
Financial Stability: Global View 
and the Thai Context

Disclaimer: The views and opinions expressed in this presentation are those of the speaker and 
do not necessarily reflect the official policy or position of the Bank of Thailand

Dr. Runchana Pongsaparn
26 February 2020



Outline of Presentation

1. Background on Financial Stability
2. Financial Stability: Global View 
3. Financial Stability: the Thai Context



1. Background on Financial Stability



A condition in which the financial system – intermediaries, markets and 
market infrastructures – can withstand shocks without major disruption in 
financial intermediation and in the general supply of financial services.

-

European Central Bank (ECB)

Payment system

Investment

FINANCIAL STABILITY DEFINITION

4/28



Stability of the whole financial system with the aim to
minimize “systemic risk”

Financial
Institutions

Stability

Financial
Stability

Monetary
Stability

BOT

The stability of an individual
financial institution to 
minimize distress chance

Overall macroeconomic
stability especially the price 

stability

Inter
Connectedness

Asset price bubbles
Credit cycle

Risk from 
financial products

Payment system
stability

Corporate Household

GovernmentFinancial 
markets

DIFFERENCES FROM OTHER POLICIES

Risk transmission
from other

financial institutions
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WHY IS FINANCIAL STABILITY IMPORTANT?

The consequence in the past for not paying adequate attention to financial stability

1995 1997 1998 2000 2001-02

Source: IMF Crises Database    (B)=Banking crisis only   Triple crisis=Banking+Currency+Sovereign debt crisis

Banking crisis: 
Argentina, 
Cameroon, 
Central Africa, 
Paraguay, Zambia
Average damage: 
13% of GDP

Banking+Currency
crisis: 
Thailand, South 
Korea, Malaysia, 
Philippines
Average damage: 
49% of GDP

Triple crisis: 
Russia, Ecuador, Ukraine, 
China (B), Colombia (B)
Average damage: 
22% of GDP (excl. Russia)

Banking+Currency
crisis: : 
Turkey, Nicaragua
(B)
Average damage: 
17.5% of GDP

Triple crisis:
Argentina, 
Uruguay
Average damage:
49% of GDP

2008

Banking crisis:
Austria, Belgiumม France, 
Denmark, Germany, 
Greece, Hungary, Ireland, 
Italy, Portugese, Spain, 
UK, US
Average damage:
35% of GDP
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2008 2010 2011 2012 2013

Source: Central banks’ websites

Global Financial Crisis 
2007-2009

Malaysia
- The Central Bank of Malaysia 
Act 2009 
- Internal committee ‘Financial 
Stability Committee’ 
- Financial Stability Executive 
Committee (FSEC)

USA
- Dodd-Frank Act (2010) 
financial stability reform 
: The Financial Stability 
Oversight Council (FSOC)
: The Office of Financial 
Research (OFR) 

UK
- Interim Financial 
Policy Committee (FPC) 

Malaysia
- Financial Services 

Act 2013

Singapore
1997: MAS shifted from one-size –fits-all 
regulation to a risk focused supervisory 
approach.
2002: MAS completely centralized the 
regulation of banks, insurances and 
securities.

Malaysia
2006: BNM established Financial 
Surveillance Department 

UK
- Financial Services Act
- Financial Policy Committee (FPC)
- Prudential Regulation Authority (PRA) 
- Financial Conduct Authority (FCA)

REFORMING FINANCIAL STABILITY OVERSIGHT
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“Systemic risk” is a risk of disruption to financial services that is caused by an impairment of all or parts 
of the financial system and has the potential to have serious negative consequences for the real economy. 
There are two dimensions of systemic risk: ‘time dimension’ and ‘cross-sectional dimension’. 

• The degree to which financial system can 
amplify business fluctuations
• Policy concerned with the degree of dynamic 
interactions between financial and real sectors

Time Dimension : Procyclicality
• Financial system malfunction due to failure of FIs 
or the seizing up of financial markets
• Policy concerned with the interconnectedness, 
size, commen exposures, increase the likelihood 
and severity of systemic events

Cross-sectional Dimension

Thai Economic and 
Financial Market

Global Economic and 
Financial Market

Securities Company
Asset Management Company

Insurance

Thai Bank
Foreign Bank Branch

Non-bank
SFI

Foreign 
Financial 

Institution

Financial 
market

ANALYTICAL FRAMEWORK: SYSTEMIC RISK
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Types of macroprudential policies employed by central banks

Capital tools Liquidity tools Credit tools Other tools

เครื่องมือ
ด้านเงินกองทุน

•Capital adequacy
ratio*

•Dynamic provision**
เครื่องมือ
ด้านเงินกองทุน

เครื่องมือ
ด้านเงินกองทุน

เครื่องมือ
ด้านเงินกองทุน

•High quality liquid 
assets (HQLA)
requirement

•Maturity mismatch
limits

•Ceiling of debt 
service ratio (DSR)
• Loan to value (LTV)
•Minimum salary
•Maximum credit 

line

•Capital flow measures

* Which are Counter-cyclical buffer and capital charge for systemically important financial institutions
** Provision is calculated based on the expected loss concept which is more forward looking

USING MACROPRUDENTIAL POLICIES

Macroprudential policies aim at mitigating the systemic risk and can be used
to cope with such risk on both the system-wide and sectoral basis
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Identification of 
risk by risk type

Assessment of 
risk network

Conduct 
stress testing

Design appropriate 
policy actions

Must monitor the sources 
of risk from
•Domestic/International 
economic environment
• Domestic/Foreign 
financial markets
• Thai and foreign 
banking status

Sc
op

e
Ne

ce
ss
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y 

to
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s

• Up-to-date and efficient 
risk monitoring tools such 
as Dashboards, Heat maps, 
Composite indicators
• Information sharing 
system

Must comprehend 
the following
• Network structure
• Risk transmission 
mechanism
• Impact assessment

Tools to enhance 
risk network 
identification
•Model-based
•Expert-based

Must have complete 
information and deep 
analysis on the market 
environment and bank’s 
behavior under stress 
time and being able to 
assess the impact under 
stress

• Process and method 
for scenario setting
• Process and method 
for conducting stress 
test both on a solo 
and system-wide 
basis

Design the 
appropriate policy 
action depending on 
the analysis of risk, 
policy menu, impact 
assessment and 
policy 
implementation 
challenges
• Governance 
structure 
• Clear policy 
issuance process

FS-RELATED POLICY ISSUANCE PROCESS
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2. Financial Stability: Global View



Global Financial Stability Report (IMF): 
Lower for Longer

Source: Global Financial Stability Report (IMF) October 2019
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Source: Global Financial Stability Report (IMF) October 2019

With low interest rates in advanced economies, the global financial 
conditions have eased
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Source: Global Financial Stability Report (IMF) October 2019

This has encouraged borrowings – increasing debt burden both in th public 
and private sectors across the world
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3. Financial Stability: the Thai Context



To monitor the build-up of risks to financial stability,
the BOT has initiated joint meetings between MPC and FIPC on a biannual basis since 2012.

Price 
stability

Monetary 
Policy 

Committee 
(MPC)

Financial 
institution 
stability

Financial 
Institution 

Policy 
Committee 

(FIPC)

Payment 
system

Payment 
Systems 

Committee 
(PSC) 

Financial 
stability

1. Financial Stability 
Subcommittee

2. Joint Meeting 
between MPC and 

FIPC

Operating Structure on Stability Mission of Bank of Thailand

BOT’S FINANCIAL STABILITY MANDATE
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After 1997 financial crisis

 Implementation of various reform   
measures e.g. financial supervision

 Risk assessment from various 
departments 

 Close coordination amongst supervisory 
authorities

2009 : FS sub-committee

A ‘Financial Stability sub-committee’ has 
been formed to oversee financial stability 
issues and responsible in assessing risks 
and making policy recommendation

Established a ‘Financial Stability Working 
Group’ consisting of experts from 
concerned line departments

2016 : Financial Stability Unit

2012-13 : MPC-FIPC Joint meetings & FSR

Initiating Joint Meetings between the 
MPC and the FIPC on a biannual basis

A platform for coordination and policy 
discussion 

3 Regulators meeting (BOT SEC OIC)
First Financial Stability Report in 2013Established ‘Financial Stability Unit’

to improve the framework and internal 
processes for FS assessment and 
coordination with outside supervisory 
authorities

DEVELOPMENT OF FINANCIAL STABILITY
SURVEILLANCE IN THAILAND
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Macroeconomics

Financial markets

Stock markets and 
mutual funds

Financial 
insitutions
(CB, SFI)

Insurance 
companies

Other financial 
institutionsPayment system

Risk Monitoring
(Within BOT)

Governor

Risk Monitoring
(Outside BOT)

FSU
Director

Assistant Governor (Monetary Policy Group)
Assistant Governor (Financial Institutions Policy Group)

บทบาทและหน้าที่ของ กสร.Role and Responsibility of FSU
• Editor of annual Financial Stability 
Report (FSR)
• Secretariat to the Subcommittee and 
Joint commitee meetings

STRUCTURE AND RESPONSIBILITY OF FSU 
(now Financial Stability Department) 

• Center for FS issue analysis
• Develop models/tools on FS
• Undertake general FS task of 
BOT 

• Make policy recommendation 
to limit systemic risk
• Design the macroprudential 
policy issuance process

• Coordinate with other 
regulatory agencies on 
financial stability policy 
issues and data
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MPC FIPC
(FPO OIC SEC)

Sub-committee on 
Financial Stability
(Governor as Chairman)

Financial Stability 
Working Group

SEC OIC

Joint meeting

Governor as Chairman

External 
coordination

Coordination within 
BOT

Financial Regulators’ Meeting (BOT SEC 
OIC) Overseeing Financial Stability matters

Cross directorship of Regulators

INTRA-INTER AGENCY WORK PROCESS
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• Macroprudential surveillance aim to establish an early warning system for potential threats to financial 
stability. 
• Seven key sectors have been monitored and assessed regularly as “factors contributing to financial 
imbalances” beside real economy indicators which already being considered.

Sectors Common indicators to monitor financial stability

External International reserves, Reserve over short-term debt, External debt to GDP

Financial markets Volatility, Market liquidity, Change in equity indices, Corporate bond spreads

Financial
institutions Credit growth, Leverage ratio, NPL, Capital adequacy, Liquidity ratio

Real estate Sales booking rate for RE, Mortgage loan approval rate, House price index 

Corporate D/E ratio, Interest rate coverage ratio, Net FX exposure, Debt at risk, Corporate 
debt to GDP

Household Household asset/liability, Household debt to GDP, Household income, DSR

Fiscal Government budget balance, Public debt to GDP

MACROPRUDENTIAL SURVEILLANCE
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Financial stability remained sound overall, but a build-up of vulnerabilities 
continued amid economic slowdown and a low-for-long interest rate

Source: Analyst Meeting’s presentation (January 2020) 21/28



Thai households have high monthly debt burden, 
mostly for personal consumption, with short repayment period but high interest rate

Source: Analyst Meeting’s presentation (January 2020) 22/28



Financial stability 
monitoring Policy Menu Impact Analysis Policy 

Implementation

Identification of risk 
by risk type

Assessment of risk 
network

Conduct stress 
testing

• Monetary policy
• Macro-prudential 

policy
 Time trend: To 

mitigate risk 
build-up

 Cross section: 
To mitigate risk 
from large and 
connected 
financial 
institutions 
 SIFI, SI-corp)

• Impact analysis 
from issuing a 
specific policy

• Contingency plan 
should the result 
of policy 
implementation 
differs from what 
is expected

• Design of policy 
implementation 
process

• Clear designation 
of responsible 
parties

• Clear process for 
follow-up  policy 
assessment after 
implementation

FS-RELATED POLICY ISSUANCE PROCESS
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Set Criteria on:
- Maximum credit limit (times of 

monthly income)
- Maximum interest rate 

charged

Mortgage loans

Credit card loans 

Removed LTV limit
Residential property value 
≥ 10 million THB

LTV limit
varied by number of 
outstanding  mortgage contracts
and residential property value

Revised as follows: 
- Varied credit limit by income, prescribing  a 

more stringent limit on low income borrowers  
- Imposed a limit on the number of creditors for 

low-income borrowers 

Titled loans were brought under 
BOT regulation

Set Criteria on:
- Minimum income/age of borrower 
- Minimum monthly repayment 
- Maximum credit limit (times of monthly income)
- Maximum interest rate charged
(Note: these criteria were revised periodically)

Revised as follows: 
- Varied credit limit by income, prescribing  a 

more stringent limit on low income borrowers 
- Lowered maximum interest rate charged  

* Loan to Value (LTV) limit: Maximum LTV limit is set and applies to mortgages granted by financial institutions. The measure aims to raise awareness on housing affordability and to enhance mortgage underwriting standard.
** Risk Weight (RW) by LTV: Financial institutions are subject to hold additional capital requirement when granting mortgages with higher LTV values. 

Risk Weight by LTV**
varied by type/value of residential 
property and level of LTV 

Revised LTV limit
eased counting rule on the 
number of outstanding mortgage 
contracts, applying to co-
borrowers that do not have legal 
ownership right to the properties 
being purchased

LTV limit*
Residential property value 
≥ 10 mil THB

1994-2002 2005 2009 2017 2018

Personal loans 
under regulation

Titled loans

2019 2020

Revised LTV limit 
eased LTV limit to promote 
homeownership, especially for 
borrowers applying for 1st

mortgage contract 
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Most recent LTV measure had no impact on buyers with real demand

Source: Analyst Meeting’s presentation (January 2020) 25/28



After the LTV measure took effect, risks in the real estate sector reduced 
but there remains a need to monitor risks from oversupply

Loan-to-Value (LTV) ratio in the banking system New mortgage loans

Mortgage loan underwriting standards among FIs became tighter, 
particularly for the second and subsequent contract, 

while impact on the first contract is still limited 

Note: *Calculated from the database on loans that use new housing as collateral
Source: Bank of Thailand
Further details in “Box: Adjustment in the real estate sector following the revision on the supervisory guidelines on mortgage loans (LTV measure)”,  Monetary Policy Report September 2019 

Speculation in the real estate market reduced

Growth (%YoY)

Jan – Jun 19 14.2
1st contract* 14.0
- low-rise* 17.9
- high-rise* 5.8
2nd and subsequent contract* -13.0
- low-rise* 3.7
- high-rise* -25.0

Jan – Mar 19 (Q1/2019) 27.9

Apr – Jun 19 (Q2/2019) 2.4

1st contract* -2.9
2nd and subsequent contract* -39.0

88.988.5

87.8
83.1
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%
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The MPC expressed concerns over elevated household debt that is 
expected to increase, which should be addressed through targeted 

approaches and in cooperation with all relevant agencies
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