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• Bank Lending Channel 

– Asymmetric info. → Financial Intermediary 
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• Specialized Financial Institutions (SFIs):  

– provide a limited range of financial services to a 
targeted sector 
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• Bank Lending Channel 

– Few prior study for Thailand (e.g. Disyatat 
and Vongsinsririkul (2002), IMF (2002), and 
Charoensaeng and Manakit (2007)  

 

• Role of Liquidity 

– Kashyap and Stein (2000): 
  

“Monetary policy is more effective for the bank 
with less liquid balance sheet”  



• Specialized Financial Institutions 

– SFIs intensify the competition for liquidity 
among banks. 

 

“SFIs should improve the effectiveness of 
monetary policy transmission”  

 

• Non-Linearity in MP Transmission 

– induced by different ‘states’ of liquidity and 
‘degree’ of competition driven by SFIs. 



Methodology 



1. Autoregressive Distributed Lag (ARDL) 

 

 
 

 

– AR: allowing for delays in MP transmission 

– DL: explaining the absence in other economic  

variables 



 

 

• “Long-run” multiplier of MP stance and 
commercial banks’ lending 

 

 

 

– Wald Test:  H0: B < 0 Ha: B ≥ 0 



2. Threshold Model: allowing for different 
“Liquidity” regime 

 

 

 

 

– zt denotes exogeneous regime indicator 

– c  denotes threshold for two states of liquidity 

 

 



• More succinct by introducing dummy It 

 

 
 

– It = 1 if zt > c (high regime or less liquid)   

 

 

 

– Wald Test:  H0:  Γ < 0 Ha:  Γ ≥ 0 



3. Second Threshold: for different degree of 
competition for liquidity due to “SFIs” 

 

 

 

– z2t : exogeneous aggressiveness indicator 

– c2  : threshold for two states of aggressiveness  

– I2t = 1 if z2t > c2 (aggressiveness in fund raising)  
 

 



 

 

– Wald Test:  H0:  Λ < 0 Ha: Λ ≥ 0 
 

• We effectively have four cases: 

I. Tight liquidity & aggressive SFIs actions: Best for MP 

II. Tight liquidity & nonaggressive SFIs actions 

III. Loose liquidity & aggressive SFIs actions 

IV. Loose liquidity & nonaggressive SFIs actions:     
Worst for MP 

 

 

 



• Loans(L): O/D, borrowings, non-nego  bills, 
 including accrued interests net of 
 interbank lending 
 

• Policy Rate (RP): one-day repurchase rate 
 

• z1t: (i) loan-to-deposit (LD) or                                     
 (ii) loan-to-deposit-and-B/E (LDB) ratio 
 

• z2t: (i) y-o-y % change of SFIs’ deposits or         
 (ii) y-0-y % change of SFIs’ loans 



• Model (1): OLS 
 

• Model (2): choosing threshold (c1) that 
minimize RSS [i.e. maximizing R2] by 
running OLS “T” times [i.e. order O(T)]; 
where T is number of observation 
 

• Model (3): same as model (2) but choosing 
a pair of threshold (c1 ,c2)instead                               
[i.e. order O(T2)] 

 



Main  

Results 



1. Role of Liquidity 

a) Total vs Business & Retails Loans 

b) Large vs Medium vs Small Banks 

c) Long- vs Short-maturiy Loans 

2. Role of Liquidity + SFIs 

a) Total vs Business & Retails Loans 

b) Large vs Medium vs Small Banks 

c) Long- vs Short-maturiy Loans 

 



1. For entire sector 

a) Total Loans 

– On model (1): unexpected positive sign of B 

– On model (2): more in line with theory 
 

• The incremental effect of tight liquidity regime Γ 
has negative sign but weakly significant (at 10%). 
 

• The long-run multiplier of MP transmission in 
tight liquidity regime (B + Γ) is negative; though 
not significant.  

a) Business & Retails Loans: more fit the data 

 







2. By bank size 
 

– The larger a bank, the less sensitive; but the 
result does not suggest so. 
 

– The medium size is the most sensitive; yet 
long run multiplier is not significant. 
 

– When LD is replaced by LDB, the long run 
multiplier become more significant.  
 





3. By loan maturity  
 

– Use LD rather than LDB since it yield higher R2. 
 

– Loans with long maturity should be more 
sensitive, and the result said so. 

 

– Bank lending channel exists in case of long-
term loans when liquidity is tight.  
 





Use LD as an indicator and only model (3) 

1. For entire sector 

a) Total Loans 

– Deposit Growth: explosive results 

– Loan Growth: unexpected result on the 
incremental effect of SFIs’ aggressiveness Λ 
 

a) Business & Retails Loans 

– Deposit Growth: yield expected result 

– Loan Growth: unexpected result 

 





Use LD and SFIs’ deposit growth as indicators 
 

2. By bank size 
 

– Yield unexpected result for small bank. 

– Large bank yield expected but not much 
significant results. 

– Medium size banks are most sensitive. 
 

3. By loan maturity  
 

– Long term loans are more sensitive. 
 





Conclusion 



• Both liquidity and SFIs improve effectiveness 
of MP, with dominant effect from SFIs.  

o  Competitiveness improves effectiveness. 
 

• Medium banks seem to be the major conveyor. 
 

• Long-term loans seem to be the credit most 
sensitive to the MP. 

 

 



Q&A 



• The second model improve the first one. 

 

 

• where π  = Pr (It = 1) = Pr (z > c)  
 

• The first B muddles up the liquidity 
regime-dependent variable (Γ). 

 
 

 






