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Chairman, Board members and members of the Assmtiaif

International Banks, Distinguished Guests, Ladres Gentlemen

First of all, I would like to thank you for invitgnme to join
you today. | welcome the honour and look forward ttee
opportunity of meeting you, especially at this impat juncture in
the history of global financial system developmeht.the past two
years, we witnessed one of the most severe finamcises in
modern time, and with it, a sharp impact on thebglaeconomy,
especially after the demise of Lehman. Today,dglobal financial
market has stabilized, albeit not having returnedhormal, with

many major parts still in retrenchment such assation market.

Today, an almost one year anniversary of the glédl&ut,
the Dow Jones once again retraced its step, anchédul10,000
points. There are increasing positive signs ofbgloeconomic
recovery. Nevertheless, there are still significantertainty and
downside risk, going forward. These include ungetyaon the exit
policy of stabilization measures of various cowgdyithe differential

speed of adjustment of various regional econonaieg,not least, the
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impending challenge of regulatory reform demandgthk public at

large.

Throughout this turbulent period, Thailand’s finexthsystem
has remained resilient and stable. Significantitisedof course, due
to your part, especially your ability and willinggee to uphold
normal service for your clients here, as well asiryoooperation
with your supervisors in ensuring strong risk-mamragnt. Going
forward, we look forward to this strong and benaficelationship,
to help us meet the challenges posed by the glet@homic and

financial developments.

Therefore, | would like to take this opportunityday to
convey our appreciation, as well as to share witn yhe key
challenges we see going forward, and to outlingd¢f@ms which in

our views are key for Thailand and emerging markethis context.

My talk today will be divided into two parts.

First, | will look at the current debate on regatst reform,
focusing on theneasures being discussed at the Basel Committee
for Banking Supervision. | will highlight the key proposals, the
timeline, and the process being discussed

Secondly, I will share with yoour input on the debate at
global forums, and the reform that we consider to b our

priority, going forward . | believe our reform agenda will be useful
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for you as practitioners, as the global reform cs\&every expansive
and comprehensive set of policy, and for banks aipgy in many
jurisdictions, the required adjustment to ensuremglaance can be
significant. This process can be facilitated bytisgta clear and

transparent priority.

Let me now turn to the first part of my talk, the update on

global debate on regulatory reform.

While the current precept of risk-based supermisi@as
implemented by many, is still a robust and valishaapt, there are
many weaknesses when it comes to putting the preueppractice,
as shown by the lesson of this crisis. These wesdes include the
inability to deal with complexity arising from suaghechanism as
securtisation, OTC derivatives, as well as the Igmob of
procyclicality and systemic risk associated withluation and
performance management issues. Neverthelesshask-principle
remains the key anchor to coherent risk managensmd
supervision, even more so given the increasing éaxitp of the

financial market. So, we must remain anchoredstprinciples.

What then needs to be done is to strengthen riglsunrement,
management, and supervision, so that we can tayuce risk of
individual institutions, overtime, and risk arisingfrom
interconnectedness of key components of the sydiemafeguard
financial stability. In short, we need to strengih®th micro- and

macro-prudential regulations.
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The shift in policy paradigm from this crisis haseb the
Increasing acceptance of the concept of macroptiadepolicy,
which takes into account the interconnectednedsiwihe financial
systems as well as between the financial system thedreal

economy, that is, the issue of systemic risk aodyulicality.

The proposals by G20, the BCBS, as well as intemnail
accounting standards are in line with the risk-dgsenciple. While
the range of policy is extensive, the key thruséssirengthening of
risk-based microprudential regulation, and emergesfadhe explicit
importance given to macroprudential supervision taskle the

problem of procyclicality and systemic risk.

As we can see, there will be a new paradigm andegbmo
international supervisory standard. While the mamientation is in
fact not new, and has always been in the classiekib of central
bank in ensuring financial stability, the curremplcit articulation

and specification of such tool as global standsrd i

The key macroprudential policy framework that heseived
wide support to deal with procyclicality problemscludes the

followings.

First, there is a proposal on the build-up of abuffer in the
good times to be run down in the bad times anddugnt excessive
credit growth. Second, as being discussed witbwating standard

setters, provisioning should be linked with expddtess rather than
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incurred loss, which is the prevailing practicendtly, the primarily
simple and transparent “leverage ratio” should Ippliad as a

complement to risk-based capital requirement uBadesel 1.

Implementation of many such policies is still subgel to
significant work on calibration as well as qualitatissues such as
consistency with risk-sensitive capital framewaakd international
level-playing field. Such problems magnify in ttese of emerging
markets, which face constraint on data and ingtital capacity.
Moreover, much of the work done on calibration vabignd to serve
the need of IRB rather than SA banks that are tine m emerging
market. Thus, the reform agenda will need to payer attention to
capacity building of banks and regulators. Newddbs, there are
warranted rationales for its use in financial digbtool kit in an

appropriate manner, given national context.

In terms of measures to address systemic riskptbposed
ideas include systemic capital charge, capital@3iC derivatives,
and cross-border bank resolution framework. Agdire same
emerging market issue and dimension should be Mdyope

recognized.

Turning to the key microprudential policy framework
currently being discussed at the international fguto ensure
individual financial institution’s stability, the ®BS has proposed a
package to address previous shortcomings in riskddaupervision

as follows. For Pillar I, regulatory capital faxaritisation exposure



6

Is enhanced. In addition, the quality and transpareof capital is
strengthened especially Tier | capital, which wotdsist mainly of

common equity and retained earnings.

For Pillar 1l, supplemental guidelines are issugdréquiring
banks to manage firm-wide, concentration and rejuumtal risks
more effectively. Valuation and stress-testing pcas are also
improved. Moreover, compensation and bonus sch&meld be

aligned with long-term risk taking behaviour andfpemance.

Turning to Pillar Ill, focus is given to disclosurequirements
to reduce uncertainties associating with secutitmaexposures.
Additional requirements include, for example, smwekip of off-
balance sheet vehicles, and resecuritisation exgeesuOn top of
these, a new regulation on liquidity risk managetneamely the so-
called liquidity coverage ratio could be introducgwing forward,
subjected to further work. This new regulation esigned to ensure
that banks, particularly global banks, maintaincadee liquidity at
all times, underpinned by longer-tern structurglidity ratio. In
this regard, liquidity stress scenarios would bdeined by

supervisors.

The BCBS will issue concrete proposals on thesesurea by
the end of this year, after which, an impact asees$ and
calibration exercise would be completed by the @naext year. For
Thailand, implementation of these new internatiostédndards

would depend on needs and appropriateness, basad context.



Let me now turn to the second part of my talk, theBank of

Thailand’s input on these ongoing regulatory debate

It is true that many reforms being discussed arléncontext
of complex financial markets and institutions, munbre complex
than our markets, and that emerging markets wefectal by
indirect rather than direct impact of the finanaakis. But, market
failures in key market structure, such as secatibn, will in the
future be our issues. Moreover, global standaitihave an impact
on risk management culture, as well as level pyield issue,
globally. Thus, the Bank of Thailand gives highopty to the

global debate and participates actively.

Through our involvement in various internationaluims, such
as the bi-monthly BIS Governor Meetings, as well $&tandard
Implementation Group of BCBS, of which we are a rhem the
BOT has proposed that developing countries beadwid participate
in the development process of these new standagi$ at the
beginning rather than be informed of them at they vend.
Moreover, the BOT has also voiced our concern okeruse of a
simple leverage ratio, which does not take intaaat inherent risk
because this would tend to penalize banks in dpualocountries
since they generally hold less risky assets condptredeveloped

countries.
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Recently, the BOT was invited to take part in thewly
created Basel Consultative Group (BCG), which wmket for the
first time during 28 to 29 October this year. THeé@s main agenda
Is to be a discussion platform for ongoing Basem@uttee on
Banking  Supervision’s  prudential standards and rthei

implementation issues, such as those mentioneerearl

In this regard, our stance on the implementatiommof new

regulatory and supervisory change includes thevioillg points.

First, regarding microprudential policy framewotke BOT
already has the process to enhance understandihgdjustment of
banks for the implementation of related standafds,example,
through hearings. Macroprudential policy framewadsk a more
challenging area, particularly in terms of dataiti&tions and policy
calibration. Despite this challenge, the BOT remazommitted to
maintain overall stability of the financial systeAs such, we stand
ready to guard against any build up of bubble amloliance within
the system.

Let me now share with you what | believe are our

priorities, going forward.

Amongst these, Basel Il implementation, especiatlgquacy

of capital, ICAAP and stress testing practicesngap of our list.
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The principles stipulated in Pillar 1l, which canmto effect in
September this year, are in line with the existingk-based
supervision used by the BOT, but places greateusfoon the
qualitative aspect of risk management and asses$saofenapital
adequacy. For example, the role of the Board m&fctiors and senior
management in the assessment and formulationaiégir on capital

management for the current and future periodsbbas stressed.

In this regard, we hope that banks would ensueg tiave a
good risk management system, with an ICAAP thatecovall
significant risks, including those stipulated unédtar | as well as
other risks. These other risks should at leastudsc credit
concentration risk, interest rate risk in bankirapk, liquidity risk,

strategic risk and reputational risk.

Moreover, it is desirable that banks maintain a@bove the
minimum regulatory requirement to withstand futloseses both in
normal and stress situations. To achieve thiskdahould conduct
stress tests and formulate capital plan in accaelavith the stress

test results, in a systematic and continuous manner

We expect banks to be able to finalize and statigutheir
ICAAP by the end of December 2010, with the fiGAIAP Report
submitted to the BOT within the first quarter oétfollowing year.
The BOT would then begin reviewing banks’ ICAAP idigr bank

examination that year.
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In assuring adequacy of capital over the busiysse, we
believe it is very important to focus on counterprgcyclicality by
ensuring capital and provision buffer, as well@mtroduce IAS 39
which incorporates correction from problem or pmality as
being considered by international standard setsrd BCBS.
Importantly, we emphasise the importance of codatéd
supervision to ensure adequacy not only in caputdl also risk-
management of the entire banking group, particuléguidity risk.
In this regard, with respect to foreign banks, @partant issue to
push forward, in our view, is that of crossbordemesvisory
coordination, particularly better information smayibetween home-
host supervisors should be warranted. This isquéatly important
as the current crisis shows that there is a needdime supervisor of
global financial conglomerate and banks to recaggizhat global
bank’s local operations may be systemically impdrfar the host

economies.

In closing, | would like to share with you what Ibelieve are
the key changes in our financial landscape, resuftg from this

global crisis.

First, bank business model would likely becomeremo
conservative, placing less reliance on wholesalaniting and use of
leverage, while focusing more on risk managemerd higher
liquidity buffer. Consumers themselves would berenosk averse
and prefer to stick with simple transactions anddpcts. As

mentioned already, regulatory framework would beergjthened,
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especially the use of macroprudential oversight flo@uses on
system-wide stability. As such, closer supervisudrsystemically
important financial institutions, including non-bk&n would be
required. Finally, the microprudential oversight ulb also be
strengthened to rectify previously identified skorhings,
particularly the Basel Il framework, corporate gmance, and

Incentive misalignment.

Though it looks as if we could be in the proceksreating a
“new world order”, given what we have done so fastrengthening
our financial sector resilience, | believe thasttransition would be
a smooth one and add further strength to our filahrgystem.
Needless to say, a strong financial system is taeklmne of

sustainable economic growth in the long-term.

Thank you for your attention.



