratio value is obtained from loan loss provision under dynamic loan loss provision approach
and capital requirement under Basel Il regime. At the same time, the smooth RAROC ratio vaiue is
obtained from loan loss provision under Risk-based approach and capital requirement under

Basel |l regime but this value is relatively low comparing with the other assumptions.





