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Abstract

This independent study titled “Liquid-Assets Management of Thai Commercial Banks”
was conducted to analyze the management of liquid assets of Thai commercial banks. In this
study, banks were divided into three categories which were large bank group, medium bank group
and small bank group. Data were collected for every Quarter between1988 - 1998 and applied
with stock adjustment model by regression technique. In addition, examination of liquid assets
management was based on financial statements which consisted of balance sheets, profit/loss
statements and cash flow statements.

The results of the study revealed that factors having impact on liquid-assets management
of Thai commercial banks were as follows; total assets which had a great impact, rate of return in
carrying liquid assets, cost of external lending and withdrawal risk. Moreover it was found that
the value of the liquid assets carried by the large bank group was less than that carried by either
the medium or small bank group.

Analysis of financial statements of these three groups revealed that economic factors
were also involved in liquid-assets management. After the foreign exchange rate regime was
changed to a managed float system on July 2"“1; 1997 it was found that the management of liquid

— Assets changed. The results of the study could be summarized as follows:



Firstly, when the size of total assets increased the large bank group carried cash and
deposits in highly decreasing rate but carried liquid assets, which were due from banks interest
bearing and repurchase agreement securities in huighly increasing rate. This means the large bank
group carried a lower value of cash and deposits than medium or small bank groups.

Secondly, when the return on liquid-assets was increased because domestic interest rate
was fixed at a high rate, large bank groups searched for profits in money market, e.g. due from
banks interest bearing and government securities without contingent liabilities, especially
repurchase agreement securities. Thus, liquid-assets were in money market.

Thirdly, when the cost of external lending was soaring, the large bank group and one of
the medium banks carried lower liquid-assets, but lent in the money market with a high return
which could be explained by Demand for Money Theory.

Fourthly, when the withdrawal risk was low, the large bank group and one of the medium
banks had large total deposits. Therefore they carried of the lower value liquid assefs, i.e. cash
and deposits, than the small bank group.

Fifthly, the amount of liquid-assets in previous terms, return on non-other liquid assets
and seasonality did not have a notable impact on determining the management of liquid-assets
which needed to be adjusted in contingency for the profits from status of lender in money market
and to speculate in exchange rate.  All of these were behaviour of large bank group.
Furthermore, one of medium bank group and small bank group which faced the problems of loan
quality and repayment to their own creditors needed to depend on surplus liquid-assets from the
large bank group.



