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ANNEX I

PID APPROVAL CABLE

VZDLCES A350FSCé681

RR RUMTEK

IF RUEHC #9830/01 3581505
ZNR UUUUU 22B 24 DEC 8l
R 2413107 DEC 81 TOR: 1506

FM SECSTATE WASHDC CN: 01341

TO AMEMBASSY BANGKOK 6810-11 CHARGE: AID 4
BT INFO ECON CHRON

UNCLAS STATE 339830 7/WR

AIDAC

E.O. 12065: N/A

TAGS:

SUBJECT: PRIVATE SECTOR IN DEVELOPMENT PID (493-0329)
REF: BANGKOK 58699

l. SUMMARY. ASIA PROJECT ADVISORY COMMITTEE (APAC) MET ON
OCTOBER 29 AND REVIEWED SO F T PID WITH REPRESENTATIVES FROM
PRE, OPIC, COMMERCE AND OTHER OFFICES ATTENDING. APAC APPROVED
THE PID, ALTHOUGH NUMBER OF QUESTIONS REMAIN. 1IN COMPLETING PP
DESIGN USAID SHOULD:

(A) MAKE FULL USE OF RESULTS OF PRE RECONNAISSANCE TCZAM VISIT
NOW SCHEDULED FOR EARLY FEBRUARY.

(B) USE TO MAXIMUM EXTENT EXPERIENCE OF WSH PRIVATE SECTOR
EFFORTS IN THAILAND AND AT OTHER AID COUNTRY POSTS; AND

(C) FULLY INFORM AID/W DURING DESIGN PROCESS ON STATUS OF
ISSUES RAISED AT APAC AS WELL AS THOSE IDENTIFIED IN PID.
BECAUSE OF NEWNESS OF PROJECT AREA AND COMPLEXITY OF SOME
ISSUES, AID/W WILL NEED TO RETAIN PROJECT AUTHORIZATION
AUTHORITY. END SUMMARY.

2. APAC APPLAUDS USAID'S, INITIATVE IN PURSUING SO QUICKLY AND
IN SUCH A DETERMINED WAY THIS ADMINISTRATION'S PRIVATE SECTOR
EMPHASIS. WE ARE ALSO HEARTENED BY THE STRONG INTEREST SHOWN
SO FAX BY DR. SNOH, NESDB DIRECTOR GENERAL, AND OTHER SENIOR
RTG OFFICIALS IN NOT ONLY A GREATER ROLE FOR PRIVATE SECTOR IN
NATION'S DEVELOPMENT BUT PARTICULARLY IN INCREASED U.S. PRIVATE
SECTOR PARTICIPATION. PRE RECONNAISSANCE TEAM VISIT IN EARLY
FEBRUARY SHOULD PROVIDE FURTHER IMPETUS IN THIS REGARD AND
RESULTS SHOULD BE TAKEN INTO ACCOUNT IN EVENTUAL PROJECT DESIGN.
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3. APAC NOTED THAT USAID HAS WORKED RAPIDLY ON THIS NEW
PROJECT PROPOSAL, AN AREA IN WHICH AID HAS ONLY LIMITED RECENT
EXPERIENCE. AS A RESULT, PROJECT AS PROPOSED IN PID APPEARS TO
BE MORE GENERAL AND PRELIMINARY THAN WHAT IS NORMALLY DESIRED.
USAID WILL THEREFORE HAVE TO SHARPEN PROJECT GOAL AND PURPOSE
IN DEFINING NATURE OF PROBLEM AND PRECISELY WHAT WE PROPOSE TO
DO ABOUT IT, LIMITING PROJECT FOCUS TO WHAT THAIS ARE MOST
INTERESTED IN (E.G. INDUSTRIAL STRATEGY, MANAGEMENT
DEVELOPMENT) AND TO THOSE ACTIVITIES MORE MANAGEABLE IN TERMS
OF WHAT AID CAN REALISTICALLY EXPECT TO ACHIEVE. IN THIS
REGARD, WE ARE SURE USAID IS ALREADY CONSIDERING THIS BUT WE
WISH TO EMPHASIZE VALUE OF LESSONS LEARNED FROM PRIVATE SECTOR
EFFORTS IN THAILAND (E.G., ADAMS INTERNATIONAL, NIKE) AS WELL
AS EXPERIENCE OF OTHER COUNTRIES (E.G. TAIWAN, KOREA) WHICH
HAVE ALREADY PASSED THROUGH THIS ST!.GE OF DEVELOPMENT AND WHERE
AID ASSISTANCE WAS VERY INSTRUMENTAL IN PROCESS OF PRIVATE
SECTOR DEVELOPMENT.

4, WITH REGARD TO AID PROJECT FUNDING, WE STILL HAVE A PROBLEM
WITH THE AVAILABILITY OF GRANT FUNDING (EVEN THOUGH RECENT
APPROPRIATION REDUCES LOAM FLOOR TO THIRTY PERCENT).

THEREFORF, USAID SHOULD HAVE NO ILLUSIONS THAT GRANT FUNDING
CAN BE MADE AVAILABLE FOR THIS PROJECT AND USAID NEEDS TO
CONTINUE USING AS TARGET, SAY, SEVENTY FIVE PERCENT LOAN
FUNDING FOR OVERALL THAI PROGRAM.

5. IN ADDITION, AID/W IS CONCERNED THAT SINCE THE PROJZCT
PROPOSES TO INTERVENE IN OR FACILITATE PROFI1IT-MAKING VENTURES,
THE COST OF THIS INTERVENTION SHOULD NOT BE SUBSIDIZED ENTIRELY
BY USG. USE OF LOAN MONIES WOULD REQUIRE FINANCIAL
PARTICIPATION BY RTG AND AT LEAST IMPLICITLY, SHARING JF THE
COSTS OF SUBSIDIES. SINCE AID LOAN TERMS ARE HIGHLY
CONCESSIONAL, APAC FELT THAT LOAN FINANCING WOULD BE USEFUL
MINIMUM TEST OF RTG COMMITMENT TO PROPOSED PROJECT ACTIVITIES.

6. FOR YOUR INFORMATION, APAC REVIEW OF RECENT INDONESIA PID
LED TO APPROVAL OF LOAN FINANCED PROJECT PROPNSAL WITH DOOR
LEFT OPEN FOR POSSIBLE SMALL GRANT COMPONENT. THIS MAY BE
OPTION IF USAID CAN PRESENT CLEAR JUSTIFICATION. THIS WOULD,
OF COURSE, INVOLVE SPLIT FINANCING WHICH MAY OR MAY NOT BE
PROBLEM AT MISSION LEVEL. 1IN ANY EVENT, USAID SHOULD BE
EXTREMELY WARY OF DESIGNING PROJECT ON ASSUMPTION OF GRANT
FINANCING AND MATTER SHOULD BE RESOLVLI'D WITH RTG AND WITH AID/W
PRIOR TO PP COMPLETION AND SUBMISSION.

7. REGARDING STAFFING, AS UASID KNOWS, AID/W HAS INCREASED
POSITION AUTHORIZATION TO ADD ONE PROJECT DEVELOPMENT OFFICER
WHO CAN WORRY ON PRIVATE SECTOR INITIATIVES. RECRUITMENT
UNDERWAY AND WE WILL ADVISE ASAP.



8. TO ASSIST wITH PDS FUNDING NEEDS, PRE HAS GRACIOUSLY AGREED
TO PROVIDE ONE-HALF QR DOLS SIXTY THOUSAND TO HELP FINANCE
PROJECT DESIGHN COSTS, WC wWILL wORK OUT wlTH PRE NECESSARY
ARRANGEMENTS RE FUNDING AND EVENTUAL EXPERT VISITS TO THAILAND.

9, PROJECT DESIGN EFFCRY SHOULD WORK OUT HOwW TDP AND CPIC
WHOSE ACTIVITIES APPEAR TO PARALLEL THOSE PROPOSED IN PROJECT,
WILL BE COORPINATED. 1IN THIS REGAPD USAID SHOULD INCORPORATE
FINDINGS OF PRE TEAM VISIT AND SUBSEQUENT MISSIONS AND KEEP US
ADVISED.

1C. PPAC APPROVES THIS PID, HOWEVER, GIVEN TENTATIVE NATURE
OF SOME ASPECTS OF PROJECT AND FACT THAT WE ARE STILL WORKING
OUT SOLUTIONS TO MAMY QF THESE ISSUES IN THIS New ARER OF
ACTIVITY, WE WISH TO MAINTAIN CCNTINUING DIALOGUE wITH PERIODIC
STATUS REPCRTS FROM USAID DURING PRCIECT DESIGM PROCESS, USAID
SHCULD ALSO CABLE ASAP SCCPE OF WORK FOR PDS/PRE FUNDCED
CONSULTANTS. FINALLY, PLEASE ADVISE OF ANY ASSISTANCE NEEDED
FROM BUREAU AND PRE THPOUGHOUT DESIGN OF THIS PROJECT. HAIG

8T
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Response to Issues Raised in PID Approval Cable
. and Uther Lommunications trom ALD

1. Need to Shargen Project Objectives and Focus on
riority a oncerns More Manageable by - Cabie,

Paragraph &

| The Project's focus has been narrowed to emphasize
assisting the RTG attract business ventures to priority
development sectors, particularly a$r01ndustry outside the
Bangkok area, strengthening the dialogue between the Thaf
private-public sectors, and facilitating U.S.-Thai private
sector linkages. This latter effort has been simplified to
build on a PRE inftiative. The Project outputs focus on
encouraging business ventures to invest and apply business
3 s to resolving development problems, and the Project no
longer includes downstream “hand-holding" for committed
fnvestors. Most private sector firms neither need nor desire
such involvement by the public sector.

The Project's emphasis on front-end activities
parallels the RTG's own perception of its primary role with
respect to the private sector; to identify and promote
appropriate business ventures, to provide necessary incentives
for priority businesses, and to provide an attractive business
climate through an appropriate and stable policy and regulatory
environment.

Project inputs are 1imited primarily to technical
assistance and associated surveys/studies and thus are quite
manageable by the two full-time employees who will represent
AID's interests on the Project.

2. Project Desiin Effort Should De Coordinated with OPIC,
an ctivities, Cable Paragraph 9

Strong emphasis was placed on such coordination during
Project design.

(a) The OPIC mission during July 1982, was planned in
conjunction with the Project's earlfer focus on
the A?ribusiness and Electronics sectors and

lanning for this mission benefitted from the
rotect organizational structure on both the U.S.
and Tha{ sides.

(b) The regional TDP representative has been
consulted regarding project design.
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(c) Much of the Project's framework was dcsi?ned
during the PRE reconnaissance team's visit during
February, 1982, and PRE financed much of tne
consultant assistance to finalize his proposal,
PRE and USAID bilateral efforts will be
complementary. The revision of the PP further
strengthens this relationship,

3., Project Complexity and Administration, Cable
Paragraph J

The Project has been revised to delete two elements
earlier envisioned and :o redesign one element to meld it with
ar ongoing AID activitity (JACC). It 1s focused on agencies of
the RTG that are central to the stimulation of private
investment. It does not involve any construction or offshore
goods procurement that often impose heavy burdens on
implementing agencies. A1l necessary coordination may be done
in Bangkok and not at regiona1. provincial and local levels as
is necessary with many AID projects. Components are related
but do not have to be implemented in close concert with one
another except at a policy level, The administrative structure
is compact and based on existing systems and patterns, The
Project {s eminently doable and hae sufficient support from the
highest levels of both the RYG and Thai{ private sector to
succeed.

4. Nature of Project Constraints

The Project focuses on the reduction of constrafints
{dentified by numerous consultants to the Tha{ Government as
restricting private sector involvement in achieving basic
national objectives, 1.e. regional development, increased
employment, decreased trade deficits. Those constraints are as
follows: (1) inadequate knowledge by foreign businesses of
opportunities in Thailand and by Thai investors of sources of
export markets, appropriate technology and expertise; this is
particularly relevant in view of the intense competition for
foreign investment within the Asian region; (2) economic
policies that have favored formation of a comparatively
inefficient, capftal intensive, import substitution-oriented
industrial base centered around the Bangkok area; (3)
concentration of private sector wealth and power in 4
relatively small number of local business groups, tending to
restrict the growth and entry of smaller entrepreneurs into key
development sectors; (4) generally, poor communication between
the ?ublic and private sectors which weakens any actfon to
resolve other ranstraints and increases the uncertainty that
private businesses must face in the business climate.
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5. Impediments to Investment Outside of Bangkok

There are numerous reasons why more jinvestment doesn't
take place outside the Bangkok area. The lack of skilled labor
and easy access to markets and to necessary public and bus.ness
services, inadequate transportation and safety considerations,
However, some industries (e.g. fruit and vegetable canning) do
tand to locate in area outside of Banjgkok because of the nature
of their raw material requirements. Moreover, there are
ogportunities for smaller industries particularly targettea on
the local market and many of these industries are highly labor
intensive. Such industries will be ?1ven priority
consideration for promotion under this project whenever viable
options are identified..

6. Justification of Costs Reltnd to the Investment
Analysis and Promotion Effoirt (BOI).

The budget for this component of the Project has been
thoroughly reviewed. The review resulted in an adjustment to
costs earlier projected. An Annex has been added to the
Project Paper to provide additional information on project
costs.

7. Clarification of Policy Dialogue Component

This component has been rnvised to more clearly
explain the need for assistance in this area, the relationships
of the organizations involved, and the relationship of new
staff in these organizations to the policy dialogue.
Coordinated public/private policy analysis and more in depth
analysis will enhance informed decision making by the RTG.
This {s expected to result in policies and regulations which
are more effective in expanding private sector operations,
This expansion, coupled with structural adjustments in the
economy, will increase the opportunities for rural employment.
Financing under the project will promote not only better
policies but also will support institutionalizing informed
policy dialogue.
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NARRATIVE SUMMARY OBJECTIVELY YERIFIABLE INDICATORS MEANS OF VERIFICATION IMPORTANT ASSUMPTIONMS
20 of Secter Goak The broader abjective to | Moaswos of Goal Achiovement: (A-2) (A-3) (2-4)

ch this project cmblbotes: (A-1)

itructure Thailand's economic -
ath to reduce trade deficits as
wrceat of GOP and reduce
mployment, particularly outside
Bangk

1. Trade deficit decraased
from 8.2% of GOP to 4.5% of GDP.

2. Manufacturing employment to
expand by an annual rate of at
least 165,000 persons (7.6
parcent).

3. Rate of growth of esployment
in areas outside of Bangkok area
exceeds that of Bangkok area.

MESDB and Bank of Thailand reports.

Asrumptions far achioving goel targets:

1. lwports of ‘petrolevm coatinue
to de reass ay other resources tapgsd,

2. Frea enterprise policies maintained
with ainimm governmeat coatrol.

3. Government vlll continue to provide
priority attentiom to efforts to ‘spreve
investment climate and promote private
investmeat.

ioot Porposer  (B-1)

rease private sector Inust-nt
employment generating, export
ented, resource based ventures
areas outside of Bangkok.

Conditions thei wilt Indicete purpess hes been
ochioved Ead of projoct stotvs. (B-2)

1. Pflvnto firms of all sizes
providing new investments for
priority development sectors.

2., Incrsased flow of tachnology,
markei linkages and management
improvements from U.S. private
sector to Thal private sector in
priority development uctors

3. Improved {nvestment clinu
reflacted by better tax and
incentive stiructurs: for businesses
in prlorlty Jdavelopment sectors.

(3

1. Bank of Thailand.and Board

of lnvestun; reports.

2 Project Evaluations.

3. Board of Trade and Association
of Thailand Industries reports.

Assumpiicas for echioving pupeser (B-4)

- Adequate nusbers of attractive
{niestment areas asd potential
investors avaflable.

- IMRD structural adjustment loa
implemented as planned.

vt (C-1)

Intensive promoti.nal proaram
‘acted at attracting private

:erprise participation in prierity

-elopment concerns.

An effective policy ualysls'
it for Public/private’ scctor B
iues.

Linkages between industry
wps in Thailand and U.S. for
oindustries.

Magnitwde of Ovputss  (C-2)

1. (a) Ten investment surveys
conducted ‘0) Three invest=ent
campaidns conducted.

2. “Minipum of 20 studies betng
acted upon for private sector
related policy

(c-3)

1. . Project reports/records.

2. " Evaluations.

Auqlka. for echioviag eutputse (C-‘)

- RT6/private uctor nlctlm
do not detcrlorau. .

sulel
-
i
chaical Assistande Funds for
vestoeat and policy analysis
“geted pormotica cqalp.
ff swpport.

(»-1)

Mrmum-lo—m
(»-2)
(See PP. Budget for datails.)

(p-3)

Profoct Records .

Asovuptions for peoviding lnpvis  (9-4)

(As related to inputs)



Annex III
American Chamber of Commerce in Thailand

akin allanc More Com ve
in Attracting Forelgn investments

(1982)

Foreign investors do not form their opinions about
Thailand's investment climate based on the Government's
statements alone that foreign investment is welcome. They will
also seek out the specifics of the business environment, and
weigh the favorable against the unfavorable elements. In this
regard, while some corrective actions have been taken in the
recent past, there are still many areas where changes are
required to improve the investment climate and thus attract
more foreign investment:

l.

2.

Perhaps most importantly, the uncertainty under which
private investors currently operate must be reduced

The evaluation of all investment opportunities
incorporates an assessment of risk ard uncertainty in
light of thc anticipated return on investment.
Investors do not necessartily avoid risk but will
compare the expected return with the assessed risk to
determine whether an investment is feasible. This is
not true of uncertainty, which in effect causes risks
to be unknown. Most investors tend to avoid
uncertainty wherever possible, and this is
particularly true cf those investing in foreign
countries where the environment is not well known. In
this regard, Gove:nment actions which frequently
change the "rules of the game" or invest a high degree
of discretionary decision-naking authority in the
bureaucracy are particularly causes for uncertainty.

A single Government policy toward foreign investment
is requirea

The Government claims that it has a policy of
welcoming foreigners and foreign investment. Howaver,
the application of law and requlations are
administered by various Ministries and Departments
works quite contrary to this stated policy. Until all
echelons of Government pull together toward a common
policy, and demonstrate that policy by their actions,
the full potential for investment in Thailand will not
be realized.
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3.

6.

The Governmant needs to move more promptly in
approving ana promoting major business ventures

The reputation for this malaise in moving major
project forward has seriously affected Thailand's
reputation. Time is money, In many cases, by the
time Government makes a decision inflation has caused
projects to exceed the investment originally
contemplated, and tha feasibility study and details of
the projct have to be revised. If prompt decision is
then not made, the same process of revision must be
repeated. Investors involved with or witnessing this

slow decision-making process may look elsewhere to
invest.

Tax rates and other incentives must be competitive
with other countries

Although there was role back of corporate tax rates in
1981, a further reduction of taxes is called for to be
more competitive with rates charged by other counries
in the area. Comparative tax rates and other
{nvestment incentives are prime considerations when
potential investors weigh the merits of investing in
competing nations.

Current Goverrment efforts to eliminate corruption
need to ks intensified

The reputation of corruption does not help Thailand's
investment climate. Many foreign investors, who find
such corruption morally repulsive, wasteful of
aconomic resources and a cause of additonal
uncertainty, will simply choose to locate thair new
investments in other countries rather than subject
themselves to this potential risk.

Finally, Thai investment opportunities should be more
actively promoted abroad

The existence and nature of investment opportunities
must be communicated more actively to corporate
decision makers outside tho country. While the Prime
Minister's trips to various countries in 1981 wer. a
helpful start, a program for continuing and
comprehensive follow-up is required, in order to
generate interest by potential foreign investors.



Specific Areas for Improvement

In addition to the general suggestions noted above, there
are several specific areac in which the Government should take
action to reduce uncertainty or other impediments to foreign
investors:

1.

Price Controls

Existing price controls and the ever present
possibility of new controls or other artificial
constraints on profits are a major deterrent to
foreign investment. 1In the event that the Government
determines that such controls are necessary, they
shoula be temporary in nature, flexible enough to
allow for prompt reflection of cost increases and
established at levels to allow an adequate return on
investment.

Income Taxation

Businessmen view with concern the revisions enabling
penalties to be imposed under the provisions of
Section 67 bis and ter of the Revenue Code, which
provides for advance payment of corporate income tax
on estimated carnings. The provisions are difficult
to observe, create problems in interpretation and
Place dangerous authority in officials to impose
penzlties. If advance payments of taxes are to be
made, they should be based on specific, predetermined
formulas.

In addition, Sections 70 bis and 76 bis of the Revenue
Code &re vague, poorly defined and threaten
retroaction appiication of tax liability. In he
absence of 2 clear cut interpretation as to the
application of these provisions, many potential
foreign investors may look elsewhere to invest and
initiate their operation.

Business Tax

The Revenue Department is empowered to reopen cases
with retroactive effect. 1In the event that there is a
bona fide difference of interpretation or the Revenue
Department changes {ts interpretation, the period of
retroactivity should be reduced.



4.

Legislation

In genecal, laws affecting businessmen (both Thai and
foreign) are frequently passed without prior knowledge
by the public. There is no opportunity to debate or
&.scuss the merits of disadvantages of the bill. Onca
the law is passed, it must ba observed even ir it is
bad legislation - unctil such time as the law can be
changed - and this can take an unauly long term. It
would be desirable for the details of proposed bills
to be made known in advance and an oppoctunity be
glven for interested parties to make comments.

As an example of existing legislation, labor laws as
written are confusing, general rather than speclific in
nature, and therefore open %to a very wide range of
interpretation. This nas a tendency of confus2 labor
and cause industrial unrast,

An example of pending legislation, the upcoming social
security oill snoula be carefully reviewed with
private industry prior to enactment.

Cusg toms

Under Custor requlationg, tcarasactions can be
reopencd ratroactively with severe penalties being
assessed. Reopening of caseg where daclarations have
been made in good faith and accepted by Customs should
have a time limitation. Also {nformrrs and Customs
officialy shculd not be permitt:d to participate {n
subseauent additinnal assessmentsi/penalties unless
there was criminal intent or false ceclaration. [t
should pbe posgible to cotain frem Customs, in advance,
a decistopn as tc what duties and other charyes will pe
assessed on a transaction, witn such a decision to be
binding on Customs,

Custons Notification Ne. 15,2523 datece Auguttr 2¢, 180
notifisd tnat Royzltiea or any simtlar comuner.zion {se
being regarded 24 part of price when aaseasing duty.
In order to reduce wrporters’ uncectainty, it would be
desirable for Cugsoms to i92uue raviaand ragulations
which ostrictly follow th» 3Bruagsela Convention a2 to
the {nclusion of royalties.

Duties arr gensrally asieased on the higheat price
that gooas have antarea tha ccuntry., Discounty
obtatined or new, legitimate lower coat prices arge
genecally diascegacrdad, Customs cilicliels may {ndicate
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ANNEX IV

Detailed Economic Analysis

A, Private Sector Environment and Characteristics

1. Introduction

As shown in Table 1, Thailand has enjoyed one of the
best growth records among developing countries in the past two
decades. Between 1960 and the oil price rise in 1973, its GDP
grew at an annual rate averaging 7.8%. In the face of rapid
population growth (3.2% p.a.), per capita income grew at 4.5%
annually. Thailand also adjusted relatively well to the oil
crisis, with the volume of exports increasing at 14% between
1973-78, twice as fast as in the earlier period. Despite
growth in manufactures primarily directed at import
substitution, imports also grew rapidly over this period, with
import values rising especially rapidly after the jump in
petroleum prices. The trade deficit grew over the period,
especially after 1973 when the disappearance of foreign
exchange earnings related to the Vietnam War reduced the
off-setting surplus in the services account. With market
restrictions inhibiting further growth in some of the leading
exports of recent years, the current account deficit rising to
58 of GDP, high interest rates abroad encouraging an outflow of
capital, and external debt rising rapidly in addicion, the RTG
has been forced to undertake a series of measures to adjust the
economy. These have included devaluation of the baht in
mid-19681 and the development of a board range of cariff, tax
and administrative policy changes, a program satisfying the
rationalization norms that will enable Thailand to secure
substantial gei.eral import financing under the World Bank
Structural Adjustment Loan program.

What is especially important in this history, for the
purposes of this Project proposal, is the central role played
by the private sector during the entire postwar period of Thai
economic development. The RTG has maintained a private
enterprise, open market economy, with limited government
inervention although there has been a long history at the same
time of close involvement of senior government individuals, in
their personal capacity (enhanced of course by their
positions), in many private trading and manufacturing
ventures. Conflict of interest and other aspects of the
relations between political and civil service officials and the
private sector zre viewed quite differently in Thailand (as is
the case in many developing countries) compared with the norms
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Table 1
Growth Indicators 1968-78, & Per An.um

Philip- Indo- Sri-

Thailand pines Malaysia Egypt nesia Lanka
Agricultural
value Added 4.8 4.6 5.0 3.1 4.2 1.9
Manufacturers
value Added 11.8 6.9 12.3 7.1 11.9 2.7
GDP 7.2 6.0 7.5 6.2 8.0 3.4
GDP Per Capita 4.1 3.1 4.6 4.0 6.1 1.6
Exports 1/
(Current
Dollars) 23.2 17.9 12.8 11.8 40.8 9.8
Manufactured
Export 35.8 37.5 25.0 12.1 37.4 42.1

1/ 1968-77.
Source: IBRD World Tables



in the U.S. That these norms in Thailand have not been
seriously inhibiting factors to the expansion and operation of
the private sector, occasional instances aside, is evident in
the growth record of the Thai economy and the role the private
sector has played in generating that growth.

The Thai Government's direct involvement in industry
has been limited and diminishing in importance. The RTG began
to establish light manufacturing enterprises in the 1930s.
These firms were under the control of various ministries and
had a history of losses that had to be Zovered by budget
gsubventions. In the 1950s the RTG found itself ir the position
of having to bail out a quasi-public diversified manufacturing
venture that was ill-conceived, the largest white elephant the
RTG had encountered in its effort to move directly inco
industrial investment. Since then government has entered into
very few enterprises directly, and has been declining in
importance as a factor in industrial ownership. Current
industrial policy includes guarantees against government
entering into production of any items manufactured by firms
receiving promoted status from the Board of Investment.

It is clear from the public policy papers of the
National Economic and Social Development Board (NESDB) that the
planning authorities have a sober view of the shortcomings in
tHe generally satisfactory record of Thai economic growth, and
of the measures that need to be pursued to correct some of
these problems. With respect to the composition of private
investment in recent years, NESDB has recognized that the
investment promotion policies of the RTG, lacking a deliberate
strategy appropriate to the country's factor endowment,
resulted in the growth of import substitution manvfacturing
behind protective barriers. Such import substitution was in
many areas uncompetitive at world market prices and was heading
in the direction of saddling Thailand with high-cost production
in items that, as protected inputs into export industries,
would render the latter unable to compete without a whole
system of export subsidies. Acting before this problem became
a major drag on export growth, the RTG has begun to restructure
the incentive system in a manner deliberately aimed at
strangthening the export orientation of future industrial
investment and its cost competitiveness.

2. Sectoral Characteristics

In 1960 the manufacturing sector contributed a minor
portion of Thailand's GDP (only 13%) and emploved only 3.4% of
the labor force. It was largely davoted to the basic
processing of agricultural commodities such as rice, kenaf and
cassava among other products. Import substitution in light



consumer goods was the second major area of manufacturing
investment, along with conastruction materials. While Thailand
has long had a vigorous entrepreneurial class, until relatively
recantly it has focused largely on trading rather than
manufacturing, with much of the manufacturing closely
asgociated with the trading and export of agricultural
couancdities that required some initial stage processing to
pbeconie tradable or exportable gocds.

In the last decade and a half, manufacturing has grown
fastar than any other sector. As a result the share of
manufacturing in GDP rose from 15% in 1968 to 20% in 1979, and
from 2.2% of merchandise exports in 1960 to 39.8% in 1980.
Until 1973 most of this growth was based on production for the
domes tic market, a natural import substitution process based
not on high levels of protection, but on natural advantages of
location and market knowledge. Par-ly in response to tne
balance of payments impact of the 1973 oll price rise, the RTG
{nitiated a protective tariff and quo*-a policy that encouraged
import substitution further, including what otherwise would be
unprofitable to manufacture in Thailand. This policy is being
overhauled now under the realization that imgo~rt substitution
has run its course and that further investment behind a highly
protective incentive structure would undermine Thailand's
development in the long run. At the same time howevsr,
non-resource based manufactured exports have also been growing,
a development based on competitive domestic labor costs and
government encouragement. (See Table 2.) Fueling this
vigyorous performance was an apparent high level of investment
in manufacturing. Private investment as a whole averaged about
18% of GDP during tlhe 1970s.

Table 2

Composition of Merchandise Exports (%)
(Current Prices)

1960 1970 1975 1980 a/ 1965 b/

—————

Primary 97.8 80.5 77.3 60.2 47.1

Manufactures 2.2 19.5  22.7  39.8 §2.7

a/ Preliminary
b/ Projected

Source: IBRD, SAL draft report ll/81.



At this oarlf stage in the develooment of a modern
manufacturing sector in Thailand, it still retains fairly
specializad characteristics. As shown in Table 3, production
closely related to primary products comprises nearly half of
manufacturing value added, of which processed food, beverages
and tobaccn contribute 35%. The second most important group is

Table 3

Manufacturing Structure

Share in GDP (%)
1969 978

Processed goods, beverages, tobacco 42.9

35.1

Textiles, apparel 11.3 17.4

Chemicals, petroleum 13.6 12.2

Transport equipment 5.9 9.0

Leather, wood, furniture, papar, printing 8.8

6.5

Machinery 1.9 1.5

Ed. equipment 1.4 1.8

Other 14.2 16.5
100.0 100.0
SHERNrCY SN

Source: IBRD Background Papers.....

textiles and apparel which has benefited from the movement of
textile investment from nearby countries that were blocked from
further expansion of their exports to the EEC. Thailand now
faces the same constraint. Much of the manufacturing consists
of production of final consumer goods (including automobiles)
is based on imported materials and intermediate goods. The
capital goods and intermediate acods industries are still
minor. Small and medium-scale enterprises make vup a large
fraction of the manufacturing sector, with 95% of all firms
employing fewer than 50 people. Production of the small and
medium-sized firms {s said to be increasing fastcr than ig the
output of the larger enterprises. Manufacturing is highly
concentrated in and around Bangkokx - 72% of all manufacturing
employment, and roughly three-quarters of manufacturing
value-added (Table 4).



Table 4
Regional Distribution of Manufacturing 1976

Value -Added Employment
Bangkok 37.3 31.7
Cantral 44.6 40.8
North 6.7 11.1
Northeast 6.1 11.5
South 5.4 5.0
Total .100.0 100.0

Source: NESDB, Yearbook of Labor Statistics 1977.

Cartain factors stand out as accounting for or
characterizing the dynamic growth of manufacturing in the past
faw years and provide quidelines for the path of investment and
manufacturing growth in the yesars immediately ahe~d:

(1) Forward linkages offer important opportunities
for export and new entry into manufacturing; exports of
processed agricultural commodities have been growing three
timee as fast as unprocessned exports, with many new entrants
into processing coming from the nrool of entrepreneurs engaged
in the trading of the same items (e.g. feed mills have bean
integrating forward into poultry and other liveatock).

(2) Thailand is not at the stage of exporting
manufactured products under a Thai reputation, except for some
special {tems like cilk and jewelry. It is mainly exporting
standard items or products sold to foreign buyer specifications
for sale under the foreign brand (canned pineapple sold to U.S.
supermarket chains as house brands is an outstanding current
example). This is not surprising. It represents a duplication
of the experience of Korean export growth.

(3) In virtually all potential manufactured exports,
Thailand {s still a small supplier, and should not be hampered
by the quota problems that have rastricted growth of some of
its major taricultural commodities, such as cassava.

(4) While foreign investment has been important in
some areas, it has heen providing only about 7-8% of total
private capital for.ation in manufacturing. Much of this
investment has been in the form of loans rather than direct
investment (rearly half of loans in 1975, two-thirds {in 1978)
It is interesting to note tha": this also parallels the
experience of South Korea, where the direct investment



relationship with foreign firms has not been a major source of
either industrial finance or the flow of technology. According
to an IBRD study, the technology transfer process that has
contributed to Korea's outstanding industrial growth record has
relied more on the informal contacts between Korean suppliers
and their export customers than on direct foreign management or
the formal acquisition of technology throuah licensing
arrangements.

(5) The economic advantages to the individual
enterprise cf locating in or near Bangkok hLave greatly
outweighed the minor incentives the RTG has developed to lure
investment into the rural creas. The advantages consist of
proximity to the centralized market, finance, transportation
and communication focus of the economy, and the location of RTG
decision-making. The incentives have included small tax and
interest rate concessions. (IFCT gives a 1% discount on the
interest it charges on loans to projects located out of
Bangkok, and several incentives that reduce profit taxes.)
Production costs are generally much higher outside the Bangkok
area estimated at 25% higher in Chiang Mai for example, so that
enterprises that do locate in rural areas have been found to be
those that derive substantial cost advantages by being close to
their source of raw material. These enterprises have also
tended to be owned by someone who resides in the local area.

3. Policy Framework

Judging by the record of private sector investment,
employment growth, and manufacturing output and export growth
described above, it is apparent that the policy framework for
the private sector, broadly considerr i, has been very
favorable. There have been exceptious in particular industries
(e.g. slaughtering has been closed to private enterprises until
very recently) and there have been problers in implemeantation
of policy and procedures. But viewed overall, the Thai policy
climate has been one of encouragement tn private investment,
including foreign investment, and compares favorably with many
other developing countries. 1In terms of ease of entry for new
firms, including foreign investors, Thailand ranks well above
Average in the openess of the economy. To qualify for the tax
and other benefits of “"promoted status” granted by the Board of
Investment, the potential investor mus: meet certain criteria;
again, these are not restrictive hy international standards.

Having said this, it is important to focus on the
particular aspects of policy that the RTG itself has been
disatisfied with, areas that have been under study by various
auspices, aiming at helping the RTG define a host of revisions



in policy to rationalize the framework, reduce distortions, and
in general strengthen the incentive structure in ways that will
improve the efficiency of resource allocation.

Investment in Thailand has largely involved processing
domestic natural resource products. As a matter of deliberate
policy the RTG is anxious to move Thailand into attracting
investment in other labor intensive industries that are basad
outside of Bangkok wherever possible. The compe tition for
securing such investments is intense in Asia. With labor costs
rising in Korea and Singapore, and with both these countries
and Taiwan attempting to change their industrial structures,
shifting from lower-skill labor-intensive assembly to
higher-technology skill-intensive products, Sri Lanka,
Indonesia and Thailand hope to benefit as the next rank of
low-wage cost countries to which labor-intensive industries
will be attracted. Malaysia and the Philippines are also
competing for these industries.

In some respects, Thailand appears less well situated
than some of its competitors. Other countries in the region
have aither more predictable policies, or more efficient
decision-processes for the granting incentives, or fewer
problems securing land for manufacturing plants, and/or more
consistent and coordinated actions of different government
agencies bearing on a single project. However, Thailand also
has some relative strengths. 1Its record of market-oriented
development is long, with no history of ideology or practice
favoring nationalization. Xenophobia is much less evident than
in some other countries. Constraints on foreign equity ratios
or management by expatriates are very limi ted.

Thailand has a strong comparative advantage over some
countries in labor-intensive products. Manufacturing wages in
Hong Kong, Singapora, Kore and Taiwan are 4-5 times higher than
in Thailand. Wage rates in these industrially more advanced
countries are almost certain to rise compared with Thailand,
where the existance of a large and growing rural labor force
will moderate any pressures for wage increases, and where
domestic food costs are likely to remain low. 1In 1978, the
combined manufacturing exports of Hong Kong, Singapore, Korea
and Taiwan were 50 times that of Thailand. With these four
relatively indutrialized countries of this region shifting
their industrial structure towards skill-intensive and
capital-intensive products, the stage ie being set for Thailand
to gain substantially, {f the RTG pursues appropriate policies,

On balance there is clear room for strengthening
Thailand's attractiveness. The RTG has recognized this need
and is taking very active steps to improve the incentive



structure and the effectiveness of RTG administration. While
the process will take time and may not proceed with equal speed
on all fronts, it contains one element - a public private
sector Joint Standing Committee - that promises to ensure its
continuation and that represents a real innovation in the
manner in which the RTG approaches the whole general quection
of the role of, and its relations to, the vrivate sector (See
Annex V for description). This committee has facilitated the
public-private sector dialogue process appreciably in recent
months.

It has already been noted that the curvent structure
of protection provides more incentive for domestic sale than
for export, thereby increasing the cost of export production.
mhis structure is being thoroughly overhauvled. The tax rebate
and exemption measures administered by the Board of Investment
as part of its investment oromotion function are also not very
effective for boosting manufactured exports, nor is the
administration of the whole range of BOI resonsibilities (or
the cooperation of other RTG departments with related
authority) deemed efficent or competitive in timeliness and
reliability with similar services offered in other countries.
The problems of the BOI and its incentive system have been
intensively studied by consultants to the Board (under a
UNDP/IBRD project). The study contains detailed
recommendations for strengthening the BOI and its operations,
and the RTG is reviewing these for appropriate action.

As notad, the policy of encouraging location of new
manufacturing investment outside of Bangkok and its immediate
environs has had little impact and the incentives are seen to
be indequate. As the same time the RTG does not want to
introduce artificial incentives that would seriously dictort
location decisions and result in enterpriszes that would be
dependent on subsidies. The RTG has had great daifficulty
resolving some of the issues that will determine the
development of growth poles outside Bangkok, including location
of a second deep-sea port, and the relative stress on
designated areas in various parts of the country in the face of
the very large-scale development that would be involved in the
Castern Seaboard complex (including natural gas based
industries). AID's interest in rural Gevelopment coincides
with RTG interest in decentralization and is reflected in this
Project in the proposed focus on differant asp2cts of
agribuciness, especially since aariculture commodity-baged
industries often locate close to source of supply, thereby
contributing to income generation for farmers and crezticn of
employment opportunities in the rural areas.



The RTG has also expressed disatisfaction with the
employment generation record of past manufacturing investment.
study has shown that industries which are locatad in rural
areas, small scale, and export oriented, tend to be more
labor-intensive than industries producing for import
substitution. These findings have reinforced the policy
conclusion the RTG has come to, on general economic grounds
regarding export orientation and the need to correct incentive
aistortions that favor capital-intensive, import substitution
investment.

This report has noted that the RTG is embarked on a
major overhaul of a whole range of policies and administrative
processes that shape the climate, the ease of doing businass,
and the return of investment. The overhaul is clearly aimed at
strengthening Thailand's ability to facilitate investment and
other business involvement targetted on developmertal concerns
and the rate of investment expansion undertaken by the private
gector within this policy framework. The RTG is anxious to
strengthen business relations with the U.S. and is hoping that
AID can assist in more actively involving the private sector in
development and in contributing to private sector deve lopment
generally. The Project activities should be designed to build
on this interest, including ways that contribute also to the
Mission's overall program objectives in Thailand. At the same
time, AID'S new profile in this perspective will be useful in
drawing attention to some of the general problems of the
private sector in Thailand, and can continue to provide the
basis for dialogue with the RTG on these issues.

4. Policy Implementation

As noted above, RTG policy has been stszadily moying
toward rationalizing the incentive system and shifting the
focus from import substitution to export promotion.
Implementation of these policies, however, will be affected by
the traditional problems of the Thai bureaucracy - slow
decision-making, scattering of responsibilities, poor
coordination among departments having related responsibilities,
autonomous ability of department heads to deviate from
established policy or set their own course. These problems
have already affected several areas ralated to new lnvestments
including import and corporate taxation, plant ragulation,
granting and administration of incentives. Most recently, the
American Chamber of Commerce has been most concerned over
{nstances of retroactive reinterpretation of tax regulations
that resultad in imposition of revisad higher levels of tax
assessment for past years. In general the business community
complains about the unpredictability of individual department
implementation of regulations and the uncertainty this



introduces into business calcuvlations. Dissatisfaction with
the manner in which the Board of Investment carries out its
tasks is widespread and openly expressed by senior RTG
officials. The supposcd "one-stop" operation at BOI in fact
offers very limited service and does not begin to approach the
one-stop investor information service run by the Government of
Singapore. The BOI is also supposed to be empowered to grant
rumerous concessions, whereas in practice the departments
ministries responsible for administering the laws to which
exceptions are being granted by BOI will not release any
authority to BOI, and require the investor to work his way
through the complete network of the numerous offices involved.
The private sector has also complained about the process of
government policy formation in areas affecting commerce and
industry. Laws are normally processed through the legislature
and regulations promulgated without benefit of any systematic
public review process that would enable the private sector to
react to proposed changes and give government the benefit of
its views before the laws or regulations are issued.

Underlying these particular complaints of poor
interaction processes between government and the private sector
is a long tradition of mutual suspicion. Despite the personal
connections referred to abova, there has been a general
assumption in the bureaucracy that the private sector is
essentially exploitutive, and the role of government is to
protect the general public against price manipulation and other
unfair practices. Apparently these lingering suspicions have
not been strong enough to deter the RTG from adopting an
open-market developmant strategy and a policy framework broadly
encouraging to private enterprise. DRut they are reflected in
the manner in which some of the regulations are implemented and
in the attitudes of some senior officials.

Fortunately, the public and private sectors recognize
the need to improve the implementation of governmer ¢ policies
that affect private sector growtn in support of development
priorities. Key factors that bear on ‘mplemcrntation of these
policies relate to dialogue between the public/private sectors
and on the effectiveness of the institutions concernzd. These
factors are discussed in detail ‘in Annex V.

B. Socio Economic Impact of the Project

l. Feasibilityv of Obiectives

Comparing the RTG goals for the marufacturing sector
i{n the Pifth Plan pariod with past performance, one might
conclude that the Plan targets are rot only achievable but
perhaps even modest. The target rate ot growth for



manufacturing output is8 7.6%, while actual growth in the decade
1968-78 averaged 10.6 a year. Similarly, manufacturing
employment rose by 10% betwean 1970-77 (§.3% between 1960-77),
compared with the target of 7.6%. The average annual growth in
volume of manufactured exports between 1968-78 was 20% compared
with the 153 target for the next perlod.

A broad assumption of continued domestic economic
vigor is not enough however to sustain these broad aggregates.
The current account deficits of the past f2w years, judged
"unsustainable" by IBRD, will have to be reduced through a
combination of increasing exports and rastrained expenditure
(and resulting impori levels), the latter certain to be a drag
on exransion of manufacturing output. Increasing
diversification and growth of exports itself is bringing
increased interdependence with external economic conditions.
While tha likelihood that real oil prices will not rise much in
the next few. years (political supply interruptions aside) is a
favorable factor compared with the strain placed on the economy
during this past period of excellent manufactured growth
performance, the outlook for sluggish revival of the OECD
economics could hit przcisely at the targets this project is
designed to help achieve. Taking this sluggishness into
account, and its possible implication for protactionist
pressures in Thailand's major markets (not to mention the
short-run problem of high world interest rates and their effact
on private capital movements and investment) and for the growth
of demand in those markets, RTG planners have forecast targets
that are more realistic achievement levels that would be the
case if past pe:zformance wer2 merely extrapolated.

Working in a positive direction will be the
restructuring of the export incentive system and other policy
shifts under the structural adjustment program. Forecasting in
a situation where powerful external factors cannot be known,
and where the domestic "rules" are being changed, (s clearly
very difficult at best. In the judgment of the IBRD analysts
following the prospects of the Thai zconomy most closely, the
Plan targets are achievabla but only if the RTG carriea through
the adjustment orogram; {f this procram were to be delayed or
only very partially pursued, the 3Bark forzdees a nalance of
payments problem devalcoing to the pcint where growth would be
very seriously damaged.

Thera is little doubt that mainvenance of satisfactory
manufactured industry arowth in the face of difflcult external
conditions will requira soth the structural adjustment policy
changes underway and tne more vigorous market identification
and promotional activities this projact is designed to
encourage. In the longer run maintenance of tha past growth






Neverthaless the routes by which the proposed
activities are expected to generate aconomic resuilts, and the
potantially strong leverage of these activities, are clear
enough to be spalled out with some specificity.

The most readily foreseeable economic impact from the
Project will accrue from the investment promotion component of
the Project. This component will comprise a market survey
alement to assess export potentials, an investment opportunity
alement to detarmine the notentials for new and expanded
industries in Thailand that meet RTG/AID policy objectives,
surveys to identify businesses in Thailand and the U.S. that
can avail themsel-es of the icdantified cpportunities, promotion
alement to alart and convince thess businesses to apply their
particular brand of acumen to business opportunities in
Thailand for the jreater profit of all.

The markeec surveys will e designea to avoid the
pitfalls that have often caused such surveys in the past (in
Thailand and elsewhere) to produce nil results. The proposed
surveys will be highly product-specific rathsr than covering a
broad range of product groups, and they will be tied to the
direct promoticnal activitias proposed for the BOI.

To facilitate early prcject implementation one survey
on the market potential for cer:tain fruits and vegetables has
been proposod for Asia Bureau financing. The survey technique
will itself be alerting the potaential buying firms (the house
brand retailers) to the potcntialiti2s of Thai supply of the
commodities involved. Tne itra*teqy follows the demonstratad
success of the pineaopl? nhouse-briand approacn. The gurveys are
designed to comprise a fully vertically integratad examination
of the entire change of functions - ftrom potential end-sales
back to location-specific production - and identification of
missing links and of investment and marketing arrangements, and
other requirements. This type of information was {dentified by
many local entreprencur3 as an important recuiranent and
present gap for busineas expansion Ior exovort-oriented
industries.

In the case of pineapples, local enterpreneurs ware
able to follow the path laid out Ly Dole in Thailand. Except
for tomatn products and bananas, ocher prccassed fruits and
vagetables largely comprize smaller fndividual product markets,
less eanily tdentitiad and drveloped, and thus more effectively
addrassed for Thal enterpreneurs and U.S. buyera by a
delibarate market survey and related promotional campaign.



Mission confidence in the basic economic feasibility
of pursuing this product grouping, and the ability of Thai
growers and processors to seize opportunities clearly defined,
is supported by preliminary work in this sub-sector performed
for the BOI and by the IBRD (Report 2804a-TH, August 1980;
Background Papers to the Report "Industrial Development
Strategy in Trailand"; Chapter IV, Processed Food Export, by
David Loevner) .

Successful market penetration and/or expansion of
share by Thailand, or development of markets for local tropical
fruits or vegetables not yet imported by the U.S., would
sontribute to achievement of the goals of the 5th Development
Plan supported by this Project, viz. employment generation,
export growth, and industrial decentralization not requiring
extensive additional import of intermediate goods. Even among
the generally labor-intensive technologies cf existing Thai
agriculture, fruit and vegetable production is among the most
labor-absorbing activity compared with cassava at one end
(requiring almost no attention between planting and harvesting)
and rice at the other end, (very labor-intensive for short
periods, but increasingly involving machinery in irrigated
areas). The major employment impact of course wculd be on the
supplying farms rather than in the processing and canning
facilities.

The potential link between agroindustry and the
Northeast irrigation projects would be a most welcome outcome
for the RTG and the donors involved. The economics of these
underutilized irrigation systems has thus far been extrenely
disappointing, with low if not negative returns to the very
large sunk capital costs invoived. There is general aareement
that the key weakness has been the lack of tstablished markets
for the off-season production of the commodities that can be
grown in these systems. Absent such markets, farm family labor
has largely continued its traditicnal off-season patterns of
migration to regional urban centers, Bangkok, or other areas
offering temporary wage labor withcut the risks of investment
of time and inputs into home production of commodities with
very chancy raturns. Putting the irrigaticn systems to greater
use coulda turn around the economics of these major
investments. The actual impact on the benefit-cost arithmetic
depends on the volume of production induced, the values of the
commodities involved, and the length of time over which these
benafits developeé. Response time to Thailand is typically
short, after enterepreneurs and farmers have identified
reasonably good opportunities. Depending on the commodity, the
oprivate sector has already demontrated its ability to provide
farmers with the necessary seed, inputs and information, where
such is required and unavailable from government services



already developed in the irrigation project areas. It will be
tha £. ici:ion of the surveys to identify cunmodities with volume
marke: poctential and the links in the chain needing
strengthening. Any illustrative arithmetic attempting to carry
net raturns of hypothetical crop mixes back into the original
benefit-cost models of thase projects, would be as academic as
the original work justifying these projects and is nct
considered worth the considerable effort that would be
required. The Mission is confident however that the potential
linkage with these projects aims effectively at their
demonstrated critical weakness, and that the approach involved
offers a feasible - perhaps the only feasible - method for
putting the economics of these big investments into the black.
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SUMMARY COF COMPARATIVE
INVESTMENT INCENTIVES: EAST ASTA REGION

ISW-BRY OF Hong |lndonesia |Korea |Malaysia |Philippines |Singapore |Taiwan|Thailand
COMPARATIVE TNVESTMENT Kong ROC
INCENTTVES
ic Rights and Guarantees
Investors
Guarantee against. expropriation X X X X X X X X
Guarantee against loOsses due to:
a. nationalization - X - X - re - X
b. damage causad by war - X _ % - - - -
c. wncenvertibility of <urrency - X X X - X - X
+_Resit.tances of toreign exchange earnings
and payments X X X X X X % X
Repatriataon of capital X X X X X X X X
Lrotectlon Schemes and Priorities
Given to Investors and Aliens
Exployment of aliens X X b4 X X X X ) 4
Patent. prctection X X X X X X X X
vreference in the granting of
government loans - - - X X X X X
Protection against unjy. * cowmpetition
a. Import competition - X X X X - X S
b. Government. compatition - - - - X - - X
c. Local ccmpetition - X - - X - - X
Real estate ownership by alien investors| Yy - X X - X X P73
F\wpdona from
Itaxcs ared Tariff Duties
Capital gains tax X - X X X - X -
Corporate Lancome tax X X X X - X X X
Taxes on imported capital goodsz X X X X X - X X
Taxes on imp.rted raw materiale % X X X X X £ X
Tax»s on rovaltiex X - X X - X X X
Withholding tax on intercst on foreign
loans X - X X - X X X
Other taxes and feecs X X X X X X X X
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Annex 1V

Results of Survey of Agroindustry
Investment Opportunities and (onstraints

(May, 1982)

I. SUMMARY AND CONCLUSIONS
A. Projects Identified as Attractive

1.00 - Respondents to this survey of Agro-industry Investment Opportunities
and Constraints nominated a total of eight-two different projects or products
(the terms are used interchangably in this report) as .attractive. Based on the
number of times each was nominated, the rankings (as relatively attractive) of
each and our analysis of the constraints each faces we have selected the following
products as particularly attractive.

1.01 - CORN AND SORGHUM SEEDS: These two rclated products clearly have an
excellent long term future in Thailand. Hybrid seeds offer the opportunity to
significantly increase yields and thus revenues and Thai farmers are known to
respond well to economic incentive. The major constraints facing the expansion
of the use of hybrid seeds are farmer acceptance and the relative prices of
inputs and outputs. The increasing liberalization of export policy gives reason
to believe the corn prices will be better than in the past.

1.02 - Another factor is the relative cost of hybrids to the alternate seeds
available to the farmer. While yields when using hybrid seeds are higher they
require a cash outlay while when using presently available varieties ?evun the
improved strain - Suwan I) the farmer can use seeds retained from his previous
harvest. The risk of drought may deter the farmer from making that cash investment.

1.03 - Nevertheless, improved prices for corn and sorghum and promotional
programs will encourage increased use of hybrid seeds.

1.04 - PIG FARM: Even though the overall consumption of pork will not
increase rapidly, upcountry the prospects are brighter because of increasing
incomes. In addition the conversion ratios and lean meat to fat ratios of
improved varieties of hogs are so much better than village raised hogs that the
commercial raising of these varieties is attractive.

1.05 - The major constraints related to the commercial raising of pigs pertain
only to exports. The presence of foot and mouth disease and hog cholera effectively
preclude the export of both 1ive animals and pork. Our respondents indicated
that, presuming the problem of disease were solved, exports of pork would only
be possible if were undertaken by the private sector because they would use modern
abbatoirs with the required sanitary standards. However, the unrealistic export
requirements established for Board of Investment promotion privileges make any
investment uneconomic.

1.06 - SHRIMP AND PRAWN FARMS: The depletion of fish and crustaceans in the
Gulf of Thailand, the high prices and large domestic and export markets for shrimp
and prawn make these products very attractive. The constraints on the development
of these products are the technical difficulties of raising shrimp commercially.



These include protection against predators, appropriate feed levels and water
supply and quality.

1.07 - TRACTOR PARTS: The growth of the mini-tractor industry has led to an
increased demand for parts. A number of manufacturers have reached the point
where they are no longer interested in being self-sufficient and have exprescad
an interest in buying-in parts. It is more in the production of parts than the
assembly of the final product that economies of scale are possible.

1.08 - The constraints on this growth of the parts industry are the lack
of commonality between tractor manufacturers and the general probiems of the mini-
tractor industry, e.g. low purchasing power of the farmers,

1.09 - HERBICIDES/PESTICIDES: We believe these products are attractive
because of growing acceptance by Thai farmers of the use of agricultural chemicals,
both because of government extension work and promotional efforts by the private
sactor. It is expected that the development of modern agricultural techniques
during the remainder of the decade will further this trend.

1.10 - The major constraint on these products is that raw materials are not
available locally. This constraint may be alleviated or eliminated when the
planned petrochemical complex comes on stream and provides some or all of these.

1.11 - TROPICAL FRUIT COCKTAIL: This prcduct appears to have a good long
term future as an export item due to the growing familiarity with tropical fruits
in western countries. In addition, since it does not contain fruits produced in
temperate countries it is less likely to face tariff and other barriers.

1.12 - The major constraints on the export market are the supply and quality
of raw materials, their high cost and seasonality. Still, as an exotic item,
development will take time and promotional efforts.

1.13 - CASHEW NUT PROCESSING: Respondents believed that the large market in
the U.S. for cashews presented a good opportunity for exports from Thailand.

1.14 - The major constraints are the 1imited supply of cashew nuts, the
seasonality of suppy and their quality. However, with a consistent demand,
output should gradually increase. Quality problems may be reduced through the
{ntroduction of better varieties.

1.15 - PACKAGING: Among the ‘nputs nominated as not available in Thailand
in suitable quality and quantity packaging is the most attractive, particularly
for paper packages for 1iquids. Rapidly changing consumer tastes and the h;gh
cost of presently available systems present an opportunity for an investor with
the appropriate technology.

B. Major Constraints [dentifled

1.00 - By combining all the responses constraints in all phasas of production
we have identified five constraints or groups of constraints as major. By this we
mean that they are mentioned by respondents in several sub-sectors and rated often
as critical or very important.

1.01 - Clearly the most important constraint relates to raw material supplies
in general. Specifically the problems are the poor quality, high cost, lim{ited
quantities, seasonality and fluctuating prices of raw materials available including
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fruits and vegetables, animal feed ingredients and parts for agricultural equip-
meni. This type of constraint was nominated by respondents 37 times of a total
of 253 nominations (or 14.2% of total nominations).

1.02 - Government regulations, in Thailand and abroad, were the second largest
group of constraints. Under this general heading are included regulations in
Thailand concerning health and product registration (particularly concerning
foodstuffs and chemicals for domestic and export markets) and foreign tariff
and non-tariff barriers. Including restrictions in importing countries in this
heading gives a total of 34 nominat.ons (or 13.4% of total nominations).

1.03 - The third largest group of related constraints concerns the high
effective labour costs, the low technology used in production and the scarcity
of suitable labour. That these problems are inter-related is indicated by the
fact that companies which nominated one of these constraints tended to nominate
the others as weli. This type of constraint was nominated by respondents 17
times (or 6.7% of total nominations).

1.04 - Credit and coliections, generally from middlemen, was the next most
nominated constraint. This constraint was nominated by respondents 12 times
(or 4.7% of total nominations).

1.05 - The low purchasing power of farmers, the next most often nominated
constraint, was reported zs a constraint by producers or manufacturers of all
agricultural inputs. This constraint was nominated 11 times (or 4.3% of total
nominations).

The attached tables summarize some of the results of the survey.



Table 1 -

Rr#cessed Food
Agricultural Machinery
Processed Food By-Products
Animal Feed

Livestock

Agricultural Chemicals
Livestock By-Products
Tobacco Processing
Seeds

TOTAL

AVERAGE N/E

Project Nominated : New vs Expansion

New Products Expansion Products
or Projects or Projects
N E
85.7 30 14,2 5
75.0 18 25.0 6
100.0 1 - -
50.0 3 50.0 3
85.0 17 15.0 3
100.0 11 - -
100.0 4 - -
0.0 - 100.0 1
100.0 17 - -
- 102 - 18
84.9 - 15.1 -

Total
35

24

20
11

17
119



Table 2 - Projects Nominated With Export Potential

Rankings

Corn Seeds
Prawns/Shrimp
Fruit Juice
Sorghum Seeds
Power Tillers

Pork

Rambutans - Canned
Tropical Fruit Cocktail
Duck Meat - Frozen
Longans - Canned
Coconut Milk
Canned Corn (Creamed & Other)
Mini Tractor
Chicken Meat

Green Pepper Corn
Rabbit Meat
Tobacco

Water Pumps

Baby Corn

Frozen Vegetables
Herbicide
Emulsifiers

Plows

Tomato Paste
Parquet

High Fructose from Tapioca
Snails

Tomato Seeds

Duck Feathers
Pineapple - Canned
Rice Bran Meal

Dehydrated Fruits & Vegetables

DDVP "(Vaprona)

Canned Bamboo Shoot
Aochol from Tapioca Machinery
Cashew Processing

Squab Bréeding Stock
Leucaena

Glucose Powder Machinery
Peanuts

Oyster Sauce

Sunflower Seeds

Rice Flour

N EEEEEE R ey oy oy N I I I T Y ey S Ay Y X
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Table 3 -No. of JobsCreated

Chicken Products - Integrated
Poultry Processing
Broiler Raising

Rabbit Raising

Cashew Nut Processing
Rice Starch Machinery
Canned Chicken

Power Tiller

Feedmill

Canned Fruits and Juices
High Fructose Machinery
Veterinarian Drugs
Paraquat Formulation
Canned Snails

Simple Diesel Engines
Corn Seeds

Prawm Farm

Frozen Yegetables

Corn Seeds

Duck Breeding Farm

Integrated Shrimp/Catfish/Pig Farm

Fish Farm
Tomato Paste

Employment Rank by

Created Employment
j£§g%%351 Created
I
1,600 2
500 3
400 4
250 5
190 6
150 7
150 7
135 8
129 9
95 10
63 11
60 12
60 12
55 13
50 14
40 15
40 15
40 15
26 16
25 17
13 18
10 19
10 19



Table 4 - Projects With High Employment

Product/Project Investment Employment Investment Ranking
(1) Created per Job
(Baht,Mil11.) (Persons) (Baht,000)
Tomato Seeds Neg. 10 n.a. 1
Canned Snails (g 55 109 3
Poultry Processing 25(E) 1,600 16 2
Rabbit Raising 45 400 113 4
Cashew Nut Processing +30 250 120 5
Integrated Shrimp/Catfish/Pig Fam -20 13 154 6
High Fructose Machinery 10-15ADD 95 158 7
Canned Chicken 25 150 167 8
Feedmill 25 135 186 9
Simple Diesel Engines 10 50 200 10
Rice Starch Machinery 40 190 211 1
VYeterinarian Drugs 14 63 222 12
Broiler Raising 150 500 300 13
Paraquat For.ulation 18 60 300 13
Chicken Products - Integrated 1,500 4,000 375 14
Corn Seeds 15 40 375 14
Corn Seeds 10 26 385 15
Power Tiller 100 150 667 16
Duck Breeding Farm 17 25 680 17
Prawn Farm 30 40 750 18
Fish Farm 8 10 800 19
Paraquat Formulation 65 60 1,083 20
frozen Vegetables 45 40 1,125 21
Canned Fruits and Juices 250 129 1,938 22

Notes: ilg Building, Plant and Equipment only
2) Small investment in equipment in addition to existing plant



Table 5 - Projects With High Local Content

Duck Breeding Farm

Corn Seeds

Tomato Seeds

Corn Seeds

Chicken Products - Integrate’
Cashew Nut Processing
Canned Snails

Prawn Farm

Integrated Shrimp/Catfish/P.g Farm
Fish Farm

Rabbit Raising

Frozen Vegetables
Yeterinarian Drugs

Power Tiller

Canned Fruits and Juices
High Fructose Machinery
Rice Starch Machinery
Paraquat Formulation
Paraquat Formulation
Eimple Diesel Engines
Canned Chicken

Broiler Raising

Feedmill

Poultry Processing

Notes: (1) Reducible to 65%

Pct. Imported
vs Sales Yalue

(%)

a
Neg.
Neg.
Neg.

Ranking by
Local Content
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Table 6- Projects Located Outside of Bangkok

Product/Project

Paraquat Formulation

Power Tiller

Simple Diesel Engines

Canned Fruits and Juices
Frozen Vegetables

Canned Snails

Prawn Fam

Fish Faru

Feednill

Foultry Processing

Chicken Products - Integrated
Chicken Products - Integrated
Cormn Seeds

Corn Seeds

fashew Nut Processing

Tomato Paste

Muang

(1)

n.a.
Cha-Am
Mahachai
Muang
Rong-Chok
Sampran
Sriracha
Om Noi
n.a.

Pak Chong
Phra-Bhudda-Bart
n.a.

Baan Phai

Changwad

Karnchanaburi
Ayudhya

Chonburi
Petchburi

Samut Sakorn
Cha-Choeng-Sao
Cha-Choeng-Sao
Nakorn Prathom
Chonburt

Samut Sakorn
Nakorn Rajasima
Nakorn Rajasima
Saraburi

Any South Thailand Province
Khon Kaen



Annex IV

SUMMARY ASSESSMENT OF
AGRO-INDUSTRY INVESTMENT OPPORTUNITIES

By: Donald Leeper, Agri-Food Systems
International, Inc.

The terms of refercnce of the work were the review and analysis of a number
of previously identified agro-industry investment opportunities for American
companies, the selection of a limited number of the most promising and the
drafting of Investment Opportunity Proposals for those selected. The work
was to be coordinatzd with that of another consultant with the same mission.
Ahtotal of ten (10) working days in Thailand was available for performance of
the work.

The overall impression of the writer {s that the climate for U.S. agro-
industry investment and business in Thailand is gocd, better than in most
developing countries with which he is familiar. There is a capable and active
private sectir, government intervention is relatively 1imited, and farmers are
competent producers. There is a significant potential for more agricultural
development in Thailand and it 1s particularly well-situated for supplying the
Mideastern and Asian markets. American companies are welcome and substantial
investment incentives are available for approved agro-industries.

Principally, opportunities exist for agro-industry companies which can
provide technology, continuing technical assistance and marketing help. Thai
companies recognize their need for these. However, contrary to the situation
in mcst developing countries, neither enterprise management in general or
funding for viable projects of the sice and type considered here do not appear
to be problems. These general impressions, {f accurate, tend to indicate that
the AID private investment promotion program for Thailand should emphasize
technology and markasing “invastment" or other arrangements and not be
limited to investment in the traditional sense of providing capital investment
and financing. The foregoing comments also may provide clues as to why specific,
fully defined and analyzed investment opportunities had not been previously
{dentified and few were located while in Thailand. [t appears that if a
project has reached that stage, the Thai businessman has mobilized what he
needs and has done, or {s doing it already.

In addition to the opportunities to be reported on by the cooperating
consultant, two specific, investment opportunities which appear to be attrac-
tive for American investors were identified. Both are in their formative
stages and have not been fully defined or analyzed; full technical and economic
feasibility s.udies are needed.

I. VEGETABLE SEED PRODUCTION AND PROCESSING

The opportunity is a joint venture or other arrangements with Adams
International Ltd. This company is a joint venture between an American
company and Thai {nterests which produces oriental tobacco in North-
East Thailand and markats worldwide. It has effectively mobilized a
large number of small producers. The ccmpany is seeking to diversity
{nto other crops, 13 currently producing some hybrid tomato seed and

fs considering a broadar vegetable seed program,
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Currently practically )i vagetable seeds are imported in buik and
repackaged fcr distribution to Thai farmers, Estimated vegetable

seed demand in the country excesds 147,000,000 farm-sized seed packets
annually. Trere may zi:ic be 8 vubstential regional export demand for
Thai-produced sesds. JVegstsb'a sead production development is a
priority in tne natiera® deveiopment program. An ongoing AID-supported
field crcp seed program has recentiy been expanded to cover vegetable
seed production, processirg and murketing.

11. FRUIT/VEGETABLE PROCESSING

The opportunity *s a juint venture oy cther arrangement with Thai
Fruit Canning Ccrp., Lta., & pineappleszarning company seeking to
diversify inte *he canning, ¥reezing, dsrvdration or processing of
other crops. Crcps to be processed, am +orm of processing, hzve not
been definit'vely establizhed as yet. A market survey to determine
the regicnal and i.S. market patentia’ for processed fruits and
vegetables is currently being initated by AlID., Effective establish-
ment of a reliab’e supply of raw material for processing will be an
important factor.

Numerous other agro-‘ndustry astivities were considered during the
course of the work, Potentially zttraciive investment opportunities could be
developed in a number of thcse areas. They are export of fresh fruits anc
vegetables, cold storage of vegeiahies, dehydration, spices and essential oils,
cut flowers for export, pork and duch mezi, énd ctevia (a natural substitute
for saccharine produstion and proczssing!., I addition to the potential
opportunities, Section F of th*z report summarizes what data and analysis is
required to confirm and deve®op the opagrunities.

Other agro-industry &ctivities were sn‘14a1ly considered but not pursued
during the course of the work. Due <o the chort time available, the number of
activities which could be inveszrgated was ‘imited. Included were: agricul-
tural chemicals, dairy operazions, beef/cuffs’o, broilers and animal and
poultry feed. Fish and seafocd praduct: were considered by the cooperating
consul tant.
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SUMMARY OF A STUDY OF THE
PRIVATE SECTOR AGRIBUSINESS DEVELOPMENT
IN THAILAND

By: Donald M. Taylor

Introduction

The Consultant was retained by the Bureau for Private Enterprise, U.S.
Agency for Intarnational Development, to identify specific private sector
agribusiness {nvestment opportunities in which PRE might offer active assistance.
Due to the inter-related nature of the PRE program and others of a similar
nature oeing considered by the AID Mission in Thailand and others, the Consultant
extended his investigation and terms of reference to include consideration of
the over-all AID approach to agribusiness development in Thailand.

Conclusions and Recommendations

The Consultant concluded that although there is already a very well
developed Thai agribusiness sector which does not particularly need direct
development assistance, there are two areas where this sector does need help.
This consists of introduction to new technology, products and processes; and
assistance in more effective international marketing. There are many opportunities
and few constraints involved in Thai agribusiness investment. In fact, the
Consultant considers Thailand to be the leading ASEAN country in terms of
over-all agribusiness investment potential. The Consultant recommended that PRE
and AID/Thailand concentrate on promotion of U.S. investment in Thailand and on
assistance to the Thais in international.marketing.

The consultant also observed that the hign level of U.S. government
sponsored activity ~elating to private sector agribusiness development in
Thailand is rapidly becoming counterproductive since it is beginning to be
perceived by the Thais as "all talk and no action". Therefore the Consultant
recommends that this activity be curtailed and a limited number of projects
be selected for immediate implementation in order to show some actual accomplish-
ment in the shortest possible time.

The Consultant also selected six specific en:erprise opportunities for
further PRE consideration including cotton ginning, fish canning, peanut oil
extraction and refining, cashew nut processing, seed reproduction and vegetable
processing and a decentralized food processing enterprise. The Consultant also
gzt}{neg a suggested AID private sector agribusiness development program for

ailand.

Agribusiness Opportunities in Thailand

In addition to the six enterprises listed abcve, the Consultant also
suggested follow-up ir- .stigations of a number of other poten.ial enterprise
opportunities including seed development, industrial products frow commercial
crops, fruit and vegetable processing, beef cattle production, cotton production
and processing, use of felled rubber trees for furniture manufacture, palm oil
processing and refining, shrimp aquaculture, corn and chocolate based confec-
tionaries, high fructose from maize or cassava, sweet corn production for



processing and export, pepper and cardamom, rubber products manufacture, wine
and liquers including rum from sugar, and straw mushrooms.,

AID Agribusiness Investment Promotian Programs/Thailand

The Consultant rocommended establishment of an integrated PRE/AID Bangkok
program aimed at promoting increased L.S. agribusiness investment in Thailand;
and at assisting the Thais ¢ mcre effectively promote and market their food
and agricultural prsducts in world markets. The mechanism for doing this
would be use of a U.S. consuiting firm to set up Investment Promotion Centres
including Product Prcmotion Centres in the U.S. and Thailand, attached to
Board of Investment but semi-autonomous. PRE would provide various financial
support services for the Centres.

Thai Agribusiness Investment Background

The Censultant points out that the goal of the Thai Government is to
move to higher technology modern agroindustries as one means of increasing
trade opportunities. The Thais are looking to the U.S. private agribusiness
sector as the best source of technology and marketing expertise in this area.
U.S. agribusiness unfortunately has not responded particularly enthusiastically
to the Thai overtures as yet. PRE can be of great benefit to both countries if
it can encourage more U.S. agribusiness investment in Thailand.



Annex 1V
INITIAL ENVIRONMENTAL EXAMINATION

PROJECT LOCATION: Thailand

PROJECT TITLE: Private Sector in Development
FUNDING (Fiscal Year and Amount): US$3.5 Million Grant - FY 83
LIFE OF PROJECT Four (4) Years

ENVIRONMENTAL ACTION RECOMMENDED: - Negative Determination per Regulation
216.2(c). Further environmental analysis,
if necescary, will be carried out by the Thai

CONCURRENCE: National Environmental Board.
Cnry
‘Robert Halliga ate
Director
USAID/Thailand
DECISION:
/?A—/q_)" F -—Pvcu—daa & s 23148
v ate

Chiaef of Energy, Forestry and Environment
Bureau for Asia

/x] Approved
/~7 Disapproved
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Environmental Statement

The components of this project are all of a nature not normally requiring
environmental analysis: (1) policy analysis; (2) promotion; (3) feasibility
analysis and tech assistance; (4) facilitating communication between Thai-US
business communities. However, a short discussion of environmental concerns
is included here in that one indirect result of the Project is likely to be
increased manufacturing in rural areas of Thailand, a subject of obvious
environmental concern. The concern is not with this goal itself - over-
whelmingly expert opinion is in favor of it - but rather how such enterprizes
can be set up so as best to protect the environment. Monitoring these concerns
is the responsibility of the National Environmental Board. Under USAID technical
assistance, guidelines have been established and monitoring capability enhanced,
and it is expected that NEB's expertise would be brought to bear on RTG
decisions regarding investments with the potential for a significant environ-
mental impact.
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Annex V

Institutional Analysis and Background Material

I. Private Sector Institutional and Cultural Environment in
Thailand and Suggestions for Facilitating Private
Sector's Role in Development.

1, Concentration of Ownership in Thai Business and
Implications for AID.

ITI. Action Plan of the Board of Investment - Status and
General Outline.

Iv. Association of Thai Industries: Policies and Objectives
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Annex V

The Private Sector Institutional and Cuitural
Environment in Tha nd Suggestions

ana a gg
or raci tatxng Private Sector's Rols

n Development

by

Wilson Brown
Prcfessor of Marketing
Northern Illinois University
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L. Institutional Framework

A. Background

Historically, Thai government and business elites
have been separate. In the mid-Nineteenth Century, the Thai
Crown encouraged Chinese and Westarn merchants to handle
Thailand's domestic and foreign trade. The Crown's aim was to
harness the entrepreneurial skills and connections of traders,
while yet protecting the Thais from abuse from the often
considerable economic power of the merchants. As Crown changed
to State, and the merchant became industrialist, there were a
number of changes, but nona of them basic. The Chinese
intermarried and became very Thai in religion, culture, and
language and government leaders wers given positions on the
boards of major busineuses. Nonetheless, government career
paths and the intellectual climate within the bureaucracies has
remained quite geparate from business attitudes and careers.
(The government, for one thing, tends to be hierarchical with
lifetime employment in one ministry. Thai business tend to be
small or confederated, with limited hierarchy and much

switching of jobs.)

A government which seeks to harness the power of private
enterprise yet prevent that enterprise from abusing its power
seems ideal. 1In practice, however, the regulations and their
administration tend to "rein-in®, rather than merely harness
private enterprise. The reason. for this pattern are two:

(1) There is a lack of "shared culture” between business and
government officials. Government officials have little idea of
the actual impact of their decisions on businesses or the
busines”, climate. When laws are promulgated, for instance,
there are no hearings on the bill or the law's administration
before it becomes law. In recent case, the government
re-assessed a tariff decision made some ten years before and is
attempting to collect the additional revenue from the company
for ten year's worth of imports. While to a typical American
or FEuropean government official, this would seem absurd or
highly dangerous in a private enterprise economy, it apparently
does not to Thai tax authorities, who probably view the company
as somewhat guilty (though not legally) for its actions and
have little concept of the implications of such a move on the
business climate; (2) Thai bureaucracies are highly centralized
and ministrie: and departments guard their "turf" vigccously.
Decisions involving coordination between ministries must come
"from the top" because there is little communication (and no
rewvard) for cooperation between ministries at lower lewals.
Since regulations concerning business necessarily involve
several ministries, the business firm can expect at best delays
and at worst to find itsel? held a hostage by one ministry
struggling in some internal bureaucratic battle with another.
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If Thal regulations ard bureaucratic conflicts rein-in
the Thai private sector, they certainly don't hobble it
severely or draw it to a stop. 3usiness International's
assessment of the Thai regulatory climate 13 positive, stating
that laws as a whole are administered fairly and that
corruption is not a serious provlem. Foreign investor's
satisfaction varies, of course, and there are a number of
well-publicised incidents of trouble, including the ratroactive
tari f£s mentioned before. The overall impression of investor
gatisfaction, howaver, is positive, as Arbassador Dean
indicated in a sp2ech on investment given on april 19th, 1982.
Moreover, any analysis of Thailand's economy notes that its
vigorcus economic growth and quick response to changing
economic conditicns is based on privates, not public, -enterprise
response. It remains a private enterprise economy, less
requlated in many senses than the American, though the
regulators are less understanding than the American in the
pursuance of the regulations.

B. Currant Institutional Framework

There are seven governmental entities which have
major impacts on industrial policy and investmant.

1. The Ministry of Financa, which controls taxes and
tariffs.

2. rThe Bank of Thailand, which controls ctedit both
broadly and selectively, possessing special
rediscount facilitias for some selected
industries or functions (e.g. exporting)

3, The Ministrv of Commerce, which can ban imports
or exports, can escablish price controls, and
maintains an Export Service Center to.help the
Small exporter.

4. The Ministry of Industry, which issues . licenses
to build factorias and has several institutions
attached -- tha Thai Management Davelopment
Center and the Small Industries Finance Office.

5. The Industrial Pinance Corporation of Thailand, a
privata develcpment bank, dependant on.some
goverrment funds anc¢ responsive to gqvernment
wishes.

6. The National Econcmic and Social Development
Board, an aconomic planning commiasion, an
organization with principally an acdvisory role.



7. The Board of Invastment, charged with stimulating
investment, deciding which among a number of
proposed investments should be given special
investmant incentives, determining the extent of
those subsidies, and assuring that the industry
complies with what it promised.

There are, then, five powerful, centralized,
hierarchical line organizations and two basically “"staff”
organizations with only the authority to persuade. The NESDB,
through its intellectual abilities, its access to foreign donor
organizations, and its access to the prime minister, can bring
pressure and influence rewards. The BOI lacks any of the
NESDB's power Ssources.

The RTG has been keenly aware for a number of years
of the role of foreign direct investment. Because Thai savings
are relatively high and until recently, the balance of opayments
not a serious problem, the government's interest has been less
in the capital aspects of invastment and more in the associated
tachnology, marketing skills, and market access. Thais prefer
joint venture arrangements and are less haopy with fully-owned
oparations or straight licensing and contracting. (Indeed, if
the recommendations of the IBRD on licensing are accepted,
foreign companies will be even less willing to use licensing
without associated control.)

Foreign investment is regulated on the Alien Business
Law, last revised in 1972. Essentially, the law regulates the
percentage of ownership foreigners can have on an
industry-by-industry basis, as illustrated in Table 1. 1In
addition, only Thai citizens can normally own land, so foreign
companies have to lease land.

To stimulate foreign direct investment, Thailand
established in 1954 and Investment Promotion Law. In 1960, it
founded the Board of Investment. Both the law and the BOI have
been ravised a number of times. Basically, the BOI is charged
with stimulating investment, through its Investment Services
Center. At the same time it is to stimulate investmant, it is
also to screen, on a case by case basis, proposals for
investmant to deem which of them are worthy of BOI approval,
and hance the benefits of the Invastment Promotion law. 1In a

lrhis listing is from John D. Shilling, "Industrial Growth
and Structure in Thailand,” Industrial Davelopm2nt Strateqv
for Thailand, Background Paper, Aucust 1980, IBPD limilted
circulation,







sense, the BOI pleads for investment, then has the investor
plead with it to get incentives, then in turn the BOI pleads
for the investors at other ministries to assure that the
investor gets what it was promised.

Basicallv, BOI approval grants the "promoted entity"”
the following privileges:

Table 2

Promoted entities are usually granted the following
guarantees and privilegas:

(1) The state will not engage in a competitive industry
(other than those is already operates,

(2) Tha state will no* nationalize any nromoted
industrial activity.

(3) A promoted business may own land required for its
operations, provided it is a limited company registered in
Thailand.

(4) A promoted business may freely remit foreign
currency to cover repatriation of capital, profits, interest
and principal on foreign loans, royalties or other like
obligations, unlass the economic situation requires temporary
preservation of foreign axchange.

(5) A promoted business may export its products if such
export is not contrary to the security and economic intarests
of Thailand.

(6) Entry of foreign experts, technicians, staff and
their dependents will be permitted in such numbers and for such
periods as fixed by the BOI (12.07). The BOI is empowered to
secure visas and work permits for these aliens.

(7) A promoted enterprise may be exempted from import
duties and/or business taxes on machinery required for its
business, provided comparahle machinery is not available
locally.

(8) A promoted business may be exempted from ccrporate
income tax on net profits for three to eight years. The
exemption may be extended to income dearived from the sale of
by-products and semifinished procucts. Any losses incurred
during this period may be carried forward and daductsd from
profits for up to five years after the tax holiday.



(3) A promoted enterprise may be a:tamptad from up to 90%
of the import duties and business taxes on raw or essential
materials importad for production, orovided that comparable
materials are not avallable locally.

(10) Fees for goodwill, copyriqht or othar rights may ba
exempted from income tax for five years from tha data the
promoted firm first derives income from the promotad activity.

(11) The recipients of dividends derived from promoted
firms grantad a tax holiday ars exempted from tax on such
dividends during the tax holiday peciod.

Additional incentives are available to firms that locate
in designated promotion areas and to firms that export (13.06)

Source: ibid.

Note *that items 1-6 {nvolve no exr~nditures and nothing
that cannot be found ln existing Thai policy, with the
exception of the land-ownershin clauce. These {tems are
important in giving the investor, particularly the foreign
investor, reassurance. They are also i{mportant because in a
highly centralized burzaucracy like Thailand's, lower level
officials can block important licenses and permissions. (Ttem
3 deals with the Ministry of Industry, %4 with the Rank of
Thailand, #5 with the Ministry of Copmmerce, and #6 with
Immigration.) The more substantial {tems are the relieve from
tari £fs on i{mported machinery and raw matarials, and the tax
axemptions.

The provisions given on Table 2 are thosa of 1977. The
tendency over the last decade has baan to broaden the law and
increase the depth of {ts orovisions. Tha amount of tax and
tariff exemptions and the lagnth of time they ar? in effoct
woere lower {n the 1972 Act. The 1977 act also increasad
incentives for locating outstde of Bangkok.

The BOI is alao supnoded to be a "0On~ Stoo Shooping
Centar”® where the investor, orce having secured 800 approval,
can go to get the proner licenses from the various minintries
involved. In itself, this has besen a tima-consuming operation
and can take more than a vear., Tablaa 3 and 4 show the
operation and subject ita comnlications. Thaoretically, the
BOI's Investment Services Cantar can just aak for all those
licenses and give them to the company. As a matter of fact,



the BOI has been almost powetlesg to gat any of these licenses
outside of the immigration onet.

On paper, the BOI looks powerful; in practice, it is not
nearly so strong. This weakness can be demonstrated in several

ways:

1., The secretariate in practice has rarely been able to
help "promoted entities" get licenses, permissions, etc, from
any ministry other than immigration.

2. The Secrctariat has been unable, on several
occasions, to protect its promoted entities from negative moves
of other ministers. 1In a case currently in the press, the BOI,
cognizant of the small market, allowed only one firm to make
compressors for refrigeraticn units. Despite the "no
competition" guarantee, one of the rejected firms persuaded the
Ministry of Industry to give it a license to oparate. The BOI
blocked that move by having the Ministry of Commerce ban the
import of components for the rebel company, Lut after some
months, 2 new Minister of Commerce, relaxed that han.

3. The Secretariate, in is dealing with the Board, has
frequently been unable to carry its arguments and has
experienced delays, sometimes to the point where the foreign
partner pulls out.

4. The Secretariate views its role more as a grantor of
favors than a stimulator of investment. The basic appearance
of the offices and demeanor of staff is most unwelcoming,
particularly to the inexperienced international investor. The
staff, moreover, appears demoralized.

5. The Board itself, despite its power, is really in no
position to make a series of decisions on what are often small
investments. What has happaned is that the Board has been
loaded for "power”, hut none of the members have the time to
spend on a series of invididual decisions. The tendency in
recent years has been for caution to rule and the Board sends
back proposals for more and more information, cuts bhack
incentives, and generally remains unenthusiastic about
Secretariate pronosals.

C. Structural Considerations

thai business firms are small., Of the manufacturing
estgblishments less than 1% emnloy over 300 people, 5% over
50. Growth has becen most viqgarous in the 50-300 groun.

250e IBRD/UNDP "Action Plan of the BOI" Araft, January 1982,

Jpenjamin Cukok, "Industrial Policy and Administration® same
source as Shilling.



In agriculture there are very few plantations (and most of
these employ less than 200); in retailing perhaps only the
largest department stores ia Bangkok, and in services only the
largest hotels, employ several hundred people. As a whole,
each business has a relatively simple hierarchy with the
owner/manager and professional specialists in engineering,
accounting, or marketing working directly under him. Only
occasionally, as in banking, with national branches, are there
geographically dispersed units, with a fair degree of autonomy.

The number of firms and their ownership are
di iferent matters: frequently a number of small firms are
under the same ownership, or there are interlocking
directorates. The better organized more modern Thai firms are
gathered together in "groups", and act almost as divisions or
profit centers would in large american firms. Rather than
forming a single large corporation, Thai businesses prefer to
create a seri=s of separata businesses. Their reasons are
several.

1. Theoretically, separate incorporation gives the
group certain tax advantages since profits taxes may be lower,
because profits taxes are proqressive, according to the size of
the profit up to 30%. So in the early years when profits are
not high, the sevaratsly incorporated units will pay lower
taxes. Access to capital for the group as a whole is greater
when it is divided into smaller firms is greater because banks
are required to ration their lending to large firms.

Countering these tendencies is the turnover tax, which apolies
whenever one company sells to another company in the Group, but
would not apply under a single incorporation. These factors
alone are probably not decisive.

2. Thal managers stress the independence that
managers prize, the need to reward entreoreneurship and keep
good managers, and the ability to test the manager in an
independent setting. These are much the same reasons cited in
the U.S. for establishing profit centers and highly independent
divisions.

3. Labor r=lations are also better when employees
are under direct supervision of operating managers, who can
handle most problems on the spot. As noted, vertical
relationchips are very important in Thai society and smaller
units allow strong or, though shorter vertical ties much more
than large ones do.

4. Lastly, Thai managers feel that the structure
helps diveraify risk by making it easier to drop a losing unit
and occasionally by spreading th» ownership of a single unit
with non-group occasionally foreign, partners,



In contrast to the Thai bureaucracy, Thai corporate
structure is very "flat", having little hierarchy and few
people in group headquarters as compared to those in the
oparating companies. One large group stated that its greatest
depth was four levels (e.g. Seed production manager reports to
Seed company president who reports to Agricultural Sub-Group
manager, who reports to Group Chief Executive, and less than 1%
of its employ2es were in the Group headquarters.

Thai group structure may have developed out of the
0ld Chinase pattern of operation =-- the lending of seed capital
to familv members giving advice if needed, but a "hands-off"
attitude so long as the loans were paid back on time --, but it
has some very modern, very Western components. The modern Thai
corporation can be very sophisticated, its headquarters
sprinkled with doctorates in engineering and business and
economics. (Something like 77% of Thai business leaders have
at least college degree 28% post-graduate work.)% The
structures devised look more like General Motors or ITT than
like a Chinese family overation.

Among the sophisticated firms, those dealing with
mainly one product group, such as Saha/Union, at textile group,
or Siam Cement, tend to have uniform guidelines across the
group's companies (e.g. a standard percentage of sales to be
spent on advertising or resezarch) while those with greater
diversity, such as the agricultural and transportation based
conglomerate, Chareon Phokphand, have more flexible and
necessarily more sophisticated systems. Again, this is a
similar to the pattern in the U.S., with the more diversified
companies using more flexible controls.

The structure and operation of Thai firms suggests
that the owners themselves have limited control; as in American
firms in the first half of this century, actual control and the
great bulk of the decision-making is ba2ing turned over to a
group of profsssional manaesrs, whose numbers, and combinad
income and influence far exceed that of the owners. Scholars
of Thailand have been concerned for a number of years about the
ownership base; in fact, the American ownership base is far
narrowver than most peoole believe and varticipation in and
support for private enterprise derives heavily from the
professional manacerial class.

4suthy Prasartset, Thai Business Leaders, Men and Careers in
a Developing Economv (Tokyo, Institute of Developing
Economies, 1980) #19, p. 58.




The typical foreign investment is a joint venture
These may be with an established group member or independent
Thai £irm, or with a newly c-eated entity initiated through
banks or existing groups. It is almost never created by having
the foreign partner sell shares on the sickly Thai stock
market. While for many years American investors dominated the
foreign direct investment scene, in recent years Japanese
interests have grown greatly.

The Thai government on the highest level recognizes
(or has recognized since the 1950s) that it must depend on
private enterpriss (some of it foreign) for growth -- but it is
deeply ambiguous about that role. To a large extent, it views
{tself as granting permissicn for the private enterprise to
exist (and not just watching that it does not abugse its
power). Licenses and permissions, rather than being "pro
forma" require approval from the highest levels (e.g. a permit
to subdivide a tract of land into ten lost of more in Chiang
Mai must be approved in Bangkok, 800 kilometers away). Some
have argued that this is a characteristic of hierarchical
structures, and it is certainly well built into the Thai
atructure. Others, however, have argued that decisions can be
made on lower levals, but that lower level peovle are afraid to
stick their necks out. Hence those who have the most knowledge
of a local situation pass the decision on the superiors who
have less knowledge and are overwhelmed by the numbers of
decisions to be made. One way around this standard
hierarchical problam is for the superiors to carefully define
the criteria for making a deicision and letting the subordinate
judge if those criteria have been met; this is not widely used.

There appears to be little dialogue between
government and business, and little understanding in the
government of legitimate business needs. Just to cite some
examples:

1. ‘Government officials express little concerrn over
the delays in getting permission to operate and
this can irritage potential foreign investors.

2. The Ministry of Finance has on more than one
occasion gone back five or ten years and
reagsessed higher tariffs on importzd goods and
materials ratroactivelv.

3. Law are promulogataed without any discussion with
the business community about unexpectad effects.

Thailand has lacked the powarful "business voices"
prevalent in many countries, even other less devaloped



countries. 1In Peru, as a contrast, the Lima Chamber of
Commerce and the National Agrarian Society virtually ran the
coutry for years -- not albeit, with conspiculous success for
the mass of Peruvians, but not badly for themselves., The
Peruvian situation developed from an oligarchy the like of
which does not exist in Thailand; the small size of most Thai
businsses and their role as supplicants (and indeed,
noutsiders™ in the early years) have slowed the development of
representative institutions. Conseqguently, business does not
present the government with its own programs, studies, or even
opinions. If there is comment, it is more likely to be from
the American or Japanese Chambers of Commerce, the IMF or IBRD
than from Thai interests.

In June of 1981, the Thai prime minister appointed a
Joint Ccommission of Government and Private Sectors for Solving
Economic Problems"™ (hersafter known as the Joint Commission)
The Commission includes members of the Thai Chamber of
Commerce, the Thal Bankers Association, and the Association of
Thai Industries, as well as the Economic Ministers of the
government., This group has begqun to address a variety of
problems in the area of taxation, export of manufactured goods
and site facilities., Nine of twenty question brought uo on
taxes have bzen rectified, there is some work on export
problems, and sites issues. Private groups are at last
beginning to go beyond questions of strictly individual firm
interest and into the policy area. To this point, however, the
efforts are still unorganized and, as with the tax guestions,
not far from short term interests.

D. Particivation in Private Enterprise

Studies over a number of years have indicated a
concentration of corporate ownership and finance in Thailand.
The same group of families have interests in the major banks
and a number of major Thai corporations or groups. There are
interlocking boards of directors, particularly since banks can
have representatives on the boards of companies. Banks,
moreover, appear to be key to the supply of both debt and
equity capital, serving as brokers and/or underwriters for
equity i.ssues.é

The implications of this concentration are difficult
to figure. For one thing, there is little comparative data and

5Suthy Prasartset, pp 25-31. See also Frederick Riggs,
Thailand: The Modernization of A Bureaucratic Policy (Hawaii,
East-West Center, 1966).



tha bulk of the work has been done by scholars who have baen
highly concerned with ownership in a more or less Marxist or
Populist sense; they have assumed political control,
conspiracy, and orice and wage manipulation would necessarily
arise from such ownership patterns, a voint which has yet to be
convincingly demonstrated. The overall pattern of Thai
accnomic growth, for instance, has shown a sharp reduction in
poverty (from over 60% of the population in 1950 to less than
30% today) and a wide distributicn of wealth (a very
respectable gini coefficient). Other indicators of a more even
distribution of income, or at least a better situation for the
poor, are the higher level of universal education, increase in
life exoectancy, (from 51 to 61 years), and declining birth
.-rate (which characteristically declines with better income
distributions, although the causal relationships are unclear.)
Moreover, it is hard to connect ownership patterns with one of
the key factors in Thai income inequality -- regional disparity.

In a narrower sense, it is difficult to find a
mechanism by which ownershio leads to control. (1) The picture
of Thai business that emerges is one in which managers have a
great dsal of discretion so long as they produce profits.
Administratively it is virtually impossible for boards of
directors to .ontrol even moderately diversified comoanies in
any other way than by checking key statistical data; in
Thailand this data is almost exclusively "bottom line"
financial data; (2) The political mechanism is lacking for the
families to do other than handle occasional ad hoc and short
term concerns -- a price, a contract, a license, can be
arranaed through political and familiar connections -- but
thare is not evidence overall policy is develcped or aven
influenced vecry much by businesses; indeed, the vast bulk of
the evidence points in quite *the opposite -direction.

A less ideclogical viaw cf the ownershin question
suggests the following: (1) Access to capital probably is
limited because banks consider the risk lower of lending to
familiar customers. These firms are trying to make money, but
to do {t securely; they are not in business to extend the
family's power. The following paraqrapn

from "Issues ‘n Banking and Finance in Thailand,
1975-1980": 'hile larqe entervrises have ready access
to funds with reasonable rates of interest, small
industries that form the backbone of the manufacturing
sector have to scramble either for more expensive fundn
that are left ovar or resort to the unorganized monay
market. Commercial banks have in the past beean raluctant
to undertake small enterprise financing more extensively
for a numbaer of rezasons. The coat of nrocadsing and
supervising small loans i{s, on averagec, much higher than
for large loans, making the former lesn atctractiva to



banks. Small entrepraneurs who apply for bank loans
usually have neither tangible security nor sui table
guarantees, frequently not even book-keeping records. 1In
most cases the equity capital of the loan applicant is
tos small in comparison with existing loans and loan
avplications, (p. 40)";

(2) Wider ownership of Thai industry and easier access for
outsiders to debt capital would further root the private sector
in the Thai political economy; (3) Many Thais believe that the
narrow base of ownership is actually or potentially dangerous
politically, in a sense, making the {ssue of control real. A
spreading of ownership would diminish this perception.

I1. Encouraging Wide Ownership and Particiopation in Private
Enterprise:

To this point two characteristics of Thai corporate
ownership have been identified: (1) a continued concentration
of ownership, with the overall trend unclear, and (2) a sharp
increase in professional managers and in corporate structures
which allow considerable decentralization. Together, the two
suogest a diffusion of power and income, regardless of the
change in actual ownership. 1t also is apparent that existing
bank- cus tomers and the larger firms are lower risks than new
customers or smaller firms, thus access to the credit market is
limited. :

Given the information available, my personal judament is
that the ownership question is not in itself a serious one,
certainly not a critical one. Thailand nas been growing too
quickly and diversifving too rapidly for a narrow group of
owners to maintain effective control or prevent a dilution of
ownership. Studies on the subject have been pieced together
(necessarily) out of fragments and look very much like studies
done of the U.S. in the first years of this century. Moreover,
they have had an ideological base, either Ponulist or Marxist,
which has drawn inferences not necessarily there. There would
ba room for a careful examination of this question by someone
who understands management and has a goocd sense Of business
history.

Whether the problem is serious or not, it exists.
Regardless of whether the current ownership base is very narrow
or moderatnly narrow, strong or weak in the degree of control,
widar ownership and more ooportunities for smaller firms or
groups to qrow ares important for the lono run social viability
of Thailand and for creating a strong political base to support
private enterprise. toreover, manv Thais think the lssuve 1s
{mportant, giving it a reality, whether or rot there are the
facts to back that sense of reality. The Thais, however, have
to make difficult choices -- if it is a question of {ncreased



emplovmant and rural amplowvmant again3t one of ownership (as,
for inscance, 2 »roller firm in che Y.S, joining with a large
Thai agricultural group), th2 ownarship issue is surely not
going to ba a significant constraint. This may be one reason
why, although noth the Fourth and Fifth Five Year Plans mention
the ownarshin nmroblem, thara has been little specific attempt
to do anvthins about it,

From AID's standpoint, it s22ms that what is important is
not so much whs ther individual prcjeces aave a certain
component of ownershio, but whethar the kinds of aid any
oroject gives will enable "outsiders” to grow and newcomers to
establish thamselvas in the Thai 2conomy. Rather than berating
the Thai banks for not lending or lending at high rates to
marginai custcmars, it 1s b2 .ter to nelp the customers lowar
their riskiness. Xxacther than complaining that the large
businesses have acress to decigion makers and the small ones do
not, it is bettar to halp the prjvate sector develop polic out
of representative groups, because policy can be examine
publicly and is aoplied in a mor2 or less uniform manner. The
oresent ad hoc system must necessarily favor those who are
closest te the government. Instaad of kemoaning the fact that
many large firms can go to the U.S. to £find joint venture
partners, it is better to gqive the gmaller firms that ability.
The solution, it appears to me, is not to handicap the bast
horses, but to lighten the load on and strengthen the weaker,

A frontal assault on the Thal ccrporate ownership
structur2 18 neither approoriace nor wise. There are some very
skilled, very gocd local firms who may be the most loaical and
fruitful joint venture partrers £or American firms and will
most effactively carry out Thai government aims. There ara,
none theless, a numper of areas in which the Projact should try
to aid new investments especially .for smallar Thal companiass
that are targettad on priority proiect ot jactives, such that
the thrust of the program will be to ¢vread varticipation.
These aro:

1. To helo identify naw investment oonortunities and
joint venture partrers in ordez to allow the smaller Thal firms
to replicate the activities cnly the largest can now afford.

2. Provid2 advisory asaistance to BOI to help make the
search for naw parcners mor: ohjective and more public, and
less likely to be influencad ks existing sccial and financial
networks,

l. Provide some agsistance for training, trouhle
shooting and feasibility studies for smallar £irms, unable to
presently afford sucn. This should nrzcvide incroasad access to
credit and a sounde: tachnical agpproach to ne ventures.



4. uv:ip move Thal buciness from seeking individual
favars to sugoezting policy, through aid to policy groups such
as the Joint Commission,

On2 area that the Prcject should probably not address is
agssistance to d:velop the capital markets. Stock markets are
rarely succassiful in .LDC's, and Thailand's is no exception. An
attempt to sucsidize capital to specified lenders does not in
{tself seem particularly oromising, being more likely to lead
to wastaful capita use and difficult administrative decisions
on eligibilitv. The creation cf new l2nding institutions is
possible, but Thailand already has a small business lending
instituticn, which does not work very well; given tha other
priorities thare is little scope remaining for this area. A
more logical approch would be to aid small and medium sized
businesses to improve their own operations to lower their risks
for bankers. The suhsidy, in a sense, is some managerial aid
and appropriatz studies to lower the risk perception, or raise
the potential profits. Since Thailand already has private
insuvitutions willing to work ia this area, this szems a logical
thing to do.

The Project should attack the institutional constraints
on discussed above on two fronts: (1) by supplementing and
perhaps to some extent replacing, the BOI's research,
promotional and contact activitias, &nd (2) by helping Thai
business organizations develocp their own policy voicas.

As accompanying material sucgests, cthe BOI is not a very
impressive inctitution. Of its three functions, attracting
investmant, judging which investment is to be given privileges
and monitoring those, and securing cempliance from other
ministries, it is only the middle ona, the judging, that it
per forms reasonably well., It is also apoarent that Thailand
neaeds to make the foreign investwment contacts soon and cannot
wait for the BOI to he huilt up

The Project's approach to these problems could be
gtructured in tvo ways: (1) finance an irnterim proqram,
£111ing gaps while the BOI increases its capacity, and at the
game time heloing to train the 20T to do the job; or (2)
finance a pilot projrct for privately-run cromotional
activities which the Thai government itself could finance aftar
the Project sxpries. the Project would be effactive, whichever
route the Th2i governmenc choosec.

At present, the Thai governr2nt is in Zfavor of
strenathening the BOI's vigor and it seems very likely it will
accept the IBrFD's recommendztions on the cricteria and manner of
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galzcoting firms for BOI privilages, How succassful the RTG
will ba in imp:zoving the BOI's service functions is, frankly,
guastionable; 1t has been tried before without success. An
eaccuraging siga is a1 35% increasa in the BOI's FY 1982 budget,
including provisien for new offices. The RTG'S other
alternative i3 ~asically to do very little to improve the BOI's
service capabilities and turn those over to the private

sactor. Suci asticn would be consistent with the RTG's
pcopenaity to us? che orivate sector when it can. There is
ncthing innhe:z2nzly "nublic sactor® about the service and
nromotional funciions of the BOI, though there is on the
granting of orivilazes, and this is necessarily a public sector
activity. In such a case, the Project's work with the BOI
should train its paonle to racognize when effective marketing
an? searvicing i3 2eing don2, important in monitoring and
contract, evzn £ budgetary and constraints prevent the BOI
?rom act.al dcing tha marketing itself.

The P:ojazt shculd function in 2ssentially a brokerage,
rather than a éir2c:-a1d anproach %o aid the orivata sector in
Thiilaad. Thezs is an apparent information gap and
"axternalicias” of this nature ar2 most easilyv coverad nut of
punlic funds. !‘c:2cver, the investment climate in Thailand is
gooé, so that nnce. =n2 information gap is closed, investment
should be forthcoming. It dces not apgear in the Thail case
that most investusnt itself need be subsidized Heyond the volnt
of generating infarmation, and providing a brokerage function,
axcept for th2a 5mallast ventures, as described above.
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Tor many firzm3, BOI orivileges are hot essential for
profitable op2racisn in Thailard, The princical fiscal
gtimuli, the fivs =2ar tax holiday and the exemption from
import ducties, a:?* 1ot always decisive., A firm may take five
years to be profitaol: and may impcce very little. The orofit
tax rat2s ar? mecdast oy intearnational standards (20-30%)
anyway. any of th2 criteria the Project apolies are to
attract industries wnich are hasad nn local naterials and
exvort (upou which any imeort duties on matarials used in
exoorts will be r:%:ndad), and are labhdr-intensive, so little
capital would be inzocted. The import privileges, accordingly,
are of only margi.zl value, the tax holiday a questinnable
bonus, Long run viabilicy for most of the Pro?ect-tnsptred
invastment shoul? rct, 3an? will not, be dependent on the BOI's
granting of privilegas, nic2 though they might be.

Tha Projact, ac~ordingly, should focus cn having the BOI
and/or Lts hired nuiblic relations and research firms, broker
the joint vantur:is (or other) relation between Thal an
American tirma. A ca2rcain number of thesa concacts will not
receive BOXI approval, parhaps hacause, as the [BRD study



suagests. thavy 4o not need it, but so long as investmant is
made, the Zailure to receive BOI approval will not invalidate
the Project's work.,

The marke=ing aspect is critical to promoting private
investmanz. Business and Economic literature is increasingly
sensitive to tne problems of blocked information flows. The
various niscion chbservors of Thailand have been impressed with
its ovportuniti2s, but those American firms which would most
hene€it (cftzn those not in the Fortune 500, are not looking
systematicaz:ly and many Thai firms are too small to find U.S.
partners; moreover, the cost of generating the information
needad o establish, the viability of a project may be beyo=nd
either parcner. The Project, then, should generate studies of
specific cpportunities, research the U.S. market for firms
interestzd in providing the technology, managerial, and market
infcrmation needed, contact then, and get discussions going
with the intarested Thai partners.

The marketing approach should be selective -- it need not
inciuée thez broad scope "Invest in Thailand" type of
advartisinc litarature often inserted in business macazines.
Many cbservors most certainly feel there would ‘be a place for
this type of approach because many potential investors are very
pooriv informed about Thailand, considering it an island off
China, rebe.-filled, or about to tcople into the Communist
.camp. 4Yowevzr, a broad promotional campaign for Thailand could
be =xr2nsiv: and it might generate too many false leads where
resesarch foilow-up would be impossible. Moreover, the Thai
bure aucracv wculd have problems handling such a scheme and
there airzeaazy exists a fairly precise idea of the type of
investment wanted. There is no need to generate a list of
additional vossibilities -- at this point. Following a
selective apsrtoch, the Project can more clearly zero in on
those industries wnich best fit the desired economic and social
criteria,

Atd to The Joint Commission

There are a number of ways the rather vast problem of
private-seczcr puiblic-sector relations could be dealt with,
The vast2r n:cjects such as decentralizing Thail administration
are quite heyvond the scope of AID's projects and only
half-seriousiv entertained by the RTG., More narrowly, there
are options such as putting some modern business studies into
the education patterns of the Thai civil service, seminars for
pubiic offic:ials, or even deliberate attempts to change the
image of buniness among the Thai in the form of public
relations camneigns. All of these approaches are plausible,
although diffirult to control and/cr uncertzin succ2ss. The
educational czute takes too long, the seminars probably miss



the real decision makers, and even a successful puhlic
relations campaign takes quite a bit of time to change people's
minds. Moreover, i€ handled poorly, public relations can

backfire.

A better, approach would be to try to move private sector
issue analysis and policy suggestions from the ad hoc basis to
somehing more systematic by establishing an institutional base
ané endowing it for quality research and analysis. Perhaps the
wagt bas2 for such an endeavor would be the Joint Private
Sactor Commission, described else where. Private Enterprise
has its iamvortant input there, and the government
racresentatives would give any actions derived from the
AID-sponsored studies more weight. Several Thai business felt,
tco, that quality studies would enable the Joint Commission
dialoqua to be more effective and take place on a higher plane
-- both intellectually and politically. 1In this way, the
pProjact would help policy formulation without suggesting any
partzicular volicy.



Annex V - Concentration of Ownership in Thai Business
and Implications for AID
Dr. Suthy Prasartset
Chulalongkorn University

Manufacturing Industries

Growth of manufacturing industries is a recent phenomena in Thai history,
as the Thai economy has until recently been dominated by a large agricultural
sector. The Thai manufacturing sector grew rapidly in the last two decades.
Its share in gross national products rose from 11 percent in 1959 to about
20 percent in 1979. As the manufacturing industries are basically capital
intensive and the domestic market is relatively small, they tend to be
characterized by a high degree of corcentration. M. Merhav (1969) has shown
that this tendency can be the case in any developing countries with a high
degree of technological dependency.

A high degree of concentration in manufacturing industries in Thailand
is shown in Table 1. This is especially the case in tin smelting, petroleum,
fertilizer, cement, glass, aluminum and castor oil. Many other products also
have a high degree of concentration such as motor vehicles, tire, textile,
canned pineapple, condensed milk, beer and etc.

In some industries with a large number of firms, such as textiles, only
four or five groups of companies are virtually in control of the industry.
In such a situation, the degree of concentration tends to be greater than that
indicated in Table 1. Krirkkiat Phipatseritham (1982, pp. 131-33) points out
that there are four major groups of companies in the textile industry as follows:

i) Bothiratanangura Group. This is the largest textile group which is
under the control of the Bothiratanangura family. This group is
composed of 12 companies with a total asset of 7,217 million baht.
Some large coupanies of this group are joint-venture businesses with
Japanese firms.

1) Luckytex Group. This group comprises six companies with the total
asset of about 3,474 million baht. However, this.group is mostly
under the control of Japanese firms: Toray Industries and Nonthaburi
Ginning Mi11,

111) Saha Union Group. This group has a total asset of about 2,623
million baht. It is composed of companies in the control of the
Darakanont and Chokewattana families. This group is supported by
gangkok Bank with financial facilities.

{v) Thai Teijin Group. This group used to be very large, but recently
it is composed of medium-size firms, with an asset of 2,000 million
baht between them. Companies in this group are usually formed as
joint-ventures between Thai and Japanese investors. The Thai sides
1ncl:d: such famil{es as Srifuengfung, Panichiwa, Adireksarn and

ssakul.,
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Table 1 - Concentration in Principal Manufacturing Industries, ca. 1978

Industries Number of Firms
Capacity Asset Sale
Total Largest 4 *
1. Tin smelting 3 1 99.0 cee
2. Petroleum 4 1 cor 46.0 34.6
3. Cement 3 1 voo vos 82.5
4, Steel and Metal Products 7 1 . vos 25.8
2 ves oo 43,6
5. Fertilizer 1 1 100.0 Voo coo
6. Tyre 3 1 &2.1 veo oo
7. Condensed Milk 4 1 cos 49.3 45,2
8. Canned Pineapple 14 1 33.1 . voo
3 71.2 e vos
9. Motorcycle 4 1 37.3 veo coo
10. Beer 3 . 84.7 von
11. Glass 1 | 1000 ves 84.4
12. Monosodium glutamate 2 1 76.0  83.0
13. Zip and button 2 1 68.9 Voo e
14, Ceramics and Mosaics 10 1 cos 42.1 o
15. Textile 45 5 ces 49.2 e
16. Bottle Cap 2 1 ooe 15.0 vee
17. Aluminum 1 1 100.0
18. Castor 0i1 1 1 100.0
19. Motor Vehicles 5 1 e ves 46.8
2 o o 2.2
Source: ?;;;;* Trom KrIrkkiat Phipatseritham (1982), p.143; Pramoce Ungi. e43
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In summary, owing to the relatively small dom stic market size and the
capital-intansive naturs of the technology used in che manufacturing sector,
the structura of this sector terds to be highly concentrated. Some industries
may have some export outlets such as textile, but this does not constitute a
sufficiently important factor making for less concentration. Another important
factor in the concentration of manufacturing industries is tne tendency of
firms to form ‘nto a business group, usually under a leading business family.
This brings about relativaly concentrated structure of Thai business as a
consequence,

Structure of Thal Business Groups

Looking at Thai business from the point of business grouping, we will
immed<ately recognize a similar pattern of concentration in the bank grcups.
This <5 consistent with the predominant role of banker families in the economy.
A racent study by Kirkkiat Phipatseritham (1982) has testified clearly that the
asset of the 12 Bank Groups in all business groups accounts for about three
quarters of the total of asset of leading companies, as the foliowing figures
will show (Table 2):

Table 2: Distribution of Large Business Groups by Size of Asset, 1978/79

(Mn. Baht)
Assat Size of G~oups No. of No. of Asset Percent
Groups Companies
1. Bank Groups
(2,500 upwards) 12 398 308,598 73.41
2. 3,000 - 10,000 12 382 63,359 15.07
3. 2,000 - 2,999 6 82 14,366 3.42
4. 1,000 - 1,999 6 159 20,525 4.88
5. 500 - 999 19 - 136 13,538 3.22
Total 65 1,152 420,386 100,00

Sourze: Kri-kkiat Phipatseritham (.982) p. 328

The above figures indicate that the 12 Bank Groups are invoived with 398 companies,
dealing in financing, tradin? and manufacturing. The bank exarcisas ‘ts control
over these affil{ated ccmpanies by appointing 1ts members of the board of
directors and/or senior executive as board membars of the latiers. in this

way, theie has been a high degree of interlocking directorate among leading
membars of the bank and other businesses. K-irckiat Phipatsaritham has summar-
{sed these findings on business grouping as follows:

“.,.. the commercial bank groups are most powarful and their pcwer
and influence {s not limited within the financial zircles, but
extends to trading and manufacturing activities as wall. ... Large



and middle business corporations have formed themselves into
large business groups omconglomerates, and the commercial bank
usuzlly plays an important role as the core of such a group.
Moreover, apart vrom excercising their economic power, these
Targe corporations also excercise their infiuence over policy
formulation and decision-making in government circies.” {p. 365)

Apart from the 12 Bank Groups, there are other 12 largest groups of manu-
facturing, trade ard other businesses, eacn with an asset between 3,000 and
10,000 million baht. These 12 groups are composed of such families 235 the
Laohatai, the Boonsoong, the Bothiratanangura, the Chckewatana, tne Darakanont,
the Pornprapa, the Rojanasathien, the Sithi-Amnuay (PSA group}, the Srifueng-
fung, Jiarvanon (C.P. Group), the Osothanukrao, the Peopairet and Taephisitphong.
In addit<on, there are ancther 22 groups, each with an acset frem 1,000.%5
2,999 mil'icn baht. Stil?, there are 19 more groups with an asset ranging
f;oTlsog to 999 million vant. A1l are among the relatively large firms in
Thailand.

The bank groups and other groups of manufacturing, trade and other
activities are linked with one another by both the inta~iocking directorates
and equity holding. Usually the bank group forms the core of such links by
interlocking directorates and equ‘ty hoiding. Apart from <nterlocking
directorates among a bank group and other groups of businesses, there are also
close interlocking directorates within the bank groups themselvas.

in summary, it will be obvious that the organization cf Thai business
is characterized by a high degree of concentration in large business groups
with a bank as the core of the group. Companies with some form of 1inkage to0
a bank often have good access to credit facilities. On the other hand, with
the control of credit facilities, the bank can exert scme degree ¢f comtrol over
the company ccncerned.

Implications for U.S. Investors

a) U.S. ‘nvestors shouid be encouraged to establish ccntacts with
small-medium sized firms in Thailand:

As the structure of Thai business ig highly concentratec in big
business groups, the type of Thai firms the U.S.. snvesto' s shou’d be encouraged
to.establish business contacts of some form or other is the sma1l-madium
bus{ness groups. A small-medium business group can be roughly 2efined as
having a combined asset of less than 500 million baht. Thss “ezommendation is
consistent with one important objective in the Fifth Nationat Economic and
Social Development Plan, i.e. to reduce the concentration of ezonomic peowar in
the hands of few big business groups in order to bring abcut bettar income
¢istribution and social welfare.

There has been strory pressure for Thai firms to recruit more pectessional
managers for furthe< growth of the firms. It ceems that ir small-medium
sized firms both groups of owner-managers and professional menagers ave 1n 2
transitional stage towards modern mansgement system. A numuer 57 Samer-managers
have recognized the limitation of the family-business system. Insuin &
situation, participatian with a foreign partner shou'd contributa towards more
rapid transition of Thai firms to modern management system pagac on aconomic
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rationality and technical efficiency. There has basen a positive sign that
small-medium sized business firms are ready to improve the!r management system,
especially those under the leadership of a new generation of businessimen.

b\ Establishment of joint-ventures with Thai partners:

Thai ITCs are facing problems of limited number o7 suppiiers of gcod
quality products for overseas markets. The U.S. firm:s can contribute tewards
deve'cping joint-ventures with local firms praducing for ivternaticnal markets.
This {s possible if the joint-ventured firm can agree to devalcping (importing
and adapting) a set of appropriate technology for lcca) production. Praduction
of cartain products can be made by establishing piants ‘n autlying regions. This
will serve three objectives of the Fifth Plan in that it contributes to dis~
ca~sion of manufacturing activities away from Bangiok, to incraasad ru-~al employ-
meat and use of loca! raw materials.

This is an ‘mportant area in which new busiress can be eczablished in
an export-oriented production. In tnis type of verture, participation of small-
medium sized U,S. firms, rather than the multinaticnais, witl be useful 1f the
joint-venture arrangement is made on more equitabln terms, Literature regarding
unfavorable arrangement with the multinationals for the rost countrias can
be cited with long lists (Prasartset, 1981}, but tne coming ta Thailard sf
small-medium sized U.S. firms is expected to contribute towards bettar arrange-
ments fcr Thai partners.

The U.S. firms can be instrumental in helping estabiish contect with
J.S. markets, both for local producer firms and for Tpa: 17Cs. A’ £hough
thosa firms operating as ITCs are relatively very jarge by Thai standara, some
forms of cooperation with the smaller local producers can help bcest the
pargaining power of these smaller firms vis-vis That ITCs. In additicn, this
will upgrade quality of Thai preducts througn appropriate technclsgical arrange-
ments.

. Sub~contract*ng for a large distr-butor such as dapariment Itores i
+he U.S. is another form of patential area for cooperation petween medium-
sized Thai firms with small-medium sized U.S. firms. But, it is {mporiant to
stress a long-term nature of such arrangement, o<hery!se Thai rasourcaes will
be trapped in a fixed investment with only temporary outiets., (This is rurther
elaborated in sub-sectiun).

¢) Bringing in capital:

Literature regarding economic development often stressaes that a develeping
country lacks enough cdpital for {nvestment in national projects. Tnis may oe
true to some extent, especially for smaller groups of comparias, The aapitafl
market in Thailand may be said to be virtually contrd''ed oy a few of tre
biggest groups of business, especfally thcse in closq csoperation «'tn bankers
and industrialists families, The financing af large businass g-cups ¢n Thailand
is basically made by overdrafts frcm commercial banks. I qarera:, only
those business firms affiliated with the so-called ccmmerce-firince-inaustry
groups will have easy access to substantia! amounts of loans, Sma’’er ti-ms
are usually outside this credit network.

In such a situation, participation witn small-mea-um s!z42 y.5. firms
will be paramount in meeting capital snortages for smai‘ew Siem: ‘p Tratiand,
{f these firms can bring in capital for fixed faveswment *n vas’¢ne prajacts.
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With U.S. participation, the joint-ventured firms can be more credit werthy in
%he $¥es of banking circles, so that their operating funds can be secired
ocally.

d) Establish linkages between U.S. and Thai trading asscciations:

There is an increasing role of Thai trading assoziations in <nfiuencing
government policies. While some associations are quite influential sucn as the
Association of Thai Industries, many are still less sc. However, there 2re
several other associations with some degree cf sophisticaticn and conirciied by
new generations of businessmen. This latter group includes e numper of smsil
and medium sized firms as its members, notably Small Industries Assccietion.
Associatiors of similar nature in both countries should be enzouraged to meet
and discuss joint programs of actions, especially in promcting joint ventures,
1icensing, technologicai and marketing arrangements.

e) How the U.S. partners can help in implementation cf Thalliard's
Tong-term export-oriented policy:

From the above discussion and suggestions, it seems that we are
quite positive in going for export-oriented production whicn is 2is0 the Thh{
Government's policy of restructuring its' economy. This is not oniy nenef+cial
to Thailand alone, it is also benefi<ial to foreign investars witi: smallier
and medium sized capital. In the present long wave of aconomic recesiion in
advanced industrial countries, most of the smaller and :dium sizsa flvirs
will be hard pressed as they are relatively more labor intensive whicn s very
costly to operate in thé homecountry. It is therefore Justifiabie tret these
firms should seek overseas investment outlets, which have long been decminated
by the multinationals. In the long run, these smaller firms for advanced
industrial countries will migrate to operate in the less develdped countries.

Whiie the investment of these smaller firms in a .ess develdved ccunir
can contribute significantly to promotion of export-oriented p+.dult:ar of
1ight industrial products, it will definitely integrate a nost Zount-y's
economy with that of the investing country more intensely. A “:ng-%e'm srrange-
ment for an equitable integration shtuld be made also in botr ‘nue:sting and
host countries:

1) The investing country should also restructure its ecc-omy, especially
in phasing out smaller and labor intensive firme in crds» 0 provide
markets for products from the host country. In doing ¢, the govern-
ment of the investing country must have a poiitical courage T0 do
so as this will invite opposition from vested inteves.s sull ar
"small-scale producers associations" or lapor unions of sme'ler firms,
Failure of a simultaneous restructuring of poth the investing and the
host economies will only bring about jeopardy for the Lest citniry
and the overseas investors of the investing country becatie tre’r
products will not find markets in the advanced indussecal counit.as
due to pressures for protectionism from various vested {ntercitc,

If such. a situatfon should occur in the future, 't wil' be a c-eat

waste of resources for a host country such as Tna:land wr.y -« Y 1
are already very limited. It will not be a w:se poi’cy =t <’& ine
gountry's resources in a venture that will beccme ¢ aesd’.oc< ir the
ong run,



1)

*he host and investing countries should arrange for an appropriate
transfer of technology. In this case, the smaller firms from the
investing country are in better position than the multinationais

which often bring highly capital intensive technology to the host
sountry, mainly owing to the imperative of technological requirements.
n this situation, establishment of an appropriate technical training
renter would be helpful for Thai partners.

Y In the light of i) and ii) above, ex ort-oriented poiicy for Thailand
chould be very selective. It shouTd be Timited to branches of

industries which have a long run market in advanced industrial countries
in order to bring about an equitable inte ration or in other words

a new international division of labor which is beneficial to both
partners. This is the area in which U.S. investors can help That
partners identify such types of business opportunities. Of course,
the Thai partners will be in a more disadvantageous position to
understand concrete business conditions in the investing countries.
The establishment of linkages between U.S. and Thai private trade
associations will be instrumental in identifying business oppor-
tunities with long-term potential. Many types of activity mentioned
by the Thailand - U.S. Private Sector in Development Project would
serve this purpose so well.




V-IX Annex V

Action Plan of the BOI

Status and General Outline

1. A draft "Action Plan of the BOI and General Guidelines" was prepared
by Vallentine Laurie & Davies Consultants and submitted to the OBOI in January 1982
as a component of the UNDP/IBRD Technical Assistance Project to the Office.

2. Since then, the 0BOi has reviewed and formulated its own action plan
for further action which wili be morc consistent with NESDB Plan. Main development
plans and projects, together with supportive justification and objectives, timing,
budget and/or technical assistances needed were submitted to the Office of NESDB
for consideration and support. Al1l proposed projects and plans were approved in
principle by NESDB while provision of budgets and technical assistances still need
to he settled with the Budget Bureau and Department of Technical and Economic
Cooparation.

3. Main development plans and projects proposed include:
- Investment opportunity studies

- Public relation campaign and marketing of investment opportunities
to the target audiences

- Revision of investment promotion law
- Reorganization of the BOI and Office

- Plan to set up a unit responsible for screening and directing foreign
investment and technclogy

- Construction of a new 0BOI Office

- Setting up an efficient investment information system

- Development and training of 0BOI officials

4. Action being taken by 80I include:

- Setting up a sub-committee for the purpose of reviewing the criteria
for investment promotion and protection. The work done 1s expected to
be completed by December 1982.

- On & continuing basis the BOI will:
(a) Conduct research and studies to identify

- investment opportunities

- problem areas where structural adjustment is required

(b) Embars on a marketing campaign for active investment promotion to
general and target audiences
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(c) Build up an efficient investment information system

(d) Upgrada the Investment Service Center in order to expand the scope
and improve the quality of services provided to investors

(e) Strengthen the technical capacity for
- project appiaisal
- investment opportunity research and prefeasibility studies
- investment promotion planning and strategy
- The BOI will enter two new areas of activity as follows:
(a) The drafting of new legislation to incorporate

- changes in the form, level and applicability of investhent
incentives

« redefinition of the BOl's power

- provisions for the direction and registration of all foreign
investment and technology and setting up a responsible unit.

(b) In addition to the incentives currently under review, the BOI will
also propose tha use of other non-fiscal incentives.
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Office of the Board of Investment
Budgets, 1981 - 1983

Unit : Baht

1981 1982 1983 (Tentative)
Categories Increwsed .. Increased
Budget Budget |(Decreased) Budget (Decreased)
. % ]
atary 13,101,300 13,515,000 3.2 16,091,800 19.1 '
wage : Permanent 869,900 917,200 5.4 1,075,200 17.2
Wage : Temporary 1,305,400 1,751,500 | 34.2 1,972,000 12.6
Compensat:an 2,044,200 2,050,000 0.3 2,100,000 2.4
Ordinary 3,308,600 4,735,700 43.1 5,648,000 19.3
Utiiities 1,315,000 1,425,000 | (19.0) 1,600,000 12.3
Materiais 2,759,000 3,060,000 10.9 2,582,000 (15.6)
Structures 344,200 425,600 23.6 637,000 49.7
Land Building - 1,304,000 - 5,000,000 283.4
Materi2ls
Subsidy - - - - -
Others 650,000 2,746,000 | 322.5 650,000 | (76.3)
Total 25,698,200 31,930,000| 4.2 37,356,000 17.0
1682 - Main increase 1. Land building materials
2. Other expenses 322.5%
3. Ordinary 43.1%
- Main decrease 1. Utilities 19.0%
1983 - Main increase 1. Land building materfals 283.4%
2. Ordinary 19.3%
3. Salary . 19.1%
- Main decrease 1. Others 76.3%

2. Materixls 15.6%



Office of the Board of Investment

Staffing Pattern

31 May 1982
 {a) By level
___Position Clussifica- " ’ . § )
: tion PC 941 | PC 6-§ PC 3-5 PC 1-2 fetal
Division TAGthorized | FiTTed [Authorized | Filled [Authorized | Filled | Kuthorized|Filled Kithorized
1. General administration and
Offive of the Secretary 3 3 3 3 21 19 12 10 39
2. Project Control - - 4 3 26 15 2 2 3
3. Information & Promotion - - 6 6 21 13 2 2 29
Services
;t. Planning - - 3 2 22 13 2 1 27
4
ES. Project Development - - 3 3 19 7 1 - 23
56. Project Analyses - - 5 5 31 19 1 - 37
7. Incentive Supervision - - 4 4 28 19 - - 3?2
8. Investment Services Center - - 5 3 27 11 3 2 35
Total 3 3 33 29 195 116 23 17 254

Note: Filled position excludes 10 clerks and chauffeurs categorized as permanent employees




Staffing Pattern

31 May 1982
(b) By education
Degree
Division 3ci. & jech. Soc. Sci Non-Degree Total
achelor ost Grad. Bachelor| Post Grad
1. General adainistration and
Offic2 of the Secretary - 3 8 2 22 35
2. Project Control 10 2 1 1 6 20
3. Information & Prom. Services 2 3 6 5 4 20
- 4. Planning - - 9 4 3 16
o 5. Project Development - 1 5 2 2 10
>
o 6. Project Analysis 3 - 12 6 3 24
7. Incentive Supervision 10 5 - 1 8 24
8. Investment Services Center 3 1 5 1 6 16
Total 28 15 46 22 54 165

Note: Excluding 10 clerks and chauffeurs categorized as permanent employees




Annex V

The Association of Thai Industries:
Policies and Objectives

The Association of Thai Industries brings together the
top Thai industrial decision-makers for democratic action
aimed at building up the industrial, economic and trade sectors'
role in the overall socio-economic plans of the Thai nation.

The Association concerns itself with issues which affect
Thai industry on local, regional and qlobal questions. It takes
a leading role, whenever possible, to an advisory role aimed at
complementing the Thai Government's efforts in socio-economic
development and attempts to supnply the ampropriate authorities
with pertinent cost production, systems , technoloay and manpower
needs for attaining the desired national development goals.

To attain these objectives, the Board of Directors divided
the Association's nolicies as follows:

l. The Government Sector

To cooverate with the Government in order to help Thai
industries reach international standards and be competitive at
the world market level.

To conduct research to identify problem areas and to
formulatc alternative nolicies and guidelines for nresentation
tothe Government in order to strengthen both _Lhort and long term
industrialization.

To scrve as an intermediary between the Government and
the private sector.

2. Member Sector

To promote Thai industries so that they receive fair
and equal treatment and benetits from orcganizations both within
and outside the country.

To advise Thai industries on matters pertaining to local
and international markets.

To ornanize exhibitions to introduce locally made indus-
trial products.

To distribute industrial and trade news and data
reflecting rarket trends.

To provide short course scminars for the exocutives and
senior employees of the members.
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3. General Sector

To cooperate with the Chambers of Commerce, banks
and other financial and business institutions in order to
promote the economic security and stability of the nation.

To cooperate with the ASEAN, EEC &nd other international
organizations to oromote the interests of local industries.

To encouraae members to observe businnss ethics and
social responsibilities.

Membership in the ATI is divided into three categories.

Ordinary Member 'is a corporate body that engages in
any type of industry in Thailand and has been recistcred according
to Thai law. .

Individual Associate Member is an crdinary person engaged
in either industrial enterprise or in the commerce of industrial
products.

Corporate Associate Member is a corporate body that
engages in an industrial enterprise, but has not registered.under
Thai law, or that is engaged in the commerce of industrial products
but is not entitled to become an Ordinary Member.

To carry out the objectives of the Association, adminis-
tration is in the hands of a Board of at least 25 eleccted memnbers
plus the representative from each of the "Industry Clubs." The
President is Chairman of the Board. Ordinary Members engaced in
the same branch of industry can hold no more than one-fourth of
the Loard membersnips. The Board is elected for two-year terms.

Within the body are 18" Industry Clubs" grouving together
the members in ore industrial sector, each with its own adminis-
trative committee, and.each holding recular "club" meetings.

The 18 Clubs currently comprise of the following

1. Agricultural Machinery Manufacturers Club

2. Air-conditioning and Refrigerator Industry Club

3. Auto Parts Industry Club

4., Automotive Assembly Industry Club

S, The Thailand Fellowship of Cement !Manufacturers

6. r Ceramics Industry Club
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7.

8.

9.
10.
11.
12.
13.
14.
15.
16.
17.
18.

Chemical Industry Club
Electric, Electronic & Allied Industries Club
Food Processing Industry Club
Furniture Industry Club

Thai Glass Manufacturers Club
Iron & Steel Industry Club
Non-Ferrous Metal Industry Club
Pulp and Paper Industry Club
Rubber Based Industry Club
Pharmaceutical Industry Club
Leather-based Industry Club

Packaging Industry Club



PRIVATE CECTOR IN DEVELOPMENT
CHECKLIST OF STATUTORY CRITERIA
PROJECT CHECKLIST

A. GENERAL CRITERIA FOR FROJECT

1.

2.

3.

Continuim Resolution Unnumbeved;
FAA Sec. 633 (D)3 Sec. oldA.

(a) De2scrib2 how Com-
mittewes on Appropri-
ation of Senate and
House have ocen or
will be notifiea
concernirg tw pro-

ject.,

(b) 1s assistance within
(Oparational Year Bud-
gat) caintry or intarna=
tional organization al-
location reportea to
Congress (or not more
than $1 million over
that Ziqure)?

FAA 52c. 6l1(e)(l). Prior to
ocoligation i1n excess of
$100,000, will there be (a)
engimering, financial, and

other plamnd nucessary o

carzv out the assistance and (D)
a reasonably fircn estimate of
the coat to the United States
of tnc asajintanca?

PAL Sec. 6)1l(a)(2). If fur-
tner legislativwe action

1s roquired within recipient
country, what is oasia for
reasonable expectation tnat
such action will “e canplaind
{in tiun to pamnit orderly

accamplirhment of purpose
of the assistance?

A,

GENERAL, CRITERIA FOR PROJECY

1(a) conqrnuianl Notification

be faruvarded to Commitnes.

1) Yes.

(a) {1) Financial and technical
analysis have besn

Se0 Part III Project Pepar.

(8) (2) No furthar legiamlative
action roquired.



4.

5.

7.

I'M&nc 611(b); ¢ ontinui
cnSe:. I. if fac

wa water of watar-relacted land

resaicce cordcrucrion, has

the project mat thw standards
and critaria as por the Prin-

ciplas and standards for
Planning Watur and Felatad
Land Resources datad
October 25, 14732

PAA Sec., 6ll(e). If pro-
Ject 18 capltal agsiatance
(e.g., condtruction), and
all U.S. asaistance for
it will exceed 351 millia,,
nas Migsion Cirector cer-
tified and Ragional As-
gistant Xministrator
taken 1rnto considecation
the cauntry's capaoility
effectivaly to maintain
and utillze the project?

PAA Sac. 209, Is project
susceptible of execution
as part of a regional ot
multilateral project?

If so why is project not
60 exacuted? Information
and conclusi n whathat
assistance will encourage
regional dewe)cpmnt pro-
grams .

FAA Sec. 60l(a)., Infonna=-
tion and conclusions wnather
pcoject will erccurage «f-
forts of uw cauntry tos

(a) inccease the flow of
{ntarnational r.aca; (b)
fostar xivata ini' tava
and canpstition; an-
cairage aavelopmenc and

WA.

601 (a)

the investment of privats
sector capital and techno-
m\&udx i
ves for developnent
of mxpart industries. The

projoct will also provide a
maechanism for technical

tion batwesn U.8.
and Thai privats sectors.



uses of cooparatives, credit to inprove efficiency cf

unions, and savings and indusirias and to inprove
loan associations; (d) dis- the standard of quality
courage monopolistic prac- of products for épart.

tices; (e) improve tachni-
cal efficiency of industry,
agriculture, and cammercej
and (f) strengthen free

Jabor unions.

8. FAA Sec. 601(b). Informa- 601(b) The project will identify
tion and conclusion on how and pranote investment
project will encourage U.S. opportunities in the
private trade and invastment private sector and will
abrcad and how it will en- eg:ablisgh linkages
courage private U.S. parti- between U.S. and Thai
cipation in foreion assis- private sactor
tance programs (including arganizations.

use of private trade chan-
nels and tne sarvices of
U.S. private antcrpcise).

9. FAA Sec. 612(b); Sec. 63b(n 612(b) The Royal Thai Goverrsant
Continuing Resolution Sec. 508 contribution to the project
Describe steps taken tO as- will exceed 25 of total
sure tnat, to Lm maxisum requirsments.

axtant paisible, the coun-
try is contriouting local
currencies to maet tne cost
of contractual anli otnar
serviocas, ana foreign cur-
rencies ownad by tne Unitad
Statas are utilized to meet
the cost of contractual and
other secvioes,

10, PAA Sac. 612(d). Does the €12(d) There are no U.85. cwned
United States own axoess local currencies available
foreign currency and, if for this Project.

80, what arrangemants have
peen made foc Lts releasa?

11. ¥, Sec. 60l(e). Will the Yes.
coject utilias campetative
salsction prooedurus foc
the awarding of contracts,
exospt whmre applicanls
pcocurement rulss allow
otrmarvwise?




124

14.

1.

likely to be in surplus on
world markets at the tims the
resulting iva capacity

FAA 118(c) and (d).
project take into account the
im.ct on the envirament and
natural resources? If the
project or program will signifi-
cantly affect the global cauncns
ct the U.S. envirament, has an

: wironmental impact statemert
been prepared? If the project
or program will significantly
affect the envircrment of a
foreign country, has an environ-
mental assessmant been prepared?
Doss the project or program tzke
into consideration the prcblem of
the trcpical forests?

FAA 121(d). If a Sahel project,
Fas a detexrminaticn been made

that the host goverrment has an
adequate system for accounting

for and controlling receipt and
openditure of project firds
(dollars or local currency generated
therefram) ?

FONDING CRITFRIA FOR PPOJEC.

t istancs
Project Critaria.
a. FAA Sec. 102(b); 1117 113
a t to Wwhich

ty will: (1) effec-
tively involre the poor in
developmant, by extending
acosss to eccnary at local
lsvel, incressing labor-
intensive production and

N/A.

The Project will have no significant
impact cn the envircrment, natural
resources or global ccmmons, and will
not affect tropical forests.

B. FUNDING CRITTRIAL FOR PROJECT

() Project will pramote Thailand
as attractive location for
labor-intansive industries
thus creating arployment
opportunities for rural poor.
Rolationships established
batwean the privats sectors
{n Tha'land and U.8. will


http:ftouio.Sc

b.

C.

the use of appropriate techno-
logy, spreading investment out
from cities to small towns and
rural areas, and insuring wide
cipation of the poor in
the benefits of develoanent on
a sustainsd basis, using the
iate U.S. instituticns;
(i1) help develop cocperatives,
especially by technical assist-
ance, to assist rural and urban
pocr to help themselves toward
a better life, and otherwise
encourzage democratic private
and local ingtitu-
tions; (iii) support the aelf-
help afforts of developing
ocountries; (iv) prancte the
participetion of wamen in the
national econcmies of develcping
countries and the improvement of
wamen's status; and (v) utilize
and encourage regional coocpera-
tion by developing countries.

FAA Sec. 103, 103A, 104, 105,
106. Does 3‘&5 progecr. %.u: the
clteria for the type of funds
(functicnal account; being
used?

(1)

(iv)

(v)

Yes.

FAA Sec. 107. Is enphasis on Yes,
use of appropriate technolecry

(relatively smaller, cost-saving,
labor-using technologies that

are generally most appropriate

for the small fanns, small busi-

nesses, and small incanes of the

poox) ?

scimulate £low of information
on new technology. The

project will also assist in
Eglicy development axd pramotion
order to decentralize econamic
opportunities.

No direct effect planned.

Project will accelarate invest-
ment pramotion in areas of
agro-industry in order to
benafit the small farmer and
will strengthen efforts to
decentralize econamic opportu-
nities.

No differential effect on
wanen 13 foreseen.

N/A.



Ce

d.

 FAA Sec. l10(a). Will
e mcfpuné caintry

provide at laast 25% of
the ccats of the program,
projece, or activity with
respect to which the assie-
tance ia to ba furnished
(or has tns lattas cadt-
sharing recuirement teen
waived uncar Sec. 124(d)
for a “relatively least-
davelcped" country)?

FAA Sec. 110(hb) Will
grant capital assistance
be dishursed for project
over more than 3 years?
If so, has justification
satisfactory to Congress
been made, and efforts
for other financing or is
recipient cauntry "rela-
tively least caveloped?®

FAA Sac. 24l(b). Desccibe
extent to wnich prcgram
recognizas tha pacticular
meeds, Mmsires, and capac-
fities of the peopla of the
cauntry; utiliaes tme cain-
tzy's intellectial develop-
ment; and sugports civic
edication and training in
skills require for cffec-
tive participation in
govarmmantal and pclitical
processas a3santial to
self-governmnt.

FAA Ssc. 122(v). Does tha
ac y glwe 1easonaoin
promise of contzibuting vo
the develogmnt of econamic
rescurces, or to tha incase
of praductive capacities arg
self-sustaining econaulc
gromth?

Yes.

281(b) The project is consistant

122(d)

with the [IG's own develop~
meht plans and will assist
ths G in increasing
private investment in
Thailand's productive
sector.

Yes, oconanic growth will
incrvasse ag a result of
1dantification and davelopment
of viable industry options for.
Tha‘lard and as a result of
{rcroasad emrployment
oprortunities.



2. Dava

onent A33i.3Lce Projct

Triteria (Louns Only)

()

(b)

FAA Scc 122(b). Information

and conclusion on capacity N/A
of the country to repay

tne loan, including

reasonablcinss of repay-

ment prospests.

FAA Sec. 620(d) . 1If as- N/A
s{stance 15 tcr any pro-
ductive entorvrise whicn
will camote in the U.S.
with U.S. enterprise, is
there an agrezmant oy the
recipient country to pra=-
vent expocc to te .S,
of more tian 20% of te
enterprise's anmeal pro-
duction during th: lite
of the loan?

3. Project Criteria Solay for

Yonomic Suppor - fund

(a)

FAA Sec. 531(a). Will N/A.
‘this assictarce support ot

promota econondc or

political otebility?

To the extan: Dwoiible,

doas it refleoct L

(@)

policy direcuony ot
section 0.7

PAA Sec. 533. Will WA,
aséistance unxlar tus

choflnr Lo used for

military, uc pacanulyr-

tary activities?
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SUBJ! PRIVATE SECTOR IN DEVELORMENT PROJECT
NO, 493-81329

USAID HAS RECEIVED OFFICIAL REOUVEST FOR SUBJECT
PROJECT. YEXT OF LETTER DATED FEBRUARY 1, 1983 FOLLOWSE:

DEAR MR, HALLIGAN:

I wISH TO THANK YOU FOR YOUR LETTER OF JANUARY 19, 198)3,
CONCERNING THE REVISED PROJECT PAPER “PRIVATE SECTOR 1IN
DEVELOPMENT™ FOR NESDB' S CONSIDERATION.

THIS REVISED PROJECT, A5 NESO® HAS REVIEWED THROUGH IT,
STILL RETAINS THE PRIMARY OBJECTIVES AND HAJOR wORKING
SCHEMEZZ OF THE ORIGINAL PROJECT wHICH WERE APPRAQOVED BY
THE JOINT PUBLIC-PRIVATE CONSULTATIVE COMMITTEE ON
AUGUST 168, 1982,

BY THE VIRTUE OF 1Y% NATURE, w€, THEZREFORE, WwWOULD LIKE
TO REOUEST FROM USAID A CRANT OF US $ 3.5 MILION POR
FUNDING ASSISTANCE TO THIS HEVISED PROJECT.

1T wOULD BE VERY MUCKH APPRECIATED IF YOU wOULD GIVE A
KIND CONSIDERATION ONM OUR RECUESTY AT YOUR CARLIESRT
CONVENIENCL. wi ALSO LOOr FORWAND 10 wORriING CLOSELY
wITH YOU AND YOUR STAFF FOR A SUCCESS OF THIS VERY
IMPORTANT PROJECT, SINCERELY YOURS, SIONED SnOM UNAKUL,
SECRETARY GENERAL, NE SDO. DEAN

UNCLASS IF IED
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1.

ANNEX 1X

PROJECT COST ESTIMATES (AID)

Investment Analysis and Promotion $2,551,000
a. One U.S. Consultant for 3 years 538,000
- Salary and support - See Table IX 517,000
- Project car and shiprent of same 9,500

b.

c.

. d.

- International travel for consultations (assume
equivalent of four trips to U.S. including per diem) 12,000

One Thai consultant for 3 years plus local costs

associated with la above 143,000
- Remuneration 35,000 x 3 105,000
- Driver for project car $200 x 36 months 7,200
- Yehicle maintenance, insurance and operating costs 7,000
- In-country travel, per diem, and misc. 23,800
Local Investment Surveys 200,000

Assumes 10 {nvestment opportunity surveys focused
on rural employment generating industries based
on natural resources producing primarily for export

Thai Promotional Support Program $500,000

Includes offices and office support for U.S. and

Thai consultant, full time person to develop local

business contacts, organization and implementation of
investment seminars, preparation and distribution of
{nvestment newsletter, assistance to BOl {investment follow up.

U.S. based investment promotion effort 1,000,000

Includes broad range of activities necessary to
carry out a targetted investment promotion
cempaign such as analysis of currunt promot{ion
efforts and effectiveness, use of computer to
locate and screen {nvestors, preparation and
dissemination of promotional materials, seminars

Pravious Page Blank



Annex IX

for Thais going to U.S. and for potential U.S.
investors. Envisions equivalent of at least one
full time U.S. professional.

Contract coordination and administration support

Overall contract administration by senior
representative of consulting fim including

estimated four trips to Thafland during 1ife of project.

2. Strengthen Private Sector Dialogue with RTG

b.

d.

3.. U.S.

Salaries of analysts/planners
Two people x $20,000/yr x 3 yrs.
One person x $26,700/yr. x 3 yrs.
Policy and requlatory studies

Assumes 40 studies will be carried out over life of
project with equivalent support from private sector.

Facilities and Equipment

Mi scellaneous office furnishings and equipment
PSCC Inftiatives

A fund to support initiatives of the Joint Public
Private Sector Comittee beyond normal operating
expenses such as seninars, workshops, speakers,
regional meetings etc.

Thai Private Sector Linkage

Staff for Thai JACC Office:

-Agribusiness specialist $1,100/m0. x 3
-Secretary/Adnin, Asst. $550/mo. x 36

-Assistant $433/mo. x 16

‘. :Vﬂuation

U.S. and Yocal expertise to carry out project

evaluations, includes funding for in-country workshops.

B, Contingency

Previous Page Blank

$170,000

460,000
200,000

200,000

10,000

50,000

75,000

65,000

$349,000



1.
2.
3.
‘.
5.
6.
7.

8.
9.

10.
1.
12.
13.

TARLE_IX

Estimate of Costs for Private Sector Contract
as of December 31,1982

Cost Category

Salary

FICA

Post Differential
Temporary Lodging
Living Qtrs. Allow.
Education Allow.
Travel

International Tvl.
Excess Baggage

R & R (Hong Kong)
Transporation/Stge
Air Freight -700 1bs
Sea Freight - 5,000 1bs
Storage - 7,500 1bs
Car shipment
Insurance

Physical Exams
Communications

Misc. Expenses

Total Cost

OVERHEAD
YEARLY COST

Previous Page Blonk

Year ) Year 2 Year 3 Total
60,000 63,000 66,150  $189,150
2,131 2,131 2,857 7,119
6,000 6,300 3,550 15,850
3,660 3,720 7,360
10,000 11,400 10,970 32,370
8,800 7,480 8,240 24,520
5,600 6,400 12,000
200 300 500
1,800 1,800 3,600
1,750 2,100 3,850
7,500 9,750 17,250
575 625 700 1,900
2,600 2,800 5,300
200 200 200 600
400 400 800
1,200 1,500 1,800 4,500
400 200 400 1,000
$112,716  $94,636  $120,337 _$327,689
60,000 63,000 66,150 189,150
$172,716 $157,636  $106,487 _$516,839

Prapared by O/FIN -JWC

1/4/83

116,



Notes on Cost Estimate

1. Salary - Basic salary information supplied by Mr. J. Evans.,

2. FICA - Based on FICA tables for CY 83/84/85. Cy 83/84 6.7% of basic
salary to a $31,800 limit; 7.5% to $38,100 in CY 85.

3. Post differential - 10% of base salary to a limit of $69,700 - 1imit
prescribed by American Embassy Bulletin dated 12/28/82. Contractor will
be stationed in Bangkok.

4. Temporary Lodging - Based on the assumption that contractor will have

wife and two teen aged children. Two hotel rooms will be necessary.

Therefore, $49 a day for each hotel room plus $24 ($6 per person) for
supplementary TLA equals $122 a day times 30 days = $3,660. Because of

the increase in supply of hotel rooms budgeting $50 a day for each hotel

;oo? on departure plus supplementary allowance of $24 times 30 days or
3,720,

5. Living Quarters Allowance calculated upon LQA in effect at the
present time (Ref Standardized Regulations) plus an increase of 10% each
year

6. Education Allowance budgeted on the basis of two teen age children at
$4,400 for the first year which includes a registration fee of $900.
Budget a 10% increase in basic tuition for years two and three.

7. Travel costs $1,300 one way to Bangkok from the U.S. plus $100 for
the layover enroute to post. Cost on departure $1,500 return ticket to
U.S. plus $100 for layover enroute %o U.S. Excess baggage costs budgeted
at $200 for first year and $300 upon departure (guesstimates).

8. Rest & Recrecation costs budgeted based on four full fare economy
tickets to Hong Kong in the first and second year. No home leave
provided under the contract. Two R&Rs during a three year tour,

9. Review of current charges indicate that air freight costs $2.75 a 1b
from the U.S while sea freight is $1.50 a 1b. These costs include
packing and unpacking and shipping and delivery to the carrier. Costs of
shipping a car from the U.S. are actual based upon B. Viragh and J.
Conje charges. Stcrage charges based on estimates we have used in the
past.

10. Costs slightly higher than $175 that have been allowed in the past
11. Physical exams ~f $100 a person.

12. Zommunications include telephonc and telegraphic charges. Contractor
will have to in communication with hcad office.

13. Miscellancous expenscs fnclude inno.ulations, visas, passport costs
and sundry ecxpenses which may arise.

OVERHEAD expenses are calculated on 100% of base salary - see
project officer's handbook for basis of this estimate,
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UNITED STATES GOVERNMENT

Memorandum

TQ « [istribuction

ASIA/PD, G. R. van Raalte ?éZ/’

IUBJECT:  ASIA Project Advisory Committee (APAC) Meating
Burma Primary Health Care II PP (482-0004)

SATE:  April 21, 1983

FROM

You are invited to attend the APAC meeting on Thursday, April 28 at
3:00 in the ASIA/PD Conference Room (enter through Room 3318).

The Issues Paper is attached for your review.

Attachments:

A. Issues Paper
B. ® = Project Paper and Annexes

piatr‘bution:

AAJASIA:CGreenleaf, EStaples*, JEsposito®
ASIA/TR:Alankins*, WColdman, EMuniak, HRice®*
ASIA/DP:LSmucker, ASilver, SPines
ASIA/PTB:DBarrett, CPenndorf, TKellermann
GC/ASTA:S5Tisa, SAllen

PPC/PDPR/HR:MLewis

PPC/PDPR:LBlafr (6)

ST/H:CGCurlin, DFarguson

SAA/ST:NBrady (3)

ST/1T:LMogannan

SER/COM: SKinsley

SER/CM/ROD:PHovley

LEG/CLS :DHarrill

BIFAD/S/RD:JOwals

STATE/EA:AAlbreche®

OMB:International Affairs/Ecou®
NANEAP/PD:Director®

OPTC/PDiDicrector®
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