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_U.S. AGENCY FOR INTERNATIONAL DEVELOPMENT 
USAID THAILAND 

BANGKOK. THAILAND 

CABLE: USAID THAILAND 
TELEPHONE: 252.8191-9 

PROJECT AUTHORTZATION
 

Rural Industries and Employment

KINGDOM OF THAILAND 


Project No. 493-0343
 

Pursuant to Section 103 of the Foreign Assistance 
Act (FAA) of 1961,
 

Industries and Employment
1. 
amended, I hereby authorize the Rural 
as 


Project (the "Project") for the Kingdom of Thailand 
(the Cooperating
 

Country) involving planned obligations of not to exceed 

$14.1 million in grant funds over a three year 
period from date of
 

authorization, subject to the availability of funds in accordance
 

to help in financing certain 
with the A.I.D. OYB/allotment process, 

The 
foreign exchange and local currency costs for the Project. 


planned life of the Proiect is ten (10) years from the date of 

initial obligation. 

of the Project is to contribute to the 
promotion of rural
 

2. The goal 
 Its purpose
incomes in Thailand.
employment and increased rural 
facilitate the sustained expansion 

of small-scale industrial
 
is to The Project includes
 
development outside the greater Bangkok 

area. 


a Small Industries Guarantee Facility,
 seven activities: 

Training for Rural Entrepreneurs, Technical Assistance 

for Rural
 

Entrepreneurs, Strengthening of Rural Business Associations, an
 

Information Services Unit, Joint Public/Private 
Sector Dialogue,
 

Policy Studies and Evaluation.
 

The Project Agreement which may be negotiated and executed by the
 
3. 


officer to whom such authority is
delegated in accordance with
 

be subjectof Authority shall 
A.I.D. regulations and Delegations 

terms and covenants and major conditions,
 to the following essential 


together with such other terms and 
conditions as A.I.D. may deem
 

appropriate:
 

shipping, financed
 
(a) Goods and services, except 

for ocean 


by A.I.D. under the Project shall have their source and
 

origin in the Cooperating Country 
or in the United States,
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except as A.I.D. may otherwise agree in writing. Except

for ocean shipping, the suppliers of commodities or
 
services shall have the Cooperating Country or the United
 
States as their place of nationality, except as A.I.D.
 
may otherwise agree in writing. Ocean shipping financed
 
by A.I.D. under the Project shall, except as A.I.D. may
 
otherwise agree in writing, be financed only on vessels
 
under flag registry of the United States.
 

Signature : Ice
 
/John R. Eriksson
 

Director
 

/Y Date
 

Clearances: Initial Date
 

O/PERE:JEvans. __ _ __ _ _ I 
O/PRO:EPloch 7 r___ 
O/FIN:TFallon ___"_______ 

DD :LTwentyman 
RLA:BMiller (phone) 8/26/6b 



I. Summary and Recommendations:
 

A. Recommendation
 

It is recommended that a grant of $14,100,000 be authorized 

for this project with $11,150,000 provided in FY-86 and $2,950,000 provided 

in future fiscal years subject to the availability to AID of funds for this 
afunds should be available for financingactivity. Such future year 

Industry Guaranty
portion of the first component of the project, the Small 

Facility. 

B. Summary Description
 

,The goal of this project is to increase rural employment and
 

the project is sustained expansion of town

rural income. The purpose of 


The project contains
based industries outside the greater Bangkok area.1/ 

alleviate the constraints to the establishment
eight components designed to 


or expansion of such industries. The components are: 1) a Small Industries
 

Fund to be managed by the Industrial Finance CorporationCredit Guarantee 
of Thailand (IFCT) ($8.3 million); 2) an information Services Unit to be
 

managed by the Ministry of industries' Department of Industrial Promotion 

($1.0 million); 3) Training fer Rural Entrepreneurs to be administered 

by the Institute for Management Education in Thailand Foundation (IMET) 

Assistance for Rural Entrepreneurs to be
 
($1.6 million); 4) Technical 


Corps (IESC) and by IMET
provided by the International Executive Service 

Executive Service Corps ($700,000);

through the establishment of a Thai 


Business Associations to be implemented hy the

5) Strengthening Rural 


Chamber of Commerce and the Association of Tnai industries ($50C,000);

Thai 

6) Joint Public Private Dialocue to oe managed by the National Social 

to be
and Economic Development Boara ($300,000); 7) Policy studies 


($l.C million); and 8) Evaluation,
implemented in association with NESDB 

It is anticipate6 that funding


Monitoring, arid Contingencies ($700,00U). 

be provided through separate project aQreements
for these activities will 


The project life is ten years, however,
with IFCT, IMEI, IESC, and DTEC. 

six years
 

it is expected that all project activities will be completed in 


except for payments under the guarantee fund for possible defaults on
 

guaranteed loans.
 

C. Issues
 

There are no outstanding issues. Issues which arose during
 

project design and the resolution of those issues is noted below.
 

and the

I/ The Greater Bangkok area includes Bangkok, Thon Buri, 


Samut Sakhon, ,akhon Pathom, Nonthaburi,provinces Samut Prakan, 
and Pathum Thani.
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1. 	Issue: ANE's PID approval cable noted that this project
 
shouTd be a prime target for affording Gray Amendment
 
firms procurement opportunities and directed that the PP
 
procurement plan focus on this point and if necessary
 
provide for AID direct contracting to permit Gray Amendment
 
firms to participate.
 

Resclution: Project design provides for AID Direct
 
contractirg for a firm to coordinate and subcontract policy
 
studies and for a firm to carry out evaluations of the 
project. These actions are expected to result in contracts
 
with 	Gray Amendment firms totaling $1.4 million. 

2. 	 Issue: ANE approved te PIC. but only provided conditional
 
approval of trhe grant financed guarantee fund component of
 
the project. This approval was conditioned on the Mission
 
demonstrating innovative r,; chanisms for substantial policy 
reforms. The purpose of these reforms was to allow 
commercial banks to cover the costs of lending to target 
borrowers during and after the project. ANE indicated that 
this could be accomplished through higher loan interest 
rates or guarantee fees covering both administrative costs 
and risk of defaults for both lender and guarantor. The 
Mission's planned approach to accc,niplish these policy 
reforms must be concurred in by AID/W before the Mission 
authorizes the project.
 

Resolution: USAIb advised AID/W that USAIG had initiated
 
a policy dialogue with the Bank of Thailand (BOT) on policy
 
reform and rn the question of appropriate interest rates
 
and guarantee fees. The BOT has recently implemented
 
policies that move in the direction sought by AID/W and
 
BOT is agreeable to continuing the plicy dialogue and
 
considering further policy modifications as the project
 
unfolds. To provide better information on administrative
 
costs and appropriate spreads USAIU plans that one of the
 
first studies under the project will focus on this area.
 

The policies agreed to and implemented by BOT which will
 
impact favorably on this project are that the guarantee
 
facility can charge participating banks a guarantee fee
 
of 1 112,0 per year on the amounts auaranteed which the
 
banks can pass on to borrowers over and above the interest
 
rate ceiling; and that in contrast to previous BOT policy,
 
BOT and the uanks have agreed to lower deposit rates
 
across the Board by approximately IA Without requiring
 
a corresponding reduction in the maximum lending rate.
 
Tiis remains at 15%4
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The impact of these reforms has been to significantly
 

increase the spread between banks' cost of funds and the
 

Barring further reductions in
can earn.
interest banks 

the deposit rate the cost of funds is expected to he about
 

This leaves a spread of 9 1/2% for loans which will be
7%. 

cover administrative
made under the guarantee facility to 


Neither USAID nor the Bank of Thailand can
and risk costs. 

be sufficient to induce
be certain that this spread will 


lending to rural 
be
 

industries and it is likely to be sometime
 

before better judgments on an appropriate spread can 


This is because research into financing for small
made. 

industries indicates that only over time and with
 

such clients
experience will bank increase lending to 


primarily because of the inexperience of bank staff and
 

tile reluctance of bank branches to hold perceived risky
 

portfolios even if overall bank interest receipts make up
 

for many small losses.
 

It is clear, however, that the current spread does
 

provide scope for such lending because available evidence
 

indicates that bank administrative costs for lending to
 

the order of 6%, leaving 2% for
on 

any oefault costs Je banks will incur and 1 1/2K for
 

administrative and default costs of the guarantee
 

facility. In a6dition, current loans for super prime
 

small industries are 


(those tnat can borrow internationally through
customers 

- 92, and prime customers
local banks) are available at 8 


- 3% for 
are paying 12 - 130, leaving a further gap of 2 


riskier borrowers.
 

It is unlikely that the 1 1/20, fee banks will charge and
 
cover administrative
 pay into the guarantee facility will 


costs of the auarantee facility and defaults under the
 

facility initially, because theory and practice 
in other
 

default rates.
 guarantee funds indicates high initial 

fee on $6 million for 4 year term loans with
 However, this 


repayment of principal would
 
a grace period of 1 year on 


be sufficient to cover administrative costs of about
 
It is not
$20,000/year and a default rate of about 4%. 


possible obviously at this point to determine whether
 

guarantee fund administrative costs and default rates can
 
but'these rates do
eventually stabilize at this level 


administrative costs
 appear attainable given that. initial 


are estimated at $40,00/year and current default 
rates for
 

loans in the better managed commercial banks

traditional 

are reported to be less than 2%..
 

The Bank of Thailand has agreed to continue to monitor
 

the impact of the current spread on lending and in
 

particular to consider adjustments in the guarantee fee
 

based on experience under this project.
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The USAID Mission believes that the current interest rate
 
policy represents considerable progress on policy reform
 
especially when several further factors are considered.
 
These factors are: (a) the political climate (national
 
elections are scheduled for July 27) which certainly
 
inhibits any inclination Thai authorities might have to
 
raise the interest rate ceiling when interest rates are
 
declining; (b) a BOT concern that given imperfect
 
competition between banks, the absence of an interest rate
 
ceilina could lead to artifically high interest rates on
 
loans; (c)the very positive interest rate structure that
 
now exists given that inflation is less than 3,; (d)Bank
 
disinterest in pushing for removal of the interest rate
 
ceiling; and finally (e)a general awareness among

prominent Thai and foreign economists that while in theory
 
the market will determine appropriate interest rates, in
 
practice the financial markets especially in LDC's work 
neither smoothly nor quickly with the possible result 
that high institutional rates of interest push some 
borrowers into the informal credit market or out of the 
credit market altogether, resulting in less overall 
investment. 

. Issue: ANE's PID review, while noting the validity 
of grant financing if the guarantee facility was 
accompanied by innovative mechanisms for policy reform 
and while approving the other project components did 
state that the use of grant funds must be justified 
against the criteria for grant financing in AID's
"guidelines on the terms of AID" which were provided to 
USAID in 85 STATE 178281. In essence these guidelines
 
provided that assistance to countries like Thailand
 
should be loan financed except under certain
 
circumstances. Two of the exception criteria pertinent 
to this project are: a) an activity involves nighly
 
innovative concepts, techniques, or procedures which
 
characterize it as a pilot or demonstration project;
 
b) an activity entails a high level of risk for the
 
recipient country because of uncertain outcome or
 
unproven technologies.
 

Resolution: This project satisfies both criteria. The 
concept of a streamlined guarantee facility for loans to 
the target audience, dependent to a major extent on the 
full faith and credit of indigenous banks is unique in 
Thailand and most, if not all, LDC's. Thus the concept,

techniques, and procedures for the facility are highly 
innovative. The project's guarantee facility is also at a
 
demonstration or pilot level since it will guarantee only
 
211 million baht in lending of a perceived unmet lending
 
demand of 8 billion baht. Also AID's financing procedure
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is unique in that disbursements will only be made in case
 
of default. The net effect of this will be to return 
substantial unexpended funds to the U.S. Treasury. 
Finally, the guarantee facility entails a high level of 
risk 	to the recipient country or presumed borrower. 
Calculations indicate that if the default rate exceeds 20 ­
300A it would be financially unsound for Thailand to borrow
 

funds even at AID's concessional rates to finance the
 

guarantee facility. It is not expected that this default
 

rate will be exceeded over the life of the project but this
 

innovative guarantee mechanism is untested and high default
 

rates are not uncommon for guarantee facilities in LDC's.
 

4. 	 Issue: AID policies provide in essence that certain AID
 

procurment policies apply to the procurement of goods and
 

services with AID funds made available to intermediate
 

credit institutions. The basic case to which this policy
 

applies is when AID lends funds to a lending institution
 

which on-lends those funds to borrowers. Under the
 

proposed project no funds are being providing for
 

on-lending, instead the project will finance a guarantee
 

facility under which banks will receive payments if their 

borrowers default on loan payments. Therefore, it would 

appear that AID's policies with regard to procurement 

provisions and restrictions do not apply to this project. 

However, at the current time, the applicability of these 

ICI provisions (which are described in HB 1 Sup B, 
Chapter 19) to this project are uncertain.
 

Resolution: Our RLA is seeking a GC opinion on
 

ti-i-ss ue. AID's procurement requirements and 

restrictions will apply to loans guaranteed under
 

this 	project to the extent they are applicable.
 

5. 	 Issue: The procedures for financing the guarantee facility
 
casethrough L/COM1,Is which will only be drawn down in the 

of defaults are likely to result in a significant apparent
 

pipeline. Normally a large pipeline is considered to
 

indicate a lack of project progress.
 

Resolution: This situation was recognized when
 

AID/W approved the PID for this project. AID's
 

cable noted that "In effect we have determined
PID approval 

that it is preferable to have a substantial pipeline of
 

unliquidated obligations than to have disbursed into the
 

baht guarantee fund far in advance and far in excess of
 

baht payment requirements ... To keep the pipeline as
 
small as possible, PP should provide for timely
 

deobligations as outstanding balances of guaranteed loans
 

are paid off." Project design provides for such
 

deobligations.
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II. Project Rationale and Description
 

1. Rationale
 

A. Perceived Problem
 

The Government of Thailand anticipates that employment
 
generation will be one of the major problems facing Thai economic
 
development in the medium term. While fertility has been declining rapidly
 
in the past decade and is expected to continue to fall, the high fertility
 
and survival rates of the 1960s and earlier will translate into a rapid
 
increase in the size of the labor force in the years ahead and in potential
 
new family formation. Employment is estimated to be growing by 2.4 
annually, compared to 3 growth in the labor force. Agricultural employment 
growth is down to around l and declining. Open unemployment among 
university graduates is already severe. In addition, seasonal unemployment 
of women is already severe and in the future, unemployment among women is 
expected to be higher than for men. The emergence of an employment problem 
will present a sharp contrast with the labor market conditions of the past. 
The traditional escape value -- pushing back the lano frontier -- is 
virtually gone. The more recent escape valve -- several hundred thousand 
migrant workers in the Middle East and elsewhere -- may continue to employ 
the numbers already there but recently these numbers appear to be 
declining. Further, a decline in Middle East development activity could 
add substantially tQ the numbers of skilled and unskilled laborers returning 
to rural areas. 

It is important to understand the ambiguity of applying 
standard notions of employment and unemployment. With very little observed 
open unemployment (a little more than I%), any residual between formal 
job growth (in manufacturing and services) and labor force growth must be 
absorbed in agriculture or the informal services sector. (The picture is
 
further complicated by the seasonal swings and the much greater difficulty 
in an agricultural economy of defining involuntary idleness). Thus,
 
agriculture sector empleyment will continue to grow as required, but at a 
cost of declining marginal productivity due to a combination of (a) further
 
expansion of cultivation into very marginal lands, and (b) rising disguised
 
unemployment as the land/labor ratio declines in settled areas.
 
Similarly, in the informal services sector, more employment can be absorbed
 
by increasing division of micro retailing and other occupations. At an
 
aggregatc level these outlets for new job-seekers will keep official
 
unemployment rates relatively low, but at the cost of restraining growth 
in per capita income on family farms and depressing wage rates. In sum,
 
without more rapid growth of labor-intensive agricultural intensification
 
along with labor-intensive growth in industry and services, real wages
 
(especially for the unskilled) will stagnate if not decline and regional
 
income inequalities begin to widen again after a long period of narrowina.
 

Rural industrialization can absorb underemployed rural
 
labor and increase rural wages. To a large extent this industrialization
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is dependent upon increased rural demand arising from increased income
 

from agricultural production or specialized crop production resulting from
 

agricultural intensification. At the same time certain types of rural
 

industrialization can help promote intensified agricultural production and
 

For example, more efficient local industries
increased agricultural income. 

can reduce agricultural production
serving local agricultural requirements 


costs resulting in increased discretionary income to increase demand for
 

other locally produced consumer goods.
 

Small 	scale town-based industries such as those producing
 

consumer goods, while also dependent on the growth
agricultural and local 

of rural incomes, offer extensive possibilities for increased employment
 

and incomes because such industries are numerous and widespread (in 1980
 

there were about 17,000 such registered industries outside the greater
 

Bangkok area excluding rice mills and ice plants) and because of the
 

extensive involvement of women as owners and operators of small rural
 
are the
industries. Major constraints to the expansion of these industries 


high cost of credit, outdated technology and procedures, lack of market
 

information and the lack of management expertise.
 

Finally, appropriate government policies and regulations
 

will continue to be necessary to stimulate rural industrialization and
 

better cooperation within the rural private sector and between the private
 
scale industries
and public sectors will strengthen the capability of small 


to solve local problems and affect national policy.
 

This Rural Industries and Employment project will assist
 
industry expansion by: supporting
in alleviating these constraints to small 


industries, establishing an
a guarantee facility for loans to small 

technology and market information to
Information Services Unit to funnel 


rural industries and information about the capabilities of such industries
 

to larger markets, providing technical assistance to small industries,
 

providing training for rural entrepreneurs, strengthening rural business
 

associations and the dialogue between the public and private sector, and
 

studies on national issues affecting the
by supporting a series of policy 

These 	activities will
development and expansion of rural industries. be
 

carried out primarily by the private sector.
 

B. Conformity with Recipient Country Strateg/Program
 

Economic and.Social Development
Thailand's Sixth National 


Plan (1987-91) will have employment as a central concern and will assign
 

high priority to promoting rural industries as a means to stimulate rural
 
a request by the
employment. The proposed project is a direct response to 


next five years be
RTG that a major emphasis of AiD's program during the 


on rural employment and industries. In support of a program of rural
 

employment and income generation the RTG is continuing to adjust policies
 

and programs to strengthen rural growth. These efforts cover a broad
 

range of activities including devaluing the Baht, rationalizing tariffs,
 

limiting the size of overdraft privileges for clients of commercial bank;,
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streamlining Board of Investment approval procedures for smaller projects,

supporting the relationship of farmers on irrigation systems to
agro-processing facilities, expanding the dialogue between the public

and private sectors to rural areas, and encouraging the formation of
associations of private sector firms in the provinces. 
 While all these

efforts and a variety of other activities being studied or developed will
 support attainment of the proposed project's purpose and goal, 
there is no

specific action that the RTG must take for the project to succeed. 
 However,
appropriate private sector policies are 
important to achieving project

success. Most important among these policies 
are a willingness by the

commercial 
banks to balance collateral loan requirements against

consideration of borrower project viability and a willingness by banks
 
to make a concerted effort to increase term lending for small 
town based

industries and to increase and train staff to carry out such 
a program.
There is sufficient indication that under this project banks 
are willing

to make this effort for project development to proceed.
 

C. Relationship to AID Strategy Statement
 

The proposed project is 
one of four projects (Science and
Technology for Development, Emerging Problems in Development II, Natural

Resource Management) which form the bulk of the Mission's planned loan and
grant program for the CDSS period. These projects are all geared to address

problems appropriate for Thailand's 
status as an emerging middle income
 
country. The Science and Technology Project has the potential 
to provide
significant support to attaining 
the purpose of this Rural Industries and

Employment project because research 
funded by that project is expected

to lead to the expansion of larger industries and the start-up of 
new
industries which are likely to 
require inputs from smaller industries, and
because quality control information on domestic and export markets and the

Technology Information Access Center under the 
S& project will provide

information which can be adapted for smaller rural 
industries. In addition,

the various activities to be undertaken under EPD II will 
support this

project as they lead to overall 
improvements in the economy and a better
 
environment for business 
in general.
 

2. Project Description
 

A. Project Goal and Purpose
 

The sector goal 
to which the project will contribute
 
is to increase rural employment and rural income. 
 The purpose of

the project is sustained expansion of town based industries outside the
greater Bangkok area. Achieving the project purpos,_ will 
contribute to

attaining the sector goal 
through thf jobs and income generation that

will occur directly as a result of 
Lhe project, and through the continuing
impact of: increased credit for rural 
business which will result from
 
institutionalizing within the banking sector a positive program of loans
 
to rural industries; improved small 
business management because of the

training provided unaer the project; continuing small business access 
to
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information and technical assistance due to project supported initiatives;
 
and stronger rural business associations and enhanced public/private sector
 

dialogue supported under the project.
 

B. Project Elements 

This project has eight components or elements. These are:
 

1)a Small Industries Guarantee Facility (SIGF) to be managed by the
 

Industrial Finance Corporation of Thailand (IFCT) under which AID will
 

finance guarantees for 50% of the value of loans for small rural industries
 
made by participating banks, a portion of the administrative costs of
 

operating the guarantee facility, and the cost of a review of a sampling 
of loan borrowers; 2) an Information Services Unit (ISU) in the Ministry
 

(DIP) which will provideof Industries' Department of industrial Promotion 
technical and market information to small rural entrepreneurs and for which 
AID will finance staff, operating expenses, material, travel and per diem, 
workshops and meetings, equipment and computers, vehicles, and technical
 
assistance; 3) training for rural entrepreneurs which will be administered
 
by the Institute for Management Education in Thailand (IMET) and for which 
AID will finance staff, operating expenses, overhead, materials, and the 
cost; of the training; 4) technical assistance for rural entrepreneurs which 

will be provided by the Intprnational Executive Service Corps (IESC) and by 

a Thai Executive Service Corps TESC) to be set up under and managed by IMET 

and for which AID will finance staff, operating expenses, overhead, and a 

portion of volunteer expenses for travel and per diem and in the case of
 

TESC, an honorarium for volunteers; 5) strengthening Rural Business
 
per diem,
Associations under which AID will finance staff, overhead, travel, 


seminars, workshops, training, and vehicles to enable the Association of
 
Chamber of Commerce TCC) to strengthen
Thai Industries (ATI) and the Thai 


their rural affiliates and expand their services for small industries;
 
6) Joint Public Private Sector Dialogue for which AID will fund staff,
 

operating expenses, travel and per diem, workshops and seminars to assist
 
the National Economic and Social Development Board (NESDB), the Secretariat 
of the Joint Public Private Sector Consultative Committee, and the Joint 
Standing Committee of Trade and Industry to expand and strengthen the 

7) policy
dialogue between the public and private sectors in rural areas; 

studies of issues affecting the expansion of rural industries and data
 
collection to suppo, such studies under a program to be coordinated b)
 
NESDB and for which AID will fund the cost of the study program; and
 

8) project evaluation monitoring and coordination for which the proj2ct will
 

fund a local consultant for DTEC. The project also includes a contingency
 
fund to support the above project elements and other activities which may
 
be appropriate to attain the project's purpose and goal. These project
 

elements are described below. The description of the project elements is
 
and andfollowed by a summary of the project inputs the expected outputs 

achievements of the project (pps 18-20, able 1). 
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1) Small Industry Guarantee Facility (SIGF), $8.3 million 

A major constraint to the expansion of small
industries is their lack of access to 
credit from the banking sector.
As a result, funds for business expansion must come 
from the owner's equity,
friends and relatives, and money lenders. 
 This results in at best, delays
in expansion and it inhibits the chances for successful endeavors because of
the high rates of interest such small producers must pay. 
 Bank reluctance
to 
lend to such producers results from bank inexperience in dealing with
them, a perception that such lending entails high risks, 
an unwillingness
to lend on 
the basis of project appraisal, and therefore a high collateral
requirement which many small 
producers 
are unable to provide.
 

To alleviate this constraint the project will
funding to provide
guarantee 50 per cent of loans of $38,000 (Baht 1 million) or
less to industries with less than 
 200,000 (Baht 5 million) in net fixed
assets which 
are located outside the greater Bangkok area. 
 Banks, in turn
will be required to limit the collateral required for loans qualifying forguarantees 
to half of that which is now required and to provide term loans
with a grace period. 

As a result of a review of 
the operations and results
of guarantee facilities in Thailand and in other countries this guarantee
facility has been designed to operate in a streamlined fashion in order to
minimize the facilities' overhead and the participating banks'

administrative costs 
in availing themselves of the guarantees.
 

The facility will be managed by the Industrial Finance
Corporation of Thailand as 
a second window to the existing Small Industry
Credit Guarantee Fund (SICGF) it already manages. 
 This existing fund is
supported by contributions of banks and the RTG and 
is targetted at larger
rural 
industries and Bangkok industries with less than $400,000

(Baht 10 million) in net 
fixed assets.
 

The operations of the existing SICGF are
complex than those planned for second far morethe window supported by this project.Among the requirements for the existing guarantee fund are a lengthyapplication by banks detailina aspects of the project to be supported
by its loan; in most cases, an independent review by 
fund staff of the
borrower's project; 
and deferral of payment in 
case of default until
there is a court order permitting the bank 
to move against the borrower's
collateral. 
 These procedures may be appropriate and practical
guarantees for larger loans 
for
 

in rural areas 
and for loans in Bangkok where
there is ready access to borrowers, but they have inhibited bank 
interest
in the existing facility and they are not practical for guarantees forsmaller loans in rural 
areas because they would entail 
excessive overhead
and administrative costs as 
well as the 
delays in approval of guarantees
and default payments which are present in the current scheme.
 



The project supported SIGF will operate quite

differently. The guarantee application will be no longer than one page

and will primarily consist of a certification by the bank that the 
sub-loan meets SIGF criteria, the amount of the guarantee and loan, and
 
identification data on the borrower, type, and location of the project.

Facility management will not review the borrower's project, instead the
 
project finances an independent review of a sampling of projects after the
 
guarantee has been provided to insure that it complies with SIGF criteria.
 
Banks will be paid the guaranteed amount in the case of defaults at an
 
earlier time, e.g. when the bank moves for a court order against the
 
borrower.
 

Banks will pay a fee for the guarantee and harge
 
can be passed along to borrowers. The fee will accrue to the gua,
 
facility to go toward administrative costs and future defaults. Alu funds
 
to support the guarantee facility will be provided through direct letters of
 
commitment to IFCT which will be drawn down only in the case of defaults.
 
New guarantees can be issued for six years under the project but unless IFCT
 
assumes a contingent liability for paying part of the guaranteed amount,
 
the amount of guarantees outstan(ing cannot exceed the $8 million the
 
project will provide to back up such guarantees.
 

Letters of commitment will be reduced as old loans
 
are repaid, and increased as new guarantees are provided. The last letter
 
of commitment will terminate when the last guaranteed loan is repaid. This
 
will be not later than the project's PACD which is ten years after the date
 
the agreement is signed which in turn is approximately four years after the
 
last guarantee is issued. Banks would have to make a minimum of M16 million
 
in loans to fully utilize the AID financed guarantee facility. A larger
 
amount of loans is also possible because as loans are repaid funds backing
 
the guarantee for the old loans become available to back new guarantees.

It is anticipated that itwill require approximately 528 loans to fully
 
utilize the guarantees that would be offset by AID's funds because it is
 
assumed that the average value of loans will tend to be near the maximum
 
permitted under the program.
 

Banks participating in the program will include
 
IFCT and qualifying Thai commercial banks. It is expected that these banks
 
will be identified by the time the project agreement is signed. If they are
 
not, their identification will be a condition precedent to disbursement.
 

To support the guarantee facility the project will
 
provide AID financing fo" a portion of the administrative costs of managing
 
the facility and the costs of independent review of a sampling of sub-loans
 
in addition to the $8 million to back up guarantees. The administrative
 
costs will be paid on a lump sum basis periodically to IFCT based on an AID
 
approved proposal for these costs to be submitted by IFCT. The costs for
 
the independent review will be paid in accordance with a contract IFCT will
 
negotiate and AID will approve.
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2) Information Services Unit (ISU), 
$1.0 million
 

In addition to lack of appropriate financing, a
constraint to the growth of rural major
industries is their lack of access
information, to
They are relatively isolated by distance, language, culture,
and education from the world outside Thailand and to a large extent, from
the information available in Bangkok. 
 Although they receive some general
information from the mass media, few are 

relevant to 

readily able to access information
their marketing and technical problems.
 

A parallel problem is that outside groups with the
potential to benefit small 
enterprises are unaware of the problems of small
industries and the opportunities they offer to
at attractive prices. produce quality goods
Most of the groups have historically interacted
exclusively with business in Bangkok and its surrounding provinces.
a result, rural manufacturers miss out on 
As
 

subcontract, the opportunities to tender bids,produce specialty products, purrhase better inputs, and receivetraining and other services.
 

The project will speedsupporting the initiation of an 
this two-way linkage byInformation Services Unit (ISU) in the
Department of Industrial 
Promotion (DIP) of the Ministry of Industries.
 

The ISU's primary role will be to provide technical
and management information through its 
sector specialists to be located in
each region, to those industry groupings (agro-processing, wood and
furniture, construction materials, metal working and machinery, ceramics,
rubber products, and silk) which are already represented in rural 
areas
and which have significant potential 
to grow.
 

materials on 
ISU will produce and distribute general informationeach industry sector, process information requests from
individual entrepreneurs on 
specific interests, and provide data 
on
available services inmarketing, technology, training, finance and various
functional 
areas 
including those services which will be available through
the various other elements of this project.
 

ISU will 
In addition to providing services to entrepreneurs,
also provide information to
rural industries. other groups seeking information on
This will 
include information to commercial suppliers
and potential customers on the needs and 
resources of specific industries
and industry groupings, and information for policy makers on 
the problems
and status of the various industry sectors on which ISU will 
focus.
 

ISU will
unit which will 
provide these services through a headquarters
process requests, gather information and disseminate it 
to
the regions, and through a staff of 24 regionally based Sector Analysts who
will 
travel throughout their regions contacting individual manufacturers
and groups of manufacturers. 


contacting local 
These Sector Analysts will be assisted in
entrepreneurs by the Ministry of Industries' provincial
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industrial officers in each province. Staff will be mobilized partly by

transferring staff from existing divisions and partly by hiring new staff.
 

The project includes funding for vehicles, office
 
equipment, materials, computers, and limited technical assistance as well as
 
staff salaries and operating expenses.
 

3) Training for Rural Entrepreneurs, $1.6 million
 

Lack of management skills is one of the major
 
constraints to the expansion of small rural industries. To alleviate this
 
constraint this element of the project will provide management training for
 
rural entrepreneurs through short courses designed to expose then to modern
 
management principles and techniques applicable to small rural businesses.
 
The training programs will be managed by IMET which is a rion-profit tax
 
exempt foundation supported by AID and by contributions from the private
 
sector and they will be implemented by IMET through the private sector and
 
the business faculty of Thai universities.
 

Under the project, IMET, after consulting with AID
 
and the managers of the other project components, will determine the
 
location for each training program and its focus. IMET will then call for
 
proposals from the private sector and participating universities to carry
 
out the training, review and approve proposals, fund the training, and
 
monitor and evaluate the training programs. IMET will call for applications

for the training and participants will be selected by IMET with input as
 
appropriate from those involved in the other project components. IMET's
 
network of more 
than 3,000 former trainees is expecteu to be of considerable
 
assistance in encouraging applications for these training proqrams.
 

Under the project AID will finance IET overhead,
 
increased staff for IMET, operating expenses, the cost of the training
 
programs and their preparation, and workshops ana seminars for previous
 
trainees. The project also provides funds to increase the access of the
 
business faculty of regional universities to Bangkok based business and
 
management seminars.
 

During the period of this project, IMET will continue
 
to raise funds for its other programs by soliciting contributions from the
 
private sector and participants, by charging registration fees for training
 
programs including those which this project finances, and by soliciting
 
support from private businesses who wish their names to be associated with
 
these training programs. Funds so raised from the private sector will be
 
used to support other IMET training activities. The cumulative size of such
 
contributions is expected to enable IMET to be self-sustaining by the end of
 
the project.
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4) Technical Assistance for Rural Entrepreneurs, $700,000
 

a) Thai Executive Service Corps (TESC), ($400,000)
 

Along with improved financing, better
information, and management training, many small 
rural manufacturers would
benefit from technical assistance just as larger businesses benefit.
However, these rural 
firms have been reluctant to allow 'outsiders" to view
their business operations and have been extremely reluctant to pay for any
such assistance particularly since in its presently availablc forms it is
often relatively expensive. 
 The Department of Industrial Promotion has had
some success 
in providing this type of assistance to rural firms and will
continue such programs but DIP's efforts will continue to be limited by fund
availability and staff capability. 
 Instead, small Thai firms would gain
greater and more widespread benefits if they h~d access to 
and could become
comfortable using assistance frim the more developed private sector.
 

The International Executive Service Corps (IESC)
has a long history of successfully providing such private sector to 
private
sector assistance through the services of retired American executives for up
to three months to larger local firms on a cost sharing basis, and as notedbelow, IESC will 
play a role in this project. however, even 
the moderate
costs of an 
IESC executive volunteer are 
too high for a small firm to bear
and the IESC volu:,teer's skills are 
limited by the languaae barrier.
Furthermore, while IESC builds strong links between U.S. and Thai
businesses, they do 
not build the links between small rural firms and
the larger Thai 
firms in and around Bangkok.
 

Therefore, under this project, AID plans to
initiate a local equivalent of IESC, 
the Thai Executive Service Corps or
TESC. 
 TESC will be developed, managed, and implemented by IMET.
 

One of 
IMET's more recent programs is a business
diagnosis service which brings a team consisting of a university professor,
a Bangkok business executive, ana usually an IMET Board member, to thebusiness of a leading provincial business person to 
review the business,
diagnose its problems, 
and recommend solutions. The consultation lasts
less than a day and t;ere may 
or may not be a follow-up. IMET pays the
travel 
costs of the team and an honorarium, and the local 
business person

pays the small local costs.
 

This limited service grew from the requests
for such a service by business people who attended IMET's training
programs. It has been successful and accepted by local 
business people
because of their trust in IMET and because of the presence of an academic
person in an environment where such people are admired. 
 However, because
of the high cost of the service, limited duration of the consultation, and
senior position of those involved, it is 
not likely that this program could
have a wide or 
lasting impact. It has, however, laid the Qroundwork for
the planned program.
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TESC will operate under IMET and will provide
 

volunteer technical and managerial assistance to the rural private sector
 
primarily through the Bangkok based private sector. The operations of TESC
 
will be guided by the IMET Board of Directors through the IMET Managing
 
Director. The TESC Project Director will report to the IMET Managing
 
Director and will supervise TESC staff.
 

TESC clients will receive the following
 

services:
 

(a) An initial consultation with TESC staff
 

to determine the problem to be addressed;
 

(b) An initial consultation for up to three
 

days by an industry specialist and a member of a university faculty; and
 

(c) two additional visits by the industry
 
specialist for up to three days each time.
 

Subsequent contact is up to the private parties
 
involved in the consultation.
 

A rinber of Bangkok businesses have already 

indicated interest in this program and in supplying salaried staff to assist 
rural bcsinesses. IMET's business diagnosis experience indicates a willing 
audience for the service. Clients will come from the large coterie of IMET 
trainees, business people who hear of IMET through customers of the business 
diagnosis service, and from referrals by those involved in other elements of 
the project. 

The project will fund increased staff of IMET 
to manage the program, IMET overhead, materials and supplies, staff travel 
and per diem and the travel of the industry specialist and faculty member 
and a small honorarium for each. The employers of the faculty members and
 
industry specialists will pay their salaries and the client will pay their
 
food and lodging. In the last two years of ths project component, the
 
client will be expected to pay a portion of the travel expenses also.
 

b) International Executive Service Corps, ($300,000)
 

While small rural businesses will benefit
 
from TESO and the services of Bangkok based business people for limited
 
periods that it will provide, larger rural businesses which can generate
 
considerable rural employment and sector agglomerations of small rural
 
businesses do often have problems which require the services of a person
 
experienced in related modern businesses for, assignments of up to 3 months
 
in duration. Under the project, IESC with its 21 years of experience in
 
Thailand, and extensive network of recruiters and volunteer executives will
 
be tapped to provide and manage these services. Clients for IESC's services
 
will be identified by IESC and by those involved in other elements of the
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project such as DIP's 
ISU sector analysts, IMET, and IFCT and commercial
 
banks. IESC has already identified a number of such clients which it lacks
 
current funding to 
serve despite partial financial support from the
 
identified clients.
 

The project will fund a portion of the direct
 
cost of IESC volunteers for approximately 60 assignments to assist rural
 
industries over the life of the project. AID's sharing of such costs 
is

expected to average $5,000 for each assignment. The client will pay the

remaining direct costs which 
are estimated to average t8,800. IESC will

fund their overhead for this effort, primarily from funds provided under
 
a grant administered by AID's Bureau for Private Enterprise.
 

5) Strengthening Rural Business Associations, $500,000
 

Individually, small rural industries have little
 
strength to influence local and national 
policies and procedures, however,

if they join together they have the potential to work for their own good.

Two private sector business associations predominate in playing this role

for the private sector, the Thai Chamber of Commerce (TCC) and the

Association of Thai Industries (ATI). 
 Representation in both associations
 
is heavily weighted toward larger Bangkok 
area based businesses. Both,

however, have become more active in the past few years in expanding a
 
network of related rural associations.
 

The Thai Chamber of Commerce, which in many rural
 
areas 
in particular has members from both the industrial and commercial
 
sectors, is attempting to establish local chambers in each province.

The Chamber has been quite successful in this effort. In 1984 there were
 
7 rural chambers of commerce. 
 By 1986 there were 64 such chambers.
 
The Association of Thai Industries focuses primarily on 
industry and because

of this narrower membership base has focused on 
the establishment of local

industry associations in 
areas with relatively large industry concentrations
 
aiid on the creation of various specialized industry clubs. ATI now has
6 up-country branches Pathum(in Thani, Samut Prakarn, Khon Kaen, Nakhon 
Sawan, Chiang Mai, and Songkhla). It plans to establish three new

affiliates in 1987 and an 
additional seven affiliates in 1988. 
 For the most
 
part both TCC's and ATI's rural business associations represent the larger

and more powerful businesses in their areas.
 

This element of the Rural Industries project will
be managed by ATI and TCC and will 
fund staff and operating expenses to
 
strengthen these rural business associations and broaden their programs to

work with small rural industries and will help in establishing new rural
 
industry associations in at least ten 
rural areas.
 

Under the program with the Thai 
Chamber of Commerce,
five field staff will be hired to assist rural chambers of commerce to
 
expand their small industry membership basc and to assist small 
industries
 
to gain access tc markets and technology and Lc prepare projects for bank 
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financing. These field staff will be supervised and given technical
 
guidance by TCC's Bangkok headquarters.
 

Under a similar though broader program with ATI,
 

six field operation officers and a managing supervisor will be hired and
 

trained at ATI and rotated through ATI's rural affiliates to assist them
 

in getting established and developing service programs for their members.
 

Field officers will be supervised by a managing field supervisor who will
 
be under the supervision of the Deputy Executive Director of ATI.
 

The project provides funding for salaries, per diem
 

and travel, materials, motorcycles (4). and overhead.
 

6) Joint Public/Private Sector Dialogue, $300,000
 

Historically, the relationship between the Thai
 
Invarying
government and the private sector has been at best uneven. 


to
intensity the government viewed the private sector as a necessary evil 

be controlled while the private sector viewed the government as the source
 
of unnecessary and ill advised constraint. More recentl, this attitude
 
has changed a great deal at least at the upper levels of the government
 
structure and among the more prominent private sector organizations.
 
Instead of continual confrontation there is often cooperation in exploring
 
the issues jointly affecting these sectors. Unfortunately this progressive
 

relationship is not reflected throughout Thailand's rural provinces.
 

Considerable inputs to this constructive dialogue
 

have been provided by the Joirt Public Private Sector Consultative Committee
 
(JPPCC) whose work has been supported in part by USAID's Private Sector-in
 
Development Project (493-0329). This Committee is composed of the economic
 
ministers of the government and representatives of the Thai Banker's
 
Association, the Board of Trade, TCC, and AT!. Itmeets regularly to
 
explore and resolve common concerns and is staffed by a Secretariat in IJESDB
 
and to a lesser extent by the Joint Standing Committee of the private sector
 
members.
 

For various reasons, much of the Committee's work has
 

been focused on the concerns of its Bangkok based membership. In the past
 
two years, however, three regional JPPCC meetings have been held with the
 
support of USAID's project, and the NESDB Secretariat has initiated action
 
to establish regional and provincial joint public/private secretariats. 
The purpose of establishing such secretariats is to extend government and
 
private sector cooperation throughout the country thereby giving smaller 
rural businesses a voice and opportunity to solve problems at the local
 
level or raise them for resolution at the national level.
 

This rural cooperative policy dialogue effort is still
 

in a fledgling status and this component of the project is designed to help
 
to strengthen and institutionalize it, thereby alleviating constraints on 
the expansion of rural industries.
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This project component will be implemented by NESDB

and includes funding for staff, in-country training, travel, workshops,

seminars, data gathering, equipment, and related activities.
 

7. 	Policy Studies, ($1 million)
 

In order to improve the prospects for the growth of
rural industries overall, the project will 
provide funds for a coordinated
 
study program designed to learn more about the nature of the various layers

of rural 
industries, to analyze issues significant to their expansion, and
 
to recommend policies and future programs which would lead to this
 
expansion. This study program will be implemented under the auspices of

NESDB and the work under the program will be carried out through technical
 
assistance provided by a U.S. firm. Much of the research to support the
 
studies will be performed by Thai experts. Illustrative of the studies to
 
be undertaken are the following:
 

a) 	Cost and Risk of Lending to Small Rural
 

Industries;
 

b) 	The Role of Micro-Enterprise in Development;
 

c) 	The Role of Local Government in Small Industry
 
Development;
 

d) 	Participation Finance in Thailand;
 

e) 	Feasibility of Producing Electricity from Sugar
 
Cane Residue.
 

8) 	Evaluation, Coordination, and Contingency (3700,000)
 

This project component provides funding for
 
evaluations of the project ($400,000), for a financial systems review and
 
annual non-federal financial audits of IMET ($40,000), for 29 months of

Thai 	technical assistance to DTEC to assist in coordinating the project's

components ($60,000) and for contingencies related to the above project
components or other activities appropriate to the promotion of rural
 
industries and employment ($200,000).
 

III. 	Cost Elements and Financial Plan
 

A. The following tables and their supporting notes provide

information on project costs and their source, costs 
related to outputs,

and the projection of expenditures by years.
 

B. 	 Cost Derivation 

The costs provided in Table 2 were estimated as follows:
 



C. Inputs and Achievements: 

TABLE 1 

ELEMENT INPUTS 

FUNDING 
($00U) 

I/ 
- ACHIEVEMENTS 

1. Small Industry Guarantee 
Facility (SIGF) 
($8.3million - AID, 
$16.57 million non-AID) 

l.a. Loan guarantees 
l.b. Administrative expenses 
l.c. Contract-post guarantee 

compliance review 
I.d. Loans 

8,000 
240 
60 
-
-

-
570 
-
-

16,000 

- 528 loans for expansion (start-up of small rural 
indutries) 

- 2,500 jobs created directly 
- 2,500 jobs created indirectly 
- Sustained increased lending for small rural industries 

2. Information Services Unit 
(M1.0 million - AID, 
3524,000 non-AID 

2.a. Capital costs 
i. vehicles (12) 
ii. office equipment 
iii. office furniture 

2.b. Staff salaries 
2.c. Staff travel and per diem 
2.d. Consultant costs 

i. Management Info. Sys. 
ii. Local 
iii. Senior Advisor 

2.e. Seminars and workshops 
2.f. Operating eypenses 
2.9. Contingency 

156 
58 
-

101 
156 

10 
148 
186 
84 
27 
74 

21 

-
19 

165 
105 

-
-
21 
12 

164 3/ 
38 

By the End of three years: 
- Provision of information materials on industry 

trends and opportunities to 6,000 rural entre­
preneurs and others 

- 10,000 site visits and consultations with rural 
entrepreneurs 

- Processing of 12,000 information requests 
- Provision of information on rural Industries 

to policy makers, Bangkok entrepreneurs, etc. 
- Establishment of an ISU in DIP supported by the 

Ministry of Industries 

3. Training for Rural 
Entrepreneurs 
($1.6 million - AID, 
3125,000 - non-AID) 

3.a. Staff salaries, benefits, 
travel and per diem (Project 
Director, Evaluation officer, 
Secretary 

3.b. Training for Leading 
Provincial Business People 

3.c. Small Business Management 
Training 

3.d. Training for District Level 
Business people 

3.e. Training and seminar/workshop 
support for regional univer­
sity faculty/IMET alumni 

3. f. Overhead 
3.g. Contingency 

293 -

416 

139 

610 

30 30 

68 1/ 143 5/ 
44 -4/ 

During the Six year life of this project element: 
350 leading provincial business people trained 

- 1,250 district level business people trained 
1,600 rural business people trained in small 
business management 

- regional university faculty trained or participate 
in management related seminars (some will be repeats) 
IMET established as on-going self-sustaining private 
sector management training institute. 
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C. Inputs and Achievements: (Cont'd) 

EL MET IN4PJTS FUINDINIG 1/
($U0O) -

----- NON0T-AID--
ACIIEVElIEJTS 

4. Technical Assistance for 
Rural Entrepreneurs 

a. IESC ($400,OO AID, 
3271,OO non-AID) 

4.a.i. 

4.a.ii. 

Staff salaries, benefits, 
travel I per diem (Project 
Director, Project officer, 
Executive Asst. , Accountant 

Volunteer Support 
Hnnorarium + travel 
Salary 
Food + lodging 

293 

95 
-

-
201 
73 

- Thai Executive Service Corps institutionalized and 
operating to provide private sector technical 
assistance to 100 clients/year. 

- Technical Assistance provided by the Thai private sector 
to 320 clients during 6 year life of this project element. 

4.a.iii. flaterials and supplies 12 -

b. IESC 
r3300,OO0 
spport, 
nun-AID) 

AID project 
S528,000 

4.b. Financial support for U.S. 
technical assistance to rural 
industries 

300 528 - 180 p rson months of technical assistance provided to 
approximately 60 rural industry clients over the life 
of the prniect. Paspd on IESC e>peripnce, this is 
expected to result in the creation of 1,800 jobs. 

5. Strengthening Rural 
Business Associations 
a. Tha Cha::ber of 

Coerce ($250,000 
AID, $84,00 non-AID) 

5.a.i. 

5.a.ii. 

5.a.iii. 

Field staff salaries, 
benefits and travel 
Overhead and headquarters 
supervision 
TCC supporting activities 

206 

44 

-

-

84 

- Permanent staff hired by five rural chambers of 
commerce, 

- small industry membership in rural chambers expanded, 
- assistance provided by rural chambers to cmall industries 

to prepare business plans and apply for loans from banks. 

b. Association of Thai 
Industries (1250,000 
AID, $141 ,000 non-AID) 

5.h.i. Staff salaries, benefits, 
travel, and per diem 
(I supervisor, 6 field 

officers) 
5.b.ii. Vehicles (4 motorcycles) 
5.b.iii. Materials and supplies 
5.b.iv. Contingency 

5.b.v. ATI Support
1. Cash 
2. In kind 

217.5 

4 
2.5 

26 

-

-

-

-

-

-

52 
89 

- 10 new rural ATI affiliates established by 1989 
- All ATI affiliates establishing programs to support

small rural industries 

6. Joint Public Private 
Sector Dialogue 

($300,000 AID, $75,000 
non-AID) 

Operating expenses (staff support) 
travel arid perdiem, materials, 
seminars and workshops, training 

300 75 JPPCC Secretariat established and 
in four regions and 10 provinces. 

operating 
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C. 	 Inputs and Achievements: (Cont'd)
 

FUNDING I/
 
ELEIENT INPUTS ($000) - ACHI EVEMEN TS
 

A1L0 NON AT 

7. Policy Studies ($1 million 	 Technical Assistance to coordinate 1,000 250 Approximately five studies of issues affecting
 
AID, 	3250,000 non-AID) and carry out a planned program the expansion of rural Industries.
 

of studies
 

8. 	Evaluation Technical Assistance to carry out 400 100 Nwo mid term evaluations and a final impact
 
baseline studies and evaluations evaluation.
 

9. Contingency 6/ 	 LUK 300 0 

TOTAL PROJECT 	 14,100 I.,719
 

1/ 	 Baht expenditures are converted to t at rate of 26.4 Baht = t1. 

2/ 	 Information, Education, and Comnrunications Materials. 

3/ 	 Office Supplies, postage, utilities, vehicle 0 + M, field office rental,
 
DIP and MOI staff support, misc. overhead. 

4/ 	 Includes overhead and contingency for Thai Executive Service Corps.
 

5/ Includes the value of IMET 	 office space which at commiercial rates 
- $48,000 for 6 years of rent.
 

6/ 	 Includes $40,000 for financial systems review and annual non-federal
 
financial audits of IMET, and t60,00 for a Thai consultant to assist
 
DIEC for 29 months to coordinate project components.
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Table 2
 

Summary Cost Estimate and Financial Plan
 
(U.S. 000)
 

AID Host / Private I/ 
Source/Use "FX L I outry Sector Total 

1. 	SIGF:
 
A. Loan guarantees - 8,000 - - 8,000 
B. Admin. expenses - 240 - 570 21 810 
C. Compliance contract - 60 - - 60 
D. Loans 	 - - - 16,000 16,000 

2. 	ISU: 
AT Capital costs 156 58 19 - 233 
B. Staff salaries - jOl 165 - 266 
C. Staff travel and per diem - 156 105 - 261 
D. Consultants 	 186 168 21 - 365 
E. Seminars/Workshops - 84 12 - 96
 
F. OE 	 - 27 164 - 191 
G. Contingency 	 - 74 38 - I12 

3. 	Training for Rural Enterpreneurs:
 
A. 	Staff salaries,
 

travel and per diem - 293 - - 293
 
B. 	lraininQ - 1,165 - - 1,165 
C. 	Seminars/Workshops - 30 - 30 60 
D. 	Overheac - 68 - 143 211 
E. 	Contingency - 44 - - 44 

4. 	Technical Assistance for
 
Rural Entreoreneurs:
 
A. 	Staff salaries, benefits, 

travel and per diem - 293 - 293 
B. 	Volunteer support 300 95 802 1,197
 
C. 	Materials and supplies - 12 - 12 

5. 	Strenotheninq Rural Business
 
Assca t.CIs 
A. 	Staff salaries, benefits, 

travel and per diem - 423.5 - - 423.5 
B. 	Overhead - 44 - - 44 
C. 	Vehicles - 4 - - 4 
D. 	Materials and supplies - 2.5 - - 2.5 
E. 	Contingency - 26 - - 26 
F. 	TCC support (Cash) - - - 84 84
 
G. 	ATI support -

Cash - - - 52 52 
Kind - - - 89 89 

6. 	Joint Public/Private Sector Dialoaue:
 
Star saiaries, travel and
 
per diem, materials, seminars,
 
training, and workshops - 300 25 50 375
 

7. 	Policy Studies: 
iecnnicai assistance 
and study cost 250 750 250 - 1,250 

8. 	Evaluation
 
iecnnical Assistance 300 100 100 - 500
 

9. 	Contincency 150 150 - - 300
 

Total: 1,350 12,750 899 17,820 32,819
 

I/ 	All host country and private sector costs are estimated to be local costs.
 

2/ 	Generated from guarantee fees, to be used for administrative- -xpenses and
 
default payments.
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1. SIGF:
 

The amount for loan guarantees is the amount AID will make
 
available. The amount for loans is the amount that would
 
have to be loaned to fully utilize the amount available for
 

guarantees. AID funded administrative costs are estimated
 
Private sector administrative
at $40,000/yr for six years. 


costs represent 1.5% per year of the amount of guarantees
 
projected to be outstanding in each year which is the fee
 
banks would pay for guarantees. This is estimated to cover
 

- 10 of maintainingadministrative costs during years 7 
the accounts on the guarantee fund and a certain amount 
of defaults. Administrative costs during these years 
are estimated at $20,000/yr. The costs of the compliance 
contract are that amount estimated to be required for a 

contract to review 58 guaranteed loans - 10% of the loans 
expected. This estimate is derived from costs of a current
 

similar contract related to PVO financial reviews.
 

2. ISU:
 

These costs are described in the proposal for ISU support 

prepared by DIP with the assistance of an AID-funded 
consultant. T,is proposal is available in O/PERE. 

The foreign exchange cost is based on an expectation of 

hiring a resident expatriate for 2 - 3 years as a senior 

advisor to DIP under a HCC for personal services. 

3. Training for Rural Entrepreneurs:
 

Staff costs and overhead are noted in the Appendix to
 

Annex F's Financial Analysis and are based on current
 
IMET's
prevailing costs. Costs for training are based on 


are
experience to date with similar training programs and 


reflected in IMET's strategic plan which is available in
 
O/PERE.
 

4. T.A. for Rural Entrepreneurs 

The detailed budget for the Thai Executive Service Corps
 

is provided in the Appendix to Annex F'.s financial
 
for IESC's
analysis. The AID and private sector's costs 


volunteer program are based on IESC's costs for the past
 

year for direct volunteer costs and on the average
 
contribution by clients for such volunteers during this
 
period.
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5. Strengthening Rural Business Associations
 

The costs for the TCC component of this element are
 
detailed in the Appendix to Annex F's financial plan.
 
The costs for ATI's component are contained in USAID's
 
description and analysis of this component which is
 
available in O/PERE.
 

6. Joint Public Private Sector Dialogue 

The amount of AID's contribution is based on experience
 
with similar activities funded under the Private Sector in
 
Development Project and a recognition that these activities
 
would be expanded under this project to cover many rural
 
areas. Specific funding requirements will be identified
 
inannual financial plans. The private sector and host
 
country contributions are essentially in-kind contributions
 
reflecting NESDB and provincial government costs in housing
 
and supporting JPPCC secretariats, and private sector costs
 
of participation in the secretariats and their activities. 
The amount of this non-AID contribution is probably
 
understated.
 

7. Policy Studies 

AID's contribution is estimated on the basis of five 
studies, averaging $200,000 each. These costs include
 
an estimated requirement for 12 person months of expatriate
 
assistance and support to design, supervise, and synthesize
 
studies.
 

8. Evaluation: 

Evaluation costs are estimated on the basis of three
 
evaluations. The first two "mid-term" evaluations are
 
expected to require five expatriate person months of
 
assistance at an average cost of $20,000/month. The final
 
impact evaluation is expected to require eight months of
 
expatriate technical assistance at an average cost of
 
$25,000/month. In addition, these evaluations are expected
 
to utilize 75 months of local technical assistance 
at a cost of Baht 35,000/month ($1,326/month).
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9. 	Contingency:I
 

For some elements contingency funds are included in
 
the budget for that element. In addition, an overall
 
contingency amount of $300,000 or 2% of project costs is
 
included. Total contingency amounts from AID funds equal
 
$444,000 which is 3% of project costs. This contingency
 
level is appropriate for a project inwhich all
 
capital costs will be incurred early in the project,
 
no construction is involved, and 57% of the project
 
(the guarantee amount) does not require contingencies.
 

C. 	Costing of Project Outputs and Inputs
 

In many project papers this section consists of a table showing
 

the costs of project inputs compared to each project output. In this
 
project paper this information is provided in Table 1.
 

D. 	 Projection of Expenditures by Fiscal Year
 

These projections are shown in Table 3. The projected
 
not
expenditures do not equal the total of obligated funds because it is 


expected that all funds obligated to support the guarantee facility will be
 

required to be expended for defaults on loans supported by the guarantee
 

facility. This unusual situation was anticipated and approved in the PID
 

approval cable, STATE (1986) 160611.
 

IV. Implementation Plan:
 

A. 	Framework
 

This project has eight components, and involves eight
 
Funds will be provided for
implementing agencies in addition to USAID. 


the project through four separate project or grant agreements. The project
 

components, major implementing agencies, and parties to the agreements for
 

each project component are noted in Table 4. The basic design of the
 

project provides for each project component to be implemented separately,
 
however, a committee will be established and chaired by NESDB which will
 

meet quarterly to insure appropriate information exchange between the
 
consist of a representative
components of the project. The committee will 


of each component of the project, USAID, and a project funded Thai
 
serve as the committee's secretariat. Thus, the
consultant who will 


committee will have approximately ten members.
 

1/ 	$1O0,000 of this overall contingency amount has already been
 

identified as being required for a financial systems review and
 
non-federal financial audits of IMET ($40,000), and Thai technical
 
assistance to NESDB to coordinate project components ($60,000).
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Table 3
 

Projection of Expenditures by Fiscal Year 1/
 
(U.S. $000)
 

Fiscal Year AID Host Country Private Sector Total
 

87 1,205 261 1,268 2,734
 
88 1,274 262 2,271 3,807
 
89 1,352 288 3,314 4,954
 
90 898 4 4,171 5,073
 
91 925 4 4,219 5,148
 
92 991 30 2,262 3,283
 
93 80 - 140 220
 
94 	 ­ 70 70
 
95 10 ­ 60 	 70
 
96 225 50 	 45 320
 

Total: 6,960 899 	 17,820 25,679
 

B. 	 Procedures
 

1. 	 SIGF
 

IFCT, and specifically the staff of IFCT's Small Industry
 
Credit Guarantee Fund (SICGF) will serve as custodian of the SIGF.
 
SIGF/SICGF staff will receive policy guidance from the Board of Directors
 
of the SICGF. After IFCT satisfies conditions precedent to disbursement of
 
AID's grant, IFCT will request that AID issue a Direct Letter of Commitment
 
to IFCT for a portion of the funds AID makes available for supporting
 
guarantees. The L/COMM will be amended to match planned guarantees.
 

IFCT will publicize the availability of the guarantee
 
facility, review requests from participating banks for Quarantees for loans
 
that meet agreed criteria, and provide the guarantees. If a borrower
 
defaults on a loan the lending bank will apply to the courts to permit the
 
bank to seize the borrower's collateral. The bank will provide evidence of
 
default and initiation of court action to IFCT and IFCT will pay the bank
 
the amount of the outstanding guarantee and IFCT will be paid this amount
 
under the Letter of Commitment. (However, IFCT will seek payment under
 
the Letter of Commitment only when it has exhausted other funds which are
 
available to IFCT to pay defaults. These other funds are the amounts
 
generated by the payment of guarantee fees by the banks.)
 

1/ 	 Inflation and contingency are included in the annual expenditure
 
projections.
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If the court subsequently does not find in favor of the
 

bank or the bank withdraws the court action, or the borrower repays the loans,
 

the bank must repay iFCT the guarantee payment. Such repayments will be paid
 

to AID and will remain available during the first six years of the project to
 

offset new guarantees.
 

IFCT is not required under this project to review the
 
However,


borrower, rather IFCT reviews the application submitted by the bank. 


to insure compliance with the criteria for eligible 
borrowers and loans, IFCT
 
a post-guarantee review
 

will contract with an independent firm to make such 

The criteria for subloaris, projects, banks that
 

of a sampling of loans. 

participate, the terms of reference for the independent review, and 

the
 

language of the guarantee agreement must be acceptable 
to AID.
 

Table 4
 

Project Elements and Implementing Agencies
 

Parties to
Implementing

Element Agencies Project 	Agreement 1/
 

AID and IFCT
IFCT
1. Small Industries 

Guarantee 	Facility
 

AID and DTEC
DIP, Ministry
2. Information Services Unit 

of Industries
 

AID and IMET
 
3. Training for Rural IMET 


Entrepreneurs
 

4. Technical Assistance for
 
Rural 	Entrepreneurs:
 

AID and IMET
IMET
A. 	TESC 


AID and IESC
IESC
B. 	IESC 


AID and DTEC
ATI, TCC
5. Strengthening Rural 

Business Associationis 

AID and DTEC
NESDB
6. Joint Public Private 

Sector Dialogue 

AID and DTEC
NESDB
7. Policy Studies 


AID and DTEC
DTEC ana AID
8. Evaluation 


In toto there are four project agreements, one between AID and DTEC,
l/ 
 between
 
one between AID and IFCT, one between AID and IESC, and one 


AID and IMET.
 



- 28 -

To support IFCT's administration of the guarantee facility
AID will finance administrative costs including such related costs as
 
workshops and training.
 

AID funds will 
be available to support administrative costs
and guarantees made during the first six years of the project. 
 If at the
 
end of six years outstanding guarantees 
are less in value than the amount
in the Letter of Commitment, the L/COMN,will be reduced to the value of the 
outstanding guarantees. Subsequently, as "oans are repaid and guarantees

reduced, the L/COMM will also be reduced. It is expected that these excess
 
funds will be deobligated. The L/COM, will expire at the PACD of the

project. This 
is expected to be 10 years after the date the agreement is
 
signed.
 

2. Information Services Unit
 

The Department of Industrial Promotion will manage this
project through a project Panager to be appointed. DIP will provide office
 
space for project staff and, with the Ministry of Industries, will assign
existing staff and nire 
new staff to fill the project's professional and

clerical staff requirements. Follow;ing satisfaction of conditions precedent
to disbursement for this project component AID will fund expenses connected
with the project in acrordance with instructions provided in project
irplementation letters, at the request of DIP through DTEC. 
 Project

commodities and technical assistance will be procured by DTEC. ISU programs
will be directed at small rural industries. 

Conditions precedent will 
include a requirement that DIP
present detailed financial plans and an implementation schedule for each of
 
the years in the three year life of 
this project component. A detailed plan

for the first year of the project is already being prepared by DIP.
 

3. Training for Iural Entrepreneurs 

AID's grant to IMET will identify the training activities
and administrative support that th(. grant will 
finance as well as the broad
 
criteria for eliqible trainees and other conditions of grant use. AID will

advance funds to iMET periodically to finance projected training and

administrative costs. IMET will determine the broad outline of trainingprograms and the general location of training prograiis and will solicit 
proposals from the 
private sector and the business faculties of Thai

universities to carry out these programs. INET will review these proposals,

require modifications as appropriate, approve proposals, 
fund the training,
 
ana evaluate the impact of the training. Periodically IMET will report to
 
USAID the progress of training and its impact.
 

The training programs carried out under this component of
the project are expected to be held in hotel conference rooms as well as
other locations such as FTG conference facilities. The project will
finance the full 
costs of such training including, if IMET determines it
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room and board of trainees at a rate not to exceed
 appropriate, the cost of 

IMET, however, may set a registration
the per diem rate for AID's staff. 


fee for participants, encourage voluntary contributions from 
trainees for
 

IMET's programs, and solicit contributions from private sector IMET sponsors
 
Any such
 

whose names may be associated with the project funded training. 

IMET to support the costs of non-project IMET
 contributions will accrue to 


IMET to become self-sufficient
activities. This support is intended to help 


by the end of the six year period of this project component.
 

Under this activity AID will also advance funds for the
 

cost of organizing and implementing programs to organize seminars and
 
faculty of regionalworkshops for IMET alumni and programs to enable the 

universities to participate in management seminars and workshops.
 

The content and location of, and participants attending such activities 

will be determined by IMET.
 

IMET will be responsible for the selection of participants
 

in training programs and alumni and faculty activities. Indetermining such
 
from business faculties, former
solicit suggestions
participants IMET will 


participants, local business associations and government agencies, and
 
Such trainees must
 

representatives of the other components of this project. 


come from small rural industries.
 

To support this project component IMET will hire on a
 

time basis a project director, an evaluation officer, and if necessary,
full 
finance the salary, benefits, and travel and
 

a secretary. The project will 

per diem costs of such staff, however, IMET will finance or provide office
 

to tne extent that this support as well as
 
space and supplies for this staff 

general overhead support exceeds baht 25,000/month. The project will
 

overhead costs in lieu of a fee to
finance the first Baht 25,000 of such 

IMET for carrying out this program.
 

Assistance for Rural Entrepreneurs
4. Technical 


This project element includes two activities, the 

establishmer,t arid activities of a Thai Executive Service Corps (TESC)
 

to be organized and administered by IMET, and the provision of technical
 

assistance through the International Executive Service Corps (iESC).
 

a) TESC
 

TESC is a new program for Thailand which will be
 

Under this program volunteer, Thai executives and

implemented by IMET. 


assist small rural industries

technicians and Thai business faculty will 


and marketing problems constraining the
 to solve management, financial, 

To carry out this program


expansion or profitability of their businesses. 

rural businesses for assistance,
IMET will solicit requests from small 

the private sector to provide such

solicit support from universities and 
assistance, match support with needs, organize the assistance 

program and
 

monitor its impact. In soliciting requests from rural businesses for
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assistance IMET will be responsive to proposals from representatives of
 
other components of this project as well as its network of former trainees.
 

To support this program IMET will hire a project
 
director, an executive assistant, a project officer, and an accountant
 
at the time and to the extent these are required.
 

AID will advance funds periodically, as required
 
to finance assistance, staff, and materials. The salaries of volunteers
 
providing the assistance will be provided by their employer, the local costs
 
of food and lodging will be provided by clients, and the cost of office
 
space for IMET staff will be provided by IMET.
 

o) IESC
 

AID's grant agreement with IESC will provide that
 
AID's funds are to be used to finance a portion of the direct costs of
 
volunteer U.S. executives to assist rural Thai business or Thai businesses
 
whose expansion or start up will lead to the direct creation of jobs outside
 
the greater Bangkok area, and that AID's project cost of volunteers will
 
average approximately $1,667 per month of volunteer services over the
 
three year life of this project component. IESC will be responsible for
 
the selection of clients and volunteers and the implementation of all 
aspects of this component of the project. USAID will advance funds to IESC
 
lor IESC's estimated quarterly requirements of USAID's share in this
 
program. IESC will report te USAID monthly on the progress of this project
 
component. Such reports will identify clients, volunteers, and costs by
 
source. In identifying clients IESC will utilize its own sources and
 
inforination provided by those involved in the other components of this
 
project including IMET, IFCT, banks, DIP, TCC, and ATI. To assist in
 
identifying clients IESC will formi an advisory council consisting of
 
representatives of these organizations and any ethers of IESC's choosing.
 
It is expected that under this project component IESC volunteers will assist
 
at least 60 clients.
 

5. Strenothening Rural Dusiness Associations
 

This project component provides assistance to the Thai
 
Chamber of Commerce and the Association of Thai industries and through
 
these organizations to rural chammers of commerce and the affiliates of
 
ATI outsioe the greater Bangkok area. To carr, out this program each
 
organization will hire the staff which the project will fund to assist
 
rural business associations to expand their programs for small industries
 
and to strengthen their organizations. AID will fina;ice either the overhead
 
costs of TCC in administering this program or additional staff necessary to
 
provide field staff with guidance and supervision. AID will also finance
 
adaitional ATI staff to orqanize services, and support rural affiliates and 
four motorcycles which will be procured locally to ma.e mobile such rural 
staff. In addition, the project will finance staff travel costs, staff 
training, and seminars and workshops. Prior to the disbursement of funds 
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subsequent years of the program each organization will
for initial and 

provide an annual financial and implementation plan for project financed 

activities which will -identify the activities to be undertaken including the
 

funding for these activities from both USAID and the relevant business
 

advance funds for these programs directly to each
association. USAID will 

association on the request to USAID of that association's authorized
 

and implementation
representative. Copies of such requests, financial 


plans, and USAID's correspondence will be provided to DTEC. Vehicles will
 

be procured by ATI USAID will approve th:-c'"Pe-iu". fcr project 
be selected competitively but
funded ATI and TCC staff and such staff will 


the selection of staff will be determined by each association. Salaries and
 

benefits for staff will comply with the policies of each organization.
 

Each organization will provide quarterly reports to
 

USAID and DTEC identifying progress against annual plan targets and
 

expenditure of USAIL's and the association's funds.
 

6. Joint Public Private Sector Dialogue
 

Under this project element the project will finance staff,
 

operating expenses, travel and per diem and workshops and seminars designed
 

to increase the public and private sector dialogue and cooperation 
area. This
preoominantly in areas of Thailand outside the greater Bangkok 


project component will be admiristered by 14ESDB which will make requests
 

directly to USAID for aovances or reimbursement of such activities as may be
 

agreed to by USAI[ and NESDB. Copies of such requests and USAID's response
 

will be provided to DTEL.
 

Prior to the initial disbursement for this 	activity and
 
provide a
to disbursement for subsequent year's activities NESDB will 


financial and implementation plan to USAID and DTEC for the following year's
 

activities identifying planned activities, 	their cost, and the source of 
NESDB will provide quarterly reports to USAID and DTEC identifying
funding. 


progress in reaching planned annual project targets.
 

7. Policy Studies
 

The project will finance a series of studies related to
 

the alleviation of constraints on the expansion of rural industries or
 

lead to the expansion of rural employment through
activities which will 

industrial development. USAID will contract with a U.S. firm to develop the
 

terms of reference for such studies, to subcontract with local individuals
 
to 	 study programor organizations to carry out such studies, coordinate the 

and to edit the reports of such studies. It is anticipated that NESDB,
 
the study
USAID, and appropriate Thai ministries will jointly agree on 


topics and their terms of reference and that the overall study program will 

carried out under the auspices and dire:tion of NESDB. The project
oe 

funded Thai consultant who will assist NESDB in coordinating project
 

components and who will serve as the project committee's secretariat will
 

also assist NESDB in liaisoning with the U.S. firm coordinating the
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studies. The contract for this effort is expected to be a level of effort
 
type contract which provides for project buy-ins. Under this contract, the
 
contractor will be guaranteed a payment for an initial level of effort and
 
the contract will be amended to add additional funding based on
 
pre-negotiated rates as each study under the contract is approved by USAID
 
and NESDB.
 

8. Evaluation
 

Technical assistance to provide mid term and final
 
evaluations of the project will be provided under an AID direct contract
 
with a U.S. firm in accordance with the evaluation plan noted in Section
 
VIII of this project paper.
 

9. Contingencies
 

The allocation of overall project contingency funds in
 
excess of those required for the financial systems review and annual IMET
 
audits, and the project coordinator consultant for DTEC will be determined
 
jointly by DTEC and USAID. 

C. Implementation Schedule and Responsibilities
 

Figure 1 indicates the estimated timing for project 
implementation activities and the organizations with major responsibility 
for carrying out such activities. 

V. Monitoring Plan: 

This is a complex project because it includes seven components in
 
addition to evaluation, and eight implementing agencies. This complexity
 
will add to the monitoring workload on AID staff and therefore, where
 
appropriate, technical assistance has been included in the project in
 
part to facilitate monitoring. Two aspects of the project balance
 
this complexity and will result inAID's overall project management
 
responsibilit being only moderately staff intensive. These aspects are 
that each project component can be managed for the most part independently

of the other project components, and therefore inter-agency coordination 
is necessary only to exchange information and assist in implementation, and 
that the project requires only a small amount of equipment procurement. 

The nature and timing of the project workload and primary monitoring 
systems and responsibilities are:
 

1. SIGF
 

This component will require substantial initial AID staff
 
involvement including assistance from the RLA and O/FIlN to insure that
 
various documents and systems that must be developed meet AID's requirements
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Figure I - Impleirentation Schedule and Responsibilities
 

(Fiscal Years)
 
1988 1989 1990 to 1992 
 1993 to 1996
 

Activity Responsible Authority Schedule 1987 

3 4 1 2 3 4 1 2 3 4 1 2 3 4 1 2 3 4
IESC TCC ATI IESOB 1 2AID DTEC IFCT DIP IMET 

X - - - - - ­1. SIGF 

-

a) Satisfaction of C.P.'s -X ­ ----
X X X X X X X X X X X X X X X 

b) Provision of Loan Guarantee - - X - - ­
- - _ _ 	 X X X X X X X X X X X X X X X 

c) Issuance of LiCOMt,Is X -
- - - - -	 X----------------­-- - X 	 ­

d) Contract for Loan Review 

-	 X 
. . .- - - - - - ­

e) Anticipated Defaults 
 X X X X X X X X X X X X X X X X . .f) Payment of Admin Costs X . .. 

- X - X - - - ­
2. 	ISU 


X- --- ---- ------
X - --- - ­
a) Satisfaction of C.P.'s - X -	 --------­-- - - X - - ­
b) Appoint Project Manager 
c) Prepare O.ernll and
 

- - - X -Ist Yr. Plan - -. 

- -x-d) Approve I,orkplan 	 X X -.-
X- - ---------­

- X - - - -TEQs for DIP Staffe) Develop 	
-

- - ---------­
-- x - ­f) Develo;- TDRs for Senior Advisor 

- - - - - X------­
g) Advertise for Senior Advisor X X - . 

. - - - X--------­
h) Select Senior Advisor X - X 	

- - ­- - - - -X--­
i) Cnlrr?!t for Srnior Adivisor X 

X- --- -	 -------­
j) Aprove Ccntr',ct X 	 - - - ­

----k) Select iP Staff - - - - - - - - - - - - - - - - - - - - ­
1 ) Pre pare qu ipme nt Spe c s . - X - X - ­

-m) Develop TORs for Local/ 
MIS Consultants 

n) Select Local Consultants 
o) Contract Local Consultants 
p) Contract MIS Consultants 
q) Set-up ISU Offices 

r) Procure Computer Equipment 

s) Procure Office Equipment 
t) Produce 1SU Brochure 
u ) Produce Indu stry Survey s 

-
-
-
-

-

-

-
-
X 
X 
-
X 
X 

-

-
-
-

-
-

-

-
-

X 
X 
-

-
X 

-

X 
X 

-
-

_ 

-

-

-

-

-
. 

-
. 

-

-

-
- -

-
-

-

-

-

-

-

-

-

- - -

x-- -. .. ----­
-X-----------

X - -------------­
-X----------­

- -- - - - - -

- - - ­ - ----------------------­
- - X ----------------­

-X-------------------­

..--

v) Develop Entrepreneur 
Needs Questionnaire 

w) Orientation Seminar 

Info 

-
- -

-
X 
X 

-
- -

- -

-

-

-

-

- -
-----

X- -------- - -

x) Provide Industrial 
Officer Workshops 

y) Initiate Field Work 
z) Prodice 2nd Year Plan 

aa) Approve 2nd Year Platt 

-
-

-

X 

-
-
-
X 

-

-
-

X 
X 
X 

-

-
-
-

-
-
-

-
-
-

-
-

- -

- - - - -

X----
-

x 
- -

-X--- --- -
---------­

- - -X 

bb) 2nd and 3rd ISU Seminars 
and PIO Workshops- - - X - - -

-

-

- ------- -
- -

cc) Procure Project Vehicles 

dd) Termination of USAID Assistance X 
x - .. 

- - -

. 
- - - -- - -- - XX -

33 -



Figure 1 Implementation Schedule and Responsibilities (Cont'd) 

( isc a --Ye a rs ) 

Activity Responsible Authority Schedule 1987 1988 1989 1990 to 1992 1993 to 1996 

AID DTEC IFCT DIP IMET IESC TCC ATI NIESODB 1 2 3 4 1 2 3 4 1 2 3 4 1 2 3 4 1 2 3 4 

3. Traininq for Rural Enterprise - - - - X - - - -

a) Hire Staff 
b) Determine Annual Year Focus 

and Locus 
c) Solicit Proposals for Training 
d) Approve Proposals 
e) Initiate Training 
f) Rural Faculty Ist Seminar 
9) Alumni Seminars 
h) Completion of AID Assistance 

-

-
-
-
-
-
-
X 

-

-

-
-
-
-
-
-

-

-

-

-
-

-

-
-

-

-
-
-
-
-
-
-

X 

X 
X 
X 
X 
X 
X 

-

-

-
-

-
-

--

-
-

-
-

-

-
-

-

-

-
-
-

-

-

-

- - --------

X - ----------­

- X - - - x - - - x-
- X - - - X - - -x-
- X - ­ - X - ­ - X-

- XX - X X - X X 
X - - --------------­
- x - - X - - - X 

---- - ----
-

- x 
- -
- -

X 

-

-

X 

X 

-

X 

-

-

--

-

-­

4. Technical Assistance for Rural Enterprise 

a) TESC: 
7--llire staff 
2. Develop roster of supporting business 
3. Solicit clients - -
4. Initiate technical assistance - -
5. Completion of USAID asistance X 

-

-

-

-

X 
X 
X 
. 

-

-

-

. 

-

-
-
. 

-
-
-
. 

-

-

-

-.. 

-

- -

- -

- -

- - - --
- X - --------------­
- X X X X X X X 
- X X X X X X 

- -.. 

X X X X 
X X X X 

X 
X 

-

X 
X 

X 
X X 

X 
-

-­

b) IESC: 
V--Provide TA assistance 
2. Comp. of project assistance 
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. 
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5. StrengthenlRural Dusiness Associations 

a) Thai Chamber:
I. Develpst yr. plan - - - - --­ - -

2. Approve plan 
3. lire staff 
4. Initiate field support 
5. Rural chamber financial 
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b) ATI: 
T-.Develop Ist yr. plan 
2. Approve plan 
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c) Completion of AID support X - - - - - - - x - - - -
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Figure 1 - Implementation Schedule and Responsibilities (Cont'd) 

(Fiscal tears)
 
1989 1990 to 1992 1993 to 1996


Activity 	 Responsible Authority Schedule 1987 1988 


1 2 3 4 1 2 3 4 1 2 3 4 1 2 3 4 1 2 3 4

AID DTEC IFCT DIP IMET IESC TCC ATI NESDB 


-
--
-
6. 	Joint Public/Private Dialogue 
- - YX - - X - - X - - - x - - - ­-
a) Annual financial plan developed - -	 - - - ­--

b) Annual plan approved X 
- - - - - - - - X------------------X 

c) lire staff 

- - X - - - - --.
d) Field programs 
 - - - x - - - ­- - - - -....----- - - ­e) Completion of USAID assistance x 

-

7. Policy Studies 	 X ­

a) Develop TORs for
 
- - - - XX - - ­

-
General Contractor 


-	 - x-- --------­
b) Approve TORs X - - - ­

-
c) Publish RFP 	 X -
X - --------­

d) Select consultant 	 X - - - - - ­

- -	 - X-------­
e) flegotiate contract 	 X - - - - ­

(Consultant) - - - X
f) Implement studies .-.. 


g) Completion oF USAID assistance X - - - - - - - ----- x
 

8. Evaluation
 

-
-a) DOtermine TORs (general) X X - ­
- - - - X 	 - - ­-b) Publish RFP X 


-- - - - x - - ­
c) Select consultant X 

d) Negotiate contract X 


e) Determine eval. plan (consultant with others above) X - ­
- - X ­

1) Mid term eval. (consultant, DTEC, AID) 


2) Mid term eval. (consultant, DTEC, AID) 
 1992 X ­

- - - - 1996 X3) Impact eval. 	 (consultant, DTEC, AID) 


9. Monitoring and Coordination
 

-	 X-------------a) Financial systems review (IVET) - ..- - - - - - ­

- - -	 X-----------------­b) Selection of DTEC coordinator - - - - ­
- . -...------------
 X

c) Completion of funding for systems coord. - - - - ­
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and thus satisfy C.P.'s. These documents or systems include the financial
 
arrangements between AID and IFCT, the terms of the guarantee between IFCT
 
and banks, and IFCT's financial system for managing the guarantee fund.
 
Once past this initial stage the requirement for AID staff input should be
 
minimal. Monitoring will consist of reviewing IFCT's quarterly facility 
management reports, reviewing with IFCT the reports of the contractor 
carrying out post guarantee reviews, and occasional site visits in 
conjunction with other field trip activities to gain a direct impression 
of this project component's impact. Such site visits will include visits 
to bank branches to determine their awareness of, and marketing for, the 
guarantee facility. 

2. ISU
 

This project component is more complex than the SIGF activity 
as far as the requirement for USAID project officer involvement because the
 
component includes procurement of equipment and technical assistance. The
 
bulk of the workload will occur in the first nine months of the project. 
To alleviate this workload to some extent, USAID has hired a consultant to 
work with DIP for three months to prepare for actions noted as occuring in 
the first three months of project implementation.
 

Project monitoring will be done through reviews of various
 
procurement documents, quarterly reports from DIP and DTEC, PIRs, and site
 
visits to the different regions of Thailand. The project officer will
 
develop a schedule for regular site visits over the three year life of 
this project component. These are expected to take ilace at least once
 
a quarter.
 

3. Training for Rural Entrepreneurs
 

The workload to manage this project component is expected to
 
be light based on USAID's experience with IMET in i similar program in the
 
past, the fact that minimal USAID approvals are required, and the fact that
 
no technical assistance or equipment will be procured. Project monitoring
 
will consist primarily of site visits to selected training activities and
 
review of quarterly progress reports.
 

4. Technical Assistance for Rural Entrepreneurs
 

Similarly to the training for rural entrepreneurs component,
 
this component is expected to generate a light workload-for USAID staff
 
because few AID approvals are required, there is no contract procured
 
technical assistance to manage the component, there is no project financed
 
equipment, and both implementing agencies (IESC and IMET) are familiar with
 
the provision of technical assistance through their experiences with similar
 
or related programs. Project monitoring will consist of consultations with
 
IMET staff and infrequent site visits to clients and review of IMET
 
quarterly reports, and consultations with IESC and review of their monthly
 
reports to USAID.
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5. Strengthen Rural Business Associations
 

This project component will require a moderate amount of
 

USAID staff invulvement because although the funding for this 
element is
 

(TCC, ATI) has had a coordinated
 not large, neither implementing agency 


externally financed program to strengthen rural associations and both must
 

develop detailed plans for providing such assistance. Initially AID's
 

monitoring responsibilities are likely to require extensive discussions with
 

After the first year or two of
 
and TCC staff and monthly site visits.
ATI 


effort, assuming the project component is well underway, less frequent
 

be required and project monitoring will utilize quarterly
visits will 

grantee progress reports to a greater extent.
 

6. Joint Public/Private Dialogue
 

This project component will require a light to moderate workload
 

for the USAID project officer not because the component 
is complicated but
 

a process the specific elements of which will only

essentially because it is 

become clear over time. Therefore, it is possible that along with a
 

and provincial JPPCC
 
coherent program of assistance to establish regional 


also fund a number of discrete activities.
 secretariats, the component will 

require a separate USAID approvdl and therefore
Each of these may 

a
 

continuing USAID dialogue with counterparts. Project monitoring will be
 

site visits, seminar attendance, meetings with counterparts,
carried out by 

and review of quarterly progress reports.
 

7. Policy Studies
 

require a moderate amount of workload for
This component will 


USAID staff including USAID's Program Office and the services of the Area
 

The initial work will involve determining contract TORs
 Contract Office. 

with NESDB, and advertising, selecting, and negotiating 

a TA contract.
 

involve consultations with the contractor and NESDB on
 Subsequent work will 

for specific studies and various actions to encourage the adoption of
 

TORs 
be done primarily through
study recommendations. Project monitoring will 


and reviews of the contractor's periodic
discussions with the contractor 
reports.
 

8. Evaluation
 

USAID's workload on this project activity will be heavy only
 

during the period of developing the full evaluation plan and those periods
 
than that for
 

leading up to each evaluation. This workload should be less 

evaluations
 

L normal evaluation program becausc project design calls for all 


to be done under one contract.
 

9. Summary Project Workload and PSAID Staff Requirement 

USAID staff will occur
The heaviest project workload on 


during the first nine months of the project when all activities are being
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initiated. During this period /PERE will have available three full 
time
 
staff and one part time PSC.
 

The other responsibilities of this staff during this period

include primarily routine monitoring and an evaluation of the Private Sector
 
in Development project and routine backstopping of PRE projects. Thus,

O/PERE resources, augmented as necessary by assistance from O/PROG, O/FIN,

the RLA, and the ACO will be sufficient to accommodate this heavy workload.
 

Workload will then be moderate during years two and three of 
the project and will primarily involve O/PERE staff at the level of staff
 
contemplated for that office during that period. 
 After year three, workload
 
will be light because the ISU and IESC components are completed in three
 
years. After year six project workload will be mininal since the only live
 
part of the project will be payment for defaults. No full time USAID
 
project staff will be required during this period.
 

VI. Summary of Analyses
 

The analyses in the project paper indicate that the project package

is economically, socially, financially, administratively and technically

feasible. The financial and implementation plans are sufficiently developed
 
so that project implementation can begin as soon as the project agreements
have been completed. It is concluded that the project is feasible and that 
it can contribute significantly to the promotion and expansion of small
 
rural industries in Thailand as 
well as foster reforms in commercial bank
 
lending policies with regard to small industrial entrepreneurs.

Furthermore, the project will contribute to the building of an institutional
 
capability to assist rural industries and will strengthen management and
 
effectiveness of RTG industrial promotion programs.
 

The technical analysis of the project in Annex F(i) shows that
 
each component of the project is technically feasible. Because the
 
project is comprised of a number of different activities, however, the
 
question arises as to whether the overall project is technically feasible,
 
i.e., is the project as conceived a technically feasible approach to
 
alleviating the constraints to the expansion of small rural industries
 
in Thailand and to creating additional employment opportunities in rural
 
areas? The administrative analysis concludes that the project as a whole
 
is administratively feasible. While each component of the project will
 
benefit from successes elsewhere in the project, the failure of one or
 
more components will not negate the benefits accrued to any one component.

If the guarantee facility fails to attract lending for small rural
 
industries, they will nevertheless benefit from the knowledge, cooperation
and training gained in other components. Similarly, should the ISU fail to
 
be responsive to the information needs of rural industries, they will still
 
benefit from training, cooperation and financing. Therefore, it is clear
 
that not only are the individual components of this project technically

feasible, but the project in its entirety is technically feasible as well.
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The net present value (NPV) of the project package, calculated
 

in Annex F(ii), is $0.230 million, indicating that NPV is positive and
 

acceptable as both economically efficient and cost effective. Considering
 
some project componentsthe non-quantifiable but probable benefits of of the 

and the potential for achieving a guarantee fund default rate of less 
is little doubt the stream of benefits is considerablythan 25%, there 

The resultant employment generation
understated in the NPV calculus. 

attributable to operation of the guarantee fund should yield about 3,000
 

jobs over the life of the project. This increase, even if underestimated at
 

3,000 represents nearly one-half of one percent of total open unemployment,
 
a not insignificant contribution. It is hoped that support to small scale
 

industry located in provincial towns will relieve to some extent the
 

pressures for out-migration and aid in attaining the government's objectives
 
income disparities.
of industrial dispersal and the reduction of regional 


Successful implementation of the guarantee scheme and its
 

supporting components is bound to change attitudes, mitigate fears and
 
entrepreneurs and institutional
stimulate the interest of both rural 


The very project objectives which aim to reduce perceptions of
lenders. 

risk will also dissipate a fair amount of the mutual mistrust which hitherto
 

As explained in Annex F(iv), it may
separates the borrower from the lender. 

be confidently asserted that the project package is socially sound and
 

feasible, and the likelihood for spread and replication of project
 

innovations is strong.
 

The administrative analysis in Annex F(v) assessed the capabilities
 

of the organizations primarily responsible for implementing the project.
 

Itwas determined that the Industrial Finance Cooperation of Thailand (IFCT)
 

Industry Credit Guarantee Fund (SICGF) has the capability to operate
Small 

USAID's proposed Small Industry Guarantee Fund (SIGF). The simple SIGF
 

procedures, experienced SIGF staff and commitment by senior IFCT management
 
handle the responsibilities
to oversee the program ensure that IFCT can 


related to the SIGF. The Department of Industrial Promotion (DIP) of
 

the Ministry of Industry assists existing manufacturers achieve greater
 

productivity and growth and promo'es the establishment of new medium- and
 
If project funded staff augmented
areas.
small-scale industries in regional 


by technical assistance and the procurement services of the Department of
 

Technical and Economic Cooperation are not sufficient to manage effectively
 

the activities of USAID's proposed Information Services Unit (ISU) at DIP,
 
be provided to enhance capability. It
project contingency funds will 


appears, however, that such contingency funds will not be required because
 

DIP's administrative capability augmented by planned project assistance
 

should be sufficient to implement the ISU component of the project.
 

The past success of IMET in implementing programs similar to those
 

planned under the project provides promise that IMET is administratively
 
assistance
capable of implementing the project's training and technical 


programs. The provision of additional staff under the project to IMET
 
provide quality technical and managerial
ensures that this component will 


assistance to rural industries. The International Executive Service Corps
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'IESC) has been operating successfully in Thailand since 1965 and worldwide
 
;ince 1964. The additional financing IESC will receive under the project

:ombined with IESC's lengthy experience in developing and supporting at
 
east 20 technical assistance efforts per year and the improved access to
 
•ural clients that other project components will provide IESC collectively

ndicate that IESC's technical assistance under the project is
 
idministratively feasible.
 

The Thai Chamber of Commerce (TCC) currently has inadequate numbers
 
f staff to provide needed assistance to strengthen the many newly formed
 
,ural chambers. This project will provide such staff. USAID currently

rovides assistance to TCC under the Private Sector in Development Project.

CC's efficiency in handling this assistance has at times been hampered
 
y TCC's staff's need to refer matters to a supervisory Board Member for
 
onsideration and approval. While this procedure insured the involvement of
 
CC's top policy makers in the project, it sometimes slowed implementation
 
ecause Board members were often occupied by their businesses. TCC has
 
greed to resolve this problem by providing more responsibility to full time
 
CC staff to implement this project component. With this change TCC should
 
e fully capable of aaministering this project component. With regard to
 
he Association of Thai Industries (ATI), its activation is similar to that 
f TCC as are the adn;inistrative improvements that will be provided through
 
he project.
 

AID has been providing assistance to the NESDB's Joint Public and
 
rivate Sector Consultative Committee Secretariat's activities since 1983.
 
ESDB has done an excellent job in administering this assistance. The
 
roject will provide similar assistance and NESDB's performance to date
 
ndicates this assistance will be capably administered. The staff NESDB
 
lans to add to the Secretariat should enable this assistance to be even
 
ore effective.
 

he administrative feasibility of the project vis-a-vis AID's 
esponsibilities for project management are discussed in Section V of the 
roject paper (Monitoring Plan). This discussion shows that it is 
ininistratively feasible for AID/Thailand to manage the project. 

[I. Conditions and Covenants
 

Since it is planned that this project will be funded through four
 
?parate project agreements, conditions and covenants will be negotiated for
 
ich separate agreement. These are noted below:
 

1. Agreement between IFCT and AID:
 

A. Condition preredent to first disbursement
 

- Designation of IFCT's authorized representative(s) 
under the project. 
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B. Conditions precedent to disbursements for the issuanre of
 

L/COMMs to back up defaults:
 

- Submission by IFCT to USAID in form and substance 
satisfactory to AID of: 

i) 	the criteria for lending organization
 
participation in the guarantee program;
 

ii) the guarantee agreement that will be used;
 

iii) 	the criteria for loans including size, type,
 
terms, borrower, activity, and location;
 

iv) 	the format and content of the participating
 
bank's guarantee application;
 

v) 	the procedures IFCT will apply in reviewing
 
guarantee applications; and
 

vi) 	the financial and administrative procedures that
 
IFCT will use to manage the guarantee facility.
 

2. 	 Agreement between 1,MT and AID:
 

A. 	 Condition precedent to the first disbursement:
 

- Appointment of a project director for training, and
 

- Appointment of arantee's authorized representatives.
 

B. 	 Condition precedent to disbursement for training:
 

- Submission of a training plan including estimated 

costs for the first year's training program. 

-	 Submission of a financial and implementation plan for
 

administrative and other expenses for the first year
 

of the program.
 

C. Condition precedent to disbursement for technical
 

assistance activities:
 

-	 Appointment of a project director for TESC. 

-	 Submission of an annual workplan for the first 

year of the project. 
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3. Agreement between IESC and AID:
 

- Condition precedent - formation of an advisory 
council for assistance to small rural industries. 

4. Agreement between DTEC and AID:
 

A. Condition precedent to first disbursement:
 

- Appointment of authorized representatives for
 
DIP, NESDB, DTEC, TCC, and ATI.
 

B. Condition precedent to disbursements for Information
 
Services Unit:
 

Submission of a financial and implementation plan
 
for the initial year of the project.
 

C. Conditions precedent to disbursement for strengthening
 
Rural Business Associations:
 

- For disbursement to ATI - submission of a financial 
and implementation plan for the first year of project 
activities; 

- For disbursement to TCC - submission of a financial 
and implementation plan for the first year of project 
activities. 

D. Condition precedent for disbursement for the Joint Public
 
Private Sector Dialogue:
 

- Submission to AID of a general plan for the activities 
to be undertaken over the life of the project and of a 
financial and implementation plan for the activities 
to be undertaken in the first year of the project. 

E. Condition precedent to disbursements for policy studies:
 

- No C.P. - however, there should be a covenant that 
NESDB agrees to consider the recommendations arising 
from such studies and to take actions mutually 
agreeable to AID and the RTG on such recommendations. 

VIII. Evaluation Arrangements:
 

The evaluation of this project involves five steps: 1) the
 
development of an evaluation plan identifying the available baseline
 
information on the status of rural industries, employment, rural finance, 
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affect;

management capability, and related policies which the project will 


the additional baseline information which needs to be generated; the
 
the project
indications of project progress which need to be identified as 


is implemented; and noting the outline terms of reference and human resource
 

requirements for subsequent project evaluations; 2) the collection of
 
an interim
required information during the life of the project; 3) 


a final impact
an interim evaluation in 1992; and 5)
evaluation in 1989; 4) 

evaluation in 1996.
 

USAID has earmarked $25,000 in FY-86 Program Development and Support
 

funds for a contract to aevelop the evaluation plan End its components noted
 

The information collection requirements identified by
in step one above. 

this plan will be reflected in PIL instructions for reporting requirements
 

for each component of the project during project implementation. 
It is
 

be developed in September and October of 1986.
 
expected that this plan will 


The proposed project agreement with DTEC includes $400,000 for the
 

three planned project evaluations of the total project described in this
 

Project Paper. Continuity in such evaluations is important to insure a full
 
three


understanding of the project. Therefore, it is planned that all 


be carried out by the same organization under contract to
 evaluations will 

The terms of reference for these evaluations will be determined in
USAID. 


The contract
 part by the recommendations in the initial evaluation plan. 


for these evaluations isexpectcd to be signed in 1989.
 

AID's requirements for

Related activities under the project are 


systems to insure these are adequate to account
(a)review of financial 

(b)annual non-federal
for the receipt and disbursement of AID funds; and 


financial audits of selected project activities. It is expected that annual
 

be required for the project elements dealing with
financial audits will 

systems reviews will be required for
 

IMET, TCC, and ATI, ,-id that financial 


IFCT, IMET, IESC, ATI, and TCC. The annual audits of TCC and ATI and the
 

financial systems reviews of lFCT, IESC, ATI, and TCC, will be performed
 
systems review of
in-house by AID. The annual financial audit and financial 


IMET will be performed under AID direct project funded contracts with funds
 

allocated for overall project contingency at a total estimated cost of
 

$40,000.
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I IC. %L CONCLULED TIPAT COULD STILL BIY 1,CZE I IN ./COtI.S TOI ACr 

US1. IUNID. ASSiIiINGOF INtNOVATIVI MII:CUA NlS1IS IOn SUIRSTANTIAL ICLICY 	 TIY, CEJAULTS (wE SHAlhl. 1IE IiSI'lOl'l 
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It!L ArII I(O2AL COS1S 01 LEN1DING 10 TAPGET bO1F lGIRRS 

AND ATER 
 i 

(lO,;-A51i IN USTIII£S 	 INt TIlE PIll) DUFING 
it 1IGIilll IOAN INTEREST 
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,- JT UCIASSITIED 

GUARANTOR. 
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2/2 UNCLASSIFIED STATE 180611/02
 

DRAWN DOWNJ TO COVIER rEFAULTS. HOVEVFR, GIVEN A-
SUBSTANTIAL FGLICY R.FORM BENEFIT, 1I1S RESOURCE 
ALICCATICN IS JUSTIFIEr TO ACIIILVE PROGRAM PURIFOSS. 

IN EFFECT 'ii HAVE I)ETEiItIINID THAT IT IS PREFERABLE TO 
HAVE A SUBSIANIIAL PlIIELINE OF UN-IQUIDATEL; OBLIGATIONS 
ThANs 70 HAVE DIS.rUflSED It TO TIE kAIiT CUAIlAhTEE JUND lAR 
I:4 ADVANCE AND FAlh III EXCESS OF BART PAyImt.'r 
Ri, UInI:FlTS (SIE 11ADF Or. 19, APrIhIDIX.1B, SECTION 
B3F). "i KEEP INF 1 IIF1i1141. AS SMALL AS rOSSIBLL. PP 
SiIGUI.D PROVIL. I011 TINFL rEOPLIGATIONS AS OUTSTANDING 
BALANCES Of GUARANTEiD LOANS AHIE PAID CY). 

C. CRAY AMENDMIENJT: BUREAU REVIId Of CRAY AMINDENT 
ACHIIV'jrN'IS SIIO',S VIRY LIVI1LE UNDER TUE THAI FROGRAM. 
"IS I ROJECT, dITi GRAI'I-IUNDEI TECHNICAL ASSISIAINCE 
CO,11FONInTS, SIICUL, BY A PRIME TARGET FOR AIFCRDI?.G CRAY 
AiM EMIIENT FIt1S FROCUREMENT OPIORTUNITIES. Pf' 
FSOCURFItkNT FLAN SHOULD iOCUS GN THIS POINI AND, IF 
MECISSARYI, COiFON INIS SIICULD BE CONVE.RTED JROtl 
hOST-COUNT3RY IC Di C CCI;TRIACTS TD Fi;iI T CRAY 
A~i1:DNE'N 1iH1;S FAhTICIPATION. SHULTZ 

ET
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ANNEX B 

From FY-86 to 	FY-96
Life of Project: 


- $14.1 millionPROJECT DESIGN SII4MARY June 24, 1986
'Date Prepared:LOGICAL IRAMEWtfRKPRELIMINARY 

Project Title 	& Number: Rural Industries and Employment (#493-0343)
 

IMPO.TANT ASSUtIPTIONSMEAIIS OF VERIFICATIONINDICATORS
OBJECTIVELY VERIFIABLE
N.rJRATIVE S1,",ARY 

Goal:
 
1. 	Free enterprise policies maintained
 NESIDB, Bank of Thailand, 

1. 	Rate of growth in manufacturing with minimum government control;Increase rural employment 	 NSO reports.outside of Bangkok;increases in 	 areas
and 	 rural incoxe 

in ME employment2. 	No drastic drop 
2. 	 Mininmum wage increases in areas outside of Thai workers. 

of Bangkok. 

End 	 of Project Status:Project PurFose: 

sector relations1. 	RTG/private1. 	Bank of Thailand reports

of bank credit to1. 	Expanding flow do not deteriorateSustained expansion 

small scale industries;
based industries
of to.n,. 	 2. Project reports not
Agricultural 	prices do fall
 

outside the greater 	 3.2.
2. 	 IMET is self-sustaining;

Bangkok area. $1 million3. 	 IMET can raise at least 

3. 	 TESC is self-sustaining and/or is 
from the private sector.

RTG 	 budgetproviders; 4.subsumed by for profit TA 

4. 	 ISU fully funded by DIPPIOI;
 

affecting rural industries
5. 	 Policies 

have improved;
 

6. 	 JPPCC activities are institutionalized 

at regions and most provinces;
 

in each
 

province and meet regularly.
 
7. 	Business associations exist 


Magnitude of 	OutputsOutputs 
1. 	Banks participate in loan
 

1. 	Project reports 

See 	PP Table I See PP Table 1 guarantee program
 

2. 	 Eval uations 
remain positiverates2. 	 Interest 

3. 	Rural clients solicit and
 

accept Thai T.A.
 

Type, Quantity, Cost
Inputs 

1. 	Project Records
 
See 	PP Table 1 
See 	PP Table I 
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ANNEX C.
 

Statutory Criteria Checklist
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5C(2) PROJECT CHECKLIST
 

Listed below are statutory criteria
 
applicable to projects. This section
 
is divided into two parts. Part A.
 
includes criteria applicable to all
 
projects. Part B. applies to projects
 
funded from specific sources only:
 
B.1. applies to all projects funded
 
with Development Assistance loans, and
 
B.3. applies to projects funded from
 
ESF. 

CROSS REFERENCES: 	IS COUNTRY CHECKLIST
 
UP TO DATE? HAS
 
STANDARD ITEM 
CHECKLIST BEEN
 
REVIEWED FOR THIS Yes 
PROJECT?
 

GENERAL CRITERIA FOR PROJECT
 

A. 	 FY 1986 Continuina Resolution _
 
Sec. 524; FAA Sec. 634A.
 

Describe how authorizing and A congres'sional notification 
appropri2tions co'%mi ttees cf is required and-will be 
Senate and House have been or submitted in accordance 
will be notified concerning with agreed procedures 
the 	project. prior to-authorization. 

2. 	 FAA Sec. 611(a)(1). Prior to
 
obligation in excess of
 
$500,000, will there be (a)
 
engineering, financial or Yes
 
other plans necessary to
 
carry out the assistance and
 
(b) a reasonably firm estimce
 
of the cost to th U.S. of
 
the assistance?
 

3. 	 FAA Sec. 6!1(a)(2). If
 
further legislative action is
 
required within recipient No legislative action
 
country, what is basis for is required.
 
reasonable expectation that 
such action will be completed
 
in time to permit orderly
 
accomplishment of purpose of
 
the assistance?
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4. FAA Sec. 611(b); FY 1986 

Continuing Resolution Sec. 

501. If for water or 

water-related land resource 
construction, has project met 

the principles, standards, 

and procedures established 

pursuant to the Water 

Resources Planning Act (42 

U.S.C. 1962, et seq.)? (See 

AID Handbook 3 for new 

N/A 

guidelines.) 

5. FAA Sec. 611(e). *If project 

is capital assistance (e.g., 

construction), and all U.S. 

assistance for it will 'eceed 

N/A 

$1 million, has Mission 

Director certified and 

Regional Assistant 
Administrator taken into 

consideration the country's 

capability effectively to 

maintain and utilize the 

project? 

6. FAA Sec. 209. Is project 

susceptible to execution as 

part of fegional or 
multilateral project? If so, 

No 

why is project not so 

executed? Information and 

conclusion whether assistance 

will encourage regional 

development programs. 

7. FAA Sec. 601(a). Information 

and conclusions whether 
projects will encourage 
efforts of the country to: 

(a) 'increase the flow of 
international trade; (b) 
foster private initiative and 

competition; and (c) 

encourage development and use 

of cooperatives, and credit 

unions, and savings and loan 

associations; (d) discourage 

monopolistic practices; (e)Y 

improve technical efficiency 

of indus" y, agriculture and 

commerce; and (f) strenqthen 

free labor unions. 

The project will foster 
private initiative and 
competition and improve 
the technical efficiency 

of industry. 



8. 	FAA Sec. 601(b). Information
 
and conclusions on how
 
project will encourage U.S. 

private trade and investment 

abroad and encourage private 
U.S. participation in foreign 
assistance programs
 
(including use of private 
trade channels and the
 
services of U.S. private
 
enterprise).
 

9. 	FAA Sec. 612(b), 636(h); FY 
1986 Continuin Resolution 
Sec. 507. Describe steps 
taken to assure that, to the 
maximum extent Dossible, the 
country is contributing local
 
currencies to meet the cost
 
of contractual and other 
services, and foreign 
currencies owned by the U.S.
 
are utilized in lieu of
 
dollars.
 

10. 	FAA Sec. 612(d). Does the
 
U.S. own excess foreign
 
currency of the country and, 

if so, what arrangements have
 
been made for its release?
 

11. 	FAA Sec. 601(e). Will the
 
project utilize competitive
 
selection procedures for the
 
awarding of contracts, except 

where applicable procurement
 
rules allow otherwise?
 

12. 	FY 1986 Continuinc Resolution 
Sec. 522. if assistance is 
for -. he production of any 
commodity for export, is the 
commod-ty likely to be in 
surplus on world markets at 
the time the resulting 
productive capacity becomes 
operative, and is such 
assistance likely to cause 
substantial injury to U.S. 
producers of the same, 
similar or competing 
commodity? 

Technical assistance will
 
be provided by U.S. firms
 
or individuals in the 
private sector. 

The local cost contribution 
equals 57% of project costs. 

None, Owned. 

Yes 

The ultimate beneficiaries 
of the project are rural 
laborers who will be hired 
by small rural industries. 
Such industries are unlikely 
to produce significant 
commodities for export or Aac 
therefore likely to cause 
injury for U.S. producers.' 
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13. FAA 118(c) and (d). Does the 

project comply with the 

environomental procedures set 

forth in AID Regulation 16. 

Does the project or program 

Yes. Tropical forests not affected. 

Activities financed by guaranteed 

subloans are not subject to envi­

ronmental review in accordance with 

Reg. 16, Section 216.2(C)(2)(X) 

take into concideration the 

problem of the destruction of 

tropical fcrests? 

14. FAA 121(d). If a Sahel N/A 

project, has a determination 

been made that the host 
government has an- adequate 

sysem for accounting for and 

controlling receipt and 

expenditure of project funds 

(dollars or local currency 

generated therefrom)? 

15. FY 1986 Continuinq Resolution No 

Sec. 533. Is disbursement of 

the assistance co-nitioned 
3olely on the basis of the 
policies of any multilateral 
institution? 

16. ISDCA of 1985 Sec. 310. For $1.4 million. 

development assistance 

projects, how much of the 

funds will be available only 

for activities of 

economically and socially 

disadvantaged enterprises, 

historically black colleges 

and universities, and private 

and voluntary organizations 

which are controlled by 

individuals who are black 

Americans, Hispanic 
AmerLicans, or Native 

Americans, or who are 

economically or 
A~4 A I 

socially 
nrth1 ir~i nni 
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B. FUNDING CRITERIA FOR PROJECT 

Development Assistance 
Project Criteria 

a. FAA Sec. 102(a), 111, 
113, 281(a). Extent to a) The project is designed 

which activity will (a) to expand small rural 
effectively involve the industries. These are 
poor in development, by generally labor intensive. 
extending access to Project design funds 

economy at local level, transfer of knowledge on 
increasing appropriate technology. 
labor-intensi ve Benefits are focused on 

production and the use of rural towns, 
appropriate technology, 

spreading investment out b) The project will lead 
from cities to small to'more jobs and higher 

towns and rural areas, incomes for the rural 

and insuring w,'ide poor; and 

participation of the poor 

in the benefits of c) Foster sustained increased 

development on a incomes; 

sustained basis, using 
the appropriate U.S. d) A large portion of the 
institutions; (b) help
develop cooperatives, 

beneficiaries will be women 
who own operate, and are 

especially by technical employed by rural industries; 

assistance, to assist 

rural and urban poor to e) N/A. 

help themselves toward 
better life, and 
otherwise encourage 
democratic private and 
local governmental 
institutions; (c) support 
the self-help efforts of 
developing countries; (d) 
promote the participation 
of women in the national 
_conomies of developing 
countries and the 
improvement of women's 
status, (e) utilize and 
encourage regional 
cooperation by developing 
countries? 
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FAA 	Sec. 103, 103A, 104,
 

T05, 106. Does the
 

project fit the criteria 

for the type of funds
 

(functional account)
 
being used?
 

Is
:. 	 FAA Sec. 107. 
emphasis on use of 

appropriate technology 

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

generally most 
appropriate for the small 

farms, small businesses, 
and small incomes of the 
poor)? 

d. 	FAA Sec. 110(a). Will
 

the recipient country
 
provide at least 25% of
 

the costs of the program, 

project, or activity with
 

respect to whch the
 
assistance is to be
 
furnished (.or is the
 
latter cost-sharing
 
requirement being waived
 
for a "relatively least
 

developed country)?
 

e. 	 FAA Sec. 122(b). Does
 

the activity give
 
reasonable promise of
 

contributing to the 

development of economic
 

resources, or to the
 

increase of productive
 
capacities and
 
self-sustaining economic
 
growth?
 

Yes.
 

Yes, especially with regard
 
to small businesses.
 

Yes
 

Yes.
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f. FAA Sec. 128(b). If the 

activity attempts to in­
crease the institutional Yes, the project includes 
capabilities of private components to institutionalize 
organizations or the 
government of the 
country, or if it 
attempts to stimulate 

self-financing private sector 
organizations whose work will 
benefit the poor majority 
through the creation of 

scientific and employment in rural areas. 
technological research, 
has it been designed and 
will it be monitored to 
ensure that the ultimate 
beneficiaries-are the 

poor majority? 

g. FAA Sec. 281(b). 
Describe exent to which 
program recognizes the The project is focused on 
particular needs, the needs of rural industries 
desires, and capacities 
of the people of the 

and will utilize 
intellectual and 

the country's 
human 

country; utilizes the resources to foster growth 
country's intellectual and employment. 
resources to encourage 
institutional 
development; and supports 
civil education and 
training in skills 
required for effective 
participation in 
governmental processes 
essential to 
self-government. 

-A
 



-16­

2. Development Assistance 
Project 

Criteria (Loans Only) 

a. FAA Sec. 122(b). 
Information an conclusion 

on 

capacity of the country to 

repay the loan, at a 

reasonable rate of interest. 

N/A 

b. FAA Sec. 620(d). If 

assistance is for any 

productive enterprise 
which 

will compete with U.S. 

enterprises, is there an 

agreement by the recipient 

country to prevent export 
to 

the U.S. of more than 20% of 

the enterprise's annual 

production during the life 

of the loan? 

N/A 

3. Economic Suport Fund 
Project 

Criteria 

a. FAA Sec. 531(a). Will this 

assistance promote economic 

and political stability? 
To 

the maximum extent feasible, 

is this assistance 
consistent with the policy 

directions, purposes, and 

programs of part I of the 

FAA? 

N/A 

b. FAA Sec. 53(c). Will 

assistance under this 

chapter be used for 

military, or paramilitary 

activities? 

N/A 

c. IS'CA of 1985 Sec. 207. 
Will ESF funds be used to 

finance the construction of, 

or the operation or 

maintenance of, or the 

supplying of fuel for, a 

nuclear facility? If so, 

has the President certified 

N/A 
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that such country is a
 
party to the Treaty on the
 
Non-Proliferation of Nuclear
 
Weapons or the Treaty
 
for the Prohibition of
 
Nuclear Weapons in Latin
 
America (the m.Treaty of
 
Tlatelolcow), cooperates
 

fully with the IAEA, and
 
pursues nonproliferation
 
policies consistent with
 
those of the United States?
 

d. 	 FAA Sec. 609. If 
commodities are to be 
granted so that sale 
proceeds will accrue to the 
recipient country, have 
Special Account 
(counterpart) arrangements 
been 	made?
 

N/A.
 



ANNEX D
 

AND ECONOMIC COOPERATIONDEPARTMENT OF TECHNICAL 
Krung Kasem Road, Bangkok, Thailand
 

Cable: DTEC.
 

TEL. 81 7555
 

No. 1702/, 615 

August A6 , B.E. 2529 

Dr. John R. Eriksson
 

Director
 

USAID/Thailand
 

Rural Industries and Employment Project
Subject : 

AID Project No. 493-0343
 

Dear Dr. Eriksson,
 

The Department of Technical and Economic Cooperation
 

to refer to discussions between 
officials of the
 

(DTEC) wishes 


Royal Thai Government (RTG) 
and USAID regarding the Rural
 

was agreed that
 
Industries and Employment Project 

in which it 

a project grant


submit an official request 
for 


the RTG should 


from the United States Government.
 

the Royal Thai Government, we 
hereby


On behalf of 

costs
 

14.1 million for financing 
partial 


request a grant of US$ 

provide sufficient funds
 The RTG agrees to 


of this project. 
 the Project.

share of the remaining costs of 


for financing its' 


We trust that our request will have your early 
and
 

affirmative reply.
 

Yours sincerely,
 

*-7 

(Mr. Rtha Chaowasilp) 
Deputy Director-G,:neral 

for Director-General 

DEC-I
 

States of AmericaUnited 
Sub-Division
 

Tel. 2813963, 2821322
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AID/Washington 
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Asian Development Bank 

Ashe, Jeffrey 
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ANNEX. F. 

Project Analyses
 



i. Technical Analysis
 

The Rural Industries and Employment project contains seven components
 

designed to alleviate financial, managerial, and technical constraints
 

to the establishment and expansion of rural industries and to increase
 

cooperation among industries and between the public and private sector in
 

rural areas. These components are a credit guarantee fund, an information
 

services unit, training for rural entrepreneurs, technical assistance for
 

rural entrepreneurs, strengthening rural business associations, and joint
 

public private sector dialogue. Each component isdesigned to stand by
 

itself and result in benefits, however, the components are mutually
 

supportive and the benefits from the total project are expected to be
 

greater than the sum of the benefits of each component. The purpose of
 
to examine and determine the technical
this section of the project paper is 


feasibility of each project component and of the projcct as a whole.
 

A. 	 Small Industry Guarantee Facility (SIGF)
 

This analysis will compare the proposed SIGF to other guarantee
 

facilities inLDC's and in Thailand to determine design features which
 
It will also indicate
indicate its potential for success or failure. 


",!hether a demand exists for the type of lending the fund will support,
 

whether such lending can be profitable for participating banks, and whether
 

such a guarantee facility can ever be self-sustaining.
 

1. 	Credit Guarantee Funds - Summary of Experience in Developing 
Countries 

For this analysis, The guarantee programs reviewed were those
 

inLatin America, many of which (e.g. Bolivia, Paraguay and Costa Rica)
 

were 	 sponsored by AID and those funded in whole or in part by the World Bank 

(i.e. Jamaica, Cameroon, Sri Lanka, Morocco and Portugal). Special
 

attention was paid to the schemes inMalay'sia, Indonesia and the Philippines
 
interest and relevance to Thailand. Guarantee
which were deemed of special 


Funds operating in Taiwan and Korea were considered to be not comparable in
 

scope and purpose to the Thai Project. Attention was also given to IFCT's
 

existing Small Industry Credit Guarantee Fund and to the AID/PRE facility
 

with Thai Danu Bank, which have been recently set up inThailand.
 

The most striking aspect of the guarantee funds is their great
 

diversity. The diversity extends to objectives, to structure and to
 

operational mode.
 

In principle, most if not all of the guarantee funds purport to 

facilitate the entry of the small (and medium) scale enterprise to the 

formal financial market institutions. But they differ greatly in their 

definition of the target groups, in designation of the financial 

institutions, and in type of credit made available. More significantly, 
perhaps, the currently operating funds are not clear or consistent about the 



ultimate goals. Facilitating entry of small (and medium) scale enterprise

is perceived variously as a means to assist this segment of private

enterprise generally, or else to stimulate industrial growsth, or else to
 
generate employment or, finally, to induce industrial dispersion. Moreover,

the nature of the barriers to entry is also seldom sharply delineated and
 
seldom explicitly addressed in the operational scheme.
 

Among the most frequently cited barriers to entry are commercial
 
banks risk aversion, lack of adequate co.ilateral amon, borrowers, and the
 
dearth of project-based term finance with generous grace period and extended 
loan duration. Thus for example, even though, most, 
if not all, of the 
guarantee funds emphasize the lack of collateral as the principal rationale 
for the partial assumption of risk bw the funds, none of them (with the 
possible exception of the Philippine ILGF) specifically imposes a ceiling on
 
the borrower's collateral as a condit ion of eligibility.
 

The vast majority of the guarantee funds look to the commercial
 
banks as the primary lenders and eJmploV 
a variety of devices to insure their
 
participaticn. 
The ILGF does so in essence, by providing the participating

banks with funds obtained from external donors. 'O1 Ind(nes ian Askrindo 
uses state owned banks as a principal vehicle, and the two Malay'sian funds 
Yely on mandatory proportions imposed on total assets of the private

commercial banks.
 

In fact, most of the .ua-rantee funds either combine their
 
guarantee operations with on-lending or rediscounting functions or else rely

(as in Latin America) on extensive and elaborate supportive systems of
 
technical assistance and training aiming both at the commercial banks
 
personnel and at their clients.
 

The diversity of aims and objectives is reflected in the
 
structure and operational modes of the funds. There is great variety of
a 

arrangements in apportiornment of authority, in allocating responsibility and
 
in assumption of risks. The guarantee as a percentage of loan range from

25% to 90%. In some schemes the lenders assume full responsibility for
 
appraisal and recovery, in others, a large part of the responsibility is
 
vested in the guarantee authority and so on.
 

Given the great variety of the funds, it isdifficult to
 
generalize but a number of tentative conclusions do emerge, to wit: 

a. Sharply focused schemes appear to achieve their basic 
objectives better than multipurpose schemes. This applies 
with special force to such ultimate objectives such as 
opening up of bank credit to very small enterprise, or 
facilitating entry to indigenous entrepreneurs, or dispersion
of manufacturing activities. When the several goals are 
combined and attempted at once there isgreat difficulty in 
tracing the effectiveness of the program and there are 
greater opportunities for ,pportuni:sm. Thus, for example, 
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where a given scheme allows the banks to make loans to small
 

scale enterprise in general, most loans will go to financing
 

trade rather than manufacturing, where lenders can lend to
 

small and medium scale borrowers, most of the loans will go
 

to the larger firm, and so on.
 

Complex procedures for allocating responsibility between the
b. 

lender and the fund authority add little to effectiveness of
 

the scheme but cause delays and increase costs thus further
 

impeding the genuine participation of the commercial lenders
 

in the programs. Precise eligibity criteria and clear and
 

unambiguous conditions precedent seem preferable to intricate
 

arrangements for regulating the relative functions and powers
 

of the lender and the guarantee fund.
 

c. Full participation of commercial banks in the guarantee
 

scheme, and true orientation toward specific developmental
 

objectives is seldom achieved in spite of elaborate and
 

very costly programs designed for that purpose. As an
 

illustration, the Philippine ILGF, the oldest of the
 
of 80%guarantee schemes (among LDC's) offers a guarantee 

of the value of the loan to commercial banks using their
 

own funds but, in the 35 years of its history, found no 

cakers among the p;ivate commercial banks. The only scheme 
to have succeeded in drawing theconsidered by the World Bank 

commercial banks into lending to designed targets was one in
 

Portugal where the guarantee fund operated by a specialized
 
for number of years, has
development institution (IAPMEI) 


demonstrated its economic and financial viability to the
 

commercial banks. 

d. Guarantee funds, if they are to succeed in their
 
todevelopmental aims must be prepared to face risks and 

Those funds which claim to make a "profit"
incur losses. 

do so either because their revenues come from other sources,
 
or because they do not achieve their objectives and allow
 

to other purposes. There isno
diversion of loanable funds 

evidence that an), of the funds could cover its liabilities
 

out of the proceeds of the insurance premiums alone.
 

Of particular interest are AID/PRE's current guarantee facility
 

with Thai Danu Bank and IFCT's Small Industry Credit Gu'arantee Facility.
 

The former appears to be quite successful. The latter has get to prove so.
 

The Thai Danu Bank facility guarantees 50'0 of loans to enterprises around
 
less than $400,000
Bangkok and rural areas with net fixed assets of 


the amount of collateral that
excluding land. There is no limitation on 


Thai Danu Bank can accept and no requirement that loans be for a specific
 

This guarantee facility totals $2,350,000 and thus for after only six
 
term. 


loans totalling $one million have been guaranteed.
months of operations 11 

have been in the Greater Bangkok area.
Of these 40%0 
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While this guarantee facility is too new to be evaluated
 
thoroughly, on the surface it appears to be successful in reaching its
 
limited aim - increasing competition in banking by moving one bank into a
 
new area of lending. It must be noted, however, that this new customer base
 
for Thai Danu is already serviced by larger banks which provide loans
 
essentially under the same terms and conditions as those for the loans PRE 
guarantees. This guarantee facility is not designed to serve the new market
 
of the facility under the proposed project.
 

IFCT's SICGF however, was designed to serve a new market though a
 
slightly larger market than that proposed for the SIGF (SICGF guarantees
minimum loan of $7,600 maxium loan of $76,000 to borrowers with net fixed 
assets of less than $380,000; project funded SIGF guarantees loan of no
 
minimum, maximum of $38,000 to borrowers with net fixedi assets of less than
 
$19,000). It also had the major advantage of commercial bank participation

from its beginnings through their provision of funds for a portion of the
 
capital assets of the guarantee fund. Despite this advantage, to date,
 
after 8 months of operations, the SICGF has provided a guarantee for only
 
one loan.
 

Analysis of the SICGF operations indicate that the primary reason
 
for its lack of activity to date has been the concern of fund management to
 
preserve the capital base of the fund essentially because those who
 
contributed to the fund are committed to make up short falls in fund assets
 
in the case of defaults inproportion to their original fund contribution. 
In effect, banks have written off their initial contribution to the fund and 
do not wish to commit additional funds. This has resulted in initiate 
guarantee procdurcs designed to avoid defaults. These procedures include 
an application for guaraptees which provides extensive information on a 
loan, a requirement that fund staff review each borrower's project, and a
 
delay inpayoff in case of default until a court issues an order for a bank
 
to move against a borrower's collateral.
 

It appears that these procedures will serve the aim of limiting 
defaults. Unfortunately, they have also had the effect of creating 
disinterest in participation in the guarantee facility because the 
application adds to administrative costs, the review delays loan approval
(and certainly adds to overhead costs), and the pay off incase of default 
is uncertain and at best delayed for several years. 

The proposed guarantee facility has been designed to incorporate
 
the lessons learned from other guarantee facilities and particularly from
 
the SICGF. Firstly, it is sharply focused on the provision of term credit
 
to a cen:tain size of rural productive business, secondly, it is initially
focused on and will be supported by a few banks which meet defined 
eligibility criteria, and thirdly, it will be unique in operating with 
extremely simplified administrative procedures which will ensure rapid
approval of guarantees for qualifying loans and early payoff in case of 
defaults. Primary among these latter procedures are provision of a 
guarantee based on submission of a form 1,-participating banks certifying 
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that the guaranteed loan meets guarantee criteria, no pre-guarantee review
 
of borrowers, and payment for default when a bank initiates legal action
 
against a borrower.
 

Evidence from the operation of previous and existing guarantee
 
facilities indicates that this approach to a loan guarantee facility is
 
technically feasible. The question is though, will this simplified
 
guarantee approach lead to guarantees for doubtful enterprises and
 
therefore, excessive defaults. This question is addressed below.
 

2. Default Prospects 

There are basically three possible outcomes to the introduction of 
the proposed guarantee facility. These are (a) banks will not participate 
in the facility; (b)banks will participate but loans will not be additive 
and will go to old reliable customers; and (c)banks will participate and 
make loans to the target audience with a default rate that is currently 
unknown. The likelihood of these first outcome occurring is mitigated by 
two factors - initially the program will be implemented by only a few banks 
which have expressed interest in the program and which have the resources to 
carry it out and, if the program is for some reason unattractive to these 
banks, collateral requirements can be adjusted to increase the program's 
incentives. The likelihood of the second alternative is also limited bv two 
factors - banks must pay a fee tn use the 
facility and it is therefore unlikely banks would want to charge and pay 
this fee for loans the banks would make in any case, and a post-guarantee
 
review of a sampling of loans will be made to ensure compliance with
 
guarantee facility criteria. This leaves the third outcome as most likely
 
i.e. the program will work but at an unknown default rate.
 

It is expected that this default rate will not be excessive for
 
the following reasons: a) On current lending banks experience a default
 
rate which is reported to be less than two per cent. It seems reasonable to
 

, 	 assume that over time with collateral halved banks would attempt to avoid a 
default rate more than double that now experienced. b) Bank branch 
managers, who will bear prime responsibility for finding borrowers will want 
to avoid the accumulation of risky loans even with a guarantee for defaults 
because their future depends on evidence of sound banking. Bank branches 
are extensive enough (the top three commercial banks have 500 rural 
branches) so that no one branch must find large numbers of customers for the 
expected 528 loans that will fully utilize the guarantee facility and close 
supervision of borrowers ispossible. c) Banks bear 504 of the risk of 
defaults and even though this share of defaults is covered by collateral, 
banks will wish to avoid defaults because of the difficulties of collecting
 
collateral and the bad public relations such collection generates.
 

3. Bank Profitabilitv
 

The current spread between the cost of funds and the maximum 
legal lending rate is now about eight per cent. It is estimated that the 
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administrative costs of making loans to small rural industries is about six
 
per cent. That leaves two per cent for risk and profit. However, in this
 
program, risk is covered by the guarantee facility and the borrower's
 
collateral. If the value of collateral also includes the cost of collecting
 
collateral (as bank's intend) then the remaining two per cent spread
 
represents profit. To the extent collateral on defaulted oans doesn't
 
cover the cost of the amount of default and the collection of collateral
 
profits are diminished. This is expected to be a further factor inhibiting
 
risky loans and excessive defaults.
 

4. 	 Sustaining the Guarantee Facility
 

Because this is a new program aimed at a new class of borrowers
 
and implemented through bank staff with little experience in lending to the
 
target clientele default rates are likely to b higher in the earlier stages 
of the project than later when more experience has been gained. Eventually, 
an equilibrium state should be achieved at a basic level of defaults. 
The equilibrium state that would enable a guarantee facility tn be 
self-sustaining with a one and a half per cent guarantee fqe would b, when 
the costs of administering the facility are less than 1,lth of 11 of the 
outstanding guaranteed amount (i.e. $20,000iyr. on $; million in 
guarantees), defaults do not excced 4%, and loans are for four years with 
a one year grace period on repayment of principal. 

It is not likely that this equilibrium stat, can be achieved
 
during the six year period for new guarantees under this project, but it is
 
likely that this project can domonitrate the potential for the attainment of
 
such a state and therefore the vvl\ real possibility for a follow-on
 
self-sustaining guarantee facility.
 

S. 	 Demand for Credit
 

Total credit needs of small scale industry have been estimated in
 
1983 and in 1984, by the World Banh and by Japanese experts, at 12 billion
 
and 13 billion baht respectively. A present estimate should be raised to,
 
say, 14 billion.
 

Against this admittelv entative ,stimatc of demand, the current 
supply of credit can only be apprw,. imated through a series of more or less 
plausible assumptions, to wit: 

a) 	 The ratio of manufa, turing credit to total credit has not
 
significantly chanyd since 1982.
 

b) 	 The proportions otf anufacturinp cr,.dit flowing to small
 
scale enterprise is the same for the commercial banks and
 
finance compani,,s as for J-CT (this assumption almost
 
certainly overstates the supply figure.
 

c) 	 These ratios will remain reasonably steadyv in the next decade.
 



The supply figure thus arrive at is noc more 6 billion baht, 
leaving 8 billion baht as one reflecting the pent-up demand.
 

It should be noted that both the supply and the demand estimates 
pertain to the formal financial must market only. The pent-up demand figure 
would be considerably greater were the conditions to change, enabling the 
customers in the informal markets to turn to the formal lending institutions.
 

6. Summar, 

This analysis has shotn that the proposed SIGF is technically 
feasible, profitable for banks, that the default rate over time is not 
likely to be excessive, that the SIGF will demonstrate that such a guarantee 
facility can be self-sustaining, and that there is a demand for credit far 
in excess of that Mhiich the project will mobilize. Omitted from the above 
analysis was a discussion of the impact of the other project components on 
the SIGF. This impact will be positive and activities under the other 
project components will only strengthen the SIGF as they provide technical 
assistance, management training, arid technological and market information 
to rural entrepreneurs thus improving their qualities as borrowers. The 
technical feasibility of these other project components is analysed in the 
following sections of this technical analysis. 

B. Information Services Unit (ISU) 

In addition to lack of appropriate financing, a major constraint to the
 
growth of rural industries is their lack of access to information. They are
 
relatively isolated by distance, language, culture, and education from the
 
world outside Thailand and to a large extent-, from the information available 
in Bangkok. Although they receive some general information from the mass 
media, few are readily able to access information relevant to their 
marketing and technical problems. They don't know if or where information 
exists, they lack the time to track it down (and the depth of management 
which would permit such time), they are only able to read Thai, and they 
feel uncomfortable in contacting the relatively sophisticated information 
sources in the capital.
 

A parallel problem is that outside groups with the potential to benefit 
small enterprises are unaware of the problems of small industries and the 
opportunities they offer to produce quality goods at attractive prices. 
Most of these group)s have historically interacted exclusively with business 
in Bangkok and its surrounding provinces. As a result, rural manufacturers 
miss out on the opportunities to tender bids, produce specialty products, 
purchase better inputs, and receive training and other services. As a 
result, however, of a slowly growing awareness of the opportunities for 
markets outside their irmediate vicinity, rural manufacturers are reaching 
out for information and as a result of increased costs, Bangkok groups are
 
beginning to take a new interest in the potential of rural industries.
 

A('
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The project proposes to speed this two-way linkage by supporting the
 
initiation of an Information Services Unit (ISU) in the Department of 
Industrial Promotion (DIP) of the Ministry of Industries. The Ministry of
 
Industries has agreed to bear an increasing share of the costs of ISU over
 
time and to fully fund its operations after the third year of the project.
 

The Ministry of Industry is the major RTG organization charged with
 
licensing, controlling, and fostering the gro,-th of rural industries.
 
Current RTG policy is to focus less on cont rolling industr and more on
 
promoting the growth of rural industries.
 

Within the Ministrv, DIP, through its five divisions
 
(Industrial Productivity, Handicraf s Promoticn, Industrial Services, 
Textile Industry, and Cottage Indu st r,) and three regional industrial 
promotion centers (Chiang Mai, Khon lKaen, and Songkhla) is the leading
 
Thai Agency for supporting rural industrial developrmnt. Its mode is to 
assist existing manufacturing enty-ru ris.s to expand and improve eficiency, 
and to promote the establishment of no:w s :.l manufacturers especia]lv 
outside the Bangkok area. The Mi i s' ry of Tindustries plan is to expand 
and strengthen DIP's ability to c;,rrv kut iLs mdillat, in large measure by 
creating and institutionalizing a ,ew Division, Vhe Iu orm tioN Services 
Unit which this project will support. 

The ISU's primary role will be to provide techn ical and management

information, through its sector spec ialists to be locaated in each region,
 
to those indust ry groupings (ag ro-processing, wood and furni ture, 
construction materials, metal t.irk ing and machinery, ceramics, rabber 
products, and silk) which are already represenied in rural nraas, and which 
have significant potential to grow.
 

ISU will produce and distribute general informal.ion materials on each 
industry sector, process information requests fKom individual entrepreneurs 
on specific interests, and provide data on available services inmarketing, 
technology, training, finance and various functional areas including those
 
services which will be available through the verious components of AID's 
rural industries project. 

in addition to providing services to entrepreneurs, IS will
 
also provide information to other groups seeking information on rural
 
industries. This will include information to commercial suppliers and
 
potential customers on the needs and resources of spec.ific industries and 
industry groupings, and information for policy makers on the problems and 
status of the various industry' sectors on which ISH will focus. 

ISU will provide these services through a headquarters unit which will
 
process requests, gather information and disseminate it to the regions, and
 
through a staff of 24 regionally based Sector Analysts who will travel
 
throughout their regions contacting individual manufacturers and groups of
 
manufacturers. These Sector Analysts will be assisted incontacting local
 
entrepreneurs by the Ministry of Industry's provincial industrial officers
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Staff will be mobilized partly by transferring staff from
in each province. 

existing divisions and partly by hiring new staff.
 

The project includes funding for vehicles, office equipment, materials,
 
staff salaries and
limited technical assistance as well as
computers, and 


There are no apparent constraints to providing these
operating expenses. 

inputs.
 

the Ministry of Industry'sGiven DIP's considerable experience, 
local level, growing mutual interest in developingat theextensive contacts 


that will be 
contact between rural and urban businesses, the project inputs 

and the extensive contributions toprovided, the well focused task of ISU, 

is technically
the ISU planned by the R'TG, this element of the RIE project 


feasible.
 

C. Training for Rural Entrepreneurs 

Thai businesses are slowly changing from traditional family owned and
 
This


operated concerns to those managed by professionally educated staff. 


process is most apparent in Bangkok. In rural areas visible change in this
 

extent only in the placetment in

direction is primarily evidenced to a small 


some stage of the famil, business of better educated offspring xno often
 

Thus, in the absence of intevzntions it
instead are attracted to Bangkok. 

will have more dynamicis likely that businesses in the Bangkok area 


jn rural areas will progress more slowly.
educated management while those 

To improve this situation, this projtct component will provide
 

management training for rural entrepreneurs through short courses designed
 

to expose them to modern management principles and techniques applicable
 

to small rural businesses. This training will. be carried out through the
 

Institute for Management Education in Thailand (INET) by the business
 

faculty of Thai universities and participating private sector 
business
 

people.
 

in 1982, as a private non-profit tax
IPME was established 

are to improve the quality and
 exempt foundation whose major objectives 


to train people in the

relevance of management education inThailand and 


areas, inmodern management techniques.
private sector, primarily in rural 

It is the only organization in Thailand offering managing training to 

the
 

areas except for the limited programs offered by
private sector in rural 

IMFF is governed by a Board of Directors and employs a full time
DIP. 


an executive assistant, an
managing director and three part time staff, 


accountant, and a secretary. IMVF's Board operates primarily thru Program,
 

Evaluation, Finance, and Public Relations Committees headed by Board
 

that IMET supports are implemented by themembers. The training programs 
business faculty of Thai universities augmented by lecturers and panel 

members from the private sector. In the pa:st, these universities have been 

In the future IiffT plans to incorporate regional
those based in Bangkok. 

universities into its training programs.
 

I 
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In response to Board decisions on annual program concentration 
participating universities submit training proposals for IMET's review
 

and approval. Programs are announced and applying target participants
 

are selected by IMET and the university based on applications and
 
etc. Training
recommendations of business organizations, former trainees, 


programs are evaluated by independent observers appointed by the Evaluation 

Committee of the Board. Most recently these evaluators have come from the 

training staff of businesses and banks. 

To date, IM"ET programs have trained approximately 3,000 business 
people, the majority of whom are from rural businesses. Much of the cost 
of this training has been funded by a grant from AID's Bureau for Private 
Enterprise, although IIMET has also received substantial contributions from 
the private sector. 

Trainees have been enthusiast ic about the value of iMFT training and 

many have donated funds to IMET and organized alumni groups which moat 

annually to exchange information and maintain int er- provi cia1 business 
contacts. An AID financed evaluation in 1985 of IMFI not,.i that ,mrII's 
training programs have been successful, have Id to uann s in individual 
businesses which have increased emnployment aid prots.s, and have been 
especially useful in broadening the contacts and therefore, the markets 
for rural entrepreneurs.
 

Under the "Training for Rural Entrepreneurs" component of the Rural 

Industries project, IMET's training programs will be expanded to train more 

leading provincial business people and district level business people and 

funds will be provided to increase the access of the business faculty of 

regional universities to Bangkok based business and management seminars. 

During the period of this project, IMEl will Continue to 
attract contributions for its work from the private sector including from 

organizations who wish their name to be associated with programs funded 
under the project. It is IMEt'"s intention that these non-AID contributions 
will be invested to support future IMEt training programs and that by the 

end of the project, IMEr's investments will be large enough for it to 
become self-sustaining. 

During the period of the l)roject, IIET aio plans to undertake 
or continue other training efforts which taken together are expected to 
require substantial effort by IME though less effort than the project 
supported training will require. It is doubtful that IMIET's current small 
staff and volunteer committee structure could carry out all the work these 

efforts will require on a sustained basis. Therefore, the project includes 

funding for a full time project director, evaluation officer, and 

secretary. IMET's current off ices can accommodate this staff. 

Given .IM''ssucossful exp,,rience to dlate in implementing training 
programs similar to those planned under the project, the positive reaction 

to this training by previous participants, and the additional staff to he 
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provided IMET under the project, this project component is technically
 
feasible.
 

D. Thai Executive Service Corps (TESC)
 

Along with improved financing, better information, and
 
management training, many small rural manufacturers would benefit from
 
technical assistance just as larger businesses benefit. However, these
 
rural firms have been reluctant to allow "outsiders" to view their business
 
operations and have been extremely reluctant to pay for an), such assistance
 
particularly since in its presently available forms it is often relatively
 
expensive. The Department of Industrial Promotion has had some success in
 
providing this type of assistance to rural firms and will continue such
 
programs but DIP's efforts will continue to be limited by fund availability
 
and staff capability. Instead, small Thai firms would gain greater and more
 
widespread benefits if they had access to and could become comfortable using
 
assistance from the more developed private sector.
 

The International Executive Service Corps (IESC) has a long history of
 
successfully providing such private sector to private sector assistance
 
through the services of retired American executives for up to three months
 
to larger local firms on a cost sharing basis, and as noted below, IESC will
 
play a role in this project. However, even the moderate costs of an IESC
 
executive volunteer are too high for a small firm to bear and the IESC
 
volunteer's skills are limited by the language barrier. Furthermore, while
 
IESC builds strong links between U.S. and Thai business, they do not build
 
the links between small rural firms and the larger Thai firms in and around
 
Bangkok.
 

Therefore, under this project, AID plans to initiate a local equivalent
 
of IESC, the Thai Executive Service Corps or TESC. TESC will be developed
 
managed and implemented by IMET.
 

IMET's overall operations are described under section C above. One of
 
IMET's more recent programs is a business diagnosis service which brings a
 
team consisting of a university professor, a Bangkok business executive,
 
and usually an IMET Board member, to the business of a leading provincial
 
business person to review the business, diagnose its problems, and recommend
 
solutions. The consultation lasts less than a day and there may or may not
 
be a follow-up. IMET pays the travel costs of the team and an honorarium,
 
and the local business person pays the small local costs.
 

This service grew from the requests for such a service by business
 
people who attended IMET's training programs. 

This limited service has been successful and accepted by local business 
people because of their trust in IMET and because of the presence of an 
academic person in an environment where such people are admired. However, 
because of the high cost of the service, limited duration of the 
consultation, and senior position of those involved, it is not likely that 
this program could have a wide or lasting impact. 



It has, however, laid the groundwork for the planned program under 
which an academic and a private sector technician will make an initial visit 
to a business which then would be followed up by several short term visits 
by the technician to help solve particular problems. After this, subsequent 
contact is up to the private parties in\volved in the consultation. A number 
of Bangkok businesses have already indicated interest in this program and in 
supplying salaried staff to assist rural businesses. IMEI' s business 
diagnosis experience indicates a willing audience for the service. These 
will come from the large coterie of IMET trainles, business people who hear 
of I!!ET thru customers of the business diagnosis service, and through 
referrals by those involved in th,, other elements of the project. 

The project funds the addition al staff IMlET will require to initiate 
this effort which is new to Thailand. ImET will require additional office 
space for this staff and is currently expioriig acquircing such space. 

This modest initiative is exp,,ct-ed to provide services to 320 clients 
over six years. Experience with the program will deternine if IMET will 
continue it. It offers the prospects for solvinu iHnwt;;e-iate problems and 
expanding rural businesses and for developing Ion terrm linkages between the 
rural and Bangkok based private sector. 

An independent expert consultant has examined this component of tile 
project and found it feasible,. His report is available in the project files 
in USAID/T/PERE. 

E. lnternat.onal Executive Service Corps 

While snal Irural businesses will benefit from TESC and the services 
of Bangkok bjsed business people for limited perioXds that it will provide, 
larger rural businesses which can generate consid(-rable rural employment and 
sector agg!omerations of smal rr,l businesses do have problems which1 of ten 
require ti. scrvices of a Person experienced in related modeni businesses 
for assigrnei s .f up to 3 months in duration. Under the project the IESC 
with its 21 (ra of experience in Thailand, and extensive network of 
recruiters and volunteer executives will be tapped to provide these 
services. Clients for IESC's services will be identified by IESC and by 
those involved in other elements of tiie project such as DIP's ISU sector 
analysts, I lE-F, and IFCT and commercial banlks. 11ISC has already identified 
a number of such clients which it lacks current funding to serve despite 
partial financial support from the identified clients. 

IESC's experience world-wide: and in Thailand are evidence that this 

element of the project is feasible.
 

F. Strengthening Rural Business Associations
 

Individually, small rural industries have little strength to influence 
local and national policies and proc-edures, however, if they join together 
they have the potential to work fcr their own good. Two private sector 
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business associations predominate in playing this role for the private
 

sector, the Thai Chamber of Commerce (TCC) and the Association 
of Thai
 

Industries (ATI). Representation in both associations is heavily weighted
 

toward larger Bangkok area based businesses. Both, however, have become
 

more active in the past few years in expanding a network of related rural
 

associat ions.
 

in man), rural areas in particularThe Thai Chamber of Commerce, which 
has members from both the industrial and commercial sectors, is attempting
 

The Chamber has been quite
to establish local chambers in each province. 

In 1984 there were 5 rural chambers of
successful in this effort. 


65 such chambers. The Association of Thai 
commerce. By 1986 there were 
Industries focuses primarily on industry and because of this narrower
 

on the establishment of local industrymembership base has focused 
areas large industry concentrations and

associations in with relatively 
now has
 on the creation of various specialized industry clubs. ATI 


Thani, Samut Prakarn, Khon Kaen, Nakhon
6 up-country branches (in Pathum 
Sawan, Chiang Mai, and Songkhla). It plans to establish three new in 1987
 

For the most part both TCC's
and an additional seven affiliates in 1988. 

larger and more powerful
and ATI's rural business associations represent the 


businesses in their areas.
 

This component of the Rural Industries project will fund staff and
 

operating expenses to strengti': tivse rural business associations and 

broaden their programs to work with small rural industries and will help in
 
areas.


establishing new rural industry associations in at least seven rural 


This is expected to strengthen small rural industries.
 

the Thai Chamber of Commerce, staff will beUnder the program with 
to assist rural chambers of commerce to expand their small industry

hired to markets and
industries to gain access
membership base and to assist small 

to prepare projects for bank financing. These field staff


technolcly and 

will be supervised and given technical guidance by TCC's Bangkok
 

headquarters.
 

Under a similar though broader program-i with ATI, staff will be hired 

and trained at ATI and rotated through ATI's rural affiliates to assist them 
Field officers will be
in developing service programs for their members. 


managing field supervisor who will be under the supervision
supervised by a 

of the Deputy Executive Director of A'7I.
 

the project provides funding for salaries, travel, and

In both cases 


materials.
 

Both ATI and TCC have experience in organizing field affiliates and
 

substantial headquarters staff to provide administrative and technical 
The project approach is innovative
support to the planned new field staff. 


for both organizations because it represents their first efforts to apply
 

significant coordinated resources to such organizing but the general
 

approach of using field staff for such efforts is technically feasible.
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G. Joint Public/Private Sector Dialogue
 

Historically, the relationship between the Thai government and
 
the private sector had 
been at best uneven. In varying intensity the
 
government viewed the private sector as 
a necessary evil to be controlled
 
while the private sector viewed the government as the source of unnecessary

and ill advised constraint. More recently this attitude has changed a great

deal at least at the upper levels of the government structure arid among the
 
more prominent private sector organizations. Instead of continual
 
confrontation there is often cooperation in exploring the issues jointly

affecting these sectors. Unfortunately this progressive relationship is not
 
reflected throughout Thailand's rural provinces.
 

Considerable inputs to this constructive dialogue have been provided by

the Joint Public Private Sector Consultative Committee (JPPCC) whose work
 
has been supported in part b'v USAID's Private Sector inDevelopment Project

(493-0329). This Committee is composed of the economic ministers of the
 
government and representatives of the Thai Banker's Association, the Board
 
of Trade, TCC, and ATI. It merl's regularly to explore and resolve common 
concerns and is staffed by a Secretariat in NESDB and to a lesser extent by
the Joint Standing Committee of the private sector members. 

For various reasons, much of the Committee's work has been focused on 
the concerns of its Bangkok based membership. In the past two years,
however, three regional JPPCC meetings have been held with the support of 
USAID's project, and the NESDBE Secrietariat has initiated action to establish 
regional and provincial joint public/private secretariats. The purpose of 
establishing such secretariats is to extend government and private sector 
cooperation throughout the country thereby giving smaller rural businesses a
 
voice and opportunity to solve problems at 
the local level or raise them for
 
resolution at the national level.
 

This rural cooperative policy dialogue effort is still 
in a fledgling
 
status and this component of the project is designed 
to help to strengthen

and institutionalize it, thereby alleviating constraints on 
the expansion of
 
rural industries.
 

This project component will be implemented by NESDB and
 
includes funding for staff, in-country training, travel, workshops,
 
seminars, data gathering, equipment, and related activities.
 

The overall public/private sector consultative approach is innovative
 
and perhaps unique. Considerable progress has been made thus far and this
 
component of the project is planned to 
extend and broaden that progress in
 
rural areas. Previous activities initiated by NESTB and the private sector
 
provide evidence that this project component is technically feasible.
 

H. Overall Project Technical Feasibility
 

The above discussion ha.s shown that each element of the project is
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technically feasible, however, the project 
does have many elements and the
 

question arises as to whether the overall project is technically feasible,
 

is the project as designed a technically feasible 
approach to
 

i.e., 

alleviating the constraints to the expansion 

of small rural industries and
 
The
 

thereby creating additional employment opportunities 
in rural areas? 


response to this question essentially involves 
determining if the project
 

as a whole is administratively feasible and the extent to which 
the overall
 

project will fail if any one or more elements fail.
 

The administrative analysis has concluded 
that the project
 

A review of the project elements noted
 can be administered as designed. 

above makes it clear that while each element 

of the project will benefit
 

from successful outcomes of each element of the project, the failure of
 

one or more components will not negate the benefits of an) one element.
 

If the guarantee facility fails to attract 
lending for small rural
 

industries, they will still benefit from the knowledge, cooperation, 
and
 

If the ISU fails to be responsive
training inherent in other elements. 

small rural industries, they will still benefit
 to the information needs of 


from training, cooperation, and financing 
etc.
 

its
 
Therefore, in this project, it is clear that not only are 


components technically feasible, but that 
the overall project is technically
 

feasible.
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ii. Economic Analysis
 

I. Introduct ion 

Before proceeding with the analysis of the economic effects of the
 
implementation of the Intervention set, it may be useful to deal, albeit
 
briefly, with that hard), perennial: why interfere with the market?
 

The main argument in favor of interventions remains the desideratum of
 
increasing the efficiency of the system by removing or reducing the existing
 
distortions of factor prices which, in the aggregate, tend to inhibit the
 
groith and prosperity of small scale industry. A variety of macro and micro 
policy measures in the developing countries which include trade barriers, 
overvalued currency, interest rate ceilings and investment incentives have,
 
demonstrably, tended to make capital and foreign exchange cheap for some 
manufacturing firms, who grew large as a result. Interventions are thus 
seen as an effort to bring about a situation which would exist had these
 
distortions not taken place.
 

But the approximation to an open market is not the only reason for
 
justifying interventions. There is also the perceived discrepancy between
 
private and social benefits. One instance of this discrepancy is
 
enterpreneurial failure which is a clear loss to the owner of the enterprise
 
but a benefit to society in that it has acquired the experience of an
 
entrepreneur whose skills and acumen could be employed elsewhere. This
 
incubation function of small scale industry is a valuable social resource
 
and one which is unexploited to the extent that entry is restricted or
 
difficult to those would-be enterpreneurs. Last, but not least, the
 
barriers to entry and expansion of small scale industrial firms need to be
 
lowered, it is argued, on grounds of equity, in order to reduce the glaring 
inequities in income distribution. Small scale industry may, for example,

be the only alternative open to landless laborers, who, for one reason or 
another, are unwilling or unable to emigrate.
 

Economic Effects of Interventions
 

For analytical purposes, it may be useful to distinguish three
 
categories of Project activities which constitute, in the aggregate, the
 
Intervention set. The first category consists of those activities which are
 
aimed at reducing the barriers to entry to institutional finance of small 
scale industrial produces in the out-lying provinces, with emphasis on the 
"Second layer" or small scale producers. They are: 

1. The Guarantee Fund
 
2. Assistance to the Executive Service Corps
 
3. Management and Related Training
 
4. Assistance for the Information Service Unit at the DIP/MOI 

cv 
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The second category consists of a series of policy 
studies whose
 

purpose is to obtain information and insights into the nature and problems
 

the small scale provincial industry in general, but with sptcial
of 

reference to the first and third layer of producers i.e. medium size firms
 

They may include such studies as
 and micro-enterprises. 


1. 	 Industrial Profiles of Provincial Towns
 

2. 	Role of Micro-Enterprise inDevelopment
 

Planning Interface with Local Governments
3. 

Participation Finance in Institutional Credit
4. 


5. 	Elements of Evaluation Exercise
 

Analysis of the administrative costs of Small 
Industry Lending.


6. 


The last category is best described as containing those activities
 

which reinforce the existing structures and 
which maintain a favorable
 

They are:
climate for AID interventions. 


1. 	Assistance to the JPPSCC
 

2. 	Assistance to TCC
 
3. 	Assistance to ATI
 

In undertaking a social cost-benefit calculus of the 
Project package it
 

is necessary to differentiate between those 
components which are amenable to
 

numerical analysis and those which are not.
 

Its concepts

The guarantee fund falls clearly into the first category. 


are capable of being expressed as macro-economic 
variables and their
 

over time can be predicted with a fair degree 
of confidence.
 

movement 


seem appropriate to assume that
 For all the other components itwould 
 This 	assumption almost
 
their benefits equal costs but with a two year 

lag. 

these
 

certainly understates the likely benefits, quantifiable 
or not, of 


it makes itunnecessary to speculate

activities, but is a convenient one as 


on the possible future economic impact of policy studies or of institutional
 

On the other hand, in a relatively open economy, 
such as
 

assistance. 

can be safely assumed that, by and large, the price paid for
 Thailand, it 	 value products of

tends to approximate the marginal
commodities and services 

bill 	paid! for a
 
these purchases. A typewriter acquired by DIP or a 


conference hall by the JPPSCC are presumed to yield benefits 
to the
 

purchasers at least equal to their costs.
 

Turning to the guarantee fund, its economic benefits are derived from
 
At the end of the
 

the key assumptions regarding the operation of 
the fund. 


10th year of its operation, the fund will have provided $8 
million in
 

guarantees but only $2 million in actual disbursements, 
thus making it
 

psssible for $16 million worth of loans to be 
advanced to "the second layer"
 

Of these loans ifwe assume a default rate of 
25%, only


borrowers. 
 an aggregate incremental
 three-fourths will be repaid, resulting in 
 With 	the ICOR in
 
investment of $24 million (including borrowers 

equity). 
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Thailand currently at 4, the increase in the Gross Domestic Product
 
resulting from the operation of the fund, will be, at the end of 10 years, 
$6 million*.
 

With respect to costs, the total AID/Thailand contribution is $8.1 
million i.e. $2 million disbursed under the guarantee scheme and $6.1 
million contributed to the other components of the Project package. To thi! 
must be added $1.5 million baht equivalent, representing the value of host
 
country contribution. Based on the Flow of Funds Table in the Financial
 
Analysis Section of the PP (Annex F.iii), the total cost of the Project 
package, $9.6 million, will be disbursed over the first 8 years of the
 
Project operation, as indicated below:
 

Project Costs
 
(in million of SUS) 

YEAR GUARANTEE OTHER TOTAL
 
FUND COMPONENTS 

1 1.7 1.700
 
2 
 1.9 1.900
 
3 0.125 1.1 1.2?5
 
4 0.125 1.0 1.12­
5 0.250 1.0 1.250 
6 0.375 .9 1.275
 
7 0.500 - 0.500
 
8 0.625 - 0.625 

TOTAL 2.0 7.6 9.6
 

ICOR (Incremental Capital-Output Ratio) is an empirically derived
 
relationship between changes in investment flows and the associated
 
changes in aggregate output (i.e. Gross Domestic Product - GDP)
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The benefits are of two kinds; those attributed to the guarantee fund
 
operation, and the lagged benefits of the other components of the Project.
 

Project Benefits 
(inmillion USD)
 

GUARANTEE OTHER TOTAL
 
YEAR FUND COMPONENTS BENEFITS 

1
 
2 
3 0.2 0.7 0.9
 
4 0.3 1.9 2.2 
5 0.5 1.1 1.6 
6 0.8 1.0 1.8
 
7 1.0 1.0 2.0
 
8 1.2 1.0 2.2
 
9 1.0 0.9 1.9
 

10 1.0 1.0
 

TOTALS 6.00 7.6 13.C 

Given the nature of the data, perhaps the best single measi! of the
 
economic efficiency of the Project is its Net Present Value, whic1i is the
 
measure most consonant with the least-cost analytical approach.
 

NPV (net present value) is the measure of the discounted Flow of net
 
benefits anticipated from the implementation of the Project ovc, the
 
relevant time span, here assumed to be 10 years.
 

To compute the NPV, given the time period and the expected flow of
 
costs and benefits, all that is necessary is to determine the discount rate.
 

The discount rate is a concept which quite simply states that the value
 
of a cost or of a benefit at some time in the future is less than at
 
present. The more distant the future, the less its present value. For the
 
purpose at hand the discount rate (measured as per cent) is taken to be 12%, 
the figure currently adopted in the calculations underlying World Bank 
projects.
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Stated in algebraic terms, the net present value is equal to the
 
discounted difference between the stream of costs and benefits over
 
10 years*: The figure thus obtained is $0.230 million indicating that NPV
 
is positive and therefore acceptable as both economically efficient and
 
cost-effective.
 

In spite of the conjectural nature of the benefits there is little
 
doubt that they are considerably understated in the NPV calculus. The
 
underestimation was deliberate in accordance with the "least cost"
 
analytical approach and in order to insure that moderate changes in the
 
elements of the calculus would not significantly effect the outcome.
 

The three principal reasons for the undJerestimation of the benefits are: 

1. The possibility of a potential higher gearing ratio in the
 
.last four year of operation of the guarantee fund'' 

2. The non-quantifiable but probable benefits of some of the 
"other" components.
 

3. The potential for lower than a 25% default rate. 

In addition, from the standp-int of economic effects it is also
 
arguable that a portion of the loans defaulted could still yield some 
increases in income and employment, however temporary.
 

Turning to the non-quantifi ahle components of the Project package the 
assumption that their cost equals their benefits is a very conservative one. 

This belief stems from the applicability of the "Triple S" approach
employed in the selection of a number of the components in the package,
particularly the policy studies and the traininglinformation activities. 
While essentially unpredictable, the combined effects of synergy, symbiosis
and serendipidity can only have a positive impact on income and employment 
generation. One small scale producer who learns of new technology, of new 
products or new markets may ,;ppen to hit on an idea 

n
 

NPV = - (bi - ci) = 0.230
 
n
i=o (1 + O
 

where n = 10
 
r = 12
 

IRR = 13.26%
 
B/C = 1.03
 

'*' See "Financial Analysis" Section. 
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whose payoff over time could exceed the entire cost of the project package.
 
Granted that such a happenstance will not occur frequently (or may not occur
 
at all) it still remains true that, given fixed costs of the
 
non-quantifiable components, their benefits cannot be but underestimated.
 

Qualifications of the Analysis
 

The NPV calculus, as it stands, raises a number of questions, both
 
technical and substantive, which need to be addressed.
 

One such question is that of the need to adjust the NPV calculus for
 
inflation. Were the streams of costs and benefits more or less parallel
 
over time, there would be no need for adjustment. However, as indicated in
 
the schedules, the streams appear to be consecutive rather than parallel
 
(benefits lag behind costs), so that there would seem to be an a priori case
 
for adjustment.
 

Upon reflection, however, the inflationary adjustment appears
 
superfluous. This is so for two reasons. First, the record of price
 
stability in Thailand is exceptional among developing countries. Second, it
 
is the stream of benefits which is the further into the future. Any
 
increase in the real value of benefits over time, relative to those of
 
costs, would further strengthen the conclusion that the positive number
 
calculated for NPV is substanti.iy understated.
 

A more complex question is that of "additionality". The principal
 
objective of the guarantee fund component of the Project package was to
 
ensure, insofar as possible, that the productive investments made possible
 
by it,are not made by those industrialists who would obtain credit for that
 
purpose in any case. The eligibility requirement and other features of the
 
guarantee fund were designed with the express purpose of facilitating the
 
access to institutional credit of small scale, "second layer" producers in
 
the provinces to whom that access was largely interdicted in the past. To
 
the extent that the guarantee fund will operate as planned, there is a
 
strong prcsumption that "additionality" will, in fact, take place, i.e. the
 
resulting investments will be over and atuove those which would occur in the
 
absence of the Project. But some nagging questions still remain.
 

The key question which begs an answer is the possibility that the new
 
investments undertaken under the guaranty,,e would reduce the size of the 
market for existing enterprises and thus reduce output and employment 
therein. Similarly, competition for inputs, including skilled labor, may
 
impinge upon the profitability of existing enterprises and on the prospects
 
of those enterprises whose financial needs are not covered by the Project.
 

Those possibilities and probabilities cannot be gainsaid and,
 
furthermore, their quantitiative impact is impossible to estimate. But
 
there aie at least two considerations which suggest that such impact need
 

http:substanti.iy
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not invalidate the conclusions regarding the positive value of NPV. In the
 
first place, economics, unlike, say, poker, is not a zero sum game. The 
entry of new firms into the product or input markets does Pot necessarily 
mean that the size of those markets facing the competitors will shrink. 

Industrial track record is replete with instances where the very 
opposite has occurred. There are powerful forces at work which cause 
markets to expand rather than contract, pari passu with increases in 
incomes, in standards of living, in acquisition of skills and so on. 
Nevertheless, instances will occur where, if only for a transitional period, 
local markets for both inputs and products will not grow as much as assumed 
in calculating NPV. On the other hand, the NPV calculus did not consider 
the impact of the so called income and employment multipliers, where 
secondary increases in investments and incomes are associated with the 
primary effect of the incremental investments under the Project. A hitherto 
unemployed person now hired by a small scale industrial producer in a 
provincial town becomes a customer of a local shopkeeper who, in turn, may 
consider hiring another employee, and so on. 

It is implicitly assumed that the effects of the market shrinkages due 
to intensified competition of new entrants will be more or less offset by 
the expansionary effects of the multipliers. While there is no certainty 
that these offsetting forces will always he of equal weight, there is no 
reason to question the validity of the chief conclusion of the analysis, to 
wit, the positive value of NPV. But, and it is ,ghtya we but, the NPV 
calculus is based on a number of assumptions whose plausibility is crucial. 
This being so, it is necessary to discuss these assumptions at some length. 

Validity of UnderlvinS Assumptions 

The first of these crucial assumptions in that the guarantee fund 
scheme will work more or less as planned (Annex F.i, A.). This is a 
technical rather than an economic issue and need not be dealt with here. It 
should be mentioned, however, that the scheme was designed after an analysis 
of the problems and pitfalls encountered by a number of similar schemes in a 
number of LDC's whose stage of development resembles that of Thailand. 
Ever' effort was made to minimize these problems and to avoid the pitfalls. 

Two crucial issues remain. Stated simply they are:
 

1. 	 Are there, in fact, in the up-country areas of Thailand, hundreds
 
if not thnusands of viable industrial projects whose success is
 
held back by restricted access to institutional finance?
 

2. 	Can such projects be successfully and profitably implemented by 
small scale industrialists in these provinces? 



- 23 -

There is an impressive accumulation of evidence, both at the micro and
 
at the macro level, which documents the validity of the following assertions:
 

1. 	 Small scale industrial enterprises show remarkable survival
 
powers in spite of the generally unfavorable policy setting.
 

2. 	 The proportion of small size firms in manufacturing tends to
 
decrease over time but remains high for middle income LDC's.
 
During that development stage their number increases in absolute
 
terms.
 

3. 	 A high proportion of small scale industries becomes large firms.
 

4. 	 A significant proportion of small scale firms which remain small
 
;'eem to adapt themselves to existing constraints among which
 
barriers to entry to institutional finance loom large.
 

Unfortunately, the large number of longitudinal studies tracing the
 
history of small scale manufacturing units over time, do not include
 
Thailand. However, the available literature does disclose sporadic evidence
 
drawn from Thailand's small scale industr which appears consistent with the
 
findings elsewhere. In general, there is no reason to doubt that the
 
existing provincial manufacturing firms in Thailand are capable of
 
expansion, or that new firms will emerge, pari passu with the ibprovement of
 
the efficiency of the existing delivery system.
 

The persistence of small scale enterprise even in such highly
 
industrialized countries as Japan, and its continued growth (albeit at a
 
decelerating pace) in Korea and Taiwan, is most commonly explained by a
 
number of factors drawn from location theory, to wit:
 

1. 	 When rural incomes are rising, up-country industries will find
 
additional outlets and opportunities.
 

2. 	 As long as transport and marketing costs remain high in the
 
outlying provinces, small scale industry will thrive.
 

3. 	 Weight-losing and perishable products will continue to find
 
comparative advantage in locating in rural areas.
 

4. 	The spread of subcontracting and service industries will favor
 
provincial firms.
 

5. 	A number of specialized and differentiated products will find low
 
scale economies when locating outside major metropolitan centers.
 

6. 	 Innovative activities will continue to find profitable niches
 
outside metropolitan areas.
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What is particularly interesting is that there appears to be a 
significant number of small enterprises which either grew to considerable 
size or else continued to be profitable at low sizes in the absence of any 
of the standard locational advantages. This was true in Korea and elsewhere 
and is explained by the presence, in some rural areas, of capable 
entrepreneurs who prosper even though they do not appear to enjoy any of the 
advantages listed above. In one of the few existing studies of such areas 
in Thailand (Sukhotai) this proposition was fully documented. It would 
seem, therefore, that while entrepreneurship may not be a "slack variable" 
in the linear programming sense (i.e. not a constraint in growth models) it 
is certainly likely to be less of a problem here than in a number of other 
developing countries. Thai entrepreneurs have shown themselves responsive 
to new opportunities and to new techniques, even though they do not always 
explore these opportunities in the most eEficient manner. This is one 
reason why the record of small scale industry world-wide, as well as in 
Thailand, does show a high mortality rate for small scale industrial 
enterprises, especially those located in the outlying provinces (and helps 
to explain the high concentration of very small scale enterprise in the 
Bangkok area).
 

The point made about no apparent shortage of entrepreneurial talent but 
a dearth of efficient entrepreneurs and managers, is an important one and is 
documented in the Le Craw study in the case of ThailandS. 

It suggests that inefficiencies to be found in the conduct of small 
scale industrial enterprise arise out of uncertainties associated with 
choices among production functions, that is,the appropriate technology to 
be adopted in production, especially when considering expansion. 

But there are other inefficiencies which are prevalent in the conduct
 
of small industrial units, over and above those which are external to the
 
firms and over which the entrepreneurs - omners-mangnrs have no control. 

These internal inefficiencies include lack of an accounting base for 
managerial planning and decision making, lack of information about markets 
and suppliers and the barriers, real or perceived, to institutional 
finance. The Project Package is an attempt to alleviate these deficiencies 
and thus insure that small scale industrial proJects can be carried to a 
successful conclusion. 

Accordingly, the requirement for project-based appraisal under the 
lendipK stimulated by the guarantee fund, the IMET training activities, and 
the information neowork to be set up at the DIP, are all components of the 
Project package expressly designed to reduce these entrepreneurial 
inefficiencies.
 

D. J. Le Craw "Choice of Technology in Low Wage Countries"
 
Quarterly Journal of Economics, Nov. 1979.
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In conclusion, therefore, while the final outcome cannot be predicted
 
with any degree of certainty, there are reasons to believe that the Project 
package, in conjunction with the existing delivery system (which, hopefully,
 
will continue to improve under the influence of other germane activities)
 
will bring about the results expected.
 

Socio-Economic Benefits
 

The macro-economic impact of the Project Package which assumes an
 
increase of GDP of $4 million or 105 million baht cannot be said to
 
constitute a major developmental thrust. Measured as a proportion of value
 
added inmanufacturing, it amounts to a minute fraction of one per cent.
 
With GDP about five times the size of manufacturing, the influence of the
 
Project on the growth rate of aggregate supply of goods and services will be
 
negligible. 

The rather marginal changes in GDP which can be expected from
 
interventions designed to assist small scale industrial producers in the
 
up-country areas, is one important reason why that segment of private 
enterprise has, until very recently, operated inan atmosphere of benign
 
neglect. But the grc.ing awareness of the perils of large scale open 
unemployment and particularly of the high proportion therein of high school 
and university graduates has turned the attention of the authorities to 
small scale industry and to it-s employment - generating potential. Open 
unemployment, as distinct from disguised, or seasonal unemployment has been 
growing at an accelerating rate and now approaches 3% of the labor force. 
The current number is close to 700,000 and an equal number is estimated to 
be looking for work but not officially counted as unemployed. The attention 
now being given to small scale industry is due to the belief that this 
segment of manufacturing is more labor intensive that the medium and large 
scale industry and that efforts to assist if will be more cost-effective and 
more immediate.
 

In actual fact, it is not certain that, for any given product mix, a
 
small scale industrial enterprise ismore labor intensive than a large
 
firm. What iscertain, however, is that small scale enterprises tend to be
 
concentrated in more labor-intensive subsectors of industry so that, in 
effect, assistance to small produces will yield more workers per unit of
 
capital and per unit of time. 

Small scale producers use less capital, generally use capital more
 
efficiently and so, accordingly, show a much lower capital intensity than
 
larger firms.
 

To estimate the net increase in employment which will result from the
 
full cycle operation of the guarantee fund, is not possible in any precise
 
fashion. Even ifdata on ICOR's and Cobb-Douglas functions were available
 
by size of assets of industrial enterprise, ifwould not be possible to 
predict, ex ante, the pattern of investment which will be created as a 
result of loans yet to be made under the aegis of the guarantee fund. 

(A 
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Accordingly, only a rough estimate can be attempted, based on
 
comparative data for industrial investment in Thailand.
 

There are two sets of data which are relevant to the task at hand. The
 
first set of data is derived from the mid-term evaluation of the loan to the
 
Siam Commercial Bank disbursed during 1983 and the other source is the
 
analysis of the data in the files of BOI.
 

In the case of the SOB loan, the loan cost per job was estimated at
 
$4,775. Allowing for a generous increase in the cost, for inflation, of
 
about 25% during the duration of the loan activity under the guarantee
 
scheme, and assuming further than only three fourths of the $16 million of
 
loans made thereunder will actually result in actual investment, 2,400 new
 
jobs would be created directly over the duration of the guarantee fund.
 

The 2,400 figure is almost certainly underestimated and must be taken
 
as the lowest possible outcome. The major, but not the only reason for
 
underestimation, is that the loan disbursed by the SCB were to the "first
 
layer" of small scale industrial enteiprise whereas the guarantee fund is
 
designed for the "second laver", whose investment projects are likely to be
 
substantially more labor intensive.
 

The BOI data show that, in 1982, the average employment per million
 
baht of investment for the promoted projects was 1.4 persons compared with
 
4.7 persons per one million of inv-stment for the industry as a whole.
 
Twelve million dollars of loans (three fourth of assumed sound loans under
 
the guarantee) represent 623 million baht of investment (it will be recallqd
 
that the loans under the scheme ar, not to exceed 50% of the cost of the 
project). The resultant enplovmenr generation should yield about 3,000 jobs 
attributable to the peration of the guarantee scheme. In this calculation 
no adjustment was made for inflation because it is certain that the number 
of jobs per unit of investment made by the beneficiaries of the guarantee 
scheme will be a multiple of the average for the industry as a whole. 

The increase in employment directly attributable to the guarantee fund,
 
even if understated even at 3,000, represents nearly one half of one per
 
cent of total open unemployment, a not insignificant contribution. When
 
compared with the Siam Comercii! ,:nk loan, the guarantee fund generates 
employment at less than one seventh of the cost per job ($634 versus $4,775). 

While the employment generation effects of the Project are implict in
 
the estimates of additional GDP, there are related socio-economic benefits
 
which can be expected to flow from the 3,000 or so additional workers 
employed by the small ..ale provincial producers. In the first place, a
 
substantial proportion of this additional employment is likely to be
 
unskilled. A number of empirical studies conducted in a variety of middle
 
income LDC's, confirms the assertion that less sophisticated technology used
 
in the production functions of small scale industry tends to employ higher
 
proportions of unskilled labor. Secondly, rural-based manufacturing firms
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will draw on a larger pool of landless laborers, whether skilled or
 
unskilled, than is likely to be the case with larger scale enterprises based
 
in or near metropolitan centers.
 

To the extent that unskilled and landless laborers are identified as
 
the hard core of the pockets of absolute poverty in most developing
 
countries, the Project activities will mitigate the incidence of this
 
intractable social problem. Similarly, the support to small scale industry
 
located in provincial towns can be expected to relieve, to some extent, the
 
pressures for out-migration, and to aid in the objectives of industrial
 
dispersal and the reduction of regional income disparities.
 

These socio-economic benefits are not easily amenable to
 
quantification, nor is their order of magnitude likely to be great. They
 
do, however, engender forces which are consonant with developmental 
objectives other than the increase in the rate of growth of value added and 
almost certainly greater than any equal-cost effort focused on larger scale 
industrial enterprise. 

The developmental objective of improving the balance of payments 
position deserves brief mention. Unfortunately, there is no clear cut 
evidence regarding the effects of the growth of small scale industry on 
exports and imports relative to that of t;, -"pansion of the larger scale 
firms. But it may be worth mm:tioning that tne current fashion of 
emphasizing export promotion as the primary instrument of redress of balance 
of payments disequilibria should not obscure the fact that import 
substitution, properly interpreted, can also be effective, and that indeed, 
it is more amenable to government control than export promotion. Import 
substitution has, in the past, connoted excessive prot,.tion of domestic 
production which sought to replace imports of consumer durables dest .. for 
the high income households. But import substitution can also mean the 
production of mass-consumption items, as Well as of intermediate capital 
goods, even if,on occasion, the quality of these locally produced goods may 
not come up to world standard. There are reasons to believe that small 
scale firms will use local materials and local labor relatively more than 

r~t -mt rnnnrmmtnn e can~.
,Crl-,r n moo, 




iii. Financial Analysis 

PART I
 

For the purpose of this analysis the entire Intervention Set will be viewed 
as an Integrated Project Package with the small scale industry guarantee 
fund as its core and the study and subprojects grants as complementing,
 
reinforcing and supporting the operation of the loan component.
 
Accordingly, the analysis will concentrate on the financial viability and
 
efficiency of the core component, with occasional arguments and data
 
pertaining to the others components of the Project package adduced whenever 
appropriate. 

Effect on Project Participants 

There are three sets of participants involved in the core activity 
of the Project. First and foremost, the small scale enterprises, the 
intended beneficiaries of the guar:,ntee scheme. Second, the IFCT 
(Industrial Finance Corporation of Thailand) which will pioneer 
project-based, partly coll;tralized term-lending and manage the guarantee 
facility, and, thirdly, the domestic commercial bants who are expected to 
join and effectively participate in the scheme. The custodial and 
managerial function is not considered a participant in the sense implied in
 
the analysis, because the impact is meant to be neutral, that is the 
custodian/manager will nether benefit nor lose from the scheme, as designed. 

The case for the existence of powerful financial incentives to motivate 
the participation of small scale industrialists in the guarantee scheme is 
based on strong evidence that the existing barriers which inhibit this layer 
of enterprise from seeking credit from the financial market are those of 
stringent collateral requirements, dearth of project-basic appraisals of
 
loan applications, the limited duraition of loan repayment schedules,
 
combined with narrow grace periods and such access factors as will be 
addressed by the training and technical assistance components of the 
project. 

Empirical studies conducted 5, NIDA ('National Institute of Public 
Administration) and by rthers, establishes quite clearly that the collateral 
problem is especially acute for small scale industrialists. They are 
discriminated against in several ways. In the first place, in spite of the
 
banking systems alleged emphasis on collateral (i.e. pledge of a marketable 
asset as a safeguard against default) half of the asset portfolio of Thai 
commercial banks is extended either without any collateral or with a 
personal or corporate guarantee. These loans and advances, however, are 
confined to prime risks and or to borrowers with a variety of links to the 
lender. Indeed, there is a striking correlation between the average size of 
loan and the nature of the collateral, again reinforcing che relative 
disadvantages of small scale enterpreneurs. Furthermore, for small 
producers, fixed assets account for a lower proportion of total assets, a 

Ak
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fact which constrains their borrowing capacity even more. Finally, many
 
small scale borrowers are effectively confined to land and buildings as
 

collateral because, in order to be eligible to offer equipment as collateral
 
it must be registered by the Ministry of Industries, a procedure which they
 
often choose to by pass. Add these discriminating features to the general
 

limitations on the nature of collateral and to the reluctance of most
 

lenders to accept second mortgages, and the importance of loosening the
 

collateral constraints becomes paramount for small scale industrialists.
 

Closely related to the collateral problem is the scarcity of loans made
 

on the basis of the appraisal of Lhe project to be financed. Even though
 

the commercial banks will usually require the submission of a balance sheet,
 
profit and loss statements, etc. from borrowers seeking expansion finance,
 
and of cash flow and other pro-forma documents from new borrowers, the
 

approval of the loan hinges on other considerations.
 

With the exception of the IFCT, there is seldom any attcmpt by the
 

lender to estimate the econumic impact of the project to be financed and
 

almost never a reliance on the project's viability as the chief source of
 

loan amortization. The commercial banks do point out, with some
 

justification, that even a very good project will not guarantee repayment of
 

the loan if its sponsor diverts the loan to consumption purposes or if he
 

absconds to Taiwan or Hongkong with the loan proceeds. But it is difficult
 
to see why such a guarantee of bona fide must amount to up to twice the
 

value of the loan, over and above the value of the assets acquired through
 
the loan itself.
 

In consequence of these attitudes and practices, term-loans, that is 

loans extended for a period of several years with a provision for exemption 

from payment of interest and/or principal for an initial year or two of 

grace period, is a neglected instrument within the Thai commercial banking 

system. This is demonstrated by the extremely high ratio of short term to 
long term credit obtaining in Thailand, of 9:1 which is about four times the 

conventional ratio and far in excess of the legitimate need to maintain 

liquidity in the commercial banks balance sheets. For reasons indicated 

above, the shortage of long term credit is particularly acute for
 
small-scale borrowers.
 

When project-based term loans are made by the commercial banks, they
 

seldom extend to 3 years and rarely offer a grace period of one year, or
 
over. Both these limitations are especially difficult to conform to by
 

small scale borrowers who are less familiar with machiiery, with production
 
processes or with marketing than medium and large scale firms, thus also
 

more vulnerable to changes in demand and market conditions.
 

Given the reluctance of the commercial banks to engage in term lending,
 

on the one hand, and the growing demand of the manufacturing sector for this
 
type of finance on the other, the financial market in Thailand resorted to
 
an ever increasing reliance on overdrafts as the principal instrument for
 

financing the acquisition of long term assets. Currently, some 60% of all
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commercial bank loans and advances are in that form. 
Basically, overdraft
 
is the extension by the lender of the privilege to draw checks on the
 
client's account even if the account is insufficient to cover the check.
 

On the face of it, the overdraft system offers definite advantages to 
both the lenders and the borrowers. The lenders benefit from maintaining

deposits which have to be replenished from time to time, and they have 
better c: :trol of their liquidity position than would be the case under 
2Thuine -rm lending. The borrowers are not required to repay the principal 
G TIT),.' duration of the overdraft facility and are sure of roll-over of 
the .iedit at current market rates. But, again, such benefits are virtually
confined to large scale borrowers and are very seldom attainable by small 
scale ones. 

Moreover, from the standpoint of social benefit, the overdraft system
leaves much to be desired. It favors investment with a short-horizon, with 
quick financial, returns, over those with greater economic benefits in the 
long run. Under overdraft financing banks need not inquire too closely into 
the relative efficiency of use fcey which withdrawals are made, compared with 
alternative uses. Nonetheless, ov,. rdraft financing is here to stay and 
indeed is likely to become even more popular in a period when interest rates 
appear to be more volatile and show a declining trend. But there is clearly 
a need to reduce their preponderance in the system and to make term finance 
available to those who need it most and receive least, i.e. small scale 
industry in the provinces' 

There is therefore, little doubt that the loan guarantee scheme, the 
core of the Project package, embodies powerful incentives for the small 
scale enterprises to enter the scheme. But, there is a reluctance on the 
part of that segment of the free enterprise array, to enter the formal 
financial market, for reasons which extend beyond the perception of existing
obstacles to entry. Accordingly, the Project package includes a number of
 
subprojects designed to highlight the advantages, to facilitate the 
procedures to secure entry and to overcome the attitudinal and other
 
reservations of would be borrowers. The DIP/ISU subproject in specificly
designed to that end, as are other elements of the package. 

The very nature of the guarantee scheme insures that once the small 
scale industrialist chooses to avail himself of the new facility, there
 
should be no problems with ascertaining cash flows and other financial
 
requirements which, in this Project, will be handled by professionals.
 

All available information suggests that small scale industry, outside
 
the Central Region, is even more disadvantaged than the subsector in
 
general. Even IFCT, the staunch adherent of project-based term-lending

has been unable to diversify its loan portfolio, geographically, to any 
significant extent. 



Turning to the other participants in the guarantee scheme, i.e. IFCT
 

and the commercial banks, there are reasons to believe that 
the guarantee
 

way to provide adequate incentives to both
fund could be structured in a 

types of lenders, with the proviso, however, that the strength of these
 

incentives may not become fully apparent to all commercial banks early in
 

For this reason the fund is expected to be initially available
the project. 

only to IFCT and to selected banks who have expressed interest in starting
 

the program.
 

Financial Viability of the Project Package
 

The Project Package is a non-revenue undertaking. But the non-revenue
 
While it is true that the project
aspect is, in a sense, a misnomer. 


components are not profit generating, the economic benefits expected to
 

accrue to RTG and to the country as a whole, will exceed the dollar input
 

cost.
 

The analysis of the financial viability of the Project package will
 

take the form of "financial plans" indicating the flow of funds in a 

Two such plans will be presented below, one for the
schematic form*. 

and the other for the remaining components of the package.guarantee fund 

The distinction between the two plans lies in the nature of the managerial
 

control of the activities. The 'uarantee fund component relies heavily on
 

some of the biggest and most reputable
the IFCT and on the cooperation of 

commercial banks for the management of its operations. The other components
 

will be under overall management of DTEC, IMET, and IESC. In all cases,
 

however, AID/Thailand will retain the usual controls over the use of the
 

grants.
 

The Financial Plan
Loan Guarantee Fund -

Indevising the financial plan for the guarantee fund, considerable
 

attention was given to the desideratum of insuring its viability at the
 

least possible cost. The concatenation of a ceiling for obligational
 
the
authority, the use of letters of commitment and the limited duration of 


Project, add up to a prudent management structure deemed necessary in
 
one whose success
implementing an activity as yet untested inThailand, and 


hinges on the validity of a number of debatable assumptions.
 

a figure which couldThe obligational authority is set at $8 million, 
only be disbursed under a highly unlikely "worst case" scenario whereby 

$16 million of loan agreements are contracted, none of which are repaid. 

Under this scenario, AID will honor its letters of commitment and both the 

* A schematic presentation does not pretend to forecast the exact phasing 

of flow of funds but, instead, indicates a simplified allocation of
 

+Ma\
 



obligational authority and the guarantee fund itself will be terminated*.
 

The aggregate value of the letters of commitment will thus never exceed $8
 
More significantly, the
million even in the extreme case cited above. 


device of letters of commitment enables AID to monitor closely the flow of
 

funds in and out of the guarantee fund and to take remedial steps whenever 
wish modusappropriate. Thus for example, AID may to re-examine the 

operandi of the fund, should the default rate prove to be greatly above the 

assumed base case, or should the volume of loan agreements turn out to be 

very' low. 

In this connection, the limitation of AID's active participation in the 

guarantee fund component of the Project package to six years, acuires an 

importance which goes beyond the merely administrative one of congruity with 

the other Project package components. This is su, because at the end of 

second year of operation of the guarantee fund, some valuable inteligence 

and insights will be gained regarding both the rate of loans and the loss 

experience. These insights and intelligence could be inserted, if need be, 
into the operations in the scheme beginning in the third year, and again, 
given a four year duration of an average loan, at the end of the sixth year, 
when, hopefully, the guarantee fund could be demonstrated to become 

self-sustaining if supported by new infusions of funds. The last letters of 
end and thoughcommitment will be issued at the of that year even 


disbursements under those letters will occur in the four succeeding years,
 
there will be no further need for AID's active part icipation in the scheme.
 

The schematic flow of funds, presented below, is based on assumptions 

which are demeed both modest and plausibleW*. It posits a total of loans 

made over the 6 year period of $16 million, at a Ji":ect cost of AID cash 
contribution of less than $2 million. The flow of funds is so structured 
that at no time the volume of leans outstanding is more than twice the 

amount of obligational authority. The gearing ratio shown of 8 to 1 (i.e. 

ratio of loans generated to AID cash contribution) is made possible by the 

assumed loan default ratio of 25% of the loan volume, at the maximum. 
It will be recalled that the fund agreement calls for reimbursement of 

by the lenderslender losses to the tune of 50O%, with the other half borne 
themselves. Te high gearing ratio, whereby $16 million worth of loans are 

made possible by the injection of only $2 million of donor funds is, of 

Letters of commitment, it will be recalled, will be issued by AID to 

cover the contingent liability of AID against the loans made under the 

guarantee scheme. Inasmuch as the fund guarantees only half of the 

losses, the disbursement from the fund cannot exceed $8 million. 

** A conceptual and empirical justificatio. of the assumptions underlying 

both the raison dietre and the operational validity of the pudrantce 
scheme are given elsewhere in this Project Paper. See the Technical 
Analysis of SIGF. 
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course, the principal attraction of a successful loan guarantee scheme and 

one which makes it extremely cost-effective compared with standard 
on-lending schemes. Indeed, even scheme fedin the "worst-case" scenario, a guarantee


than a on-lending
a higher gearing ratiofund has 

by concessionary funds*.
 

Under the proposed structure of the financial plan the total amount of 

loans made under the guarantee scheme is limited to twice the amount of the 
obligational authority even though the loss ratio (i.e. defaults occuring 
within one year of the expiration of the grace period) is only one fourth of 
the loans. However, should the experience during the first six year of 
operation demonstrate a lower loss ratio, the volume of loans could be 
adjusted accordingly, beginning in the seventh year if the fund received 
future support. Be that as it may, the guarantee scheme will generate no 
less and probably considerably more than $16 million in loans during the 10 
years of its planned operations. 

In financial terms the lending of $16 million worth of loans will not
 

encounter problems either on the demand or on the supply side of the
 
loanable funds schedule. As noted in the technical analysis of the SIGF,
 
unmet demand is estimated to be at least 6 billion baht.
 

The guarantee fund will thus be called upon to supply but a small
 

fraction of the pent-up demand for loans. However $16 millions, or some 422
 

million baht equivalent of loans to largely new entrants to the formal 
financial market, would test the ability of any one lender participating in
 

the guarantee scheme. The only comparable effort actually undertaken by a
 

Thai credit institution in recent years was that of the Small Scale Industry 
Department of the IFCT, which, between 1983 and the end of 1985 has lent 230
 

million baht on 120 loans, averaging 2 million baht per loan. However,
 

about half of these loans were made to enterprises located in Bangkok and
 

the Central Region provinces and were made chiefly to the "first layer" of 
small scale producers. It is clear, therefore, than in order to make $16
 

million worth of loans averaging .8 million baht or some 528 loans, as
 

envisaged under the guarantee scheme, the participation of commercial banks 
and their vast network of provincial branches will be the sine qua non of 
the scheme's success.
 

The exact gearing ratio of a loan guarantee fund is a function of the
 

actual default rate and of the proportion of losses covered by the
 

guarantee. At the limit, where losses are 100% and the guarantee is
 

also 100%, the gearing ratio becomes unity.
 



- 54 -

Loan Guarantee Fund 
Schematic Flow of Funds Table
 

(in millions of US$) 

YEAR OF LOANS LETTERS OF LOSS DISBURSE ,I'T
OPERATION SIG(WED COVIIMENT EXPERIENCE . BY AID 

1 1.0 0.5 	 ­
2 1.0 	 0.5 ­ -
3 2.0 	 1.0 0.250 0.125 
4 
 3.0 	 i.5 0.250 0.125
 
5 4.0 	 2.0 0.500 0.250 
6 5.0 2.5 0.750 0.375 
7 -	 1.00 0.500 
8 	 ­ 1.250 0.625
 
9 	 ­

10 	 -

TOTALS 16.0 	 8.0 4.0 2.0
 

Le? end : 

1. 	Loan amounts are arbitrary but the figures are meant to imply 
a
 
gradual increase, pari passu with the growing experience of the 
lenders. 

2. 	 Letters of Commitment are one half of the value of loans signed and 
are issued or amended concurrtntly. 

3. 	 Defaults cannot occur before two years have elapsed from the signing
of the loan agreement, because arrears are tolerated for up 
to one
 
y'ear following the first year of grace period. 

4. 	Disbursements cannot exceed one half of the loss (defaults) and are
 
made in the year the defaults occur. 
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Financial Analysis
 

PART II
 

The objective of Part II of this analysis is to determine the financial
 

viability of the remaining six RIE project activities. Since all of
 

these activities are non-revenue producing, findings and conclusions on
 

their financial soundness are based on analyses of the proposed budgets,
 
the proposed mechanisms to be used in providing project funds,
 
demonstrated capabilities of the implementing organizations to manage the
 

funds, and plans/expectations for these organizations to continue project
 

activities when USAID support is terminated.
 

Budgets
 

Detailed budgets have been submitted for most of the project activities,
 
and generally are well prepared and in sufficient detail to conclude that
 

sufficient funds are programmed to meet the individual project element
 

purposes.
 

USAID funds under these project elements are generally proposed to meet 

specific operating expenses of the implementing agencies. Some
 

difficulty isencountered in (umparing operating expenses of one agency
 
ISU and NESOB) are RTG agencies, while
with another since some (i.e., 


IMET, TCC and ATI are not. However, it is useful to identify some of the
 

cost differences for these costs between and within these organizations.
 
the job
The differences are explained simply by the nature of 


responsibilities and of eiployer.
 

Monthly 
Salaries 

Monthly 
Travel Costs 

(InThai Baht) 

ISU 
Project Manager 
Sector Analysts 

11,000 
5,000 

3,500 
6,580 

1MET (TESC) 
Project Director 
Project Officer 

35,000 
35,000 

5,333 
5,333 

IMETr (Training) 
Project Director 
Evaluation Officer 

35,000 
30,000 

5,333 
5,333 

TCC
 
Field Staff 15,000 1,000
 

ATI
 
Managing Supervisor 12,000 3,300
 
Field Operations Officer 8,100 1,825
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Some per diem rates proposed by ISU exceed current RTG rates. Since the
 
RTG will be paying a portion of these costs, RTG regulations will apply and
 
these differences will be resolved in a Project Implementation Letter.
 

Similarly, contingencies included in the implementing agencies budgets vary
 
considerably: 

ISU 13% 
InaT 5% 
ATI 12% 
TCC 0% 

These variations in budgeted costs and contingencies and other budget 
questions will be handled in the following manner:
 

- USAID management will decid, whether the varying salary levels and 
travel/per diem rates proposed by the implementing agencies are 
acceptable. The USA!]) d;cisi on will be inclued in Project
Implementation Letters dd.rssed to each implementing agency. 

,Althougn the level of Je tail in tte proposed budgets is sufficient for 
the Project Paper, detailed Financial Plans will be submitted and 
approved each year for each project element. This requirement will 
also be included in a Project lmplementation Letter addressed to each 
implementing agency. 

- The IESC budget isbased on historical cost data. Specifics on which 
costs are to be supported under the IUSAID project, and how they are to 
be calculated, recorded and reported, will be included in a Project 
Implementation Letter. These payments are expected to be lump sum on
 
the order of $1,667 per month of volunteer services. 

- Payment of overhead fees to IbfET and TCC are expected to be lump sum 

based on agreements with each organization. 

Funding Mechani sis 

The project design contemplates four separate Project Grant Agreements: 

- With IFCF, for the Small Industry Guaranty Fund; 

- With IMET, for the training for Rural Entrepreneurs, and the 
Thai Executive Service Corps; 

- With IESC, for their role in the Technical Assistance for 
Rural Entrepreneurs element; and 

- With DTEC, for the ISU, TCC, ATI, and Evaluations elements. 
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USAID Grant funds, except for the ISU and Evaluation elements, are planned
 
to be released directly to the cognizant Implementing Agency. Although not
 
addressed in the draft Project Paper, an initial advance of funds will be
 
made from the USAID Office of Finance, with reimbursement vouchers submitted
 
by the implementing agency at the end of a specific time period. Detailed
 
instructions will be provided to each Implemienting Agency, in a Project
 
Implementation Letter, outlining the USAID accounting and reporting
 
requirements.
 

DTEC Counterpart funds will be made available to cover local costs of the
 
expatriate advisor to the ISU and for the local costs support of the
 
Evaluations project element.
 

RTG budget funds will be made available for a portion of the local costs
 
of the ISU and of the NESDB-implemented project elements.
 

Private sector funds will be made available to cover a portion of local
 
costs for the project elements implemented by iMET, IESC, TCC and ATI.
 

Adequate mechanisms are in place for the release and accounting for USAID
 
grant funds by the Implementing Agencies. An issue that will be addressed
 
and resolved is the extent to which DTEC is involved in the management of
 
these funds, especially for those project elements covered in the USAID/DTEC
 
Grant Agreement. This issue will be resolved prior to the signature of the
 
Grant Agreement. DTEC's role in project management will be resolved prior
 
to the signature of the Grant Agreement.
 

Financial Management Capabilities of Implementing Agencies
 

Based on information made available during this analysis, there is but one
 
real concern about the capabilities of the implementing agencies to manage
 
the USAID-provided funds. In an evaluation report issued inJuly 1985,
 
IMET's accounting system was described as a "hybrid", which was unable to 
provide financial information in an accessible, useful manner. The
 
evaluators attributed much of the problem to the lack of good communications
 
with IMET on the subject of financial record keeping, reporting arid 
analysis. Therefore, a financial systems review on IMET will be performed 
prior to the disbursement of project funds.
 

This situation illustrates the need for clear and thorough instructions and
 
understandings about financial management under the Grant Agreements. This
 
need is underscored by the number and diversity of the organizations
 
implementing the project. 

The procedures and reports to be developed need not be complex - but will 
be developed on a collaborative basis and then recoided in PILs. A brief
 
but structured systems analysis will be performed of the internal controls
 
and accounting/reporting systems of each of the implementing agencies which
 
will receive funds directly from USAID. Specific improvements will then be
 
included in a PIL.
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As noted above, detailed annual Financial Plans will also be required,
 
substantiated by financial reports on prior releases of funs.
 

For agencies receiving USAID Grant funds through DTEC, the concern is that
 
DTEC procedures and requirements can be overly standardized, complicated,

and time consuming. But it is also true that USAID can be relatively

assured that funds are being spent in accordance with outlined rules and 
regulations. 

Future Financing of Project Activities
 

Considerable thought and plaiming has been given by the Department of 
Industrial Promotion to the continuation of ISU program activities at the
 
end of the three years of planned IJSAII) support. In their detailed budget
proposal submitted to USAID, the ])IP has planned for RTG assuming a greater 
share each year of the recurring 1,Ycosts - in the third year, the 
proposed RTG budget covers almost 751 of these recurring costs. The RTG 
Fiscal Year 198, Budget already includes sufficient funds to cover the 
planned DIP contribution to this project. 

Similarly, the TCC proposes to pick up 50% of the direct costs during the
 
fifth and sixth year of their project activities.
 

IMI and ATI "straight ]ine" the ,SAIDcontributions during the entire six 
years of their project acti vities. Inasmuch as they are being requested by 
USAID to support specific project activities, the mission does not consider 
it significant that these organi:at ons have not made plans to continue with
 
these project activities after USAIL) support is terminated.
 



TABLE 1
 

ANNEX F (iii)
 

Appendix 1
 

AID FUNDED
 
Budget for IMET
 

Thai Executive Service Corps
 
(Baht 000)
 

Year 4 TotalDescription 

2 3 4 5 6
 

1. Project Director 

Salary (35,000/mo. + l0%/yr.) 
Local Travel (1,333/mo. + 5%/yr.) 
Up-country Travel + Per Diem 

420 
16 
64 

462 
17 
67 

508 
18 
71 

599 
19 
37 

615 
20 
39 

676 
21 
41 

3,240 
ill 
249 

(5,333/mo. + 5%/yr.) 

2. Executive Assistant 

Salary (10,000 
Local Travel 

. 0/yr.) 120 
5 

132 
5 

145 
6 

160 
6 

176 
6 

193 
7 

926 
35 

Up-country Travel + Per Diem 8 8 9 9 10 10 54 

3. Project Officer 

Salary 
Lccal Travel 

420 
10 

462 
11 

508 
11 

559 
12 

1,949 
44 

Up-Country Travel + Per Diem 78 82 86 90 336 

4. Accountant 

Salary 132 144 156 180 192 804 

5. Materials and Supplies 50 53 55 58 61 64 341 

Subtotal: 8,089 

6. Volunteer Budget 

# Clients 15 25 40. 60 80 100 320 

Cost to Project 164 273 436 654 436 545 2,3508 

Subtotal: 847 1,149 1,900 2,253 2,148 2,410 10,597 
32 43 71 85 81 89 

Total Thai Executive Service Corps Budget: 10,597 

($401,000)
 

r#
16961
 



Operation of TESC
 

-
The Thai Executive Service Corps will operate under the Institute fo

Management Education in Thailand and will provide volunteer technical and
 
managerial assistance to the rural private sector primarily through the
 
Bangkok based private sector. The operations of TESC will be guided by
 
the IMET Board of Directors through the IMET Managing Director. The TESC 
Project Director will report to the IMET Managing Director and will
 
supervise TESC staff.
 

TESC 	clients will receive the following services:
 

a) 	 An initial consultation with TESC staff to determine the
 
problem to be addressed;
 

b) 	 An initial consultation for up to three days by an industry 
specialist and a member of a university faculty member; and 

c) 	 two additional visits by the industry specialist for up to
 
three days each time. 

The project will fund the cost of travel for the industry specialist and
 
faculty member and a small honorarium for each for the first four years of
 
the project. The employers of the faculty member and industry specialists
 
will pay their salaries. The client will provide their food and lodging.
 

In the last two years clients will be expected to pay a proportion of the
 
travel expenses as well. For budoet purposes he proportion is estimated to
 
be 50%. 

The budget is based on half ,The clients being in the North and half in the 
Ncrtheast (although clients may actually be elsewhere as well.) 

The honorarium is estimated at Baht 500/trip. The project cost of servicing
 

one client after the TESC consultation is therefore:
 

First Consultation:
 

Faculty honorarium 	 Baht 500
 
Industry honorarium 	 500 
Taxi 600
 
Airfare 4,000
 

Subtotal: 	 Baht 5,300 
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Second 	Consultation:
 

Honorarium 

Taxi 

Airfare 

Subtotal: 


Third Consultation 


Total: 


Private Sector Contibution:
 

A. 	Salary, Baht 1,380/day x 12 days x 320 clients 
= Baht 5,299,200 = 

B. 	Food and Lodging Baht 500/day x 12 days 
x 320 clients = Baht 1,920,000 = 

Baht 500
 

2,000
 
Baht ,8'0 

Baht 2,800
 

Baht 10,900
 

$201,000
 

$73,000
 



TABLE 2
 
AID FUNDED
 

Budget for IMET
 

Training Program
 
(Baht 000)
 

Description Year Total
 
1 2 3 4 5 6
 

1. Project Director 

Salary (35,000/mo. + 10%/yr.) 318 1/ 462 508 559 615 676 3,135 
Local Travel (+ 5%/yr.) 12 17 18 19 19 20 106 
Up-country Travel + P.D. (+ 5%/yr.) 48 67 71 74 78 81 41q 

2. Evaluation Officer 

Salary (Baht 30,000/mo. + 10%/yr.) 270 1/ 396 436 479 527 580 2,689
 
Local Travel 6 8 9 9 10 10 53
 
Up-country Travel 32 67 71 74 78 82 404
 

3. Secretary
 

Salary (Baht 10,000/mo. + 10%/yr.) 90 1/ 132 145 160 176 193 896
 
Local Travel 5 5 6 6 6 6 34
 

Subtotal: Baht 781 1,154 1,264 1,380 1,509 1,648 7,736

$ 29.6 43.7 47.9 52.3 57.2 62.3 ($293,000) 

4. Training Leading Provincial Business People
 

# Trainees - 70 70 70 70 70 350 
Cost - 1,988 2,087 2,192 2,301 2,416 10,984 

5. Small Business Management Training
 

" Trainees - 400 400 400 300 100 1,600 
Cost - 848 890 935 654 343 3,670 

6. Management Training For District Level Business People
 

250 250
' Trainees - 250 250 250 1 ,250 

Cost - 2,915 3,061 3,21.4 3,374 3,543 16,106 

Subtotal: 30,761
 

1/. Assumes 9 months in 1st year.
 

\ ~ .
 



TABLE 3
 

TOTAL IMET BUDGET
 

Baht $ 

Thai Executive Service Corps 10,597,000 401,000 

Training Programs 38,496,000 1,458,000 

Subtotal: 49,093,000 1,859,000 

Contingency 40 1/ 1,964,000 74,360 

IMET Overhead (Baht 25,000/mo.) 1,800,000 68,000 

Subtotal: 52,857,000 2,001,360 

TOTAL (Rounded): 	 2,000,000
 

I/ 	Includes an estimated $30,000 for training, workshops, and
 
seminar attendance by Regional University Business Faculty.
 



TABLE 4
 

AID FUNDED BUDGET (Baht 000)
 

Thai Chamber of Commerce
 

Strengthen Rural Business Associations
 

Descripti on 	 Year Total 

2T 3 456 

1. 	Field staff: 

No. of staff 2.5 5 5 5 5 5 

salary 1/ 450 990 1,089 1,198 659 724 5,110 

Travel 30 66 73 80 44 49 342 

Subtotal: 480 1,056 1,162 1,278 703 773 5,452 

TCC overhead 17'% 82 180 198 217 120 131 928 

Subtotal: 562 1,236 1,360 1,495 823 904 6,380 

Mi sc. 220 

Total: 6,600 

($250,000) 

l/ 	Assumes Baht 15,000/month + 10%/yr. 

#16961 
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Subtotal: 562 1,236 1,360 1,495 823 904 6,380 

Misc. 220 

Total: 6,600 

($250,000)
 

l/ 	 Assumes Baht 15,000/month + 1O2/yr. 
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iv. Social Soundness Analysis
 

The components of the Rural Industries and Employment project are focused
 

on the establishment and expansion of "second layer" enterprises employing
 
up to 50 workers with good potential and prospects but without a
 

well-documented track record and limited fixed capital deploying rather
 

rudimentary technology. The enterprises own some land and buildings but
 

these usually represent the family home, as well as the assets of the
 

firms. On occasions such enterprises may avail themselves of the facilities
 

offer by institutional lenders but they encounter difficulties in obtaining
 
term loans and in satisfying collateral requirements. It is this level of
 

enterprise on which the social soundness analysis focuses.
 

Sociocultural Feasibility
 

A perusal of the ample collection of authropological and social
 
psychology studies dealing with Thailand discloses a number of customs,
 
beliefs and attitudes which appear inimical to economic growth and
 
development. Attachment to tradition, conformity to social hierarchy and
 
a culture of authority are among the characteristics cited in support of
 
that contention. Whatever the validity of these findings, their potency
 
has either greatly diminished over time, (r else was overshadowed by other,
 
stronger influences. The histG.,iLal record, especially in the last decade
 

two, has conclusively dispelled the myths of Thai entrepreneurial
or 

lethargy, lack of assiduity or dearth of acumen. Small scale industrial
 
enterprise, including provincial industry, has grown faster than
 
agricultural production and has proven more rewarding and more profitable
 
than traditional pursuits in the up-country areas.
 

While there can be little question that cultural obstacles to
 
innovation, to risk taking and to individual initiative exist and persist,
 
these obstacles cannot be considered critical within the ambit uf the
 
Project package. The growing openness of the Thai economy, the exemplary
 

tolerance of its people, and the widespread recognition of socio-economic
 
benefits which flow from sustained economic growth have, in the aggregate,
 
proven much stronger than the forces acting to maintain tYe status quo.
 

The optimistic prognosis of the Project's conte:tual fit with the
 
fabric of Thai provincial society does not assume an even and smooth
 
progress of the Project's activities. There will be problems to face and
 

obstacles to overcome. Whether or not thes, problems and obstacles stem
 
from the peculiarities of Thai society and culture or else derive from its
 
stage of economic development is immaterial for the purpose at hand.
 

The more significant of these perceived impediments to project
 
activities have been touched upon in the technical analysis Annex F.i)
 
but merit additional discussion here. The first of these is the assymetry
 
of risks facing the lender and the borro,:r. Even though the "second
 
layer" industrialists are, in a sense, self-selected risk-takers by the very
 



---

4 

nature of their occupation, the order of mantd fte diinlrs 
incurred in financing exaso ro the starti of an~other productiJon 

los .is.-n .t- n - f-d eg ree--bu - f--tK-i ur 7a,-invoIVC- -Ol1-7t1and ofi-
loss othbuinssasesbu possiblY,~of<4thefaiylnad.hue)nd'o

the tatuinthecomunity..,The,.reluctance'- to accept uhlisk~by those~ 
on caguifiiff' 

,~whoL eke, anMdest living,-producing~ha al sahnn
 
finaced~rgel s~bth widespread and'
byfrieds ad rlaties, 

understaidable.'jIt' explains the2 contnedi reliance on, the inforiual market
 
for w~orking,capital requirements, and the-maintenance of distance from both
 
institutional 4enders, and from pub]lic supportsevc. 

Atuh~ierlimpedimeniL is perceived on the side of institutional lenders. 
Given the limited, ifan)', contact in the past, the lenders are' both " 

-~ignranit 
 aiidr~istrustful of, the abi.lity of the second layer entrepreneurs

to adhere' to the provisions of loan agreements and consider the~ costs of

acquiring such knowledge excessive. This mistrust- is fed by instances when

borrowrs diver-&the loan proceeds> to6 cnsum~ption purposes or when they'

simply disappear. The lenders insistence on real estate collateral 
 is
 
motivated by their anxiety to-insure that this does not happen too often
 
but they have found that recover), of collateral in the event of default is
 
not always a paying proposition even when the assesscd value of the land and 
building is inexcess of the loan amount. Apart from~ the court and other
 
costs of recovery, the eviction of the -defaulting borrower from-his family
 

~. house' isan awkward process and one undertaken with a good deal of
 
reluctance and foreboding.
 

Last, but not least, is the social distance, which separates small 

scale industrialists inthe remote provinces not only from the institutional
 
lenders but also from persons of authority, be they government officials,

bankers, or outside experts of all types. This social chasm isa 

---­

by-product
 
-of 
 the rather authoritarian past of Thai bureaucracy which~remains of 

concern even now and which spills over onto all those whose-bakrud 

­

~training, customs and general behavior differ ckrpygrotose d
ofth
 
- inhabitants of a remote province. 

To the extent that these perceived obstacles are susceptible to
 
removal by outside -interventionis, the Project package has taken cognizance

of them and has incorporated therein devices and measures to that end. 

Some of these measures and devices are discussed below. 

-

To change the very subjective perception of risks isa major-
 -

objective of the guarantee fund. The three key elements of the schte;­
lowering of the collateral requirement, the of the currency of- ­-extension 


t~he loan (including the grace period), and the emphasis on the viability of4 
~ ithe project as the basisfor loan appraisal, are all designed to that end. 

The borrowier is-encouraged to seek institutional credit by the knowledge
that the lender gives him preferential treatment and by his apparent
Swillingness to share the risks. At the same time, the borrower is 
effectively~ discouraged, from diverting the loan proceeds to-consumption 

- purposes by the fear of losing his only piece of pr~p~rtywhich may include
 
- family .--­his home. 
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More importantly, the borrower is reassured about the success of the
 
enterprise by the acceptance of his proposal by the lender and further
 
encouraged by the longer period allowed him to amortize the loan.
 

The lender obtains some information about the borrower from a study of 
his application which gives the business plan and details the proposal and 
is further encouraged by the sharing of the risk with the guarantee fund. 

The very factors which tend to reduce the perception of risks on both 
sides of the negotiating tables are bound to dissipate a good deal of the 
mutual mistrust which hitherto separated the borrower from the lender. 

Several components of the Project package aim at reducing the social
 
distance between the small scale industrial producers and the formal
 
institutional structure. The ISU activity brings government officials doown
 
to the rural entrepreneur instead of requiring the reverse, TESC provides
 
for an academic person to join advisory business people on initial
 
consultations because academics are trusted and admired, the rural business
 
association activity provides for hiring local people to work with local
 
small business, many of the project activities link rural entrepreneurs to
 

to
the financial system, and the INEr Training Activity is .eared direr !' 
the real needs of business. 

Indeed, training inall it., dSpects receives a considerable amount of
 
attention in the design of the Project package. From past experience with
 
such efforts and in particular from IN'T training programs to date, valuable 
lessons have been learned and incorporated into the design of this Project. 
Thus, for example, in recognition of the fact that most small scale 
producers have little formal education, appropriate teaching modules have 
been developed which are then assembled and arranged so as to better suit 
the need of specific audiences. Even more important is the recognition 
that many small scale producers need, in add ition to standard classroom 
instruction, a form of training that is more sharply focused on their 
special problems and is more practical and pragmatic in both its form and 
its content. 

Field surveys of small scale provincial industries indicate that the 
more recently established firms tend to hc larper in size and to be run 
by better educated owners-enterprenvurs (on lv about 13, of all small scale 
firms are partnerslips or corporations.) It would seem, therefore, that 
as the size of the enterprise grows the reuc,,nition of the nv.ed for 
professional qualifications of management will bcone more widespread and 
gradual v more acceptable to the trad it ional I old- l ine ow,,or-mag,rs 

An interesting feature of the training components of the Project 
is the expectation, if not a formal requirement, that the benficiaries 
of the training programs contribute to the (osts of future programs thru 
registration fees which will accrue to IET. These contributions can serve 
as a performance index of the value of the training to th: recipients. 
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In order to be able to reduce the social distance to any significant
 
extent and, in doing so, wean the "second layer" away from the informal
 
market, the supporting components must be both pro-activ and flexible.
 
The ISU sectoral specialists cannot sit in their offices and await inquiries
 
but must go out to the field and work actively with the second layer
 
entrepreneurs in identifying problems and concerns and speedily answering
 
them. The project provides for them to do so. iI-'Y training program must 
constantly adapt curriculum and methods to actual needs cncounterd and 
tailor training to the specific audieices. The prestige and status attached 
to the Executive Service Corps, the ,JPPCC stcretariat or to district 
officials of the TCC/AT1, which have, in the past, tended to distance them 
from the small scale entrepreneurq, will have to be and are planned to be 
deployed to do the opposite. The "second lave r" entrepreneurs must feel 
wanted and even cosseted but not patronized. Thus, for example, when a 
training seminar or workshop is lie I.i at a hotel, the guests should feel 
honored but should also be given an (pportunitv to conitribute to the cost 
of training, albeit on a voluntary basis. 

Krust of the Proi .ct Package is 
the "second laver" which is Ai,: Miost susceptible to a behavioral and 
attitudinal danpe in the sMort rum, and Most capable of \'ielding real 
accretion to the economy. T]ec co ,,Irns of the other two avers of small 
scale provincial enterprise ea bO,- relegated h policy studies in 

It should be noted tia t tilehn on 

ee.n to 
the hope that the results of thus, studies will yield the basis of pragmatic 
interventions of value to tho fir-t. ard third lavers. 

Spread Effects
 

The extent to which the pnar.ntee scheme, the core of the Project 
package, will demonstrate the feasibility of term leading to small scale 
industries and therefore will result in an expande] flow of funds to these 
industries when the proj ct ends will oepend on the success of this 
intervention. This, in turn, will hinge on the degre of participation of 
the commercial banks in tihe scOmti'', the economic viability (of the loans 
granted thereunder and on the repayment record of the borrowers. It will 
further depend on the efficacy ,ft eiiasures, discussed in the preceeding 
section, in bring'ing the burr wr :ti(, Arh institmntai',t l markuts. 

In other sections of ti s p'-,ict paper it i.s a,r ,d that the basic 
assumptions underlying tie onratial feasibility ,f the puarantee fund 

are consistent with the evidenc, available (Annex :.i ..,\. ). In this section 

additional attention will be gi\,'on toU o social and bInhavioral aspects of 

the scheme. 

First of all, it is wort h noinq that the Thai sor ierv not only is 
exceptionally receptive tc r:oderni:ation of financial markets but also 
singularly free of social constrints and taboos which abolnd in other 
societies, whether for relippus T doctrinal reasons. Tiils is of special 
significance in the acceptar, &ci i,i ere, t, in tire tolerance of ethnic and 
ocher minorities, and inwill inrit's., tc ,alwith novel institutions and 
instruments. Secondly, there can In litt e q,r-st ion that the pressure for 
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off-farm employment and occupations will be sharply accentuated in the years
 
intensive agricultural
to come. The compelling reasons for a shift to more 

cultivation will mean, in man)y instances, a greater degree of redundancy 

within the agricultural labor force. The anticipated budgetain' stringency 

will exacerbate the problems of educated unemployed, hitherto absorbed by 

the public sector. The growing congestion and underemployment in the 

Bangkok area, will dim the lure of migration somewhat and the larger 

provincial cities may expect increasing pressures for public services. 

Thirdly, the processing and fabricating activities in and around the
 

provincial towns will be increasingly perceived as an opportunity to cope
 

with 	 seasonal unemployment and underemployment and, given the adaptability 
of the Thais, such activities will be organized accordingly.
 

There is no reason to doubt that provincial entrepreneurs will find
 

ways to produce goods and services which can be sold profitably even when
 

there are no obvious "locational" advantages of the type often most often
 

listed in the literature. Indeed, there is increasing evidence that
 

besides such standard locational advantages as weight-losing, perishability,
 

specialized markets and so on, it is the existence and tenacity of the local
 

entrepreneur which matters. In Sukhotai, where transport related industry
 

is a major undertaking, both the raw materials and the markets are outside
 

the industry thrives, largely because of the commitment
the province, yet 

of local entrepreneurs to live o,. work where they are.-, A recent survey
 

of provincial entrepreneurs found that 90' of the sample were born in the
 

locality or were resident for over ten years.
 

The strength of this "familiarity factor" can be taken as an offset 

pull, where the migrants tend to be the better educatedto the migrational 
young males and females,** who are usually better off than the average.
 

This suggests that migration is a "second best" solution for the more
 

enterprising and that alternative off-farm outlets would be the most
 

effective means of reducing rural exodus.
 

It is clear that objective conditions exist for the spread of the
 

project's initiatives to be very substantial, should the guarantee fund
 

scheme prove successful.
 

Granted that the motivation to enter the institutional market is 

inherently strong and that there is abundance of both worthwile investments 

and a sufficiency of entrepreneurs to properly exploit them, it still 

remains uncertain whether the borrowers, on the one hand, and the lenders 

on the other, will be willing and able to play unaccustomed roles under the
 

guarantee fund scheme. 

See Kosit Panpiemras, Rural Industrialization in Thailand, NESDB, 

Bangkok, 1983, pp. 31-32. 

** 	 Somewhat surprisingly, in man' areas of the country where daughters
 

inherit land and are, by tradition, supposed to stay with the family
 

(uxori), the number of young female emigrants exceeds that of males.
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For the borrower, the participation in the scheme involves disclosures 
of personal as well as business matters, fear of losing not only control of 
business but of his home and his status in the community, and the assumption 
of a contractual obligation under conditions of uncc:tainty. For the 
lender, it implies a troublesome and risky process that may not, in the 
short-run, prove very profitable given alternative use for his funds, 

Some of the preconditions for success of the guarantee fund have been 
discussed at length elsewhere in this Project Paper (see Annex F.i.). The 
crucial question which remains is the validity of the assumption that the 
default rate could be kept below 25, an assumption which is pivotal to the 
scheme because a higher default rate becomes unprofitable for banks. 

There is no ex-ante way to estimate the dtfault rate except on a 
judgmental basis, after examining the experience of similar funds in other 
countries and of the relevant repayment record in Thailand. The 25% assumed 
maximum default ratio appears consistent With that evidence but there is 
no assurance it will, in fact, obtain. It is (xpected that after the 
lenders acquire more experience, train their staff and gain acceptance and 
confidence of the borrowers, the default rate will sig_,nific:ntlv decrease 
below this level. There are four Important tactors which Sygest that over 
time this default rate will be consideralv less thar, 25,. The first is 
that small rural businesses in Tha iland are already growing even with their 
dependence on higher non-formal se.ctor financi ng; secondly, overall in the 
banking system default rates run K unWelIi and two 1wrcent currento at 
levels of collateral. IHalving the collateral reqoire.ant coupled with the 
conservative nature of Thai bnk rs aid the profit orientation of banks is 
not likely, to permit over time d-Ofgult rates much above double the current 
rate; thirdly, as opposed to other cowutri es which have tried guarantee 
programs with mixed success, the branch system of Thai commercial banks is 
well developed permitting closer supervision of smailer borrowers; and 
fourthl', under the planned program, risks are shared by the banks. 

A few other ,oints need to b , are germane to keymade. which the 
issue of defaults. First, and perhmps most importantlv, the guarantee 
scheme, as propounded, is to be mani;ed and operated as a private 
institution strictly on business Kn,. krldwide experience demonstrates 
that guarantee schemes which:1 .lv r i ilic funds, Dr on public sector 
institutions or w ich are perc.iUd as politicallv motivated, result in 
extremely high default rates. 

Second, and related to above, the lenders must make every effort, 
no matter how time consuming, costly or unpleasant, to recover the 
collateral in order to demonstrate thir seriousness of purpose, and to 
test the responsibility of toe borrowers. It is Iargely to insure this that 
the provision that the recovery of collateral will accrue to the lender's 
account was inserted into the scheme. The insistence on market valuatioa of 
the limited collateral, together with the incentives to recover it, are :he 
two key aspects of the scheme designed to insure its additionally, on the 
one hand, and its viability, on the other. 
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Third, as indicated in the section describing the operation of the
 

fund (see Annex F. and PP section II) the amounts, made available to the
 

fund's custodian, will be sufficient to cover up to 100% of the guarantees,
 
even though the default rate will be far less than 100%. The operations of
 

the guarantee fund will demonstrate the feasibility of operating a guarantee
 

program with a ratio of guarantees to reserves significantly in excess of
 

2 to 1, thereby showing that in the future guarantee reserves can support
 
a much more extensive lending program.
 

Finally, worldwide experience has demonstrated that while reluctance
 

to dislose information, or the fear of loss of control and similar
 

considerations are real and significant, these tend to lose their importance
 
rather quickly once the borrower is convinced of the profitability of the
 

enterprise and the cormmonality of interests with the lender.
 

In conclusion, therefore, there are good reasons to believe that the
 

guarantee scheme, when conducted along the lines indicated in the technical
 
section, will be succesful and every, reason to believe that its success will
 
spread widely through either replication or continuance.
 

The likelihood of the spread or replication of the other project 
components is at least equal to that of the guarantee facility'. 

IICET, after only a few years of existence is already well knovn and 
valued among rural business people nationwide. lts current fund raising 
plans and progress on those plans indicate that it will be self-sustaining 
by the end of the project and thus without additional donor assistance will 
be able to continue training rural business people. 

ISU, with no fund raising function will only be self-sustaining and
 
spread its work if as a government entity it continues to receive RTG 
support. The RTG has indicated it v,-ill provide such support and indeed, 
will provide a high level of support through cut the project. More germane 
to the question of spread, however, is not so much the future of ISU as 
it is the future of the diffusion of information itself to small
 
entrepreneurs. It is reasonable to assume that once rural business people
 
begin receiving information useful to their business not only will they, 
continue to access such information, but other businesses will learn of 
the information and strive to attain it to remain competitive. 

The Thai Executive Service CorJ)s is a new concept for Thailand and 
therefore is untested. Howe(ver, there is substantial evidence that private
 
sector to private sector technical assistance will spread. IMET is already
 
well supported by key people in the private sector and the level of Bangkok
 
private sector volunteer source required under the project is a negligible
 

A growing social consciousness
proportion of the total resources available. 

on the part of larger businesses and a high likelihood that donor businesses
 
themselves will benefit from providing volunteers is evidence that a growing
 
cadre of volunteers will become available. It is possible that the full
 
cost of volunteers can eventually be borne by the recipients of assistance. 



- 46 -

In the last year of the project, full project borne costs are estimated to 
be $910 per client. Economies of scale are likely to decrease this cost.
 
Finally, all growing economies exhibit specialization frequently supported
 
by outside short term expertise. If clients find value in the assistance
 
provided by TESC and IESC, there is every reason to believe they will value
 
such assistance sufficiently to purchase it from the private sector. 

There is already evidence that rural business associations and joint 
public private sector cooperation is expanding fairly rapidly. Barring 
unforeseen opposition in the RTG to these developments, thie project can only 
help to speed and spread this growth. 

Benefit Incidence 

In the last section of the '"iionomic Analysis" some attention was given 
to the anticipated socio-economic ornef its ensuing from the implementation 
of the Project Package. This section will expand n the theme.* 

Between 1975 and 1981 ave agc pET ca; i to! in .t (?re,,: in real terms, 
that is, increased faster than thy cost o 1i in, in,!,. This was 
particularly true of rural i ncome.s \rnich V rtnwau'rV a' fast as those in 
urban areas and whose growth can I, expia r.d by the rapid rise in farm 
incomes during the period.
 

It should be borne in mind, I,,ever, that de,,' rs betweenM 1975 
and 1981 Were exceptitomnally favor lu ones to fariurq Whos(e output prices 
reached a peak in 1981 and have heen rapidly d,,.clinil, evc since. Indeed, 
non-farm households iinrural arta, (which Ncunt for ,,er a third of all 
households) which include a large pr-oportion of laho:ors, found their 
incomes barely risinp. On the oita.r hand, thos: non-farm households which 
turned to manufacturing activities lave become more prosperous suggesting 

landless L0onli In thethat the laborers 1n,, to h, t h,- ,oo ,ioi n shoulds in 
Kingdom, even when the overall e onomi c i nation iv excel lent. 

Even more disturbing are ti e tr,.ids in spati i rco moe distribution, 
both between and within rcpios. In 19MiS, incomnes in Baigkok were higher 
and in the North east loer, thant 1M5. In 1K75 tinr average income in 
the Northeast was 04 of avvy., inimo, of ,.n An:ahIds. By 1981 the 
proportion fell to 32%. Further-or,, there ar, indications that the overall 
increase in average ineomes1et.we,,-n 19-5 and 2985 masks sharp increases in 
income inequali ties Wi thin irriusei 1ds, especial l farm households, where the 
rising prosperity appears to have bVan conoeLtrateLed in the hands of the 
richer farmers. 

The discussion in the text draws ou the analvs:cis of the data of 
the two Socio-Economic Surveys of the wiole hi, dm, that of 1975/6 
and the one in 1981, the latter is as vet unpublished. The statistical 
analysis is contained in a held DWik puti... catl on, Thailand - Poverty 
Review, a staff document prep;red irV .amc 19,3 
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On the other hand, entrepreneurial income has been increasing both
 
absolutely and relatively, especially in urban areas outside Bangkok,
 
suggesting that provincial manufacturing activity prcvides a viable outlet
 
for those households whose land is either of inferior quality or too small
 
for application of mechanized cultivation.
 

The increase in average real incomes in the period 1975-1981 has led
 
to a dramatic reduction of absolute poverty in all regions of the Kingdom.*
 

The incidence of poverty continues to remain most severe in the
 
Northeast and the upper North and is concentrated on landless laborers.
 
In the upper Northeast 46.4% of laborers fall below the poverty line.
 

For the Kingdom as a whole, the percentage of those living below the poverty
 
line fell from 31.7 o in 1975 to 23.9% in 1981 but the proportion of
 

non-farm entrepreneurs continued to decline and in 1981 amounted to 11.5%.
 

The statistical evidence is clear. Interventions in the delivery
 
system of assistance to small scale industrial producers would be socially
 
most beneficial were they oriented toward two primary objectives:
 
increasing the proportion of non-far-i entrepreneurs in the provinces
 
and increasing the members of landless laborers in the labor force in
 

manufacturing. These two objectives are firmly embodied in the design of
 

the Project package."
 

A successful implementation of the guarantee facility would, as shown 
in the "Economic Analysis" section (Annex F.ii) increase employment
 
directly in or around provincial towns by some 2,500 persons. These 2,500
 

persons will be primary beneficiaries of the Project even though a portion
 

of this net accretion to the manufacturin, labor force may have come from
 
other occupations, or from part-time or from seasonal employment. The very
 

fact of entry into the manufacturing labor force is evidence that the
 

previous occupation, if any, was deemed to be less beneficial than the
 
present one. Assuming, rather modestly, that each of these primary 
beneficiaries has one other dependent person, the numoer of those benefiting 
directly from the augmentation of the industrial labor force will be 5,000.
 

Poverty (or absolute poverty) is defined as income below a poverty
 

line which is calculaded at 3,454 baht a year for rural households
 
and 5,151 baht for urban households. It is arguable that the extent 
of poverty may be overstated in rural areas inasmuch as the poverty
 
demarcation is derived from the cost of a food basket of adequate 
nutritional content. In rural areas not all food requirements need 
to be purchased. 

* 	 Econometric studies of the determinants of household income attach 

considerable weight to education. Fi,.eld surveys indicate that the 
educational level of provincial entrepreneurs is low but increases with 
the size of the firm. The training components of the Project package 
can thus be viewed as providing educational inputs in a very cost 
effective way, i.e. to entrepreneurs who increase the size of their 
operations by' hiring landless laborers. 
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Apart from providing an outlet- for the landless Thborers the most 
yd eprivd segment of Thai society,: the incremental empiloyment generate& by. 

-.,the -Proj ectcan-be- expected--t -rvid-a7Srl-. d'7 otlet frepromn

of women. Asindicated .earlier,,available'data disclose that in some pat
 

301 o~f
Survey: data:;'show, onatl~fy te;labor.force :in provinia~l-small: scaleoanufacturi n-tab)fem's' altnugh ehemproportionvaries accrdin at

woldwie exwhper inci demgr aphtre ssiTher areandbiingfrao
niatur~e ::of h~e product or thelocation ofothe 	 ointrr t
 

employees n opportnties.frwmn**sml cl rvica nuty
 
f 	 iestabluishents wilwiden the range ofaopportunityor omenrin
isce both ased
 

::?:::' !:£:the more: than 500O proj ects -which are expected to be f:inanced under: 

:::;:i::th~e 

:iii::!: Of: 	 :: : :::::!i:i;
 

guarantee loan.scheme, !most, but not :all, wil!,:be operated by single;::::::.:::i:::~ ::
ppriedtrs. 3%Unlikeofe 	 i rprietors
new entrants to the labor singie

tend to be the poeepore lof incne to their families. Inasmuch asthe.
 

Thaveragesihze
ofa nuclear fal l Thailand is aboutn .e persns, enew
 
investment wld add some 22 to the numberof primary benef iciaries.
 

Ofbte onethne Project Paper identifies primane under
 

teneguarnee fon themeer project elements. These ipcla e rbral small
,

usiness
b people beneft in the following ways
popr . th 	 : snl proprieto
 

e3s200 yotrainedo to t 	 Insmc
tend o b will be ime filies. 'by as the
 

avrg 00ie will recemvei 	 th
consultations byaISU and industry new
 
busins peopecific inf trmation;l i w
 

320 will receive technical assistance from TESC;
 

60 will receive assistance from IESC; and
 

large numbers will participate in the rural business associations and
 
joint public private sector dialogue. It is not possible to determine the
 
job creation that will result from these other project elements nor can the
 

*" 	 In the South, where for social and religious reasons female
 
participation in the labor force is not encouraged, this proportion
 
falls to 18%0.
 

* : A study conducted by Thai Manufacturers Association in 1980 found 
women occupied 38% of managerial and executive positions in industry 
as a whole. From rather fragmentary and indirect evidence and indicate 
evidence it would appear that the proportion is lower in the "second 
layer" segment of enterprise. 

~~Ij< 
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number of indirect beneficiaries from the guarantee facility be estimated
 
with any precision. The secondary repercussions of the facility among
 
suppliers, shopkeepers and vendors of all kinds of services can only be
 
approximated by taking the multiplier value to be a modest 1.5, that is,
 
assuming the secondary beneficiaries to be half of the number of primary
 
ones.
 

But the benefit incidence of some 11,000 from the guarantee facility
 

and more than 10,000 from the other project elements as estimated above need
 
not be confined to the duration and scope of the Project. A successful
 
implementation of the guarantee scheme and its supporting components is
 
bound to change attitudes, mitigate fears and stimulate interest of both
 
borrowers and lenders in a variety of other ways, using other instruments
 
and operating through other institutions. All in all, it can be confidently
 
asserted that the Project is both socially sound and feasible, has a large
 
likelihood of spread and replication, and will provide significant benefits
 
to those less economically advantaged in rural areas.
 



.
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~, ~,~ -v Administrative Analy>sis 4 

The purpose of tis administratve analyss is~to ssessthe administra
 
capabili1ties of the various public and private sector agencies and
organizations which will4 be responsible for implementing the different
 
elements of theiauralIndustries an TliEmpioymndt project.> This analysis will
 

focus on the capability of these organizations to carrny out the actions that :
 .
 

each project component requires. - p
 
1 The Industrial Finance Corporation of Thailand (IFCT)
 

The Industrial Finance Corporation of Thailand was established by
 
the Industrial Finance Corporation of Thailand Act in 1959. A copy ofi.
 
this Act, is available in USAID's project files. IFCT isessentially, 
. .. 	 . . ­

Thailand's development bank. Its main objectives are to promote and finance
 
the development of private sector industrial enterprises and the domestic 

capital market in a manner which while consistent with the 'Royal Thai
 
Govoernment's (RTG) development pol'icies also produces an appropriate rate of
 
return to its shareholders. These shareholders are identified inAppendix 1
 
to' this Annex and' represent private and public and foreign and domestic
 
ownership. IFCT ismanaged through a Board of Directors~by professional
 
staff. The Chairman of the Board is theiinister of Finance. Board
 
membership and senior management are identified in IFGT's Annual Report for
 
19,85, which also includes information on Sources of-capitalization, balance 
sheets, organizational structure, and major recent initiatives.
 

S 	 Shares inIFCT are publicly traded on the local stock exchange. 
Currently IFCT's ownership is more than 60% in the private sector and Board 
membership is-more than 50% from the private sector. IFCT's operations have
 
been 	profitable for the past 27 years.
 

in essence, ,IFCT is a private sector bank whose main emphasis ison the
 
'provision of mediumi-and long term 'loans at a fixed rate of interest to
 
private sector enterprises. Additional services that IFCT offers include:
 

1. 	The provision of working capital to the projects
 
for which IFCT has provided term loans;
 

Equity participation inprivate sector enterprises;
 

3. 	Coordination of financial packaging activitie with other local o
 
foreign financed institutions;
 

4.'Investmentadvisory services;a	 .
- : } { iT ': } { : ; ' { r ; , . : > 	 : : r 

5. 	Underwriting activities.
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set
IFCr plays a role in managing special funds up by 

In addition, 
the RTG including the Industrial Development 

Fund, the Capital Market
 

in conjunction with other private
 
Development Fund, and most recently, 


sector banks and the RTG, the Small 
Industry Credit Guarantee Fund (SICGF).
 

IFCT's staff currently includes 
353 professionals and 149 non­

professionals. Its organization chart is included 
in Appendix 1 to this
 

Annex.
 

Detailed descriptions of IFCT's procedures for processing 
loan
 

applications, monitoring loans, and 
enforcing collection remedies are
 

provided in IFCT's Handbook on operational 
policies and procedures which
 

is available in USAID's project 
files.
 

Throughout its life time IFCT has been the recipient 
of assistance
 
Over the past
 

from man) foreign donors including A.I.D., ADB, and IBRD. 


five years IFCT has received financial and technical 
assistance from Japan,
 

Netherlands, United States, German)', 
OECF, ADB, IBRD, JICA and others.
 

Programs funded by these donors have generally been 
successful as evidenced
 

by continued donor support and IFCT's capability to raise capital 
on
 

international financial markets.
 

IFCT's overall operations indicates 
that IFCT is
 

This analysis of 
 Of particular interest to
 successful development banks. 
one of the more 


AID, however, is IFCT's capability 
to manage the proposed Small Industry
 

This SIGF will be simpler to manage than IFCT's
 
Guarantee Fund (SIGF). 


existing Small Industry Credit 
Guarantee Fund (SICGF) since IFCT 

will merely
 

be the custodian of this fund, however, because the SIGF will be a second
 

latter provides insights to the
 
window to the SICGF, an examination 

of the 


capability to manage the SIGF.
 

The SICGF was established in June 198,1 by order of the RTG to serve
 

as a mechanism for providing guarantees 
for loans to small scale
 

a Board of Directors
 
It operates in IFCT under the guidance of 


industries. 
 Sukri taocharern and Aswin
 
which consists of the following members: 


Kongsiri, IFCT; Manas Leeviraphan, Supachai 
Pisitvanij and Padetpai
 

Pakkawat
 
Meekhuniam, Ministry of Finance; Sathit Uthaisri, Bangkok Bank; 


Kaviwattanapong, Thai Farmers Bank; 
Sonthaya Vimoljitta, Krung Thai 

Bank;
 

and Abiwat Nandhapiwat, Laem Thong 
Bank.
 

The fund was initially capitalized 
at Baht 200 million with the
 

In 1985, the fund's
 
Governmenit and domestic banks providing 

equal shares. 

regulations governing its
 

management obtained approval of the rules and 
loan supervision
 

operations and it trained staff in profit appraisal, 

This staff currently consists of
 

and procedures in bank lending. 


11 professional and 4 clerical people organized into a credit guarantee
 

management division, a finance and 
administration services division, 

and
 

The heads of these offices report 
through
 

an office of business promotion. 


a Deputy Manager to the Fund's Manager who is the Executive 
Vice President
 

of IFCT.
 



This sizeable staff isrequired because~thoprtnsfte IG
 
he dper-tisEthSIF ­

und -revi-1 e cmple j gu rt&iliton- an 
~-jr;field' review of subloans prior to guarantee approvals.I The. capability 

of.staff to perform this role is largely untested because only in1986 
did SICGF provideits -first loan guarantee. However, technical.. 

~-q--- require f o-df n! 

Mrecent 

assistance from ADB 1and IFCT's experience inbroad banking activities
 
porvide, evidence that staff will-be capable of carry out the activities
 
SICG requires. 
 . 

The operation of the SIGF funded b)' the project will be far simpler
 
to manage than that of'the SICGF primarily because of much simpler
 
application procedures and no requirement for IFCT review of subloans prior
 

". .to guarantee approval. In essence, fund staff manage the SICGF but only
 
uaserve ofetrationSIGF. Since current
as the custodian of funds for the 


staff are expected to be almost fully occupied with operating the SICGF some
 
additional staff will be required to manage the SIG second window. The.
 
project provides funding for sei-h staff inl the form of a $40,000/year budget
 
*for administrative expenses.
 

The simple SIGF procedures, experienced extensive SICGF staff,

augmentation of such staff through the provision of project funding, and
 
the overall management -of the program by senior IFCT management indicate
 
that IFCT will have the capability to manage the loan guarantee component
 
of the project.
 

2. Information Services Unit Department of Industrial Promotion
-. 

The Information Services Unit (ISU) will be a division in the
 
Department of Industrial Promotion (DIP) which is one of three Departments
 
in the Ministry of Industries. DIP's mandate is to assist existing
 
manufacturing businesses to attain greater productivity and growth and
 
to promote the establishment of new medium and small scale industries in
 
regional areas. DIP performs this role through eleven divisions or offices
 
with a total staff of 1,322 and a current budget of Baht 89 million
 
($3,371,000)/year. The Information Services Unit will be formed under the
 
project with a staff of 56 located in Bangkok and Thailand's four regions.
 
During the life of the project it.is planned that this unit will become
 
an additional division within DIP. The organizational structure of the ISU
 
is noted inAppendix 1 to this Annex as is DIP's organization.
 

Since the ISU ;will be a new organizational unit within DIP it will
 
require staff' and staff support to be effective. These staff must include
 
both managemnt and technical capability. Such staff willibe financed with
 
both AID and RTG EunJs. The numbers and types of staff to be provided
 
were based on an independent analysis by an expert familiar with Thai
 
organizations under a-contract funded by AID. Technical assistance
 
has been provided by AID to help organize this new unit and additional
 
assistance will be provided under the project for this purpose and to
 
augment staff technical expertise.­
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Under AID financed projects a major difficulty with such new
 

organizations is often their ability to procure project inputs including
 

equipment and technical assistance. Under this project these services
 
will be performed by the Department of Technical and Economic Cooperation
 

(DTEC), an RTG organization with extensive experience in performing this
 
role on AID financed projects.
 

If project funded staff augmented by technical assistance and the
 

services of DTEC are not sufficient to manage this project component and
 

provide the planned services to rural industries, project contingency funds
 

will be provided to enhance capability. It appears that such contingency
 
funds will not be required and that DIP's administrative capability
 

augmented by planned project assistance will be sufficient to implement
 
the ISU component of the project.
 

3. Training and Technical Assistance for Rural Entrepreneurs
 

A. The Institute for Management Education in Thailand (IMET)
 

IMET is an independent non-profit institution established in
 

1982. It is governed by' a Board of Directors which consists primarily of
 

key figures in the Thai private sector. (IMET's Board is identified in
 

Appendix 1 to this Annex.) IMET's purpose is to expand management training
 
for the Thai private sector anj .o increase the relevance of academic
 

business training to the realities of doing business in Thailand. Since
 

1983 IET's Board has directed that such training be focused on the private
 

sector in Thailand's rural areas.
 

IMET funding has been provided by grants from AID's Bureau for
 

Private Enterprise ($1.4 million) and contributions from the private sector
 
($141,000 equivalent). Since 1983 IMET programs have provided training for
 

more than 3,000 people in the private sector. An AID evaluation of IMET
 

in 1985 concluded that IMET's training programs had been successful and
 

had contributed substantially to the expansion of the private sector in
 
Thailand.
 

IMET operat'?s through a small staff consisting )f a Managing
 

Director, an accountant, a secretary, and a part time executive assistant.
 
This staff receives support from governing Board Program, Evaluation,
 

Finance, and Public Relations Committees whose members serve voluntarily
 
and include Board Members and other selected participants. Permanent staff
 

have been kept small by design. Additional "staff" to coordinate and manage
 

individual training programs are funded through such training programs and
 
come from the organizations carring out the training activities. These
 

activities are implemented by the business faculties of Thailand's
 

universities augmented by people from the Thai private sector. Because
 
INET has been partially funded by AID, it reports its financial status and
 

program progress to AID periodically. IMET's finances are independently
 
audited annually.
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IMET's basic operating procedure is for its Board to establish
 
an annual focus and locus of training programs following which IJET solicits 
proposals to carry out these training programs from t]he business faculty of 
universities. These proposals are then reviewed by IT.7's Program Committee 
for design, cost, and responsiveness to findings on previous training 
programs by the Evaluation Committee. Once approved by lITT, the programs 
are implemented by the selected uriversitv assisted by t L" staff, and are 
concurrently evaluated by a representative of the Evaluation Coimittee. 
Recent IMEIf guid-lines require that all training proprams charpe 
a registration fee to participants. This fe is applied to MYST . 
administrative expenses and to th endowmnnt fund desined to make IME'T 
self-sufficient in the futurn. 

INTT's administrative jr cdurt.s and staf, avr, -ne effective 
in the past in eqamblin traini: t t rovided at Ioa. overhead. This has 
been due to both thel dedication ot current key Suaff and the active 
voluntary support of ,f'lhs boa,,rd m,,,mbhrs. Awnv.vtr, th is commendable 
success may be difficult to sustain o\-r the. ium t'rmnr because it depends 
so heavily on the contributions - a ft, key 10 ivinu , Terefore, as 
IMET expand, it will W. ,-sv al to, ia 1i p d ;W ]1litay "staff" by 
additional prmrlent staff. 

Such staff will be prov Jdd urt, r the pro.,c, I, tath the 
training prograim for rural eatsrepr'nnricurs and the operations of the Thai 
Executive Servi ce Corp, . The pa St 5!.Ili:; of ].TF in up] omlent iALr prog ramsp 
similar to those plainned under the projec t pruvide p rom e that I ,EF is 
adminisLtAively capable of imripleenting the planned training and technical 
assistance pri)orAms. lhe provisin of additional staff an planned under and 
provided for in the rWo ect pi ... assuranc, tha t t e pro:ise will become 
a reality. 

B3. IESC 

IESC has been operating successfully in Thailand since 196S, 
and worldwide since 1964. Its office in Thailand is staffed to develop and 
support at least 20 technical assistanrce efforts a year vis evidenced by its 
programs over the past few years. Despite difficult ies in finding rural 
clients primarily because of the Ja ',, Wrier, aideaite fund inF:, and 
an inactive advisory council, it ls ideitified at 1east four potential] 
clients in rural areas to begin its programs und-i th' 1oject. 

The additional fi nancinc provided under Lire rural industries 
project and the access to ru. 1 clients that the varie',: project components 
will provide indicate that IESC's technical assistance under the project is 
administratively feasible.
 



4. Strenpthening Rural Business Associations
 

A. Thai Chamber of Commerce (TCC)
 

TCC is organized to render support and advisor- services to
 
all sectors of the business community and to provide advisory services
 
to government agencies by conducting research and offering proposals for
 
the development of the economy. The Chamber is guided by a Board of
 
30 Directors of whom.three must represent rural chambers. There are
 
64 rural chambers of commerce affiliated wit!, TCC. All but 13 of these 
were established in the past two years.
 

The Chamber operates through sub-committees and branches
 
of industry sector groupings arid through a paid secretariate staff of
 
forty three professionals.
 

The TCC now has approximately 1,075 members. Rural chambers 
vary in size from 40 members to 347 (Korat) members, only a few of these 
rural chambers have paid staff. TCC's annual budget is about $450,000. 
TCC's operations are described more completely in their annual membership
director) which is available in USAID. Appendix 1 to this Annex contains 
TCC's organization chart. 

TCC will administer thir share of this project component
 
through its Secretariat's Provincial Chamber of Commerce Department/ 
Section. This group has a staff of eight professional employees and is
 
headed by an Assistant Secretary-General of TCC. In implementing this
 
project, this group will report to TCC's Second Vice President.
 

TCC currently has inadequate numbers of staff to provide needed 
assistance to strengthen the man" newly formed rural chambers. This project
 
will provide such staff. USAID currently provides assistance to TCC under
 
the Private Sector in Development project. TCC's efficiency in handling
 
this assistance has at times been hampered by TCC's staff's need to refer
 
matters to a supervisory Board Member for consideration and approval. 
While this insured the involvement of TCC's top policy makers in the 
project, at times it slowed implementation because Board members are 
Freouently occupied by their businesses. TCC has agreed to resolve this 
problem, by providing more responsibility to ful time TCC staff to implement
 
this project comoonent. With this change TCC. should be full) capable of
 
administering this project component.
 

B. Association of Thai Industries (ATV,)
 

The Association of Thai Industries exists to promote the
 
development of Thai industries, to cooperate with other local and
 
International Business Associations, and to cooperate with the RTG to help

Thai industries reach international standards. ATI is guided by a Board of
 
25 Directors from various industr, sectors. It has 1,400 members grouped

in 21 Industr, Clubs and six rural affiliates. The clubs meet separately
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servicing their own members' interests. As opposed to TCC which is
 
attempting to establish an affiliate in each province, ATI concentrates
 
on strengthening its clubs and the establishment of affiliates in areas of
 
industrial concentration. There arc currently 6 ATl affiliates. Ten more
 
are to be formed under the life of the project. ATI's annual budget 
is expected to grow from $285,000 in 1984 to $534,000 in 1987. Its actual 
expenses in 1985 were $416,000 against revenue of $470,000.
 

ATI currently has a staff of 54 professionals in its Secretariat 
headed by an Executive Director. It now has no unit focused on the 
development of rural affiliates. Such a unit will b- formed with staff 
funded under this project component. This unit will report to ATI's Deputy 
Executivye Director a e I s ,,ervis or.through field ma'nag(ement 

AID currently provides assistance to Al'I under the Private 
Sector in Development project. The assistance provides staff and studies 
support to the Association. At times ATI has experienced difficulties in 
administering this assistanc, prir;arilv because lines of responsibilitv were 
not clear and recourse to various ATl Board members was npcessary. As a 
result of these problem:is th, dsiyn of this prciect compontent provides that 
new staff report to full ti o- ATI hoc retarim staff and fund disbursement is 
predicated on the provii ion of detailed annual f inanc ial and implementation 
plans by ATl. 

With this desin it shoulld be administratively feasible for ATI to
 
manage this project comlonent. 

5. Joint Publi Privat: Seector ialopue - National tconomic and Social 
Development Boad ( -(,N) 

This component of the project will be administered by NESDB through the 
Government and Private Cooperat ion P1 anning SecLion in the Govrnment and 
Private Sector Cooperation Iivision. This Section Was formed in 1986 and 
serves as the Secretariat of the Joint Public Private Consultative 
Committee. The Secretariat has a staff of 4 professionals in 1986 with 
a budget of $11,000. This is expid to increase to 9 staff and a budget 
of $43,460 in 198.. Prior te the ,sb;K] i shmrnt of this Section the 
Secretariat function was performed iQ Njividuns IE 

AID has been providing assistance to t 'ES i-' JP'tCC Secretariat's 
activities since 1913. By May of IY87, this assistane Will total $100,000, 
of which $50,000 will be spent in the final 12 months of the project. NESDB 
has done an excellent job in administering this assistance. The project
will provide similar assistance at about the same annual level. NESDB's 
performance to date indicates this assistance will be capably administered. 
The staff NESPE plans to add to the Secretariat should enable this 
assistance to be even more effective. 
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6. AID
 

The administrative feasibility of the project vis a vis AID's
 
responsibilities for project management are discussed inSection V of
 

the project paper (Monitoring Plan). This discussion shows that it is
 
administratively feasible for AID/Thailand to manage the project.
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IFCT's Shareholding Structure 
I As at December 31, 1985) 

As a result of the share capitalThe shareholders of IFCT can 
be divided into 6 major groups. The increase in August 1985, the share­

largest group consists of commercial 	 holding structure of IFCT at the end 
of 1985 cnanged significantly from

banks, holding 41 per cent of total 
shares. Private companies hold the the ownership structure at the end 

of 	1984. The shareholding in IF:CT
second highest portion of about 22 
per cent. The Government through by private companies rose from 10 

per cent to 22 per cent whereasthe Ministry of Finance owns 15 per 
those of the commercial banks and 

cent of the total.1 / Finance and 
the finance and securities companiessecurities companies as a group 

hold about 11 per cent. For the 	 declined from 47 per cent and 16 
per cent to 41 per cent and 11 per

remaining portion, 9 per cent is held 
cent, respectively. Meanwhile,by ordinary persons and 2 per cent 

is held by insurance companies. In 	 foreign shareholders' portion of total 
shares increased from 33 per cent 

terms of nationality, 59 per cent of 
to 41 per cent.the total shares is held by Thai share-

holders and 41 per cent by foreign 
shareholders. Of the total 1,778 

owns directly and i­shareholders at the end of 1985, 	 1/ The goverment
!,725 are Thais and 5 a, regners. 	 P6: 

with 15 per cent being held by the MinistryThe majority of shareholders are 
of Finance and anotner 11 per cent being

ordinary persons, accounting for 90 
per cent of the total number of held by the Krung Thai Bank (aGovern. 

commercial bank).perentofer tment 

1985
1980 1984 


I 
I .e 

IFCT's Shareholding StructureQ7 
, 	 Commercial Banks 

Finance and Securities Companies 

LMinistr of Finance 

Private Companies 

,. 	. ::Q r individuals 

Insurance Companies 

SThai Shareholders 

4Foreign 	 Shareholders
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APPENDIX A
 

CURRENT AND PAST BOARDS OF DIRECTORS
 
AND COMMITTEE MEMBERS
 

I. Current Board of Directors of IMET
 

1. Dr. Chaovana Na Sylvanta 	 Chairman
 

Privy Councillor and Chairman of the Board,
 
Petroleum Authority of Thailand (PTT)
 

2. 	 U.S. Ambassador to Thailand (ex officio)
 

3. 	 Dr. Som Jatusripitak Treasurer
 

Director, Berli Jucker Co.
 

4. 	 Mr. Banyong Lamsam
 

President, Thai Farmers Bank Ltd.
 

5. 	 Mr. Somboon Nandabhiwat
 
President, Laem Thong Bank Ltd.
 

6. 	 Mr. Tawat Yip In Tsoi
 

Owner, Yip In Tsoi & Jacks Co., Ltd.
 

7. 	 Mr. Pong Sarasin
 
Chairman, Thai Nom Thip Co., Ltd.,
 

8. 	 Mr. Vichien echapa-.l
 
Director and Senior Executive, Vice President
 
Bangkok Metropolitan Bank Ltd.
 

9. 	 Mr. Chatri Sophonpanich
 
President, Bangkok Bank Ltd.
 

10. 	 Mr. Kasame Chatikavanij
 
Chairman, Sayam Bank Ltd. and
 

Chairman, Thai Oil Refinery Co. Ltd. (TORC),
 

11. 	 Mr. Paron Israsena
 
President, Siam Cement Co.
 

12. 	 Mr. Staporn Kavitanon
 
Deputy Secretary-General,
 
Board of Investment (BOI)
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13. 	 Mr. Apilas Osatananda
 
Director General,
 
Department of Technical and Economic Cooperation, (DTEC)
 

14. 	 Mr. Sukree Kaewcharoen
 

President,
 
Industrial Finance Corporation of Thailand, (IFCT)
 

15. 	 Mr. Charas Xuto
 

Chairman, Siam Cement
 

16. 	 Mr. Tarrin Nimmanahaeminda
 
President, Siam Commercial Bank Ltd.
 

17. 	 Dr. Ton9chat Hongladarom
 

Governor
 
Petroleum Authority of Thailand (PTT)
 

18. 	 Mr. Sukum Navapan
 
Owner
 
Navathoni Real Estate Development Company
 

19. 	 Dr. Titaya Suvanajata
 

Managing Director, IMET
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NESDB'S ORGANIZATION CHART 

N E S D B
 

BOARD OF DIRECTORS
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ORGANIZATION CHART
 

NESDB's Government and Private Sector Cooperation Division 
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