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CHAPTER 4

THE SCOPE, PROSPECTS AND
IMPLICATIONS OF NEW FORMS OF

FINANCIAL INTERMEDIATION IN THAILAND 

4.1 Background

It is widely known that financial technology has progressively altered intermediation 
from a mechanism that is performed by single financial entities to a process involving 
multiple institutions, each categorised by a higher degree of specialisation. Greater 
specialisation has been associated with a significant reduction in intermediation cost, 
which in turn has pushed financial activities into the “shadow banking” sector, which is a 
way to reduce or eliminate the costs associated with prudential supervision and regulation, 
investor disclosures and taxes (IMF, 2014). In particular, the emergence of regulatory 
arbitrage opportunities has led to the development of a set of intermediaries performing 
bank-like activities outside the perimeter of banking regulation, known as the shadow 
banking system.

The term shadow banking was introduced to the public in 2008 right after the onset 
of the great financial crisis. Many activities migrated into shadow banking areas and left 
the regular banking system on account of the arbitrage opportunities offered either by 
loopholes in the regulatory system or the mispricing of risk in complex models, generating 
incentives for certain activities involving securities and obligations (Allen, Goldstein 
and Jagtiani, 2018). Shadow banking can complement traditional banking activities by 
enlarging access to credit, sustaining liquidity and enabling better risk sharing, both in 
developing and advanced economies (Ghosh, Mazo and Robe, 2012). Credit creation and 
liquidity are then one of shadow banking’s outcomes. At the same time, it has become 
a source of greater systemic risk because of the complexity of its product structures, 
operations outside of the banking sector, deficiency of legal clarity and insufficient control 
(Wang and Li, 2013).

The total size of the shadow banking industry in Asia remains difficult to estimate 
due to the lack of a clear definition of shadow banking and the scope of its activities.  
Asian countries do not possess a single definition of shadow banking and claim the right to 
the discretionary application of the global definition at a local level. For several ASEAN 
countries, however, notably Thailand, the World Bank has successfully collected some 
data that shows a growing proportion of shadow banks’ total assets to GDP. The total 
assets of Thailand’s shadow banks reveal that the country has one of the largest shadow 
banking sectors amongst its peers (Figure 4.1). The blue line shows an upward trend of 
the sector’s size in relation to GDP, from 31.5% in 2007 to 48.9% in 2016. Furthermore, 
the increasing total assets of shadow banks in Thailand are in line with the growth in the 
level of assets. 
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Figure 4.1
Non-Bank Financial Institutions’ Assets to GDP for Thailand, 2007- 2016 (%)

Notes: Total assets held by financial institutions that do not accept transferable deposits but 
that perform financial intermediation by accepting other types of deposits or by issuing 
securities or other liabilities that are close substitutes for deposits as a share of GDP. It 
covers institutions such as savings and mortgage loan institutions, post-office savings 
institutions, building and loan associations, finance companies that accept deposits or deposit 
substitutes, development banks and offshore banking institutions. Assets include claims on 
the domestic real non-financial sector such as the central, state and local government, non-
financial public enterprises and the private sector.

 As we could not find the latest data on non-bank financial assets to GDP in Thailand, we 
adjusted the component to a more specific non-bank financial institution, namely mutual 
funds, which have the largest component of assets in the non-bank financial institution 
market. A mutual fund is a type of managed collective investment scheme that pools money 
from many investors to purchase securities. Data are taken from a variety of sources, 
including the Investment Company Institute and national sources.

Source: World Bank (2018).

Furthermore, in order to keep up with the modern era, shadow banks have started 
to take advantage of technological advances, namely financial technology (FinTech). 
The FinTech sector employs innovative technological solutions and customer-centred 
approaches more adroitly and skilfully than traditional banks to implement and leverage 
opportunities (Ansari and Krop, 2012; Christensen, 2013). FinTech in financial 
transactions aims to make these transactions quicker and easier compared to conventional 
financial transaction methods. Recently, the way consumers think and act has changed in 
line with the digital transformation to create new kinds of consumer demands (Nemet, 
2009). Consequently, the number of FinTech providers has increased significantly over 
time. Accenture (2017) reported that global investment in the FinTech area has grown 
significantly from USD930 million in 2008 to more than USD40 billion in 2017. The total 
global FinTech transaction value is estimated at USD3,446 billion in 2017 and is expected 
to reach USD8,000 billion by 2022. The transaction value for 2017 was dominated by 
digital payments that amount to about 80% of all transactions, as reported by the FinTech 
Report (2017), based on data from Statista.com.
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FinTech as a tool of shadow banking has accelerated the spread of the shadow 
banking system around the world. For instance, China is one of the countries that has a 
huge shadow banking system. The Chinese shadow banking system can be divided into 
three levels. The first level contains security firms, insurance, entrusted loans, money 
market funds, private equity investments, etc; the second level involves credit creation 
for small companies, investment corporations, financial assurance corporations and other 
quasi-financial institutions; and the third level encompasses the private financial system 
represented by private banks, entrepreneur clubs, chambers of commerce and Internet 
finance (Han, Hus and Li, 2019). However, shadow financing in China entails a big risk 
because there is no integrated supervisory control. This leads to at least four risks, namely 
bad assets at banks, defaults of debt obligations on bonds, the so-called shadow financing 
and online financial services. Although new regulations have been drafted, the regulatory 
system is still murky about how quickly risks might spread and what the likely impact will 
be. Moreover, the full extent to which a particular authority will be legally responsible for 
which part of this system is still unclear (Nikkei Asian Review, 2017).

Figure 4.2
Thailand’s GDP and Aggregate Broad Money, 2006 – 2017 (Billion USD)

Notes: Broad money is the sum of currency outside banks; demand deposits other than those of 
the central government; the time, savings, and foreign currency deposits of resident sectors 
other than the central government; bank and traveller’s checks and other securities such as 
certificates of deposit and commercial paper such as certificates of deposit and commercial 
paper. 

 GDP at purchaser’s prices is the sum of gross value added by all resident producers in the 
economy plus any product taxes and minus any subsidies not included in the value of the 
products. It is calculated without making deductions for depreciation of fabricated assets 
or for depletion and degradation of natural resources. Data are in current US dollars. US 
dollar figures for GDP are converted from domestic currencies using single year official 
exchange rates. For a few countries where the official exchange rate does not reflect the rate 
effectively applied to actual foreign exchange transactions, an alternative conversion factor 
is used.

Source: Wold Bank (2019).
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Figure 4.3
Thailand’s Inflation and Money Growth Rate, 2006 – 2017 (%)

Note: Inflation is measured by the consumer price index and reflects the annual percentage 
change in the cost to the average consumer of acquiring a basket of goods and services that 
may be fixed or changed at specified intervals, such as yearly. The Laspeyres formula is 
generally used.

Source: World Bank (2019).

FinTech and shadow banking have grown significantly for small-, medium- and 
large-sized enterprises. The tendency of people to use digital financial intermediaries 
more intensively will affect microeconomics and macroeconomics significantly, including 
the current role of the central bank. Supporting this statement, Zhang and Wan (2017) 
foresee that conventional monetary policy pursued by the central bank could become 
impotent in influencing the financial system. This can happen because the demand for 
money is no longer stable.  Figure 4.2 shows GDP and the level of aggregate broad money 
in Thailand. Taking a closer look, we find that the growth rate of broad money (BM) is 
increasingly surpassing the growth rate of GDP. As a result, the ratio of BM to GDP in 
Thailand rose accordingly, from 34.6 in 2007 to 36.6 in 2011 and then peaked at 44.4 in 
2016. Moreover, Figure 4.3 shows that since 2006, the expansion of M2 in Thailand has 
failed to follow one of the basic rules in monetary economics; that higher money growth 
translates into higher inflation. The red line representing the growth of M2 in Thailand is 
not in accordance with the blue dotted line that denotes the inflation rate. In 2008, the red 
line indicated an 8% increase in M2, whereas the inflation rate was decreasing from 5.5% 
to –0.8%. This implies that inflation and M2 have become unrelated – thus inflation is 
not entirely a monetary phenomenon. We also find that the Thai monetary aggregates are 
very unstable, as the money multiplier is endogenously determined by the behaviour of 
market participants. This evidence shows that it may be time to adjust the monetary policy 
framework in Thailand because the financial environment has changed dramatically in 
recent years. The rapid rise of shadow banking and the boom in financial innovation have 
introduced many complexities into the monetary system since 2008, thus identifying and 
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controlling BM has become harder. The money multiplier and the velocity of money are 
no longer stable, which argues against the basic assumptions of the Fisher quantity theory 
of money (QTM), making quantitative instruments less desirable and unreliable. As a 
result, the need for comprehensive research about new forms of financial intermediation 
from a macroeconomic and monetary policy perspective has become more urgent, timely 
and relevant.

4.2 Macromapping of New Forms of Financial Intermediation in Thailand

4.2.1 New Forms of Financial Intermediation in Thailand

A financial institution plays an important role as an intermediary for capital 
mobilisation and the allocation of economic resources. A well-developed, efficient 
and stable financial system is thus a vital prerequisite to support sustainable economic 
development. In Thailand, the financial system comprises a wide range of institutions, 
which can be grouped into three broad categories: banks, non-bank financial institutions 
(NBFIs) and specialised financial institutions (Shrestha, 2007). Banks include domestic 
commercial banks, retail banks, branches of foreign banks and subsidiaries while 
NBFIs consists of finance companies, credit foncier companies, cooperatives, insurance 
companies, securities companies, mutual funds, pension funds and asset management 
companies. The specialised financial institutions group comprises deposit taking and non-
deposit taking specialised institutions as well as institutions for financial sector resolution. 
However, this study does not deliberate on shadow banking issues as currently debated 
on a global level. Instead, it focuses on the developments of NBFIs and their role in 
the financial system as well as in the transmission of monetary policy. Also, no clear 
distinction is made between banks and NBFIs due to the different approaches adopted in 
defining the non-bank financial intermediation system across the countries surveyed.

The Bank of Thailand (2017) has used the main definitions by the FSB (2012) and 
Claessens and Ratnovski (2014) as a first step for defining shadow banking and assessing 
subsequently how the Thai financial system conforms to these definitions.  They state that 
Thai financial institutions can be divided into two different groups: depository and non-
depository corporations. A depository institution is a financial entity that is legally allowed 
to accept monetary deposits from consumers, whereas a non-depository corporation is 
an intermediary organisation that facilitates transactions between savers and borrowers. 
Time deposits are, however, not accepted. These intermediaries source their lending 
activities through the sale of securities and insurance policies to the general population. 
The classification of their money supply falls under one or more definitions, typically 
“near money”. Extending the previous study of Shrestha (2007), Bank of Thailand moved 
banks and specialised financial institutions into the depository corporations’ bucket, while 
NBFIs were in the non-depository corporation group. The Bank of Thailand also define 
these terms in more detail by providing more examples. Besides banks and specialised 
financial institutions, saving cooperatives, credit unions and money market mutual funds 
are also classified as depository corporations. On the other hand, in terms of non-depository 
corporations, the Bank of Thailand is in line with previous interpretations. To provide 
further support, in Section 4 of the Financial Institution Business Act, B.E. 2551, the Bank 
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of Thailand states that “financial institution business” encompasses commercial banking 
business, finance business and credit foncier business and includes the undertaking of 
specialised financial institution business. The definitions and details of these entities are as 
follows:

1. “Commercial banking business” means the business of accepting deposits of money or 
accepting money from the public subject to withdrawal on demand or at the end of a 
specified period, and of employing such money in one or several ways such as granting 
of credits, buying and selling of bills of exchange or any other negotiable instruments, 
buying and selling of foreign currencies. 

2. “Finance business” means the business of accepting deposits of money or accepting 
money from the public subject to withdrawal on demand or at the end of a specified 
period, which is not the accepting of deposits or money within the account subject to 
withdrawal by cheque, and of employing such money in one or several ways such as 
granting of credits, buying and selling of bills of exchange or any other negotiable 
instruments. 

3. “Credit foncier business” means the business of accepting deposits of money or 
accepting money from the public subject to withdrawal at the end of a specified period 
and of employing such money in any matter as follows: 
a. Lending money on the security of mortgage of immovable property. 
b. Buying immovable property under contract of sale with right of redemption.

Following the global financial crisis that started in 2008, many regulators around 
the world have come to understand that NBFIs, which existed in the early 1990’s to 
complement the traditional banking system, are a major source of systemic risk to the 
financial system through their significant role as a source of credit and liquidity in the 
economy as well as its interconnectedness with the banking system (Farid, 2013). In terms 
of lessons from the crisis, there have been increased efforts by policymakers around the 
globe, including Thailand, to gain a better understanding of the shadow banking system 
and to identify the informational needs to develop a robust monitoring framework. A more 
advanced study of the Thai case comes from Civilize et al. (2019), who point out that 
Thai shadow banks could also be referred to as “other financial institutions”. In their 
study, they provide more examples of Thai financial institutions that could be classified as 
shadow banks, which are credit card and personal loan companies, mutual funds, pension 
funds, insurance companies, leasing companies, asset management companies, finance 
companies and securities companies. The authors then explain that the financial landscape 
in Thailand is comparable to the “Chinese version” that was mentioned earlier in Landau 
(2019), who divided the shadow banking system into two categories: “Chinese style” and 
“Western style”. Briefly, the main differences between these two categories are that in 
China, shadow banking mainly consists of intermediation activities where banks play a 
central role as operators, while managing to keep the transactions off their own balance 
sheets – thus avoiding capital, liquidity and interest rate regulations. By contrast, “Western 
style” shadow banking is more complex. Deposit banks do not play the same critical 
central role. Instead, major actors are non-bank entities: money market funds, mutual 
funds, asset management companies and dealer banks.
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Figure 4.4 presents a stylised diagram of the Thai financial system that traces the 
flow of funds from the ultimate creditors on the right-hand side to the ultimate borrowers 
on the left-hand side, with key balance sheet items included to highlight important linkages.  
The ultimate creditors are primarily households, which save surplus funds and place their 
savings with banks and asset managers. On the other hand, ultimate borrowers are mainly 
non-financial corporations that borrow funds to finance their business opportunities, 
and households that borrow to fund their various spending needs, which could be large 
purchases (e.g., housing) or even short-term liquidity needs. The main function of the 
financial system - channelling funds from creditors to borrowers – is central for a well-
functioning economic and financial system, since entities with surplus funds (e.g., 
households) might not be those with profitable investment opportunities (e.g., firms). The 
existence of a financial system allows funds to be directed to more productive activities, 
thus promoting a more efficient allocation of capital in the overall economy.

Funds can flow from creditors to borrowers via two routes. In direct finance (at 
the bottom of Figure 4.4), borrowers can borrow from creditors directly in financial 
markets (e.g., by issuing financial securities or borrowing directly). In indirect finance, 
the channelling of funds from creditors to borrowers takes place through financial 
intermediaries. These financial intermediaries (in the centre of Figure 4.4) can be 
thought of as consisting of two parts: (1) other depository corporations (ODCs), which 
are mainly commercial banks and other financial institutions that take deposits; and (2) 
other financial corporations (OFCs), which consist of entities that conduct some form of 
lending operations like banks (e.g., credit card and personal loan companies) and entities 
that manage clients’ assets (e.g., mutual funds, pension funds, insurance companies, 
etc.). In modern-day financial markets, it is important to differentiate between financial 
intermediation of ultimate creditors’ short- and long-term savings, which are different in 
nature and often involve different groups of financial intermediaries. Ultimate creditors 
can be understood as performing two things with their savings: (1) they place their short-
term savings with banks, mostly in the form of demand deposits, which in turn can be used 
by banks to finance loans; and (2) they invest their long-term savings with asset managers, 
which in turn invest the funds in financial securities issued by corporates, government 
and non-residents. Hence, intermediation of ultimate creditors’ short-term savings mainly 
involves ODCs, while intermediation of ultimate creditors’ long-term savings mainly 
involves OFCs.
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Figure 4.4
Schematic Diagram of the Flow of Funds through the Financial System in Thailand

Source: Civilize et al. (2019).

In 2019, the FSB conducted a further investigation of shadow banking activity in 
several ASEAN countries, including Thailand. They describe and classify the activities 
of financial institutions based on two principles they established, namely “Economic 
Function (EF)” and “Systemic Risk (SR)”. Briefly, EF 1 consists of financial institutions 
which have features that make them prone to systemic runs. In the financial system, 
these institutions may act as a shock absorber for costs arising from an entities’ loss. 
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Nevertheless, some of these institutions are engaged in maturity/liquidity transformation 
and leverage can be affected by runs resulting from serious financial situations. In the 
case of Thailand, only collective investment schemes fall in this category. Moreover, 
many institutions in EF 2 take part in loan provision, which is strongly connected to 
short-term financing. Financial institutions falling into the EF 2 category tend to either 
compete with commercial banks or offer services in niche markets. If such action is done 
continuously, it could endanger the financial system as it may cause substantial risks. The 
Bank of Thailand has not found any financial institutions that should be grouped under 
EF 2. In the EF 3 category, financial institutions display a new approach to utilising their 
short-term funding, which is by lending and borrowing securities, and securing funding of 
client assets. Financial entities in this classification frequently possess several important 
objectives, including supplying liquidity through market-making activities, providing 
investment advice to clients, producing short-term credit to clients, supporting trading 
activities, assisting in the raising capital and publishing investment research. The Bank of 
Thailand has not labelled any financial institution in Thailand as EF 3. 

Table 4.1
Shadow Banking in Thailand by Economic Function

Economic 
Function Definition Entities

EF 1 Management of collective investment 
vehicles with features that make them 
susceptible to runs

Collective investment schemes 
(CIS)

EF 2 Loan provision that is depend on short-term 
funding

–

EF 3 Intermediation of market activities that 
is dependent on short-term funding or on 
secured funding of client assets

–

EF 4 Facilitation of credit creation Mortgage corporations, pension 
funds

EF 5 Securitisation-based credit intermediation and 
funding of financial entities

Structured finance vehicles, 
mortgage corporations

Source: FSB (2019).

At the same time, financial institutions in EF 4 support the origination of credit 
by expanding numerous designs of guarantees. This act is considered by investors as full 
repayment, even if the borrower cannot fulfil its responsibility. The Bank of Thailand 
initially grouped mortgage corporations and pension funds under the EF 4 category, 
although it stopped classifying pension funds as shadow banks later. Finally, EF 5 alters 
the financing of financial entities and securitisation-based credit intermediation. Here, 
bank and non-bank institutions often utilise securitisation for capital maintenance, 
financing objectives and bolstering their lending portfolios. Securitisation can reduce 
funding costs for financial institutions as well as enhance the availability of credit to the 
real economy. Although it seems profitable and promising, securitisation has other effects 
that can endanger the soundness of the financial system. For example, this process can 
create an excessive maturity/liquidity transformation, leverage and regulatory arbitrage, 
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which later on can lead to considerably higher risk in financial systems. With this in mind, 
the securitisation market should be much more conscious of unexpected deteriorations in 
market liquidity. In Thailand, financial entities classified as EF 5 are structured finance 
vehicles and mortgage corporations. 

Table 4.2 
Shadow Banking in Thailand by Systemic Risk

Systemic 
Risk Definition Entities

SR 1 Maturity transformation Collective investment schemes (CIS), Mortgage 
corporations

SR 2 Liquidity transformation Collective investment schemes (CIS), Mortgage 
corporations.

SR 3 Credit risk transfer –

SR 4 Leverage Mortgage corporations

Source: FSB (2019). 

Aside from EF, FSB (2019) also establishes another indicator that can be utilised to 
define shadow banking activity, namely SR, described concisely as follows: 

1. SR 1 – Maturity Transformation.  Short-term liabilities are used to finance long-term 
assets in the provision of credit by financial institutions. In Thailand, CIS and mortgage 
corporations are known to have features that may lead to this type of systemic risk.  

2.  SR 2 – Liquidity Transformation.  This indicator is defined as the extent of liquidity 
transformation supporting credit provision within institutions.  The Bank of Thailand 
defines CIS and mortgage corporations as financial entities that are involved in this type 
of systemic risk. 

3. SR 3 – Credit Risk Transfer.  The balance-sheet disclosure (e.g., commitments) provided 
by financial entities.  The Bank of Thailand has not designated any financial institution 
to fall into the SR 3 category. 

4. SR 4 – Leverage.  This indicator captures the extent of leverage in financial institutions.  
Mortgage corporations in Thailand are found to have significant SR 4 in their activities.  

Table 4.3 below presents a brief summary of Thailand’s financial institutions 
regarding their classification according to the EF and SR approaches. It shows that Thailand 
does not have data on certain financial institution categories, such as credit unions/
cooperatives, building societies, primary dealers, portfolio managers, money market 
corporations, pawnshops, development financial institutions, microfinance institutions, 
finance companies, hedge funds and trust companies. Moreover, there are other financial 
institution categories like insurance companies, pension funds and public financial 
institutions that are specifically not considered as engaged in shadow banking activities 
by the Bank of Thailand. The remaining institutions, such as structured finance vehicles, 
brokers, mortgage corporations, money market funds and collective investment schemes 
are then classified as financial institutions that do carry out shadow banking activities in 
Thailand. 
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Table 4.3
Non-Bank Financial Institutions in Thailand

Entity Identified as 
Shadow Banks

SR and 
EF Notes

Insurance 
companies 

No Thailand does not consider insurance 
company activities as shadow banking 
entities. 

Pension funds No Thailand does not include pension funds in 
the shadow banking category as they do not 
engage in credit intermediation. 

Public financial 
institutions (PFIs)

No Thailand does not consider PFIs as shadow 
banking entities because they do not create 
significant systemic risks or are guaranteed 
by the government. 

Credit unions/
cooperatives 
(CUCs) 

No Thailand does not report having these 
institutions in the country.

Building societies No Thailand does not report having these 
institutions in the country.

Structured finance 
vehicles (SFVs)

Yes EF 5 Thailand considers SFV’s activities as 
shadow banking since they pose minimal 
risk. 

Primary dealers and 
portfolio managers 

No Thailand does not report having these 
institutions in the country. 

Brokers Yes Thailand deems that brokers undertake a 
host of economic functions and display 
certain systemic risk indicators, albeit at 
a minimal level. They classify brokers as 
shadow banking in line with the FSB’s 
broader definition of shadow banking. 

Money market 
corporations 
(MMCs) 

No Thailand does not report any data for these 
institution in the country.

Pawnshops No Thailand does not report any data for these 
institution in the country.

Mortgage 
corporations

Yes SR 1, 
SR 2 and 

SR 4

Thailand considers their mortgage 
corporations to be shadow banking based 
on the FSB indicators, as they are involved 
in maturity and liquidity transformation, 
as well as leverage, and are only subject to 
limited prudential requirements.

Development 
financial institutions 
(DFIs) 

No Thailand does not report any data for these 
institution in the country.



The Scope, Prospects and Implications of New Forms of
Financial Intermediation in Thailand

100 The Scope, Prospects and Implications of New Forms of Financial
Intermediation for Monetary Policy in ASEAN Economies

Entity Identified as 
Shadow Banks

SR and 
EF Notes

Microfinance 
institutions (MFIs)

No Thailand does not report any data for these 
institution in the country.

Finance companies No Thailand reports having these institutions 
in the country yet does not classify them as 
shadow banking.

Money market 
funds (MMFs) 

Yes Thailand considers them to be shadow 
banking, but believes the risks are generally 
addressed within their existing regulatory or 
supervisory framework. Thailand also notes 
that MMFs only pose minimal risks, all of 
which are mitigated by several regulatory 
measures. 

Collective 
investment schemes 
(CIS) 

Yes SR 1, 
SR2 and 

EF 1

Thailand identifies CIS as having similar 
risks and categorises CIS as shadow banking 
but considers that the degree to which CIS 
are susceptible to a run is minimal. 

Hedge funds No Thailand does not report any data for these 
institution in the country.

Trust companies No -

Source: FSB (2019).

4.2.2 The Development of New Forms of Financial Intermediation in Thailand

Over the past decade, the Thai banking sector has remained the main channel of 
financial intermediation, especially for the private sector, by competing for most of the 
deposits and loan business. In terms of participants, the four largest domestic commercial 
banks have maintained their dominance as financial intermediaries for households and 
firms, and thus have preserved their strong influence on the passthrough of monetary policy 
to the economy.

However, changing economic and financial conditions, in part arising from 
exceptionally low global interest rates following the GFC, a prolonged period of 
accommodative domestic monetary policy and actions by the government, have generating 
changes in the Thai financial system. Among these changes, two important adjustments 
have affected the effectiveness of monetary policy transmission. First, domestic financial 
markets have gained in importance as alternative places for the private and public sectors 
to save and raise funds. Second, SFIs, which are effectively instruments for government 
policy implementation that facilitate and support fiscal policy, have been as active in 
loan extension and deposit mobilisation as the commercial banks. While their growing 
importance supported the Thai economy during the GFC, this has, in turn, affected the 
interest rate adjustments made by commercial banks in the following period.
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Figure 4.5 shows the institutional structure of Thailand’s financial system by 
asset size from 2011 to 2017. Based on the Civilize et al. (2019) classification, financial 
institutions (FIs) are OFCs (non-blue regions) and ODCs (blue regions). Figure 4.5 gives 
the impression of a diversified financial ecosystem. Traditional banks dominate in terms 
of assets, with outstanding assets of THB19.3 trillion in 2017 (45.8% of total FI assets).  
Despite commercial banks’ domination, non-bank entities have been growing rapidly.  
OFCs’ assets have almost doubled from THB7.2 trillion in 2011 to THB13.3 trillion in 
2017. The growth rate of non-banking institutional assets is almost twice as high as that 
for commercial banks, assets of which have increased from THB13.5 trillion in 2011 to 
THB19.3 trillion in 2017. With an increase of 14.4% and 12.2% respectively over the 
2011-2017 period, mutual funds as well as life insurance companies recorded the fastest 
growth in the OFC sector. OFCs have also substantially gained in terms of asset share at 
the expense of commercial banks. In 2011, life insurance companies and mutual funds 
made up 6.9% and 5.6% of total FI assets respectively. Six years later, in 2017, their 
contribution had increased to 11.2% and 7% of total financial entity assets. On the other 
hand, the share of traditional banks has decreased from 50.6% to 45.8% of total financial 
institutions’ assets over the same period. These developments, which have been evolving 
for many years, demonstrate structural adjustments in intermediation activities, with 
prospects progressively favouring OFCs, notably life insurance companies and mutual 
funds.
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Figure 4.5
Composition of Thai Financial Institutions System 2011-2017

Source: Civilize et al. (2019).
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Furthermore, to get a better sense of the definition of each entity operating in the Thai 
financial intermediary sector, Table 4.4, based on Bank of Thailand (2019), shows the list of 
institutions in Thailand’s financial system as well as a brief explanation of their activities. 

Table 4.4
Definition and Scope of Businesses Activities of

Various Financial Institutions in Thailand

No. Financial Institution Definition

1. Commercial Bank Serve as the intermediaries that allocate funds from depositors and loan 
out to household and business sectors. The commercial bank category can 
be divided into different forms: commercial banks (universal banks), retail 
banks, foreign commercial bank subsidiaries and foreign commercial bank 
branches. 

2. Special Financial 
Institution

Established within specific laws, whose objectives is to serve government 
policies in promoting economic development and supporting investment.  
Other objectives are to provide financial assistance to farmers, farming 
groups and agricultural cooperatives in order to stabilise incomes or 
improve the quality of farmers’ lives or those of their families.

3. Government Saving 
Bank (GSB)

The objective of this institution is to provide deposit services to retail 
depositors and to promote savings for students and the general public.

4. Government Housing 
Bank (GHB)

In the short-term, to provide housing loans to the public, and for 
entrepreneurs to develop land and housing projects. Long-term, for the 
purposes of building, buying or providing housing.

5. Export-Import Bank 
(EXIM)

The objective is to promote and support exports, imports and investment, 
both domestically and internationally.  This institution is under the 
supervision of the Ministry of Finance.

6. Finance Company A business that raises funds from the public in the form of promissory notes 
(P/Ns) and employs such funds in several forms for investment purposes, 
including commerce, development, purchases, consumption and housing. 

7. Credit Foncier The business of accepting money from the public in the form of promissory 
notes (P/Ns) and employing such money in several ways, such as granting 
credits by mortgaging immovable property, accepting immovable property 
on consignment, etc. 

8. Saving Cooperative
and Credit Union

Established on a voluntary basis by members that generally consist of 
people with a common bond (e.g., the same occupation or residence, etc.), 
where the operating funds of the cooperative are periodically contributed 
by members.  Such contributed funds are then loaned out (at a fixed rate of 
interest) to support other members who need funds.  The return from the 
loans will be contributed to members in the form of interest, dividends or 
other benefits, etc.

9. Pawnshop A business that offers secured loans up to THB100,000 per customer, with 
items of personal property serving as collateral.  The collateral can be 
redeemed within a certain contractual period of time. 

10. Money market
mutual fund

A type of mutual fund that mainly invests in bank deposits, short-term debt 
with a repayment period not exceeding one year (i.e., Treasury bills, bills 
of exchange, P/Ns) and Government bonds or corporate debentures with a 
repayment period not exceeding one year. 
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11. Mutual Fund A well-managed investment entity that seeks the highest returns given a 
certain amount of risk investors wish to take. A mutual fund is suitable 
for retail investors who want to invest in cash and capital markets but lack 
financial knowledge, investment experience and/or have limited financial 
resources, etc. 

12. Insurance Insurance can be divided into two business lines, which are:
1) Life insurance provides insurance against the loss of, or damage to, 

either an individual or a group of individuals, where the insurer 
promises to pay a designated beneficiary in exchange for a premium, 
upon the death, disability or critical illness of the insured person.

2) Non-life insurance is divided into four broad areas, which are fire 
insurance, auto insurance, marine insurance and miscellaneous 
insurance.

13. Provident Fund A form of fund set up voluntarily between the employer and employees, 
where the assets of the fund consist of money contributed by both employer 
and employees.  The creation of a provident fund can be regarded as a type 
of benefit for employees, where the assets of this fund will be managed by 
a professional fund management called an “Asset Management Company 
(AMC)”. The benefits derived from the professional management of the 
fund are proportionately distributed to members of the fund. 

14. Credit Card and 
Personal Loan 

Company

A non-depository business that provides credit in various forms, for 
example credit card, personal loans, etc. 

15. Asset Management 
Company

Established to manage the non-performing asset of financial institutions. 

16. Securities Company Conducts various types of securities business, namely brokerage, dealer, 
underwriter, investment advisory, private fund management, etc. 

17. Money Changers This business falls under the supervision of the Ministry of Finance and the 
Bank of Thailand.

Source: Bank of Thailand (2019).

Table 4.5 displays the recent development of Thai financial entities from 2017 until 
2018 in a more detail. It reveals that the Thai financial system continues to be dominated 
by depository corporations with a share of 68.4% and 68.3% in 2017 and 2018 respectively.  
This category contains commercial banks, which has the largest percentage of assets, 
specialised financial institutions, saving and credit cooperatives as well as money market 
mutual funds. The latter perform similar functions to mutual funds, although the Bank of 
Thailand puts them in different buckets. Briefly, a mutual fund is an asset management 
company which aims to help investors achieve the highest profit under a certain amount 
of risk, whereas a money market mutual fund is a type of mutual fund which usually 
invests in bank deposits as well as short-term debt with a repayment period not exceeding 
one year – this is why the Bank of Thailand classifies it as a depository corporation, 
as it is engaged in saving products.  On the other hand, with 31.6% and 31.7% in 2017 
and 2018 respectively, Thai non-depository corporations have less than half of total 
depository assets. We find that mutual funds have the largest share of total assets in this 
category with 11.2% in 2018. Next comes insurance companies with 9.1% of assets. Other 
financial institutions included in this classification are leasing companies, credit card and 
personal loan companies, provident funds, government pension funds, asset management 
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companies, agricultural cooperatives, pawnshops and securities companies. With mutual 
funds exhibiting the largest share, we will focus on them for the purpose of our study. 
There are four dominant companies in Thailand, which are Kasikorn Assset Management 
Company with a 20% share of AUM, SCB Asset Management with 18%, BBL Asset 
Management with 14% and Krung Thai Asset Management with another 14% (Fitch, 
2019). Based on the asset positions, we choose Kasikorn Asset Management Company to 
represent all shadow bank entities in Thailand.

Table 4.5
Financial Institutions in Thailand, 2017 – 2018

Financial institution in Thailand
End-2017

Number % of total assets of 
financial institutions

2017 2018 2017 2018

Depository Corporations – – 68.4 68.3

Commercial Banks 30 30 45.9 45.6

Specialized Financial Institutions 6 6 15.5 15.3

Saving Cooperatives and Credit Unions 1,986 1,995 6.5 6.9

Money market Mutual Funds 40 37 0.6 0.6

Non-depository corporations – – 31.6 31.7

Mutual Funds 1,437 1,376 11.2 11.2

Insurance Companies 86 83 9.1 9.0

Leasing Companies 796 851 1.9 1.9

Credit Card and Personal Loan Companies 37 39 2.3 2.4

Provident funds 401 380 2.6 2.7

Government Pension Fund 1 1 2.0 2.0

Asset Management Companies 41 52 0.7 0.7

Securities Companies 55 47 1.0 0.9

Agricultural Cooperatives 3,588 3,426 0.6 0.6

Pawnshops 617 660 0.2 0.2

Source: Bank of Thailand (2019).

4.3 Prospects for New Forms of Financial Intermediation in Thailand

In cooperation with the Ministry of Finance (MoF), the Bank of Thailand (BoT) 
has determined targets and critical assignments for developing the financial sector in 
Thailand.  This is implemented through the Financial Sector Master Plan (FSMP), which 
is divided into three stages: FSMP I, FSMP II and FSMP III. The first stage of FSMP 
(2004-2008) aims to improve the efficiency and stability by focusing on rationalising 
the structural aspects of the financial system. While still enhancing the effectiveness of 
the financial system, the BoT added the promotion of financial access and enhancing the 
financial infrastructure, most notably in risk management, to the second stage of the plan 
under FSMP II (2010-2014). After the attainment of the plans embodied in FSMP I and II, 
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the structure of the Thai financial institutions system should have become more robust in 
terms of the types of entities and range of businesses while stability, financial access and 
efficiency continue to develop.

However, there are some imminent challenges from both international and domestic 
developments, for instance, an aging society, regional convergence, global regulatory 
reforms, urbanisation and the rapid growth of the digital economy. These developments 
create both opportunities and challenges for the Thai financial system. To ensure that 
financial institutions would be capable of managing these trends and continue to support 
growth in an ever complicated economy, the BoT devised FSMP III to be carried out over 
the period from 2016 to 2020. This third stage of the plan has been carefully vetted by 
experts from various sectors, including the Financial Institutions Policy Committee. Not 
only that, but the BoT also consulted with the banking sector and the real sector as well as 
other government agencies.

The essential concept of FSMP III is to encourage a competitive system for Thai 
financial institutions, which reinforces more diverse demands at fair and accurate prices, 
develops local businesses and investments and enables the maintenance of financial and 
macroeconomic stability. The “inclusive, connected, sustainable and competitive” FSMP 
III contains four fundamental actions: 

1. Improve the efficiency of the financial system, bolster electronic payments and financial 
services by developing new technological innovations and boosting the competitiveness 
of financial service providers to assist market growth.

2. Assist local businesses and investment connectedness by enhancing the breadth and 
depth of the Thai financial system in order to hasten financial assimilation under the 
ASEAN Economic Community (AEC) and other regional economic initiatives.  Basic 
steps designed to facilitate and reduce restrictions of commercial banks’ international 
enlargement include, for instance, the formation of Qualified ASEAN Banks (QABs), the 
expansion of cross-border financial infrastructures and the establishment of acceptable 
financial environment among bordering countries to promote international investments 
and trade in the Greater Mekong Subregion (GMS).

3. Provide considerably more financial access such that all individuals and entities are able 
to easily and efficiently access financial services in line with their demands, bringing 
about  sustainable economic growth.

4. Broaden the financial infrastructure with the purpose of achieving FSMP III’s vision.  
Vital infrastructures such as financial expertise, consumer protection, financial 
professional development as well as the proper regulation and supervision of financial 
entities, are essential in this regard.  Additionally, supervision and financial laws will 
be strengthened in compliance with international requirements to assure the stability of 
financial system. 

Other aims are to promote the adoption of electronic banking and payment services 
in government, business and retail sectors under the concept of “Banking anywhere, 
anytime” (digitisation) by developing the necessary infrastructure and environment which 
will foster faster and more efficient electronic transactions. The BoT will encourage 
financial institutions, including banks and non-banks as well as other service providers, to 
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offer different electronic financial products and services, which will better meet customers’ 
demands. Furthermore, with the goal of increasing the operational efficiency of financial 
institutions, the BoT will also promote the creation of internal working processes, a proper 
risk management database and a unified IT system. Joint infrastructures, such as fraud 
monitoring systems for controlling cyber risk, will also be installed with a view to reducing 
the cost and operational duplication in the system.

In addition, the BoT has done an assessment of the Thai financial sector that revealed 
gaps in the arrangement of financial services, in particular in the areas of variety and reach 
of services. Other than that, the BoT is also confronted by new challenges as well as 
opportunities, namely the increasing role of non-bank financial institutions in supplying 
electronic financial services, financial integration and the regional economic forces. In 
addressing this, the BoT will evaluate a suitable financial landscape and scrutinise the 
role of existing and new participants to ensure that the financial system continues to be 
healthy, efficient, resilient and capable of supporting financial and economic growth.

To promote greater financial access, individuals and businesses of all sizes (small, 
medium and large corporates) should be able to quickly and easily access financial 
services according to their needs. This will ultimately lead to sustainable economic 
growth, motivating the BoT to strengthen the development of financial services and 
products for customers’ needs, notably as Thailand is rapidly turning into an aging society. 
Additionally, the BoT will bolster financial access, for instance by supporting the growth 
of potential association-based financial service communities and expanding the number of 
access points of service, such as the internet and smart phones.

To boost banking branch networks to reach and help people living in inaccessible 
areas, the BOT will introduce further regulations, for instance: 

1. Promote financial entities’ service distribution channels to boost flexibility by promoting 
the development of forms and varieties of services, support agent banking and include 
more diverse channels.

2. Support the authorisation of electronic services, notably for payment and transfer 
services, a better accommodation and lower costs for customers, reduced transaction 
fees and “shoe leather costs” to the branches.

Other policies in this regard will encourage financial entities to provide essential 
financial services to the public at reasonable prices, for instance, advocating for financial 
entities to lower ATM card fees and encourage E-Wallet accounts which can be utilised to 
manage basic transactions at moderate fees.

In addition, enlarging the number of programmes for community-based financial 
entities as well as improving their legal status, will also ensure that they are able to 
effectively provide financial services. The design and processes for managing and promoting 
the growth of community-based financial entities will be evaluated with a view to assuring 
systemic and prudential supervision together with continuous market operations. SFIs, 
such as Government Savings Banks (GSBs) and the Bank for Agriculture and Agricultural 
Cooperatives (BAAC) will be strengthened to play a role in these attempts. As a benefit to 
community-based financial institutions when it comes to managing financial transactions 
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as well as serving as agent for financial entities, the BoT will legalise those which are 
operating illegally, motivate financial entities to provide services and products aimed at 
retirement savings and support the expansion of the retirement and pension fund system to 
ensure that the elderly have sufficient income and competent financial services appropriate 
to their age group. The BoT will try to extend pension coverage for the entire labour force, 
which can be accomplished by: 

1. Encourage financial institutions to develop and provide financial services and products 
for retirement, such as financial services for the elderly as well as long-term investment/
savings products.

2. Encourage compulsory provident funds and pension systems by promoting the 
provision of retirement funds for employees who are not protected by a pension 
arrangement and for those who are willing to grow their retirement savings. These 
customers may voluntarily set and combine their investments in the funds. The BoT 
also encourages public companies to arrange pooled or individual provident funds and 
persuade their workers to sign up. These plans will generate more retirement savings 
choices for employees and make them more consistent with the programmes in other 
regions. Additionally, the government has formed the National Savings Fund (NSF) 
and encourages membership applications as a way for workers and the self-employed 
in informal categories without any government benefits to collect pensions sponsored 
by the government.

Another area is the promotion of financial access for small- and medium-sized 
enterprises (SMEs) and develop their resources: SMEs’ access to credit will be enhanced 
by improving necessary SMEs databases in the financial system in order to increase access 
to funding.  The BoT will also support credit extension to SMEs by financial institutions 
and alternative source of funding. 

1. Restrict efforts to extend the categories of assets licensed as loan collateral. Following 
the Business Security Act, the BoT will analyse the regulations on the types of assets 
that can be classified as loan collateral by financial institutions. For instance, when 
arranging the loan loss plan, the expense of the borrower’s collateral may be subtracted 
from the loan value, capturing in detail the soundness of the asset amount. Moreover. the 
BoT will collaborate with related parties from both the private sector and government to 
establish clear procedures for evaluating the value of collateral assets that are realistic 
and can be coherently employed, such as for real estate assets. 

2. Promote the role of the Thai Credit Guarantee Corporation (TCG) in guaranteeing 
loans for SMEs. TCG should be encouraged to issue credit guarantees based on the 
risk level of borrowers or financial institutions that require the guarantees. TCG should 
also offer multiple products to support high-risk SMEs with high-growth potential and 
supporting roles in the country’s development, such as those involving innovation and 
start-up businesses. 

3. Explore the possibility of establishing an e-Claims system for Thailand to record and 
synchronise business and tax payment data for SMEs. Such a system will reduce SMEs’ 
operating costs, such as document preparation and record-keeping, and will enable 
financial institutions to access business and financial transaction information of SMEs 
more easily, helping in the loan approval process. 
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4. Promote other procedures of fundraising such as venture capital and crowdfunding in 
order to offer alternative ways of funding for SMEs, notably in the initial (start-up) 
phase of business. At present, SMEs can secure some funding through crowdfunding 
in the form of reward-based participation or donations without having to require the 
regulators’ permission. Equity crowdfunding can be obtained based on regulations 
established by the Securities and Exchange Commission (SEC). Other relevant agencies 
partnering with the BoT are currently examining P2P lending to decide how to support 
this kind of financial transactions as well as design an adequate regulatory scheme in 
the future.

5. Support financial entities to use the continuous banking principal by merging social 
and environmental aspects into their procedures. For instance, particular products can 
be suggested to create SMEs that are responsible for the environment, as well as those 
which generate environmentally friendly goods. 

Similar attempts for creating market-based funding exist for large companies. In 
this case, the BoT will cooperate with the relevant institutions to advance and support 
an appropriate environment for capital preservation in the private sector and bolster the 
Capital Market Development Plan. Allowing the private sector to access the bond market 
will boost access to loans more efficiently. While the bond market saw robust growth over 
the past five years, the total number of corporates that tapped bond markets in Thailand 
only amounted to 200 out of the 600 companies that are listed on the Thai Stock Exchange.  
In addition, only 20% of private firms have publicly listed corporate bonds. These two 
stylised facts indicate significant room to grow.

In this case, the BoT will support related companies by supporting the bond market 
as a suitable choice for raising capital for the private sector. This can be done by advising 
the business sector about the rules and regulations of issuing corporate bonds, notably for 
corporates which have the potential for issuing bonds, as well as encouraging the public 
sector to originate long-term government bonds on an ongoing basis. Other attempts 
involve supporting liquidity in the secondary market and promoting bond issuance in 
order to produce ample liquidity and variety.

In order to fulfil FSMP III’s vision, the main aim is to create financial infrastructure 
(otherwise known as enablers). Key infrastructures in the financial system will be 
developed, such as adequate training of finance professionals, financial literacy, consumer 
protection and the legal infrastructure to enhance risk management and the operation of 
financial institutions. In addition, regulation and supervision will be strengthened in line 
with international standards to ensure the stability of the overall financial system. The 
BoT will instruct consumers about the range of financial services and products available. 
Customers should have an excellent understanding of financial services and products in 
order to make informed decisions in accordance with their degree of risk aversion and 
preferences. One aspect of this policy is to expand competencies in supervising financial 
institutions’ market conduct. Moreover, the BoT will serve as the auditor in order to 
ensure that financial entities rigorously obey the relevant rules and regulations, as well 
as earnestly respond to customers’ requests for problem resolution. With that aim. The 
BoT will arrange a working group to analyse and potentially re-evaluate the supervisory 
scheme for market conduct.
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The fulfilment of FSMP III will greatly benefit both the economy and the financial 
system in Thailand. Financial entities and other providers will be able to efficiently function 
under proper levels of competition.  They will have the capacity to supply services that meet 
consumers’ needs and encourage individuals, business sectors and economic growth. This 
will generate more efficient financial activities and lower financial costs, hence improving 
Thailand’s competitiveness. In addition, FSMP III will encourage comprehensive growth 
by improving financial access for individuals and businesses through various channels with 
low fees and charges. This in turn will generate opportunities for better education, jobs 
and quality of life as well as business development. In parallel with this, the continuous 
advancement of financial literacy will assist businesses and individuals to have more 
competent financial management and be able to choose financial services and products 
that better match their needs. Moreover, in order to ensure the soundness and safety of the 
financial system as well as enhance the confidence of businesses and individuals, the BOT 
will engage in supervision and customer protection.

The BoT understands that while some parts of FSMP III can be achieved individually 
by either the MoF or the BoT, collaboration between the relevant parties from the public 
and the private sector is essential in accomplishing the desired outcomes.  Indicators which 
display the achievement of FSMP III, such as the percentage of Thai households using 
financial services and the capital adequacy ratio, will be assessed and monitored by the 
BoT itself.  Consequently, the results of FSMP III will be presented to the Minister of 
Finance and the Financial Institutions Policy Committee.

4.4 Regulation

Domestic financial institutions are crucial components which promote the smooth 
functioning of the financial system. They operate as financial intermediaries, allocating 
funds to and gathering deposits from the real economy, managing risks, providing 
financial advice to consumers and ensuring the payment of services and goods. Hence, 
it is important to make sure that financial entities operate in an effective and transparent 
manner. They must also possess an appropriate risk management system in order to avoid 
any losses on depositors’ funds. In Thailand, the BoT has the authority to regulate and 
supervise financial institutions. This is in accordance with the following financial laws:

1. The Financial Institutions Business Act B.E. 2551, the Act Amending the Emergency 
Decree on Asset Management Company B.E. 2541 and Act B.E. 2550 monitoring 
finance companies, commercial banks and credit foncier businesses. 

2. Other laws, for example, the Declaration of the Revolutionary Council No. 58 regarding 
the surveillance of financial businesses (e.g., personal loans and credit card companies). 

These laws allow the BoT to be in charge of examining and overseeing Thai 
financial institutions such as commercial banks, retail banks, foreign bank subsidiaries, 
foreign bank branches, credit foncier corporations, finance companies, foreign financial 
institution representative offices, asset management companies, foreign means of payment 
businesses, service providers under the payment system act as well as some non-bank 
financial operators, namely personal loan businesses, credit card companies and E-Payment 
businesses.
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In addition, the MoF has put the BoT in charge of investigating Specialized Financial 
Institutions such as the Government Savings Bank, the Government Housing Bank, the 
Islamic Bank of Thailand, the Bank of Agriculture and Agricultural Cooperatives and the 
Small- and Medium-Sized Enterprise Development Bank of Thailand. Finally, the BoT 
is also mandated by the Credit Information Business Act to oversee the National Credit 
Bureau.  

Table 4.6
Regulation of Non-Bank Financial Institutions in Thailand

No. Financial Institution Definition

1. Finance Company Such businesses are established in accordance with the Financial 
Institutions Business Act, B.E. 2551 and under the supervision of the BoT.

2. Credit Foncier The Credit Foncier business is registered under the Financial Institutions 
Business Act, B.E. 2551 (2008) and supervised by the BoT.

3. Saving Cooperative
and Credit Union

Saving Cooperative and Credit Unions are under the supervision of the 
Board of National Cooperative Development in accordance with the 
Cooperatives Act, B.E. 2542.

4. Pawnshop Such businesses are established in accordance with the pawnshop Act, 
B.E.2505 and amended under the supervision of the Ministry of Interior.

5. Money Market
Mutual Fund

Open-ended mutual funds with a portfolio duration of not more than 
three months are under the supervision of the Securities and Exchange 
Commission in accordance with the Securities and Exchange Act, B.E.2535 
and amendments thereof.

6. Mutual Fund Such funds are under the supervision of the Securities and Exchange 
Commission in accordance with the Securities and Exchange Act, B.E.2535 
and amendments thereof.

7. Insurance Insurance businesses are under the supervision of the Office of Insurance 
Commission in accordance with the Life Insurance Act, B.E.2535 and 
amendments thereof as well as the Non-Life Insurance Act, B.E. 2535 and 
amendments thereof.

8. Provident Fund Provident funds are under the supervision of the Securities and Exchange 
Commission in accordance with the Provident Fund Act, B.E. 2530 and 
amendments thereof as well as the Securities and Exchange Act, B.E.2535 
and amendments thereof.

9. Credit Card and 
Personal Loan 

Company

This type of business in under the supervision of the BoT in accordance 
with the Declaration of the Revolutionary Council No. 58 and the Financial 
Institutions Business Act, B.E. 2551.

10. Asset Management 
Company

Such companies are supervised by the MoF in accordance with the 
Emergency Decree on the Asset Management Company, B.E.2541.

11. Securities Company These companies are under the supervision of the Securities and Exchange 
Commission in accordance with the Securities and Exchange Act, B.E.2535 
and amendments thereof.

12. Money Changers Money changers are granted licenses to provide foreign currency exchange 
services in accordance with the Exchange Control Act, B.E.2485.  This 
business is under the supervision of the MoF and the BoT.

Source: Bank of Thailand (2019).
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In order to stay current in terms of financial institutions’ supervisory policies. The 
BoT adheres to five principles, which are:

1. To ensure that financial entities perform vigilantly and nurture strong risk management 
systems, the BoT decrees criteria to make sure that financial institutions have sufficient 
quality capital to fulfil international guidelines to guard against potential negative 
shocks on their operations. The BoT also establishes laws regarding credit risk, 
operational risk, liquidity risk and market risk that must be followed by each financial 
entity.  Furthermore, traditional banks are also obligated to follow the supervisory 
concepts appropriate to their risk profiles.

2. To bolster the efficiency of Thai financial institutions, the BoT promotes an unbiased 
level of competition and ensures that surveillance activities and financial regulations 
do not stymie improvements in efficiency and overall market growth. In this regard, 
the BoT has created the Fnancial Institutions Development Plan, approved financial 
business authorisation and set a clear scope for the business of financial institutions.

3. To guarantee stable leadership at financial institutions, the BoT ensures that leaders, 
management and personnel of financial entities operate their duties conscientiously 
and with care. The case of commercial banks highlights the roles and responsibilities 
of board structures, directors, internal audit and internal control and information 
transparency and disclosures. 

4. To guarantee that financial institutions act fairly to the public, notably their clients, 
as well as disclose all relevant information, the BoT possesses the power over market 
conduct regulations to manage financial entities on issues such as cross-selling and 
financial trades in order to protect consumers, support the openness of financial services 
and assure fairness for all affected parties. In this instance, the BoT concentrates more 
on conserving fundamental consumer rights such as the right to freely pick financial 
products and services, the right to register complaints, the right to obtain truthful 
information as well as the right to be rewarded in case of fraudulent loss. 

5. The BoT also requires that financial entities routinely submit reports and data for 
administrative purposes. In case financial institutions have any queries regarding 
regulations, rules, and report submissions, they may contact the officers of Committees 
and Groups about financial institutions’ surveillance and regulation.

As part of the BoT’s ultimate responsibility, several financial entities assist in the 
surveillance of old policies as well as the passing of new policies. These institutions include:

1. The Financial Institutions Policy Committee (FIPC), which has the task of setting 
regulations, prudential policy and administrative practices to ensure the soundness and 
safety of financial entities. The FIPC orchestrates policies regarding financial entities, 
the termination of financial entities’ branches and regulations on them being launched, 
financial ratio requirements to which financial institutions must adhere to and provide 
opinions regarding the creation of new financial entities. The FIPC also monitors the 
BoT’s role as the provider of banking services to financial entities and in surveillance.

2. The Payment Systems Committee (PSC) is responsible for setting regulations regarding 
payment and interbank clearing systems in order to ensure soundness, safety and 
efficiency. The PSC is also permitted to monitor the BoT’s operations in promoting or 
establishing the formation of a payment system.
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The BoT’s departments, namely Financial Institution Policy and Supervision Groups 
have several objectives, including:

1. To formulate advanced strategies and policies for financial institution and payment 
systems. This is assigned specifically to the Financial Institutions Policy Group 
department and by doing so, the BoT allows the department to issue regulations and 
rules in order to ensure the safety of payment systems and financial entities as well as 
analyses, track and supervise the performance of financial trades.

2. To examine, analyse and oversee risk management systems and the performance of 
each financial entity as well as study permission requests from financial entities. In 
this case, the BoT designates the Supervision Group to perform this task. In addition, 
this Group can take actions within a specific timeframe if any financial entity runs into 
operating or financial distress.

3. To collaborate with other regulators. Since the linkages between external and domestic 
monetary systems are getting tighter and stronger in light of financial globalisation and 
ongoing financial and technological innovations, particularly for financial transactions 
in the form of capital flows, the BoT has partnered with other authorities to enhance 
the effectiveness of its policies. Within Thailand, the BoT collaborates with the 
Deposit Protection Agency, the Stock Exchange of Thailand, the Office of Insurance 
Commission, the Securities and Exchange Commission. Further afield, the BoT has 
partnered with the relevant authorities and central banks of other regions. The shapes 
of collaboration differ but include medium- and high-ranking management discussions 
and both information and staff exchanges. 

4.5 The Impact of Monetary Policy on Shadow Banks through the Asset Price 
Channel in Thailand

To represent Thailand’s shadow banks, we use Kasikorn Asset Management’s 
financial products observed from 2017 until 2019, as it holds the largest amount of shadow 
banking assets compared to other shadow banking entities in Thailand’s financial system. 
Using both administrative and policy interest rates, we try to examine the monetary 
implication for shadow banking’s price formation as well as the growth of total assets. 
Kasikorn’s yields and total assets are collected from Bloomberg, while macroeconomic 
variables are gathered from the World Bank, Bloomberg and the BoT – more specifically, 
the deposit, lending and policy rates are from Bloomberg and the BoT, whereas the 
exchange rate is constructed using data provided by the IMF. We begin by collecting the 
available administrative and policy rates from central banks’ annual reports and complete 
them by those provided by Bloomberg. The exogenous control variables involve (1) 
interest rates (the interbank rate to measure the price-based monetary policy tool; the 
BoT policy rate was chosen as the benchmark monetary policy tool; and the lending and 
deposit rate represent administrative monetary policy tools) and (2) the nominal effective 
exchange rate (NEER). To avoid the very high correlation between the interest rates, we 
include them in the model one at a time to see which one has the most significant effect on 
our dependent variable. We use the natural logarithm of the NEER data.

In order to fulfil the third purpose of this study, which is an evaluation of the impact 
of monetary policy on shadow banks through the asset price or interest rate channel in 
each ASEAN country, we employed Zhang and Wan’s (2017) empirical EGARCH model.  
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Before going further, we made sure that our data are in a form that is applicable with the 
research model by examining the autocorrelation and partial autocorrelation functions 
of Kasikorn Asset Management’ returns and assets as well as the exogenous control 
variables at conventional levels of significance. Both the autocorrelation and the partial 
autocorrelation function of Kasikorn Asset Management’ returns and assets display a 
decaying pattern, even after 36 lags, which shows that returns are non-stationary at levels 
and contain a unit root. We check the autocorrelation and partial autocorrelation functions 
in the first difference and results shows that all variables are stationary after differencing 
and do not contain a unit root. The model specification is as follows: 

      ....................... (7)

     ........ (3)
 

where the endogenous variable, , is the shadow banking yield/interest rate, equation (7) 
is the mean equation of the shadow banking interest rate series, equation (8) is the variance 
equation, the term  represents the time-varying mean and  is the 
time-varying variance. The mean is assumed to show persistence in the shadow banking 
interest rate as well as in the exogenous factors that should affect shadow banking,  
(the exogenous control variables include the market-based interbank interest rate as the 
price-based monetary policy tool, the seven-day repo rate, benchmark interest rates as the 
administrative monetary policy tools and the lending as well as the deposit rate),  is the 
exogenous variable for the variance equation and  is the asymmetric impact of positive or 
negative innovations on the standardised residuals. To determine the optimal lag structure 
of the GARCH (p, q) model, we derive the model based on the autocorrelation (ACF) and 
partial autocorrelation (PACF) functions. The plot of the squared correlogram helps us 
to identify the lag order of the underlying model. The variant of the GARCH model used 
here is the Exponential-GARCH (EGARCH) model, which can accommodate asymmetric 
effects in the data, while the integrated GARCH (or IGARCH) model is representative 
of the symmetrical model. The best model is chosen based on the significance of various 
models according to a series of F-tests, the number of significant AR or MA coefficients 
and the AIC and SIC criteria. In addition, the diagnostic ARCH-LM test is also performed 
on the best model chosen, so that the classical estimation assumptions are met in the 
estimated model.

Administrative Monetary Policy Tools: Benchmark Lending Rate, Deposit Rate and 
Policy Rate

The ultimate objective of every central bank in the world is to implement monetary 
policy for the attainment of financial stability to support the sustainable growth of the 
economy. Since 2000, the BoT has carried out monetary policy in accordance with the 
Flexible Inflation Targeting Framework – a regime embraced by many central banks 
throughout the world. The framework places great emphasis on sustaining price stability 
by setting of explicit inflation target in conjunction with supporting economic growth 
and maintaining financial stability. The BoT also states that its mission to sustain an 
inflation rate together with a predetermined target hinges on the clarity, transparency and 
accountability of monetary policy. These will eventually improve its credibility – a pivot 
element for the achievement of monetary policy in practice.
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The MPC implements monetary policy while adhering to the flexible inflation 
targeting framework which combines the attainment of price stability with supporting 
economic growth and enhancing financial cohesion. The MPC’s ambition is to achieve a 
proper balance between each monetary objective, all the while being vigilant in applying 
the appropriate monetary policy tools to assure price stability and sustainable economic 
growth while avoiding threats to financial stability. The adjustment in its policy rate will 
affect the economy with long and variable lags through five channels, one of which is 
proceeds via asset prices. Broadly speaking, the monetary policy transmission mechanism 
through the asset price channel can be described as follows: when central banks lower the 
interest rates, it makes savings less appealing compared to investment in other assets.

Therefore, an interest rate cut would stimulate demand for assets as well as their 
prices. This boosts the wealth of businesses and households, subsequently leading to 
higher consumption. At the same time, the higher prices of property increase the value of 
collateral that can be pledged to banks. As a result, households and businesses may find 
it easier to obtain mortgage approval from financial institutions. Furthermore, a boost in 
the value of a firm encourages them to raise more capital for the purpose of enlarging the 
business. As a result, spending in investment also grows. The expansion in consumption 
and investment will eventually enhance economic growth and inflation. In short, the policy 
rate adjustment will, ultimately, have an impact on economic activity, such as private 
consumption, investment, imports and exports and prices of goods and services.

Nevertheless, since the emergence of shadow banking in the financial system, the 
Flexible Inflation Targeting Framework is perhaps no longer affecting money supply growth 
in Thailand. To support this claim, Table 4.7 shows that the deposit rate is not significantly 
affecting the dependent variable, which are the returns of Kasikorn Asset Management 
Company. This implies that a change in the central bank’s monetary policy instrument 
has no effect on the returns of Kasikorn Asset Management Company. Furthermore. The 
lending rate also fails to significantly impact the dependent variable. By contrast, the policy 
rate variable shows a positive result, meaning that when the BoT tightens the policy rate, 
the return of the company will increase. To this extent, the results show that monetary 
policy in Thailand is not effective in influencing the returns of shadow banks.

We also employed Kasikorn Asset Management’s total assets under management 
as a new dependent variable in order to gain new perspectives regarding the impact of 
monetary policy on shadow banking entities’ total assets. As we can see from Table 4.7 
for total assets, while positive, the lending rate variable does not show a significant result 
as the probability value (p-value) of 0.34 does not allow us to reject the null hypothesis 
that the coefficient is zero. This implies that the lending rate is positively affecting the 
growth of total assets, but not significantly. The results for the deposit rate are similar to 
the lending rate in terms of significance, but with a negative coefficient. In other words, 
when the deposit rate increases, the growth of total assets falls. Compared to other feasible 
models, the AIC and SBC are minimised for this EGARCH model, making the latter the 
preferred model. Similar to all other variables, the policy rate is also not significantly 
affecting the growth of total assets under management. The coefficient is once again 
positive, meaning that if authority increases/decreases the policy rate, the growth of total 
assets will also increase.
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Furthermore, in order to strengthen the examination regarding the types of assets 
most affected by the independent variables, we specify a variant of the model by dividing 
total assets into three categories – those assets representing equity, fixed income and 
money markets. We categorise each of Kasikorn Asset Management’s products based 
on the dominant type of assets, e.g., equity, fixed income or money market. We then 
estimate separate models for each type of asset and the following independent variables – 
lending rate, deposit rate, policy rate and the Bangkok Interbank Offered Rate (BIBOR). 
For equity-based assets, we find that the lending rate does not significantly affect the 
growth of the equity part of total assets. The results also a indicate negative impact from 
the lending rate on growth, meaning that when the lending rate increases by 1%, equity-
based assets would fall by 2.39%. However, the deposit rate affects the growth of equity 
in a different manner.  In this case, the effect on the growth of equity-based total assets is 
positive, although once again insignificant. This implies that when the authority increases 
the deposit rate by 1%, the growth of equity-based total assets would increase by 4.78. 
For the policy rate, the results are negative and insignificant. When the policy rate is 
increased by 1%, the growth would fall by 0.72. The latter result points to some risks, 
since it indicates that the policymaker is no longer able to affect the growth of equity-
based shadow banking assets in Thailand.

Following equity-based assets, we turn our attention to fixed income-based assets 
as the new dependent variable, results for which are given in Table 4.8. We find that the 
lending rate does not significantly affect the growth of fixed-income total assets. The 
estimated coefficient, while insignificant, is positive, indicating that when the lending 
rate increases by 1%, fixed income-based assets would rise by 0.73. The next independent 
variable is the deposit rate, which has a negative and insignificant impact on the growth 
of fixed income-based assets. If the deposit rate were to be increased by 1%, fixed-income 
total assets would decline by 5.91. By contrast, the estimated coefficient for the policy 
rate is positive. Although once again insignificant, this denotes that when the policymaker 
increases the policy rate by 1%, the growth of fixed-income total assets would increase by 
2.14. Considering this fact, the Thai policy rate may no longer be able to affect the growth 
of fixed-income shadow banking assets.

The final alternative dependent variable is the growth rate of money market-
based total assets. Table 4.8 shows that the lending rate is negatively affecting money 
market total assets. This implies that if the authorities increase the lending rate by 1%, 
the growth of money market total assets would significantly decline by 4.79. Similar to 
previous results, the deposit rate affects the growth of money market total assets negatively 
and insignificantly. If the policymaker increases the deposit rate by 1%, the growth of 
money market-based total assets would fall by 40.46. Finally, for the policy rate, Table 4.8 
presents a negative and insignificant result. When the policy rate is increased by 1% by 
the policymaker, growth will significantly decline by 10.53. This is sizeable and implies 
that the policymaker is still capable of impacting the growth of Thai money market’s total 
assets through the asset price channel. 
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Table 4.7
EGARCH(0,2) Estimates: Impact of Exogenous Variables on Kasikorn Asset Management

Dependent 
Variable Return Total Assets

Independent 
Variable 

Lending Rate Deposit Rate Policy Rate BIBOR Lending Rate Deposit Rate Policy Rate BIBOR
EGARCH(0,2) EGARCH(0,2) EGARCH(0,2) EGARCH(0,2) EGARCH(0,2) EGARCH(0,2) EGARCH(0,2) EGARCH(0,2)

Mean Equation Results
Constant –0.001 –0.001 –0.001 –0.001 –0.001 –0.002 –0.001 –0.001
NEER 1.530 –5.084 1.147 –0.723 0.418 0.409 0.417 0.407
Exogenous 0.514 0.445 0.279 0.405 6.599 –0.247 7.023 0.653
AR(1) 0.398 0.433 0.041 0.436
AR(2) 0.173 0.175 0.013 0.174
AR(3)
AR(4)
MA(1) –0.014 –0.013 –0.012 –0.013 –0.383 –0.419 –0.030 –0.422
MA(2) –0.235 –0.231 –0.066 –0.229
MA(3)
MA(4)
Variance Equation
Constant –7.550 –7.583 –7.568 –7.603 –9.901 –9.889 –9.871 –9.887
ARCH(1) –0.048 0.010 –0.063 0.012 0.150 0.150 0.121 0.148
ARCH(2) –0.924 –0.922 –0.873 –0.903 0.099 0.098 0.100 0.097
Asymmetric 
Effect 0.149 0.195 0.165 0.196 0.122 0.136 0.125 0.135

Diagnostic Test
R-squared 0.014 0.014 0.013 0.014 0.026 0.015 0.021 0.015
Adjusted 
R-squared 0.004 0.004 0.003 0.004 0.018 0.006 0.013 0.006

Log-likelihood 1793.733 1808.099 1791.453 1806.845 2394.769 2390.984 2392.883 2391.008
Akaike 
information 
criterion

–5.109 –5.150 –5.102 –5.146 –6.840 –6.829 –6.835 –6.829

Schwarz 
criterion –5.057 –5.098 –5.050 –5.094 –6.768 –6.757 –6.763 –6.758
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Table 4.8
EGARCH(0,2) Estimates: Impact of Exogenous Variables on Kasikorn Asset Management

Dependent 
Variable Equity Fixed Income Money Market

Independent 
Variable 

Lending 
Rate

Deposit 
Rate

Policy 
Rate BIBOR Lending 

Rate
Deposit 

Rate
Policy 
Rate BIBOR Lending 

Rate
Deposit 

Rate
Policy 
Rate BIBOR

EGARCH 
(0,2)

EGARCH 
(0,2)

EGARCH 
(0,2)

EGARCH 
(0,2)

EGARCH 
(0,2)

EGARCH 
(0,2)

EGARCH 
(0,2)

EGARCH 
(0,2)

EGARCH 
(0,2)

EGARCH 
(0,2)

EGARCH 
(0,2)

EGARCH 
(0,2)

Mean Equation Results
Constant –0.001 –0.001 –0.001 –0.001 –0.003 –0.003 –0.004 –0.003 –0.002 –0.002 –0.002 –0.002
NEER –0.211 –0.211 –0.209 –0.212 0.668 0.684 0.473 0.668 0.431 0.439 0.425 0.397
Exogenous –2.393 4.784 –0.724 0.753 0.729 –5.911 2.137 0.002 –4.785 –40.460 –10.532 12.555
AR(1) –0.662 –0.655 –0.074 –0.661 1.216 1.214 1.216 1.215
AR(2) –0.723 –0.720 –0.586 –0.721 –1.001 –1.001 –0.998 –1.004
AR(3) –0.378 –0.375 –0.681 –0.377 0.737 0.741 0.732 0.742
AR(4) –0.667 –0.670 –0.664 –0.670
MA(1) 0.108 0.105 0.104 0.104 0.588 0.578 –0.033 0.587 –1.167 –1.166 –1.167 –1.166
MA(2) –0.074 –0.074 –0.073 –0.072 0.482 0.479 0.428 0.480 0.872 0.874 0.867 0.875
MA(3) 0.153 0.147 0.701 0.152 –0.561 –0.566 –0.554 –0.567
MA(4) –0.306 –0.307 –0.222 –0.306 0.546 0.550 0.542 0.548
Variance Equation
Constant –9.667 –9.678 –9.677 –9.677 –9.064 –9.066 –9.027 –9.065
ARCH(1) 0.108 0.111 0.111 0.111 0.213 0.220 0.151 0.214
ARCH(2) 0.132 0.143 0.143 0.143 –0.069 –0.074 –0.122 –0.069
Asymmetric 
Effect 0.096 0.097 0.095 0.095 –0.081 –0.085 –0.084 –0.082

Diagnostic Test
R-squared 0.018 0.016 0.016 0.016 0.103 0.103 0.145 0.103 0.039 0.039 0.039 0.039
Adjusted 
R-squared 0.012 0.0103 0.010 0.010 0.091 0.091 0.134 0.091 0.024 0.024 0.024 0.024

Log-likelihood 2321.82 2321.545 2321.4 2321.442 2130.873 2131.067 2146.994 2130.85 699.896 700.029 699.921 699.941
Akaike 
information 
criterion

–6.618 –6.617 –6.616 –6.616 –6.083 –6.083 –6.129 –6.083 –1.968 –1.968 –1.968 –1.968
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Price-Based Monetary Policy Tools

For price-based monetary policy tools, we examined the interbank interest rate, 
using both the BIBOR rate as well as the policy rate. Results show that neither of the two 
variables has a significant effect on the dependent variable, although they display different 
outcomes. This outcome is in line with the previous study by Zhang and Wan (2017). They 
analysed financial conditions in China focusing on the activity of shadow banks. In their 
study, they chose Yu’E Bao interest rates to represent the dependent variable. The authors 
find that neither the Shanghai Interbank Offered Rate (SHIBOR) nor the repo rate exert a 
significant influence on retail interest rates, indicating that Chinese interbank interest rates 
are not firmly established. They also state that this outcome is worrying for the authorities 
as it indicates that the SHIBOR is not an effective price-based monetary policy tool.  
Furthermore, the negative coefficient associated with the BIBOR variable indicates that 
if the Thai interbank interest rate declines, the return on Kasikorn Asset Management will 
rise and vice versa.

According to Zhang and Wan (2017), one probable reason for the weak relationship 
between shadow bank and interbank interest rates is the absence of a connection between 
the shadow bank credit market and the interbank market. The dominant participants in 
the interbank market are large traditional banks that provide loans to big SOEs, whereas 
SMEs, most of which have accounts in the shadow bank credit market, are proliferating.  
Again, the difference in funding behaviour between SMEs and SOEs can partly explain 
the disconnection. Depending merely on price-based tools to operate monetary policy is 
perhaps insufficient, as this approach will not be fully transmitted to the real sector.

Because traditional banks face barriers in removing SMEs from the shadow bank 
credit market as well as the interbank market, shadow interest rates can be expected to stay 
unresponsive. Zhang and Wan also state that if interbank interest rates have just a short-
term, say one-week, impact on the shadow market rate, the full transmission of monetary 
policy will be hard to accomplish. In conclusion, the study proposes that it is currently 
perhaps too soon to support a complete conversion to price-based monetary policy alone.  
A partial conversion involving a combination of price- and quantity-based tools might be 
more practical.

We employed Kasikorn Asset Management’s total assets under management as a 
new dependent variable to gain new insight for the impact of monetary policy on shadow 
entities’ total assets. Based on the results, neither the interbank interest rate nor BIBOR 
showed a significant effect on the growth of total assets, although both effects were 
positive. This indicates that if the interbank interest rate increased by 1%, the growth of 
total assets would decrease by 0.65.

Finally, in order to strengthen the examination regarding the types of assets most 
affected by the independent variables, we divided total assets into three categories – equity, 
fixed income and money markets. We then analyse Kasikorn Asset Management products 
based on the dominant type of asset, whether it be equity, fixed income or money markets.  
We estimate the effects of several independent variables, which are the lending rate, 
deposit rate, policy rate and BIBOR. For equity-based assets, we find that the lending rate 
did not significantly affect the growth of total equity assets. Turning to BIBOR, the results 
indicate that BIBOR has a positive and insignificant effect on the growth of equity-based 
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total assets. When the policymakers raise the BIBOR interest rate by 1%, equity assets 
would be increasing by an (insignificant) amount of 0.75. In addition to the equity asset 
variable, we repeated the estimation with fixed income-based assets as a new dependent 
variable. The results in Table 4.8 reveal that the lending rate did not significantly affect the 
growth of total fixed income assets. Ultimately, Table 4.8 depicts that the Thai interbank 
interest rate has a positive (and insignificant) effect on the growth of fixed income-based 
total assets. When the interbank interest rate is increased by 1%, fixed-income assets 
would rise by an (insignificant) amount of 0.001. The third and final dependent variable 
is the growth of money market based total assets with results in Table 4.8. We find that 
BIBOR is positively and insignificantly impacting the growth of money market-based 
assets. This means that if the authorities increase the BIBOR interest rate by 1%, the 
growth of money market assets will increase by an (insignificant) amount of 12.56.

4.6 Conclusion

Since the definition of new forms of financial intermediation is still under debate, 
we describe a new form of financial intermediation as shadow banks followed by the use 
of financial technology. Shadow banking is an intermediary financial activity that operates 
outside of the traditional banking system. The alleged beneficial impact of shadow banking 
can be perceived from the undeniable growth of shadow banking assets as a share GDP.  
We also find that this sector is growing in line with the ratio between the growth of broad 
money and the inflation rate, indicating that monetary policy may no longer be as effective 
as before in impacting the economy. This finding underscores the necessity for research in 
this area.

The Thai financial system comprises a wide range of institutions, which can be 
grouped into three broad categories: banks, non-bank financial institutions (NBFIs) and 
specialised financial institutions (Shrestha, 2007). Banks include domestic commercial 
banks, retail banks, branches of foreign banks and subsidiaries, while NBFIs consist of 
finance companies, credit foncier companies, cooperatives, insurance companies, securities 
companies, mutual funds, pension funds and asset management companies. The group of 
specialised financial institutions comprises deposit taking and non-deposit taking specialised 
institutions as well as institutions for financial sector resolution. NBFIs total assets-to-GDP 
ratio in Thailand has risen to reach a high amongst the country’s peers. Moreover, since 
the mutual fund market holds the largest asset share in the overall financial market, we use 
this institution to illustrate the role of shadow banks in Thailand. The mutual fund market 
is dominated by the leading domestic banks. The top four asset managers are Kasikorn 
Asset Management Company (with a 20% share of assets under management), SCB Asset 
Management (18%), BBL Asset Management (14%) and Krung Thai Asset Management 
(14%). Shadow banking activities, as classified by the FSB, is mostly performed by Thai 
NBFIs. However, since the latter are covered by the appropriate regulatory regime, do not 
conduct credit intermediation and the risks they generate from their activities do not pose 
systemic risks, they are no longer categorised as shadow banks.

The prospect for new forms of financial intermediation has been planned and 
prepared for by the BoT using FSMP III. Some of FSMP III’s objectives are to improve 
the efficiency of the financial system, bolster electronic payment and financial services 
by developing new technological innovation and boost the competitiveness of financial 
service providers and thus assist market growth. In so doing, the BoT heavily encourages 
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financial institutions to provide more diversified electronic financial products and services. 
Nevertheless, the growth of these shadow banking institutions also has a negative impact 
since they can create systemic risks that need to be mitigated. Using monetary policy rates, 
we examine the effect of the policy rate on one shadow bank entity’s returns as well as 
the growth of assets under management. Based on our estimation results, the changes in 
administrative and price-based monetary policy tools did not affect the shadow banking 
interest rate and the growth of assets under management in Thailand. Administrative or 
quantity-based monetary policy tools are represented by the policy rate, lending rate and 
deposit rate, whereas price-based monetary policy tools are captured by the interbank 
interest rate.

4.7 Policy Recommendations

The growing proportion of shadow banks’ total assets to GDP shows that shadow 
banking has become a sector that has a significant impact on the Thai economy. Over time, 
shadow banks in Thailand have begun to take advantage of technological advances, namely 
financial technology (FinTech). The influence of FinTech in shadow banking activities in 
Thailand as new forms of financial intermediation has proliferated, and as such special 
regulations and supervision are needed to manage this development, given the substantial 
risks that can arise from cyber-attacks. In Thailand, the Bank of Thailand (BoT) has the 
authority to regulate and supervise financial institutions. However, there still appears to 
be a lack of regulation and supervision for these new entities and activities to protect 
customers. Therefore, we recommend several policy frameworks: (1) Bringing NBFIs 
under the same regulatory control as banking entities, therefore improving regulation 
and supervision of NBFI entities and thus understand their business models better; (2) 
Establishing a guarantor institution to oversee the funds of non-bank entity customers; (3) 
Developing a synergistic relationship between the authority and the shadow bank, so that 
it can provide individual control over the shadow banking activities in Thailand.




