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Abstract

The non-performing loans ratio of banks is not only an indicator of their assets, which
is essential for investors to make their business decision but also it shows the stability of the
banking system in each country. When the non-performing loans are high, it gives effect to
banks’ profits and could lead to bank insolvency, which has an impact on financial stability
and economic status. Moreover, when financial institutions are bankrupt or fail, it can lead
to the financial crisis, which can be contagious and eventually cause the global financial
crisis. Therefore, it is vital to have a systematic NPL management measure.

However, there is no legal framework on NPL management, such as the sale of NPL
or the execution. This research will examine the current solutions which relevant to NPLs
specific to bank regulations on capital requirements and loan loss provision (LLP) under the

Financial Institution Business Act through the lens of the efficiency in NPL management.

Keywords: Non-performing loans, Capital requirements, Loan loss provision, the Financial
Institution Business Act
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z European Banking Authority, ‘Final Report on Final Guidelines on Management of Non-performing and
Forborne Exposures’ (EBA, 31 October 2018)
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a3c7-231cb9c2a26a/Final%20Guidelines%200n%20management%200f%20non-performing%20and%0for
borne%20exposures.pdf> accessed 17 September 2020

? European Central Bank, ‘Stocktake of National Supervisory Practices and Legal Frameworks Related to NPLs’
(ECB, June 2017) <https://www.bankingsupervision.europa.eu/ecb/pub/pdf/ssm.stock_taking2017.en.pdf>
accessed 17 September 2020

* widnuneus Basel IIl: A global regulatory framework for more resilient banks and banking systems
(Revised version: June 2011) (Basel Ill) 489 Basel Committee on Banking Supervision (BCBS)
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2007 | 2010 | 2011 2012 | 2013 | 2014 | 2015 | 2016 | 2017 K 2018
Thailand 76 39 29 24 23 |23 |27 30 (31 @31
Denmark . 41 37 60 46 |44 37 |32 |23 1.7
Germany 27 132 |30 |29 27 23 |20 |17 |15 |12
Spain 09 47 |60 |75 94 85 |62 56 45 |37
United States . 44 38 33 25 19 |15 |13 1.1 09
Cyprus 58 100 184 386 450 477 |36.7 |314 195
Greece 9.1 144 233 | 319 338 |36.6 363 456 | 420
United Kingdom 40 140 36 31 1.7 10 |09 (07 |11
Created from: World Development Indicators
Series: Bank nonperforming loans to total gross loans (%)
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Abdus Samad, ‘Credit Risk Determinants of Bank Failure: Evidence from US Bank Failure’ (2012) 5 International
Business Research 10; Rebel Cole and Lawrence White, ‘Déja Vu All Over Again: The Causes of US Commercial
Bank Failures This Time Around’ (2012) 42 Journal of Financial Services Research 5-29.

' Andrew Campbell, ‘Bank Insolvency and the Problem of Nonperforming Loans’ (2017) 9 Journal of
Banking Regulation 25
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