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ABSTRACT

As aresult of the 1997 Asian financial crisis, many Thai banks were forced to close. As a result,
the Thai financial system and commercial banks required an infusion of capital which in many
instances was of foreign nature resulting in foreign investors becoming sharehclders in the banks.
As aresult of the global financial erisis in 2008, the Bank of Thailand 1ssued 7 directives concerning
Basel III capital ratios of local and foreign banks cperating in the Kingdom. Also in 2013, major
revisions were again released by the Bank of Thailand for the licensing of new foreign commercial
banks wishing to operate in the Kingdom. In this environment of dynamic global and regional
change, the researchers undertook this study using both quantitative and qualitative research
methods from a survey population of commercial bank executives. It was discovered that bank
branch expansion was related to both corporate leadership and economie factors. Keonomic factors
also influence leadership in determining strategic plans as well as teamwork in the ability to
continue opening new branches. It was noted however that branch cost factors have minor
influence on the opening of the bank because the expectation is that with the increased customers,
new customers’ fees and charges offset the additional operational overhead. The research noted
that marketing with niche technologies such as telephone and Internet affected building
relationships with customers and was a relationship marketing toaol.

Key words: Branch expansion, leadership, cost, economic factors, banking

INTRODUCTION

Despite internal political tensions and turmecil as well as severe flooding in 2011, Thailand
continues to maintain an open, market-oriented economy and encourages foreign direct investment,
as a means of promoting economic development, employment and technology transfer. In recent
decades, Thailand has been a major destination for foreign direct investment and Thailand
continues to welcome investment from all countries and seeks to avoid dependence on any cone
country as a source of investment. In this environment Thailand 18 moving forward with modifying
and upgrading its banking regulations concerning foreign ownership and expansion.

In the wake of the 1997-98 Asian Financial Crisis, Thailand embarked on an International
Monetary Fund (IMF), sponsored economic reform program designed to foster a more competitive
and transparent climate for foreign investors. Legislation in 1999 established a new bankruptcy
court, reformed bankruptey and foreclosure procedures and allowed creditors to pursue payment
from loan guarantors. The Foreign Business Act (FBA) of 1999 continues to govern most
investment activity by non-Thai nationals. Foreign companies are free to open and maintain bank

319



Res. oJ. Business Manage., 9 (2): 319-334, 2015

accounts in foreign currency. However, Thailand retains to some extent its investment control, as
under certain circumstances, foreign investors that are previously granted national treatment are
subjected to some reservations, in particular the service sector (UJS, Department of State, 2013).

Since, the start of the economic crisis, all organizations have experienced huge challenges to
maintaining and strengthening customer relationships and banks have been particularly impacted.
In a survey, Krnst and Young (2011) identified clear opportunities for banks to build increased
advocacy and loyalty among their customers.

Additionally, on 7 June 2013 the Bank of Thailand issued major revisions concerning Rules,
Procedures and Conditions’ for the licensing of new foreign commercial banks wishing to operate
in Thailand. Prior to this there were 15 registered foreign bank branches and one foreign bank
subsidiary operating in Thailand. From 15 December 2011, these branches were allowed to form
a subsidiary that would in turn be permitted to open up to 20 branches and have 20 ATM
machines. The existing subsidiary would have the same rights (Bank of Thailand, 2013a, b). In
recent years, foreign banks which have been issued licenses to operate in the Kingdom include the
following:

+ Bank of Tokyo-Mitsubishi UFdJ, Ltd (MUF()

« Mizuho Bank, Ltd

«  Sumitomo Mitsui Banking Corporation (SMBC)

+ Deutsche Bank AG

« Citibank, N.A

+ Hongkong and Shanghai Banking Corporation Limited 2014 (HSBC)

+ JPMorgan Chase Bank, National Association

«  Crédit Agricole Corporate and Investment Bank (Crédit Agricole CIB)

« BNP Paribas

* FRoyval Bank of Scotland N.V

*  Oversea-Chinese Banking Corp Ltd (OCBC)

« Bank of America, National Association

*  Bank of China Limited

« RHB Bank Berhad-RHE Bank Berhad in Thailand is a branch office of the RHBE Banking
Group with its Head Office in Malaysia. RHB Bank Berhad is a 70% owned subsidiary of RHE
Capital Berhad

+ Indian Overseas Bank

* Mega International Commercial Bank Co., Ltd

An eligible future applicant intending to apply to establish a subsidiary must fulfill the
following conditions and qualifications (Bank of Thailand, 2013a, b):

* Is a reputable foreign commercial bank with expertise, strong performance and financial
standing, sound risk management system as well as good governance

*+ Is a locally established foreign commercial bank whose country of origin has significant
business relations with Thailand in the areas of finance, trade and investment, or whose

country of origin has a free trade agreement with Thailand
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* Is aforeign commercial bank whose country of origin allows Thai commercial banks to operate
at a similar level as commercial banks of that country (Reciprocity)

« Is a foreign commercial bank whose supervisory authorities maintain sound banking
supervision standards

* Is aforeign commercial bank whose supervisory authorities give consent to provide information
on the foreign commercial bank to the Bank of Thailand upon request to the extent that
enables the Bank of Thailand to supervise the subsidiary operating in Thailand

Additionally, after the Ministry has granted approval for a foreign commercial bank to establish
its subsidiary, the foreign commercial bank shall proceed to establish the subsidiary and submit.
request for a license to undertake banking business to the Minister, through the Bank of Thailand,
within one year from the date of the Minister's approval, except under certain reasonable
circumstances in which the Bank of Thailand may grant an extension period of no more than six
months. Additionally, the foreign commercial bank shall comply with the following conditions
{(Bank of Thailand, 20134, b):

¢ Subsidiary shall commence its operation within one year from the approval date, unless a
waiver has been granted by the Bank of Thailand. In granting such waiver, the Bank of
Thailand may impose any additional conditions

+  Bubsidiary must have paid-up registered capital in the amount no less than baht 20,000 million
as from the day it commences its operation

+  Commercial banking license must not be transferred or sold

*  Should there be any change in shareholders of the applying foreign commercial bank or in the
parent company that significantly affects shareholder structure of the subsidiary, prior
approval must be sought from the Bank of Thailand. The Bank of Thailand may impose any
conditions upoen granting such approval

* In a case where the applying foreign commercial bank or the parent company has its license
revoked, its business liquidated, or its juristic person status terminated, the Minister has the
power to revoke the commercial banking license and the subsidiary then shall return the license
to the Ministry of Finance

+  Shares of the subsidiary must not be registered in a stock exchange

In this environment of regulatory change, the question of ASKAN Kconomic Community
integration by 2015 looms. Scholars such as Das ef al. (2013) analyzed the barriers and
impediments to realizing this dream and asked the following questions:

«  Whether the ASKAN Economic Community 1s achievable by 2015
*  Obstacles along the way in achieving it
*+  Measures needed for its eventual achievement

Although, the self-imposed deadline for the realization of the ASKAN Economiec Community
(AREC) 1s 2015, it should not be viewed as a hard target. One should not expect 2015 to see ASEAN
suddenly transformed its nature and processes abruptly changed, its members’ interests
substantially altered. Rather, 2015 should be viewed more as a milestone year a measure of a work
in progress rather than as a hard target year.
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Nevertheless, the commitments to the various dimensions of an AKC do reflect the value placed
by the ASEAN member countries on regional economic integration and give them something to both
invoke and aspire for.

Thailand which sees itself as the ‘hub’ of this community and as a founding member is looked
upon by many as a leader in this integration and the policies that other nations should follow.
Regional integration and emerging business opportunities are providing an impetus not. seen before
in driving intra-regional investment. As more ASEAN companies position and prepare for AEC
2015, this intra-regional investment wave is likely to gather force. It is therefore key that research
be undertaken to understand Thailand’s policies and processes in the integration of this $2.5 trillion
dollar economy with 600 million consumers (Mirza and Wee, 2014),

With Thailand’s entry into the ASEAN community, with a unified market and preduction base,
the movement of goods, services, investment, capital and skilled labor has become freer and more
apen (Chia, 2013). Thailand’s commercial banks need to accelerate their preparedness at providing
quality, comprehensive and thorough preparations in both quantity and quality.

Additional knowledge is hopefully gained about the development and effectiveness of potential
expansion of commercial banks. It can also help these commercial banks achieve their goals and
increase their market share. Banking convenience also affects the financial results of banks.

With the start of the Asian Economic Community (AKC) in 2015 and the increase in financial
liberalization with the freer movements of capital resources, banks must be ready and able to adjust
their priorities and strategies accordingly (Chia, 2013),

The aim of this study was to study the composition and format in relation to the location, cost
and economic factors influencing the expansion of bank branches across Thailand. The researchers
expect these research results to be useful to policy makers in identifying problem areas in

Thailand’s commercial banking sector branch expansion efforts.

CONCEPTUAL DEVELOPMENT

In recent years, the subject matter of economics is divided into two broad areas. One of them
is referred to as Microeconomics and the other is called Macroeconomics. These two terms
microeconomics and macroeconomics were first coined and used by Ranger Frisco in 1933
{Keconomic Concepts, 2012). In recent years, this division of economic theory into two separate areas
has gained much importance and acceptance. As such, when considering investments, both macro
and micro economics must be considered.

Macroeconomics 1s the study of aggregate economic behavior, of the economy as a wheole. These
basic macreoeconomic outcomes include: (1) Output: Total volume of goods, (2) Jobs: Level of
employment, (3) Prices: Average price, (4) Growth: Year to year expansions and (5) International
balances: International value of the dollar, trade and payment balance.

Microeconomics on the other hand can best be deseribed as the study of specific individual units,
particular firms, particular households, individual prices, wages and individual industries,
particularly commodities. The microeconomic theory or price theory thus is the study of individual
parts of the economy which 1s focused on the allocation of resources to the maximum benefit and
the economic activity of each person, groups of individuals. Microeconomics is therefore concerned
with the market price which i1s also called the theoretical price (price theory).

322



Res. oJ. Business Manage., 9 (2): 319-334, 2015

Bank branch expansion plans: The global commercial banking industry has been changing
rapidly over the past three decades with changes occurring in both the structure of the industry
as well as innovations in the delivery of financial services to individuals and firms. Innovations in
mobile and electronic banking in addition to access points provided through the more than
2.2 million automated teller machines around the world have increased the opportunities for some
financial services to be delivered remotely. These innovations have also allowed nonlocal and
nontraditional lenders to offer financial services in rural areas.

Strong lender-borrower are prevalent in agricultural lending and the delivery of financial
services in rural areas. Rural banks have traditionally supported local economic development and
growth by supplying funds to local businesses. Consclidation across the banking industry often
raises concerns about the delivery of financial services to agriculture and rural businesses. The
willingness and ability of commercial banks to deliver agricultural and rural loans efficiently will
play an important role in maintaining and expanding rural economies.

The number of insured commercial banks in the U.S decreased 56% from 14,496 in 1984 to
6,291 in 2011 (Fig. 1). Changes in the regulatory environment, including liberalization of
geographic restrictions on branching and interstate branching, reductions in reserve requirements,
deregulation of deposit accounts and capital requirements, are fundamental drivers of bank
consolidation. The decline in the number of institutions is primarily due to bank mergers.

In an earlier by the research team Nam and Ellinger (2008) on bank branch expansion in rural
America, the study identified the financial and market characteristics of commercial banks’ branch
expansion decision. One conclusion was that banks with high deposit growth rate, asset and lean
to deposit ratio, agricultural loan rate, ROA and rural head office are more likely to open branches
in both areas rather than in urban area.

However, due to the nature of the banking and the financial system, the Bank of Thailand has
strict rules and as a result, the opening of bank branches requires a license. This must include the
commercial bank’s schedule of openings for each year which also includes the number of new
branches to be opened, scheduled opening of each branch and the details of each branch, such as
bank branch code, location, district, provinee, ete,
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Fig. 1. Number of commercial banks and braches in the UUSA between 1980-2011 (Ellinger, 2012)
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Leadership: Based on the analysis of many researchers, husiness leaders must possess strategic
vision abilities and set goals the organization can reach. They must also have a strategy for use in
both day-to-day and strategic operations. This ability will have an impact on the direction of the
market, corporate performance and gross sales. It will also affect the success of product and services,
cost recovery and the ability to retain customers and the controlling of operational costs
{Subramaman and Gopalakrishna, 2001; Asiegbu ef al., 2012) by determining direction.

Furthermore, it has also been revealed (Boontawan and Montree, 2010) that entrepreneurship
and leadership of organizations have an indirect effect on an organization’s competitive advantage
and financial performance. Leadership however has a higher effect over entrepreneurial skills. The
study by Boontawan and Montree (2010) indicated that entrepreneurs must practice leadership
without relying solely on charismatic personality traits as each entrepreneur has to drill and train
their managerial skills, negotiation skills, decision making abilities along with the ability to pull
employees together as a team.

Each organization will have a different structure which is dependent. on the type, size and its
configuration and functionality. It is the responsibility of each agency to facilitate efficient business
operations (Martins and Terblanche, 2003; Blayse and Manley, 2004) and share responsibility for
information and business decisions instead of being sourced from a single owner.

Elmuti et al. (2005) stated that leadership 1s obtained from both education and work experience
which will give organizations a competitive advantage and profitable growth. Therefore, the duty
of a leader is to define the direction of the organization as well as fulfilling the ability to deliver
goods and services, including management and organizational development for future development
{Clark and Armit, 2010),

Management needs to exhibit leadership through organizational and strategic vision. A
definition of vision comes from Oren Harari which stated that “Vision should describe a set of ideals
and priorities, a picture of the future, a sense of what makes the company special and unique, a
core set. of principles that the company stands for and a broad set of compelling criteria that will
help define organizational success” (Collins and Porras, 2012).

Strategic vision is a link to what is actually present or what is also referred to as, organizational
vision and to what is the possibility for the future (future vision) in a specific way (personal vision),
an appropriate organizations and leaders. It was seen that strategic wvision is to change
management to help them understand the process of change because of the strategic relationships
with business epportunities (Hagen et al., 2003),

However, to define strategies it is necessary to know the habits of customers by creating and
maintaining consumer data bases (Farajian and Mohammadi, 2010) to meet the needs of each
customer. Banks also must prepare databases of information about each type of client (Kdris, 1997)
and use the information to implement a plan that supports the strengths of the organization
{Kouzes and Posner, 1995) which is alsc adaptable and revised to suit the changing business
environment every 2-3 vears {(Sokol, 1992).

Economic factors: Starting from January 1, 2013, local and foreign banks in Thailand must
maintain a capital adequacy ratio of at least 8.5% of risk assets. For Thai banks, tier-1 capital must
be at least 6%, including minimum 4.5% of common equity (The Nation, 2012). Thai banks’ capital
adequacy ratio now stands at 16% of rmisk-weighted assets. In the first three quarters of 2013, Tha
banks stated they had a combined net profit of 135 billion baht. In addition to the above BIS
requirements, all commercial banks must ask permission from the Bank of Thailand to open bank
branches and have a capital to risk assets (BIS Ratio) of not less than 12%.
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Cheng et al. (2005) said that another factor to be analyzed in investing is the Return on
Investment (ROI). Additionally, for investors to open more branches, the Bank of Thailand’s criteria
state that they must have a reasonable and satisfactory financial position with the ability to absorb
the risks of opening new branches (Bank of Thailand, 2013a, b). The top five major factors
identified that may strongly influence international location decisions generally were: Costs,

infrastructure, labour characteristics, government and political factors and economic factors
{MacCarthy and Atthirawong, 2003).

Cost: Canel and Das (2002) suggested that the cost of doing business includes both fixed and
variable costs. It is now well known that most major companies noe longer operate in a single
market. To penetrate global markets and obtain their benefits, companies are under tremendous
pressure to reduce the price of their products and thus their production and material costs. When
a foreign location is used, the components of a product are produced there and final assembly takes
place either at the foreign location or at the parent domestic plant.

Factors that affect cost include the consideration of the organization, organizational policies,
competitive conditions, amount of target, due to its location influence the income of the
organization, because the density of the population. Income per head of population in each area
is associated with the expansion of bank branches (Yankson, 2011).

Research by Mullineaux and Pyles (2010) examined the effects of investments by US banks in
advertising and promoetion on their performance in the areas of profits and market share. It is
found that bank profits and market share increase significantly with increased spending on
advertising and promotion. Also, significant evidence is found of increasing returns to scale in this
type of marketing expenditure.

From FKrnst and Young group’s ‘Global Consumer Banking Survey 2012" (Ernst and
Young, 2012), it was found that customer advocacy is gaining power and word of mouth 1s gaining
influence. After questioning 28,560 banking customers across 35 countries, it was concluded that
customers are listening to each other more than banks or financial advisors. Globally, 71% seek
advice on banking products and services from friends, family or colleagues and 65% use financial
comparison sites to find the best deals. The views of online communities and affinity groups are also
gaining importance. The use of social media as a source of banking information (by 44% of
customers) 1s amplifying customers’ voices, giving them greater power as advocates or eritics.

Globally, only 44% of customers say their bank adapts the products and services to meet their
needs. The survey results show that 70% of customers are willing to provide their banks with more
personal information, In return, customers expect to receive tangible improvements in the
suitability of products and services they are offered.

From the above conceptual review and development, the researchers have developed the

following hypotheses for the present study:

H(1): Leadership influences branch expansion plans
H(2): Leadership influences cost.

H(3): Cost influences the branch expansion plans
H(4): Economic factors influences leadership

H(5): Economic factors influences branch expansion plans
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MATERIALS AND METHODS

Kasikornbank executives were queried using quantitative research methods of which 200
responded to 47 inquiries. The responses to the questions capturing focal constructs using a
five-point. Likert scale (Likert, 1970) with rating statements 1-5; 1 = ‘Not at all important’ to
5 = Very important’ (Table 1).

Data collection: Schumacker and Lomax (2010) stated that Structural Equation Modeling (SKM)
uses a variety of models to show the relationships between observed variables with the same basic
goal of providing a quantitative test of a theoretical model hypothesized by a researcher.
The models developed using SEM can be tested to show how sets of variables define concepts
and how they are related. The goal of SEM 1s to determine the extent to which the model 1s
suppoerted by the data that is gathered during research (Schumacker and Lomax, 2010) and since
SKEM s capable of statistically modeling and testing complex phenomena, it has therefore become
the preferred method for confirming (or not) theoretical models, quantitatively. Another very
important consideration is the intended sample size with most authors recommending a sample size
of at least 100 to generate good results (Cunningham, 2008; Schumacker and Lomax, 2010;
Weston and Gore Jr., 2006; Worthington and Whittaker, 2006), so, therefore, a sample size smaller
than 100 should not be used as it is unreliable and consequently SEM should not be used
{(Meldrum, 2010).

As such, this study draws from a sample population of middle and senior level banking
executives using both quantitative and qualitative research working within the Thai commercial
banking sector. Kasikornbank, as Thailand’s second largest commercial bank (Reuters, 2014} is an
excellent representative of this economie sector. From the sample size determined by Schumacker
and Lomax (2010), the researchers used the 20 sample size suggested for each varable. As the
research consisted of 10 variables, a minimum of 100 samples were deemed as acceptable of which
200 were obtained (Hair et al., 2008).

Therefore, this study a sample size of 220 samples were collected, equivalent to 18.3 times the
independent variables. This is in accordance with the Schumacker and Lomax (2010) by storing
samples. The Stratified Sampling method was employed (Table 2 and 3) with the proportion of the
population in each of the following:

Table 1: 5-point Likert. scale and range of mean score

Range of mean score Level of importance

4.21-5.00 Very important

3.41-4.20 Important

2.61-3.40 Neither important nor unimportant
1.81-2.60 Unimportant

1.00-1.80 Not at all important

1: Not at all important to 5: Very important

Table 2: Stratified sampling method results

Population profile sample size People Sample size
Middle-management. 40 10
Managers 974 210
Total 1,014 220
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Table 3: Survey information

Position Frequency Percentage Valid (%) Cumulative (%)
Clerks 53 24.1 24.1 241
Middle managers 43 19.5 19.5 43.6
Supervisor 39 17.7 17.7 61.4
Section chief 45 20.5 20.5 81.8
Senior project manager 15 6.8 6.8 88.6
Assistant director 21 9.5 9.5 98.2

Asst. executive director 3 1.4 1.4 99.5
Executive director 1 0.5 0.5 100.0

Total 220 100.0 100.0

Quantitative measurement: Analysis of Thai commercial bank branch expansion and its

relationship with the AEC used a measurement instrument or questionnaires utilizing a 5-Point
Likert Scale (Likert, 1970).

Dependent variable: Branch expansion plans (per-branch) analysis of the Thai garment sector
used a measurement instrument or questionnaires utilizing a 5-point likert secale (Likert, 1970)
which were developed and constructed from scales enabling the measurement of Bank Branches
(ser-al) and time (ser-a2) (Nam and Ellinger, 2008; Ellinger, 2012; Bank of Thailand, 2013a, b;
Mirza and Wee, 2014).

Independent variables: The scales for Leadership (L.eadership) were developed using anaylsis
tool with a 5-point Likert scale (Likert, 1970) and have been constructed with three aspects
(Table 2) including BStrategy (Leader-strategy), planning (Leader-plan) and teamwork
{(Leader-teaam) (Subramanian and Gopalakrishna, 2001; Asiegbu et af., 2012; Boontawan and
Montree, 2010; Martins and Terblanche, 2003; Blayse and Manley, 2004; Elmuti et al., 2005;
Collins and Porras, 2012; Hagen ef @l., 2003; Farajjan and Mohammadi, 2010; Edrs, 1997,
Kouzes and Posner, 1995; Sokol, 1992).

The scales for cost (cost) were developed using an analysis tool with a B-point Likert Scale query
(Likert, 1970) and have been constructed with three aspects (Table 2) including Size (cost-size),
location {cost-location) and technology (cost-techno) (Canel and Das, 2002; Yankson, 2011;
Mullineaux and Pyles, 2010; Ernst and Young, 2012).

The scales for Kconomic Factors (Fcon. factors) were developed using an analysis tool with a
B-point Likert Scale query (Likert, 1970) and have been constructed with two aspects (Table 2)
including Eeconomic Input (econ-in) and Economic Output {econ-out) (Bank of Thailand, 2013a, b;
The Nation, 2012; Cheng ef al., 2005; MacCarthy and Atthirawong, 2003).

RESULTS

Partial least squares has been applied for analysis of quantitative data by the researcher. It is
data analysis for Confirmatory Factor Analysis (CFA) relating to the determination of manifest
variable and latent variable and testing of research hypothesis exhibiting in structural model
analyzed by using the applications of PLS-Graph (Chin, 2001).

According to the analysis result of scale validity and reliability, scale investigation has been
conducted using internal consistency measurement coefficient alpha. («-coefficient) of Akron BAC
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{Cronbach) to calculate the average value of the correlation coefficient was found that alpha
coefficients ranged from 0.914-0.922 which 1s considered to have high reliability. The B-point Likert
Scale (Likert, 1970) questionnaire was utilized. Qualitative research was conducted with in-depth
interviews of 10 senior-level executives who were in positions that determined strategy for their
respective commercial banks. The sample group was based on 200 cases (Schumacker and
Lomazx, 2010) which is considered highly reliable.

In case of measure variables with reflective analysis, convergent validity has been conducted.
Loading is used as consideration criteria and must be positive quantity and indicator loading has
been more than 0.707 and all values have been statistically significant (|t | >1.96) representing
convergent validity of scales (Lauro and Vinzi, 2004; Henseler and Fassott, 2010) and analysis
results as shown in Table 4.

Leadership factors consisting of strategy, planning and team had the loading values of 0.9056,
0.8514 and 0.8878 with a statistical significance of 95% (t-stat>1.96) which indicate that a
particular factor had influence over the dependent variable Bank Expansion Plans.

Cost factors consisting of size, location and technology had the loading values of 0.8340, 0.9159
and 0.8657 with a statistical significance of 95% (t-stat>1.96) which indicate that a particular factor
had influence over the dependent variable Bank Expansion Plans.

Economic factors variables consisting of bank performance and economic conditions had the
loading values of 0.9184 and 0.9254 with a statistical significance of 95% (t-stat>1.98) which
indicate that a particular factor had influence over the dependent variable Bank Expansion Flans.

Bank Expansion Plans factors consisting of bank branches and time had the leading values of
0.7178 and 0.8921 with a statistical significance of 95% (t-stat>1.96) which is considered hightly
reliable.

Diseriminant validity: Discriminant validity has been tested on scale reliability, including
Composite Reliability (CR) which should not be lower than 0.60, Average Variance Extract (AVE)
should not be lower than 0.50 R?should not be lower than 0.20 and fAVE in the diagonal data
should have a value higher than cross construct correlation of all values in the same column. The
data validates that there was discriminant validity for each construct, without exception (Lauro and

Tahble 4: Reflective statistical values indicating convergent validity of the latent variables

Construct/item Loading t-stat
Leadership

Strategy (Leader-strategy) 0.9056 26.1118
Planning (L.eader-plarn) 0.8514 17.7545
Teamwork (Leader-team) 0.8876 22,2008
Cost (cost)

Size (cost-size) 0.8340 23.0626
Location {cost-location) 0.9159 53.4901
Technology (cost-techno) 0.8657 19.8037
Economic factors (econ.factor)

Economic input (econ-in) 0.9184 54.3261
Economic output (econ-out) 0.9254 51.5186
Branch expansion plans (Per-branch)

Bank branches (ser-al) 0.7178 4.9233
Time (ser-a2) 0.8921 27.2730
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Venzi, 2004; Henseler et al., 2009). Testing results of discriminate validity of this study was in
accordance with all conditions shown in Table 5. Therefore, the scales of this research have been
the scales with diseriminant validity and reliability.

Bank branch expansion plans analysis meodeling of the variables that influence branch
expansion found that of all the 5 assumptions, only Hypothesis 3 was not supported which means
that cost does not influence branch expansion with Thai commercial banks. However, a factor that
affects this decision i1s corporate leadership which determines strategy because strategic managers
decide which bank branches to open (Fig. 2 and 3).

n
Leadership \

Branch
expansion
plans

Econ.Factor

Fig. 2: Research model

Leader-team

econ-out econ-in

Fig. 3: Final model
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Tahble 5: Results of Confirmatory Factor Analysis (CFA) for measurement model

Cross construct correlation

Construct CR R2 AVE Leadership Cost Economic factors Branchexpansionplans
Leadership 0.913 0.4869 0.778 0.882

Cost 0.905 0.6575 0.761 0.811 0.872

Economic factors 0.919 0.850 0.698 0.824 0.922

Branch expansion plans 0.790 0.5994 0.656 0.725 0.699 0.699 0.810

Statistical significance level is at 0.05 and diagonal figures mean fAVE , CR: Composite reliability AVE: Average variance extracted,

R2 Square of the correlation

Table 6: Research hypotheses test results

Hypotheses Coefficient t-stat Results

H1: Leadership influences branch expansion plans 0.431 3.1589 Supported
H2: Leadership influences branch cost 0.811 17.9764 Supported
H3: Pranch cost influences the branch expansion plans 0.067 0.4694 Unsupported
H4: Economic factors influence leadership 0.698 15.7201 Supported
H5: Economic factors influence branch expansion plans 0.343 2.7906 Supported

Figure 3 shows the research framework and the structural model of independent variables that
influence the dependent variable of Branch Expansion Flans. Independent Variables included
leadership, cost and economic factors and their influence on 200 surveyed participants. The samples
were analyzed to answer the research hypotheses criteria of the following five assumptions
{Table 6). Furthermore, the structural analysis model framework was used to research the t-test
coefficients and their relationship of each path of the t-test hypothesis with significance greater
than 1.96. This explains the results obtained from analysis as shown in Table 4 and 5 as well as
the test results presented in Table &,

DISCUSSION

Based on the findings of ‘Structural Equation Model of Factors Affecting Thailand’s Commercial
Bank Branch Expansion’, ongoing discussion needs to be considered on additional points.

Despite technological and regulatory innovations that might have been expected to reduce
banking institutions’ reliance on bricks-and-mortar branches to deliver financial services, the
number of full-service bank branches has increased steadily in Thailand as well as in the US
(Ellinger, 2012) in recent years. While several studies have considered the impact of the expansion
of large, multi-market banking organizations into local markets, relatively little analysis has been
undertaken to take a direct lock at the impact of increasing branch network using recent branching
data.

This study takes a simplified empirical approach to addressing these developments while
identifying a series of performance and cost proxies which assess the impact of branch network size,
after controlling for other institution-specific and market-specific factors. In particular, results
reveal that in assessing the impact of branch netwark size, it 1s important to control for institution
asset size, since the two are correlated. There appears to be little relationship, however, between
branch network size and overall firm profitability, whether measured using accounting-or
market-based data.

In 2013, the Bank of Thailand issued 7 directives which were directives in the immediate
implementation of the Basel III rules on capital ratios of local and foreign banks operating in the
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Kingdom (BIS., 2013). The Bank for International Settlements (BIS), the central bank of central
banks, drew up the Basel III rules in light of the 2008 financial crisis. Starting from January 1,
2013, local and foreign banks in Thailand must maintain the capital adequacy ratio at least 8.5%
of risk assets which is unchanged from the current requirement. For Thai banks, tier-1 capital must
be at least 6%, including minimum 4.5% of common equity (The Nation, 2012) with Thai banks’
capital adequacy ratio now standing at 16% of risk-weighted assets. In the first three quarters of
2012, the combined net profits were at Bt135 billion. As can be seen from the above influencing
external directives, economic factors are composed of both internal and external factors which can
affect the expansion of Thai bank branches.

Leadership factors have a direct effect on Thai bank branch expansion which includes strategic
planning and team performance. The corporate leaders will determine the direction of the
organization, including strategic planning and team to manage and develop the organization to
further advance the organization (Clark and Armit, 2010). Other factors include economic factors
which is consistent with many researchers.

In the current era of globalization, information flows quickly and change is rapid, so, leaders
must be knowledgeable and experienced (Elmuti e al., 2005) to manage the changes and to create
business opportunities which gives birth to enterprises (Hagen et al., 2003).

Another major factor 1s cost which 1s a factor that appears to have no direct effect on the
expansion of bank branches. However, it does have indirect factors in the sense that they affect the
organization’s expansion as a commercial bank and does consists of branch locations and the
equipment and their respective technelogy.

This is consistent with the study of Durkin and Howeroft (2003) who noted that the use of
technology to expand marketing channels reduces the cost to the organization. It also helps to build
relationships with customers, so, cost 1s not a branch of factors that affect the expansion of bank
branches directly.

CONCLUSION

A ‘Structural Equation Model of Factors Affecting Thailand’s Cemmercial Bank Branch
Expansion’ found that the factor that most has the greatest influence on bank branch expansion,
both direct and indirect, is economic factors, both internal and external. Information flow is ever
increasing in both speed and range and has a direct impact on the cutcome of a business and
customer service and satisfaction. Leadership plays a key role in a bank’s ability to keep pace with
change and competition. Strategy, planning and teamwork are all integral compoenents of this.

REFERENCES

Asiegbu, ILF., B.M. Nwibere and V.O.J. Ubani, 2012. Ensuring seamless improvement in marketing
performance through sales force competence management. Int. J. Exclusive Manage. Res.,
2:1-18.

BIS., 2013, Report to G20 Leaders on monitoring implementation of Basel III regulatory reforms.
Bank for International Settlements. http://www.bis.org/publ/bcbs260.pdf,

Bank of Thailand, 2013a. License for new foreign commercial bank to cperate in Thailand in
accordance with the financial sector master plan phase II. Bank of Thailand.
http:/fwww . bot.or.th/Thai/FPressAndSpeeches/Press/News 2556/ 2956 . pdf

Bank of Thailand, 20138b. Notification of ministry of finance re: Rules, procedures and conditions

for the establishment of new foreign commercial bank's subsidiary. Bank of Thailand.
http:/iwww bot.or.thifipes/Documents/FP G/2556/engPDF/255601 55 pdf

331



Res. oJ. Business Manage., 9 (2): 319-334, 2015

Blayse, A.M. and K. Manley, 2004. Key influences on construction innovation. Constr. Innovation
Inform. Process Manage., 4: 143-154.

Boontawan, W. and P. Montree, 2010. [PLS path model for antecedents and consequences of
Perceived Organizational Support (POS) for employees in small and medium enterprises in
Lampang provinece]. Thailand J. Assoc. Res., 2: 140-155, (In Thai).

Canel, C. and 8.R. Das, 2002, Modeling global facility location decisions: Integrating marketing and
manufacturing decision. Ind. Manage. Data Syst., 102: 110-118,

Cheng, K.W.L., H. Ii and L. Yu, 2005. The Analytic Network Process (ANF) approach to location
selection: A shopping mall illustration. Constr. Innov. Inform. Process Manage., 5: 83-97.
Chia, 8.Y., 2013. The ASEAN economic community: Progress, challenges and prospects. ADBI

Working Faper 440, Asian Development Bank Institute, Tokyo.

Chin, W.W,, 2001. PLS-Graph User's Guide. Version 3.0, Soft Modeling Inc., Houston, TX., TUSA.

Clark, J. and K. Armt, 2010. Leadership competency for doctors: A framework. Leadership Health
Serv., 23: 115-129.

Collins, J. and J. Porras, 2012, Organizational vision and vision statements. California Manage.
Rev., 34: 30-52.

Cunningham, E., 2008, A Practical Guide to Structural Equation Modelling Using AMOS. Statsline
Publisher, Melbourne.

Das, 5.B., J. Menon, E.C. Severino and O.L. Shrestha, 2013. The ASKAN Economic Commumnity:
A Work in Progress. Institute of Southeast Asian Studies, Singapore, ISBN: 9789814519014,
Pages: B07.

Durkin, M.G. and B. Howeroft, 2003, Relationship marketing in the banking sector: The impact of
new technologies. Market. Intell. Plann., 21: 61-71.

Economic Concepts, 2012, Micre and Macre analysis. http:/leconomicsconcepts.com/
micro_and_macro_analysis.htm

Edris, T.A., 1997. Services considered important to business customers and determinants of bank
selection in Kuwait: A segmentation analysis. Int. J. Bank Market., 15: 126-133.

Ellinger, P., 2012, Bank branch expansion in rural areas. Department of Agricultural and
Consumer FEconomics, University of [llinois, May, 2012,

Elmuti, D., W. Minnis and M. Abebe, 2005. Does education have a role in developing leadership
skills? Manage. Decis., 43: 1018-1031.

Ernst and Young, 2011. A new era of customer expectation. Global Consumer Banking Survey,
Ernst, May 2011. http:./fwww.efma.com/fressourcesfstudies/2011/1-DKSDZ_E_study.pdf

Ernst and Young, 2012, Global consumer survey 2012: The customer takes control. August 2012,
http://www.shinnihon.or.jp/industries/financial-institutions/banking-and-capital-
markets/topics/pdf/2012-09-06-banking-survey-E.pdf

Farajian, M.A. and 5. Mohammadi, 2010, Mining the banking customer behavior using clustering
and association rules methods. Int. J. Indust. Eng. Prod. Res., 21: 239-245,

Hagen, A., 5. Haile and A. Maghrabi, 2003. The impact of the type of strategy on environmental
scanning activities in the banking industry: An international perspective. Int. J. Commerce
Manage., 13: 122-143,

Hair, J.F., W.C. Black, B.J. Babin, R.E. Anderson and R.L. Tatham, 2006. Multivariate Data
Analysis. 6th Edn., Prentice-Hall Inc.,, New dJersey, USA. [SBN-13: 9780130329295,
Pages: 899,

332



Res. oJ. Business Manage., 9 (2): 319-334, 2015

Henseler, J., C.M. Ringle and R.R. Sinkovies, 2009. The Use of Partial Least Squares Path
Modeling in International Marketing. In: New Challenges to International Marketing,
Sinkovics, R.R. and P.N. Ghauri (Ed.). Vol. 20, Emerald Group Publishing Ltd., Bingley, UK.,
[SBN: 9781848554696, pp: 277-319.

Henseler, J. and (. Fassott, 2010. Testing Moderating Effects in PLS Path Models: An Illustration
of Available Procedures. In: Handbook of Partial Least Squares: Concepts, Methods and
Applications, Vinzi, V.E., W.W. Chin, J. Henseler and H. Wang (Kds.). Springer-Verlag, Berlin,
Germany, ISBN-13: 9783540328254, pp: 713-736.

Kouzes, J.M. and B.Z. Posner, 1995, The Leadership Challenge: How to Keepgetting Extracrdinary
Things Done in Organizations. 2nd Edn., Jossey-Bass, California, ISBN-13: 978-0787901103,
Pages: 432,

Lauro, C. and V.E. Vinzi, 2004. Some contribution of PLS path modeling and a system for the
Kuropean customer satisfaction. Dipartimento di Matematica e Statistica, Universita Federico
IT di Napoli, pp: 201-210. http://www .sis-statistica.orglold/htdocs/files/pdf/atti/RSMiO602p 201 -
210.pdf

Likert, K., 1970. A Technique for the Measurement. of Attitudes. In: Attitude Assessment, Summers,
G.F. (Ed.). Rand-McNally and Company, Chicago, IL., USA,, pp: 149-158.

MacCarthy, B.L.. and W. Atthirawong, 2003, Factors affecting location decisions in international
operations: A Delphi study. Int. J. Operat. Prod. Manage., 23: 794-818.

Marting, E.C. and F. Terblanche, 2003. Building organisational culture that stimulates creativity
and innevation. Eur. J. Innov. Manage., 6: 64-74,

Meldrum, K., 2010. Structural equation modeling: Tips for getting started with your
research. Contemporary Approaches to Research in Mathematics, Secience, Health and
Environmental Kducation 2010. https:/fwww.deakin.edu.au/arts-ed/efi/conferences/car-
2010/papers/meldrum.pdf

Mirza, H. and K.H. Wee, 2014. The Rise of Enterprise Regionalisation in ASEAN. In: International
Business and Sustainable Development (Progress in International Business Research,
Volume 8), Van Tulder, R., A. Verbeke and K. Strange (Kds.). Chapter 16, Emerald Group
Publishing Ltd., Bingley, West Yorkshire, UK., ISBN-13: 9781781909898, pp: 391-423.

Mullineaux, D.J. and M.K. Pyles, 2010. Bank marketing investments and bank performance.
J. Fin. Econ. Policy, 2: 326-345.

Nam, 8. and P.IN. Ellinger, 2008, Branch expansion of commercial banks in rural America.
Proceedings of the Annual Meeting on American Agricultural Economics Association, July
27-29, 2008, Orlando, Florida,

Reuters, 2014. RPT-Fitch affirms Thailand's 4 largest commercial banks, subsidiaries. May 28,
2014.  http:/lwww.reuters.com/article/2014/05/28/fitch-affirms-thailands-4-largest-commer-
1idUSKit70259520140528

Schumacker, R.E. and E.G. Lomax, 2010. A Beginners Guide to Structural Equation Medeling.
Routledge, New York, ISBN-13: 9781841698915, Pages: 536,

Sokol, R., 1992, Simplifying Strategic Planning: Management Decision. Vol. 30, Emerald Group
Publishing Limited, UK.

Subramanian, R. and P. Gopalakrishna, 2001. The market orientation-performance relationship

in the context of a developing economy: An empirical analysis. J. Bus. Res., B3: 1-13.

333



Res. oJ. Business Manage., 9 (2): 319-334, 2015

The Nation, 2012, Basel III enforced in Thailand in 2013. November 22, 2014. http:/fwww.
nationmultimedia.com/business/Basel-11I-enforced-in-Thailand-in-2013-30196124 html

US. Department of State, 2013, Investment climate statement 2013. US. Department of State,
USA., http:/fwww.state.govielebfrls/othrfics/2013/.

Weston, K. and P.A. Gore Jr., 2006. A brief guide to structural equation modeling. Counsel.
Psychol,, 34: 719-751.

Worthington, R.Li. and T.A. Whittaker, 2006, Scale development research: A content analysis and
recommendations for best practices. Counsel. Psychol., 34: 806-838,

Yankson, K., 2011, Exploring location and accessibility relationships between manufactured
housing and banking facilities in Tuscaloosa county, Alabama. Master's Thesis, Department of
Geography, University of Alabama.

334



	319-334_Page_01
	319-334_Page_02
	319-334_Page_03
	319-334_Page_04
	319-334_Page_05
	319-334_Page_06
	319-334_Page_07
	319-334_Page_08
	319-334_Page_09
	319-334_Page_10
	319-334_Page_11
	319-334_Page_12
	319-334_Page_13
	319-334_Page_14
	319-334_Page_15
	319-334_Page_16
	Research Journal of Business Management.pdf
	Page 1


