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Abstract

This research studies the risks of Islamic Financial Institutions (IFI) which are different
from the risks in the conventional banking, aiming to provide the guidelines for developing
the IFI’s supervision in Thailand. Currently, there are three IFls in Thailand: 1) Islamic Bank
of Thailand (ibank) 2) Bank for Agriculture and Agricultural Cooperatives (BAAC), and 3)
Government Saving Bank (GSB). ibank is a full-fledged IFI while the others operate through
Istamic window. We find that ibank has an internal process that is similar to the Profit
Equalization Reserve (PER) used to prevent liquidity risk arising from Displaced Commercial
Risk. This process provides compensation to investment account holders if the investment
results of the investment deposits under the Mudharabah are lower than expected. As a
major part of loan is under Bai al inah contract, the most significant risk for ibank is the
credit risk as in the conventional banking system.

Due to taxation obstacles in Thailand, ibank does not have Islamic products that
causes dissimilar risk from conventional banking and may not be necessary to have
different prudential supervision rules. However, considering the bank’s credibility and
transparency on Shariah compliance, it may be necessary to develop specific prudential
rules as suggested by the Islamic Financial Services Board (IFSB), especially on capital
adequacy requirements. In addition, we recommend improving the Shariah governance
system of ibank to ensuring that the products and services available to the customers are
correctly conform to Shariah principles. Shariah Advisory Board should be appointed and
dismissed independently from the management of the bank. Its roles responsibilities and
accountability should be in line with international standard. In addition, the Shariah
compliance process should be clearly specified.

As the volume of Islamic financial transactions of BAAC and GSB is relatively low, it
may not require full Shariah governance as in the case of ibank, but only follow Islamic
window supervision issued by the Bank of Thailand, suggesting IFI to separate Islamic
financial activities as another entity. While these two banks are practically following these

rules, they are no information and dissemination of such actions to the public.



