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CSR tackling world financial crisis
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After Lehman Brothers, an over
160-year-old US Giant Investment
bank, announced its bankruptcy on
15 September 2008, and the Federal
Reserve was not able to save and buy
out the business, domino effect was
not thus be stemmed. Bear Stearns.
Fannie Mae, Freddie Mac and other
well-known American financial institutes
were sold over a short period.

The financial crisis of super power
nation had been magnified a great
deal, deepened, and become a complex
worldwide crisis. How can corporate
social responsibilities of organizations
or financial institutes solve this crisis?
To answer this question, every party
concerned needs to find out.

Critically aware of this crisis, the Social Venture
Network Asia in collaboration with Sasin Graduate Institute
of Business Administration of Chulalongkorn University
organized a seminar “CSR and world financial crisis (How did
it happen? What's gone wrong? And whose responsibility
it is?) at the Meeting Room 521, Sasa Patasala Building,
Sasin Graduate Institute of Business Administration of
Chulalongkorn University on 3 November 2008. A financial
expert, Mr. Montri Sornpaisal, Chief Executive Officer of Kim
Eng Securities (Thailand) Public Company Limited was
honorably invited to join a panel and pointed out a cause of
the world financial crisis that “the key of the problem is over
leverage. That is, the financial institutes’ irresponsibility in
granting careless loans resulted in huge loans which started
with mortgages of real estates in USA. There were a lot of
home loan seekers due to low interest rates. As a result,
many people bought homes for speculations and the
financial institutes granted loan to home loan seekers who
did not have sufficient money or had bad credit. The
subprime (loan issue to loan seekers with troubled credit
history including house mortgage, car mortgage and credit
card) increased dramatically.”

Mr. Montri added that subprime problem would have
not expanded if the creditors had been responsible in
properly assessing the risk of the consumers prior to the loan
issue. The complexity of financial process somehow opened
a room to canny personnel in financial institutes to perform
asset securitization. Once, Warren Buffet, the world’s second
largest billionaire famously described those derivatives
speculatively as “financial weapons of mass destruction.” This
statement has turned true today due to the birth of Credit
Default Swap (CDS), another type of derivative. Worldwide
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financial institutes often sell CDS to stimulate the credit
market. However, it has not always rendered the said
result as Mr. Montri explained “Credit Default Swap or CDS,
is a type of derivative of which the buyer and the sellers of
the CDS agree in payments.

Namely, the sellers agree to pay 10 per cent interest
per year to the buyers and the sellers agree to provide
insurance for losses on securities in the event of
a bankruptcy or default. But the buyers can resell CDS to
third party such as financial institutes, insurance companies
and investors and pay 4 per cent interest per year to
those parties. Therefore, the buyers will receive a profit of
6 per cent of the total value of derivative per year. The
problem nevertheless still goes on as the sellers fail to pay
debt. Then the third party will be liable to pay all debt
according to swap contract. If the third party is unable to
pay, it thus has to sell business to the financial agencies
which has more liquidity or stronger financial position or
else announce bankruptcy or closure. So far, there is no
requirement to actually hold any asset for CDS, in addition,
the regulations to oversee CDS has not been modified to
respond the financial crisis. Therefore, CDS are being widely
used for speculations.

Although in Thailand, there is not yet CDS derivative,
the financial institute must keep abreast with this kind as
well as adopt a stringent set of practice. Mr. Montri
elaborated that “worldwide financial institutes should have
good corporate responsibilities in many parts. First, they
should not allow too high debt per equity ratio which will
result in over leverage. Second, there is a need to have
a good grasp of understanding of newly innovative derivative
which is hard to understand. Careful risk control to suit the
financial status of customers is required. Third, they should
not keep a low-interest rate policy for too long which will
accelerate “the growing balloon”. Fourth, the company
should have corporate governance policy to allow all
stakeholders to conduct business mutually and efficiently.
Last, over competition is not encouraged because it always
leads to never-ending greed.” Mr. Montri concluded that
“it is fortunate that Thailand is blessed with a great immune,
“Sustainability philosophy” from His Majesty the King which
stresses the middle path in economy development. The
banks should not offer too much loan and the loan seekers
should not ask too much loan either. The “soap bubble”
lesson in 1997 taught us well. That is why we are not a part
in the domino and affected by this crisis.”

The task in solving world financial crisis is not
a responsibility of only one person but actually of all.
Namely it relies on corporate social responsibility of every
financial institute. They must take into account corporate
governance, transparent conduct, and fair treatment to
every party which will strengthen world financial position
afresh in order to enable all financial sectors to grow

together in a sustainable way.
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