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suwmsuvisUszwlue FINANCIAL STABILITY DEFINITION
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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.
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smAus Al DIFFERENCES FROM OTHER POLICIES
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suwmsuvisUszwlue WHY IS FINANCIAL STABILITY IMPORTANT?
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The consequence in the past for not paying adequate attention to financial stability

s N\ 7 1 (Ranki e w
Banking crisis: Banking+Currency Banking crisis
: L. @ . D Austria, Belgiumy France,
Argentina, crisis: Banking+Currency
S . Denmark, Germany,
Cameroon, Thailand, South crisis: : Greece. Huneary. Ireland
Central Africa, Korea, Malaysia, Turkey, Nicaragua taly. Port egsey’S ain.
Paraguay, Zambia Philippines (B) UKbe ugese, Spain,
Average damage: Average damage: Average damage: A ’ d )
13% of GDP 49% of GDP 17.5% of GDP verage damage:
\ . J \\ J \ . y \35% of GDP )y
' ® o ® o '
1995 1997 19A98 2000 200}-02 2008
Triple crisis: Triple crisis:
Russia, Ecuador, Ukraine, Argentina,
China (B), Colombia (B) Uruguay
Average damage: Average damage:
22% of GDP (excl. Russia) 49% of GDP

Source: IMF Crises Database (B)=Banking crisis only Triple crisis=Banking+Currency+Sovereign debt crisis
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sunAmsusUszmAlne REFORMING FINANCIAL STABILITY OVERSIGHT
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Malaysia
- The Central Bank of Malaysia
Act 2009 UK Malaysia
- Internal committee ‘Financial - Interim Financial - Financial Services
Stability Committee’ Policy Committee (FPC) Act 2013
- Financial Stability Executive
Committee (FSEC)
Global Financial Crisis
2007-2009 ,
2009 f
Singapore
1997: MAS shifted from one-size —fits-all UsA
regulation to a risk focused supervisory UK
- Dodd-Frank Act (2010) . . .
approach. - Financial Services Act
financial stability reform . . . .
2002: MAS completely centralized the ) ) . - Financial Policy Committee (FPC)
: The Financial Stability . . .
regulation of banks, insurances and - . - Prudential Regulation Authority (PRA)
Oversight Council (FSOC) . . .
cocuritios ] ) ) - Financial Conduct Authority (FCA)
: The Office of Financial

. Research (OFR)
Malaysia

2006: BNM established Financial

Surveillance Department
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s szmAlng ANALYTICAL FRAMEWORK: SYSTEMIC RISK
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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’.

Cross-sectional Dimension Time Dimension : Procyclicality

® Financial system malfunction due to failure of Fls ® The degree to which financial system can
or the seizing up of financial markets amplify business fluctuations
® Policy concerned with the interconnectedness, * Policy concemned with the degree of dynamic

size, commen exposures, increase the likelihood interactions between financial and real sectors

and severity of systemic events

Securities Company Foreign

Thai Bank Financial

Asset Management Company Financial

f, Foreign Bank Branch il

market|

Insurance Nartbank Institution

Global Economic a|
- Financial Market
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suwmsuvisUszwlue USING MACROPRUDENTIAL POLICIES
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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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® Capital adequacy ® High quality liquid ® Ceiling of debt ® Capital flow measures
ratio* assets (HQLA) service ratio (DSR)
H [ ]
* Dynamic provision** requirement Loan to value (LTV)

* Maturity mismatch ® Minimum salary

limits ® Maximum credit
\ y \ J . v

unec

* 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
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swmsuinszmAlng FS-RELATED POLICY ISSUANCE PROCESS
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Identification of Assessment of Conduct Design appropriate
/4 . .
risk by risk type risk network stress testing policy actions
Must monitor the sources Must comprehend Must have complete \ | Design the \
of risk from the following information and deep appropriate policy
. i i lysi th ket i i
. Domestic/International e Network structure ana'yS|s on the marke action depending on
Q economic environment . L environment and bank’s the analysis of risk.
S . A X ® Risk transmission behavi der st ’
8 Domestic/Foreign echaniom ehavior under stress policy menu, impact
g i q q
financial markets time and being able to SRR A
« Thai and foreign ® Impact assessment assess the impact under policy
ki stress
\Sn ing status ) ) - ) “.implementation )
. Up-to-date and efficient  Tools to enhance * Process and method .« Governance
) risk monitoring tools such risk network for scenario setting structure
o) . . .
2 =i Drelflseaels, (=i fre e, identification * Process and method * Clear policy
g Composite indicators *Model-based for conducting stress issuance process
] ¢ Information sharin . _
Y $ Bxpert based test both on a solo
g system
and system-wide
\ ) K ) \baSis ) \ )
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Market pricing suggests that monetary policy will be eased further.

4. Actual and Expected Policy Rates
(Percent)
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Source: Global Financial Stability Report (IMF) October 2019

Global Financial Stability Report (IMF):

Lower for Longer

Bond yields have fallen significantly in advanced economies ...

5. Advanced Economy Government Bond Yields
{Percent)

10-year
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With low interest rates in advanced economies, the global financial

conditions have eased

Financial conditions have eased in advanced economies ...

1. Global Financial Conditions
(Standard deviations from mean)

1.0-

... as interest rates have fallen across the globe.

2. Key Drivers of Financial Conditions, 2019
(Standard deviations from mean)

W Interest rates House prices W Corporate valuations
M EM extenal costs  # Index

1 April
08- TTightening i 2019 United Euro area Other China Other
06- IGFSR ~ - States advanced emerging — g6
s 1L
a_ " = _-D2
0.0 . ’ = 00
02- = JIELI L] e B
_04- — R, Ty -_04
-06- \ -06
-08- , --08
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Financial conditions have eased slightly in emerging markets ...

3. Emerging Market Regional Financial Conditions
(Standard deviations from mean)

... but have varied across regions.

4. Key Drivers of Emerging Market Regional Financial Conditions, 2019
(Standard deviations from mean)

i, April _ _
ég - _ i 231 9 _ M Interest rates House prices M Corporate valuations
05— Tightening Furope, the leFsp W EM extenal costs @ Index
04— Middle East, = | - i - gﬁ
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Source: Global Financial Stability Report (IMF) October 2019
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. This has encouraged borrowings - increasing debt burden both in th public
ﬁu']ﬂ"l'iLL'iﬂﬂ'lJﬁZWIﬂleIEI
PN OTTHATARD and private sectors across the world

Debt at nonfinancial firms with weak fundamentals is sizable in some economies.
1. Corporate Sector Debt Vulnerabilities

{Percent of GDF)

120~ = Speculative-grade debt

100— m Debt-at-risk (ICR <1)
80- _
60— _

10-

20—

Germany

States
Government debt remains elevated in a few economies ... ... and household debt is high where house prices have boomed.
2. Government Debt, 2018:04 3. Household Debt and House Price Growth
(Percent of GDP)
250~ = Euro area B " ® Euro area HKG - 120
225 M Other advanced Historical = - @ Other advanced -100 4=
200 - M Other emerging market average =1 - _ _80 g =
175- standard - e g -
150 - deviation _ - WE  can — B0 2<
_ L . @ CHE -—4p T &
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Household debt, 2018:Q4 (percent of GOP)

Advanced economies Emerging markets

Source: Global Financial Stability Report (IMF) October 2019 14/28
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3. Financial Stability: the Thai Context
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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.

Operating Structure on Stability Mission of Bank of Thailand

Financial

Price Financial

institution

stability stability

stability

Monetary Financial Payment 1. Financial Stability
Poli cy Institution Sys tems Subcommittee
. Policy . .
Committee . Committee 2. Joint Meeting
Committee between MPC and
(MPC) (FIPC) (PSC)

FIPC
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. DEVELOPMENT OF FINANCIAL STABILITY
A OF AT SURVEILLANCE IN THAILAND

v Implementation of various reform
- measures e.g. financial supervision

h mmn < v Risk assessment from various

departments

v'A “Financial Stability sub-committee’ has v’ Close coordination amongst supervisory

been formed to oversee financial stability authorities

issues and responsible in assessing risks
and making policy recommendation 2009 : ES sub-committee
vEstablished a ‘Financial Stability Working

Group’ consisting of experts from

r \/Initiating Joint Meetings between the
MPC and the FIPC on a biannual basis
VA platform for coordination and policy

concerned line departments

2012-13 : MPC-FIPC Joint meetings & FSR

discussion
v'3 Regulators meeting (BOT SEC OIC) .mmme
L vFirst Financial Stability Report in 2013@

v Established ‘Financial Stability Unit’
to improve the framework and internal
processes for FS assessment and

2016 : Financial Stability Unit

coordination with outside supervisory

authorities
17/28



STRUCTURE AND RESPONSIBILITY OF FSU
sumsuivlssnelng

BANK OF THAILAND (now Financial Stability Department)

Governor

Assistant Governor (Monetary Policy Grou . .
Risk Monitoring

Assistant Governor (Financial Institutions Policy Group) .
: ¥ 1nanc o : < (Outside BOT)

Risk Monitoring
(Within BOT)

Stock markets and

Macroeconomics
mutual funds

Insurance

Financial markets .
companies

Financial
o Other financial
insitutions

Payment system institutions

(CB, SFI)

I

Role and Responsibility of FSU

® Center for FS issue analysis ® Make policy recommendation ® Editor of annual Financial Stability ® Coordinate with other
® Develop models/tools on FS to limit systemic risk Report (FSR) regulatory agencies on
® Undertake general FS task of ® Design the macroprudential ® Secretariat to the Subcommittee and financial stability policy
BOT policy issuance process Joint commitee meetings issues and data
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Coordination within

MPC

T

BOT
Joint meeting
(F=====1
N FIPC
" (FPO OIC SEQ)
Governor as ChairmanT

Sub-committee on

Financial Stability

(Governor as Chairman)

Financial Stability

INTRA-INTER AGENCY WORK PROCESS

External

coordination

1

&———> Cross directorship of Regulators |
I

SEC OIC )

Financial Regulators’ Meeting (BOT SEC

Working Group

OIC) Overseeing Financial Stability matters
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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

e Credit growth, Leverage ratio, NPL, Capital adequacy, Liquidity ratio
Real estate Sales booking rate for RE, Mortgage loan approval rate, House price index

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

Corporate

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

Fiscal Government budget balance, Public debt to GDP
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. Financial stability remained sound overall, but a build-up of vulnerabilities
ﬁu’]ﬂ'lil,l,?lﬂﬂ'imwlﬁvl‘nﬁl
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continued amid economic slowdown and a low-for-long interest rate

There remains pocket of risks that could pose vulnerabilities to the Thai financial system

% m * Debt situations of household and SME remain vulnerable as (1) household debt to GDP elevates

Household and  and is expected to rise amid economic slowdown and (2) credit quality of SMEs continues to deteriorate.

SME debt
— * Speculations and imbalances in the real estate market showed signs of abating in line with
the LTV measure’s intended objectives. However, oversupply of condominium and adjustments of
Property developers must be monitored.
®
ogo
|| * A low-for-long interest rate led to further build-up of vulnerabilities, both through corporate funding
2
Large activities and search-for-yield behavior i.e. an increase in corporate issuances of high-yield bonds.

conglomerates

* Interconnectedness among saving cooperatives system increased as they engaged in

=

5 T deposit-taking and borrowing activities, while search-for-yield behavior continued.
aving coops

Source: Analyst Meeting’s presentation (January 2020) 21/28
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Thai households have high monthly debt burden,

R  mostly for personal consumption, with short repayment period but high interest rate

Household debt composition

classified by purpose

Share of total household debt (%)

100

80

60

40

20

a7

UK

18

24
T5 71

34
v 8 g & § 2
g m C] 5 > £ m
] G x o I o i
on on [i:] o
e Y c £ = = £
5 2 3 £

Note:  Data as of Q22019 for all countdes except Malaysia whose data i as of 2017

Other loans, in the case of Thailand, co

mpiizas of loans for purchasing securities and for other pumoses.

Other countries
Other
M Mortgage

Thailand
Other

M Education
Business
Personal

M Credit card

N Auto

M Mortgage

Source: CEIC, Bank of Thailand, Hong Kong Monetary Authority, Monetary Authodity of Singapore, Bank Negara Malaysia, Bank of Korea,
Eank of England, Bangko Sentral ng Filipinas, loulations by Bank of Thailand

Source: Analyst Meeting’s presentation (January 2020)

Ratio of household debt burden

(principle and interest expense) classified by purpose

Business,
17.0% Personal, 26.3%

Auto,
17.1%

Martgage, 24.4%
Credit card, 15.2%

Note: Data as of Q2721 8, aloulations exclude loans for purchasing securities
Source: Bank of Thailand and National Credit Bureau, calculations kny
Bank of Thailand
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Financial stability
monitoring

Policy
Implementation

Policy Menu Impact Analysis

® Monetary policy ¢ Impact analysis
Identification of risk
. ® Macro-prudential fromissuing a
by risk type
policy specific policy
< Timetrend: To ¢ Contingency plan
I mitigate risk should the result
build-up of policy
Assessment of risk » < Cross section: » implementation
network To mitigate risk differs from what
from large and is expected
connected
financial
institutions
Conduct stress (SIFI, Sl-corp)
testing
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Revised LTV limit

eased counting rule on the
number of outstanding mortgage

LTV limit
varied by number of
outstanding mortgage contracts

and residential property value contracts, applying to co-

borrowers that do not have legal
ownership right to the properties
being purchased

Chronology: Macroprudential Policies Imposed on Retail Lending

Revised LTV limit

eased LTV limit to promote
homeownership, especially for
borrowers applying for 1°
mortgage contract

LTV limit* Removed LTV limit
Residential property value Residential property value
> 10 mil THB > 10 million THB
H H %%
Mortgage loans Risk Weight by LTV
varied by type/value of residential
property and level of LTV
I 1994-2002 2005 2009

2018 2019

2017

2020

T T
Set Criteria on:
- Minimum income/age of borrower
Credit card loans - Minimum monthly repayment
- Maximum credit limit (times of monthly income)

- Maximum interest rate charged
(Note: these criteria were revised periodically)

Set Criteria on:

- Maximum credit limit (times of
monthly income)
- Maximum interest rate

charged

Titled loans

T
Revised as follows:
- Varied credit limit by income, prescribing a
more stringent limit on low income borrowers

- Lowered maximum interest rate charged

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

* 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.
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. Most recent LTV measure had no impact on buyers with real demand
ﬁu’]ﬂ'l‘a'l,mﬂﬂ'i:l,ﬂﬂvl‘lﬂf;l
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Average loan-to-value (LTV) ratio in the banking system New mortgage loans
Average LTV ratio of second and subsequent mortgage contracts Speculations in the real estate market were subdued, especially for
declined due to more tightened credit underwriting standards, condominium, as reflected in a contraction in second and subsequent
while first mortgage contract was unaffected. mortgage contracts for condominium.
% r
i
100 - New mortgage loans I
(%YOY) Low-rise  JCondominiurn Total
o5 =Cm st contract =™ 2nd and subseguent contracts - H
7 1
Banking systemn and SFls
90 - 88.9 887 5 118 -1.4 6.3
] & Jan — Nov 19
85 < e o BT.7 \
T, Only banking system™® i
80 1 81.7 I
75 7 1* contract 5.0 -19 3.1
-I"OIIIIIIIIIIIIIIIIIIIIII
14 15 16 17 18 19 2™ and subsequent contract -10.4 i -25.3 -17.4
1
1
Q1 Q1 Q1 Q1 o1 Q1 =
Note : *Calculated based on data on new mortgage loans in the banking systemn,
Source: Bank of Thailand where data on 1% and 2™ and subsequent contracts can be separated.

Source: Analyst Meeting’s presentation (January 2020) 25/28
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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 Fls became tighter, Speculation in the real estate market reduced

particularly for the second and subsequent contract,

Growth (%YoY)

% while impact on the first contract is still limited
1009 Jan - Jun 19 14.2
95 - 1% contract* 14.0
0 88.9g5 5 - low-rise* 17.9
- high-rise* 5.8
85 A 87.8
831 2" and subsequent contract* -13.0
807 - low-rise* 3.7
75 7 e irst contract =0O=Second and subsequent contract - high-rise* -25.0
70 A Jan - Mar 19 (Q1/2019) 27.9
65 T T T T T T T T T T T T T T T T T T T T Apr — Jun 19 (Q2/2019) 2.4
Q1 Q1 Q1 Q1 Q1 Q1 m "
2014 2015 2016 2017 2018 2019 1 contract -2.3
Note: *Calculated from the database on loans that use new housing as collateral an and SUbsequent contract® -39.0

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 201;6/ 28




, The MPC expressed concerns over elevated household debt that is
ﬁu']ﬂ'l'iLLVIﬂ'lJiZWIﬂvl‘VIEI
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expected to increase, which should be addressed through targeted

approaches and in cooperation with all relevant agencies

The policy rate, microprudential and macroprudential measures, as well as structural measures

should be appropriately combined and well-targeted, with consideration of an appropriate timing.

* Debt restructuring such as debt clinic and refinancing
*  Promoting financial discipline and saving behavior among households

* Promoting appropriate application of responsible lending practices

Addressing household debt requires understanding of different groups of households

such as households with high debt and vulnerability, and households without financial discipline

The MPC will monitor debt-service-ratio (DSR) data in accordance with the standardized calculation

methodology where financial institutions started to report DSR data since the end of 2019
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