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CHAPTER VI 

CENTRAL BANKING 

Introduction
 

Central banks influence the real part of the economy by their
 

decisions affecting savings and investment. These decisions are influenced
 

primarily by the central banks' relations with the commercial banks and,
 

to a lesser extent, by the central Lanks' dealinfs with the fisc. In1 


Thailand, at least, the decisions of households to save and of business
 

to invest are, as yet, only marginally affected by the central bank's
 

transactions with financial intermediaries other than the commercial banks. 

The way in whicL. the financial intermediaries transfer resources 

from the surplus to the deficit units is influenced by central banks' 

changes in reserve requirements, rediscount .olicy, debt manapement, and
 

by open market operations and selective credit controls, although the last
 

two control instruments play little part in Thailand.
 

For practical purposes the central bank i.ill be equated with the
 

bank of Thailand even though, in law, the Pinistry of Finance is the 

1The fact that relations with commercial banks are at the heart of the
central bank's influence on the economy is reflected, in this chapter,
in frequent references to pcints touched upcn in Chapter IV. 



supervisory atnency and retains the fornal overriding power over many 

decisions routinely made by the Brnk of Thailand. 2 

It is interesting to note trat the establishment of a central bank 

in Thailand followed rather than preceded the development of u lively and 

2One reason why the control of commercial banking is nominally vested
in the Ministry of Finance and why the Kinistcr is, in principle, thesupervisor of the Pank of Thailand operation is that the bank of Thailand 
is a relatively recent institution, established in 1942. Thus, whenafter siome banking failures in the first quarter oF th:e century, the need
for some supervisory autoority bLcamle cleor, this task wars entrusted to

the 11inister oi Finaico unuer the Commercial ianking Act of 1937. The

inflationary pressures durin- the !:ar and the 
occupation led to the
 
passage of the Emergency Control AcT of 
 1q43, under which pot.-ers over
all credit institutions wure given to the Niinistry of Finance rather thanto the fledgling Pank of Th'ailand. Due to circumstances surrounding theestablishment of the Bink of Thail]lt.d, the Act settin up this institution 
dealt prinarily with the transfer of the ote issue from the Treasury, andother functions of the bank were barely outlined in an accompan-yin" Royal

Decree (see Bank of Thailand Act, 2485). Ihere
3. E. is some difference 
of opinion regording the degree of indeperuence tiat the Bank of Thailand
enjoys at present. 
 It would apptcar that rauc de.pends on the Governor and

his deputy, who, unlike other members he
of Bank's Council, are appointed

by the Crom. It would seem that especially since !!;62 the effective,

operational ccntrol the
of Bank of Thailand and of commercial credit, ingeneral, has gradually shifted from tie uinister of Finance theto Governor 
of the Bank. This shift was brought about, in part, by the recognitionof the integrity and skill of the top management of the Bank of Thailand,
partly by the growing complexity of the matters with w..hich it deals andpartly by the passage of the Commercial Banking Act of 1962 which gave the
Bank of Thailand some instruments of control. 
 Yet, it still remains true

that on many significant matters the ultimate decision rests with the
Ninister of Finance thatand he, as a member of the Cabinet, wields
political power denied to the Bank of Thailand. See hak Chareonaksorn,
"Control of Conmercial Banks in Thailand" (unpublished Master's thesis, 
Chulalongkorn Univeristy, 1966).
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fairlysophisticated co;..,ercial banking system and that, unlike many
 

countries to whom the formation of a central bank is one of the appurtenances
 

of a newly acquired iidependence, Thailand has long resisted the setting 

up rf a central bank rerely as a status symbol. This resistence was led 

by three factions which i;ere not necessarily separate and distinct. The 

British monetary advisors who long held sway over tile financial policies 

of the country opposed the formation of a central Lank since 1890. 

"Conservatives" at tii'- Treasury argued against the "natio-nalists" of the 

1930s that a central bank would be both superfluous and ineffective inasmuch 

as tfc com.ercial bar:ks were dominated by branches of foreign banks not 

easily amenable to central control. The branch managers of large foreign 

banks were also lukewarm to idea of a central bank. Yet the events 

necessitate,! the establish.ment of some institution which could implement 

the policy of large-scale public w:or:s followed in the 1930s, which was one 

aspect of the anti-Chinese, anti-1;estern tendencies prevailing in the 

country under the Ilibul Songram recime. In 1979 the Banking Bureau was 

established. Its primary function was to provide loans to public 

enterprises, even though, in principle, the Bureau was empowered to perform 

most central banking functions except tiat of note issue. In fact, however, 

beyond performing the fiscal function and beyond sor.e cleiring for the 

existing commercial b'anks, the Bureau did not attempt to act either as a 

banker's bank or as the manager of the country's monetary affairs. 
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The Bureau was L 'marriage of 1jolitical reason and administrative need."3
 

It was not until 1942, under the pressure of -Japanese occupation authorities 

and as an alternative to Javanese domination of Thail:nd's mnonetary affairs, 

that the Bank of Thailand at last came into existence.
 

This sketchy background may help us to understand some aspects of 

Bank of Thailand policies and operations. F:romi the very outset the Bank 

was meant to enforce and continue the tredition of financial independence 

of the country and to safeguard, above all, the integrity of its money !It
 

home, if possible, but certainly abroad. The lessons of history 7s
 

understood by tl.e Th-is are clear. A country whose financial affairs are 

in disorder, whose currency fluctuates wildly in the foreign markets, and one 

which has difficulty in maintaining paynults on its external debt invites the 

intervention of intereste:d foreign powers and risks its ver) existence as 
4 

an independent polity. The circumstances %w.hichattended the formation of 

3The quotation is from the memoirs of H. ii. Prince Viwat Viwar Chai, first 
Governor of the Bank of Thailand -n Miemorial to Prince Viwat Viw.ar Chai 
(Bangkok: Bank of Thailand Publication 1961). For events leading to the 
establishment of the bank of Thoiand, this is one of the primary sources 
(in Thai). For other sources see James C. Ingrain, Eco:omic Change in 
Thailand Since 1850 (Stanford: Stanford University Press, 195S), especially 
pp. 17ff; Paul Sithi-Amnuai, Finance and 33anking in Thnil-id: A Study of 
the Commercial System 188S-1963 (Ban.-kok: Thiai 'atana lanich, 1961), 
Chapter 3; Ravi Amatayakul and S. R. A. Pandit, "Financial Institutions in 
Thailand," IMIF Staff Paners (December, 1966); and S. Y. Lee, "Currency, 
Banking and Foreign Exchange of ThailaL.d," Far Eastern Economic Review 
(October, 1960). 

4 "The chief aim of monetary policy has been to safeguard tle international
 
position of the baht and the government seems to have put this aim above
 
such national interests as economic development and stability of prices
 
and income." Ingram, op. cit., p. 17.
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the Bank of Thailand did nothing to lesson the emphasis on the impcrtance of 

maintaining financial integrity in the foreign r.irhots, Lut they also brought 

to the fore the importance of maintaining internal price stability in the 

face of wartime inflation, the demands of the occupation authorities, and, 

later 	on, the needs of the Thai goverra. nt. .he point made here is that by 

tradition, training, and dictates of the tirmes, the bank of Thailand had to 

be primarily concerned with the soundness of its currency, .nd only 

incidentally and only in recent times could it devote, much thought and 

energy to the control of credit or tie structuring of the financial markets 

need:.toward 	devlopmental 

"here can be little que:;tion thnt t>u Ranh cf Thailald acceiaplised 

khat it considered to be its primary task. iy 1955 the external value of 

the currency was w:ell-nir'h stauilized anu the ultit ie exciange raue system 

eliminated. By 1959 the er- of large hudgetory deficits was pretty .:ell 

brought to an end; and by the onset of tie . 9fs the internal price level 

had shown remarkable stability, the Whdt vas fir"m in world market. , the 

country possessed a l.ro, stoc!k of foreign exchiange reserves, budget deficits 

were either smail or easily, :nan ageable, the credit standin! ahrond was 

first-rate, and the rate of p'rowth of the economy wis mure than satisfactory. 

"See T. Ht. Silcock, "Thai Acney: Review Article," M' layan hconoric Review 
(April, 1966). 
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Nu small measure of credi, must go to the managers of the Bank of Thailand 
for bringing about ti-is 
state of affairs tnt for clearing the decks, as it 

were, for efforts in the areas of dev:,lopmenta l finance and the control of 

credit.
 

In this study, oriented as it is towards developnent'il strategy, no
 

more than a passing tribute can be paid to the excellent performance of the 

BaW. of Thailand in defense of the value of the currency both internally 

and externally. Inasmuch as the main intcre;t of developmental firance 

lies in til,., vry areas which were, perforce, somewhat neglected in the past 

by 1>ose It te helm of the *',ank of Thailand, th~e im~ircssion of undue 

criticisra may Lc obtained. It behooves tie 1.riter, therefore, tc reiterate 

btot his admiration of the way in which the 1n:nk has acquitted itself of 

its tasks in the past and of 1'is belie that these tasks will have to 

change their focus in the future. 

Assets ond Liabilities of the B'!nk of Thailand 

One convenient .,ay to loo, at the operations of the 3ank of Thailand 

is to consider its bal:arce siects over -,pericd of time which is long 

enough to register sigiiificant chancies in the composition of assets and 

liahilitios but short eriough to preserve a modicum of accounting 

ccimparaLility. Tab los VI-I and VI-2 give the !mitt amnounts of the main 

balance sheet items. Thhbles VI-7 ard VI-, express tilese values as percent

ages of a base year, and Tables VI-5 and VI-t rive the percentage 

6See Chapter ii. 
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Table VI - I 
Assets of the Bank of Thailand 

(in million baht) 

Gold and Forcirn Exchange Claims on Government Claims on PankhsEnd of Gold Foreicnl Total Over- Balance 2 'rca.ury I- Total Loans Iedis- Total Contri- i Other ;TotalPeriod Exchange drafts at Pro- Bills I counts buticn to: Assets 'Assets orvincial 
i I.- IIabilities 

_______Treasuries
1If )31 (4T q5T (6)

Dec. 1955 2 6. 
(7) (31 91 '10n '11' " i 113,1 2 2. - 4,,63. -  3 1"2. 8 1, 621. 7 5, 798.8 3.0 - 3.0195i 2. 246.4 - 5.7 10, 5(:6.12, 7"i. 7 5.046. 1 969.7 560.7 

3 
3, 109.7 1,651.8 6, 291.9 

195' 2, 2-16.-; 3,153.C 5, .0 1,250.2 413.0 11. 11, 3-,9). 71 2, 966.0 1, 925. 0 6, 554.2, 246.-- 3, 01.: 2 . 5, 352. 6 1,412 . 4 403.7 2,917.7 2,098.0!6,8318 8.7 8.7 
- 15.0 11, H9. 

15.8 12, 158.91 5& " 2, ; 3. . 3, 1 9. C 5,2,2.9 ,737.3 614.7 2,941.2 '2,037.8 7 334.0 18.1 41.7 159 8l 6'x 2C33. ' 3,717.7 5,2C1.6 -
21 5 12 880.6523.0 2.033.7 2, 9109.2 5, 465 9 97.2 '3027 2 162.5 23. 1 ,1138. 3

I C,2 .W . 1 55,-At0.'. 5 7,-, 6 370.0 1,4 8.8 3, 174.7 5,013.5 137.8 86.0 223.8 162.5 21.219-2, '411!. 6,791. ""I( '12, 90S ", ' 3,375 1 - 403.0" 130 3,229.5 5, 19 
.61,343.- .... 050.3')7. 0 .s8 2S.8 2. 0 3 "2-44.! :162.5 20.3 144,3.,.6.2 167.4 ,. , 22 . 10, 1 -6 5 130.1 3,267.1 3, 972.7 14-.8 72.5 17 3 169.0 26.5 14 87.016 "2 ,167. 4 9, 536. 911, 754. 3 - 58-1.2 356.9 3,237.1 .4,173.2 170.5 1416.8 j317.319652, '06.211, 14. .13, 1506 -

169.0 53.7 16,472.5547.1 -182.6 .3,201.6 4,231.3 179.4 .209.5 3 330.2' 45.0 18 146 01966il, 907. 4,14, 97. 616, U . - 792.5 451.9 3,075.1 ., 31 . 5 169.6 20.7 450 3 429.0 41.2 22 o45.0 

hlncluding foreign treasury bills and bonds. 

2Beginning with June 1963, the series in Column 5 was revised in order to report gross amount of "Balance at Provincial Treasuries" instead ofnet and the series in Column 15 was reported as notes in circulation outside the Bank of Thailand. 

3 
Including Thai Government bonds floated abroad. 

Source: Bank of Thailand. 
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Table VI - 2 

Liabilities 
(in 

of the Bank of Thailand 
million baht) 

End of 
Peri* 

Notc 

tion 

(15) 

in Govornrnent & Cfficial 
-i rifitis 

in il 
nationl foreign

1_ ci1ri'ci I-ne c 

';) (17) 

D E POSITS 
Commer-
cil 
Banks 

(13 

Cther 
Banks 

(19) 
-

Private. Se.ctor 

in in 

n.tional fcrei';, 
eri.cvi -rrency utirrencv 

( 2,I T 

Cu..-L 1 

,art 
1 uds 

22 

- Others 1 

(23) 

Ex- Other 
change 1 Liabil-
Difference ities 

. 2.. 2... 

Capital 
Accounts 

Dec. 1955 5,542.6 311.8ln56 g 
1056 ,CIS ..5 435.3 
1357 5 ,'". 3 33(.5 

1958 5, P-i3. 5 453.9 
C!95 6, 2-43.5 

196o 6,"G1. 0 983. 5 
1'2F 1 1 7,2 .. 1, 2C .611921 7,137 1,202.3
19C2 7,-413.7 2, 

1I 1,48".5 

2,443.0
1965 1 9,379.1 3, 221. 
1CE 0.5_70._ 5,573.0 
Source: Ba-n of Thailand. 

,, 13.5 
1.9 

57.0 

14.1 
11.0 

4. ! 
.5Gt5 

19.5
76.8 

113.7 

169.5 
109.5 
33.7 

320.8 

338.8 
398 4 

358 7 
503 9 
55.8 

645.4
788. 0 

1,016.7 

1,061.7 
1,183.2 

28. 2 129 ... ... 
1. 9 8 
32.6 92.7 

16.6 3-1.8 
19.3 142.6 
20.7 14.5 

30.4 154. 585 

1 .5 215 88 260.3 

31,000.5201. 3
34.2 149.2 
37 3 154.2 

3., 

1-
1.6 

1.7 

:1.71.1 

0.5 
0.1 

-

111!8.6 

452.7 

:.5 

5-1.0 

5 

332.8 
162.4 
53. 

0. 1 

91.9 

1. 

0.2 

.13,C33.1 

0.7
1 .0.0 

. 

3, 2r1. 
178.4 

3,163.0 

3..33.0 

163..9,0. 
:0 4 

-

-

-

1. 2 
1.3 
1.3 

0230.504 
0 . 

7.6 
7.0 
88.2 

.83.90.3 

1 

116.7 

455 
, 845.6 

1,146.8 

1,596.6 
1,396.9 
1, 701. 1 
1 -8!.8 

3,235.2 

1.G . 23,717.6 

4,010.54412.0 

ISee Footnote Number 2, Table VI - I. 
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Table VI - 3 
Index of Assets of the Bank of Thailand 

,,End of
Period 'Gold & Foreign Exc.Gold Foreign

eriod Ica 
Exchange 

Overdrafts ClaimsBalance 

at Pro-

on GovernmentTreasury 

Bills 

Bonds ClaimsLoans on BanksRedis-

counts 

Contri-
tohe 
bution 

Other 

Assets 

Total Assets 
ToaMAset 

Trea:su ries 

Dec. 
__________ 

1955 
1956 
1957 
1958 
1959 
1950 
1961 
1962 
1963 
1964 
1965 
1966 

1)(2)
100 
100 
100 
100 
92.76 
92.76 
92.77 
92.77 
96.48 
96.48 
89.30 
84.91 

100 
114.17 
128.60 
124.63 
127.19 
151.60 
220.39 
276.93 
338.23 
390.95 
454.47 
607.52 

(3)
100 
176.37 
227.39 
256.89 
315.98 

-
-
-
-
-
-
-

(11)
100 
123.36 
90.86 
88.82 
135.21 
115.07 
81.40 
88.66 
115.62 
128.53 
120.37 
174.37 

I 
I 

( 5 
100 
98.01 
93.48 
91.96 
92.79 
64.09 
46.29 
42.49 
5.67 
11.25 
15.21 
14.24 

6)_____ 

100 
101.86 
118.70 
1J".37 
125.65 
179.39 
195.76 
203.45 
201.46 
199.61 
197.42 
189.62 

(7)_____ 

100 
-

290.0 
3936.66 
4333.33 
4593.33 
6566.66 
4826.66 
5683.33 
5980.00 
5653.33 

_8) 

-

-

100 
233.09 
206.24 
215.35 
173.86 
352.04 
502.39 
673.14 

(9)_____(1 

-1 
100 
100 
100 
100 
104.00 
104.00 
203.20 
264.00 

)(
100 
190 
205.26 
263. 15277. 19 
377.19 
405.26 
371.92 
356. 14 
464.91 
942.10 
789.47 
722.81 

100 
100 
108.03 
113.92115.73 
122.60 
111.17 
122.87 
137.02 
141.31 
156.78 
172.72 
209.83 

Source: See text. 
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Table VI - 4 
Index of Liabilities of the Bank of Thailand 

i DEPOSITS 

nd of 

eriod 

Notes in1 

I Circu-
I lation 

Gov. 

_ 

in 

& Official Commer-

cial 
Banks 

Other 

Banks 

Private Sector 

in in 

Counter-

part 
Funds 

Others i Ex-

change 
dif-

Other 

Liabil-
ities 

Capital 

I Acc't. 

1 Total 

!Liabilities 
national foreign national foreign ference 
currenc currency currency currency I 

ec.1955. 100 
1956i 104.71 
1937, 10;3.13: 
1958! 105.781 
19591 112.73. 

1960i 120.171
19611 131.12;
19C2! 133.75I 

(1) (2 
100 

139.60! 14.07 
107.921 422.22 
145.571 104.44 
148.361 81.48 

318.03: 30.37
385.69. 144.44
653.72 i 568.88 

(3) 
100 
105.61 
124.19
111.81 
157.07 

172.94 
201.18
245.63 

(4) 
100 

50.00 
115.60 
58.86 
68. 431 

73.40 
107.80
65.60 

(5) 
100 

80.35 
75.86 
28.47 

116.68 

78.96 
126.43
201.14 

(6) 
-00 

-
1100 
33.33 

-

41.03 
43.59
43.59 

i (7) (8) 
100 

296.62 6,000 
381.701 91,900.316.611280,500.-j 
380.35'170,000.-[ 

391.98 1 lO0.-I
458.681 200.-477.74 2,100.-

(9) 
100 

99.271 
98.7919 8 . 79  

98.79 

31.36 
-
-

(10) 
100 

108.33 
25.0033.33 

633.33 

583.33
683.33
600.09 

(11) I 
100 

132.42 
1188.81 

201.17 I 

221.94 1
358.94
382.79 

(12) 
100 

108.03 
115.73 

122.60 

111.17
122.87
137.02 

1963! 139.661 477.71; 842.22 
1954' 152891 785.11!,255. 55 
1965i 169.22"1,033.19, 811.11 
1966! 18 9 . 57'1,737.36' 286.66 

316.92 
311.87 
330.95 
368.83 

34.75 
93.26 

121.28 
132.27 

213.01 
164.72 
122.09 
126.19 

28.20 
12.82 
2.56 

-

408.01 
322.76 
136.93 
44.86 

3,100.-
700.-

1,100.-
-

-

-

-

-

858.33 
833.33 

1,391.67 
1,900.00 

439.64 
444.51 
474.28 
621.76 i 

141.31 
156.78 
172.72 
209.83 

Source: See text. 
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Table VI-5
 

Percentage Distribution of the Assets of the Bank of Thailand*
 

Gold & Foreign Exc.: Claims oi Government laims on Banks 
Balance at i Contri-

End of Foreign Over Provincial* Treasury' P.edis- bution Other Total 
Period Gold Exchange, drafts Treasuries i Bills Bonds, Loans counts to IMF Assets Assets 

(1) (2) (3) (4) (5) (6) C7) (8) (9) (10) (11) 

Dec. 1955121.38 23.34 5.23 4.32 30.20 15.44, 0 03 - - 0.05 100 

1956,19.79 24.67 8.54 4.94 27.40 14.55. - - - 0.10 100 
1957;18.77 26.34 i 10.45 3.45 24.78 16.08! 0- " - 0.13 100 
1958 i 18.48 25.13 11.61 3.32 24.00 17.26 0.07 - - 0.13 100 
1959 16.17 13.49 4.77 22.86 15.83 0.92 0.32 1.26 0.17 100 
1960117.84! 31.83 - 4.48 :17.41 24.911 1.11 0.83 1.39 0.20 100 
1961 16.14 41.06 2.87 11.38 24.59 1.07. 0.67 1.26 0.16 100 

1963!14.60 55.86 I 
-2.80 
- 3.54 

9.37
1.21 

22.92;
22.00, 

1.371
0.98. 

0.62
iJ.4:i 

1.13
1.14 

0.14
0.18 

100100 
1964;13.16 58.20 I - 3.55 2.17 19.65! 1.04 0.89 1.02 0.32 100 
196511.06 

Feb. 1966!10.34
Dec. 1966 8.65 

61.42 
63.83
67.58 

-

-

3.01 
2 -8
3.9 

122.66
j 2

2.05 

17.64; 
16.43! 
13.95. 

0.99? 
1.351 
0.77; 

1.15 
0.85 
1.29 

1.82 
1.70 
1.95 

i 
1 

0.25 
062
0.19 

100 
100 
100 

*Details may not add up to total because of rounding. 
Source: See text. 

VT-11
 



Table VI - 6 
Percentage Distribution of Liabilities of the Bank of Thailand* 

En o DepositsEnd of I 
Period Notes in Gov. & Official Commer- Other Private Sector Counter- Cthers Ex-

Circula- Entities cial Banks part Funds change 

tion in in Banks in in Id if-

nationalnational foreign fernce 
currency currency currency currency I 

552(1) (2) (3) (4) (5) I (6) (7) (8) (Dec. 1955 55.27 1 2.97 .0.3--1 3.05 0.27 I 1.16 - 1.13 i - 30.47 
1956 51.13 3.83 0.02 2.98 0.12 0.87 3.10 0.05 28.00 
1957 50.07 2.81 0.48 3.33 0.27 1 0773 3.78 0.78 26.431095 48.22 3073 81 2 .4 
1959 448.51 3.60 0.09 3.90 030 0.01 3.09 2.32 26.01195. 7 1.11 3.50 1.32 24.561960 57.03 8.46 0.03 4.7 I 0.18 0.83 0.01 4.00 - 8.056.30 ! 9.32 0.15 i 5.00 j 0.24 8.6 

0.0 1 4.25 - -
19611961 5.30 914.16 0.53 5.47 0.13 1.71 0.01 3.94 0.01 

Other Capital TotalLiabil- Acc'ts. Liabil
ities ities 

_ 

(10) 11) (12)
0.01 8.05 100 

o.01 9.88 100 

11.25 100 
1. 13.11 100 
13.210.050.05 16.0 1001000.20 16.064.1 100 
23.51 1000.060.06 22.49 

1963 52.14 10.03 0.76 6.85 0.07 1.75 0.01964 51.44 14.86 1.03 607 I 0.16 1.22 0.01 3:26 -
193 2.32 - 0 

0.0 22.49.0 1000.07 25.04 100 
06 22.2 600 

1965 51.69 17.75 0.60 5.85 0.19 0.82 1 0.01 0.89 0.01 -0.091966 52.45 20.35 0.32 4.18 0.17 0.87 0.01 0.78 - " 
Dec. 1966 147.95 2 0.18 0.17. 0.24 -

22.10 100 
0.09 20..78 100 
0.0 20. 100 

*Details may not add up to total because of rounding. 

Source: See text. 
__._, 
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distribution of assets and liabilities.
7
 

During the 12-year period 1955-66, total assets of the Bank of 

Thailand merely doubled compared with more tlan a sevenfold increase in the 

assets of the commercial banks. At thO same time, tlie composition of these 

assets underwent consideraLle change. Up to 1959 the bull. of the Bank's 

assets was divided about equally among gold, foreign exchange, Treasury bills
 

and government overdrafts. By the end of 1966, over two-thirds of the Bank's 

assets were in the form of gold and foreign exchange, and the holdings of 

government bonds became second in importance. Government overdrafts 

disappeared from the balance sheet, and claims on ban!:s and contributions to 

the IIF made their appearance (see Table VI-3). 

The gradual reduction in the proportion of gold to total assets 

represents the desire and the need to obtain a greater return on foreign 

assets and was made possible by an increase in Thailand's holdings of other 

foreign securities as .:el1 as by its full membership in the International 

Monetary Fund. It is also possible thl!.t couatr),"s growing political and 

economic ties with the United "tates have contributed to the policy of 

reducing holdings of gold and of increasing holdings of securities held in, 

amonZ oth.2r places, the United States.
 

,ore important, perhaps, was the elirmination of government overdrafts 

by 1960. These claims on government came into being in 1952, when the 

7All statistical data in this paper were obtained from the Bank of Thailand,
 
either directly from published sources or through the courte;sy of
 
responsible officials.
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government, taking advantage of the provision of the Bank of Thailand Act,
 

began to borrow from the Bank without security at an annual interest rate
 

of 2 1/2 per cent.8 by November of 1960 this claim was eliminated, parallel
 

to the improvement of the budgetary position of the country and the
 

determination of the Bank to reduce inflationary forms of finance. The same
 

considerations were operative in the sharp reduction of Treasury bills in 

the Bank portfolio. In 1955 these amounted to over 30 per cent of total 

assets, a proportion which fell to some 2 per cent by the end of 1966 (see 

Table VI-5).
 

Under the Currency Act of 195., government bonds designated in local
 

currency could be used as a cover against the note issue, provided that such
 

bonds (and Treasury bills) did not constitute more than 40 per cent of notes 

issued. 9 However, inasmuch as foreign exc'ange reserves continued to in

crease throughout the period, there wvas 
little prcssure on the Bank to
 

increase significantly its holdinps of government bonds. 
 These holdings did
 

increase after 1960, but the increase was tcmporary; by the end of i966 the 

proportion of government to total aboutbonds assets was the same as it was 

the end of 1955.10at 

8The Act enables the government to borrow up to 25 per cent of ordinary
budget expenditures, without collateral, in the form of an overdraft.
 

9 IF subscription and short-term commercial bills rodiscounted by the Bank

of Thailand can also form a part of the secondary backing of the currency
provided that, together with government securities, they do not exceed 40 
per cent of the note issue.
 

lqhe debt management p.olicy of the Bank of Thailand is discussed more fully 

later.
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In terms of the rate of increase over time, loans to commercial 

banks show the most spectacular growth. This is misleading, however, as it 

derives from the fact that, i. 1955, the total amount of sucil loans 

outstanding was very small. "ihe Bank of Thailand did not actively begin 

its operations of providing liquidity to the commercial banks until 1959, 

the sane year in which it reduced its role in financing government deficits. 

Employing 1959 as a base year, it can be seen that bank loans gretw. less 

than 50 pcr cent by the end of 1966. More significant was the rate of 

growth o- rediscounts which increased sixfold from 1959, the year they were 

initiated, until the end of 1966. Zven so, claims against connercial banks 

totalled less than 2 per cent of total assets at the end of .966 (see Tables 

VI-3 and VI-5).
 

The contribution to t*te IMF did not change tL any significant extent 

until 1965 when it nearly dcubled, reflecting the increase in Thai G'P and 

the Bank's foreign exchange reserves as well as the availability of new 
11 

quota arrangements under the Compensatory Financing Decision. Other 

assets include real eztate, etc. The shar increas." in 1-64 coincides with
 

the construction of branch premises in Ihaadyai, the only branch of the Bank 

of Thailand to date.
 

1 1Another reason "or the increasa in the Thai quota in 1965 was to increase 
the availability ef the sound and convertible baht to othler members of the 
Fund. 

12The Bank plans construction of a bLanch in 1honkaen in the Northeast and 

possibly one in the North. 
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With respect to liabilities, note issue has increased somewhat less
 

than total liabilities. 
This reflects both the growing importance of
 

deposits in the money supply and the prevailing price stability throughout
 

most of the period1 3 As a I.ercentagu of total liabilities, notes in
 

circulation decreased somewhat--from 53 per cent at the beginning of the
 

period to 48 per cent at the end 
 of the 12-year period.
 

Paralleling the drastic shift in 
 the composition of assets after
 

1959, the composition of liabilities also show a significant change around
 

the same year. This was due to the disappearance of the Exchange 

Stabilization Fund, the proceeds of which were used to retire the government 

overdrafts outstanding, as well as to retire a goodly pronortion of Treasury 

bills (see Tables VI-4 andVI-). 14 

".be elimination of 30 per cent of total liabilities, consequent to
 

the liquidation nf the Exchange Stabilization Fund, created a gap wl'ich 

13For historical reasons, touched unon in the preceding section, the Bank is

organized into two departments, the Issue Department and the Banking

Department. For a time the balance sheets 
of these two departments were
published separately. This somewhat archaic procedure has now given w'ly
to a joint balance sheet, published monthly by the P'nk of Thailand, even
though the official Government Gazette continues to pbulish two separate 
sets of financial statements. 

14This account, set up in 1955, was used to maintain the unofficial parity
of the baht in foreign markets and thus to dispense with the multiple
exchange rate sysLem in operation up to that date. See Andre :Nousny, TheEconomy of lTaila.d (rangkok: Social Science Council, i96,) for details. 

VI-16
 



was filled by thc' growth of deposits and the growth of the Bank's capital 

account. Deposits of government and other official entities were 3 per cent 

of all liabilities in 1955 and more than 25 per cent by the end of 1966. 

This spectacular growth %-.as due mainly to the very considerable increase in 

Treasury balances. Compared with the eighteen-fold increase in government 

balances held in local currency, tho less th,:n Fourfold increase in commer

cial bank deposits appears modest indeed. The share of commercial bank 

deposits rose from slightly over 3 per cent of all liabilities in 1955 to 

some 5 1/2 Fer cent by the end of 166. 

Over 90 per cent of total liabilities of the Bank of Thiiland at the
 

end of 1966 were coi,iposed of notes in c.rculation, government deposits,
 

and capital accounts. Of the remaining, and leaving aside the commercial
 

banks' balances, no liability exceeded 1 per cent of the total. Private
 

sector deposits represcnt, in the main, the holdings of various quasi

official bodies and r,onepolics; e.g., the tobacco monopoly, the state sugar 

enterprises, and so on. Counterpart funds which, in principle, arise out of 

te sale of commodities imported under U. S. aid programs are, at present, 

simply a budgetary designation of Thai funds used to support U.S. funded 

projects, where the foreiIn exchange component is imported free by the 

United States and the Thais provide the local currency. 

This rather cursory luok at the changing pattern of assets and 

li,-bilities of t,,e Pank brin-s out the crucial significance of the 

demirkation date which occurred about -iid-way trouEh the period when the 
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Bank began to turn to the commercial banking system anu away from financing
 

the government. Moreover, an examination of the tables reveals that the 

Bank's involvement with the private sector of the economy has not yet 

reached any significant proportions. Commercial bank deposits at the bank 

of Thailand are but a fraction of the zotal liquid resources of the system, 

prima facie evidence of the inaLility of the Bank of Thailand to affect the 

behavior of the commercial banks by economic pressures alone. 15 The volume 

of accommodation extended to commercial banks via the Bank of Tihailand 

constitutes a small proportion of the Bank's resources and an even smaller
 

proportion of those of the commercial banks themselves. The balance sheets
 

of the Bank are silent on the holdings, if any, of the obligations of other
 
16
 

financial intermediaries or of specialized development institutions.
 

Two other aspects of the Bank of Thailand's balance sheets are of 

interest from the standpoinz of their influence, potential if not actual, 

on the pattern of saving and investment. The first of these is the large 

stock of foreign exchange hold as assets of the Bank. In a real sense, the 

possession of large foreign balances, which yield a return almost certainly 

15 ,Theissues relating to control of commercial banks will be discussed more 

fully later. 
16At the time of writing the Bank did contemplate acquiring obligations of
 

such institutions; namely, those of the Eank for \griculture and
 
Agricititural Cooperatives and the Industrial Finance Corporation of 
Thailand. The form of these obligations was not yet settled, and, the 
amounts will be token ones, at best.
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below the alteruative return t!.ese resources could cirn if employed 

internally, rcpresents a rent exacted from: ownei; of the S'vings 
17

oxchang , reserves.in large foreignincorporated 

Wen one of the chl-'icteristicsThe nccumulation of "treisure" hls 

of tne growth of the Thai econo.y in the past and lAips explain, in part, 

why the country his not reachcd a higher level of dev lopment in spite of a 

high rate of voluntary saviar, relative internl stability, and certainly a 

positive marginal productivity of carital, all of wh'ich Thailnd has enjoyed 

for several decades. 18 It would seen that some of t;c coprnt historical 

reasons, toucL;ed upon 1 :uviously, are no longer valid and that there ik 

little justification for holding rcserves in excess of " full year's import 

requirements. The savings repres,,t.d by these reseves could, in principle, 

c used more productiVly in furthering thL SustAiihel growth Of tihL 

19 
economy. 

17 am indebted to Professor Edward SWa. for bringin- tnis to wy attention. 

On the other hand, tl:e existence ofc large foreign exchanc rvscrv.s has 

played an irportant part in attracting foreign capital to Thaiianl and in 

enhancing the conf.dcncu iA the econcny of other forwign P'nd local 
investors. 

18See Robert Nuscat, Ki.iland, A Strategy for Dcuvelopme'it ( w York: 
Frederick A. iPraeger, Inc. 1905) , pp. I- . 

19it should Fe noted, hiowev'r, thiat the full iplementation of the Five-
Year Plan (1.6-.71) would put a ;evere strain on these balances. 
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other aspect of the balance sheetThe which deserves attention by 
those concerned with the impact of the Eank of Thailand's operations on
 
the volume and direction 
 of saving is the changing composition and volume
 

of government securities 
held a'mong anits assets, outward manifestation of 

debt management.20
 

Thus, it will he convenient to analyze the role and the impact of 
the Bank of Thailand's operations under three headings. Under the first of 

these headings attention will be given to the provision of credit by the 

Bank of Thailand to the comnnercial banLing system. Under the second heading 
the implications of debt managenent policies will be considered. The last
 

heading will a
contain discussion of the role of the Central Bank in
 

structuring the financial market 
 in a developing country, its function in the 

development process, and its contribution to th 
 financial intermediation
 

between savers aid investors.
 

These three heading.s will receive attention which will be uneven in 
both scope and depth. The provision of credit to the commercial banks, 
which now stands at the center of the Bank of Thailand's operations, 

20Strictly speaking, debt management is only in part within the purview oftite Bank of Thvliland. The Treasury (the Ninistry of Finance) is thehigher authority with respect to the type, character, and frequency ofissue. As stated earlier, however, the operations and policies of theBank of Thailand will be assumed to have the authority and sanction of
other parts of the Thai government unless there 
 are good reasons to
 
believe otherwise.
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will be discussed most fully, even at the risk of some repetition. 21 The
 

analysis of debt management policies, although detailed in some respects,
 

will be concentrated on selected aspects of the problem and will deal only
 

incidentally with budgetary policy or overall monetary policy. The
 

paragraphs under the last heading will be to a large extent tentative and 

intuitive. Moreover, the content of these paragraphs will seldom be 

rigorously substantiated. This will not necessarily make them less
 

important from the standpoint of devlopment strategy. 

Provision of Credit
 

In general, Bank of Thailand credit is cxtendcd in one of two ways. 

Commercial banks can borrow from the Bank of Thailand, usually against 

the collateral of government sLcurities, or they may obtain credit against 

onc of the seVLra! lines of rediscount male available by the Bank of 

Thailand. It is the latter form of credit provision which not only shows 

a more rapid grow!, but also contains a number of features of special 

interust. Therefure, it will be discussed first. 2 2 

21F Chaptcr IV.
 

2 inasmuch as direct borrowing from the Bank of Thailand is done mainly 

against the security of govurnment bonds in the portfolio of the 
co:nmcrcial banks, it will b convenient to discuss this form of credit 
provision under the heading of debt management. 
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Rediscount Facilities of thu Bank of Thailand 

There are, at the time of writing, three types of rediscounting 

facilities mnade available to the commercial banks and their customers 

by the Bank of Thailand. The oldest, and still the most important in terms 

of the value of paper discounted, is the export rcdiscounting facility.
 

Begun in November 1958, the rediscounting of exporter's paper is the best
 

established, the most widely used by the commercial banks, and the best
 

known to the business community. Started in conjunction with the export
 

drive, it was initially confined only to certain kinds of export transactions
 

and only to selected types of paper, but its coverage was gradually extended
 

so that, at the present time, it embraces most of the important agricultural
 

exports and covers letters of credit, purchase contracts, usance bills,
 

bills of exchange, and other documents used in export finance. The duration 

of this credit facility is limited to 90 days, and the Bank of Thailand 

rediscount rate is 5 per cent per annum, provided the exporter is not 

charged more than 7 per cent by the discounting bank. 2 3 

23 hn the facility was first offered, the rate charged by the Bank of 
Thailand for rediscounting purposes was set at 7 per cent. At that rate
 
there was little interest in rediscounting on the part of the commercial
 
bans and the rate was reduced at the end of the year. Initially the
 
rediscounting facility was confined to rice. 
 A year later it was
 
extended to other crops, Iut certain important exports (e.g., tin)
remained excluded. hith the development of newer agricultural exports
it became necessary to extend the facility to cover documents other than 
those familiar in the traditional export markets where bills of exchange
and, to a lesser extent, irrevocable letters of credit predominated. Even
 
so, the existing regulations tend to favor the more established export 
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In the course of time the requisite procedures have been somewhat
 

simplified and adjusted to the needs of the export trade, but they still
 

remain rather complex and time consuming. There are, in fact, two separate
 

aspects in the process of obtaining the rediscounting credit from the Bank 

of Thailand. The first of these involves the commercial bank and the second, 

the exporter. Any commercial bank which wishes to avail itself of the 

facility must first apply for a line of rediscounting to the Bank of 

Thailand. The approval is by no means automatic, and the pertinent 

regulations make it clear that the facility is a privilege rather than a 

right. In fact, while most banks operating in Thailand, whether foreign or 

domestically chartered, are now eligible, the power to grant and to revoke 

the privilege of acting as a discount bank under the export rediscounting 

facility is a significant power of the Bank of Thailand and one which, in 

principle at least, may be used to achieve objectives other than those 

directly related to export 
trade.24
 

23 (continued) 

documents. Thus, the maximum amount of credit granted against bills of 

exchange is 90 per cent of the face value of the invoice. Against 

irrevocable letters of credit it is 70 per cent, and the maximum is only 

60 per cent against purchase contracts. In every case the foreign docu

ments must be accompanied by the exporter's promissory notes, supporting
 

dccuments, and a number of requisite statements from the sponsoring bank.
 

These supporting documents include warehouse and goe'3wn rcceipts, invoices
 

and sales slips, bank and special forms, and pledges required by the Bank
 

of Thailand. The maturity of each promissory note cannot exceed 90 days
 

from the date of rediscounting. When export proceeds have been completed
 

before maturity date, the exporter must repay his promissory note in whole
 
or in part. 

24This point is discussed later.
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The exporter is also not granted the privilege automatically. He
 

must apply to the Bank of Thailand through his commercial bank and must
 

establish, to the satisfaction of the Bank of Thailand, his bona fide,
 

his standing as an exporter, and his overall credit rating. 
 This is so in
 

spite of the fact that the discounting commercial bank assumes contingent
 

liability in the event of nonpayment by the exporter on the date due.
 

Initially, the whole process takes from two to three months. 
Once the bank
 

and the exporter have assured themselves of the line of credit under the
 

rediscounting facility, the release of the Bank of Thailand funds under
 

a specific transaction is done promptly and quite efficiently.25
 

While there is little question that export rediscounting plays a
 

role in sustaining the remarkable export performance of the Thai economy,
 

its quantitative importance must be kept in perspective. 
As suggested by
 

Tables VI-7 and VI-8, neither from the standpoint of the exporters nor
 

that of the commercial banks is the rediscounting by the Bank of Thailand
 

a determining factor in the situation. 
Measured as a proportion of total
 

25"ile some commercial bankers still complain about cumbersomeness and
 
length of the export discounting procedure, an intensive series of field
interviews disclosed that these complaints either refer to the initial

establishment of the line of credit or are due to the shortage of
 
competent clerks, at some of the smaller banks, able to prepare the
 necessary documents promptly and fully. 
 It would appear that once a line

of credit is established and all the documents sent to the Bank of
Thailand, the transfer of funds to the account of the discounting bank
 
takes no more than a diy or two.
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Table VI - 7 

Bank of Thailand Operations, Export Rediscounting as Proportion of 
Total Exports 

(In .Mllion Baht)
 

Year Value of Export Rediscounts Value of Exports (FOB) Percent
 
1959 326 7560 4.31
 

1960 768 8614 8.92
 

1961 781 9997 7.81
 

1962 660 9529 6.93
 

1963 551 9676 5.69
 

1964 913 12339 7.40
 

1965 850 12941 6.57
 

1966 550 13744 4.00
 

Source: See text. 

VI-25
 



Table VI - 8 

Bank of Thailand Operations, Export Rediscounting as Percent of Bank
 
Export Credit
 

(In Million Baht) 

Outstanding Banking 

End of Period Export Rediscounts Export Credit Percent 

June 1965 40.5 798.7 5.07 

December 1965 121.1 1279.1 9.47 

June 1966 29.9 974.1 3.07 

December 1966 103.2 1308.8 7.89 

Source: See text. 
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exports, the value of rediscounted paper never exceeded 9 per cent, nor
 

was there any discernible upward trend in this proportion (see Table VI-7).26
 

Export rediscounting continues to be but a small part of the total value
 

of bank credit extended to the export sector (which, in turn, is only a
 

fraction of the total value of exports). In 1965 and 1966, for example, the
 

value of rediscounted export paper as a percentage of export credit
 

outstanding at the commercial banks ranged from 3 to 9 per cent (see Table
 

VI-8). Ioreover, the availability of the export rediscounting credit
 

facility is far in excess of its actual utilization. Exact figures are hard
 

to come by, and they vary considerably from one bank to another; but it
 

would appear that for all commercial banks, and taking the last three 
or
 

four years as a whole, the ratio of utilization to availability did not
 

exceed 20 per cent.2
7
 

26The sharp increase in 1960 was due, inter alia, to the extension of the
 
range of eligible exports and to a considerabe reduction in documentary

stamp duty. 
The sharp decline in 1966, in spite of an increase in the
 
value of exports, can be explained, in part, by the sharply increased
 
liquidity of the commercial banks in that year.
 

27Each of the discount banks is given a "quota," which is currently 50 per

cent of the sum of its cash deposits at the Bank of Thailand and its
 
unencumbered holdings of government bonds. 
The combined quota for all the
 
commercial banks ranged, in the last four years, between one and one-half
 
billion baht. The annual value of discounted paper averaged three
quarters of a billion baht. Assuming random distribution of this type of
 
credit over time, about one-fourth of this amount (360 divided by 90)

should be compared with the total line of credit available.
 

VI-27
 

http:VI-7).26


There are several reasons why the export rediscounting facility still
 

constitutes a small fraction of total export finance. 
 For example, rubber,
 

tin, and a significant fraction of rice exports do not come within the
 

purview of this credit facility. 28 Bankers may not like the procedural as

pects of the credit facility and certainly do not like the narrow spread
 

of two basic points between the discount and the rediscount rate. Exporters
 

may have a variety of reasons for financing their exports in ways not open to
 

rediscounting scrutiny. 
But the main reason for the underutilization of
 

export rediscounting facility is simply the considerable and growing
 

liquidity of the commercial banks in Thailand. 
So long as their own funds
 

are by and large abundant, the rediscounting facility will be taken advantage
 

of only marginally to tide over a temporary or seasonal tightening of funds
 

or, perhaps more importantly, to enable the commercial banks to engage in
 

other activities in the comfortable knowledge that they have a readily
 

available source of funds at their disposal--a source of funds which not only 

is costless but also brings in a modest return. Thus, the commercial banks
 

may still be quite anxious to establish themselves as discount banks and to
 

present themselves to exporters as providers of cheap credit, but they do
 

28Exports of rubber are traditionally conducted on the basis of sight bills.
 
Tin has special characteristics of trade and financing which make it
 
unsuitable. 
Some 40 per cent of rice export is on government-to
government basis.
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not necessarily have to exhaust this line of credit. 
After all, so long as
 

their own funds are available, a 7 per cent return is better than a 2 per
 
29
 

cent return.
 

All this does not, of course, mean that the export rediscounting
 

facility is of no importance or that it does not need to be further improved 

and streamlined. Itmay be marginal, but for some exporters at all times
 

and for other exporters at certain times it may make a difference between
 

profit and loss. For the economy as a whole it may mean that, in the
 

absence of this line of credit, certain exports would not have taken place.
 

Export rodiscounting appears to be particularly valuable for newcr exports,
 

such as shirimp, and for extension of other exports to new markets.
 

In line with the growing emphasis on the development of manufacturing 

capacity in the country, the 8ank of T;ai!."nd has, since 1963, made available 

to the commercial banks rediscount facilities to manufacturers. At present 

these facilities are of two types. The first makes it possible for the 

domestic manufacturer to obtain cheap funds for the purchase of raw
 

materials. The second provides credit facilities, below the market rate of
 

interest, against sales of manufactured goods on credit. 30
 

29Another reason for the low rate of utilization oIthe export rediscount
 
facility is the availability of foreign funds to Thai banks engaged in 
financing foreign trade. Lven though foreign credits are used more
 
extensively in financing imports than exports, the amount borrowed from
 
abroad by export-fin:incing Thai banks exceeds considerably the volume of
 
rediscounting.
 

30The rediscount rate is 5 per cent provided no more than 7 per cant is

charged to the manufacturer. Credit is extended for a maximum of 120 days,

and although the maximum amount granted may not Qxceed 90 per cent of the
 
face value of the invoice, if will not Le less than 30,000 baht. The
 
maturity of the promissory note dates from the day of rediscounting. 
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While, in principle, the procedures for obtaining credit under 

the two manufacturing lines of rediscounting are similar to those under 

export rediscounting, in practice they appear much more vexing and 

cumbersome to the banking community and their clients. To a large extent 

this is because officials at the B1ink of Thailand and at the commercial 

banks are still in the process of evolving standards and practices which 

will insure compliance with the intent of the regulations, on the one hand, 

and the needs of industrial community, on the other. It does seem, however, 

that a manufacturer seeking rediscounting credit must provide a lot of 

information, and he must undergo a thorough. credit examination., not once 

but twice. 
Moreover, there are several areas of disagreement as 
to what 

constitutes raw material, what is meant by manufacture, and on other matters 

on which agreement is difficult to come by.31 

3 1The Bank of Thailand stands ready to rediscount promissory notes issued
 
by the manufacturer and previously discounted by the commercial bank,

provided that the conmmercial bank submits such notes to the Bank of 
Thailand together with documents which will include, but will not be
 
confined to, the follow.ing: balance sheets, operating accounts, profit
and loss statements, and a special lengthy statement by the manufacturer.
 
In addition, the commercial bank will certify that the promissory note is

bona fide, and that the face value is not greater than is customary in

trade. 
 Finally, the commercial bank will sign an authorization to debit
 
its account at the Bank of Thailand, and it will also authorize that, in
 
the event 
the balance in its debit account is insufficient to cover its

liability under the promissory note, the Bank of Thailand may dispose of

othur assets held. Even then the rediscounting facility may be refused to
 
the applicant bank, particularly if the bank has been guilty of
contravening the provisions of the Commercial Banking Act. 
 This sounds

reasonable, but the regulations go on 
to say that when under its contingent

liability the commercial bank has to dispose of its assets other than cash

held at the Bank of Thailand, it disqualifies iteelf for the rediscount
 
facility. 
The latter provision would suggest that a commercial bank which
 
had once made a bad credit appraisal will be debarred from the rediscount
ing facility in the future. 
This sounds less than reasonable.
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Yet, despite shortcomings in procedure and applications, most of
 

which are expected to be reduced or eliminated in the course of time, the
 

provision of credit to manufacturers constitutes the first deliberate step
 

taken by the Bank of Thailand to channel resources in directions deemed
 

critical by the country's planners. Irrespective of whether manufacturing
 

represents the truly critical direction from the standpoint of optimal
 

development strategy, the rediscounting facilities offered to manufacturers
 

are highly significant because they demonstrate that the Bank of Thailand
 

now considers it its responsibility to influence the flow of savings and
 

their utilization. Te official rationale for offering facilities to
 

manufacturers is that the), will reduce the com-etitive disadvantage of local
 

producers who face rates of interest higher than those obtaining abroad and
 

w¢ho suffer from a shortage of working capital.
 

Insofar as the rediscounting of raw material purchases is concerned,
 

there is another alleged comparative disadvantage in that imported raw
 

materials benefit from cheap financing by foreign suppliers. Accordingly,
 

more lenient treatment is given to those who apply for rediscounting
 

credit for the purchase of local raw maturials. Here again the Bank of
 

Thailand duliberatcly tried to influence the direction of funds and the
 
32 

nature of economic activity.
 

In addition to more lenient trcatment for those purchasing local 

materials, rediscounting facility for those using imported raw materials
 
was tailored in accordance with their foreign finance arrangements. Thus,
 
if the credit for foreign raw materials was for 180 days, rediscounting
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In terms of value and as a proportion of total credit extended to
 

manufacturing, rediscounting facilities offered by the Bank of Thailand
 

have yet to play a major role. As shown in Table VI-9, the joint total of
 

raw materials and credit sales rediscounting did not exceed 11 per cent of
 

the outstanding total bank credit to manufacturing. Even though the value 

of raw materials' rediscounts rose from 70 million baht in 1965 to 254
 

million in 1966, much of this increase was due to promissory notes against 

purchases of tin, which were, in turn, due to the establishment of a major
 

tin smelter on the island of Phuket.
33
 

Rediscounting under the credit sales facility shows a more rapid 

rate of growth though it is difficult to form firm conclusions because of the 
34of credit.short experience with this type 

32 (continued)
 

was not made available at all. In the event foreign financing ran for 60
 
days, rediscounting currency did not exceed an additional 60 days. These
 
provisions had some limited effects. The value of rediscounts for
 
purchase of local raw materials rose from 28 million baht in 1965 to 72
 
million in 1966, much of the increase being due to higher purchases of
 
cotton and lenaf.
 

33 See Bank of Thailand, Annual Economic Report 1966 (Bangkok: Bank of
 
Thailand, 1966), pp. 55-56. It will be iecalled that tin was
 
ineligible under export rediscounting credit. Total manufacturing
 
rediscounting line of credit (commercial banks' quota) -.
ppears to be the
 
sum of deposits and unencum~bered government bonds rather than 50 per cent 
of that sum as in the case of the export rediscount quota. 

34Raw material.' rediscounting started in 1963, and it 
was not until 1965
 
that credit sales facilities were extended to all manufacturers whether
 
they had previously qualified under the raw materials' rediscounting
 
provisions or not. The requirements and provisions of this line of
 
credit arc analogous to those obtaining under new materials' rediscounting
 
except that the maturity of the promissory note will not exceed 90 days,
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Table VI - 9 
Bank of Thailand Operations, Manufactures Rediscount as Proportion of 
Commercial Bank Credit to Manufacturers 

(In Million Baht) 

End of Raw Materials Credit Sales Total Bank Credit Percent 
Period 

June 1965 20.7 11.3 32.0 1317.0 2.43 

December 1965 22.3 67.6 90.0 1482.0 6.07 

June 1966 69.4 93.3 162.7 1491.0 10.91 

December 1966 90.6 89.1 179.7 1725.0 10.42 

Source: See text. 

VI-33
 



Total value of rediscounting under credit sales rose from 228
 

million baht in 1965 to 801 million at the end of 1966, several times the
 

value of raw materials' rediscounting. 35 It is reasonable to expect that
 

credit sales will continue to be more popular than raw materials' redis

counting. Much of Thai industry is of the finishing and packaging variety
 

where the raw materials arc imported under financial arrangements which
 

compare favorably with those proffered by the Bank of Thailand.36 The
 

type of industry which is based on local raw materials and which is largcly
 

locally financed and managed is not yet well established in Thailand.
 

There is also the problem of finding suitable local materials. For example,
 

the local textile industry finds that only about one-fifth of its needs can 

be met with local cotton and the rest must be imported. 

3 4 (continued) 
and the amount discounted does not exceed 90 per cent of the sales value 
of the product. The promissory note cannot be issued later than 60 days 
after the sale's transaction. 

35See Bank of Thailand, Annual Economic Report, 1966, p. 56. 

36 ,lany established fins can get up to 18 months' credit abroad. Moreover,
 
many of the manufacturing firms are, in reality, subsidiaries of foreign

manufacturers, and the import of components presents mainly accounting
 
problems. The Bank of Thailand has, accordingly, dvised strict rules
 
regarding the physical change in the imported materials to be effected
 
by the local manufacturer before he can qualify for rediscounting. These 
rules, while well motivated, create occasional problems. 
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But more disquieting is the apparent tendency for credit sales' 

rediscounting to be preempted by larger and more established industrial 

units. There is a real question whether such units should finance their 

distribution costs at from two to five basic points below the market rate 

of interest and whether tlieir operations would indeed be curtailed or slowed 

down if this subsidy were unavailable to them. Yet the small manufacturer 

may either be unaware of the facility or be reluctant to provide all the 

information required for his eligibility. Most likely, he simply lacks
 

the necessary documentation. There are also reasons to suspect that 

bankers are much less eager to endorse the promissory notes of the small 

firms than they are of the large industrial units. Yet, as shown later, it 

is the small and medium manufacturer who, in Thailand, has the most acute 
37 

access to finance at reasonable terms.
need for an 


From the preceding discussion of the Bank of Thailand's rediscounting 

facilities, three main problem areas seem to emerge. The first of these 

has to do with methods, techniques, and procedures governing the adminis

tration of the present facilitius. The second area concerns itself with 

the possibility of extending the range and scone of rediscounting, perhaps 

by offering similar facilities to other segments of the economy. The last 

problem area pertains to the allocation of credit by the Bank of Thailand, 

to insure that such credit flows to those who need it most and that it 

in its absence. 3 8 
promotes activities which would not thrive 

37See Chapter VII.
 

38rhe listing of these problem areas would seem to call for remedial
 
suggestions in line with the "piecemeal engineering" concept discussed in
 
Chapter I.
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The administration of currently offered facilities could perhaps
 

be improved by making rediscounting truly what the term connotes. 
That
 

is, the commercial banks would be responsible for the discounting process
 

and the Bank of Thailand would provide additional resources to the bank

ing system pa as u with the increase in the volume of discounted paper 

submitted to it. This implies that the credit investigations, certification 

of documents, and other procedural aspects should be left to the commercial 

banks and not be duplicated by the Bank of Thailand. The central bank
 

should, however, retain the control over the direction of the subsidized
 

credit by requiring the commcrcial banks to abide strictly by eligibility
 

rules. 
 One way to achieve this would be for the Bank of Thailand to 

announce that it stands ready to rediscount eligible paper whenever sub

mitted by the comnmercial bank subject to a formal statement by a responsible 

official of that commercial bank that the discounted paper represents 

eligible transaction. The Bank of Thailand would retain Oe right to post

audit and could take legal action in the advant of fraudulent intent.39
 

Making the provision of credit at favorable terms to selected areas of the
 

economy truly a rediscounting activity also implies the abandonment of
 

the quota system and the relaxation of the rather extreme provision 

3 9 It might be desirable to amend the Legal Code to the effect that such afraudulent misrepresuntation constitutes a felony, with prison sentences
 
imposable on the responsible officer of the commercial bank.
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that a commercial bank is ineligible for rediscounting if it ever made a
 

40
 
bad credit appraisal.

Insofar as extending the range and scope of rediscountin- is con

corned, by far the most promising is the scheme for refinancing group loans 

made to farmers for productive purposes, outlined in Chapter III. There is 

a possibility that rediscounting could be broadened to include processing 

of crops destined for exports but the matter requires further study. There 

is little to recommend the introduction of rediscounting facilities into 

construction activity. 

In order to insure that the credit user refinancing by the Pank of 

Thailand flows to those .,ho need it most and that such credit adds most to 

total capital formation would be to offer the commercial banks a greater 
41 

spread on discounted promissory notes below a specified face value. Thus,
 

a small manufacturer would be able to discount a bill for 7 per cent as at
 

present but his bank could refinance it at 4 per cent rather than at 5
 

per cent, provided the total discounted to one name does not exceed a
 

specified sum in any one year. The availability of a greater spread would
 

provide an incentive to the commercial banks to go after this type of
 

business. 42
 

40See above, p. VI-32, footnote 33. It would also seem that to the extent a
 
quota is necessary, given the limited resources of the Bank of Thailand,
 
it should be related to the composition of a bank's portfolio rather than
 
its liquid assets.
 

4 1The ceiling on the face :"'lue may have to be set for a period of time
 

rather than on a transaction given to unlimited abuses.
 

42The extent of this spread could be made greater, if required.
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Debt Management and the Bank of Thailand
 

The ostensible reason advanced by the Bank of Thailand for entering
 

the area of provision of cheap credit to selected kinds of borrowers is
 

that these borrowers face high interest rates in the money market, and this
 

puts them at a competitive disadvantage vis-a-vis their counterparts abroad.
 

There is little question that the interest rates in Thailand are high, both
 

in the organized and the unorganized markets. 
As will be shown in Chapter
 

VII the modal rate of interest for bona fide small or medium-size
 

businessmen is in excess of 20 per cent per annum, with a range from some
 

43 
6 per cent to over 30 per cent per annum. These rates are certainly
 

higher than those prevailing in the industrialized countries and almost
 

certainly higher than those available to businessmen in most of the countries
 

of Southeast Asia. Yet the subsidized credit provided by the Bank of
 

Thailand under the various lines of rediscounting goes, in the main, to
 

those who already appear to have better than average access to relatively
 

cheaper credit in the Thai financial markets. As argued above, large
 

exporters and large manufacturers seem to have been the main beneficiaries
 

of rediscount provisions and it is these two groups whose credit status
 

within the country is appreciably better than that of many others. More

over, the experience with rediscounting to date hardly justifies the hope
 

4 3See Chapter VII. 
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that the provision of limited quantities of cheap credit to narrowly
 

selected groups will tend to depress downward the entire interest rate
 

schedule. While there was some decrease in the rates charged by the
 

banks during 1966, the decrease was a minor one. It seems to have been
 

brought about more by Bank of Thailand suasion than by anything else, and
 

it does appear to have changed the real cost of bank accommodation to any
 

4 4

significant extent.
 

One reason for the persistence of high interest rates in Thailand
 

in the face of large resources, both actual and potential high interest
 

rates, of the monetary system in general and the commercial banks in
 

particular, must be sought in the debt management policies pursued by the
 

country's monetary authorities. 45 On the one hand, the availability of
 

government securities provides the commercial banks with attractive outlets
 

for their idle funds and, on the other, it inhibits their willingness to
 

seek other, untried and more risky outlets 
for these funds.

46
 

44The most important of these reductions was to set the upper limit on the
 

commercial bank rate at 14 per cent instead of 15 per cent. See Chapter 
IV, Table IV-32. However, only a fraction of all loans made are at the 
ceiling and, as shown in Chapter VII, there are costs, hidden or explicit,
 
which the borrower must bear in addition to the interest charge.
 

45Another reason must be sought in "underutilization of capacity" of Thai
 

banks. Chapter IV, pp. IV-86ff.
 

46For a discussion of the circumstances and conditions under which
 

commercial bankers will compete for business by lowering the interest rate
 

charged, see Marshall Freimer and Myron J. Gordon, "Ithy Bankers Ration 
Credit" Quarterly Journal of Economics (August, 1965), especially p. 416.
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Table VI-lo gives the holdings of government securities, classified
 
by principal catgory of holder, for the period 1956-66. 
 These securities
 
are of two types, long-term bonds, maturing from 8 to 15 years, and short
term bills, whose currency ranges from 3 to 4 months. 
At the present time,
 
holdings of bonds far outweigh holdings of bills, the volume outstanding of
 
which has been steadily decreasing since 1959. 
 Moreover, issues, sales,
 
and the amount outstanding of bonds has shown an upward 
trend, with sales
 
in 1966 almost double those in 1965 (see Table VI-12). The implications of
 

these large bond holdings will be discussed first.
 

Government Bonds
 

Table VI-1O shows that the composition of bond holders has changed
 
considerably over the years. 
 In 1956, nearly 80 per cent of all bonds
 
outstanding were held by the Bank of Thailand, with other banks (commercial
 
and the Government Savings Bank) holding less than 10 per cent of the total.
 
By the end of 1966, 10 billion baht worth of bonds, out of an outstanding
 

total of nearly 12 billion baht, were about equally divided among the
 
portfolios of the Bank of Thailand, the commercial banks, and the Government
 
Savings Bank. 
 The category of holders designated as "other" includes
 
eleemosynary and similar institutions, private corporations, insurance
 
companies, and individuals. 
Table VI-12 gives a more detailed breakdown
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Table VI - 10 

Thai Government Internal Securities Outstanding, Classified by Holder 
(in million baht) 

End of Period Bank of Thailand Com. 
GOVERNMENT 

Government 
BONDS 

Other Total Bank of Thailand 
TRE-ASURY BILLS 

Com. Other Total 
Banks Savings Banks 

Mlank 

Dec. 1956 
1957 
1958 
1959 
1960 
1961 
1962 
19G3 

1,636.2 
1,93,1.6 
2,089.8 
2, 041. 2 
2,920.8 
3,193.8 
3,328.3 
3,287.0 

135.3 
149.1 
198.3 
289.5 
394,8 
531.5 
9.13.8 

1,379.6 

56.4 
124.5 
168.7 
267.2 
440.2 
646.3 
981.0 

1,324.0 

230.5 
257.1 
295.0 
374. 1 
516.8 
678.3 
816.3 
978.8 

2,058.4 
2,465.3 
2,751.8 
2,972.0 
4,272.6 
5,049.9 
6,029.4 
6,969.4 

3,132.8 
2,988.2 
2,946.6 
2,973.8 
2,057.2 
1,495.9 
1,377.0 

182.2 

94. 1 
79.8 
43.7 
16.1 
23.5 
80.0 

183.6 
304.6 

39.8 
218.7 
276.4 
276.8 
27.0 
31.8 
46.4 

163.2 

3,266.7 
3,286.7 
3,266.7 
3,266.7 
2, 107.7 
1,607.7 
1,607.0 

650.0 
1964 3,266.5 1,903.8 1,751.6 1,212.3 8,134.2 361.1 262.1 26.8 650.0 
1965 3,237.5 2,342.7 2,405.0 1,372.2 9,357.4 452.4 197.0 0.6 650.0 
1966 3,063.0 3,728.7 3,456.4 1,583.2 11,831.3 484.2 391.0 4.8 880.0 

Source: See text. 
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Table VI - 11 

Government of Thailand, Internal Direct Debt, 1966 
(In Million Baht) 

Outstanding
End of Year All Internal Short & Medium Term Long Term 

Total 12,680 850 11,830 

Change during ('2,676) (+200) (+2,476) 
year 

AVK of Thailand 3,517 454 3,063 

Change during (-172) (+2) (- 174) 
year 

Commercial 
Banks 

4,120 391 
3, .729 

Change during (+1,580 (+194) (+1,386) 
year 

Government 3,456 -3,456 
Savings Bank 

Change during (+1,053) --- (+1,053) 
year 

Others 1,587 5 1,582 

Change during (+ 215) (+4) ( + 211) 
year 

*Note -- At the end of 1966 total baht equivalent of direct external debt 
outstanding was 1, 796. 5 million baht, of which 1,408.3 million was denominated in U. S. dollars. Thai government guaranteed
obligations totaled 3, 487. 8 million baht, of which 3, 212. 5million were in U.S. dollars. During the year there was anincrease of some 285 million baht in direct debt and less than
9 million in guaranteed obligations. 

Source: See text. 
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Table VI - 12 
Sale of Government Bonds 

(Jan. to Jan.) 
(In million baht) 

1964 1965 	 1966
 
Type of Holders Amount Percent Amount Percent Amount Percent 

1. 	 Bank of 
Thailand 6.289 '0.52 6.716 0.52 55.396 2.19 

2. Government 
Savings Bank 428.9 35.22 655.0 51.10 1053.0 41.53
 

3. 	 Commercial 
Banks 525.180 43.14 431.265 33.65 1327.608 52.37
 

4. 	 Organizations &, 
Institutions 75.923 6.24 37.604 2.93 45.305 1.79 

5. 	 Societies, Foun-13. 217 1.08 34.697 2.70 2.751 0.11 
dations, Hos 
pitals
 

6. 	 Private Corp
orations 30.171 2.47 8.146 0.63 2.240 0.08
 

7. 	Insurance Cos. 6.713 0.55 4.270 0.33 5.352 0.21
 

8. 	 Private Indi
viduals 131.131 10.78 104.401 8.14 43.748 1.73 

Total 	 1217.524 100.00 1281.559 100.00 2535.400'. 100.00 

Source: See text. 
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of these holdings for the years 1964 through 1966.4 7 As seen in this
 

table, while the absolute amount of bonds purchased by non-banking investors
 

shows an uneven trend, their relative share shows a decline, with the
 

sharpest drop occurring in the case of individuals.
 

Table VI-13 lists the major characteristics of the indentures of
 

internal bonds of the Thai government, issued since 1956.48
 

Until 1965 the coupon rate of these bond issues was 8 per cent per
49 

annum. 
 The reduction of the coupon from 8 to 7 per cent was accompanied
 

by some reduction in the maturity dates, but this apparently was not
 

sufficient to compensate for the lower return, at 
least insofar as indi

vidual purchasers were concerned, and there was a sharp reduction in
 

purchases in 1966.
 

4 7 1t should be noted that Table VI-12 gives the acquisitions by holder 
category of securities issued in each of the threc years, 1964, 1965, and 
1966, while Table VI-10 gives totals outstanding at the end of each year 
for the period 1956-66. 

4 8This is not strictly true. There were 
two bond issues in 1960 and two in
 
1963, aggregating 2.8 billion baht, which are not included in Table VI-13. 
These four were issued under conditions and terms which were quite
special, however, and quite different in intent and purpose from those 
bonds which form the basis of the discussion in the text and which are 
given in Table VI-13. For oxample, the 1960 issues resulted from the
 
conversion of government overdrafts from a short-to long-term
 
obligations. 
At least one of the 1963 issues, even though internal, was
 
denominated in foreign currency.
 

4 9The coupon rate was 4.5 per cent 'efore 1954. It was increased to 6 per 
cent in 1954 and then to 8 per cent in 1956. 
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Table VI - 13 
Thai Internal Bonds, Selected Characteristics 

(In million baht) 

Month Year Amount Interest Years of Amount Amount Amount 

Issued Rate Currency Sold Redeemed Out
standing 

Jan. 1956 500 8 10-15 500 49 451
 
May 1958 500 8 8-15 500 3 497
 
June 1959 484 8 10-15 484 20 464
 
Feb. 1960 500 8 10-15 500 16 484
 
Feb. 1961 500 8 10-15 240 8 232
 
Jan. 1962 500 8 10-15 500 8 492
 
Mar. 1962 500 8 10-15 265 2 263
 
Jan. 1963 1,000 8 10-15 1,000 12 988
 
Jan. 1964 1,000 8 13-15 1,000 11 989
 
Jan. 1965 1,000 8 12-15 1,000 8 992
 
Feb. 1965 300 7 9-12 300 --- 300
 
Jan. 1966 1,000 7 9-12 1,000 --- 1,000
 
Feb. 1966 500 7 9-12 500 --- 500
 
Mar. 1966* 700 7 9-12 700 --- 700
 
Apr. 1966 500 7 9-12 324 --- 324 

*Note: There were additional bond issues in 1966. See Table VI- 11.
 
Source: See text.
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Commercial banks, on the other hand, continued to buy government 

bonds and actually increased their holdings of bonds as a proportion of 

total assets durin 1966. AlthougL the reduced return on bonds made them 

less attractive to individuals as contrasted with the return on fixed
 

deposits, the commercial banks continued to find these bonds an attractive
 

outlet for their idle funds, and they found them even more attractive when
 

the Bank of Thailand borrowing rate was reduced at the same time from 8 to
 

7 per cent.
5s
 

50The maximum rate of interest payable on fixed deposit acccunts held at 
the commercial banks for 12 months or longer was 8 per cent until 1963,
when it was reduced to 7 per cent. Corresponding to the reduced 
purchases of bonds by individuals during 1965 and 1966, there was a sharp
increase in the fixed deposits held at commercial banks. At the end of
1962 time deposits of private residents totalled 3.1 billion baht. They 
rose 
to 4.2 billion baht in 1963, 5.4 billion in 1964, and 6.4 billion in 
1965. From 1965 to the end of 1966 tney rose by 2.4 billion, to 8.8 
billion baht. The reduction in maturity date apparently meant little to

private individuals inasmuch as the minimum holding period required before
 
the bonds could he redeemed wit!:out loss of interest remained three years
from the date of purchase. The exact terms vary with each bond issue
but the following, taken from the prospectus of the First Loan Bond of the 
B. E. 2509 Budget (1966), arc typical. This issue of 1 billion baht was
 
offered either as buarer or as registered bonds at the option of the

purchaser. I.aturity is 12 years, but they be redeemed after 9 years.can 

Interest of 7 per cent is payable semi-annually. Bonds are issued in
 
denominations of 100, 1,000 10,000, and 100,000 baht. 
 Interest on bonds

is tax exempt and the bonds are acceptable as security in all transactions.
After three years the bends can be redeemed for cash, but the amount of 
interest will depend on the length of time iield, according to the 
following schedule:
 

Period field Interest Received onFonds Sold
 
3 to 5 years 5.0 per cent per annum 
5 to 7 years 5.5 per cent 
7 to 8 years 6.0 pk.r cent 
8 to 9 years 6.5 per cent 
9 years and over 7.0 per cent 
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The commercial banks find govurnment bonu_; attractive for a 

number of reasons. Not only is return on them riskless, but it is also
 

substantial in terms of alternatives. lhile it is true that commercial
 

banks can charge up to 14 per cent on conmercial accommodation, the process
 

of extending loans, assessing the value of the collateral, and so on, iij:poses
 

operating costs which arc pronably in e;,cess of those associated with the 

acquisition of government bonds. Bonds are acceptable as collateral against
 

30
s(continued)
 

In actual fact, even though tie bonds iave to be held for three 
years before they can be redeemed at the Bank of Thailand, there is a 
secondary market for these bonds at the cc!:mercial banks, I'onds sold 
to these banks before three years hav: Ilap.-cd froii the date of nurcliasU 
sell at discountL prom par. One interesting aspfect of this secondary 
market is that the terr.is iproposud by the participating ban!'.s appuar to be 
identical; i.e., all banks will pay 97 per cent of noar for bonds held 
less than one year, 97.5 per cent for those hl.d butween one and two 
years, and 98 pe r cent for those 'ield t,atWCen two antid three ,years. The 
existence of t';.- ivarket one more incHcation thesecondary is thz:t 
co:mercial banks are not deterred by the terms to maturity of these bonds. 
In point of ract, more recent issues of government bonds have extended 
soiewhat thc holding period. Thus, an issue of 2 1illion baht worth 
of bonds in 19C67 provides that the recemption period will be from 10 to 
15 years; that is, the purchaser must hold the Londs at least 10 years 
before he can resell thu.i to the Bank of Thailand without losing any 
of the interest return. The tax exenition is an important feature of 
these bonds but hardly an overriding one if only ",ecause thu interest 
payable on fixed deposits is similarly exempt fro, income tax. V uS, the 
detcrnining consideration for an individual appears to be liquidity 1;'hen 
the interest return i. the same as that payable on bank de'-osits and the 
risk appears to ba not significantly (Iif'crent. !Then money is held as 
a fixed deposit, full interest is pay;:ble after 12 months and the money can 
be withdrawn virtually at any ti..e :ithout ziny discount from par, even 
though the interest rturn will be adjustcd to the lenrlth of time the 
deposit was mair.talne'd. 
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loans from the Bank of Thailand, against promissory notes issued for 

settlement of rice premium, against AID-financed imports, and other 

obligations, direct or contingent, of the banks.5 1 

By far the most important attraction of government bonds is that 

they are now the principal asset against which the conuercial banks can 

borrow from the central bank. The terms on which these loans are extended 

are quite lenient and insure that the banks may regard their portfolio of
 

governm nt securities as almrost equivalent to cash reserves in terms of
 

liquidity and much more rewarding than cash in terms of return. 
The interest
 

cost of borrowing from the Bank of Thailand is equal to the bond coupon; but
 

whaile the interest received on 
the bond is tax exempt, the interest payable
 

on the loan can be deducted from the commercial bqnk's gross .:.ncome for
 

income tax purposes. If tnc commercial banks were allowed to borrow the
 

full face value against the security of the bond, they would actually make
 

money in the process. In fact, however, the banks cannot borrow more than 

from 70 to 90 per cent of the face value of the bond, depending on the length
 

to maturity. Fven so, the net cost of borrowing is minimal. 52
 

5 1For instance, in rediscounting procedures. 

52A loan from the Bank of 'rhailanu may be obtained either by spot pledging
of government securities 
or by an advance pledge of such securities. On

the date due (loans are usually made for 90 days) the coiimercial bank 
can, if it wishs, settle its debt by disposing; of the bond collateral.
 
This is seldom done, howuver, inasmuch as few banks either need or are
 
willing to accept a reduction in interest return. 
 Most frequently loans
 
are settled, if need be, by replenishing the bank's account at the Bank
 
of Thailand which is debited on the date the loan is made.
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Thus, there is little wonder that commercial banks continue to 

purchase large quantities of government bonds, despite the reduction in the 

coupon rate in 1965. Nlhat needs explaining, however, is the fact that the 

amounts borrowed from the Bank of Thailand remain but a minor source of 

funds to the Thai commercial banking system, averaging less than 1 per cent 
53
 

last 10 or 1.2 years.
of its liabilities over the 

As shown in Table VI-14, borrowing from the Bank of Thailand, over 

the period 1957-66, averaged substantially less than 10 per cent of all 

borrowings of comiircial banks even though that total has been rising 

steadily year after year. At the end of 1966 total loans cutrtanding of 

commercial banis, both local and foreign, operating in Thailand, amounted to 

3.4 billion baht of which only 337 million was owed to the Bank of 

5 4 
Thailand. 

Therc: appears to be no discernible trend in borrowing from the Bank 

of Thailand, with the aiounts borrowed from that source varying from year to 

yaar. .or is th-re any apparer t differencu butwecn locally chartered and 

foreign chartered banks. :)ver the years, and as a proportion of total 

borrowings, there appears tc be a somewhat lesser reliance on interbank loans 

(see Table VI-15). The decline in interbank loans is surprisingly enough, 

53Sc, Chapter IV, p. IV-20.
 

5 4The 200 million baht carried as owed to other banks in what purports to be
 
v consolidated table of all banks in the cour.try is due to a peculiarity 
of Thai banking accounts. Chapter IV.: p. IV-15, footnote 17. 
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Table VI - 14 
Thai Commercial Banks, Borrowing by Source 

(in million baht) 

All Banks I Banks Incorporated inEnd of From BanknFsr-om ks Frm6rV6if-1U--..... j -From BankPeriod of in Banks j of in
Thailand Thailand Abroad Total Thailand Thailand 

Dec. 1957 - 95.1 543.8 638.9 - 91.51958 8.7 100.9 559.9 669.5 8.7 83.81959 41.9 252.9 738.4 1,033.2 40:1 194.819G0 109.7 202.2 804.9 1,116.8 104.7 166.51961 106.3 243.5 1,065.5 1,415.3 103.0 167.1
1962 103.5 293.1 1,429.8 1,826.4 103.5 141.31963 98.0 370.2 1,852.3 2,320.5 91.7 136.41964 164.7 326.4 2,383.9 2,875.0 142.6 96.11965 244.4 241.4 2,727.9 3,213.7 218.6 112.51966 336.9 198.5 2,889.4 3,428.8 290. 5 92.8 

Thailand 
- -Fi,'riC 

Banks 
Abroad 

179.5 
202.3 
353.5 
402.1 
549.7 
949.6 

1,373.1 
1,665.0 
1,848.6 
2,053.8 

Total 

271.0 
294.8 
588.4 
673.3 
819.8 

1,194.4 
1,601.2 
1,903.7 
2,179.7 
2,437. 1 

rorn Bank 
of 

Thailand 

-

-

1.8 
5.0 
3.3 
-
6.3 

22.1 
25.8 
46.4 

t 
in 

Thailand 

3.6 
17.1 
58.1 
35.7 
76.4 

151.9 
233.8 
230.3 
128.9 
105.7 

Abcad.. -- --

vroromi otal 
Banks 
Abroad 

364.3 367.9 
357.6 374.7 
384.9 448.8 
402.8 443.5 
515.8 595.5 
480.1 632.0 
479.2 719.3 
718.9 971.3 
879.3 1,034.0 
835.6 987.7 

-

Source: See text. 
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Table VI - 15 
Thai Commercial Banks, Borrowing by Source* 

(Percentage Distribution) 

End of 
Period 

All Banks 
From Bank From Banks 

of in 
From 
Banks 

Banks Incorporated in Thailand 
From Bank From Banks From 

of in in Banks 

Banks Incorporated Abroad 
From Bank From Banks From 

of in Banks 
Total 

Thailand Thailand Abroad Total Thailand Thailand Abroad Total Thailand Thailand Abroad 

Dec. 1957 
1958 

-
1.30 

14.88 
15.07 

85.12 
83.63 

100 
100 

-
2.95 

33.76 
28.43 

66.24 
68.62 

100 
100 

-

-
0.98 
4.56 

99.02 
95.44 

100 
100 

1959 4.06 24.48 71.47 100 6.82 33.11 60.08 100 0.40 13.06 86.53 100 
1960 9.82 18.11 72.07 100 15.55 24.73 59.72 100 1.13 8.05 90.82 100 
1961 7.51 17.20 75.28 100 12.56 20.38 67.05 100 0.55 12.83 86.62 100 
1962 5.67 16.05 78.29 100 8.67 11.83 79.50 100 - 24.03 75.97 100 
1963 
1964 

4.22 
5.73 

15.95 
11.35 

79.82 
82.92 

100 
100 

5.73 
7.49 

8.52 
5.05 

85.75 
87.46 

100 
100 

0.88 
2.28 

32.50 
23.71 

66.62 
74.01 

100 
100 

1965 7.60 7.51 84.88 100 10.03 5.16 84.81 100 2.49 12.44 84.88 100 
1966 9.83 5.79 84.27 100 11.92 3.81 84.27 100 4.70 10.70 84.60 100 

Source: See text. 
*Details may not add up to total because of rounding. 
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more pronounced in the case of locally chartered banks. 5 5 For a number of 

reasons, of whic:. the desire to avoid paying tax on interest income is 

perhaps the most important, there has been since 1962 a growth of "interbank 

deposits" ot the expense of "interbank loans." 

The acquisition of bonds by commercial banks was given another fillip 
in 1965 when the proportion of government securities allowed to count as
 

reserves against deposit liabilities was raised from 25 to 50 per cent.
 

Given the attractions of bonds to the commercial banks, there ensued, in
 

1965 and 1966, a shift in the assets of the commercial banks from cash to
 

securities. 
Thus, at the end of 1965, the ratio of cash assets to demand
 

deposits stood at 9.74 per cent. 
 By the end of 1966 it fell to 8.63 per cent.
 

55See Table VI-15. One would expect that, as 
the scope of business activity
expands, it will be the foreign banks who will tend to rely more heavily
on head offices abroad for their seasonal and cyclical needs. Yet, the
proportion of total funds obtained from foreign banks has, if anything,
declined in the case of banks chartered abroad and increased in the case
of those locally incorporated. 
One reason cited in field interviews with
 managers of foreign banks is 
an alleged discrimination in the tax laws
which treats funds obtained from headquarters abroad as addition to
capital and disallows deduction of interest payable on those funds for
income tax purposes. Locally chartered banks do not encounter any
difficulty in deducting interest charges on funds obtained from their

foreign correspondents from the gross income base.
 

At the time of writin-, the annual interest charge for interbankloans varied from 7 to 8 per cent with loans from abroad available to Thaicommercial banks at 
from 6 to 7 per cent. In addition to lower interest
rates the advantaae of funds borrowed from abroad was their length which
was typically 180 daysz compared with 90 days for loans from the Bank of
Thailand and only a few days in the case of interbank loans. By borrowing
from abroad for 180 days and lendinq to importers for 90 days, the
commercial banks can, even allowing for shipping and other delays,
profitably invest funds obtained at relatively low cost from abroad.
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On the other hand, the ratio of liquid assets (which differ from cash assets
 

mainly by the inclusion of government securities) to deposits rose from
 

25 per cent at the end of 1965 to 30 per 
cent at the end of 1966.56
 

With comir.ercial banks liquidity assured by recourse, if need be, to 

foreign credit and by the rapid growth of deposits, particularly time
 

deposits, 5 7 the Thai comiercial banks increasingly converted their excess
 

reserves into government securities. By the end of 1965, the banks'
 

holdings of government securities ivere larger than their excess reserves
 

(see Chart VII).
 

Table VI-16 shows that the policy governing distribution and
 

treatment of government bonds (as well as Treasury bills) was not determined
 

by budgetary needs. Issues of government bonds have been, in recent years,
 

excess of dcficits and have been mainly responsible for
substantially in 


the accuaulation of large cash balances at the Treasury account. Whatever
 

the exact recsons for making available to the commercial banks large blocks
 

54
'See Bank of Thailand, Monthly Repo_it (June, 1965), p. 7. Because of the 

hi,!hly seasonal demand for bank accommodation, liquidity ratio tends to
 

vary considerably from month to month. As showm in Chart VI, however, 
liquidity of commercial banks in 1966 was very high throughout the year. 

57Demand deposits were 6.4 billion baht at the end of 1965 and 7.5 billion
 

at the end of 1966. Time deposits rose in the same period from 6.8 to
 
9.3 billion baht. As mentioned previously, most of the increase in
 
time deposits was a result of icrjased holdings by private residents. 
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Table VI - 16 

Thai Government Deficits, Borrowing and Treasury Balances 
(in million baht) 

Fiscal Years 1962 1963 1964 1965 1966 

Treasury Cash Deficit -1 -358 -555 -240 -668 

Sale of Bonds 576 900 905 1195 2302 

Sale of Bills -123 277 -699 -51 145 

Coin Issues 14 48 67 91 77 

Change of Treasury
Balance 466 867 -282 995 1856 

Treasury Balance, 
of Year 

End 
1871 2738 2456 3451 5307 

Source: See text. 
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of bonds at very fa vorable terms, thu net effect has been to make the
 

commnercial banks more liquid, less economically dependent on Bank of Thailand
 

direction, less anxious to compete for custo..ers, luss likely to reduce
 

interest charges as a means of securing enployment of their idle funds, and
 

more content to continue business as usual instead of seeking new uses for
 

their funds. 5 8 

Treasury Bills
 

As seen in Table VI-10, holdings of Treasury bills among financial
 

institutions are, at the present time, much smaller than those of government
 

bonds. Compared .ith the nearly 12 billion baht .orth of bonds outstanding
 

at the end of 1966, total bills outstanding amounted to only 850 million
 

baht, of whic., commercial ban?:s held less than 400 million baht. i1-oreover, 

as contr.sted wit], bonds, which 
are held by a great variety of holders, the 

vast bulk of bills are held by banks (central and commercial), with less 

than 5 million baht held outside. 5 9 

5 8Thc Bank of Thailand has, of course, to contend with many pressures and
 
many necds of the econcr:y. The policy of accumulnting large Treasury

balzrnces may have been motivated by a fear of inflation. The Bank of
 
Thailand Las been interested, for some time, in crcati.g a money r.arhet
 
and feels that issuance of securities in excess of budgetary requirements
 
is a step in the right direction. Also, it may feel that by making

available bonds and bills at coupon rates bolow those obtainable in many
 
parts of the market, it helps to bring about a geiieral reduction in the
 
level of interest rates.
 

,:.e bulk of this (4.8 million) is held by the Government Savings Bank.
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Under an act passed in 1944 which re-ulates the issues and terms of 

Treasury bills, the responsibility for their management is vested in tile 

Ministry of Finance. In practice, however, the management of bills is now 

in the nands of the Bank of Thailand. In fact, until about 1960, the Bank 

was almost the sole purchaser of the bills from the Treasury, and the 

proceeds of these sales were credited to the Treasury account to finance 

operating needs of the government. The rate of return offered on these bills, 

together with other te=is of issue, were not sufficiently attractive to
 
60 

attract other buyers. It was not until 1960 that the Bank of Thailand 

succeeded in convincing the Ministry of Finance that it should increase the 

maximum ratc of interest paid on Treasury bills from 3.0 to 4.5 per cent 

and permit their issue on tap as hell as on tender. The Bank o.f Thailand 

stood ready to sell bills from its own portfolio to commercial uanls and 

others with an option to buy them back before maturity at a penalty rate of 

one-fourth of 1 per cent. 

6 0At the outset, when the bills were first issued by the i'inistry of Finance, 
they did attract a ntmuber of commercial banks as well as the Government 
Saving Bank. But the Bank of Thailand, by bidding close to the fixed 
price, managed to depress the yield below 1 per cent per annum and became, 
after 1947, the sole buyer of bills. After 1948 the yield on the bills 
continued to increase but the return on bonds increased even faster, 
rising to 8 per cent in 1955. [oreover, until about 1960, there were no 
provisions for reselling the bills before maturit). 
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Parallel to the development of a secondary market in Treasury bills,
 

the volume of outstanding bills has gradually been reduced, and the emphasis
 

in Treasury bill policy has shifted from that of financing government to
 

that of developing a money market.
 

Table VI-17 shows that the amount of bills outstanding was reduced
 

from over 3 billion baht in 1959 to about half that amount in 1961 and to
 

650 million in 1965.61
 

The maximum rate i.ayablo or 90-day Treasury bills was further
 

increased to 5 per cent in 1961, leading to increasingly large purchases of
 
62
 

bills by thQ comnorcial banks (see Table VI-18). In 1965, however, the
 

coupon was reduced to 4.5 per cent. The penalty rate for repurchase of
 

bills by thu Bank of Thailand was reducud from one-fourth to one-eight of
 

1 per cent. In 1966, tihe cou;on was further reduced to 4 per cent, the
 

currency of the bills was limited to 60 days and, as a partial compensation, 

the penalty rat. was cut to cne-twelfth of 1 per cent. 

61The value cf bills outstar.ding, or the "revolving fund," 
as it is called,
 
at thu time of writing (1068) is limited to 850 million baht.
 

62Table VI-19 suggests, however, that the more attractive terms at which
 
Treasury bills could be purchased failed to bring in other buyers in any
 
significant amount.
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Table VI - 17 

Thai Treasury Bills, Selected Characteristics 
(in million baht) 

Year 
Issued 
during the 
year 

Terms 
Average 
Interest 

(discount) 
Amount 

Sold 

Redeemed 
during the 

year 

Out
standing 
at the 

(1 ) (B) (]3) end of 
the year 

1956 9 801 4 mnths 2,260 9,801 9,801 3.,267 
1957 9,855 4 months 2,279 9,835 9,835 3,287 
1958 9,800 4 months 2,923 9,800 9,820 3,267 
1959 9,853 4 months 2,990 9,853 9,853 3, 267 
1960 8,653 3 months 3,077 8,653 9,812 2,107 
1961 4,953 3 months 4,647 4,953 5,453 1,608 
1962 4,493 3 months 4,978 4,493 4,494 1,607 
1963 3,749 3 months 4,980 3,749 4,706 650 
1964 2, 900 3 months 4,994 2,900 2,706 650 
1965 3,150 3 months 4,461 3,150 3,150 650 

Source: See text. 
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Table VI - 18 

Thai Commercial Banks Purchases of Treasury Bills 

Year By Tender From Bank of Thailand Total 
Value in 
million 

Percent 
of 

Value in 
million 

Percent: 
of 

Value in 
million 

Percent 
of 

baht Total baht Total baht Total 

1960 13,000 3.8 329, OCO 96.20 342,200 100 

1961 40,000 2.96 1,300,324 97.04 135,324 100 

1962 125,000 3.51 3,434,188 96.49 3,559,188 100 

1963 310,000 8.26 3,442,231 91.74 3,752,231 100 

1964 555,200 18.01 2,527,413 81.C9 3,082,613 100 

1965 724,000 26.67 1,990,270 73.33 2,714,270 100 

Source: See text. 
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Table VI  19 
Sales of Treasury Bills 

(on bid basis) 

(Calendar years, in million baht) 

Type of Holders 1964 
Amount Percent 

1965 
Amount Percent 

1966 
Amount Percent 

Bank of Thailand 2344.8 

Commercial Banks 554.0 

Insurance Companies 1. 2 

80.85 

19.10 

.05 

2426.0 

724.0 

-

77.01 

22.99 

-

2498.0 

1918.0 

-

56.56 

43.43 

Government Savings
Bank - - - .234 .01 

TOTAL 2900,0 100.0 3150.0 100.0 4416. 234100.00 

Source: See text. 
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In recent years the monetary authorities have attempted to reduce 

the proportion of bills [ ought on tap in favor of direct tender from the 

Treasury. Th schedule of maturity datus, penalty rates, and repurchase 

prices were so arranged as to provide induc-,Lnt for h odig bills longer 

and, in conseque.ce, to buy tiem on tender basis.63 These attempts met with 

some measure of success, as shown i, Table VI-18. 

It would seem tnat the entire policy regarding Treasury bills has 

not, as yet, been clarified. There appears te b sonic confusion regarding 

objectives, methods, and goals. In particular, three aspects of this 

policy are, prima faci2, inconsistent with the avowed objectives. In the 

fiisz place, there seems to be little justification for reducin- the 

revolving fund of Treasury bills to the current low level. Treasury bills 

are gcneraily, a cheaper means of financing ;,ovornment needs than bonds, and, 

to thu extent that borrowing has to be resorted to, reliance on long-term 

securities increascs the budgetary cost of intcrnal debt. 

6STne schedule, at the ti..c of writing, read as follows: 

Length of Maturity Yield .Repurchasing Rate 

1-15 days 2.50 per cent 2.63 per cent 
16-30 days 3.05 per cent 3.13 per cent 
31-45 days 3.34 per cent 3.25 per cent 
45-60 days 5.60 per cent 3.88 per cent 
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In the second place, to the extent that issuance of bills is
 

motivated by the desire to develop a money market in Thailand, over and
 

above budgetary needs, t is difficult to understand why sales on tender
 

6 4basis should be emphasized and encouraged. The tan mar}et at the Bank 

of Thailand provides a secondary irarket h,iich the commercial banks find 

very useful because it enables them to select the maturities they need on
 

a day-to-day basis.
 

Finally, the overall reduction of interest yield and reduction of
 

maturities appears inconsistent with specific steps to encourage banks to
 

hold on to the bills for longer periods so as to rece.ve a higher yield.
 

In any event, so long as these banks continue to be very liquid, Treasury
 

bills will play only a marginal role in their portfolios.
 

The preceding discussion of debt management as implemented by the
 

Bink of Thailand brings out two factors which tend to inhibit its ability
 

to direct a greater volume of savings into developmental channels. The 

first of these factors is the existence of only one type of long-term 

government security and the second factor, related to the first, is the 

absence of any intermediate-term issues. At present there is nothing 

6 4 In a truly competitive market with many buyers of different types and
 
with many alternative outlets available, tender bills could be said to
 
effect market forces. It is doubtful if this is true in Thailand where
 
the ceiling on all bills is set by the Minist-r of Finance. 
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available in the market between the 40-day Treasury bill and the eight

year government bond. There appears to be a clear need for two sets
 

of measures. 
One of these sets would attempt to "tailor" the long-term
 

government bonds to the different markets. 
Thus, for example, the tax
 

LxeMption feature, while important to the private 
 individual, is of no 

significance to a charitable institution. To some segments of the market 

the length of the bond to maturity may be more significant that its coupon. 

Others ;w'ould perhaps be willing to accept a lower rate of interest in 

exchange for more irnediate redeemability. 

As things stand at present, to sell a given volume of bonds the 

monctary authorities are compelled to oFfer terms and conditions acceptable 

to the mhost reluctant buyer. There is little doubt that "tailoring" of 

boid issues to different mar:cts in terns of yield, maturity, tax status, 

and other variables would not only be more efficient but would also lower
 

their total cost to the Thai government. 

But "tailoring" of bond issues can achieve an effect ,hich is more 

important then that of efficiency or lo:er budgetary costs. Throughout
 

the preceding discussion much stress was put on ti-e fact that availability
 

of high-yielding, tax exempt, government bonds was instrumental in the
 

commercial banks apparent reluctance to aggressively seek out additional 

business other than that of the financing of trade. There is thus the 

possibility that a bond could be issued, to be sold only to the commercial 

banks, which would both insure their liquidity and also provide them with
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a somewhat greater incentive to compete for additional business. It is
 

difficult to suggest the specific types of bonds which would achieve these
 

ends, but the range of possibilities is rather wide. 
Two approaches
 

suggest themselves. One approach would, say, reduce the coupon rate
 

significantly, but keep it above the yield on Treasury Bills. 
Other
 

attractions of government bonds would be retained and, if need be, an
 

instant redemption feature, at par, would be added. 
The second approach
 

would provide that additional purchases of bonds could not be counted as
 

part of the legal reserves, or could be so counted only to a very limited
 

extent. 
 In deciding on a specific type of bond it is important to bear
 

in mind the welfare and stability cf the commcrcial banks and their real
 

need for liquidity and reasonable profits.
 

The adoption of various types of bonds to different segments of the
 

market is closely related to the need to provide for an intermediate type
 

of security, say of from one to three years currency. 
In fact a three year,
 

instantly redeemable, 6 per cent bond may be the type of security which
 

could be reserved for commercial banks only. Yet other intermediatc bonds
 

could have special features which would make them potentially effective
 

vehicles of developmental finance.65
 

65Among these are convertibility features. 
Thus, a bond could be convertible

into shares of other undertakings, whether public or private. 
Such a
bond need not, of course, be of any specific currency, but it would appear

that in Thailand convertible features could well be appended to an

intermediate term bond. Sce, 
 however, Robert F. Emery, "The Successful

Devwlopmant of the Philippine Treasury Bill Mark|et," (Board of Governors
 
of the Federal Reserve System, March 1967), mimeo.
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Central Banking and the Financial i exus 

The effectiveness of central banking operations in directing the
 

flow; of savings and investment into developmental channels depends on the
 

Central 3ank's willingness and ability to pursue a growth-oriented policy.
 

As mentioned previously, throughout most of its existence the 3ank of
 

Thailand has been preoccupied with maintaining the external and internal
 

value of the baht, and only recently has its leadership become concerned
 

with economic grovth.66 While its willingness to channel resources into
 

growth-oriented activities can be said to have increased somewhat, its
 
67
 

power to do so effectively is yet to be examined.
 

In this section, the willingness and the ability of the Central
 

bank to influence the direction of economic activity will be discussed under
 

two subheadings. In the firz;t of these, Central Bank relations with
 

66
 ,
"...there 
is considerable doubt whether macroeconomic factors related
 
to the money supply as a whole are as important for growth as redirection
 
of the energies of the financial institutions into growth-promoting
 
activities." T. H. Silcock, ed., Thailand--Jocial and Economic Studies
 
in Development (Durham: Duke University Press, 1967), p. 197.
 

67	Willingness and power are, of course, intertwined. The cognizance of the
 
limits of power affects the willingness to undertake certain actions.
 
This, in turn, inhibits the use of power. The reluctance of the Bank of
 
Thailand to use certain powers formally vested in it cnn be traced not
 
so much to its unwillingness to use ther as the recognition that these
 
formal powers are not always tantamount to real power.
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commercial banks and other financial institutions will be scrutinized.
 

The second subheading will speculate on the direction which Bank of
 

Thailand activities should take, given certain assunptions regarding the
 

optimal strategy for Thailand's development.
 

Relations with Financial Institutions
 

The commercial banks are by far the predominant financial 

intermdiaries on the Thai scene. Their lelations with the Central Bank 

are manifold and occasionally complex. Some of these relationships arose 

out of the powers and obligations of the Commercial Banking Act of 1962 

and subsequent amendments by the Minister of Fiitance. Other relationships 

are those ,hich, although enabled by pertinent legislation, were more 

fully developed under various administrative notices and provisions of tile
 

Bank. Finally, there are those operations of the Bank which affect the 

activities of the commercial banks but which have already been discussed
 

elsewhere. 68 

68Either in this chapter :r in Chapter IV. Again, it should be noted that
 
many of the activities of the Bank of Thailand which affect the commercial
 
banks stem from the powers and obligations formally vested in the
 
Minister of Finance. Thus, even though examinations of commercial banks 
and eventual sanctions against them depend to a large extent on the 
Ministry of Finance, no distinction will be made in the text. 
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For purposes of this discussion the significant relations with the
 

commercial banks are those which deal with the ability of the Bank of
 

Thailand to control the behavior of these banks, in general, and their
 

lending policies, in particular.
 

Three types of controls can usefully be distinguished. The first
 

set of control instruments derives from statutory or administrative
 

enactments but is largely us~less. Either these controls are not
 

implemented or they are not effective. The foriiial rowers from 1,:hich these
 

control instruMents derive are not invoked for a variety of reasons or,
 

in those rare cases when they are invoked, they are either bypassed or
 

not pressed with sufficient vigor.
 

The second sct of controls over the behavior of commercial banks
 

is also based on formal powers, but these powers are rooted in economic
 

and/or rclitical realities. The Bank of Thailar,d can exert some influence
 

over commercial banks' portfolios and policies to the extent that it pushes
 

these intruments vigorously.
 

Finally, there are those instruments of control which are rooted
 

less in formal -.owers &f the Bank of Thailand than in its standing,
 

integrity, and prestige. Up to the present time, it is at least arguable
 

that changes in commercial banking operations were brought about more
 

by "moral suasion" than by the exercise of legal powers by the Bank of
 

Thailand.
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The formal powers at the disposal of the Bank of Thailand include 

the power to set maximum interest rates on various types of accommodation, 

to vary reserve requirements within rather wide margins, to limit the 

ratio of risk assets to capital, to prescribe the ratios of specified assets 

to capital, to regulate the proportion of loans to one name, to examine the 

books of the banks, and many others.6 9 Many of these provisions, however, 

remain in abeyance. Thus, even though the Bank of Thailand can set the 

ratio of cash assets to deposits at a rate as high as So per cent, the ratio 

remains constant at 6 per cent. There are many reasons for the reluctance
 

to use these rather standard control instruments but some of the more 

telling ones are quite clear. Given the great liquidity of the commercial 

banking system as a whole, a very sharp increase in the reserve ratio would 

be needed to put the commiiercial institutions "at the Bank." But such a 

sharp increase would affect the commercial banks quite unevenly, with the 

smaller banks probably no longer able to operate. Yet some of the smaller 

and relatively less liquid banks need to be protected, not only because some 

of them wield considerable political po..'.:, but also because it would be 

both unfair and unwise to press their backs to the wall.70 

6 9 Some of these powers will be discussed in the succeeding paragraphs. See 
also Chapter IV, pp. IV-9ff. 

70Should it prove politically feasible, the change in 
reserve requirements

could be brought about gradually over a period of time as was done
 
recently in Hong Kong and the Philippines. Such a gradual change may be
 
considered in implementing the scheme for bringing banks into the
 
agricultural credit field spelled out in Chapter Il. 
 I am indebted to
INr. Robert Emery of the Board of Governors of the Federal Reserve System
for bringing the Hong Kong and Philippine exrerience to my attention. 
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Less clear are the reasons for not exercising some of the other 

statutory powers which, in principle at least, could quite considerably 

affect commercial bank behavior. Among these arc the powcrs to prescribe 

the proportion of selected assets to capital and the maximum proportion of
 
71
 

capital which can be lent to one 
name.
 

Inasmuch as capital resources of Thai commercial banks are more of
 

a constraint on their liquidity than liquid assets, the regulation of
 

commercial bank behavior via selective control of assets would appear
 

feasible. In particular, the Bank of Thailand could, in principle, direct
 

lending activities of the commercial banks into certain directions merely 

by positing a requisite ratio of a specified asset to total capital 

resources. But such forcible direction would cause m.nore problems than it 

would solve. Suppose, for example, that the Bank of Thailand required 

cotianercial banks to increase their loans to manufacturers to a much higher 

proportion of capital than at present. ithout proper safeguards on both 

sides of this particllar market for lendable funds, and without rather basic
 

71TViBank of Thailand also has the power of counting unused portions of 

cverdrafts as deposits. The exercise of this power, however, is subject
 
to the limitations mentioned in the preceding paragraph. The power to
 
vary the ratio of assets to capital has been exercised orly negatively
 
by excluding certain assets frorn the definition of risk assets. See
 
Commercial Banhing Act of 1962, Sec. 10 (2).
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changes in the entire credit structure, such requirements could not be 

implemented or enforced.
72 

A bank examination, which is routinely performed by the Bank of 

Thailand, is, even when competently done, a negative instrument of control 

at best. 
Certain ,-,laring abuses can be avoided or rectified, but examination 

of the books, per se, can do little to channel bank lending in desired 

directions. Moreover, it is very difficult to obtain any information
 

regarding the number of abuses found, their frequency and distribution among 

banks, remedial action takeri, and so on. The Bank of Thailand must protect 

the confidential relationship it enjoys with the commercial banks, and it 

would perhaps be improper for it to divulge to an outsider any more than 

can be gleaned from Table VI-1.
73 

72The language of the 1962 Act is not clear as to whether the various 

ratios must apply equally to all banks or whether the Bank of Thailand may
discriminate among banks. It is understood, however, that these ratios
 
are equally bindiig on all banks operating in Thailand.
 

73The purpose of a bank examination is twofold. 
 On te one hand, it is 
to insure that the commercial bank will rem~ain solvent and, on the other, 
it is to exact compliance with the :umerous provisions regarding lending 
to directors, purchases of certain assets, or engaging in certain 
transactions. I hen solvency is in question, the bank, in principle, can 
be forced into liquidation. Contraventions of existing r:'ios may result
 
in up to one year's imprisonment and fines of up to 20,06, 1zaht. (see 
Table VI-20 for number of examinations).
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Table VI - 20
 
Bank of Thailand Operations, Commercial Bank Examinations
 

(frequency in absolute numbers'
 

1962 1963 1964 1965 1966 

Head Cffice 3 4 23 7 16 

Bangkok branches 12 9 35 78 39 

Provincial branches 20 130 21 136 98 

Total 35 143 779 221 153 

Source: See text. 
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The Bank of Thailand does have the power to set maximum rates on
 

different types of deposit liabilities and on different kinds of loans of
 

the commercial banks. This is an area where the Bank of Thailand was and is
 

active, but its ability to set effective ceilings on interest rates is, in
 

some instances, bypassed by the devices employed by certain banks to exact
 

higher interest rates on loans and/or pay higher than the official rates on
 

deposits. 74
 

It would thus seem that the formidable arsenal of control weapons 

available to the Bank of Thailand under legislative enactments is seldom 

used, or used rather haltingly. The reasons for this are both economic 

and political. The economic reasons have to do with commercial bank 

liquidity which, however, is unevenly distributed among the individual
 
75
 

banks. The political reasons have to do with the considerable political
 

74The concern with the prevailing level of interest rates is reflected in
 
numerous speeches made by the Bank of Thailand Governor. See Pucy
Ungphakorn, Speeches, Articles, and Addresses (Bangkok: Bank of Thailand, 
1964).
 

75A related economic constraint is the ease with which commercial banks
 
can obtain funds from abroad. This has an effect not only on their
 
liquidity but also on the availability of foreign exchange. In many
 
countries the Central Bank's control of foreign exchange serves as a
 
powerful influence on commercial bank behavior. On the economic
 
limitations of Central Bank power under conditions resembling those of
 
Thailand, see R. S. Sayers, odern Banking (London: Clarendon Press,
 
1951), especially pp. 282ff.
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muscle at the disposal of many of the commercial banks incorporated in 

Thailand. It's a rare bank which does not have on its board a field 
76 

marshals, a general, or a Ljigh police officer. 76;any Thai banks have close 

ties with high civil servants, members of the ruling families, or both. 

No matter how intrepid the leadership of the Bank of Thailand may wish to be, 

it must reckon w:.ith political realities.
7 7
 

But the Bank of Tihailand does employ control instruments which 

enable it to affect the flow of funds through the commercial lanks and, 

hence, the economic behavior of these b;.,,s. Perhaps the most important of 

these are related to rediscountin activities and tu granting of permits 

78
for ncw branches. As mentionei eiLrliur, the 1ank seems to have a good 

deal of discretion in allowing rediscount facilities and there is no reason 

7UIn April 1966 three field marshals were on the boards of 10 banks. Four 

arm), generals served on the boards of fifth e;: banks. An army lieutenant
general was a board member of three banks. An air marshal was on the 
boards of tlrce bans and three police generals servwd as board members 
of seven banks. A.art from the sr'ccial case of the Thai Military Bank, 
one commiercial bani. counted amrng its board w-.mbers three army generals, 
a lieutenant-general, and a police gencral. 

77For a discussion of th, pclitical po.:crs of "iv'i com-iercial banks and 
cf the political constrai.ts within .-hic;h the ".an. o. Thailand operates, 
see T. h1.Silcock, ":1.orey and Banking," in 'rajnd: Social and Economic 
Studies in Oevelopment (Canberra: Australian National University Press * 
in association wit,. Duke University Press, Durham, N. C. 1967) especially 
pp. 182-85. 

78See Chaptr V, Pl'. V-25ff. 
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why elements of these discretionary powers should not be employed to achieve
 

curtain desired, albeit limited, objectives.79 The objectives must be
 

limited so long as total volume of rediscounting remains low relative to the
 

volume of commercial bank's operations.
 

The possibility of utilizing the right to grant permission to
 

commercial banks to open nzw Lranchcs as a control instrument has been dis
80
 

cussed earlier. Again, its scope can only be a limited one.
 

It may be a truism to say that among the controls available to the
 

Bank of Thailand tie ones that have the best chance of influencing the 

policies of commercial banks arc those which promise them direct or indirect 

benefits. Vhenever the aims of the economy, as interpreted by the Bank of 

Thailand, coincide with or can be 'md comratible with those of the commercial 

bunks, the control instrLL-ents can !he made to work. 'hen there is little 

overlap of economic benefit or a direct conflict emerne s, the implementation 

of legal powers of the Lank of Thailand will have to contend with the 

political realities. Thus, the commercial banks are anxious to have new
 

79 
See above, pp. VI-38ff.
 

80Sco Chapter V,pp.VI-25ff. Perhaps the best way to achieve desired 
clw.nges i n commercial banks' policy would be to combine potentially
effective but politically awkw:ard control instruments with economic 
benefits which would accrue to the ban.:s once they adhere to the policy 
change. This, of course, is the essence of the"carrot and stick" approach 
to the provision of agricultural credit by commercial banks suggested 
in Chapter III, pp. Ii-112ff. 
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a by Bankbranches, and they riight be willing to abide to limited extent 

of Thailand direction in order to get these branches. On the other hand, 

they will resist a straight increase in the cash-deposit ratio or the substi

tution of other assets for government securities 
in their legal reserves.81
 

it is by economic and political limitations
The Bank of Thailand, hemmed in as 


which restrict its ability to direct the policies of the commercial banks,
 

is not entirely without resources. To date, its greatest success in
 

influencing the behavior of the commercial banks has derived from "moral
 

suasion;" i.e., in utilizing its great prestige in the community to bring
 

about certain changes in commercial banks' policy. Moral suasion take:
 

time to make itself felt and it is not always easy to relate the cause and
 

the effect; but there is little question that the general improvement in
 

banking practices and the reduction in fre.,uuncy of grosser abuses owes a 

good deal to the persistent prodding and cajoling of the 
Bank of Thailand.82 

8 1They are also likely to resist the changes in the terms and conditions
 

at which they can buy government Sonds, if thuse cLanges are on the lines
 

suggested above, pp. VI-64ff.
 

8 2 In at least one case, that of the reduction of maximum lending rates in 
1966, the tie-in between moral suasion and acceptance by the banking 

community was a direct one. The Bank of Thailand supplements its moral 

suasion effort by a range of services to the banking community which tend 

to make comnnercial banking more professional and more responsible. Among 

these should be listed the central clearing of checks, the central 

register of credit information (confidential information on individuals 
who owe in excess of 500,000 baht to more than one bank), statistical 
and analytical services, and so on. 
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The prestige of the Bank of Thailand is based, first of all, 
on the
 

skills and integrity of its Governors. The hank has been fortunate in that
 

the persons chosen to 
lead its affairs have been men of unquestioned
 

probity, whose financial acumen and experience have been widely respected.
 

The Bank has also been able to retain a measure of independence, both 

political and administrative, which has stood it in good stead.8 3
 

The moral suasion is exerted ill a variety of ways. One of the most
 

popular ones is through the speeches of the Governor and other high Bank 

officials given at formal occasions. These speeches are widely reported
 

in the press and frequently reprinted and published.84
 

8 3The Minister of Finance cannot issue orders to the Governor, and his
 
supervisory sanction can, ultiiately, take only the form of removal of
 
the Bank of Thailand's directors, a very drastic step in,;eed. Unlike
 
most civil servants, directors of the Bank cre personally liable for any

losses of the Bank's funds which can 
be traced back to willful
 
negligence on their part. This unusual provision gives the directors
 
some-measure of political status. 
 The fact that the Pank of Thailand 
is outside civil service rules enables it to recruit and retain superior 
staffs. 

84The membership in the I:;F and in the Iorld Bank is said to give a good
 
deal of weight to the pronolircements of the high officers of the Bank
 
of Thailand. The Bank is the primary point of contact for the 
missions 
of the It-IF and its regular annual consultations.
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Apart from its close cooperation with the Treasury, the Bank of
 

Thailand has very few transactions with other financial intermediaries 

operating in the Thai financial nexus.85 This itself is symptomatic of the
 

past preoccupation of the Bank of Thailand with the control of money supply 

and with financing government. Only very recently did the Bank begin to 

concern itself with provision of credit to institutions other than the 

commlercial banks. Its proposed assistance to the newly created Bank for 

Agriculture and Agricultural Cooperatives and to the Industrial Finance 

Corporation of Thailand has already been menticned. There are, as yet, no 

direct financial dealings between the Bank of T-ailand and life insurance 

companies, provident and pension funds, mutual funds, and other institutions 

of the fledgling capital market.
86 

The discussion of the relationships, actual and conterplated, 

between the Bank of Thailand c-' financial institutions other than the 

commercial banks will be found Ln Chapter VIII, which deals with the 

capital market. 

85Relations with the Treasury have been discussdd only tangentially
 
throughout this study :.hich concentrates on the nongovernmental segments 
of the financial nexus. 

86As suggested above, the absence of direct financial dealings does not 
preclude the Bank from being involved in discussions, debates, and
 
deliberations affecting a number of financial institutions. In fact, the
 
officers and staff of the Bank play an important part on many official 
and unofficial committees concerned with developm-nt.
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Central Banking in the Development Process
 

The preceding section described in some detail the means at
 

the disposal of the Bank of Thailand for influencing the direction of 

economic activity, primarily via tile commercial banks. 8 7 But in order 

for the Bank of Thailand to channel resources into developmental needs 

intelligently, it must know what these needs are, what is their ordering
 

relation, and what kind of policy can be expected to bring the desired
 

directional change.
 

In Chapter I it was suggested that one area where there is presumed 

need to increase the flow of finance, both absolutely and relative to other
 

segrments of the economy, is small and rmedium scale manufacturing primarily 

for export markets. So far, little has been done to stimulate export

promotion type of manufacturing which, in Thailand, appears to possess 

comparative cost advantage (i.e., seafood processing and packaging, fruit 

canning, teak manufacture, etc.). 
88
 

87The Dank of Thailand operations do affect hcuseholds' dcocisions to save, 
both directly and indirectly. The direct effects flow fron the offerings
of government bonds, and the indirect effects from the terms at wvhicil the 
conmercial banks accept deposits. As yet, there are no sufficient data 
available to permit any conclusions, let alone suggestions, with respect
to the impact of the Lank o- Thailand on household savings, their level, 
composition, and form. 

88The experience of Taiwan is instructive in tis connection. In 1965 Taiwan 

did not export canned asparagus at all. Threce years later it sold $11
rwillion worth abroad. lxports of canned mushroo.,s, rose from nothing in 
1951 to $21 million i.n 1b66. Exports of canned pineappla increased
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A part of the "blane" for this state of affairs must be put on 

the existing fiinancial structure which has mirrored the country's economic 

development and which has helped Thailand achieve its remarkable growth 

record to date. If it is true, how;:ver, that the continuing growth of the 

hai economy will hinge on its ability to develop export-promotion manufac

turing capacity, then it behooves the P-ik of Thailand to redirect the 

activities of the financial markets away from their emphasis on foreign 

trade toward the financing of nascent processing industry which is based on
 

local resources.
 

hile the enphasis on exports and imports is primarily responsible 

for the dearth of institutions and instruments for financing locally based 

manufactures,the heavy reliance on unorganizea financial markets for the 

provision of capital to medium and small manufacturers must also bear a part 

of the res,)onsibility. PHence, it would seen that the Bank of Thailand 

should promote the developr.:ent of capital market institutions and instruments 

capable of providin.- finance to fledgling Thai industr.alists rather than 

further enhance the ease and convenienct of foreign trade financing. 9 0 

83

(continued) 
sevenfold betwc:en 1952 and 1965. At present Thiwan is the world's largest
 
exporter of canned pineapples and mushrooms, and second largest in
 
asparagus. See lr,;F, Finance and Devulopnment (September 1967). 

89For evidence, see Chapter VII. 

90According to Muscat, among obstacles to industrialization are: "no 
commercial bank interest in financing industrial investment, absence of 
capital market or the suitable instruments for mobilizing savings and 
channelling them into the hands of entrepreneurs looking for capital 
availability of industrial credit where it can be obtained only at very 
onerous interest rates and for short periods." OP. cit., P. 208. 
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Thus, for example, the current policy of providing encouragement to
 

manufacturers using local raw materials is consistent with that objective. 9 1
 

On the other hand, the exclusion of much foreign trade paper from 

the definition of risk assets tends to make that form of activity even more
 

attractive to thu commercial banks. 9 2 

In 1966, over 40 ?>r cent of commercinl bank loans went to finance
 

exports and imports, 19 per cent to domestic trade, and only 12 per cent to
 

manufacturing, much of it to rice milling, which accounts for about a third
 

of volue -,dded in manufacturing. 

As should be clear from the preceding discussion, the ability of 

the Centr'l Bank to channel economic activitivs in dit-ections conducive
 

to economic gro.th will reri.-n limited by the extent of its economic and 

political sway over financial inst.tutions. Yet, witiin these constraint 

a number of things can and should be done. Some of thtse things have 

been suggested in the preceding pages. Other suggestions will be made in 

Chapter IX. The Bank is of course, aware of some :, these possibilities. 

9 1See provisions regarding raw materials' rediscounting p. VI-30.
 

92It will be recalled that even though the commercial binks charge lower 

interest rates to exporters and importers than to manufacturers, especial
ly snli and medium nanufacturers, foreign trade financinp is very 
profitable. In addition to the interest charges, the banks collect fees 
for a variety of documents, commissions on exchanpe transactions, and 
other charpes. :;oreover, foreign financing resorted to by domestic banks,
principally in connuction with their export and import activities, is very 
lucrative, minly because the funds from abroad are available for a 
period of time which is longer than the period at which they are re-lent 
locally.
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Witness its interest in sore of the capital market institutions, its parti

cipation in official committees on financial institutions, its advisory
 

functions in the preparation of the five-year plan, and its cooperation with
 
93


growth.
other bodies concerned with Thai economic 

one specific possibility may be briefly iiientioned here. It has
 

received a ,ood deal of attention lately and altnough promoted by the
 

commercial banks themselves, it 'Aas been incorporated in the five-year plan. 

1Tiis i3 the suggesticn that in order to promote saving and perhaps also to 

facilitate terr le'iding by commercial bnl',s, maximum interest rates on 

deposits should bu increased for talances held in excess of one year. While 

this suggestion merits further study, it raises the o0ustion of whether such 

a ster will not dclay the fornat4.on of capital market institutions able to
 

finance more properly medium- and lung-term industrial neecs. Also, there 

may be some doubt as to what extent an increase in fixed deposits will be a 

net addition to voluntary savings rather than a change in their disposition, 

given the flexibility of at least some commercial banks wita respect to 

the treatment of time versus checking accounts. 

9 3 See Pucy Ungphakcn, oF . it., pp. 82-84. 
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CIIAPTER VII 

FINANCING URBAN BUSINEiSS ENTERPRISE 

It %.as shown in Ch::ptcr II that much of the financial resources
 

required to start or to operate a business in Thailand comes from outside
 

the organized institutions of the money and capital markets. 1 The sources
 

and uses of funds emanating from the unorganized -arkets and financing 

agriculture were discusse ia Chapter III. In this chapter the nature and 

extent of the unorganized markets in financing "urban" or non-agriculture 

enterprise will be examined.
 

In the Tiai national accounts it is difficult, if not impossible, 

to sector out corporations from other forms of business enterprise and,
 

indeed, to separ'te business from Nousehold activities. This immensely
 

complicates the task of trrcing the flow of saving from households to 

capital formation in business. A good deal of financial activity involves
 

households which are at the same time businesses and where saving in the
 

latter capacity is frequently offset by dissaving in the former. 1*.ot only 

are the national income data unable to reflect financial arrangements 

devoted to consunption expenditures, but the lack of independent saving
 

data in the Thai national income accounts makes reconciliation of saving
 

and investment flows an almost hopeless task.
 

IFor information regarding the organized institutions of the capital
 
market, see Chapter VlII.
 



1Thus, any attempt to trace the course of household saving into 

business investment has to contend with the scarcity of information 

regarding the assets and liabilities of the relevant sector.; vis-a-vis 

each other. Financial transfers through unorganized financial markets are 

not reported and aro very hard to trace. 

Strict!), speaking, it is probably true that tiue ultimate financing 

of capital formation is done chiefly via the organized financial ;,.irkets. 

Probably no more than a fifth of aggregate capital formation is financed 
2 

through activities of the unorganized sector. But the importance of 

unorganized markets extends byond that suggested by this modest proportion. 

For example, an importer .:ho obtains resources from abroad throvgh the use 

of banking channels may dispose of a portion of t:cse resources through 

unorganized markets. Other inputs from abroad may be acquired by financial 

techniques outside any conmercial banking connection. The farmer %ho uses 

a cooperative loan to buy fertilizer, for exple, may have tP borrow from 

a moneyleader for his living expenses when the payment falls due. Miuch of 

the business funds eventurlly channeled through organized financial 

institutions may have heen acquired from unorganized markets. In any event, 

This estimate was made by Forrest Cookson, who has done much pioneering
 
work on estimating the magnitudes of flows within the Thai economy.
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the bulk of financial transactions affecting business enterprise flow
 

through the unorganized markets. 

The Nature and Scope of :Jnorg_nized Financial Markets in Thailand 

Because of the very nature of unorganized financial markets, their
 

amorphous structure, their often clandestine operations and high degree of
 

fragmentation, it is neither possible nor desirable to provide a rigorous
 

definition of their extent and scope.
 

The approach adopted here is to examine the existing links between
 

savers and investors and to group these institutionalized and/or informal
 

links into two soparate if not always very distinct categories, i.e.,
 

organized and unorganized markets.
 

The criterion employed in deciding whether a given arrangement falls
 

into one or another category is whether it is actuplly or potentially
 

amenable to control and direction by developm~ental authority.3 For example,
 

at present no Thai developmental authority exerts any supervision or
 

control over the Bangkok Stock Excinge. Put because the Exchange has made
 

its records, etc., available to the public and the existing legal framework
 

provides for a measure of control to be exercised by the Bank of Thailand,
 

In some cases no neat distinction pertaining to an entire link can be made.
Thus, commercial banks arc organized links between savers 
(depositors)

and investors (borrowers). but tiere are 
cases where a prospective borrow.
er needs the intermediary of a somewvhat shadowy figure to obtain the bankloan. The shadowy aspect of the link belongs to the unorganized markets. 
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for example, the operations on the P-angkok Stock Exchange vould be classed
 

as those of the organized financial markets.
4
 

Similarly, while the Minstry of Finance and the Bank of Thailand 

have control powcrs over the commercial banks, banks which certainly make 

their official records availatle to the public, so far i'ttle of this 

Qxisting power of scrutiny and*control has been used for strictly 

developrental ends. In the case o-F commercial banks, however, both the 

power and the awareness of the need to orient their operations to societal 

development goals exist; therefore, their operations fall clearly into the
 
5 

organized financial markets 
category.
 

One can envisage an almost infinite range of relationships linking
 

the saver to the ultimate investor. It would be almost impossible to
 

describe these links in all their rYmifications and comlcxities. Instead, 

only' a sinplified outlile will be given belo'., and the number of links will 

be confined to those which appear to be significant in present day 

6
 
Thailand.
 

4See Chapter VIII.
 

5See Chaptcrs IV and V1.
 

6Tne discussion in the text is based on numerous convwrsations held with
 
bankers, moneylenders, compradores, businesSmen, government officials, and
 
maio' others, as well as on personal observations and contacts made during
 
two years of field worn in Thailand.
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The most common type of relationship between the saver and the
 

investor is one where they are one and the same person, But because this
 

type of relationship does not involve going through a financial market -nd
 

because there is no "link," properly speaking, between the saver and the 

investor, it will not be discusjed here.7
 

Much of the financing of investment is of a direct type. The 

simplest link exists between the saver and the borrower who maintain face

to-face contact without any intermediary. 7he saver acquires an asset which
 

is at the same time r.liability of the investor, and the exchange of claims
 

takes place directly between the parties concerned. 

A ftrmer who borrows from the village noneylender or the businessman 

who obtains funds frcn a f'iend cr relative engages in direct financing 

of this type. The assets and liabilities exchanged n ed not be formal 

instruments, nor does the contract need to be an explicit one. Indeed, in 

most financing of this type, espLcially i: the less developed countries, 

the respective claims of the parties tend to be custor.Kiary and implicit 

rather than formalized and explicit. It is not unusual, for example, for 

a small shopkeeper to obtain funds from a kinship or ethnic group against
 

fonly vaguely defined liability in terms o the rate of return, the currency 

of the loan, the collateral, etc. A farmer who obtains seed on credit from 

7 See, however, Chapter I, p. 14, and Alek A. Rozental, ".ibilization of
 
Domestic Savings and the Structure of Capital Markets in Underdeveloped
 
Lconomics," (Reprint Series # 6: Washington: National Planning
 
Association, Center for Development Planning), p. 0.
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the village shopkeeper may be under no obligation to the lender other 

than that of selling him his crop at the time of the harvest. 

This simplest of all links between the saver and the investor is
 

entirely within the unorganized financial sector. No institution 

participates in the dealings between t.ie parties, and no regulations of the 

State are abiding. It is difficult to conce:ve of a rechanism of 

supervision and control of this type of direct financing.
8 

Direct financing is, of course, important even in higi.ly developed 

countries, and even in !,i'hly developed countries mucl. of it takes place 

outside the orbit of of icial control and scrutiny. There is litt'e doubt 

that in tie less developej countries such financing is both relatively more 

significant and also less conducive to econo!,ic growth. This is true for 

at least two reasons. First, the cl,:ians exchanged between te saver ard the 

investor t.nd, in the more dovelopcd countries, to Le riore formal and, 

hence, less liable to abuse. They are more rmen:ibio to leil and other 

redress. Second, for many c: tht-se claims tiere exist secondary markets 

which have many of the character.stics of the organized mark'ets. 

8 Strictly speiking, the statutes are full of regulations purr.orting to set 
maximun interest rates, prescribing and prscribing moneylenders, etc. 
But these arc unenforceable and unenforced. See Chapter iH. 
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Presumably, these secondary markets actually or potentially influence the
 

nature of the primary dir, ct transactions. Thus, secondary markets in 

accounts receivable, or in individual farn mortgages, remove from the
 

unorganized markets in the more developed countries somc of the impediments 

to economic growth. This is not to say that direct financing in the less
 

developed 
 countries is invriably i .sdirected from the standpoint of social, 

developmental goals, 
or that it should be institutionalized in its entirety.
 

On the contrary, the bulk of its transactions (other than thatthose serve
 

to satisfy constuaption 
 needs and, hence, can hardly be termed links between 

the saver and the investor) are as necessary and as efficient as they could 

be in a country w;here there is little in the way of capital markets, where 

primary securities issued by business units are prim-itive with respect to 

undurl/ing accounting procudures, and where the farmer and the small 

busi;iessman can only seldom doz:! with a commercial bank. 9 

9While much of the business of unorganized markets in the less developed

countries has to do t.,rith consumption 
 loans, which from a development
standpoint are hardly relevant, involving theyas do merely interpersonal
transfers, note must be taken of the fact that often a consumption loanenables direct investment outlay. farmerThe who is anxious to obtain

cheap fertilizer from his cooperative may 
 have to borrow from a moneylender
for clothing, for example, to tide himself over until after the harvest.
A small shopkeeper will finance the acquisition of his stock through the

organized financial market 
 (or trade credit) but may Le forced, in partbecause of that, to go to a usurer for cash to give to his children at
the beginning of the school year. 
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A type of link between saver and investor which is both peculiar 

to and prevalent in the less developed countries is one that has some of
 

tile aspects of direct financing but also takes on characteristics of an 

institution. This is the rotating credit society, which, in Thailand, is
 

best known as the "pia huey." In this very informal type of institution, 

savers and investors interc:.mige t:ei r functions intermittently. Though 

they face cach other, the directness of the financing arran-cments is 

circumvented by the rotating system. At any given time all members of
 

the society but one are savers, and this single invest,)r will become a 

saver at the next meeting. The pia huey is an important segment of 
l(J 

a more uxtended discussion.business finance in Thailand and merits 


it is, of course, an institution of the unorga:iized market.
 

Of those links which reside firmly in the organized financial 

i,.arkets, the moat important is that between the saver and the investor 

through the intermediary of a commercial bank. The saver deposits money 

in a fixed deposit account, and the bank lends it to an investor who 

acquires assvts with it. This sinple picturL i.,;, in fact, much more 

complex, even in Thailand. For exanple, the o.ner of a deposit account 

may borrow from the bank himself; borrowing, as in the case of a postdated 

check, may antedate the deposit cf funds; and bank lending may finance 

lU - pp.VII-54. Contrary to the impression given in the limited litcrature 

on the subject, the rotating credit society, in Thailand at 'east, is not 
confined to financing co-nsumption exr,0nditures. 
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consumption as well as capit"I formation. 
 But, basically, the relationship
 

between the saver an( investor takes place in two steps, the second step
 

being the intermediary of a financing institution. This institution, tile
 

commercial bank, clearly belongs to the organized financial markets on tile
 

basis of the criteria set out above.
 

The situation becomes less clear and the classification r.ore
 

difficult where the intermediation betw'een the saver and the investor
 

extends beyond the commercial bank itself and requires additional inter

mediation. For example, it is alleged that for soint 
borrowers to obtain
 

any funds at all it may be necessary for them to engage in siady dealings
 

with a person close to, yet separate from, the bank. Similarly, it is
 

said that some savers may obtain particularly favorable terms on their
 

deposits if they are willing to deal with somebody connected with the bank, 

yet acting independently of it. Whether this shadowy intermediary is a 

compradore, an agency manager, or an officer at the headquarters is
 

immaterial. The penumbra of commercial bank operations must be classed as
 

belonging to the unorganized markets. More important, according to
 

reliable accounts ti.is penumbrn is quite significant on the Thai financial 

scene. An agency manager, for exaiple, may make little distinction in his 

own business dealings bctween his owln funds and those of a bank. A
 

provincial bank ranagcr will, on occasion, attract deposits by paying,
 

"extra" interest. fie will obtain funds for this purpose by requiring 

borrowers to pay, in additio, to maximum interest charges, a fee for
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contribution to a "welfare fund" or some other such designation. A 

compradore may charge both the employer and the client, and so on. 

All these and sitailar dealings are illegal, and their frequency is 

strenuously denied by the chief executive of all the commercial banks.
 

Yet they exist, even though it is Jifficult to assess their i, idence and
 

quantitative importance.
12
 

deepStretching from the pentwvbra of commercial bank operations 

into the heart of the unorranized markets is the "whol-saling" of credit. 

The links here are as follows: The bank obtains deposits from savers and
 

then lends them to a "wholesaler" of credit. The wholesaler t:en 

funds to others, who may or may not be the ultinatedistributes the 

lIlt is alleged that in some banks a loan will be made on condition that the 

lender will be allowed to /2rticipate in the profits of the enterprise.
 
off the loss;Should the enterprise fail, the: bank rmay have to write 

over and above the interest
should iL. succeed, the lender may profit 

It seems that this kind of participation is not
payment to the bank. 

uncommon in real estate development. For exaiple, on occasion a real 
to create aestate developer, a person of some credit standing, manages 

shopping center on a remarkably small equity base. lie will approach the 

owner of suitable land and obtain a 15- or 20-year lease from him either 

against payment of a fee or a promise to share in the profits. Armed 

witii such a lease, he will secure funds from -he commercial banks suf

ficient to cover about 20 per cent of the costs of the construction of
 

building shells. As soon as these shells are erected, they will be sold 

to minimize taxable income). The cash soto prospective tenants (so as 

obtained will be used to make payments to creditors and to garner a tidy
 

capital profit. After the expiry of the; lease period the buildings
 
revert to the landlord.
 

12 In later sections of this paper scme quantitative data will be cited.
 

They were derived from a sample survey of urbzn credit conducted in late 

1966 and early 1967 by the Bank of Tailand in cooperation with 

Thammasat Univeristy. .ee pp. VII-S7, VII-69-71. 
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investors (or consumcrs). The wholesaler is usually a person who has
 

easy access to commercial bank credit because of his credit standing or
 

because of the availability of acceptablecollaterel or for some other 

reason. His customers are thosu who lack these attributes. The number
 

of steps leading from the wholesaler to the ultimate user of funds may vary
 

from onc to five or more. At each descending step the terms at which the
 

funds are acquired become steeper. The larcer the number of steps, the
 

less it is likcly that the ultimate user of the funds obtains them for
 

in fact, in the next, even darker layer of the
investment purposes. 


unorganized markets where the "retailcrs"of credit operate, the connection 

of the financial transactions with investment and capital formation become 

very tenuous. As stated earlier, for the small shopkeeper or farmer the 

distinction betwuen hs personal needs and his business needs is an
 

uncertain one at best.
 

Finally, at the bottom of the unorganized .Zinancial markets, the
 

These are small operators, frequently night
small "retailers" operate. 


watchmen, "babus," and the li;e, who are not beyond lending 100 baiht
 

The loan
to a person in desperate straits but at an extremely high price. 

may be repaid in a month or through daily payments of one baht or less. In
 

the same category, one will find "unofficial" pawnshops, aisd gold shops 

13
 

fronts for usurious lending organizations.
operating as 


1 3Official pawnshops are, however, a part of the organized market inasmuch 

as they are controlled and supervised by authorities (by municipalities 

in Thailand). The lending rate of official pawnshops is limited to 2 

per cent per montih. 
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An important area of the unorganized financial markets in 
Thailand,
 

but one which lends itself only uneasily to an rnalysis in terms of 
links
 

As is true
 
between the saver and the investor, is that of trade 

credit. 


of all other aspects of the unorganized markets, 
little is known about
 

magnitudes and practices of trade credit, but some 
information about this
 

is presented below.14 
form of financing business

important 

financing takes place
As might be expected, the terms at w.hich 

The
 
become steeper the more one penetrates into the 

unorganized markets. 


on loans made in the penumbra of the commercial 
banking


interest rates 


per month,from one and one-half per cent to two per centsystem will range 

someone 
while at the bottom of the scale a consumption or emergency loan to 

or more.isperreach a monthly rate of 20 cent 
in dire straits may 


Table VII-l sum,arizes t;,e preceding discussion in synoptic form.
 

It should be emphasized that both the composition of the markets and the 

range of prices prevailing in each are approximite 
and illustrative. In
 

particular, great variations exist with respect to implicit cost of 

borrowing in the rotating societies and in trade credit. 

The division of the unorganized marets into six categories is 

each market shades almost imperceptibly into an adjacent
arbitrary because 

14 See pp. VII-62-63. 

1 5 Other terms cf loans, such as the type of security, the currency of the 

loan, etc., Io not follow an equally neat gradation. For some of the 

details see ,.p. VII-70-71. 
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Table VII-l
 

Synoptic Table
 
Unorganized Financial Harkets in Thailand
 

Rote of 
Type of ;,irket Supply Demand Interest (%) 

(monthly range) 

1. 	 "Penunmiri' of Compradores, Bank Offi-
Commercial curs, Branch Janagers, Businessmen 1 1/2 to 2 
Bank Agency Partners 

2. 	 Wlholesalers Landlords, Rich Hier
chants, highly Placed Traders 2 to 3 
Individuals.
 

3. 	 Trade Credit Foreign Exoorturs, 
largce Corporations, Manufacturers 1 to 4 
and Others. 

3 to 5
4. 	Rotating Credit Various. 
Societics 

5. 	Retailers Individuals (often 
wives of officials Small Busi- 5 to 10 
and traders). 	 ness:ien 

6. 	 Small Retailers "Unofficial" pawn
shops, Gold Households 10 and over 
Shops, Night
!"atchmen. 

Source: See text.
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category both above and below it. Nevertheless, the division is useful
 

if only because it focuses attention on the suppliers of credit in each
 

market, who, as opposed to borrowers, are a much moro distinctive group.
 

Little more can be said about the borrowers beyond the rather obvious fact
 

that they are businessmen first and householders second at the top of t:e 

scale, and householders first and businessmen second at the bottom of the 

16 
scale. 

The composition of the supply side of the penumbra type of market 

has already been touched on. The holesalers include' landlords who, 

from the boom in land values, have acquired large amounts ofprofiting 

cash. Though they are not interested in going into business themselves, 

of thethey are interested in obtaining a return on their capital in excess 

rate payable on fixed deposits. 
17
 

maximum interest 

16 The scale being, in this context, that of interest charges. I''hat is 
aro frequently activesignificant with respect to borrowers i! that they 

in both the organized and the unorganized markets. On the supply side 

this, too, is frequent, if rather obvious for such persons as bank 

officers. The reasor.s ,hy a businessman of good credit status and with
 

access to bank credit z:ould go to a moneylender are discussed below
 

(pp. VII-59ff.)
 

17rhe fact that interest on bank deposits is tax exempt, while interest on
 

private loans is not, is of limited relevance to those engaging in
 

operations through the unorganized channels.
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Apparently there are a large number of relir1e, well connected 

retailers who are willing to offer their own guarantees to these landlords, 

as well as to other highly placed individuals or merchants with idle funds 

on their hands, and to pay uI, to three per cent per month for capital. 

The retailers, in turn, distribute these funds to smaller businessmen and 

householders in need of money, who are prepared to pay up to five per cent 

per month for its use. It appears that a large fraction of this retail 

business is in the hands of wives of officials, a circumstance whica 

facilitates collection of debts and compliance with the sometimes onerous
 

terms of the loan.
 

Those who supply credit to the rotating credit societies are also
 

those who demand credit from thenv, as implicit in the very concept of 

rotating credit. However, there apparently exists a group of professionals 

in this branch of the financial market who belong to several pia huoys at 

once, frequently organize new ones, and occasionally cover their liabilities 

in one society by drawing on the facilities of another. 1 8 

The suppliers of trade credit are primarily foreign exporters.
 

Undur practices prevailing in Thailand today, the importer has some 90 

days to pay for the cost of imports, and within this time limit he can
 

extend credit to others down the distribution ladder. Trade credit is a
 

subject which will only be touched upon in this chapter, but its importance
 

See below pp. VII-54ff. for additional information ou 

credit societies.
 

- the rotating 
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will become apparent even from the modest quantitative information gleaned
 

19
 
from the sample survey.
 

In addition to foreign exporters, the main suppliers of trade credit
 

are large manufacturers with branches or subsidiaries in Thailand who use
 

same way it is used in the industrial countries. There
trade credit in the 


is also a very small number of specialized financial firms who deal in
 

receivables.
 

Small retailers include pa:nshops, gold shops, nig'ht watchmen,
 

and possibly remittance shops. The importance of remittance shops has
 

declined considerably as fewer persons transmit funds to families in
 

mainland China; however, it is believed that the resources of these
 

forinerly important intermediaries still find their way into the internal
 

unoroanized financial markets.
 

19An allegedly important source of funds to the unorganized markets, 

related to trade credit, is the supposed practice of selling 

standardized imports (i.e., condensed milk, tires) at cost or even at
 

a slight loss upon arrival and using the cash proceeds in a fashion
 

presumably more lucrative than straight trading. It is possible,
 

however, that to tie extent that such sales take place, they are
 

motivated by considerations other than the lure of high return on cash in 

the unorganized markets. Sometimes such sales are merely the means 

to raise cash to meet urgent debts. 
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Sample Survey of Urban Credit
 

The preceding discussion provides an overall view of the
 

unorganized financial markets in Thailand, with a somewl.at arbitrary 

division of these markets from the standpoint of suppliers of credit. 

In attempting to fill in the picture of these markets which began to emerge 

from di3cussions with traders, bankers, moneylenders, and others, it soon 

became clear that any quantification or precision would not be obtained 

from the supply side. A.any of the practices involved, many of the terms 

at which funds are advanced, and many o: the relationships between the 

lender and the borrower are not of a nature susceptible to any inquiry, 

no matter how academic or detached from tax and judicial authorities. 

Yet it was felt that an attempt should be made to verify empirically the 

allegations and assertions made with respect to unorganizcd markets and 

to substitute quantitative data for hunches and infon:,d guesses. The
 

decision to undertake a sample survey of credit in urban areas was made
 

with full realizacioa that the results of such a 3urvey would be doubtful 

at best. Even thougn the respondents would be the "demanders" rather than 

the suppliers of credit, "victims" rather than beneficiaries of any abuses 

which might exist, the prevailing ethos rules against disclosure of 

information to third partie---quite apart from cice fact that the victims, 

too, may be held to engage in illegal practices. Although every effort 

was made to reassure the respondents that their names or identities would
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not be made available to any authority, the majority of the respondents 

probably remained rather sketical. Nevertheless, the survey was undertaken 

in the belief that the res ,lting information, hoi.ever scanty and unreliable, 

would constitute a neti addition t,- knoiled,!e on an important subject. 

The survey %.asadministered by tile Bank of Th..iland with the 

cooperation of the Thai Natiunal Statistical Office and the Deiartment of 

Economics of Thimniasat Univeristy, under the overall guidance of the 

writer. 

The results of the survey turned out to be onliy of limited 

usefulness. Aside from cx-pected shortcomings, due to the reluctance of 

respondents to disclose information, there arose innumerable problems due 

to the languiige barrier, to the ieck of experience o." tne personnel in

volved, arid to the lack cf soin.istication on the part of t-c. bulk of those 

qu.,stioned. Perhaps the most u'anigin,( was the langruge problem. It proved 

almost impossile to translate terms drawn from 'estern usage into acceptable 

Thai in a way tLat imparted identical manin, to the interviewer, to the 

respondent, aii-n to thc. supervisors. 1hen viewed as - pilot project, 

however, the survey can hardly bt termed a failure. It did provide a host 

cf useful data, a,;d it confirmed a number of assertions and allegations 

regarding the operations of t!,e uncrganized financial markets in Thailand. 

Last, but not least, it did bring to li!'-|t some of the obstacles which
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would face another, more rigorous inquiry into the problem.20
 

The Scope of the Survey 

After initial discussions with experts at the ational Statistical 

Office, it was agreed to confine the survey to businesses located in tho 

metropolitan area of Bangkok-Thonburi, with subsequent checks to be made 

of preselected businesses in Chiengmai a~adi ;laadyai, the tvo other 

important uruan centers in Thailand. Given the census data available, the 

sampling frame was confined to industrial enterprises and trading 

establishments only. Transport, minia,, contracting, and other areas of 

business activity were excluded. Budgetary and manro;er limitations made 

it necess-ary to hold the totnl number of firms in the sami le to about 

1,000 establishments.
 

The met:ropolitan business population v.as divided into tw.o 

categories. The first categ.o:ry, comrised of about 400 firms, was drawn
 

from Depa-ment of Labor data. It included industrial concerns with more 

than 100 employees, terred "big industry," a:nd thosL, -:ith Lzttween 10 and 

100 workers, terned "medium industry." The second caLcgory, comprised 

20It will be recalled that the analysis of the ur:organized arkets in 

financing agriculture was based, to a large extcnt, on the survey of 
agricultural credit conducted in 1962/63 by I:atsetsart University, with 
the cooperation of an American schljear. No comparable information 
existed with respect to "urban" finance. 
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drawn from the Census of Trade data. 2 1 

of over 600 firms, was 

A 100 per cent sampling fraction was employed for 
large industrial
 

10 100 workers (medium industry),
firms. For those ci-:ploying between and 

and the sample was selectedfraction two-fifths,the sampling was 

second category, based on the Census 
systematically and randomly. For the 

of Trade, the sampling frame consisted of 2500 area blocks 
in Bangkok-

First, a systematic
Thonburi. A stratified two-stage sampling was used. 


in eachdramn from t!h total. Then the firms
sample of 100 blocks was 

the typo of
divided into five str.qta according to the size and

block were 

A samolc was then selectcd systematically frce" each stratum,
business. 

namely: 

Small industry (less th,-n 10 workers); all units %.ere included.
 
1. 


was selected.2. 	lVholesalers; onu-h..:.lf 

(with annual sales of 100,000
3. Large retail and service firms 

over); ore-half was selected.baht and 


under 100,000

4. Small retail and service firms 	 (annual sales 

baht); one-tenth was selected. 

Luxury service Firms (night clubs, massage parlors, etc.);
S. 


all units -:ere included. Therefore, to illustrate, the overall sampling
 

per cent sample of one
froctioa for luxury service firms was 1/23 (100 


blocks). Other sampling fractio.is are given

twcnty-fifth of all area 

21Tle Department of Labor data on industrial establishements are published 
Statistical

The 1966 Tradk Census, conducted by ti.e National
quarterly. 


of smaller firms was draun 
Office, is not yet completed, aitd the sample 


the possession of 1SO.
from unpublished data in 
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below:
 

Type of Business Sampling Fraction 

Big Industry 1 

Medium Industry 2/S
 

Small Industry 
 1/25
 

Wholesalers 
 1/50
 

Big retail and service firms 
 1/50
 

Small retail and service irms 
 1/250
 

Luxury service firmns 1/25
 

Within the ovurall constraints, th;: sampling fractions assigned to 

eac were totype of business designed reflect the pro-!ortion of each type 

to t,.e total popu:.ation in tno sampling frame. 

Tite samnliiig procedure outlined abovc yielcdd a list of 1150 

firms. One thousand sevunty questionnaires were returned for an
 

astonisingly high proportion of 93 cent.
per Unfortunately, not all
 

returned qucstioni.aires were rieaningful. Apparently 
 the respondents 

realized that by claiming no outside borrowinf, they could reduce very 

considerably the length of the interview, and many of them chose to do sc. 

Several steps were taken to prevent the rather disappointing outcome. 

Some 15 intrviwers v,cre recruited and trained over a period of two weeks. 

During the traiiing period special emphasis was placed on the importance of 
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obtaining me,,iingful answers, and interviewers were urged to be persistent 

in their questioning. Each interviewer approached the respondent armed with 

a letter writ , . in English, Thai, and Chinese and signed by the Governcr 

of the an'k of Thailand who is concurrently the Dean of the F,.culty of 

Economics at Thammasat University. The letter assured the respondent that 

his nzae would not be given to any government department and that the 

purpose of the survey was purely a scientific one. A sm-all group of 

asexperienced officials of the Bank of Thailand was appointed to act 

inspectors and to check and follow up on t: original interviews. The 

interviewers themselves, all of whom were graduates of Thamrmasat University, 

were paid at a rremium rate for a fully completed questionnaire. The 

questier.naire was pretested on about 50 firms and modified as a result of 

this pretest. 

Ef-ch intervie'wer was allotted about thrce hours per interview and 

the respondent was temporarily absent.
instructed to call again in the event 

Even so, as stated before, the completed questionnaires leave much to be 

desired. r-erc are riany ambiguities and inconsistencies, and it is almost 

impossible to tell to what extent these are due to the respondents, to the 

interviewers, or to the designers of the survey. 

However, from the analysis of the responses, it is still possible to 

construct a numL.Dr of tal;les which give information of some interest and 

plausibility. Cn certain issues, such as those relating to the cost of
 

borrowinL:, for example, the results appear quite reliable. On others, such
 

as the market value of individual businesses and future plans, the results
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hardly warrant any systematic prsontation.
 

The questionnairv was designed to elicit information on three phases
 

in a firm's financing. 
 The first phase, that of starting the business, was
 

confined to firms less than five years in existence. The second phase 

pertained to operations of the firm during the preceding year. 
 It is this
 

second phase of the inquiry which yielded the most meaningful data. The last 

phase was ccnccrned with future financing plans. Here the results were 

hardly meaningful. in addition, the questionnaire asked a number of 

questions relating to opinioas with resp~ect to Thai financial institutions. 

A copy of the questionnaire in English translation is given in the 

appendix. 22 

22The English translation is rather cluns:', stylistically. It is supposed
to reflect the flavor of the Thai text. It is perhaps here that the 
greatest single obstacle to a sa:.iple survey in a non-English speaking,
preindustrial society may be found. A draft questionnaire was first

written in English. A committee of Thais, fluent in English and with

knowledge of Thai business practices as well 
as 1','estern usage, met for
several days with the writer to adapt the questionnaire to local conditions
and custorms. The resulting Thai draft was then indepe,-dently translated
into English. This process of repetitive translation was gone tbrough
several times "ithout giving compIcte satisfaction to either the English
speaking or Thai-speaking 3 ide. It is impossible to determine to what 
extent the u)biguities and inconsistencies due to the language barrier
 
stem from lac, of comprehension on tLh part of the respondents and to
 
what extent from misinterpretation on the part of the interviewer.
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The Composition of the Samp,le 

The 1,070 completed questionnaires represent when the resulting
 

business
figures are multiplied by the sampling fractions, some 65,000 

Because of the concentration of establishments in the metropolitan area. 


the results of the survey may
business units in tiie 1 angkok-lhonburi area, 

In
 
to be quite represent tive of industry and trade in Thailand.be said 

any event, the tables v:hich follow give data adjusted to the total business 

of the sample itself. Thisto merely busincr;espopulation rather than 

proviso will apply to the absolute figures as well as to the percentages 

references
given in the tables and in the accompanying text. 2 3 Occasional 

found in the footnotes.
thc actual number of sample respondents will beto 

of the composition of the
Tables VII-2 through VII-7 pive details 

As was to be OxIpected, most establishments were in existence 
for
 

sample. 


over five years. The growth of the luxury service-type of business in very
 

proportion
recent times is indicatud oy the fact that the luxury service 


is double that of its

of businesses in operation less tlan one year nearly 

units. Even ;.oru startling is the relatively
of total busiriessproportion 

high proportion of small industrial establishments in existence less than 

one year, as compared to ticeir proportion of the ov-rall total. Small 

23It should be noted that extrapolating the uniyerse from the sample is 

1 :
subject to a sampling error of approxin,atcly - r cent. Consequently, 

caution should be used in interpreting the absolute (as distinct from 

are said to represent thepercentage) figures from the sample which 
Thus, a figure of 42 may, in actual fact, mean that the number
universe. 


in that category may range from 0 to 189. 
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industrial establishments account for 8 per cent of the total business
 

units but makL up over 23 per cent of those 
 in existence under one year.
 

This high proportion 
 is probably only partially due to the "boom" conditions 

in the country. it also i,:dicates that the mortality of small industrial
 

establishments in Thailand is rather high. 
 On the other hand, the formation
 

of big industrial units shows little accelcration over time, relative to other
 

types of busini ss. 
 For example, large industrial establishments comprise
 

0.18 per cent of all businesses in existence over five years, but their
 

proportion of all business units, irrespectiv; of length of time in opera

tionji, is only 0.13 per cent (see Tables VII-2 and VII-3). Eighty-six per
 

cent of all large industrial firms were in existence for more than five 

years, and only slightly more than 2 per cent were formed in the year 

preceding the field phase of the survey, by contrast, over 6 per cent of 

all small industrial firms v-ere formed during that same year (secTable VII

4).
 

Of the 64,828 firms represented by the sample, small retail
 

establishments are t!Le most important, accou!:tin- for over 70 per cent of 

all firms. 

2 4 Soewhat surprisingly, no respondents indicated that they are branches or
 
subsidiaries 
of foreign businesses, even though the questionnaire provided
for such kind of ownershi. One explanation may be that, from a strictly

legal point of view, such firms as Firestone (Thailand)arc considered to

be Thai business entities. More lik,.ly is the explanation that businesses 
related to foreign ownership tend to be corporations, and the respondents

indicated corpor,'te of ownership in preference to foreign, on the questions
whose format suggested only one answer among several forms of business 
enterprise. See however, below, p. VII-29. 
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'able VII-2
 

Urban Credit Survey
 
in BusinessNumber of Firms by Type and Length of Time 

Type of FirmsLength of 
Time Big ledium Small ',iole- Bi, Small 

Total* Industry Industry Industry sale Retail Retail Luxury
 

Total 64,828 85 793 5,200 2,650 9,950 45,500 650 

Less than 

. year 1,402 2 - 325 50 250 750 25 

1-5 years 22,885 10 75 1,200 1,100 3,300 17,000 200 

Over 5 
years 40,541 73 718 3,675 1,500 6,400 27,750 425 

Source: See text.
 

are*The numbers in this and followiug tables (unless 1,therwise rated) 

extrapolated from a sample of 1070 respondents and are subject to a 

sample error of amnrroximately+ 3 percent. 
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Table VII-3 

Urban Credit Survey

Number of Firms by Type and Length of Time in Business
 

(Percentage Distribution)
 

Length of Type of Firms
Time Big iledium Small 'Vhol e- Bg Small 

Total Industry Industry Industry sale Retail Retail Luxury
 

Total 100 0.13 1.22 8.02 4.09 
 15.35 70.19 1.00
 

Less than 
1 year 100 0.14 - 23.18 3.57 17.83 53.50 1.78
 

1-5 years 100 0.04 0.33 5.24 4.81 
 14.42 74.28 0.87
 

Over 5
 
years 
 100 0.13 1.77 9.06 3.70 15.79 68.45 1.05
 

Source: See text.
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Table VII-4
 

Urban Credit Survey 
Sample Firms, Percentage Distribution by 	Type of Pirn 

" and Length of Time in Busiaess 

Length of Time 

Type of Firms Total under Over 
one year 1 - 5 years 5 years 

Big Industry 1DO 2.35 11.76 35.88 

.lediunm Industry 100 - 9.46 90.54 

Small Industry 100 6.25 23.08 70.67 

IUholesale 100 1.89 41.51 56.60 

Big Retail 100 2.51 33.16 64.32 

Small Retail 100 1.65 37.36 60.99 

Luxury DO 3.85 30.77 65.38 

Total 100 2.16 35.30 62.54
 

Source: See text.
 

*Details may not add up to total because of rounding.
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Table VII-5
 

Urban Credit Survey 
Number of Firms by Type and Kind of Ownership 

Type of Firms 
Kind of Big ',edium Small W'hole- Bi- Small 
Ownership Total Industry Industry Industry sale Retail Retail Luxury 

Total 64,28 85 793 5,200 2,650 9,950 45,500 650
 

One Owner
 
or Family 58,828 1 302 4,325 900 7,400 45,500 400
 

Ordinary
 
Partner
ship 930 2 53 100 200 450 - 125
 

Limited 
Partner
shin 3,300 5 245 600 850 1,600 - -

Limited
 
Comnany 1,676 63 188 150 700 450 - 125
 

Branch of
 
Foreign
 
Co. - - - - - - -

Othcr 94 14 5 25 - 50 -

Source: See text.
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It is the small retail firm which is also invariably a single 

proprietorship, as only one large industrinl firm was found to be owned by 

a single person or family. Table VII-6 suggests that wholesale establish-, 

ments are the predominant typo of firr using the corporate form of business 

organization. But this seems so only because wholesalers are a much more 

numerous component of the sample thain are large industrial firms. As 

seen from Table VII-7, limited companies account for only 26 per cent of all 

wholesalers but for 74 per cent of all large industrial firms. For all firms 

in the sample, corporations comprise 3 er cent and proprietorships, 91 per 

cent of the total. Limited partnerships are the rost popular type of 

business organization among wholesalers. Ordinary )artnerships appear to 

among Thai firms.of doing busiressbe the least popular form 

iile the Tbove data appear to be quite reliable, information 

gathered from the survey regar 4ing balance sheet items leaves much to be 

desired. In the first place, the total of assets does not jibe with the 

total of liabilities. This embarrassing result came about despite the 

25 The "other" category was checked by 18 respondents in the actual sample, 
14 of them in the large industry category, without, in most cases, 
specifyine the "otherness" as requested in the questionnaire. It is 
possible that the majority were, in fact, firms related to foreign 
ownt.rship, eithur unsure of this relationship or reluctant to disclose it 
to the interviewer for whiatever reason. 
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Table VII-6 

Urban Credit Survey 
Number of Finns by Type and Kind of Ownership 

(Percentage Distribution)* 

Type of Firms 

Kind of - F1 -3 ;Icdiumn Sr.all Vhtolc- Uig Small 
Ownership Total Industry Industry Industry sale Retail Retail Luxury 

Total 100 0.13 1.22 8.02 4.09 15.35 70.19 1.00
 

One Owner/ 
or Family 100 O.Ol 0.51 7.35 1.53 12.58 77.34 0.63
 

Crdinary
 
Partner
shin 100 0.22 5.70 10.75 21.51 48.39 - 13.44
 

Limited 
Partner
shin 100 C.15 7.42 18.18 25.76 d8.48 - -

Limited 
Coripany 100 3.76 11.22 8.95 41.77 26.O5 - 7.46 

Otiier 100 14.89 5.32 26.60 - 53.19 - -

Source: See text.
 

*Detai~s may riot add up to total because of rounding. 
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Table VII-7
 

Urban Credit Survey 

Number of Firms by Type and Kind 
of Ownershin 

(Percentage Distribution)* 

Kind of 
Ownership Total 

Type of Firms 

ijg -77edium Sma LI 1'Iliole-

industry Industry Industry sale 
Big 
Retail 

Snall 
.etAil Luxury 

Total 100 100 100 100 100 100 100 100 

6.5 
One Owner/10 

or Family 90.74 1.1$ 38.08 83.17 33.96 74.37 100 61.54 

Ordinary
 
Partner- 19.23
 

6.68 1.92 7.55 4.52
 
ship 1.43 2.35 


Limited
 
Partner

32.08 16.08
30.90 11.54
Ship 5.09 5.88 


Limited 19.23

2.88 26.42 4.52


74.12 23.71
Company 2.59 

-- 0.50 0.48
0.63
0.14 16.47
Other 


Source: See text.
 

*octails may not add up to total becausc of rounding.
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determination of interviewers to reconcile the respective answers, even
 

going so far as to make estimates of the value of intangibles such as
 

good will. Moreover, cross ciuck questions, such as an estimate of the 

market value of the business, have yielded results vastly different from 

those of net asset valuation or net worth. In fact, the answers to these
 

last two questions were so implausible that they were not even tabulated. 

It may be of some interest, however, to give the dato regarding the 

composition and the totals of main assets and liabilities, bearing in mind 

the caution which should attach to any interpretation of these particular 

results. Assets are given in Tables VII-8 and VII-9 and capital and other 

liabilities, in Tables VII-10 and VIT-l1. 

Even with their severe limitations, these tables indicate one or 

two thinss of ;Tterest. One is the importance of trado credit anong the 

li:,bilities of the business firms represented in the sample. Twenty-one 

per cent of all the liabilities are of this t 'pe, and, not surprisingly, 

this proportion reaches 39 per cent in the case of wholesale firms. Trade 

credit is, of couzse, also represented on the asset side; however, its 

importance is overshadowed there by that of fixed assets. Indeed, the data
 

are given in Table VII-9 and appear rnther startling. It is difficult to
 

believe that 64 per cent of all assets of small retail est-.blishments are in
 

fixed form unless the cost of the often rickety stricture exceeds that of
 

the meager stock. Equally unexpected is the indication that fixed assets 

of small industrial firms are relativcly more important than those of 

medium size industrial establishments. 
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fable VII-8 

Urban Credit Survey
 
Type 

Type of 
Industries 

Total 

Total 28,818 

Big Industry 5,967 

Medium Industry 2,483 

Small Industry 2,831 

Wholesale 6,580 

Big Retail 6,390 

Small Retail 3,251 

Lun:ury Service 1,266 

Source: See text.
 

of Assets 
(Aiillions 

Cash 


2,874 


365 


182 


302 


981 


557 


386 


101 


by Type of Firm 
of Baht) 

Tyne of Assets 
Fixed 
Assets Gthers 

13,083 2,783 

2,331 1,708 

1,267 149 

1,827 254 

674 155 

3,405 219 

2,074 180 

1,005 118 

Trade 
Credit 


3,239 


428 


277 


202 


1,802 


439 


65 


26 


Stock in 
Trade 


6,839 


635 


608 


296 


2,968 


1,770 


546 


16 
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Table VII-9 

Urban Credit Survey 
Type of Assets by Type of Firm* 

(Percentage)
 

Type of Typ3e of Assets 
Industries Trade Stock in 

Totil Cash Credit Trade 

Total 10 9.97 11.24 23.73 


Big Industry 
 100 6.12 7.17 10.64 


Midium Industry 
 100 7.33 11.16 24.49 


Small Industry 100 10.48 7.01 10.27 


Wholesale 100 14.91 27.39 45.11 


Big Retail 
 100 8.72 6.87 27.70 

Small Retail 100 11.81 2.00 16.79 

Luxu'ry Service 100 7.98 2.05 1.26 


Source: See text. 

*Details may not add up to total because of reunding.
 

Fxed 
Assets Others 

45.40 9.66 

47.44 28.62 

51.03 6.00 

63.80 8.82 

10.24 2.36 

53.29 3.43 

63.81 5.54 

79.38 9.32 
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Table VII-lO
 

Urban Credit Survey
 

Capital and Liabilities by Type of Firm.
 

Type of Firms 


Total 


Big Industry 


iledium Industry 


Small Industry 


Vlholesale 


Big Retail 


Small Retail 


Luxury 


(Millions of Baht)
 

Type of Canital and Liabilities
 

Trade Other
 
Credit Liabilities
Total Net Worth Loans 


28,627 17,909 3,487 6,003 1,228
 

5,964 4,205 619 606 534
 

453 200
2,485 1,287 545 


2,861 2,031 421 3,12 67
 

2,555 100
6,583 3,137 791 


6,353 3,642 762 1,854 95
 

3,115 2,741 143 172 59
 

1,260 866 206 21 173
 

Source: See text.
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Table VII-11 

Urban Credit Survey
 
Capital and Liabilities by Type of Firm
 

Type of Firms 

Total 


Big Industry 


Medium Industry 


Saiall Industry 


Wholesale 


Big Retail 


Small Retail 


Luxury 


(Percentage)
 

Tye of Capital and Liabilities 
Trade Other 

Total Net !orth Loans Credit Liabilities
 

100 62.56 12.18 20.97 4.29
 

100 70.51 10.38 10.16 8.95
 

100 51.79 21.93 18.23 8.05
 

190 70.99 14.72 11.95 2.34
 

100 47.65 12.02 38.81 1.52
 

IOU 57.33 11.99 29.18 1.50
 

100 87.99 4.59 5.52 1.89
 

100 68.40 16.27 1.66 13.67
 

Source: See text.
 

*Wetailsmay not add up to total because of rounding,
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Sources of Initial Capital
 

reasons to believe that the initial capitalThere are arima facie 

from the same sources az capitalof a business undertaking does not come 

that is obtained to finance ongoing operations and/or expansion and that it 

seems to be especially true in ais different in extent and nature. This 

country such as Thailand, where the capital market is not well developed, 

where there are no venture co..ipanies, and where the existing financial 

currentinstitutions rely prinarily on tne past record and credit standing 

reasonsof the would-be borrower of investible funds. For these and other 

the questionnaire split the series of questions dealing with sources of 

funds into three categories: questions pertaining to initial capital, those 

relating to operations of existing firms in the past year, and those 

as to future financing plans.26 answersconcerned with 

The questions reloting to initial sources of funds were confined to
 

those firms which were in existence less than five years at the time of the
 

survey. There was little likelihood that meaningful answers to this set 

of questions could be obtained from cld, established firms where back 

26Another reason for splitting the series of questions was to minimize the
 

possibility that tie respondent, by answering "no" to the first question 
as to whether he burrows, does away with the entire questionnaire. As 
the interview proceeds, there is a tendency to open up and to answer 

affirmatively similar questions later on. 
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records may be lost or nonexistent, where the respondent is a person other
 

than the original entrepreneur, or where the firm has substantially
 

changed its identity over time.
 

Table VlI-12 gives the breakdown of these firms by type. Their
 

27
 
,answersare summarized in Tables VII-13 and VII-14.
 

Of the 3.3 billion b-iht of initial capital indicated by the sample,
 

2.9 billion, or 88 per cent, was obtained from the personal resources of an
 

entrepre;ieur's own capital.28 Less than 6 per cent of initial capital
 

was obtained from coinr"-rcial banks, and family and friends provided a
 

scant 3 per cent. Ihile the high proportion of funds from an enitrepreneur's
 

owui capital is hardly surprising, one would expect a hijcher proportion than
 

the indicated less than one per cent to come from non-banking sources.
 

These include not only such non-bank financial institutions as life
 

insurance companies and tho Industrial Financial Corporation of Thailand
 

but also private individuals, both those in the pentmibra of commercial 

27The number of answers is greater than the number of firms in fables
 
VII-2 because rusponderits indicated more than one source of funds.
 

28Even though the questionnaire asked Zor sources 
of an entrepreneur's
 
own capita'l (i.e., savings., inheritance, etc.), the ref:.onses were not
 
of a nature which would warrant machine coding.
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Table VII - 12 
Urban Cr3dit Survey 

Initial Ca,)ital 

1umber of Firms by Ty,'e and Len-th of Tine of uusiness 

Leigth 
Time 

of 
Total 

Li e 
Industry industry 

Small 
Industry 

Type 
.ole-
sale 

of: Firms 
6ig ""etail 
and Service 
Fir:is 

S;:iall letai1 
,nd Service 
Firrs 

Luxury 
Service 
Firmi s 

ToLai 24,267 12 75 1,525 1,150 3,550 17,750 225 

Less tian 1,402 2 - 325 5') 250 750 25 

1 year 

1-5 22,88S 10 75 1,200 1,100 3,300 17,009 200 
years 

Source: See text. 
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Table VII-13
 

Urban Credit Survey
 
Initial Capital by Type of Firm and Source of Funds
 

(Millions of Baht)
 

Source of Funds
 

Type of Entre- Family/ Commer- Share Non-Corn- Other 
Firms Total preneur Frieud cial or mercial Sources
 

Bank Pia Bank
 

Big 
Industry 252.4 141.4 1.7 51.0 - 2.0 56.3
 

Mcdium 
Industry 46.4 37.6 2.5 5.7 0.6 - -

Small
 

Industry 997.6 963.1 13.8 16.3 4.4
 

9.8 105.8 I'holesale 699.1 583.5 

Pig
 
Retail 436.1 384.9 29.4 9.5 12.3
 

Small
 
Retail 679.7 606.7 42.3 - 30.7
 

Luxury
 
--Service 167.0 154.5 12.5 - -

Total 3,278.3 2,871.7 112.0 188.3 48.0 2.0 56.3
 

Source: See text.
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Table VII-14
 

Urban Credit Survey
 

Initial Capital by Type of Firm and Source of Funds*
 

(Percentages)
 

Source of Funds
 

Type of Entre- Faily/ Co rer- Sharo Non-Com- Other 
cial or mercial Sources


Firm Total preneur Friend 

Pia Bank
 

Big 
56.02 0.67 20.21 - 0.79 22.31Industry 100 

ledium 
-5.39 12.28 1.29


Industry 100 81.03 

Small 

Industry 100 96.54 1.38 1.63 0.44 

V-1holesale 100 83.46 1.40 15.13 -

Big 
Retail 100 88.26 6.74 2.18 2.82
 

Small
 
Retail 100 89.26 6.22 - 4.52
 

Luxury
 
---92.51 7.49
Service 100 


Total 100 b7.60 3.42 5.74 1.46 0.06 1.72
 

Source: See text.
 

*Details may not add up to total because of rounding.
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banking and other moneylenders. In fact, no respondents indicated that
 

their initial capital came from private individuals, a most unexpected 

result in a country where moneylending is a thriving profession and where
 

moneylenders are knon to be very active in financing certain business needs.
 

This was perhaps the most disappointing outcome of the survey which was
 

designed, in large part, in the hope of elicitin- quantitative information
 

about moneylenders and their practices. .*ith respect to initial capital
 

at least, it would seem that resort to moneylenders is the exception rather
 
29
 

than the rule. It is also quite certain, however, that many respondents 

are reluctant to admit borrowing, in general, and borrowing from 

moneylenders, in particular. 

Finally, there are good reasons to believe that many of the relatives 

or friends are, in fact, rwoneylenders, or acting as such. Table VII-15
 

indicates that a substantial. proportion of the firms that borrow from
 

family or friends pay an annual rnte of interest in excess of 24 per cent,
 

thie rate which is con-_idcred to be the prime"market" (i.e., unorganized 

market) rate for secured business loans. Over 40 per cent of all firms that
 

29As vill be seen below, a more significant respopse as regards borrowing
 
from moneylenders was given with respect to cperating funds during the 
previous year. For initial capital only one firm indicated borrowing
 
from~ "private individuals" but failed to check either the "moneylender" 
or "connected with bank" slots. Only one firm in the sample borrowed
 
from the Industrial Finance Corpor,.tion of Thailand.
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Table VII - 15 
Urban Credit Survey 

Level of Interest Rate on Initial Funds 
Obtained from Friends and Relatives, by Type of Business 

Type of Business 

Total 

Bi gIndustry 


Medium Industry 


Small Industry 


Wholesale 


Big Retail 


Small Retail 


Luxury Service 


Source: See text.
 

(Percentage Distribution) 

Total Under 24% p. a. 
No. of Amount No. of 
firms Borrowed firms 

100 100 58.39 

100 100 100.00 


100 100 84.00 


100 100 85.00 


100 100 66.67 


100 100 51.72 


100 100 57.14 


100 100 100.00 


Amount 
Borrowed 

84.48 

100.00 


82.14 


84.55 


97.44 


61.40 


93.68 


100.00 


Over 24% p. a. 
No. of Amount 
firms Borrowed 

41.61 15.57 

16.00 17.86
 

15.00 15.45
 

33.33 2.56
 

48.28 38.60
 

42.86 6.32
 

= 
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obtain funds from family or friends pay more than 24 per cent per annum for 

such funds, and they account for 16 per cent of all funds obtained from this 

source. The high number of firms in the overall total is primarily due to 

the high proportion of retail businesses.
3 U 

"Other" sources nrovidcd oitly 2 per cent of total capital 

requirements to all the firms reprcsented by the sample. Th entire amount 

was obtained by largu industrial establ.saments, and it represented 22 per 

cent of their initial capital requirements (sue Table VII-14). These 

sources included funds obtained from the gouaraaujojTr-m -,Dr ad, and from 

the sale of securities to the public, all of w;hich are not readily available 

31
 
to smaller businesses.
 

As seen in Table VII-14, the proportion of initial capital obtained 

from any one particular source vries significantly with the type of firm 

involved. Large industrial firms, for example, rely much more on bank 

credit than do othecr types of businesses. The proportion of funds obtained 

from the rotating credit arrangement (pia hucy) is greatest for small retail 

firms, and that obtained from family and friends is greatest in the case of 

30 ecausc high intcrest rates charged oy moneylenders 'Ire illegal and
 
because their place of operation is not advurtised, contact with the
 
moneylnder is usually on thc basis of kins*-ip or persontl knowledge,
 
direct or indirect, of the I.orrower. Under these circumstances a 

moncylunder, naturally, is either a relative or becomes a friend.
 

311Five large industry firms in the sample borrowed a total of 56 million baht 

fron these "other" sources. Two firms obtained 28 million baht from gov
ernnent enterprises); two firms obtained sorc 21 million from abroad; and 
one got 7.5 .illion from unspecified sources.
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luxury service firms. This last type of business relies for its initial
 

on only two sources: its own capital and family/friends. It is
 
capital 

alleged that much of this type of business is in the hands of one ethnic 

group in the mctropolitan area, the ncmbers of which frequently 
band
 

together for the purpose of starting a new hotel, restaurant, 
or similar
 

It is said that each member contributes not only his ownm
enterprise. 

as well.capital but his sills and labor 

As was to be expected, initial capital requirements vary 
in amount
 

Large industrial establishments lead the 
between different types of firrs. 


capital per firm; whereas, a
list with over 21 million balt of initial 

small retail business needed only 38 thousand balt to get started within the 

last five years. T1at is rather unexpected, however, is the finding, 

indicated in Table VII-16, that the initial capital of small industrial
 

One
 
establishrents is grunter than that of medium scale industrial firms. 


may be tempted to seek explanations in the nature of the sample, in the 

10 workers)small industrial firms (w:ith less tnan
possibility that somulow 

use high cost Capir .quipr;ent, and so on. It is more lii.ely, however, 

comes to the consistency ofthat the survey is not reliable when it 

operating quantities. This was 
responses pertaining to specific business 

truc %'ithre.:pect to data on azsets naid liabilities above and is
founid to Lc 

32
 
true here.


32See pp. VII-29-31. Note, however, that fixe2d capital bore a higher 

of total assets in the case of s all industrial firms than in
proportion 

(sue Table VII-9).the case of medium size industrial firms 
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Table VII - 16 
Urban Credit Survey 

Initial Capital per irm, by Type of Firm 
(baht) 

Type of Firms Initial Capital per Firm 

Big Industry 21,033,333 

Medium Industry 618,666 

Small Industry 654, 098 

Wholesale 607, 913 

Big Retail 122,845 

Small Retail 38,287 

Luxury Service 782, 222 

Source: See text. 
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Even t' ugh the interviewers were instructed to check the consistency
 

of quantitative data, they were also told to accept approximate figures and,
 

3 3
 

if need be, to make their own 
estimates.


Sources of Current Funds
 

The results of the survcy with respect to sources of capital for
 

ongoing operations and expansion appear to be quite plausible. In part, this
 

is true because most respondents are more certain and clear about their
 

financial operations of the past 12 months than they are about those of
 

several years ago. Furthermore, the questions relating to sources of
 

funds during the past year appeared to be less ambiguous than those relating
 

to original capital. iW'ith respect to the latter, vexing problems of
 

interpretation, translation, and conprohension of such terms as "own"funds, 

borrowed capital, and equity participation plagued the survey from its
 

inception, through the construction of te questionnaire, and right up to
 

the coding of field work responses.
 

As seen from Table VII-17, some 45,000 firms provided usable
 34
 

answers regarding their financial operations in the past year. The number
 

33Another source of possible error and inconsistency may he the actual
 

processing of data. Many simple computational errors were discovered
 

and rectified but, most likely, some still remain.
 

34Lxtrapolated from the sample.
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Table iII-17
 

Urban Credit Survey
 
Source of Funds for Ongoing Operations, Number of Firms by Type of Firm
 

Entre-
Source of Funds 

Family/ Commer- Pia Non-Corn- Other 
Type of Firm Total prencur Friend cial Huey mercial Sources 

Bank Bank 
Credit Sources 

Big Industry 61 14 8 30 - 3 6 

Medium Industry 656 65 237 185 135 17 17 

Small Industry 4,100 125 1,800 375 1,775 - 25 

Wholesale 1,550 so 550 550 200 200 -

Big Retail 7,000 200 3,050 1,150 2,450 150 -

Small Retail 31,310 1,500 14,500 - 13,750 1,560 -

Luxury 300 75 150 25 50 - -

Total 44,977 2,029 20,295 2,315 18,360 1,930 48 

Source: See text. 
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of respondents differs from the total number of firms represented by the 

sample because a number of firms did not scek additional funds during the 

past year. 'Fables VII-18 through V!I-20 give a breakdown, by type of firms, 

of the sources of funds obtained by the respondents for purposes of 

financing ongoing operations and/or expansion of their business activities.
 

The total armount borrowed for arnual operations is given in Table
 

VII-18 as 3.9 billion baht, of which 1.5 billion baht was borrowed from 

commercial banks. During 1966, total commercial bank accommodation to Thai
 

business was sli'.htly over 1.3 billion baht. Inasmuch as the survey sample
 

excludes certain segments of Thai business, such as transport, the amount
 

given in the table is not implausible.
 

In addition to the 40 per cent of total requiremenits obtained from 

commercial banks, the sample firms obtiined over 32 per cent from "other" 

sources (i.e., from goverziment funds, from the issue of securities, or 

from abroad), about 18 per c nt fromi friends or relatives, over 4 per cent 

from pia hucy, and less than 6 per cent from their oinm resources (see Table 

VII-19). Thus, there is a drastic difference between the sources of funds 

obtainud to start a busiw.ss and those obtained to carry on with an 

existing enterprise. 'Yheruas, the vast bulk of initial funds comes from 

the entrepreneur's own resources and/or capital, these provide but a 

winor part of thc funds required for ongoing operations. Commercial banks, 

official and foreign sources, and family/friends loom much more importantly 

as sources of onoing funds. 
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Table VII-18
 

Survey of Urban Credit,
 
Sources of Funds for Ongoing Purposes, by Type of Firm
 

(Millions of Baht) 

Source of Funds 
Type of Firms Entre- Family/ Comume:- Pia Non-Bank 

Total preneur Friend cial Ilue), Source Other 
Bank Sources 

Total 3,895 228 684 1,543 162 27 1,251 

Big Industry 1,472 19 13 303 - 3 1,134 

eledium Industry 605 10 37 379 60 2 117 

Sinall Industry 134 8 58 46 22 - 0.25 

Iiholesale 699 31 30 625 4 9 

ig .,otail 760 153 420 172 15 0.11 -

Small Retail 194 4 116 - 61 13 

Luxury Service 31 3 10 18 0.45 -

Source: See text.
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Table VII - 19 
Survey of Urban Credit 

Sources of Funds for Otroing Pur,-oscs, By Tyne of Firn 
(Percentngc)
 

Source of Funds 

Type of Firm Total E tre- Fanily/ Colnjncr- Pi:i 	 Non- 3thcr 
commer- SourcesOrcn'2ur FriC!d cial bank Iluey 
cial bank
 

5.8!) 17.56 39.61 4.16 0.6") 32.1.2Total 100 


Big Industry 100 1.29 0.88 20.58 - 0.20 77.04 

Medium 100 1.65 6.12 62.64 9.92 0.33 19.34 

Indus try 

Small 100 5.96 45.20 34.26 16.39 	 0.19
 

Industry 

1.43 4.29 89.41 0.57 1.2911hoicsaler 100 

BiT IRctail 100 20.15 55.26 22.63 1.97 0.01 

100 2.06 59.79 - 31.44 6.70nall \'otail 


100 9.54 31.10 57.23 1.43 -Luxury 
Scrvice
 

Detnils may not add up to total becnuse of roundin".
Note: 


VII-52
 



As was true with respect to initial capital, the proportion of total
 

needs obtained from different sources varies considerably among different
 

types of firms. The high proportion of funds in the overall total obtained 

from "other" sources, therefore, is due to the practices of big industry 

firms which obtain considereble amounts from this source. Of special 

interest is the fact that sm~all retail firms apparently get no operating 

funds from commercial banks and rely heavily on family and friends for 

their funds. Luxury firms, which relied mainly on the funds of the 

entrepreneurial and kinshi.D groups for their initial capital, here resort 

heavily to ban!,, acco-modation, even though they still remain the type of 

firm which uses outside sources for funds less than any other (see Table 

VII-19).
 

Some of the findings of the taLles are not unexpected. Once a 

business is operating and has acquired some e~irning assets, it is easier for
 

it to obtain bank credit, for uxailrle, and lesser reliance nceds to be put
 

on "insiders," relatives, friends, or thle entrcpreneur's own resources. 

Of the total amount obtained by the sarple firms to finance their 

annual requirements, the greatest proportion of the total was required by 

large industrial firms (see Table VII-20). Luxury service firms accounted 

for less than 1 per cent of the nearly four billion baht. Of the total 

amount borrowed from commercial banks, the greatest share went to 

wholesalers. Over 90 per cent of a11 funds obtained from "other sources" 

went to large industrial firms. Even though family and friends are the 
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"ra3bi VII - 20 
Survey of Urban Credit 

Sources of Funds for Ongoin!g 
By Type of Firm 
(Percentage) 

Purnoses, 

Ty ) 
Firm 

of 
Total Entre-

Trcneur 

Fiaily/ 
Friend 

Compier-
cial Bank 

in 
liucy 

Non-
commercial 

Other 
Sources 

Bi, 
Industry 

37.79 8.33 1.90 19.64 - 11.07 90.63 

ledium 
Industry 

15.53 4.39 5.41 24.56 36.93 7.38 9.35 

S;nall 
Industry 

3.44 3.51 E.48 2.98 13.54 - 0.01 

Mhole-
salcr 

17.95 13.60 4.39 40.51 2.46 33.20 -

bi7 
Retail 

19.51 67.11 b.40 11.15 9.23 0.41 

&imall 
',et i 1 

4.98 1.73 16.96 - 37.55 47.95 

Luxury 
Service 

0.800 1.32 1.46 1.17 

Totnl 100 100 100 100 100 100 100 

Note: Details may not add up to total because of roundin,. 

Source: See text. 
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principal contributors to the operating requirements of small retail firms,
 

it is the big retail establishments which account for the bulk of funds
 

from this source.
 

The rotating credit society, or pia huey, is of special interest in
 

any analysis of unorganized money markets and how these markets are used
 

as sources of funds to finance Thai business enterprise. Basically, the
 

rotating credit society is a device whereby persons obtain funds on an
 

Credit society
intermittent basis from other persons similarly situated. 


members make periodic contributions to a revolving fund, and at regular
 

intervals disbursements are madc from this fund: to one of the participating
 

group. Said to be of Chinese origin, the rotating credit society is found
 

throughout most of the preindustrial societies in Asia as well as in Africa.
 

Even though the methods differ, as do the names by which these methods
 

are known, the basic principles are remarkably similar throughout most
 

35

of the World.


In Thailand, however, the rotating credit societies appear to have
 

two distinguishing characteristics not usually found elsewhere. In the
 

35For a comprehensive account of the various practices, see Clifford Geertz,
 

"Thu Rotating Credit Society: A Middle Rung in Development," Economic
 
For a detailed account of
Development and Culturel Change (April, 1962). 


Vietnamese "ho," see Nguyen Van Vinh, "Savings and Mutual Lending
 

Societies," Yale University, Southeast Asia Studies, 1949 (Ann Arbor,
 
University -icrofilms). For an account of the "Kye," see Lee Duc Soo,
 

"Study of Unorganized NLoney Market," (Seoul, Korea: n. d.), mimeographed.
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to be an
first place, the Thai pia huey (literally, "share") seems 

different from the Vietnamese "ho"
exclusively urban phenomenon. It is 

which are both rural and urban, and it is certainlyand the Korean "Kye," 

almost entirely rural. In the
unlike the Indonesian "arisan," which is 

second place, while most of the rotating credit societies 
discussed in the
 

sparse literature on the subject seem to be designed to 
provide ad hoc funds
 

does provide a significant amount of 
for consumptionl needs, the pia huey 

1%hether this second distinguishingfunds for ongoing business operations. 

is related to the first is difficult to say. In
feature of the pia huey 

any event, even though the pia hucy accounted for less 
than 5 per cent of 

needed by the firms represented in the sample, nearly 
30
 

all ongoing funds 

this source. 
per cent of all the firms did obtain some money from 

The information 30 available from the survey on pia hucy is
 

It indicatus that the vast majority of these
 summarized in Table VII-21. 


The number of members in the
rotating credit societies neet monthly. 


has 12

society determines the number of ieetin-s; i.e., if the society 


it will meet monthly for 12 moniths. At each meeting a sum of

members, 

pool by all members except one; the non-paying member,money is paid into a 


of the pool. The identity of
 
or beneficiary, receives the entire proceeds 

by one of several methods. In Thailand, the
the beneficiary is deteniiincd 

At each meeting all those
method most commonly emplcyed is that of tender. 

36An analysis of interest rates payable by members of pia hucy indicates
 

that the model rates range from 3-5 per cent per month.
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Table VII - 21 
Urban Credit Survey 

Characteristics of Rotating Credit, by Type of Firm and Number of Firms* 

Type of Firm 
Frequency All Firms 

Number Percent 

Big Industry 

Number Percent 

Medium 
Industry

Number 'Percent 

Small 
Industry

Number Percent 

Wholesale Big Retail Small Retail 
& Service & Service

Number Percent Number Percent Number Percent 

Luxury 

Number 

S 

p 
Weekly 35 100 - - 10 28.57 - - - - - - 25 
Monthly 18295 100 - - 120 0.66 1775 9.70 200 1.09 2,400 13.12 13,750 75.16 50 

Other 75 100 - - - 25 33.33 - - 50 66.67 - - -

Total 18405 100 - - 130 0.71 1800 9.78 200 1.09 2,450 13.31 13,750 74.71 75 

System 
By Tender 15808 100 - - 108 0.68 1750 11.07 200 1.27 2,450 15.50 11,250 71.17 50 
By Drawing 2540 100 - - 15 0.59 25 0.98 - - - - 2500 98.43 -

By Rotation 27 100 - - 2 7.41 25 92.59 - - -

Cther 2 100 - - 2 100.00 - - - - - -

Total 18377 100 - - 127 0.69 1800 9.79 200 1.09 2,450 13.33 13,750 74.82 50 

Source: See text. 

'-Details may not add up to total because of rounding. 
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members who have not yet received the monthly pool will tender 
bids, and
 

the successful bidder will receive all contributions paid at that meeting.
 

The bids are made in terms of discount from the agreed value of contributions%
 

For example, if the monthly value of each member's contribution 
is set at
 

1,000 baht, the successful bidder may be the one who will accept only 
960
 

baht from;i each of the other members. aving received the contributions of
 

all other members, the successful bidder is then obligated to pay 
in, at
 

every one of the remaining meetings, the sum of 1,000 baht less such
 

discount as is deterained by the successful bidders at each subsequent
 

Discounts from the agreed upon amount of the periodic contributions
meeting. 


depend on the type of rotation used. In addition to the periodic tender,
 

lottery drawing or may be set in advancethe rotation may be determined by 

for the duration of tR~e pia hucy. 

As seen in Table V1-21, the relative importance of pin huey varies 

among different types of firms. No big industrial firms seekenormously 

operating funds from this source, but three-fourths of small retail 

of small industrial firms. 3 7 

do, and nearly 10 per cent
establishments 

3 7"1he number of firms under the "frequency" and "system" rows in Tabl 

VII-21 is not exactly equal. This slight discrepancy, due to careless 

checking of the relevant slots in the questionnaire, is nuch loss serious 

than another typ~e of discrepancy (not confined to responses relating to 

pia huvy) which was Cound in almost every case where the total derived 

from the responses to one question differs significantly from the 
somewhere else in the questionnaire.responses to an idemtical question 

For example, the responses under question A7 in the questionnaire 
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Even less quantitatively important than pia huoy as a source of
 

funds to Tai business firms nrc non-bank commtJercial sources. These, 

it will be recalled, include specialized financial institutions as well as
 

individuals (see Appen'ix, Questionnaire, items 11 and 23). As was 

of fnds for initial capital, there arementioned whcn discussing sources 

the Funds obtained from privatereasons to believe that amount of 

ruch of the money allegedly obtainedindividuals is understated and tht 

from relatives and friends is, in fact, obtained from moneylenders 
and
 

those persons who operate in the penumbra of the banking system. As seen 

firms obtained funds from friends
in Table VII-22, over 40 per cent of all 


and relatives at an interest rate of 24 per cent and above.
 

represented in the
Only slightly over 1,000 of the 65,000 firms 

sample conceded that they h:-d obtained funds for ongoing purposes from 

or others. Rather surprisingly, no small manufacturers or
moneylenders 

luxury service finns were in that category. Of these 1,000 firms, only 50, 

loans from persolns on the
all wholesalers, admitted that they receivcd 

banLs.38of cnrimrcialmargin 

37 (continued) 
from pia hucy for ongoing

(see Appendix) give thc total oF funds obtained 
the same total, derived from 

purposes at some 176 million bahit, but 
gives a much larger figure. The same appliesresponses to question 22, 

to other iterms-. 'flis is particularly disappointing inasmuch as one of 
to give the interviewer an

for such spacing of questions wasthe reason!; 
and the respondent a chaice to refresh

opportunity to cuck the responsces 
no special bias, the prcentage dis

his memory. AssLming., however, 
as it exists.
tribution should reflect the situation 


3 8 1n fact, only one actual respondent in the smnple ,as in that category. 
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Table VII-22
 

Urban Credit Survey 
Level of Interest Rate on Initial Funds 

Obtained from Friends and Relatives, By Type of Business* 
(Percentage Distribution) 

Total Under 24 % Over 24 % 

Type of Business Number 
of Firms 

Amfount 
Borrowed 

:umber 
of Firms 

Amount 
Borrowed 

Number 
of Firms 

Amount 
Borrowed 

Total 100 100 58.40 84.43 41.61 15.57 

Big Industry 0.01 1.65 0.01 1.65 - -

Medium Industry 0.34 3.29 0.28 2.70 0.05 0.59 

Small Industry b.7b 12.62 5.74 10.68 1.01 1.95 

Wiolesale 2.03 9.17 1.35 8.94 0.68 0.24 

Big Retail 1i.59 27.61 ]0.13 16.96 9.46 10.66 

Sma11 Retail 70.94 33.89 40.54 31.75 30.40 2.14 

Luxury Scrvice 0.31 11.7b 0.34 11.76 - -

Source: See text.
 

*Wetailsmay not add up to total because of rounding.
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These results were so unexpected and so much at variance with
 

the observed practices of Thai business that an effort was made to determine
 

the reasons for the poor showing of moncylerding in the survey returns. 

This effort took the following form: first, practicing or, allegedly,
 

recently retired moneylenders were approached and, second, those
 

businessmen who had experiences with private individuals as sources of
 

to upset the randomnessfunds were deliberately sought out. In order not 

of the sample, the latter aspect of this effort was conducted during field 

trips to Chiengmai and Ilaadyai, where the smallness of the business 

community and tle availability of reliable and informed contacts made it 

the desired kind of respondents.possible to pinpoint 

The energing picture fails to provide a quantitative estimate of the
 

It
real importance of private individuals as suppliers of business funds. 

insight into the reasons why the surveydoes, however, provide some 


returns failed to indicate the true dimensions of moneylending in financing 

39
 
Thai business.
 

39goneylending, whether by professional, full-time moneylenders, such as 

to be found on akorn Norg and Na.orn Nai in Songkhla, or bythose 
part-time moneylenders, who may also be sutstantial textile merchants, 

is to a considerable extent oriented toward satisfying consumption 

needs. Yet, by all accounts it plays a more significant part in 
by the results of the Urban Creditfinancing Thai business than indicated 

Survey. Consumption loans by moneylenders are outside the scope of this 

paper.
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In the first place, as asserted previously, many friends and
 

relatives are cctually moneylenders or persons connected with 
commercial
 

The Thai business community is densely intertwined with kinship
banks. 


retain active and varied interests in many
ties, and many of the bankers 

There is also little doubt that most 7hai businessmen are businesses. 


reluctant to admit tLit they borrow from anyone, especially 
from
 

the very fact that they prefer to refer to such
moneylenders. Indeed, 

lenders as relatives or friends underlines this reluctance. The reasons for 

this go beyond the fear of criminal or administrative responsibility and 

have to do with "face." It is still true that having to borrow is, for 

It is also
 
many businessmen, an admission of weakness or dependence. 


from the immediateinterpreted by many as an indicatioi, that support 

family is lacking or that a decline in former wealth and status has 
taken 

cases actually force a 
place. This considuration of "face" may in many 

businessman of good crcdit standing, one who is potentially 
a welcome 

He does this because he does not bank customer, to go to a moneylerder. 


want the world to know that he has to borrow. The bank may require
 

a registration of mortgage, a visit or two tu the banl's premises, 
or an
 

inspection of hi: warehouse, all steps not calculated to keep his need for
 

funds a secret.
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Besides reasons of relative intimacy or secrecy of transactions,
 

there arc, of course, other reasons why a Thai businessman might 

resort to private individuals for financing. Indeed, the mere listing of
 

these other reasons suggests their likely frequency and thus casts further 

doubt on the validity of the sample survey in this respect. 

A businessman will go to a moneylender when he is unwilling to 

pledge his land. Sometimes his need for funds may be only a fraction of 

the value of his land. Land titles cannot be subdivided in Thailand, and it 

is understandable that a person may be unwilling to pledge a million baht to 

secure the use of 50,000. A businessman rmay also be compelled to resort 

to moneylenders when and if the branch of the bank where he does 

business has gone over the limit of individual loans allowed it or when the 

bank feels that it has advanced him enough for the time being. Another 

businessman may already have pledged his available collateral, other
 

than operating assets, to secure additional accommodation. Finally,and
 

perhaps most importantly, there are many businessmen perfectly able to
 

obtain funds from the bank who, nevrtheless, go to moneylenders whenever 

time is of the essence. In the course of their normal business operations, 

especially when these are predominantly trading operations, most
 

businessmen will occ-,sionally come across an opportunity which requires
 

quick and substantial cash for its fruition. It is a rare bank which
 

can maku a substantial loan, even to its best customer, in a matter of 
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!-iost large moneylenders can and do.
40
 

minutes. 


Many of the above considerations which apply to 
independent
 

well to those individuals who operate in the
 moneylenders apply equally as 


to 
penumbra of tho commercial banking system in Thailand. With respect 

are other constraints which militate against their being
the latter, there 

survey results. There is, first of all,
fully reflected in the urban credit 

nued which is greater than the 
the ned to protect such sources of funds, a 

types of lenders act outside the 
one to protect the moneylenders. Both 


the bank. In the
 
law, but the bank-conziected individuals also act agai.nst 

dealings with bank officials are 
second place, financial "extra curricular" 

A bank borroi:er may be 
never simple, straightforward loan transactions. 


the loan from the bank on regular

told, for instance, that he ill obtain 

that he may have a commission to the compradore or 
terms but that he must pay 


from the face vnlue of the
slight discountto accept "temporarily" a cash 

lie may also be told that he is expected to contribute 
a sum of money


loan. 


if he were to rememberftd or that it would be a!preciatedto a "welfare" 

the official in question at Christmas 
or on his birthday, and so on.41
 

40This last point acquires special validity in the provinces, where most
 
the

require prior perrsission from Pangkok headquarters. To
large loans 
extent, therefore, that the need for quick cash accounts for a large 

proportion of business borrowing from moneylenders, 
one would expect them
 

a survey of metropolitan businesses.
 to be under-represented in 


41Another reason why businessmen may, on occasion, shy away from the banks 

is that a good opportunity, requiring ready and substantial 
cash, may
 

to be hidden from bank officials, compradores, and others who are 
need 

in opportunities.themselves interested such 
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In addition to privatc individuals, non-banking sources of funds 

include those obtained from specialized financial institutions. Only very 

few firms in the sample resorted to this type of credit. Several larger 

firms obtained funds from the Industrial Finance Corporation of Thailand 

and one or two fromr the Small Industry Loan Funds. No firm in the sample 

indicated that it obtained funds from life insurance companies.42 

As seen in Table VII-23, only 12 firms represented by the sample 

obtained funds for ongoing operations from the government or from abroad. 4 3 

What is amazing is that apparently no firm obtained funds from 

the sale of securities, such as debentures, to the public. 4 4 Inasmuch as 

the survey purports to include most large firms in the metropolitan area, 

some of which are knoim to have issued securities in the period covered by 

the survey, the results summarized in Table VII-23 are clearly at variance 

dith facts. Apart from the possibility that the exact date of issue cannot 

be remembred, reason omission of this sourcethe main for the of funds 

42 Fhe role of specialized financial institutions in financing Thai busiaess 
is dealt with in Chapter VIII. 

4 3 Those relying on government funds were, in fact, state enterprises.

The two "other" responses iere meaningless (i.e., "partnership" and
 
"frequently in contact").
 

44In the initial draft of tsie questionnaire the question was a broader one 
and referred to issue of securities to the public other than debentures. 
Apparently the final Thai version does retain this broader implication, 
oven though the linglish translation reads "debentures." 
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Table VII-23
 

Urban Credit Survey 
"Other" Sources of Funds for Ongoing Operations, by Type o5 Firm* 

Type of Firm 

Source 
Funds 

of Total 
No. 1,iillion 
of of 
Fir::.s Baht 

Big 
No. 
of 
Firms 

Industry 
1,1Million 

of 
Baht 

Pedium 
1-o. 
of 
Firms 

Industry 
lillion 
of 

Baht 

Small 
No. 
of 
Firms 

Industry 
Million 
of 

Baht 

Government 
Enterprises 5 6 65 2 0.55 

Issue of 

Debenture.; - - - 

4 5 -Abroad 7 174 3 169 

No Code 27 4 - - 2 1 25 -

Other 2 2 -2 1.34 - 0.25 

Total 41 246 6 234 10 11 25 0.25
 

Source: See text.
 

*Details may not add up to total because of rounding.
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from Table VTI-23 is to be :ought in the line "no code."
45 This indicates
 

that 27 firms represented in the sample stated that they borrow from the
 

sources listed but failed to indicate the particular source. IWhatever the 

reason, it is very likely that the bulk of the actual security issues is to 

be found among these "no code" respondents. 

One source of funds not reflected in the tables presented is that of 

trade credit. Only peripheral attention can be given to this type of credit
 

here, but its importance is illustratcd by the data in Table VII-24. The 

annual amount borrowed by sample firms in the form of stock, machinery, and 

amount of cash. As was to be expected,equipment is about three times the 

source for their operations.4bwho rely most on thisit is the wholesalers 

Terms of Loans
 

The analysis of survey results indicates that, with the possible 

exception of the funds obtained from relatives and friends and the possible 

security issuers hidden behind the "no code" designationexception of some 

45The field interviewers a .d-ed in hovember and D.cember of 1966 for 	sources 
caseof finance during the I-receding 12 months. There is at least one 

where one of the sample firms issued debentures in the relevant period 

but within three weehs of its limits. it is then possible that the 

restondent, well informed as he m), havw been, was uncertain about the 

exact date. 

46Additional information on trade credit will be given in the next section.
 

VII-67
 

http:operations.4b


Type of 

Firms 


All Firms 


Big Industry 


Medium 

Industry 


Small
 
Industry 


Wholesale 

Big RetailRetailSil 

Small Retail 

Luxury 
Service 

____ 

Table VII-24
 

Urban Credit Survey
 
of Firms*Trade Credit by Type and Number 

1965 


: Amount of 

Number of Firms1 Trade Credit 
Percen- Amount Percen-

Number tage in Mil-Itage 
Distribu. lion Distri-

2I-ht bution_tion 

1966
 

I Aiount of 
Number of Firmi Trade Credit 

Percen- Amount ercen-
Number tage in Mil- tage 

Distri- lion Distri
bution Baht bution 

131,4161
I 

100 9,252 1001 32,852I 
100 9,564 100 

66 0.21 468 5.06 65 0.20 510 5.33 

I 
5751 1.83 1,116 12.06 562 1.71 1,090 11.40 

3,050i 9.71 252 2.72 3,125 9.52 254 2.66 

1,9501 6.21. 5,255 5,.801 1,750 5.33 5,785 60.49 

4,9004,629220.1 13.60 1,822 19.69 5,200 15.83 1,664 17.40 

20,5001 65.25 2,17 2.671 21,750 66.21 202 2.11 

j I 
3751 
I 

1.19 9i I 
I 

0.98i 
I 

4001 1.22 59 0.62 

Source: See text.
 

*iOctails may not add up to total because of rounding.
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in Table VII-23, outside financing o.' Thai business is done on contractual
 

basis. Funds obtained are loans, or at least are shown as such; they 

require certain stated obligations on the part of the borrowers; and they 

are advanced by the lendcrs subject to certain conditions. 

Even though the greatest proportion of initial capital comes from 

"inside," i.e., from an entrepreneur's own funds, outside sources of funds 

to start a business are, with the possible exceptions inentioned in the 

preceding paragraph, contractual obligations no different in kind from those
 

obtained to finance ongoing operations. In this section the terms at which 

these contractual obligations (loans and liabilities on trade credit 

account) are made will be discussed in the light of the findings of the urban 

credit survey.
 

The most important of these turms are interest rates. Table VII-25
 

gives the modal rates on initial capital by sources of funds and type of
 

firm. The modal rates were determined by two criteria: the number of firms 

and the amount borrowed. For example, the modal interest rates for medium 

industrial firms on funds obtained from comn:rcial banks are 14 per cent per 

annum, when the greatest number of firms in that category is considered. 

The modal interest rates are 6 per cent when the greatest amount borrowed 

from this source is taken into account. Table VII-25 suggests that there
 

are significant variations with respect to the source of funds and the type 

of borrower. Moreovor, the modal rate changes si~,nificantly according to
 

whether the criterion of modality used is the number of firms or the amount 
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Table VII-25
 

Urban Credit Survey 
:odal Annual Interest Rates on Initial Capital, by Source of Funds
 

and Type of Firm
 

Source of Funds*
 

Family or Commiercial - Non-Banking Other 

Type of Friends 

Fro-T kount 

Banks 

No. of Amount 

Sources 

J~o. of Amount 

Sources 

No. of Amount 

firms firms firms firms 

Big Industry 24 24 6 6 9 9 6 6 

Medium 
Industry 0 241 14 6 - - - -

Small 

Industry 0 24 15 15 

Wholesale 18 18 12 12 

Big Retail 30 + 30 12 15 

Small Re
tail 30 + 12 - -

Luxury
 
Service 
 24 24 -.. ..
 

6 6
12 12 9 9
All Firms 30 + 24 


*Note: The modal rates payable to each source of funds indicated are 

for: (1) the rate paid by the greatest numbercompiled separately 
of firms in each category (No. of Firms); and, (2) the rate at 

which the greatest amount was borrowed in each category of firm 
For(Amount). Plus signs attached to a number mean "over". 

example, 30 + muans over 30 per cent. 

Source: See text.
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borrowed. Small industrial establishments, for example, can in most cases
 

obtain funds from relatives and friends at no explicit interest charge.
 

However, whenever the amounts required are large, they must pay 24 per 

cent per annum. On the other hand, small retail firms apparently do better 

with friends and relatives in teris of the amounts borrowed than they do 

with respect to number of units. For all firms, relatives and friends are
 

the most costly source of initial outside capital by either criterion. 

Non-banking and other sourccs, available only to large firms, are the 

cheapest source. 

The modal rates of interest payable to commercial banks are within
 

the fonal limits prescribed by the Bank in Thailand. For the period
 

covered by the table, these ranged from 7 per cent for an importer's
 

47 

accommodation to 15 pur cent for loans to local entrepreneurs. These
 

modal rates mask, however, the actual dispersion which is shown in Table 

VII-26 and which is of interest in the light of these legal maxima. 

Table VII-26 shows that 39 per cent of small industrial firms and 8 per
 

cent of medium-size industrial firms were required to pay mere than the
 

maximum legal rates to banks for their initial capital.
 

Of even greater significancu is the information given in Table VII

27 which, while constructed on the same principles as TatLIe VII-25, per

tains to funds for cnoei:g operations. The greater significance derives
 

from two circumstances. First, as mentioned above, survey results relating
 

4 7For each category of loan these rates are maximum rates, i.e., 
a
 

customer can nct an import loan at less than 7 per cent but cannot pay
 

more than that, legally. 
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Table VII-26
 

Urban Credit Survey
 
Interest Rates Paid On Initial Capital
 

Obtained From Commercial ianks By Type of Firm * 

Over 15%
7-15% 

Type Total Under 7'-


of Amount % 'Amont Amount % Amount . 
Firms 

B3ig '.. .,
 

Industryl 51,000,000100 42,000,000 82.35 9,000,000 17.65 

edium 2 
Industry I 5,188,000 100 2,50O0,O0 48.19 2,637,300 51.80 500,000 0.01 

Small I I 
I010,000,00 61.54 6,250,000 38.46
Industry 16,2EO,000 100 - -

I 
lhole-


-- - 105,800,0''0 100.00sale 105,800,000 1100 


Big I 
Retail 27,5(10,000 100 - - [ 27,500,000 100.00 -

Small 

I 
I 

,
I-

I -' Retai- -

Luxury -

Service 
" -" " 

I___. __ I ... 

All
 
, ,
Firms 205 738,000 10" 44,500,000; 154,937,500 675FT0, 00 3.04 

Source: See text.
 

*Dctails may not add up to total because of rounding.
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to funds for ongoing operations anpear to he more reliable than those for
 

starting capital and, second, the former funds rely more on outside
 

capital than do the latter.
 

In Table VII-27, non-bank and "other" are jio longer the cheapest
 

sources of funds, nor are thiey confined to large industrial firms. W'ith 

rcst:ect to non-ban;, sources, some firms obtained funds from private 

individuals, notoriously expensive providers of funds. ith respect to 

"other" sources, a number of small industrial firms were forced to borrow, 

abroad most likely, and at higsi in eest rates. 

Table VII-28 shows that the dispersion of costs of bank loans exists 

also with respect to capital for ongoing purposes. 1hile only 2 per cent 

of the total amount borrowed from commercial banks bore an interest cost 

above the legal maximum rate, it affected a broader array of firms than 

i.:as the case with initial capital. 

The interest rates paid to private individuals ranged from 15 per 

cent per annum to over 30 per cent. iost of the firms that obtained 

funds from this source were required to pay in excess of 30 per cent, with 

no appreciable differentiation among types of firms except that medium-size 

industrial concerns paid considerably less thani the small ar1d large retail 

48 concerns.
 

48Over 3D 'er cent was the highest category in the questionnaire. 

Presumably, additional classes woulu have indicated a greater differen

tiation among types of firms.
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Table VII - 27 
Urban Credit Survey 

Modal Annual Interest Rates on Funds for On,oin-
Purposes
 

By Source of Funds and Tyne of Firm 

Source of Funds* 

Ty-e of 
Fir.s 

Family and 
Friends 

Commercial 
Banks 

Non- Eank 
Sources 

Other 
Sources 

.jo. of ?jjount No. of Amount No. of A~mount :.o. of Amount 

Firms Firms Firms Firms 

Bi, 0 0 	 10 9 9 8 8 
Jndustry 

15 30 30 8 8;edinn 24 24 15 
Industry 

Small 24 24 24 12 - - 24 24
 

1ndus try 

Mhole- 0 -6 1.5 10 -6 -6 
sale 

30+ l"irg 30+ 0 15 12 30+ 
!Retail 

- - 2,4 24Snl1 30+ 24 
Retail 

-Luxury 12 12 	 - -

Service
 

All Firms 30+ 0 15 10 1s 1s 24 8 

*Note: 	 Tie nodal rates nayable to eachi source of funds indicated are 

comniled se-arately for: (1) the rate naid by the 'reitest numbcr 
and, (2) the rate at whichof firns in each category (No. of firms); 

the greatest amount was borrowed in each catefory of firm (arount). 

The ,)lus and minus signs attached to certain numbers mean under 

(when minus), and over (when plus). Thus - 6 Means under 6 ,)ercent, 

for example. 

Source: See text.
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Table VII-28
 

Urban Credit Survey
 
Interest Rates Paid on Additional Funds
 

Obtained from Commercial Banks, by Type of Firm
 

Type of Total Under 7% 7 - 15% Over 15% 
Firms 

Amount % Amount % Amount % Amount % 

Big 302,724,315 100 302,724,315 100.00
 
Industry
 

Medium 374,003,874 100 9,617,300 2.57 359,724,074 96.18 4,662,500 1.25
 
Industry
 

Small 46,050,000 100 - - 37,000,000 80.35 9,050,000 19.65
 

Industry
 

Wholesale 625,232,300 100 615,232,300 98.40 10,000,000 1.60
 

Big 164,755,000 100 159,7550,090 96.97 5,000,000 3.03
 
Retail
 

Small - - - - -
Retail 

Luxury 
Service - - - - - -

A11 
Firms 1,512,765,489 100 9,617,300 0.64 1,474,435,689 97.47 28,712,500 1.90 

Source: Seu text.
 

*Details may not add up to total b.cause of rounding. 
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Tables VII-29 and VII-30 summarize the available information
 

These tables should be
 regarding teras of loans other than interest. 


Because of the technical nature of the terms
 viewed with caution, however. 


to what extent the answers given reflect real
 employed, it is hard to kbiow 


the part of the respondents. These typical loan
understanding on 


Lonfined to three asp,-cts of the terms, other than interest,
conditions were 


granted.loans were 
on which these 

These three aspects consist of an extra fee, collateral, 
and the 

fc, refers to paymnts that, allegedly,loan. extraduration of the Ti-le 

must be made to certain intermediaries in order to gain 
access to the
 

The other aspects were
 
actual lender, as well as secure a loan from him. 


intended to have the same mcaning they have in western usage. 

will be noted tiat the terms of credit discussed above do not
It 

The information
 
include thnse pertaining to Dia huey and to trade credit. 


on pia huey was given above. The available information on terms of trade
 

50
 

credit is contained in 
Table VII-31.


49,,Tpical," in this context meant one covering thiu greatest number of
 

firms represented in the sanple.
 

soAs mentioned previously, information garnered from the survey regarding
 

appear either meaningful or reliable.
future financing plans does not 
Some 17,000 firms represented in the sample indicated 

that they plan to
 

obtain slightly over 2,000 million baht during the next 
12-month period
 

from their own resources.comebut stated that these funds will 
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Table VII - 29
 
Urban Credit Survey
 

Initial Capital, Typical Loan Conditions, by Source and Type of Firm 

Type of Family and Friends Commercial Banks Non - Banks Sources Cther Sources 

Firm extra fee collateral duration extra fee collateral duration extra fee collateral duration extra fee collateral duration 
Sale with over over 

All firms 6% "other" no limit 0 right of no limit 0 title deed one 0 "other" one 

red cmption year year 

Big Industry - - under 3 0 title deed over one 0 - over one 0 "other" over one 
months year year yeyear0 sale with 3 - 6 - title deed -Medium 0 "other" no limit 

Industry right of months 

redemption
 
Small 0 "other" under 3 0 mortgage 3 - 6 - -


Industry months months
 
sale with
 

Wholesale 0 right of 7-12 0 mortgage 3 - 6 

redemption months sale with months
 
Big Retail - "other" no limit 0 right of under 3 

redemption months
 
Small Retail 6% "other" under 3 - - no limit 
 -

months
 
Luxury Service -- -


Notes: 1. Whenever data were available with respect to modality both for numbers of firms and the amounts involved the modal number of
 
firms was chosen as being "typical". 

2. "Other" refers to other than pledge, mortgage, sale with right of redemption guarantee, title deed or securities. 

Source: See text. 
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Table VII - 30 

Urban Credit Survey 
Funds for Ongoing Purposes, Typical Loan Conditions by Source and Type of Firm 

Type of 
Firm 

Family and Friends 
extra fee collateral duration 

Commercial Banks 
extra fee collateral duration 

Non-Bank Sources 
extra fee collateral duration 

Other Sources 
e~dL'a fee collateral duration 

All Firms 0 other" no limit under 5% guarantee 3-6months
7-12 

0 "other"
title 

under 3months 
over I 

0 "other" nolimit over one 

Big Industry 0 guarantee no limit 0 guarantee months 
3-6 

0 deed year 
no 

0 guarantee year 
over one 

Medium Industry 0 "other" no limit 0 guarantee months 
3-6 

under 5% "other" limit 
no 

0 "other" year 
no 

Small Industry 0 "other" no limit under 50/c guarantee months 
3-6 

under 5% "other" limit 
no 

0 "other" limit 
7-12 

"Wholesale 0 "other" no limit under 5% guarantee months 
3-6 

0 "other" limit 
under 3 

- months 

Big Retail I"other" no limit under 55%guarantee months 0 pledge months 
under 3 

Small Retail 0 "other" no limit .- "other" months - -

Luxury Service 0 "other" no limit ......---

Source: See text. 
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Table VII-31
 

Urban Credit Survey
Typical Characteristics of Trade Credit, by Type of Firm 

Type of Firms 
big Re- Small LuxuryAll Big ',Iediua Small l.hole- tail r Retail Service
Firms Industry Industry Industry sale Service & Service Firms
 
Firms Firms 

Period of under 
under under 
 under 
 under under under under
Repayment 3 3 3 3 3 3 3 3months months months months months inenths months months 

Discount
 
for Payment

before 
 1-5% 1-5% 1-5% 1-5% 1-5%
Due Date 

Source of
Purchase Whole- Pro-
 13hole- 1W'hole- Expor- Mi.ole- Whole- Vlolesalers ducers salers salers 
 ter salers salers 
 salers
 
Collateral Others Bills Bills Others Others Others Others Others 

Penalties .
for ,,o none none none none none none nonePayment on none
 
Due Date
 

Note: Other than bills or guarantees. 

Source: Sec text.
 

VII-79
 



Urban Credit Survey and the Unorganized Financial Harkets 

The sample survey lends some credence to the contention that
 

financial markets in Thailand are layered, both with respect to the
 

predominant 
 type of supplier of credit and with respect to the gradation of 

inter.st rates and other terms of loans. It provides some evidence that 

there is, in fact, a punumbra of the commercial banking system where a 

significant proportion of borrowers must pay interest rates higher than the 

maximum rates set by the autl,orities. It also suggests that some 40 per
 

cent of business firms probably resort to moneylenders, however disguised
 

these may be as friends or relatives.
 

The survey amply confirms the proposition that sources of initial 

capital are quite differcnt from those .hich provide for the ongoing needs 

of business. '..earlynine-tenthsof initial capital needs come from personal
 

sources, i.e., an entrepren.ur's otun funds, compared with 6 per cent of
 

cngoing capital coming from this source. Commercial Lanks, which provide
 

a negligible proportion of initial fands, account for 40 per cent of
 

on-oing funds, even though most small-scale establishments do not have 

access to commercial Lanlk accommodation. 

Four findings of the sample survey are of I'articular significance 

for Thai developmental planning in the area of finance. The first of these 

is thu revaled importance of trade credit, which, for ongoing capital 

needs, appears to be about three times as important as borrowcd funds. 
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Even in the developed countries trade credit is 
an important source of
 

operating capital. 
 In the developed countries, however, it is partly
 

institutionalized, and discount companies, agents, and other institutions
 

retain some relation to the organized money market. In Thailand trade
 

credit remains largely outside the control of developmental authorities,
 

arid its relationship to the organized money inarlket is tenuous at best.
 

'Mle second significant finding of the survey is the importance of 

the rotating credit society as a source 
of ongoing capital for Thai
 

business. 
Thile in value terms the Thai pia hucy accounts for less than
 

5 per cent of ongoing funds, 
some 30 per cent of all business firms rely
 

on this form of finance.
 

The third finding of significance, one which is probably especially
 

relevant for Thailand, is the very 
minor role played by specialized 

financial institutions in financing Thai business needs. 
 In addition, there
 

are very few public institutions designed to provide developmental finance. 

The proportion of funds provided by the IFCT and the Small Loan Fund is 

very small indeed, and neither life insurance companies nor other financial 

institutions play any prt in financing business. 5 1 

The last and perhaps most important finding of the survey from the 

standpoint of developmuntal finance is the almost exclusively contractual
 

nature of borrowing by Thai business establishments. There is little 

5 1For further evidence r,2garding this point see Cinapter VIII. 
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funds being provided inindication of equity financing, no evidence of 

in profits, and no sign of venture companies orexchange for participation 

possibleother similar institutions of capital markets. It is, of course, 

that part of the allegedly persor.al entrepreneur-owned funds connote some
 

the part of close kin, but external funds are
on 


In
 

participation in profits 


obtained against a promise of payment of fixed amounts in the future. 


a country where the level of interest rates is high, this excessive reliance
 

on contractual finance militates against the formation of sizeable
 

a long gestation
manufacturin.. units, against productive enterprise w,;ith 


tend to promise a quick pay-off.period, and in favor of undertakings ihich 

As is true for most market surveys, the reliability of the survey
 

of urban credit appoars to be much greater with respect to prices than 

the cost of loans seemwrith respect to quantities. That is, the data on 

their amour.ts or information on the waywore reliable than the figures on 

in which they were utilized. In general, the information on prices (i.e., 

sources of loans) is consistent with theinterest rates on various 


qualitative information derived frora field rescarch unconnected with
 

statistics.
 

For reasons touched on in severt-l tarts of the preceding
 

Thai businessdiscussion, the role of unor-anized markets in financing 

appears unuerstated by the results of the survey. [ven so, the role of 

unorganized markets in the day-to-day financing of Thai business (as 

distinct from initial capital financing), even in metropolitan areas, is not
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If one includes relatives and friends, private individuals,
negligible. 


pia huey, and at least a portion of personal or "own" resources as deriving
 

from unorganized markets, then up to one-fourth of total ongoing funds of
 

Thai business comes from outside the organized markets.
 

It is difficult to asses:i the plausibility of the above estimate
 

because there is so little comparative data to go by. Measurements of
 

unorganized markets in oti er countries have typically concentrated oil
 

markets for rural credit, and very little quantitative information is
 

available on financing sources of business outside the organized markets.
 

The one striking exception to the above statem.ent is korea, a country
 

which may serve as a comparison with Thailand. In 1965, 80 per cent of 

all manufacturing establishments in Korea were said to resort to the
 

unorganized money markets (defined somwc -hat differently than in this paper), 

and one-third of those establishments in debt owed moneylenders between
 

52 
40 and 80 per cent of their liabilities. 

The astonishing fact about those findings is that they were obtained 

from a mail questionnaire seat quarterly to some 600 manufacturing
 

enterprises in 10 major cities. The response rate is said to be in the
 

neighborhood of 55 per cent.
 

52See Bank of Korea, Survey o-" Enterprise Finance, Private Finance, and
 

Business Prospects (Seoul: Bank of Korea, 3rd Quarter, 1965).
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of total borrowing by Korean businesses,It is said that 16 per cent 

markets in 1962.53 
was from unorganized financial 

including manufacturing, 

it doesless price stability than Thailand,
Even though Korea has had much 

have a much greater number of specialized credit institutions 
and it makes
 

markets.54 
a much greater effort to limit 

borrowing from the unorganized 

The general picture of unorganized financial markets 
developed
 

in the first part of this paper, a picture which was 
only moderately filled
 

and supported by quantitative data from the sample 
survey, is consistent
 

in 

other parts of Asia. While
is known about these markets inwith what 

unorganized financial markets in various countries 
differ quite appreciably
 

with respect to structure and composition and have very different
 

proportions of rural versus urban or consumpticn versus business 
credit,
 

they do share a number of operational aspects. 
Such characteristics as
 

of cumbersome 
rather nigh and freely fluctuating lending rates, the absenco 

lending procedures, lesser reliance on formal collateral, 
and the dispersion
 

53See Kwang Sul, Kim, "Unofficial M.oney ;:;arkot in Kocea," (Seoul; 1964),
 

unpublished rimeo.
 

4Se Chan7-Nyul Lee, "Financing and Capital Formation in Korea," (Seoul;
 
author.


1966). This work is written in Korean and was not read by the 
,from personal discussions with Mr. wang

loiwever, the author did benefit 
Suk Kim who is, at present, attached to the ECAFE. 
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of lending centers may be cited as examples. 5 5 In addition, several 

studies of unorganized markets in Asian countries have noted the preponder

ance of relatives and friends as sources of funds. The fact that these 

funds are often rather costly imlies the existence of risks not usually 

associated with true kinship tics or genuine friendships. The prevalence
 

of rotating credit societies has already been mentioned.
 

In a number of studies of unorganized markets, the inference is 

drawn that their spread and development is a direct function of the 

inadequacies of existing financing institutions, as well as the inability 

or unwillingness of commercial banks to provide sufficient funds for the 

legitimate needs of the smaller trader or manufacturer.56 In particular,
 

S In addition to the sources cited above, the following contain material on 
the unorganized markets in the countries of Asia: 

Government of India, Directorate of Economics and Statistics, 
Agricultural Legislation in India, Vol. I, especially "egulation of
 
A.oney Lending" (Delhi: Manager of Publications, 1956);

Reserve Bank of India, Repcrt on Rural Credit Follow-up Survey 1959
60 (Bombay: Reserve Bank of India, 1962); 

Dacca University Socio-economic Survey Board, Report on the Survey of 
Rural Credit and Rural Unemployment in East Pakistan, 1956 (Dacca, East 
Pakistan: Dacca University, 1953);

Central Bank of Ceylon, Survey of Ceylon's Consumer Finances, 1963
 
(Colombo: Bank of Ceylon, 1964);
 

Central Bank of China, Financial Statistics PIonthly (Taipei: Bank of
 
China, July, 1966);
 

Central Bank of the Philippines, Seventeenth Annual Report (Manila:
Bank of the Philippines, 1965); 

J. G. Gurley, I. T. Patrick and F. S. Shaw, The Financial Structure 
of Korea (Seoul: U. S. Operations Mission/Korea, 1965). 

56"The role and lending behavior of commercial banks in many Asian 

countries which favor individuals and finns on economically irrelevant 
grounds give rise to a class of intermediaries..." (from an unpublished 
paper, "Unorganized Credit Markets: Feature and Policies," prepared
by the Survey Section of ECAFE, November, 1966).
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a number of studies conclude that unorganized financial markets are not
 

compatible with societal developmental nceds, despite their merits or
 

virtues in satisfying needs not elsewhere provided for. Their lending 

priorities run counter to devclopmental priorities. The lenders in
 

unorganized markets are typically interested in assets maintenance of their
 

borrowers rather than in the continuing growth of these assets. The very 

existence of these markets inhibits an effective strategy of developmental
 

financing and of an efrectivc credit and monetary policy. While these
 

markets may be quite efficient from an operational, microeconomic point
 

of view, they are incfficient from the standpoint of social macroeconomic
 
57
 

policy. From the standpoint of developmental strategy the implications
 

for policy measures are quite simiple. The existiny institutions of the 

capital market must be madc more efficient. Ilo commercial banking
 

system should be induced to direct a greater proportion of its resources
 
58


non-trading enterprises.
into financing of siall aad i-edium scalc 


57It should be noted that not all the material obtained from the urban credit 
survey has been discussed in the text. The omitted material falls into 
three categories. The first, referred to iii several places in the text, 
consists of responses whic.Ci appear either wildly implausible or in
inconsistcnt. The second category includes material, such as that on pia 
hucy, which need additional research and analysis some of .,hich is 
currently being conducted at Thammasart University and which is based 
in part on raw data collected in the course of the survey. Finally, a 
number of responses and insigits, obtained from the survey and yet not 
suitable for translation form the basis for somne of the insertions and 
suggestions made in discussions of, say, the Bangkok Stock Exchange and the 
IFCT to be found in Chapter VIII. 

5 Some specific suggestions on these lines are given in the preceding 

chapter and in the folloing one. A surmary of these suggestions will
 
be found in Chapter IX.
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Additional study and research should be made of arrangements such as pia 

huey and trade credit to see if they can be replaced or supported with 

similar institutions in the organized market with the aim of making them 

more amenable to social goals. But the main thought of this chapter 

indicates that the primary reason for the financing of business needs 

outside the organized markets in the urban areas is the lack of equity 

finance in those markets. To start a business, in particular, the Thai
 

entrepreneur has to fall back on his o,.rn resources and those of his 

friends and relatives. Not only the volume but the distribution of 

investment is strongly affected by the unavailability of finance on 

participation basis. Ihile it is true that the existing complex of laws, 

customs and trading tends to favor trade, construction and "packaging"
 

of imports, the lack of non-contractual equity funds wilitates against 

the L-ormation of manufacturing businesses utilizing local resources of 

"
raw material and personnel.59 Thus, the most important single measure 

calculated tc enhance the scope of financing through the unorganized 

markets would be the establishment within the organized markets of 

institutions and instru:ents which could provide, to some extent at least, 

equity funds to actual and would-be entreprencurs. In Chapter IX 

specific suggestions will be made to that effect. 

59While the analysis of the tax structure is outside the scope of this
 
study, the lack of capital goods tax, tax on transfers of property,
 
and so on make trading dcals more attractive than they would be under 
a more balanced tax and legal structure. 
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CiIAPTER VIII 

Till; CAPITAL MARYET 

*INTIODUCTION 

The market for long-term funds is, in Thailand, a highly imperfect 

not confinedone. This situation is not unique to Thailand and 	indeed is 

to the developing countries. In fact, in very few 	 countries in the world 

can it be said that there exist institutions and instruments which are fully
 

adequate to finance the needs of industry (including the constructior. and
 

transportation industries) on terms i hich are aicceptable to both borrowers 

and lenders. 1 But it is in the less developed countries where the need for 

provision of long-term capital to industry is more 	 acute and innediate, and 
2 

is perhaps greater.for improvemcntwhere the scope 

In most of the developing countries borrowers and lenders deal 

with each other directly, if indeed they are not the same person. The
 

"liquidity gap," where rewards to savers are substantially below costs to
 

1Se(, for example, Sidney E. Rolfe, Capital 'arkets in Atlantic Economic
 

Re lationships (Boulogne-sur-S-ine, 1rance: The Atlantic Institute, 1967). 

2There is a vast literature making the case for the improvement of 	capital
 
are
market institutions and instruments in developing countries which 

anxious to loosen toe saving-3nvestnent constraint and to speed up the rate 
of growth. See Ldwara :;evin, Capital !unds in Undrdevclored Countries 
(London: St. 'lartin's Press, 1961), particularly Chapters 4 and 5 and 
the sources cited therein. 



borrowers, is especially large in the capital market. 3 This means that
 

both the level and the composition of long-term investment is far below 

the optimum. Projects with a hig!h positive marginal product are not
 

undertaken and entrepreneurial and managerial skills are deflected into
 

real estate, trade, and packaging and distribution of consumer goods.
 

In hailand, in addition to the widespread imperfections of 

capital markets touched u'on in the preceding paragraphs, there are other 

peculiarities due to the past history of the Kingdom. There is, first of 

all, a paucity of institutional arrangements and a corresponding shortage 

of financial instruments. Compared with, say, indonesia or the Philippines, 

there is rather a small number of specialized institutions dealing with 

long-term finance. This is strikingly true in the public sector. Apart 

froa the Bank for Agriculture and Agricultural Looperatives, tHere is the 

Government Savings Ban, (GSB', the Loan Office for Small Industries 

Development (LOSID), and the Covernment Provident Fund. With one exception, 

that of LOSID, none of these institutions are specifically designed for 

developmental finance, are for the most part very recent in origin, and 

dispose of very limited funds, the supply of which is not likely to 
4
 

increase in the near future. In the private sector the dearth of capital 

3See Chapter 1, pp. 1-22,ff.
 

4All these institutions of the public sector are discussed in this paper, 
except for the bank for Agriculture and Agricultural Cooperatives which 
was referred to in Chapter III. in addition, there has been in operation, 
since 1953, a Housing Bank in the Ministry of Finance which uses public 
funds to buy land and construct dwellings for lower income groups in the
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Only the Industrial Finance
market institutions is even more pronounced. 


Corporation of Thailand can be said to have the provision of long-term
 

finance as its main task, and, so far, the scope of its operations 
remains
 

a very limited one. Thai life insurance companies are yet to play a role
 

greater force to pension
in long-terin financing and thi:; aPplics with even 

thailand has no building societies, no comprehensive
and provident funds. 


a stock market
wclfare schemes, no national compulsory insurance schemes, 


which is still in its infancy, and a complete lack of any institutions
 

In brief, unlike its money market
and instruments for equity finance. 


which is relatively sophisticated, the Thai capital market appears to be 

much more primitive than would seem to be warranted by the country's 
stage
 

The succeecing sections give a brief discussion of the
 of economic growth. 


in that marlet. The discussion is largelyinstitutions and instruments 

It is designed to bring out the points made in the preceding
descriptive. 


paragraphs and to substantiate the assertions made in Chapter VII where it
 

4(continued)
 
purposemetropolitan area. Somv 60 million baht has been used for this 

since 1953. The U'nk's resources come from the bud.-et and from the Govern

ment Savings Bank. Its total assets have shown a decline in recent years,
 

150 million baht in 1965 to 125 million at the end of 1967. The

from some 


ones. In
 
government also o'erates municipal p:wnshops alongside private 


1967, there were some 150 pawnshops in oj:ration of which 90 were privately
 
local government. In 1967, all
onrated but licensed by central or 


million baht, abou triplepawnshops accepted pledges to the value of 147 

the level of 1959. The resources of government pawnshops are not, as yet,
 
they haveavailable for developmental finance. Teir profits are low and 

no significant accumulation of reserves. Those operated by the private 

sector are chiefly ancilliary to other interests of their owners, many of 

whom graduate into commercial banking. Ii addition to these private and
 

"unofficial" pawnshops which makemunicipal pawnshops there are allegedly 
"consumption" loans at exorbitant rates of interest.
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was stated that it is in the area of provision of long-term finance to
 

industry that the organized markets fall woefully short of developmental
 

5 
needs.
 

In discussing the performance and prospects of the institutions 

which comprise the Thai capital ;arket the usual su-gestions are made for 

improving the perfcrmancu. liowever, inasmuch as the chief financing 

problem of Thai business seems to be the lack of equity, (participating 

capital wbich the existing institutions have not yet attempted to provide), 

specific proiosals on hot. suclh type of finance could be provided to Thai 

enternrise will be presented in Chapter IX. 

The Government Savings 6ank 

Next to commercial banks, the Government Savings Bank (GSB) is by 

far the most important collector of household savings in Thailand and, when 

measured in terms of its assets, the most important component of the Thai 

capital market. On the other hand, the Government Savings Bank makes 

available the bulk of its resources to the govurnment, participates very 

little in the provision of funds for long-term finance, and makes very little 

contribution to the private sector. In brief, while tile Savings bank is a 

very large financial institution, its importance as a developmental financial 

intemnediary is much nDorc limited and is not likAly to increase in the 

future. For thesu reasons the discussion of the Government Savings Bank will 

not bc a full one but will focus instead on those aspects of the Bank's 

5 See Chapter VII, I)p.VII-84-VII-87, 
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operations which have siecial relevance to mobilization of voluntary
 

1 6 

savings.
 

The Government Savings Bank came into operation in 1916 under the
 

Government Savings Bank Act. It replaced the Postal Savings Bank System
 

which was set up in 1913, and it still uses a number of country post offices 

its agencies or branches. 'ihe Savings ank, in addition to performingas 

the standard functions of a savings institution, i.e., accepting savings 

deposits from individuals and groups, is also engaged in a rather bewildering 

array of other activities :hiich include some conmiercial banking functions, 

The Bank is managed byselling of insurance, issuance of bonds, and others. 


a bcard of directors who have prior approval on any major transaction of the
 

Bank and all of w:hom are aipointed by the :inister of Finance. 

In its 20 years of operations the Savings Lank has been remarkably
 

successful in attracting small savings. Its !eposits have been growing at an 

annual compound rate of more tlhan 15 per cent since 1962, a rate of growth 

exceeded only by that of fixed de:osits at the commercial banks. At the end 

of 1966, total assets of thc Governmcnt Savings Bank were 4,300 million baht, 

and some 3.5 million balit of its liabilitius wer, in savings deposits (see 

6This discussion arid the statistical data relating thereto are based on
 

ilformation obtained from the Government Savin.s Bank and from othersources,
 

published or riot, which were available. For additional details see:
 

.eports, 1963, 1964, and 1965 (Bangkok).
Government Savings Uan.., Annual 

The Savings Bank Act, ioyal ecrcc.3 and linisterial Refultions (Bangkok:
 

1165); R. i.,matayalul and- . A. Pandit, "i'inancial Institutions in Thailand," 
Report of the UNAdviserIIMF Staff Papers (Decerdcr, 1961); Henry louston, 


on the Governent Savings Bank (tang;kok: 196.1), mimeo; and Direk Raibin,
" 

Savings and Statistics (3.A. thesis, National Institute of Development
 

Thai.
Adinistration, Langl:oh, 1965), miLco, in 
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Tables VIII-1 and VIII-2).
7 

VvIat makes the record of the Bank a remarkable one, however, is the 

fact that even though its deposits are only about one-fourth of those held 

at the commercial banIks, they represcnt an aggregate of very small amounts 

saved by individuals, many of whoa are in the lower income groups and many 

of whom reside in the villages. At the end of 1966, the number of 

depositors at the Government SavirLgs Bank was nearly 6 million compared to 

slightly over 1 million at the end of 1947. 

To be able to tap the savings of 6 million individuals in a country 

of some 30 million is no mean achievement, particularly in vie%.. of the fact 

that throughout most of its existence the rates of interest paid by the GSB
 

were considerably below those obtainable elsewhere. 8 
 It would seem that, 

in attracting small savings, availqbility of saving outlets and an 

aggressive marketing policy are of prime importance. The GSB has some 300 

branches and agencies outside the metro-clitan areas, compared with 50 

branches in the Sangkok-Thon'uri region, and its country deposits exceed 

7Government Savings Bonds and 7remium Savings Bonds are essentially a form 
of savin.s liability. Theey ale issued by the Savings Bank and are subject
to with..rawal on demand. The)' represent household savings and are claims 
against the Bank analogous to savings deposits.
 

8These rates differ according to the typ; of deposit and have undergone 
many changos over time. The highest rate currently payable is 5 per cent,
wicli compares with the 7 per cent maximum rate of commcrcial bank deposits
held for 12 months or longer. The rate on demand deposits is now 3 per
cent; on savings deposits, 5 per cent; ,nd 1 per cent on premium savings
bonds which, however, have an added lottery feature, 
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Table VIII - I 
Government Savings Bank 

(Assets) 
(in millions of baht) 

End of
Period 

Notes
& 

CASI 
Valances at Banks
-I-ankof Others Total Private 

LANS AND OVERDRAFTS 

Governrncnt Banks Total 
Bills 
Dis-

Thai 
Government 

Other 
Assets 

Total 
Assets 

or 

Coins Thailand counted Securities Liabilities 

l9J6 13 20 35 68 137 281 169 587 07. 56 77 1135 

1957 15 37 48 100 136 328 169 633 113 125 91 1,062 

1958 18 21 75 114 165 368 165 698 112 169 115 1,208 

1 159 19 22 103 144 198 356 266 820 86 267 139 1,456 

196n 24 18 145 187 159 403 257 819 113 440 157 1,716 

V1'61 25 30 163 218 158 390 255 80- 103 6,t6 178 1,949 

1 C.2 35 18 170 223 224 368 2.18 840 71 940 201 2,275 

1963 36 9 149 194 165 368 235 7G8 43 1, 324 218 2,547 

1964 36 20 152 208 1-42 336 210 638 13 1, 752 272 2,933 

1965 40 34 160 234 137 250 192 579 11 2, 405 231 3,510 

1966 46 37 148 232 139 65 171 375 12 3, 456 238 4,313 

Source: See text. 
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Table VIII - 2 
Government Savings Bank 

Liabilities 
(in millions of baht) 

PRIVATE SECTOR DEPOSITS Government i-..k Governmeat 
End of 
Period 

Savings 
Deposits 

Other Deposits 
Demand Time 

Total Demand 
Deposits 

Demand 
Deposits 

Savings Bonds 
and Premium 

Insurance Other 
Liabilities 

Capital 
Accounts 

Savings Bonds 

1956 
1957 
1958 

657 
779 
843 

59 
69 
93 

2 
1 
1 

718 
849 
937 

20 
15 
20 

1 
2 
1 

71 
87 
105 

5 
6 
7 

65 
85 

100 

5 
18 
38 

1959 
1960 

888 
1,057 

144 
187 

1 
23 

1,033 
1,267 

14 
12 

-
2 

134 
168 

7 
7 

215 
192 

53 
68 

1961 
1962 
1963 

1,232 
1,387 
1,531 

186 
156 
179 

2 
9 

13 

1,420 
1,552 
1,723 

8 
5 
5 

6 
14 
7 

214 
302 
431 

9 
10 
13 

214 
297 
255 

78 
95 

113 
19G4 
1965 

1,633 
2,031 

185 
176 

16 
29 

1,884 
2,236 

5 
12 

8 
8 

591 
713 

15 
17 

290 
351 

140 
173 

1966 2,573 183 29 2,785 15 9 846 20 428 209 

Source: See text. 
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those gathered from the metropolitan area by some 50 per cent.
9 In
 

vans sent to
addition, the Savings Bank resorts to such devices as mobile 


remote villages, children's savings plans, and others. Even so, in the
 

opinion of qualified observers, the potntial for mobilizing small savings 

through the efforts o-r the GSB is far from being exhausted. 10 As seen in 

Table VIII-3, the asset composition of the GS6 has changed considerably 

over time. In 1956, two-thirds of total assets consisted of loans and 

than 9 per cent ofoverdrafts. Ten years later these assets shrank to less 

the total, u.hile government securitius rose from loss than 7 per cent to 

80 per cent of total assets. Bills discounted, which ii, 1956 were a 

of total assets, drastically diminiishcd in importancesignificant coml:onent 

by 1966 and currertly constitute less 'tlian onu-quarter of 1 per cent of all 

9 lany of the "countryside depositors" are not m.embers of rural households. 

Available data suggest, hoi.ever, that at least a quarter of all deposits
 

originate from rural households. ("S11. depositors indicate their occupation 

when malhing a deposit. In 1964, about 20 Fer cent ef deposits came from 

frrmc:rs and fishcrmcn, and it is reasonable to assume that at least an 

pcr came those as rentiers,additioi-al 5 cent from classed soldiers, and 

others. It is estimated that, in contrast to the six million depositors in 

the GSB, the numbcr cf those untruscing their savings to theu commercial 
banks is less than 160,000. 

lRFart from intCrnal advinistrative improvcr.ents, it would seem that GSB 

success in attracting small savings could be further enhanced by abandoning
 

a number of functions which are either marginal or inappropriate to a 

savings institutions, such as selling traveluers checks, endowment insurance, 

educational annuities, or discounting bills of exchange. These functions 

drain personnel resources, are a net loss administratively and financially, 

and/or could be 1iericrmed more efficiently by otLer financial institutions. 

Moreover, it seems that by cianging tle emphasis on the type of liability 

marketed to the small saver, the total volume o' small savings could be 
considerably increased.
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Table VIII - 3 

Government Savings -Bank 
Assets 

(percentage distribution) 

End of 
Period 

Notes 
& 

CASH 
Balances at Banks 

Bank of Others 
Total 

Private 

LOANS AND OVEIRDRAFTS 

Government Banks Total 
Bills 
Dis-

Thai 
Government 

Other 
Assets 

Total 
Assets 

or 

1t56 
Coins 
1.47 

Thailand 
2.26 3.96 7.68 15.48 31.75 19.10 66.33 

counted 
10.96 

Securities 
6.32 8.70 

Liabilities 
100 

1057 1.41 3.48 4.52 9.42 12.81 30.39 15.82 59.61 10.64 11.77 8.57 100 
1953 
1959 

1.49 
1.31 

1.74 
1.51 

6.21 
7.07 

9.44 
9.89 

13.66 
13.60 

30.46 
24.45 

13.66 
18.27 

57.78 
56.32 

9.27 
5.91 

13.99 
18.34 

9.52 
9.55 

100 
100 

1960 
1961 

1.40 
1.28 

1.05 
1.54 

8.45 
8.36 

10.90 
11.19 

9.27 
8.11 

23.48 
20.01 

14.98 
13.13 

47.73 
41.25 

6.59 
5.28 

25.64 
33.15 

9.15 
9.13 

100 
100 

1962 
1963 

1.54 
1.41 

0.79 
0.35 

7.47 
5.85 

9.80 
7.62 

9.85 
6.48 

16.18 
14.45 

10.90 
9.23 

36.92 
30.15 

3.12 
1.69 

41.32 
51.98 

8.84 
8.56 

100 
100 

I964 1.23 0.68 5.18 7.09 4.84 11.46 7.16 23.46 0.44 59.73 9.27 100 
1965 
1966 

1.34 
1.08 

0.97 
0.86 

4.56 
3.43 

6.67 
5.37 

3.90 
3.23 

7.12 
1.50 

5.47 
3.96 

16.50 
8.69 

0.31 
0.27 

68.52 
80.15 

B.Q1 
5.52 

100 
100 

Source: See text. 
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In the lu-year -eriod, while total assets incre-nsed about five
assets. 

fold, government securities rose over sixty fold (Table VIII-S). 

There were also significant changcs in the composition and the 

pattern of growth of the Savings Bank liabilities. Savings deposits 

decreased in relative importance, but savings bonds and premium savings 

Londs became a higher inroportior of total assets (Tables VIII-4 and VIII-6). 

These bonds, together with capital and reserves, shcw a rate of growth 

which is a multiple of the rate of all liaoilities.
 

As indicated in Table VIII-7, te premium savings bonds, which 

contain a lottery feature, have gron..'n faster than the composite liability 

of savings bonds and preriu;ia savings boiicls together, suggesting that the 

rate of growth of the latter was greaer than that of the forrer. 

The fact that lottery' bonds grew much faster than any other 

liability to depositors is of great significance for mobilization of 

voluntary savint:s in Thailand. The contractual initerest rate on these bon.ds 

is only 1 per cent per annum comp.ared to 3, 4, or 5 er cent payable, within
 

the period, on savings dvposits, uanking deposits, and ordinary savings
 

it was not possible to t.btain the absolute figures for ordinary bonds and
 

lottery bonds separately. In 1966, the composite of bonds accounted for 

less than 20 per cent of all liabilities, but savings bonds endowed with 

the lottery feature amounted to 22 per cent. Othcr information confi .is 

the allegation that, except for the capital account, lottery bonds grew 

faster than any otjhr liability of the GSB. 
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Table VIII - 4 
Government Savings Bank 

Liabilities 
(percentage distribution) 

End of 
Period 

PRIVATE SECTOR DEPOSITS 
Savings Other Deposits Total 
Deposits Demand Time 

Government 
Demand 
Deposits 

Bank 
Demand 
Deposits 

Government 
Savings Bonds 
and Premium 

Insurance Other 
Liabilities 

Capital 
Accounts 

1956 
1957 
1958 
1959 

74.24 
73.35 
69.78 
60.99 

6.67 
6.50 
7.70 
9.89 

0.23 
0.09 
0.08 
0.07 

81.13 
79.94 
77.57 
70.95 

2..26 
1.41 
1.66 
(r.C. 

0.11 
0.19 
0.08 
--

Savinfs Bonds 
8.02 
8.19 
8.69 
9.20 

0.56 
0.56 
0.58 
0.48 

7.34 
8.00 
8.28 
14.77 

0.56 
1.69 
3.15 
3.64 

1960 
1961 
1962 
1963 
1964 
1965 
1966 

61.60 
63.21 
60.97 
60.11 
57.38 
57.86 
59.65 

10.90 
9.54 
6.86 
7.03 
6.31 
5.01 
4.24 

1.34 
0.10 
0.40 
0.51 
0.55 
0.83 
0.68 

73.83 
72.86 
68.22 
67.65 
64.23 
63.70 
64.57 

0.7.(1 
0.41 
0.22 
0.20 
0.17 
0.34 
0.35 

0.12 
0.31 
0.62 
0.27 
0.27 
0.23 
0.20 

9.79 
10.98 
13.27 
16.92 
20.15 
20.31 
19.62 

0.41 
0.46 
0.44 
0.51 
0.51 
0.48 
0.47 

11.19 
10.98 
13.05 
10.01 
9.89 
10.00 
9.93 

3.96 
4.02 
4.18 
4.44 
4.77 
4.93 
4.86 

Source: See text. 
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Table VIII - 5 

Government Savings Bank 
Index of Assets 

(1956=100) 

CASH LOANS AND OVERDAFTS Thai Total 
End of Notes Blance at Banks Bills Govern- Other Assets 
Period & Bani: of Others Total Private Government Banks Total Dis- ment Assets or Li-

Coins T-a;1:-nd counted Securities abilities 
1236 ioU i00 100 100 100 1(; 100 100 100 io 100 100 
1957 115.39 185.0 137.14 147.06 99.27 116.73 100 107.84 116.49 223.21 118.18 120.0 
1958 138.46 1C5. 0 214.29 167.65 120.44 130.96 97.63 118.91 115.46 301.79 149.35 136.50 
1959 1.46.15 110.0 29-. 29 211.76 144.53 126.69 157.40 139.69 88.66 476.79 180.52 164.52 
1960 134.62 90.0 414.29 275.00 116.06 143.42 152.07 139.52 116.49 785.71 203.90 193.90 
1961 192. 3! 150.0 465. 71 327..94 115.33 138.79 151.48 136.97 106.19 1153.57 231.17 220.23 
1-62 269.23 90. 0 ,85 71 327.94 163.50 130.96 146.75 143.10 73.20 1678.57 261.04 257.06 
1963 276.92 45.0 425.71 235.29 120.44 130.96 139.05 130..83 44.33 2364.29 283.12 287.80 
19641 276.92 109. 0 43.1.29 305.88 103.65 119.57 124.26 117.21 13.40 3128.57 353.25 331.41 
1935 307. 69 170.0 457. 14 3,44.12 100.00 88.97 113.61 98.6.1 11.3-1 4294.64 364.94 396.61 
1966 356.92 186.5 422.86 340.74 101.61 23.06 101.12 63.87 1.86 6172.14 309.22 487.30 

Source: See text. 
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PRIVATE SECTOR DEPOSITS 
Savings Cther Deposits 
Deposits Demand Time 

100 100 100 
113.57 116.95 50.0 
128.31 157.62 50.0 
135. 16 24.07 50.0 
160.88 315.95 1150.0 
187. 52 315.25 100..0 
211.11 261.41 450.0 
233. 03 303.39 650.0 
256. 16 313.56 800.0 
309. 13 298.31 1450.0 
391.55 310.17 1465.0 

Total 

100 
118.25 
130.50 
143.87 
176.46 
197.77 
216.16 
239.97 
262.40 
311.42 
387.86 

Table VIII - 6 
Government Savings Bank 

Index of Liabilities 
(1956=100) 

Government Bank Government 
Demand Demand Savings Bonds 
Deposits Deposits and Premium 

Savings Bonds100 100 100 
75.0 200.0 122.54 

100.0 100.0 147.89 
70.0 -- 188.73 
60.0 200.0 236.62 
40.0 600.0 301.41 
25..0 1400.0 425.35 
25.0 700.0 607.04 
25.0 800.0 832.39 
60.0 800.0 1004.23 
74.5 860.0 1191.55 

Insurance 

100 
120.0 
1.10.0 
140.0 
140.0 
180.0 
200.0 
260.0 
300.0 
3-0.0 
408.0 

Other 
Liabilities 

100 
130.77 
153.85 
330.77 
295.38 
329.23 
456.92 
392.31 
416.15 
540.00 
659.08 

Capital 
Accounts 

100 
360.0 
760.0 

IOG0.0, 
1360.0 
1560.0 

900_ 0 
2260.0 
2800.0 
3460.0 
4190.0 

Source: See text. 
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Table VIII - 7 

Government Savings Bank 
Percentage Distribution of Deposits, by type 

Year SAVINGS DIVISION BANK DIVISION Unclass-
Demand Fixed Lottery Current Time ified 

(Dec.) 
1957 61.0 15.9 8.3 8".4 0.1 6.3 
1958 56.6 17.7 9.1 10.0 0.1 6.5 
1959 52.7 19.0 10.4 12.7 0.1 5.1 
1960 53.9 17.5 10.9 13.6 1.6 2.5 
1961 55.8 17.1 11.9 11.9 0.1 3.2 
1962 54.4 17.3 14.8 9.1 0.4 4.0 
1963 51.7 16.4 18.3 8.5 0.6 4.5 
1964 49.5 15.6 22.2 7.7 0.6 4.4 
1965 43.6 22.0 22.5 6.3 0.9 4.7 
1966 39.5 27.8 21.8 5.4 0.8 4.7 

Source: See text. 
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bonds. 12 The attraction of lottery bonds must be sought in their mystique
 

and in the lure of a high pay-off rather tnan in their intrinsic superiority 

over other savings instrturicnts. The total cost to the Savings Bank of the 

interest payments on these bonds is 3 per cent, which is below the return 

payable on other deposits. This amount, however, instead of being evenly 

distributed to all bondiolders, is paid only to those fortunate enough to 

draw the lucky lots at periodic drawings. The inference is strong that the 

small saver in Thailand is not so much interested in small differentials in 

the rate of return at the margin as he is in the prospects of a large 

windfall, when such windfall is accompanied by little or no risk of the loss 

13
 
of principal.
 

There are reasons to believe that, even though the appeal of the 

lottery bends has quickly become apparent to the directors of the 3SB, less 

than a full effort has been directed to the promotion and marketing of this
 

12The principal difference Letween savings deposits and fixed deposits at 
the banking department of GSb was in the acceptable ceiling on deposits.
Savings deposits had a much lower ceiling because they were meant prin.ci
pally for the small saver. Demand epcsits in the banking department paid
 
a rate of return ranking from 2 to 3 per cent per annum Lut had legal

advantage over checking accounts in that tniey could he drawn upon more
 
quickly than the demand dLposits at the commercial banks which yield little 
or no interest. As seen in Tables VIII-.; and VIII-6, however, in spite of 
a higi rate of increase over time these deposits at the GSB have not 
increased very much either absolutely or in relation to othLr liabilities.
 
l3Thse lottery bonds have the added attractive feature that their holders
 

may hope to win several times during the currency of the bond. Moreover, 
this feature induces savers to hold their bonds to maturity in the hope

of being lucky the next time a drawing is hu'l. 
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type of instrument. The reasons for this are complex and not entirely 

clear. In part, they relate to the reluctance to weaken the acceptance of 

other types of deposits and, in part, to tho suspicion that large-scale
 

marketing of this type of security may interfere with the proceeds from the 

N'ational Lottery.
 

Be that as it may, the experience of the Government Savings Bank 

has demonstrated that small saviTgs can he successfully tapped by an 

institution which, first of all, provides widespread and convenient outlets 

to the savers and, secondly, provides savings instruments which aplpeal to 

their prejudices, imagination, and preferences. 

But the success of the GSB in attracting small savings has not been 

paralleled by an effort to chiannel these savings into developmental 

priorities. The blame for this can hardly attach to the management of the 

Ban!.. As a government institution it was increasingly called upon to 

provide funds to the government and, of late, primarily to provide a market 

for government securities. As show:n in Table VIII-8, loans have been 

decreasing in recent years, and less and less of the reduced volwie has L-een 

channelled to the private sector fer devclol. .mntalpurposc3. In 1958 loans 

classified as 1bcing those to the private sector were estimated at some 

112 miilion baht. This modest total shrank to 10 million baht by the ent! of 

1964. In an)' Lvent, as seen in Table VITI-3, loans are now a mninor 

14 ,These estimates are from Direl: ckabin,op. cit. The total of loans differs 

slightly from those given in Table VIII-. 
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Table VIII - 8 
Government Savings Bank--Breakdown of Loans by Purpose 

(Thousands of Baht) 

Categories of Loans 1957 1958 1959 1960 1961 1962 1963 1964 1965 1966 

1. lHusing 97,456 
2. Educaticnal 5.649 
3. Employc Welfare 169 
4. Public Wclfare 224,360 
5. Co-c,,,crativc.: 113,650 
6. Trar-: ;;orration 69.427 
7. Ir." ... -:,, 60,500 
8. Oil D1istribution ...... 
9. tfot'-ls ...... 

10. Pawn Shops ....... 
11. Ship liepair ...... 
12. Bankinr ..... 
13. Broadcasting ........ 
14. Lottery ...... 
15. Family Annuity __ 
16. Educational Annuity ..--
17. Others 61,852 

108 484 
5,390 

492 
248,429 
110,000 
71,336 
89,665 

--

63,823 

113,080 
4,738 

315 
251,371 
112,050 
71,042 
99,526 

--

167,944 

122,730 
4,161 

501 
250.053 
103,875 
72,053 

100, 066 
370 

33,000 
12,000 
3,015 

98,874 

16,956 
1,141 

...... 

131,561 
3.490 

366 
245,253 
103,275 
56,612 
90,412 
8,063 

30,000 
12,000 

236 
98,874 

1,600 
21,150 

1,331 

132,036 
2,748 

467 
238,322 

95,725 
46,815 

140, 'G1 

9, 890 
25,000 
12,063 

24,9 
98,874 

1, 100 
33,819 

1,618 

132,429 
1,804 

461 
235. 193 
84,632 
45,415 
95,447 

... 
14,000 
7,584 

77 
98, 574 

1,100 
49,274 
2,043 

--

119,382 
2,121 

317 
206,732 

72,315 
28,570 
73.301 

10,000 
8,040 

407 
91,254 

1,000 
73,474 
2,523 

--

104,838 
1,314 

163 
142,413 
60,338 
10,809 
58,000 

7,000 
8,578 
-345 

90,150 

750 
91.775 

2,823 
100 
I0 

102,557 
1,012 

13 
2.008 

47,440 
7,374 

17,497 

- 151 
7,324 

-1,668 
84,998 

300 
102,710 

3,197 
325 
32 

Total 633,063 697,619 820,066 818,795 804,223 839,636 768,083 689,436 578,706 374,936 

Source: See text. 
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component of total assets of the Government Savings Bank.
 

Loan Office for Small Industries Development
The 

The Loan Office for Small Industries 	Development (LOSID) was 

in 1964 to assist small-scaleestablished within the Ministry of Industry 

in obtaining finance on reascnable terms. It is the first
enterprise 

for the purpose of
deliberate governmental attenpt to use public funds 

priorities.1iinto developmental
channelling private savings 

to small industries is administered jointly with
The loan program 

the Krung Thiai Bank, the only deposit institution cntirely controlled by 

for the and economic
the government. LOSIDI is responsible technical 

while the Krung Thai Bank appraises the
evaluation of loan applications 

collateral and handles the procedural. 	aspects. The credit risk is assumed 

by the bank. The loan fund resources come from budg-etary appropriations 

isThe Industrial Finance Corporation i.; an institution of the private 

sector. The Bank for Agriculture and Cooperatives has functions other 

fully until 1967.than developmental finance and had not become operative 
developmentalIn thc past, the Thai government has attempted to promote 


through direct operation of industrial and commercial
projects 
but LOSID remains the first institution of the public sector

enterprises, 
control, of

designed to promote development tlkrough financing, without 


private enterprises.
 

1 6 1nitially two coirnrercial b-anks cooperated with LOSID, only one of which 

In EMS these two banks merged into the 
was governi;icnt controlled. 

Krung 'Thai Bank.
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and from contributions of the bank deposited to the special account.1 7 

Tite bank charges 9 per cent on the loans under the program and pays the 

Loan Office 3 per cent of the monies contributed by the Ministry of Finance. 

Thus the ban!. obtains a 1 per cent gross return on the loan disbursements. 

The deliourate, developmental character of the loan program lies 

in its emplhasis on manufacturing facilities and on confining the financial 

assistance to "promotable indstries." i 8 

in 1966, over 80 pcr cent of all loans were made to manufacturing 

enterprises. Up to the cnd of 1967, 219 loans were approved, with the 

average size of the loan at about 200,000 baht (Table VII-10). 

W1hile LOSID grants loans for working capital purposes, an effort 

has been made to stress loan; for plant and equipment. As seen in Table 

VIII-ll, the proocrtion of loans made for a orkinp capital has decreased 

1 7 The government matches the amounts eartiarked by the Lank for LOSID 

purposes. (Sec Taulle VIII-9). Statistical infornation in this section 
was compiled from the data obtained from LOSID and from interviews with 
its principal !)ersonnel. 

lbIn adition to manufacturing and service industries (mainly repair shops), 

handicrafts and cottage industries are also eligible. Lut a long list of 
enterprises is excluded, a:icng ,cm state cnterprises, industrics 
assisted from other sources, hotels, tourist agencies, transport, 
distilleries and brewerius, tobacco Cactories, slauhiter louses, printing 
presses, soap factories, spinneriCs, food preservatives, plywood, cement 
factories, pharmaceuticals (excep;t those .?recessinrg local naterials), 
batteries and dry cell 2aci:orics, coild storae plants, paper mills, 
automobile assenibly plants, and the fil!') indtuStr"'. No enterprise with a 
capital of over two m! Ilion bai:t is , li'.ible, and no loan can be made for 
more than 500,000 baht. The nlpplicant must supply at least 50 per cent 
of equity in the project, and he must provi de a property collateral. 
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Table VIII - 9 

LOSID--Sources of Funds 
(i.n. millions of baht) 

Krung Amount 
Year Budget Thai Bank Available* 
1964 10 5 10 

1965 20 10 20 

1966 25 15 30 

1967 30 25 50 

* Amount Available differs from the sum of the two preceding columns. 

because a part of budgetary appropriations is kept at the Ministry of 
Finance and the amount released does not exceed the contribution of 
Krung Thai Bank. 

Table VIII - 10 
LOSID--Loan History, 1964-11-37 

(amounts in millions of baht) 

Applied for Approved Disbursed Outstanding 
Year No. Amount No. Amount Amount Amount: 

(end of period) 
1964 121 36 12 2 1.3 1.3
 

1965 123 39 49 11 9.3 10.5
 

1966 131 45 70 16 11.0 19.9 

1967 153 44 88 22 n.a. n.a. 

Source for both tables: See text. 
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Table VIII-I
 

LOSID--Distribution of Approved Loans, by Purpose
 
(amounts in rillions of baht) 

196,1 1965 1966 1967
 
.Ur1"osc Amt. -oAmt. Amt.
Amt. 


I'lorking Capital 
 1.2 49.5 4.3 
 38.8 5.4 34.4 5.2 23.3
 

Acquisition of Land 
 .2 7.6 .4 3.4 
 .3 .3 1.4 6.5
 

Construction 
 .4 14.7 1.9 17.3 3.0 18.9 5.2 23.4
 

Plant Equipment .6 26.1 4.3 28.6 6.3 
 40.4 9.4 42.4
 

Other 
 - 2.1 .2 1.9 .6 1.04.0 4.4
 

Total 
 2.4 100 11.0 100 15.7 100 22.2 100
 

Source: See text.
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from nearly half in 1964 to less than one-fourth in 1967. 

As shown in Tables VIII-9 and VIII-IO, only about one-half of 

available resources were actually :ommitted. But this hardly suggests that 

the supply of lendable funds is proater than the demand for them. Only a 

fraction of loan applications pass muster and, even more importantly, there 

are good reasons to believe that the number of applicants is but a very 

those who could usefully avail themselves of this facility.small part of 

In addition to the lisual impediments of lack of knowledge, the inability to 

information 

insistence on land collateral a 

prepare an acceptable proposal, the reluctancc to disclose or 

to deal with a governmental institution, there is the requirement that a 

property collateral be offered, which, more often than not, means land. 

For a variety of reasons, so!ie of which iave been discusscd earlier, the 

is ser:ous obstacle to sound finance of 

manufacturing eTnterprise. oreovcr, the financing iacilities offered by 

Loans are granted for
LOSID are exclusively contractual in character. 


periods of from three to 10 years with, usually, one year of grace.
 

belov: the market rate, the obligationAlthough the interest rLte charged is 

to pay interest and amortize the princiral before the enterprise shows any 

earnings is a serious detevrent to many would-be applicants. Finally, 

according to the managers of LOSID, the very limited scope of operations, 

circumscribed as they are by budgetary limitations, means that the facility 
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is ignored or disregarded by many who otherwise could benefit from the 

19 
program. 

There can be little question that provision of financial assistance 

to small-scale manufacturing enterprise, of the type being promoted by 

LOSID, should have high priority among the developmental goals of the 

country. As shown else%.,'here, this is the very type of enterprise that 

encounturs the greatest difficulty in obtaining finance, pays the highest 

rate for the limited anount it can obtain, mcd is subject to the most 
20
 

onerous terms in general. But LOSID's scale and scope of operations
 

would need to be consiieral:ly expanded if it were to miake a significant
 

contribution. Its record to date is a good one. As seen in Table VIII-12,
 
21
 

only about 10 per cent of its loans have gone ;our. It pursues a
 

vigorous follow-up program and, in general, its leaders have an aareness 

19 Thu management ma'es every effort to propagate the cause of LOSID and is 

particularly anxious to reach enterprises outside the metropolitan area. 
It initiated the "changwad program" under w,:hich one or more LOSID officers 
visit outlying provinces and try to canvass would-be applicants. in 40
 
changwads (provinces) at least one loan has been made. 

20See Chapter VII-73-80.
 

21Tie 3 per cent return on budgetary funds which accounts to LOSID is now 

apparently adequate to cover its operating expens.es. After deficits in 
1964 and 1965, the return on the loan portfolio exceeded its costs by 
about one-third. 
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LOSID--Status of Approved Loan Projects 

1964 1965 1966 1967 

'*%umber of Loans Approved 12 49 70 88 

Satisfactory Progress 6 41 63 85 

Progress not entirely 
satisfactory - 5 2 3 

Unsatis factory 6 3 5 -

Source: See text. 
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of the needs and the means of meeting them. It is those who run the affairs 

of LOSID who feel that the office should make itself independent of the 

government budget and should try to obtain funds from the market at large.
 

To do so, it may have to revis? its present loan policy. More particularly,
 

there seens to be less need to charge a rate of interest below the market
 

than to extend the duration of the loan and to extend the grace period. 

There is no particular reason why LOSIL should subsidize the provision of 

working capital at the ex:.cnsc of commercial banks, but there are good 

reasons for it to charge more for genuinely long-term capital and so, in 

turn, attract savings to that purpose.
 

The Industrial Finance Corporation of Thailand 

Of all the institutions of the Thai capital market the Industrial 

Finance Corporation of Thailand (IFCT) is perh-ips the most interesting 

from a developmental standpoint. This is so for a number of reasons. IFCT 

is the first, if not the only, financial institution deliberately set up to 

"assist in tiie establiihment, expansion or modernization of private 

industrial enterprises" and to "encouraco the participation of private 
S ,22 

capital, both internal and external, in such enterprises." Unlike other 

22Kingdom of Thailand, Industrial Finance Corporation of Thailand Act
 
(1959), Section 11.
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publicly-sponsored institutions in the Thai capital market, IFCT is to
 

olperate predominantly in the private sector, under private management, and
 

relying primarily on private funds. 23 Under its statutes and regulations
 

the Corporation has a broad operational latitude and can engag: in all forms 

of financing, with or vithout collateral, on contractual or on equity basis, 

directly or indirectly. ecausc of its scope and also because of its 

origins, IFCT has hiad relatively easy access to foreien venture capital and 

to foreign long-term loans. Finally, even though its performance to date 

has fallen somewhat short of expect3tions, IFCT has the potential, either 

alone or in conjunction with a sist-er institution, to play an important 

in financing the industrial development of Thailand. 2 4 
part 

The IFCT came iiito existnc. in 1959 when it replaced the Industrial 

Dank set up in 1:52. The Industrial Bani,, wl,ich was a creature of the 

public sector and whose directors were all appointed by tle Cabinet, proved 
25
 

a failure. On its liquidation, some 1.1 million baht of its assets were
 

23Under the Act, IFcT cannot finance firms where more than 10 per cent of 
capital stock is %.wnudby govern..ent. 

4This potential, however, is not likuly to be realized unless IFCT has 
access to ni: and as yet untried modes of operation and financing and 
unless it works in much closer cooperation with otnur bodies concerned 
with industrialization of the country. Until 11106, for example, for over 
six ycars of its xistonce, therc were no formal channels of communication 
between the IFCT and the Board o4 Investinents, the official body entrusted 
with the t'ask of sti;:ulatip. industrial investment via such incentives as 
tax and custcms exelfltions. In l.1-, the llanarjin, '"rector of the IFCT 
was made a memiber of the Board o.€ Investment. 

2 5 See Chamlong Tohton,, "Practice and Problems of IFCT," Bangkok Bank 

.onthly Review (February 1964), p. 48. 
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converted into an interest-free loan to the iFCT, whose own capital was
 

authorized at 100 million baht, of which million
30 was paid in by the end 
,26


of 1966.
 

The IFCT is controlled by a Board of Directors which, at the time
 

of writing, consists 
of eight men elected by tne stockholders and one, 

usually the chairman, appointed by the government. tuch of the actual 

operation of the Corporation is, however, performed by the staff under a 

General Hanacier appointed by the Directors. In recent years the 

Corporation has also evolvd the practice of an Executive Conmittee,
 

composed 
of five members of the Poard of Directors who have the power to 

make decisions within certain limits. 27 

Even though it was intended that IFCT act as a catalyst to generate
 

private capital financing of a medium- and long-term nature to Thai 

industry, throu2hout its entire history the Corporation has been forced to 

fall back on public funds to carry out its functions. In addition to a 

26n mid-1967, 20 million baht worth of sharcs ,ere offered for subscription 
to stockholders. In spite of some problems in selling the offered shares, 
it is expected that all 20 million will be taken up. 

27In addition to the .gencral provisions of the Act of 1959, as amended in 
1962 and 1963, the operational policies of IFCT are regulated by a set of
provisions prescribed by the 3oard. These relate to the proportions of
 
not worth, of capital, or of some other benchnark. The Executive
 
Committee can decide (n financing! which does not exceed 50 per cent of
 
these limits.
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long-term, iMterest free loan of 15 million dollars obtained from U. S.
 

counterpart aid funds, IFCT secured a 20 million baht loan from the Thai 

government in 1962, another loan of 30 million in 1965, and yet another 

of 20 million in 1967. Even so, its resources, particularly those in local
 

currency, proved inadequate to meet the demand for finance, and at the 

time of writing IFCT was preparing a scheme where it would sell up to 

150 million baht worth of debentures to the Bank of Thailand, with the first 

to be during fiscal 1967-68.28tranche of 30 million sold the year 

In addition to baht loans, IFCT obtained two loans from foreign 

sources. In 1963 it negotiated a loan agreement with the German 

Kruditanstalt fur iederaufbrau for 11 million marks (about 54 million baht 

equivalent), and in 1964 it obtained a credit of 2.5 million dollars 

(about 50 million baht equivalu1t) from the International Bank for 

Reconstruction and Development. These two lines of credit were to be used 

up before December 1968, and April 1967, respectively. The loan agreement
 

with the Norld anI, was terminated in 1967, with slightly over one million 

28The 15 million dollar loan from the International Cooperation Administra
tion, a U. S. aid agency, was for a 30 year period. The Thai Government
 
loan of 20 million baht in 1962 was for a period of 50 years, with no
 
interest payable for the first 20 years, 3 per cent payable in the next 
20 years, and 5 per cent on the remainder of the currency of the loan. 
The 1965 loan of 30 million was for 15 years at 6 per cent per annum. The 
exact terms of the 1967 loan of 20 million baht were not available at 
the time cf writing. The terms of the governmental loans are important 
insofar as they determine the amount of so called "quasi-equity" of the 
Corporation, i.e., the part of its funding which can be added to the
 
paid-in capital and reserve (stockholders equity) in calculating the
 
various proportions which limit the operational latitude of the IFCT.
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dollars of the credit unspent.29
 

IFCT borrowing history up to the end of 1966 is summarized in Table 

VIII-13. The table gives the aounts available for lending rather than
 

the actual amount borrowed, as thc stuns available under the various loan
 

agreements were not necessarily drawn in the year in which an agreement was 

signed. These drawings, for the years 1964-66, are more accurately
 

reflected in the comparative balance sheets given in 'able 
 VIII-14. 3 0 

As indicatcd in the balance sheets (see Table VIII-14), loans
 

extended to industrial borrowers rose sharply between 1964 and 1966, with
 

over 130 nillion baht outstanding at the end of 1966 compared with 
the 40
 

million baht outstanding three years earlier. ln fact, as shown in Table
 

VIII-15, it was not until 1966 that the volume of loans made by the 

Corporation showed a sharp increase from the rather low levels of the 

earlier years. Of the total amount of loans made to the end of 1966, those 

ccinmitted in 1966. account 100for nearly million baht, with the remaining 

108 million baht accumulating over six years.31 

2 9These loans were for 15 year periods and carried a 5.5 per cent interestcharge. At the beginning of 1966, IFCT was granted a line of credit fromthe Asian Development Ban!, of five million dollars. Details of this
transaction were not available at the time of writing. 

3 0 The bulk of the statistical information given in the paper has been

obtained from the records, putLlished and unpublished, of the IFCT.

Additional information was obtained from inturviews and 
other sources,
 
some of which are indicated.
 

3 1Approved loans are those approved in principle by Board.the Committed 
loans are those where signed agreements between the parties have been
 
completed. Disbursed loans occur when funds have been released, and
 
loans outstanding are the balances due on 
loans committed.
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Share Capital (paid-up) 

(authorized capital)
 
(Pt. 100,000,000)


Re-er:,cs 


Bo rro;;'ings:

-Baht currency 

-Fore.gn Currency 


(in baht equivalent) 

TOTAL FUNDS: 

Baht Currency Funds 
Foreign Currency Funds 

TOTAL FUNDS 

Source: See text. 

1960 

6,100,000 

0 

28,126,691 

0 

34,226,691 

100% 
0% 

100% 

1961 

6,100,000 

1,700,000 

23,126,691 

0 

35,926,691 

100% 
0% 

100% 

Table VIII - 13 
IFCT-Summary of Lendable Funds 

1962 1963 

6,100,000 18,687,000 

2,550,000 3,550.000 

48, 126,691 48,661, 184 

0 55,000,000 

56,776,691 125,898,184 


100% 56.31% 
0% 43. 69% 

100% 100% 

1964 

30, 000,000 

4,850,000 

48,732,684 

105,000,000 

188,582,684 


44.32% 
55. 68% 

100% 

1965 

30,000. 000 

6,500,000 

78,802,684 

105,000,000 

220,302,684 


52.34% 
47.66% 

100% 

1966
 
30, 000,000 

8,330,000 

78,857,684
 
105,000,000 

222,187,684
 

52.74% 
47. 265 

100% 
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Table VIII - 14 
Industrial Finance Corporation of Thailand

Development of Balance Sheet 
December 31, 1964-1966 

(in thousand baht) 

ssets 1964 
(baht) 

C.sh193Call Loans ---
Time Deposits 
Thai Government Securities 
Accrued Income from Loans Investment and Deposits
Prepaid Expenses 
Sundry Debtors and Debit Balance 

33,000 
7, 679 
1,522 

8 
84 

42,486 

Loans and Equity Investment:Loans 
Equity Investment 

40,559 
1,500 

Property and Equipment (at cost less depreciation) 
Talses2,203 

42,0592,03 

Total AssetsAcceptance-Guarantee baht
baht 

86,79
790 

Decemnber 31 
1965 19U6 
-t (baht) 

-- 49154 491 

44,800 
2,260 2, 160 
2,733 3,655 

8 14 
375 1,963 

50,-235 14,283 

64,208 131,405 
1,500 1,500 

65,708 --- 132, 90560 1396 
2, 460 5.396 

3 152,584
7,562 905 
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Table VIII - 14 
(continued) 

Industrial Finance Corporation of Thailand 
Development of Balance Sheet 

December 31, 1964-1966 
(in thousand baht) 

Liabilities 
Accrued Expenses 

Staff Provident Fund 
Sundry Creditors and Credit 
Unpaid Dividend 
Proposed Dividend 

Long-term Debentures: 
Loan from ICA 
Loan from Thai Government 
Loan from Kreditanstalf fur Wiederaufban 
Loan from IBRD 

Capital Shares: 

Authorized Capital (100, 000 shares at 100 baht each). 100,000
Issued Capital (30, 000 shares at 1,000 baht each fully paid) 
Returned Earnings
Special Reserve 
Unappropriated 
Equity of Shareholders 

Acceptance and Guarantees 
Total Liabilities 

on behalf of Customers 
baht 
baht 

Source: See text. 
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212 
232 

8 
8 

1,341 

1,801 

486 
289 

16 
8 

1,800 

2,599 

1,075 
475 

29 
8 

2,100 

3,687 

15,000 
33,733 
1,352 
1,352 

51 ,437 

15,000 
49,803 

8, 19 
6,297 

79,239 

15,000 
58,858 
16,289 
20, 391 

110,538 

30,000 C, 0,J'" 30,000 

4,850 
15 

34,865 

86,749 
790 

6,500 
-s 

36,516 

118,403 
7,562 

8,330 
30 

38,360 

152,584 
905 



Table VIII - 15
 

Industrial Finance Corporation of Thailand Loan History--1960-1966
 

Year 
Approved 
Amount No. 

Comitted 
Amount No. 

Disbursed 
(million 

Outstanding 
(million 

(million baht) (million baht) baht) baht) 

1960 2,000 1 2,000 1 2,000 2,000 

1961 11,300 8 9,800 7 6,000 8,000 

1962 21,800 16 11,400 11 12,004 19,754 

1963 33,555 15 18,300 13 13,879 31,212 

1964 48,128 11 19,105 6 13,347 40,559 

1965 32,680 13 47,498 12 32,434 64,208 

1966 103,407 32 99,490 29 77,088 131,405 

Total 252,870 96 207,553 79 156,752 ---

Source: See text. 
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While tho volume of loans has shovm a sharp increase in recent
 

years, financing on an equity basis has remained nil. This is so, even
 

though regulations have provided, from the very outset, for a broad range of
 

equity participation by the Corporation, including direct purchase of shares,
 

underwriting, and other forms of equity participation.
32 Although local
 

currency resources Lave proved inadquate to meet the demand for loans,
 

foreign currency funds obtained from the two foreign institutions have not
 

yet been used to capacity. This is somewhat surprising inasmuch as
 

industrial establishments in Thailand may be expectedI to require a good deal
 

of imported ;uipment. There is a good deal of evidence, however, that
 

borrowers, even :hen they require imported capital goods, often choose to
 

borrow local currency and to purchase the needed equipment from a dealer 

he spot ratier than import the equipment themselvcs. This practiceon 

meant that the meager baht resources of the IFCT were unnecessarily depleted 

while the lenders of foreign exchange found the rate of utilization of the 

32Taem1.5 million bahK. equity investment shown in the balance sheet (see 

Table VIII-14) was iot a deliberate equity partLcipation but more in the
 

nature of liquidation of a bad debt. The equity was dissolved in 1967
 

by a sale of the assets. In 196b and 1967 there was a substantial
 
increase in the volume of loans and advanccs of the commercial banks
 

guaranted by the IFCT. The volume of the turnover is not reflected in
 

the annual balances outstan6ing. It appears that these guarantees were
 
several timLs their volume of the earlier years even though the total
 

still remains -css than 25 million oaht. The growth of guarantee business
 

appears to be a means to stretch the baht resources of the IFCT a little
 

farther, but it does imply a loss of potential revenue. IFCT charges 12
 

per cent per annum on a guarantee out of which the commercial bank
 
collects about 11 per cent. This compares with the straight loan rate of
 

9 per cent charged by IFCT on baht loans.
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line of credit they provided to have been exasperatingly slow.
33
 

The shortage of local funds now emerges as the principal operating 

problem of the IFCT. From slow beginnings in the early years, when the 

supply of these funds exceeded demand, the Corporation now faces a 

continuing problem of finding new means of financing industrial enterprise. 

It is reluctant to seek additional funds from public sources, and, indeed,
 

it does not find it too easy to obtain such funds. The terms at which
 

government funds have been provided in recent years have become stiffer
 

both in terms of length of loan and in tern, of the interest cost. Devices
 

such as the sale of debentures to the sank of Thailand encounter a number 

of legal obstaclcs and in any event do not *ppear to be the proper means 

of replenishing the funds of an institution which was craated to tap 

private, voluntary savings.
 

One way to relieve the pressure on scarce b :ht resources would be 

to increase the utilization of foreign exchange funds. As suggested 

above, these funds have not been utilized fully in the past and their 

3 3 IFCT has benefited from the encouragement and advice of the International 
Finance Corporation, a subsidiary of the wIorld Bank. IFC acquired 4,000 
shares of the 30,000 shares of IFCT capital stock, and the World Bank 
provided a line of credit in 1964. One reason for the dissatisfaction of 
these organizations with the operating practices of the IFCT was the slow 
drawing of the line of credit. In April of 1967 the credit was terminated.
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supply seems to be assured by the willingness of various foreign
 

institutions to provide a line 
of credit.

34
 

As seen in Table VIII-16, of the 94 loan agreements signed up to
 

mid-1967, only 11 were made in foreign currency even though the annual 

interest charge on these loans is 7.5 per cent compared with tile standard 

9 per cent on baht loans. However, IFCT does not assume the exchange risk 

of 1.5 per centon its foreign currency loans and, in fact, charges a fee 

out to commercialfor insurance against exchange risk, which it farms 

banks. 35 This practice not only elimi.natcs the interest differential 

incentive to borrow. foreign exchange but has the effect of discouraging
 

such borrowing. The industrial borrower prefers to buy his import
 

costly
requirements locally so as to avoid complicated anti sometimes 

import procedures and requirements. There seems to be little reason for not 

34In 1960, the first full year of its operations, IFCT signed only one loan
 

agreement for two million baht, and it was 'i.sbursed in the same year. 

In 1961, six million baht were disbursed out of somewhat less than 10 

million committed to seven borrowers. Up to that time the corporation
 

had dispersed some 2 ;illion baht in long-term loans (15 million from 
!CA and about 14 million of tiie assets of the Industrial Bank) plus some 

8 million of capital and reserves. It was in 1962, with over 11 million 

baht in additional loans conimitted, that IFCT had to borrow 20 million 
baht from the government even thouf-h at that time only 6 million of its 

authorized 100 million capital was paid in. In the last two years of 

operation (1966-b7) there was a drastic fall in tiie proportion of the 
volume of loan applications to approvals. From 43 per cent in 1966 this 
proportion fell to 19 per cent in 1967.
 

35 IFCT itself pays a fee of one-quarter of 1 per cent to the government 

to insure itself against exchange fluctuations. 
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Table VIII - 16 
Industrial Finance Corporati- , of Thailand- -Selected Loan Characteristics 

Total Loans Committed up to September 30, 1967 

1) Number of Loans 94
 

2) Amount of Loan (baht) 
 261,465, 000 

These loans can be classified into several categories as follows:
 

a) Classification According to Rate of Interest.
 

Description 
 Interest Rate Per Annum Total 
7 1/2 8% 9%o. of Loans 83

Amount of Loan (baht) 
9 2 94
 

53,923,000 6,450,000 201,092,000 261,465,000
 

b) Classification According to Term
 

Description 
 Medium Term (not Long Term Un- Total 
over five years) (over five years) class-


No. of Loans 

- 44 ified94Amount of Loan 63,397,000 197,068,000 1,000,000 261,465,000 
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Table VIII - 16 
(continued) 

Industrial Finance Corporation of Thailand -- Selected Loan Characteristics 

c) Classification Accd-ding to Currency 
Description Local KFW IBRD Total 

Loan 
No. of Loans 83 7 4 94 
Amount 201,092,000 38,645,000 21.728.000 261,465,000 

d) Classification According to Size 
Description Sizes of Loan Total 

Bt. 500,000- Bt. 1,000,001- Bt. 5,000,001- Bt. 10,000,001- Unclassified 
1,000,000 5,000,000 10,000,000 above 

No. of Loans 39 37 15 3 94 
Amount of Loans 24,480,000 32,123,000 104,082,000 50, 70,000 50,000,000 261,465,000 

(baht) 

e)Classification According to Region 
Description Greater Central Eastern North- Northern Southern Total 

Bangkok eastern 
No. of Loans 54 12 3 14 6 5 94 
Amount of Loan 187,520, 000 21, 070,000 1,400,000 33, 870,000 6,645,000 10,960,000 261,465,000 

(baht) 

Source: See text 
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assuming exchange risk by the IFCT under the circumstances prevailing in
 

Thailand, and there seems to be a great need to simplify import procedures
 

36
 for industrial borrowers.
 

But measures to increase the utilization of foreign exchange funds
 

will not take the IFCT very far.37 
 IhLile these funds are currently more
 

readily available than baht finance, their total availability will remain
 

limited. IFCT must 
find ways and means to replenish its local currency 

resources and to do so without recurrent resort to public funds. 

Viewed against the total volume of bank financing of manufacturing
 

activity, let alone as 
a proportion of total value added in manufacture,
 

the volume of finance provided by the IFCT is puny indeed. In 1966, value
 

added in manufacturing was about 12,000 million baht, and the volume of
 

bank loans and advances designated as made to manufactures was in the
 

36The management of the IFCT is aware of the need to do something about the
 
exchange risk and to simplify tile import procedures. A number of
 
possibilities are being explored. 
One possibility would be to eliminate
the letter of credit procedure and to pay tie exporter directly against
shipping docuxnents out of funds available abroad. 

37Another important reason for tie relatively feeble demand for IFCT foreign
exchange funds is that many of the borrowers, piarticularly the larger
ones, are in one way or another associated with foreign firms. In many
cases these variously disguised foreign joint ventures find means of

obtaining import components of their product outside the normal import

procedures. Moreover, IFCT has only limited direction in making loans out
 
of foreign lines of credit. In general, for loans in excess of one
 
million baht, the prior approval of the foreign lender has to be obtained.
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neighborhood of 1,600 million baht. Against this, the IFCT is expected to
 

provide, at best, some 100 million baht annually to industrial undertakings.
 

As Table VIII-17 shows, of the approximately 220 million baht in 

industrial credit provided by IFCT from its inception up to September 1967, 

over 150 million came from borrowed funds. To continue its operations at 

the present level, let alone to expand substantially its activities, IFCT 

must exp1ore other means of financing its operations. The Corporation has 

recently broadened the self-imposed constraints on its activities. 

Previously, the debt incurred by IFCT could not exceed three times its 

equity (including quasi-equity). This was raised to six times its equity 

in 1967, thus enabling the Corporation to borrow additionally at least 
38
 

500 million baht. Similarly, the limit of IFC' commitment to any single 

enterprise was raised from 15 to 20 per cent of its equity. M4ore 

importantly, in 1967 the IFCT Board consented to set aside only 30 per cent 

of annual earnings as reserves, instead of 50 per cent, so as to enable 

the Corporation to pay a higher dividend to its stockholders. The first of 

these steps does not, in itself, provide any additional resources, but it 

38The exact figure is difficult to come by. The sum of capital accounts and
 

quasi-equity was, at mid-1967, about 130 million baht, but there was some
 
doubt whether all items classed as semi-equity would qualify.
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Table VIII - 17 
The Industrial 7-inance Corporation of Thailand 

Cumulative Sources and Uses of Fundsfrom Inception until September 30, 1967 
(in thousandt baht) 

SOURCES 
USESShare Capital 

40. 257LaBorrowed--AID Disbursement-.Local
15,000 160.171 

Government 1BRnD 21,726
83.858 

IB1D 20,768 KFW 38,324 220,221

KFW Reserves

36,669 9.198Loan Repayment- -Local Dividend Payment 1960-6635,882 
 6,416Expenses 1960-66
IBHD 940 19,625
 
Sept. 1967
KFW 1,655 38,477 7,246 26,871Interest Incomel9O0-66 Cash and Other Balance21,155 27,117
 

Minus ReservesSept. 1967 9,495 30,650
Income from Investment 9,198 17,919 

280, 6251960-1966 
 12,539

Sept. 1967 707 13,245


Other Income 1960-1966 
 70'1

Sept. 1967 107


Profit from Sale of Land 
814 
868
 

T-otal uses 280, 606and sources may not be exactly equal because of rounding.
Source: See text. 
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opens the door to the employment of such devices as sale of debentures. 39
 

The second of these measures may actually increase the drain on baht
 

resources as it would enable the Corporation to make larger loans. The
 

third measure does, however, address itself to oe of the major impediments
 

to the ability of the IFCT to raise additional capital in the private 

financial markets. Up to 1966 the IFCT paid 5 or 6 per cent to its 

stockholders. The rate of dividends was raised to 7 per cent in 1966, and 

the proposed dubentures are to carry a 7 per cent coupon. This is the rate 

of return that conservative investors gut from fixed bank deposits. 

Moreover, the interest income on 
IFCT stock is taxable while bank interest
 

is tax exempt. Thus, neither the stock of the Corporation nor its
 

debentures are likely to be enthusiastically received in the private
 

markut. 40  It would seem that within its current operational structure and
 

policies the ability of the IFCT to raise substuntial amounts of capital
 

from private domestic sources will continue to be severely limited. In part,
 

39Other limits on the operational freedom~ of the IFCT were also revised. 
Thus equity participation of IFCT in any single enterprise was increased 
from 10 to 15 per cent of its new worth. Other limiitations remained 
unchanged. These include the provisions that no loans under 500,000 baht
 
be made and that financing provid,-4 by the IFCT be confined to medium
and long-term loans. The exclusion of short-term and working capital
 
finance from the purview of the IFCT is not provided for specifically in
 
the Act, however; and some opponents of the IFCT insist that the
 
Corporation did, in fact, make some loans, the proceeds of which, in whole
 
or in part, were used by the borrowers for working capital.
 

40One source of public funds which could be tapped by the IFCT in preference
 
to budgetary loans may be the large amounts of government provident funds
 
which currently earn no interest at all (see p. VIII-73).
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and perhaps in largest part, this is 'ue to the availability of more
 

attractive investment outlets in the private financial markets. 
 But to some
 

extent, which is difficult to gauge with precision, the limitation is a
 

result of the fact that the IFCT is not exactly beloved by the financial
 

community in Thailand, even though it is the financial and primarily the
 

banking community which owns the capital stock of the corporation and whose 

creature the IFCT fo mally remains. Rightly or wrongly, there is a strong
 

feeling abroad that, in some i.nstances, the IFCT competes unfairly with the
 

commercial banks either by granting funds 
on nore favorable terms or by
 

performing activities which it was not meant to perform.
 

irrespective of the extent to -.
Jich these allegations are justified,
 

they have to be contended with. 4 1 Whilc 
it may be very difficult, if not
 

impossible, for tle IFCT to insure that its funds are not used for working
 

capital purposes, the provision of which is the province of the commercial42 
banks, there appears to be little justification for the IFCT to grant
 

41Gne indication of the prevailing sentiments was given by the response of
 
Thai banks to the 20 million baht of additional stoch offered to existing

stockholders in 1967. 
 Thai banks took up much less of the is;ue than
 
they were entitled to, and the regulations regarding the relative
 
proportions held by local and foreign interests had to be changed
 
substantially as a result.
 

42 IFCT has elaborate procedures and regulations which determine whether a
 
loan will be disbursed. Once the funds have been disbursed, however, the

IFCT seems to iLave few sanctions at its disposal in the event proceeds are
 
not used exactly as intended. It can call in the 
loan, of course, but 
this is a drastic step which can be employed only very occasionally. The
IFCT does have a "follow up division," but Leyond occasional visits to
the plant site there is little it can do in case of deviations from the
 
loan agreement.
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loans below the lowest alternative rar1"et rate. The lowest rate for bank 

accomimodation is currently 10 per cent per annum (except for certain loans 

given for foreign trade), and there is little a priori reason for IFCT to
 

make industrial loans at 9 per cent. The effect is not only to provide 

a subsidy (so far mainly borne by the taxpayers) but also to give an 

incentive to large, well established undertakings to seck subsidized funds 

when they could perfuctly well pay the market rate and still prosper. 

Equalizing the maximum IFCT rate w.ith the minimum banking rate would also 

eliminate much of the banking circle's resentment against "unfair 

of the IFCT. 4 3 
competition" 

In any event, if IFCT is ever to raise funds through issue of its
 

own securities to private investors, it will Lave to offer at least one or 

perhaps two basic points ai;ove the rate payable on time deposits. It would 

hardly be possible, howLever, for IFCT to operate if it were to pay 9 per 

cent and earn no mlore tnan that on its loans. But liberalizing its opera

ting provisions and increasing te interest charges is not likely to make a 

the IFCT in the future. 4 4 
to the scale of financing done bymajor difference 

4 3Of course the level of interest to be charged by such a quasi-public 
institution as IFCT is, a much more complex issue than as presented ,ere. 
It appears that the German ienders are sympathetic to the position that 
IFCT should charge below the market rate. IFC, on the other hand, feels 
very strongly that IFCT charges are too low. it would seem that the AUB 
loan was made at a rate in excess of 7 per cent. Thus JFCT may be forced 
to raise its lending rate in the future. 

44,To the extent that the borrovers tend to be, increasingly, the bigger and 
better established firms, there is the danger that a portion of IFCT 
finance will merely change the pattern of supply of lendable funds rather 
than increase its volume. 
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Even with a 9 per cent coupon the issue of an entity which cannot
 

possibly earn more than 9 or 10 per cent on its equity will never become
 

very attractive to private investors. Ultimately, the IFCT must look to
 

equity finance as a way out of its impasse. By financing enterprise on an
 

equity participation bnsis, the IFGT (or some related sister institution)
 

could, in principle at least, obtain a return which would appear
 

attractive to some investors willing to take risks. Dy selling its holdings
 

from time to time and by revolving its portfolio, the Corporation could
 

replenish its funds without recourse to the fisc. IFCT is aware of these
 

possibilities and is exploring them. 1.bother the exploration of equity 

financing should be entrusted to the IFCT as it is presently organized, or 

whether this function should be given to some other entity, is a separate 

question. IFCT has the povers to under'taLe the activities required or 

contemplated in the equity market. The question is whether its name or 

reputation has riot been associated for too long with a certain kind of 

financing and with a certain approach uhich might prove to be a 

psychological obstacle to its undertakir- drastically different functions. 

On the other hand, IFCT has acquired a good deal of managerial 

acumen, technical exlpertise, and valuable experience. It pioneered and 

continues to pioneer in project evaluation and in loan appraisal based on 

the success of the project rather than on tile status of the borrower. The 

possibilities of equity participation in industrial finance in Thailand
 

VIII-46
 



will be discussed in the next chapter.
4 5
 

Life Insurance Companies 

In most of the developed countries and in quite a number of the 

developing ones life insurance institutions are among the most important 

financial intermediaries. Even i.n the Far East, whore the insurance habit 

and the formation of contractual saving insitutions has lagged behind, 

say, Latin America, life insurance companies account for a substantial 

proportion of the financial assets of households in the Philippines and in 

Japan. As shown, in Table VIII-18, Lowever, Thailand ranks well near the 

list of Far Eastern countries in this respect.1
bottom of the 

Life insurance in Thailand is of minor importance as an outlet for 

household financial savings and of even lesser importance as a provider 

of long-term capital funds. Indeed, judged by quantitative criteria alone,
 

45The loss experience of the Corporation has been quite Food to date. As 

of September 1967, only three loans to the aggregate amount of 1.2 
million balt were overdue for more than six months. 

IFCT leads in accepting collateral other than land (even though it 
suffers, together with other lenders, from lack of firm legal provisions 
in the Thai code for chattel mortgage) and in assigning to that collateral 
a reasonable ratio with respect to the loan a:ount. 

46Table VIII-18 refers to a period, several years ago, for which relevant 

and comparable data werv available. Life insurance is measured by net 
premiums. in Table VIII-l9 selected indica'tors for several countries have 
been compiled for 1900 and 1965 which, although not pertaining directly 
to the distribution of household savings, do nevertheless suggest that 
life insurance in Thailand has remoined a minor component of the 
financial markets.
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Table VIII-18
"Saving" Throug,, Life Insurance, Selected Far East Countries 

1955-1959 

Country 
Life Insurance as % 
of Gross Household 
Saving 

Gross Household 
Saving as %of 
Disposable Income 

Malaya 7.6 11.0 

Japan 10.3 17.3 

South Korea 0.6 8.6 

Philippines 14.7 9.7 

India 3. 1 6.3 

Thailand (1960) 0.5 	 12.3 

Source: 	Based on United Nations, Economic Bulletin for Asia and the 
Far East, Vol, XIII, No. 3 (1962). 
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Table VIII-19 

Life Insurance in Thailand, the United States, 
and Three Develoning Asian Nations, 

1960 and 1965, Selected Indicators 

U. S. ____ iw- pines Thailand Korea 
1960 1965 1960 1965 1960 1965 1960 1965 1960 1965 

GNP per capita(S) 2,810 3,500 147 225 14E 161 100 124 83 102 
Cost of Living Index 100 107 100 112 100 126 100 107 100 204 
SumInsured/GNP 1.41 1.60 .016 .037 .18 .20 .044 .063 .046 .083 
Life Insurance Assets .24 .23 .0025 .0074 .0072 .0061 .002 .005 

GNP 

Life Insurance Assets .65 .58 .026 .032 .063 .033 .034 .082 
Commercial Bank Deposits 

Premiums /GNP .024 .024 .0015 .0023 .0017 .0028 

Sources: International Monetary Fund, International Financial Statistics 1967; U. S. Institute of Life Insurance, 
Life Insurance Fact Book 1967 (New York: 1968);Government of Thailand, Report on Insurance Business in 
Thailand, 1965; Bank of China, Taiwan Financial Statistics Monthly (May 1967); Bank of Korea, Economic 
Statistics Yearbook, 1965. 
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there would have been little point in devoting considerable research
 

effort to life insurance were it not for the fact that life insurance has
 

demonstrated its importance in financial intermediation elsewhere and 

that, even in Thailand, it is capable of a not insignificant contribution
 

to capital formation.
 

The advantages of life insurance as a financial intermediary have 

often been cited and discussed, and there is no need to repeat them at 

length here. In brief, the contractual character of life insurance claims 

and assets make it possible to provide long-term funds to deficit saving 

units and to enhance both the flow and the composition of household 

47

savings.
 

Thus, the very fact t'hat, in Thailand, life insurance currently 

plays such a small part in financing capital formation and in mobilizing 

voluntary saving, warrants a study of these institutions, first, in order
 

to determine some of the reasons for their laggard performance to date, 

and, second, to gauge their likely contribution in the future. 

No attempt will be made to give a full analysis of the life 

insurance industry in Thailand. Instead, certain salient features of life
 

insurance in the Kingdom will be discussed, particularly as they bear on
 

4 7For a convenient sunmmary of the advantages of life insurance for capital
 
markets and economic groth in general, see: United Nations, ECAFE,
 
Economic Bulletin for Asia and the Far East, Vol. XIII, No. 3 (New
 
York: United Nations, 1962); and Organizations for Economic Cooperation
 
and Development, Capital Markets Study, General Report (Paris: OECD,
 
1967). 
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the problems of financing economic development,


Life insurance companies operating in Thailand have had a
 

49 
checkered career. Business on any significant scale did not start until
 

the early 1950s, but the public's acceptance of the newly available services
 

uneven and, on occasion, rudely shaken by disturbances within the
was 


industry. The greatest of these shocks to public confidence occurred in
 

1964 when one of the largest of the life insurance companies then in
 

existence failed and was liquidated. But even prior to this there were
 

48Very little is available in readily accessible form about life insurance
 

in Thailand. The very few printed works on Thai financial structure 
contain only very brief -aragraphs on life insurance. The annual report 
of the Insurance Commissioner of Thailand includes some statistical 
information which is several years out of date, not always reliable, and 
which requires considerable processing before it can be used at all. 

There is rumored to exist an industry study of life insurance published 

around 19u4 or 1965; but if sucl, a study does indeed exist, it remains
 

extremely well hidden. Authoritative representatives of life insurance
 

companies dcny its existence. There is a 1959 report on life insurance
 

in Thailand prepared for thu Technical Assistance Programme of the 
United Nations which deals mainly with the administrative and managerial 
practices oF Thai life insurance companies. The report remains on the
 

restricted list. The data and information given in the text have been
 

culled from a variety of sources, written and verbal, but the bulk of the
 

data was derived from a study of life insurance business in Thailand 
conducted by Mr. Richard Sandler in 1967 under the supervision of the 
writer. This study included an extensive series of interviews with most
 

of the life insurance companies operating in Thailand and an analysis of 
the responses to a comprehensive questionnaire submitted as a part of 
these series of interviews. For a variety of reasons Mr. Sandler's study 
cannot be said to be fully comprehensive nor are the data entirely
 
reliable, but its findings do represent the best available intelligence
 
on the subject. 

4 9 Casualty insurance, which accounts for some 40 per cent of total corporate 

insurance assets in Thailand, will not be discussed in this chapter 
inasmuch as casualty insurance is regarded more in the nature of a
 
business service than financial intermediation. 
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both events and rumors which put into question not only the veracity of the
 

agents and the competence of the managers but the integrity of the corporate
 

owners as well. Of the 12 companies now operating, only three or four are
 

considered to be at all sound and three of these account for 60 per cent
 

of total life insurance assets of some 500 million baht. 
 Many of the
 

smaller companies are undercapitalized, are operated by owner-managers whose
 

main interest3 often lie elsewhere, and/or are little more than devices
 

to obtain cheap working capital for businesses unrelated to the insurance
 

operations.
 

This state of affairs emerged largely as a consequence of the fact
 

that from 1949 until 1967 the life insurance industry in Thailand was only
 

very loosely regulated, if at all. The industry was subject to an
 

administrative set of rules called "Conditions Governing Life Insurance"
 

with vaguely defined leial powers which stipulated a minimum paid-in
 

capital, a deposit with the Insurance Comptroller, and annual financial
 

reports which were seldom audited. The right to inspect the companies was
 

hardly ever exercised.
 

Yet, as seen from Table VIII-20, life insurance companies did
 

increase the scale of their operations betweei 1960 and 1966 in terms of the 

number of offices outside the metropolitan area, the number of agents, and
 

the quantity of staff. 
At the same tine, data contained in Table VIII-21
 

suggest that the intercompany competitive effort wa3 not paralleled by
 

enhanced efficiency. Thus, quadrupling of the number of agents between 
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Table VIII- 20 

Life Insurance Companies in Thailand Growth 
and Home Office Staffof Offices, Agents, 

1960 and 1966 

Offices Agents -Staff 

Name of Company up-country 
1966 1960 19661960 1966 1900 

13 18 496 494 173 301Southeast 

690 1,126Thai Prasit 11 11 

10 58 2,974 44 612
Ocean 

20 114 249 17 48
Muang Thai 14 


Ayudhya
 
55 5215 15Oriental 

0 0 521 2,726 23 33Siam Life 
5 10 120 180 28 40Thai Life 

2 2Thai Sresbthakich 0 0 
International 

314 1,299 25 79
American Insurance 

Association 

9 30 104 5 11China Underwriters 

372 1,17868 141 2,285 9,152
Total* 

Source: See text. 

*Based on incomplete information. 
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Table VIII - 21
Life Insurance Companies in Thailand -- Selected Indicators, 

1955-1965 
(Thousand baht) 

Year 
Net 
Premiums 

Amount 
I nsured 

Number of 
Policy -

Reserve 
Fund 

Total 
Assets 

Holders 

1955 75,850 1,956,499 146,997 193,629 239,421 

1956 71,964 1,916,943 140,913 225,541 276,418 

1957 76,131 2,052,557 154,770 263,666 315,661 

1958 77,030 2,161,061 166,633 290,127 349,550 

1959 79,962 2,198,635 195,685 314,284 379,688 

1960 84,822 2,422,325 221,.99g 328,110 392,873 

1961 98,636 2,599,547 219,638 325,256 373,100 

1962 112,586 3,121,766 254,155 333,483 425,299 

1963 132,348 3,691,467 299,755 366,836 427,631 

1964 154,615 3,940,829 306,888 356,923 429,232 

1965 185,743 5,002,815 391,138 430,129 487,651 

Source: See text. 
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1960 and 1966 led to slightly more than doubling of the premiums in 
the
 

office staff increased the same period. Similarly, the tripling of the 

The expansion of facilities
number of policyholders by a factor of two. 


has not, as yet, been able to capitalize on the economics of scale which 

business.50in a financialare inherent 

These three factors, the inefficiency of most life insurance
 

in the business, and the loosecompanies, the lack of pulic confidence 

for holding back the
character of supervision, were jointly responsible 

industry to a very minor role in Thai financial mart.ets. Table VIII-22
 

the relative importance of life insurance in
shows that from 1957 to 1965 


financial saving flows declined quite considerably, from nearly 5 per 
cent
 

at the beginning of the period to less than 1.5 per cent at the end of it. 

Table VIII-22 overstate the relative share ofIf anything, the data in 

soNet premiums are those paid in less amounts paid out to reinsurers. 

Ainount insured is a less significant index of growth because of the
 

rather high rate of lapsation and surrender prevailing in Thailand.
 

It is uncertain to vIhat extent the increased number of policyholders 
re

increase in the number of separate households covered, orpresents an 

in the number of persons insured within the households.an increase 

The reserve fund figure is particularly unreliable in Thailand because 

until 1967 the life insurance companies were permitted to set aside 65 

of their gross earnings even though their operating expensesper cent 
averaged over 40 per cent. Some companies required over 60 per cent 

of gross earnings to operate. (Most companies found it profitable to 

set aside as reserves the full amount allowed for tax advantages.) The 

total assets differ from the reserve fund by the amount of capital. 
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Table VIII - 22 
Life Insurance Fund as Proportion of 

Total Savings in Thailand 

Year 

1957 

1958 

1959 

1960 

1961 

1962 

1963 

1964 

1965 


Source: Based 

Savings 
Fund 
Total 

766.6 
633.0 
919.7 

1655.7 
1862.4 
2064.5 
2365.0 

2898.9 
2965.8 

on Table 11-16, 


Life Insurance Fund 
in million baht 

(amount) 

38.2 
27.0 
23.6 
13.8 
-2.8 
8.2 

33.3 

20.1 
43.2 

Chapter I. 

as percent of 
total 

4.98 
4.27 
2.57 
0.83
 

-0. 15
 
0. 40
 
1.41
 
0.69 
1.46 
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life insurance saving flows, because the total excludes a substantial 

amount of savings flowing through various pension and provident funds and 

other intermediaries whose importance has probably increased substantially 

51 
over the last decade.
 

If the record of the life insurance industry in attracting household
 

savings was a poor one, its performance on the supply aide of the schedule
 

of investible funds was even less impressive. In Table VIII-23 the
 

distribution of industry assets is given for 1961 and 1965. Although the
 

exactness of the percentages may be open to doubt, the orders of magnitude 

are probably not far from the mark. An analysis of these assets reveals 

that very little of household savinps is being channelled by Thai life 

insurance companies into long-term financing of industry. The portfolio 

of stocks ane shares represents mainly the holdings of stocks in companies 

in which the insurance business is a subsidiary or an adjunct. There is 

very little portfolio investment in equities, and very few, if any, of the
 

stocks are purchased through the stock market. ,etween 1961 and 1965 the 

most pronounced change in the composition of life insurance assets took 

place in real estate investments, and there is reason to believe that the 

16 per cent shown for 1965 substantially understates the investment in 

buildings.52 Both in 1961 and in 1965 the greatest proportion of total
 

S1See Cnapter 1I, Table 11-16.
 

52The supervisory agencies frowrn on investment in real estate, in general, 

and severely restrict it in the case of foreign-controlled companies. 
There are two such companies operating in Thailand, one of which is the 
largest in the industry. 
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Table VIII - 23 
Life Insurance Companies in Thailand--

Percent Distribution of Assets, 

Government Bonds 
Policy Loans 

Other Loans 
Other Investments 
Stocks and Shares 
Cash in Hand 
Cash in Banks 
Accts. Receivable, 
Sundry Debtors 
Buildings 
Equipment 
Head Office A/C 

1961 and 1965*
 

1961 	 1965
 

4.9% 	 6.2% 
29.6 	 23.2 

49.5 	 35.1 
19.9 	 11.19 
0.7 	 1.6 
7.4 	 5.4 
1.0 	 0.5 
6.6 	 11.3 

etc. 4.4 8.3 
8.9 	 8.3 
6.2 	 15.9 
5.5 	 2.8 
4.4 	 4.7 

100.0 	 100.0 

Source: 	Reports of the Thai Insurance Division, 1961 and 1965. 
Modified for 1965 in the light of information supplied by 
companies. 

*Details 	may not add up to total because of rounding. 
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assets was in policy loans. rhese loans are granted to policyholders on 

demand, mainly to provide for consumption needs and occasionally to 

forestall lapsation. They represent a contingent claim on the disposable 

funds of the Thai life insurance companies. The decrease in the relative 

size of this type of asset is to be welcomed as it provides management 

in the use of its funds.
53 

with greater latitude 

Loans, other than policy loans, may appear, at first blush, to
 

include loans to industry and perhaps also term loans. In fact, however, 

many of these are short-term warehouse loans given against merchandise 

collateral at rates of interest ranging between 3 and 4 per cent per month. 

Allegedly, they also include loans made to influential persons without
 

security but at a high rate of interest, and the decline in the relative 

importance of "other loans" is said to reflect the growing concern of the 

life insurance companies with the unsecured nature of some of these assets. 

For comparison pueposes, Table VIII-24 gives the distribution of the assets
 
54
 

of U. S. life insurance ce3ipanies. 

5 3Policy loans yield 8 per cent per annum, which is above the estimated 
5 per cent return on all assets. This is a very low rate of return in a 
country where commercial bank deposits yield up to 7 per cent and the 
average cost of bank loans is about 12 per cent.
 

54 It must be borne in mind that most U. S. insurance companies are limited 
by state laws as to the proportion of equities in their total portfolios. 
The proportion of equities is much higher in the United Kingdom. 
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Table VIII - 24 
Percentage Distribution of Assets of U. S. 
Life Insurance Companies, 1961 and 1965 

U.S. Government Bonds 
Foreign Government Securities 
State, Provincial, and Local 
Securities 
Railroad Bonds 
Public Utility Bonds 
Industrial Bonds 
Stocks 
Mortgages 
Real Estate 
Policy Loans 
Miscellaneous 

1961 	 1965 

4.9 	 3.2 
.3 .6 

4.0 3.4 
'..8 2.1 

13.4 10.7 
22.6 	 24.2 
4.9 	 5.7 

34.9 	 37.8 
3.2 	 3.0 
4.5 	 4.8 
4.5 	 4.5 

100.0 	 100.0 

Source: Institute of Life Insurance, 1967 Life Insurance Fact Book, 
(New York, 1968), p. 63. 
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In spite of the rather dismal record to date, there are reasons to
 

believe that the life insurance industry in Thailand faces a brighter future
 

and that its importance as a collector of household savings and as a 

purveyor of industrial finance could be enhanced substantially. These
 

First, there are forces which are not confined
reasons are of two kinds. 


life insurance, and,to Thailand but which augur well for the future of 

second, there are special circumstances in the Kingdom which tend to 

accentuate those forces. 

In most of the developing countries mortality rates can be expected
 

to fall more precipitously than in those countries which have already 

The rates of
achieved a high level of medical care and public health. 


growth of insurance purchases are bound to be higher in countries which 

start from a low base and whe-re income, urbanization, and educational trends 

all point to a Ereat,:r interest in life insurance in the future. W1hether 

alone or in conjunction with the spread of other contractual forms of 

savings, life insurance must benefit from the growth of social security 

schemes which, in the Far Eastern countries, lag considerably behind those 

of Europe and Latin America.
 

In Thailand, moreover, the mortality tables currently used already
 

overstate existing mortality rates, and there is relatively less
 

competition for household savings in the K:ingdom than in many of the 

surrounding countries. The past managerial record is capable of rapid
 

and substantial improvement, and the supervisory authorities have finally
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awakened to the need for a more vigorous regulation of the industry.55
 

Most importantly, the predominant form of life insurance policy in Thailand
 

is the endowment type which enables the insurance companies to assume the
 

intermediation role much more confidently.56 
 Not only is the management
 

of funds easier under the known schedules of liabilities prevailing under
 

endowment policies, but such policies contain a greater proportion of
 

saving than do term insurance policies.57
 

One recent development in the operations of Thai life insurance
 

companies merits attention. In addition to the competitive struggle to
 

establish offices in provincial cities, which raised the number of such
 

55At the time of writinp the detailed provisions of the Insurance Act of 
1967 were still awaiting interpretation by Ministerial decrees. The

Act does,however, stiffen capital and deposit requirements and, in
 
addition, imposes control over premium rates, agent commissions, the
 
allocation of premiums to reserves, and the composition of assets. Most 
importantly, the Act institutionalizes a system of periodic inspection

and audit of the activities of the life insurance companies.
 

56Seventy-eight per cent of policies in force are of the endowment type,

and they account for 05 per cent of the sum insured. These policies are
 
issued for a pericd of from 10 to 20 years.
 

5 7The emphasis on endowment policies--with their accumulation of savings 
over the life of the policy rather than, as is the case with term 
insurance, over the last few years of the policy--is at least in part due 
to the reluctance of Thai insurance executives to sell policies on the 
basis that families are protected and safeguarded against the risk of 
death. These aspects are the ones usually emphasized in the United
States and the United Kingdom. In Southeast Asia it is considered 
bad form to mention the possibility of death to the prospective purchaser
of an insurance policy; instead, savings aspects of a policy are stressed
 
(the Chinese word for life insurance translates as "man-long-life"). 
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offices from 68 in 1961 to 141 in 1965, there have been attempts to sell
 

5 8
 

life insurance directly to 
rural households.
 

One company, in particular, has been quite successful in selling
 

life insurance policies to farmers and others generally regarded as being
 

a poor market, and it now sells three-fourths of its policies in the
 

countryside. In 1965 it collected 47 million baht in premium, the highest
 

The company
amount in Thailand, and about nine times its volume of 1960. 


issues small policies which require only about 20 to 30 baht in monthly
 

premium payments. Although the program is still in its experimental stage,
 

is subject to high lapsation rates, and is rather expensive to run, the
 

company is satisfied with its progress to date and its potential for the
 

59
 
future.
 

Grantcd that the Thai life insurance business is capable of
 

accelerated growth in the future, what is its potential within, say, 10
 

5 8One reason why life insurance is believed to be capable of increasing the
 

ratio of voluntary saving to disposable income of households is that
 

ife insurance companies can
unlike commercial banks, for example, 


aggressively seek savings, can approach potential savers directly, and
 

can "sell" the concept of periodic and contractual savings to those
 

hitherto consuming most of their money income.
 

59The GSB has also been selling life insurance which requires very small
 

monthly payments. The banL requires life insurance to be attached to
 

its housing loans, but it is also selling life, disability, and
 

endowment policies to its clients.
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to 15 years? 6 0  If premium payment. of between 4 and 5 per cent of
 

disposable income are considered to be the maximum that a household
 

would be willing to put into insurance, the number of policies in force
 

could quadruple or quintuple. To the extent that the growth in life 

insurance assets is increasingly directed into lon/-term financing, at 

the end of, say, 10 years the Thai life insurance industry could provide 

between 100 and 200 million baht annually to the capital market.6 1 This 

compares with the 1,600 million baht supplied annually by commercial 

banks to "manufacturing." The insurance contribution, however, would 

be in addition to the 100 million or so currently provided annually by 

the IFCT. Even this modest contriution to the flow of investable funds 

cannot be taken for granted. To achieve it, the life insurance business 

will have to overcome a numbv:r of shortcomings and obstacles. Some of 

which lie within the industry itself (and have to do with management and 

the integrity of both owners and agents) and some of which have to do with 

6 0 So far the Thai life insurance industry has not had to contend with the 
inflation which has retarded the growth of life insurance business in a 
number of countries. Yet, as shown in Table VlII-19, inflation need not 
be a deterrent. In Korea, despite the doubling of the price level 
between 1960 and 1965, life insurance assets as a proportion of GNP more 
than doubled. 

61At present, the average annual premium payments are about 475 baht, with 

13,000 baht es the mean value of the sum irsured. Inasmuch as the best 
prospects for expansion of the life insurance market lie among tile lower 
income groups, some 1,500,000 households could pay a maximum of 300 baht 
a year so as not to exceed the 4 or 5 per cent stipulated. Increases in 
income over time will increase the number of elig-ible households, but 
insurance cannot be expected to be the only outlet for incremental 
savings. In the United States the ratio of premiums to disposable
personal income (which is lower than household income) is about 4 per cent. 
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the legal and institutional setting within which the life insurance
 
business operate 
 in Thailand. Of these latter obstacles, perhaps the 
most serious is the tax treatment accorded life insurance premiums, which 

appear to be discriminated against vis-a-vis commercial bank deposits.62
 

It is not likely, therefore, that aeven great increase in the
 
industry's efficiency 
and appeal w;ill produce major additions to the flow 
of investable funds in the foreseeable future. 
 in a number of developing 
countries the importance of life insurance in the capital markets derives 

not so much from voluntary purchases of life insurance by households as it 
does from the tie-in of insurance with various pension and provident fund 

schemes and, particularly, from the compulsory character of much of the
 

insurance protection sold. 6 3
 

Given the circumstances prevailing 
 in Thailand, the introduction of 
compulsory elements into contractual savings is not likely to advance very
 

far in the near future. 6 4 

62Life insurance companies pay business taxa of 2.5 per cent on premiumswhile commercial banks 
uo not pay taxes on deposits. In a number ofcountries premium payments are exempt from the individual income tax, andin yet others contractual savers receive, in addition, a cash bonus
(i.e., Germany). Exemption 
 of premiums from indiviuual income has beensuggested for Thailazd. 

63See United Nations, LCAFL, Economic Bulletin for Asia and the FarLast,

pp. 5-10.
 

64Elements of compulsion do exist, however, with respect to provident

funds. 
 See the next section.
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Employee Benefit Funds
 

The various kinds of employee funds under which a stated sum of 

money is periodically set aside to provide benefits to an employee upon
 

his retirement, death, or resignation are, throughout most of the world, 

among the fastest growing vehicles for financial savings of households. 

Even so, it was somcwhat of a surp:rise to discover that this holds true 

for Thailand as well, a country where contractual forms of savings are il 

their infancy, where a social security system is well-nigh non-existent, 

and where there are relatively few large-scale employee organizations.65
 

Yet, at the end of 1966, the liabilities of the various provident and 

pension funds operating in Tailand aggregated at least 1,410 million
 

baht, and the available data indicate a compound annual rate of growth of
 

6 6
10 cent.more than per 

65A developed social security system could be considered to be competitive
 
with contractual saving although a recent comnrehcnsive study concluded
 
that this need not be so. See Organization for Economic Cooperation and
 
Development, Capital M1arket Study, General Report (Paris: OECD, 1967), 
p. 13.
 

66There is absolutely no information available on employee benefit funds in
 
the private sector. Data on those in the public sector are held in 
widely scattcred departments and have never before been collated or
 
aggregated. The information given in this section is the first known 
attemp~t to present reasonably compre:,ensive data on this subject. The 
data were obtained by Mr. "Zichard Sandler and Mr. Sonmode Phasee. They 
derive from a series of interviews, from a mail questionnaire covering
 
over 200 establishments, and from other sources. For a variety of reasons, 
of which the termination of the field work phase of this research project 
was the princioal one, the results are incomplete and subject to the usual 
caution about reliability.
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As shown in Table VIII-25, the employee benefit funds in Thailand
 

are predominantly provident funds with pension funds accounting for less
 

than 30 of the 124 funds whose existence could be ascertained. In terms
 

of total liabilities, the r.ost important are the Official Provident Funds
 

of the government with 615 million balit. These are followed by the
 

provident and pension funds of the various State enterprises (with the 

State Railway Fund accounting for some 326 million baht of the 600 million 

in this category), and the numerous funds in the private sector totaling, 

at the end of 1966, less than 120 million baht in liabilities.
 

Even more surprising than the discovery that employee benefit funds 

are quite significant mobilizers of saving in Thailand is the finding that 

the bulk of the household savings which flow into these funds is of a 

compulsory nature.67 The government's Official Provident Fund was
 

established in 1950. 68 Currently 4 per cent of a civil servant's salary is
 

67Two-thirds of the funds deduct a fixed proportion of the employee's 

salary every month. The compulsory nature of the employee's contribution 

is, however, somewhat differmnt :rom the compulsory saving which results 
from taxation or inflation. This consideration plus the fact that two

thirds of the funds are based on voluntary payments justify a brief 
funds a concentrate ondiscussion of these in stud), which purports to 


voluntary savings flows.
 

68A provident fund is one where benefits are cumulated over a number of 

years and paid out to the employee on his termination of employment. It 

differs from pension funds mainly in that the benefits paid out cannot 
exceed the accumulation in the fund, whereas the aggregate of annuities 
paid a retiring employee until he dies can cxceed the accumulation under 
a pension scheme. In addition to its provident fund, the Thai government 
does maintain a pension scheme, but the lattur is not funded, does not 
require any contribution from the civil servant, and is financed out of 
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Table VIII - 25Employee Benefit Funds in Thailand* 
(Liabilities) 

(millions of baht) 

Type of Fund 1960 1964 1965 1966 

Provident Funds -Government 335 492 551 615 
Provident Funds -State 

Enterprises 
Provident Funds-Private 
Pension Funds -State 

268 
52 

407 
114 

463 
135 

524 
163 

Enterprises 
Pension Funds -Private 

15 
19 

46 
39 

52 
44 

56 
51 

Total 689 1,098 1,245 1,409 

Source: See text. 

*Does not include non-funded government pension payments which
amounted to 143 million baht in 1960, 242 million in 1964, 273
million in 1965, and 296 million in 1966. 
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deducted each month and deposited in the fund. The contribution of the 

government consists of interest payments of 5 per cent. 6 9 

70 
The provident funds of State enterprises and private companies 

pay accumulated benefits upon retirement, death, or resignation of tie 

employee; but, unlike the Official Provident Fund, they match the employee's 

salary deduction in addition to the interest on the cumulative balance.
 

Typically, the monthly salary deduction is 5 per cent of salary, but the
 

matching contribution is frequently calibrated so as to provide an incentive
 

to the employee to stay on the job longer. Conversely, in the event an
 

employee quits before a minimum number of years (usually 10) on the job,
 

his benefits will be less than the full accumulation of salary deductions
 

6 8 (continud) 

current revenues. In 1966 the payment of pensions out of the regular
budget amounted to nearly 300 million baht. :lest of the pension schemes 
run by tie State enterprizes are similarly unfunded, but almost every one 
of the pension schemes administered by large corporations is a self
insured, funded scheme of the type which predominate in the United States
 
and the United Kingdom.
 

69For some unexplained reason these interest contributions are not shown
 
explicitly in the accounts of the Official Provident Fund. They are
 
deducted from the Fund's balance, however, when the employee retires and
 
collects his benefits in lump sum. Under the pension plan, the employee
 
is given an option of a lump sum paynent or an annuity payment.
 
Retirement, hence, pension entitlement, is contingent upon the completion
 
of a minimum of 10 years of service. Under provident fund provisions,
 
however, the civil servant is entitled to receive his accumulation whenever
 
he leaves the government employ.
 

70State enterprises are "mixed" corporations controlled by the government but 
managed outside thu civil service system. They run the public utilities 
and monopolies in 'Tailand. 
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and matching contributions plus interest. 71
 

Pension plans of private corporations (only one funded plan is
 

operated by State enterprise) are financed in a variety of ways, none of
 

which bear any relation to actuarial expectations. 72
 

There is little doubt that employee benefit funds will grow in the
 

future, although it is not certain that the rate of growth of the last five 

or six years will be maintained. in the public sector, the increase in the 

number of civil servants and the expected increase in their average 

compensation is bound to increase the total liabilities quite sharply in the 

near future. 7 3 In the private sector, the formation of funds is still in 

its initial stages and thle aggregate of liabilities may be expected to grow 

pari passu with the adoption of employ- e benefit funds by other businesses 

711nterest is usually fixed arbitrarily. The company ccntribution is often
 
graduated with the length of service so as to provide an additional
 
inducement to longer employment.
 

72These include the setting up of a special fund out of capital and annual 
appropriations, allocation of a share of profits, and so on. Typically, 
pension rights arc accumulated after a minimum of 25 years with the 
company. 

7 3 The pay increase for civil servants has been long delayed. Moreover, the 
1967 revision of the provisions governing the administration of the 
Official Provident Funds had the effect of substantially increasing the 
average monthly payroll deduction. Prior to 1967, the scale of deductions 
ranged from 1 to 4 per cent of salaries rather than, as at present, 4 per 
cent across the board. 
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and the further expansion of those firms which already operate such funds. 7 4 

Even so, it is unlikely that, under the conditions prevailing in the
 

country, the flow of financial saving through employee benefit funds will
 
75 

exceed 200 million baht annually 
over the next few years.
 

But this modest forecast could be revised upward quite substantially
 

funds operate to change.were the conditions under which employee benefit 

At the present time the funds are confined to larger employers who alone 

have the resources, financial and manaerial, to administer funds which
 

are not insured, which havu no actuarial provisions for outpaymerits, and
 

where the assets are frequently comingled with those of the operating 

To a large extent the employee benefit funds, particularly those
 company. 


in the private sector, represent an effort of the sponsor to reduce costly 

7 4At present, only about one-third of the labor force(in establishments 

with more than 10 workers) in the metropolitan area are covered by employee
 

Even so, it is doubtful that future accumulation of
benefit funds. 

liabilities in the private sector will match the rate achieved in the past
 

10 years. The biggest undertakings are already operating provident and
 

pension funds, and the base for future growth is already quite large.
 

75In the last two or three years the annual increase in total liabilities 

has been about 200 million baht. However, a substantial proportion of this
 

increase, about 40 per cent, represents employee contributions, only a
 

financial savings of householdssmall fraction of which would beco,;e 
were these contributions replaced by salary increases. On the other hand, 

the data collected understate the scope of employee benefit funds. Thus, 

in addition to those funds whose existence is not known, there are 

provident funds of local and municipal employees, which, however, are 

quite small.
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turnover of personnel and, if need 1e, to pay to that end out of the 

company profit or capital. A large spurt in the liabilities of provident 

and pension funds could come about only through their institutionalization;
 

i.e., through some form of social insurance or through another device which
 

ties in the contractual and compulsory elements of the funds to life 

76
insurance operations.
 

Neither of these schemes is likely to become operative in the near
 

future. The most immediate and most direct steps which could be taken to 

increase the flow of household savings to employee benefit funds are those 

which provide tax benefits and/or remove disincentives. 7 7 

Employee benefit fuuds can be expected to contribute to long-term 

finance to an extent even greater than life insurance. T'eir payments are 

more predictable and their receipts more stable than those of life 

insurance companies. Yet, in Thailand, the employee benefit funds perform 

7 6 Proposals for a fairly comprehensive social insurance scheme have been 
debated in Thailand since at least 1954. A recent proposal would provide 
benefits in case of sickness, maternity, death, anti permanent disability, 
but none for old age. Medical care would be provided free. The scheme is 
to be financed by employee, employer, and government contributions and is 
to be administered by a bureau under the :iIiiistry of the Interior. See 
"Social Insurance Planning in Thailand," unpublished report prepared by 
the Ministry of the Interior, Social Security Division (Bangkok, 1965). 

77At present employee contributions are not exempt and benefits are taxed
 

at graduated income tax rates when received in lump sum. Employers can 
deduct actual payments but not annual contributions. In a country where 
large-scale units are only beginning to form and where the labor force 
is young both in chronological age and in time of employment, annual 
contributions are much larg'er than annual benefit payments.
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rather poorly as financial intermediaries. The largest of them, the 

Official Provident Fund, simply holds its balances at the Treasury where
 

they earn no interest and where there are no provisions whatsoever for their
 

78
 
investment.
 

Inasmuch as cuiront Treasury balances are already rather large
 

relative to budget deficits, there seems little reason why the balances
 

belonging to the Official Provident Fund could not be more productively
 

employed. A number of suggestions and proposals have been informally
 

advanced to that end.
79
 

Tables VIII-26 shows the aseet distribution of employee benefit funds
 

in Thailand, other than the Official Provident Fund, for four recent years.
 

While the portfolios are quite diversified, only a small fraction of the
 

The one
resources of these funds find their way to the capital market. 


item which may connote the provision of long-term capital to the market,
 

"shares in other companies," more likely than not, represents the purchase
 

of the stock of parent or related companies. About the only item which can
 

78 In the past, these balances were occasionally employed to make special
 

purpose loans to other government departments and, in some cases, to
 

individuals. This policy was discontinued several years ago leaving less
 

than 100 outstanding loan balances.
 

79The simplest of these would be to use Official Provident Fund balances
 

to purchase government securities. Even though the interest return on
 
such an investment would equal the cost to the government, the government,
 
to the extent it needs to borrow, would save on its total interest bill.
 
Other suggestions include support of the IFCT and the support of new
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Table VIII - 26 

Employee Benefit Funds in Thai Private and State Enterprises, 

Cash 

Government Bonds 
Fixed Bank Deposits 

Other Bank Deposits 

Shares in Other Companies 
Shares in Own Stoc'k 
Loans to Employees 
Loans to Owners 
Thai Investment Fund 
Premium Savings Certificates 
Land and Equipment 
Sundry Accounts 
Not specified 

TOTAL 

Source: See Text. 

(million of bah.) 

1960 1964 


Amount 05 Amount c/ 

3,623 1.02 4,409 .7a 

124,772 35.15 285,734 
 47.13 

119,983 33.80 166.170 
 27.41 
31,278 8.81 14,189 2.34 
12,000 3.38 - 

- - -
19,628 5.53 28,88. 4.76 

743 .21 1,564 .26 
- 10 .0016 

- - 30 .0049 
- 2,072 .34 
- 141 .02 

42,906 12.09 103,072 17.00 

354, 933 100 606,-27-2 100 

Asset Distribution 

1965 


Amount % 

1,261 .18 

322,929 46.54 

165,390 23.83 

15,577 2.24 

2S,475 3.81 

12,500 1.80 

33,884 4.88 

1,682 .24 
60 .0086 

33 .0047 

2,072 .30 
131 .0188 

111,907 16.13 

693901 I00 

1966
 

Amount 

3,109 .39
 
351,374 45.15
 
181.910 22.86
 
20,638 2.59
 
50,000 6.28
 
12,500 1.57
 
38,751 4.87 
4,283 .54 

191 .0239 
41 .0051 

2,072 .25 
140 .0175 

130,866 16.44 

795,875 100 
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be said to represent genuine provision of capital to industry at large is 

held in the Thai Investment Fund, a mutual investmentthe minuscule amount 

fund with a portfolio consisting of stocks of corporations listed on the 

Bangkok Stock Exchange. As far as is known, only one of the 124 employee 

benefit funds in operation includes units of the TIF among its assets. 

Yet, the provision of risk capital to industry at large may well be the most 

rewarding and the most productive use of the growing resources of the 

employee benefit funds. 80 

The Stock Harket 

The market for corporate securities in Thailand consists of three 

segments: the Bangkok Stock Exchange, the mutual investment companies, and 

"independent" security dealers. It is a narrow and thin market without any 

official supervision aad regulation, with little reliable information
 

available to the public at large, and with a limited appeal. 

The Bangkok Stock Exchange opened in July 1.963 with six members and
 

five corporations listed on its board. At the time of writing, the number
 

of members has increased to over 40, and the number of corporations whose 

79 (continued) 
financial institutions.
 

InMalaya the entire official provident fund is held in government
 
securities. In the Philippines, only 9 per cent of the official fund is
 
held in government securities, with an additional 15 per cent held in
 
corporate securities, 18 per cent in personal loans, and so on. See
 
Franco Reviglio, "Social Security: A .1eans of Savings Mobilization for 
Economic Development," If4f Staff Papers (July, 1967), pp. 353-55.
 
For the asset distribution and portfolio policy of various U. S. fiduciary
 
and trust funds, see Alek A. Rozental, Investment Policy of Minnesota Trust
 
Funds (Minneapolis: University of Minnesota Press 1955).
 

80See Chapter IX,p. 22.
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securities are traded approximates 30.81 One of the member-brokers does 

about 80 per cent of the Stock Exchange business, and several of the 

members are nominees of the listed corporations.82 

It is estimated that of the one-half million shares traded annually, 

more tihan 50 per cent are traded among the members themselves. Even so, the
 
annual turnover amounts to about 2 per cent of the value of listed securities, 

compared with the 15 per cent on the New York Stock Exchange. 8 3 

Of the 30 securities listed, only about one-half appear to be traded
 

at all, and among these only very few can be said to be truly available for
 
"at market" orders. 
 The number of buyers has exceeded the number of sellers
 

ever since the opening 
 of the Bangkok Stock Exchanrge, and the listing of a
 
stock at a given price 
 is no guarantee that that stock is, in fact.
 

available, let alone at the listed price.
 

81The corporate sector in Thailand is not
income treated separately in nationalaccounts nor is there any preciae information available on its sizeand composition. 
Since 1956 the Department of Commercial Registration has
been publishing figures on new registrations, but the total up to that timehas never been compiled. From published and other information it wouldappear that there are at least 4,OU corporations (limited companies) in
Thailand with an average paid-in capital of one million baht. 

82About one-fourth of the members are domiciled abroad. A resident memberpays a 5,000 baht membership fee and undertakes to do a minimum of300,000 baht of business annually.

that transactions among members 

The great attraction of membership is
 
are exempt from the brokerageper cent which the public pays both on the sale 

fee of 1.25 
and on the purchase of alisted security. Thus a member can collect a commission of 3 per cent ona given transaction on the exchange without paying any fees himself. 

83See Bangkok Bank, ,IontlyReview (September, 1965), p. 231. 
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Table VIII-27 gives the available information on those listed
 

corporations whose stock has been traded on the Bangkok Stock Exchange in 

recent years.84 The securities of the Siam Cement Group (Numbers 12 through 

14) are those which come closest to having a truly national market even 

though it is occasionally very difficult to buy the common stock of the 

parent company, the Siam Cement Corporation. 

As shown in Table VIII-28, the securities traded on the Bangkok Stock
 

Exchange are characterized by a rather low level of price-earning ratios,
 

and there are no great variationn in sellin, prices over the period covered.
 

The number of buyers may exceed that of sellers, but the buyers have not 

been willing, by and large, to pay speculative prices for the listed stocks. 

The thinness of the market is brought out in Table VIII-29. In 

1966, the most popular stock was traded only 66 days, and the amount of stock 

traded was less than 2 per cent of the total stock issued. Nor is it clear 

that the trend in trading is upward even though the total volume of shares 

84Th listing requirements iaclude those of a minimum capital of one 

million baht, trwisfrability of shares, and publication of semi-annual 
financial stitements. W;'hile it is possible that stocks of corporations 
other than thosQ indicated in Table VIII-27 were traded on the Bangkok 
Stock Exchange, they were not included vithier because there was no 
record of such transactions or because there was no accessible financial 
statement of the corporation. Data given in this section are based 
on the records of the bangkok Stock Fxchange to the extent that these 
were made available to the writer. 
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Table VIII-27 
Bangkok Stock Exchange, Selected Characteristics of Listed Cornorations 

(in million baht)
 
Name and Date Incorporated 


Nature of Caal Paid u-n ]Sr sBusiness* Net Profit-AuthorizedBangkok Investment Co., & Issued I'T9-66Ltd. (1961) AFI 1964 1965 1966Commercial Credit Corporation, 10 7.5Ltd. (1964) ACFCAF .21.64 4.0 .6 1.2 1.7 
Construction Material Marketing 

. . .3 1.0 
Concete Products &Ar 


Comprany, Ltd. 
 (1952) 
SCC 60 60.0 15.2PC 18.5 23.836 24.0 12.2 14.1 16.0Dum ex T imitcd (1959) 6.9 12.0 18.6Industrial Finance Corporation 25 2 .0 7.2 8.6 9.8. 0 1. 4 . 4 .2 .6 9of Thailand (1959) 4.0 .4 .4 2.2 2.6 1.9

Jolaprathan 100Cement Company, 
LIT 

30.0 4.9 6.5Ltd. (1956) LIT 
8.3 2.5 3.5 3.9 

Kamasuta Corporation, SLCT 40Ltd. (1952) 40.0 25.0 34.7DSFAT 12 49.0 14.4 16.1 21.87.5 .5 2.1 3.9 2.4 2.7* AFI .8 - Automobile financeACFCAF and insurance.- Automobile and other consumer goods finance,
SCC commercial accounts factoring.
- Sales agents for the Siam Cement Group of Companies.
MPCPH - Prestressed concrete,- concrete pipes, concrete blocks,Manufacture of pharmaceuticals and allied products. ready mixed concrete, etc.Majority interest held byLIT 'astAsiatic- Loans to small- and medium-sized industries in Thailand. 

Company.
SICT -
DSFAT 

Second largest cement company in Thailand.- Distribution and service, Fiat automobiles and trucks. 
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Table VIII-27 
(Continued) 

Name and Date Incorporated 	 Nature of Capital Paid up Reserves e Profit --
Business* Authorized & Issued 1964 1965 1966 1964 1965 1966 

National Enterprise Co., Ltd. (1963) BMD 6 5.0 .3 .9 1.3 .8 1.3 1.0
North St::r Cornpany. Ltd. (1956) 	 BDPW 5 5.0 1. 1 .5 .6 .5
Sumsuk Company, Ltd. (1953) 	 PCBD 30 22.5 3.8 7.1 10.7 2.6 6.1 13.2Si-,rn Ccmnmnt Conpany, Ltd. (1931) LCPC 240 204.8 115.0 132.6 170.4 44.8 47.0 50.0
Siam Fibre Ccncnt Co., Ltd. (1938) MC 120 39.7 46.1 62.7 77.6 25.9 27.2 34.9Siam Ind'istrial CrE.dit Co., Ltd. (1966) SSC 60 60.0 2.8 2.8Thai Danu flank (19",5) 25 19.9 19.5 23.2 28.0 4.6 6.2 8.3
Bangkok Drying & Silo Co., Ltd. (1963) ASM 12 12 .3 .6 

*BMD - Brunswick Bowling and MacGregor Golf Distributors. Bowling and r.estaurant operators. 
BDPW - Bottle and distribute Polaris Water. 
PCBD - Pepsi-Cola bottlers and distributor. 
LCPC - Leading cement company in Thailand and largest public company.

MC - Manufacture of asbestos cement roofing, siding, and nine.
 
SSC -
 Serves Siam Cement in matters of finance, share registration, electronic data processing, etc.
 
ASM - Automated drying and storage of maize.
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Table VIII - 28 
Bangkok Stock Exchange, Selected Characteristics of 

Listcc- Corporations 

Earned Per Share Dividends Per Share Market Price Range Price-Earning 

Corporation 1964 
(baht) 

1965 1966 1964 
(baht) 
1965 1966 1964 

(baht) 
1965 1966 

Ratio 
(End of Year) 

1964 1965 1966 
1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 

11.87 

20.29 
50.30 
44.94 
83.66 

179.63 
31. 37 
34.64 
15.74 
17.39 
25.96 
54.02 

-

46.23 
56.57 

19.57 
16.09 
23.51 
35.91 
51.09 

115.04 
202.47 
35.07 
24.89 
10.59 
40.86 
26. 66 
39.96 

-
32.12 

22.06 
24.05 
26.72 
40.88 
37.01 

131.46 
271.96 
10.47 
16.51 

-
58.62 
27.80 
38.88 
4.7 

41.59 

10.75 

15.00 
12.50 

-
44.69 
75.00 

-
10.0 

14.0 
18.0 
18.0 

-
15.0 
25.0 

11.0 
12.0 
18.0 
15.0 

--
60.0 
75.0 

-
20.0 
12.0 
22.5 
18.0 
18.0 

-
14.0 

17.0 
15.0 
18.0 
15.0 

70.0 
75.0 
15.0 
10.0 
-

30.0 
18.0 
18.0 

-

16.0 

100-115 105-120 105-120 
100-105 105-107 

100-215 193-200 190-205 
123-265 240-290 240-315 
430-460 460-470 470-480 

1060-10601030-1060 1060- 1 06 0 
730-835 775-775 800-800 
63-105 100-105 105-115 

- 120-120 110-120 
100-100 100-110 -

1000-1125 1335-1500 134-210 
230-285 230-260 240-320 
265-410 285-300 265-290 

- - 107-125 
210-210 200-210 200-235 

1050-12001250-13001000-1250 

9.10 

9.96 
4.27 
9.79 

12.67 
4.31 
2.87 
2.88 
6.4 
6.5 
9.44 
8.89 

4.54 
22.10 

5.62 
6.5 
8.29 
6.68 
9.20 
9.21 
3.83 
2.99 
4.82 

10.4 
3.79 
9.6 
7.13 

6.23 

5.67 
4.4 
7.67 
7.71 

14.46 
8.06 
2.94 
12.42 
6.97 
-

4.86 
10.07 
6.94 

31.9 
6.37 

_ 

Source: See text. 
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Table VIII - 29 
Bangkok Stock Exchange, Selected Characteristics of Listed Corporations 

Corporation Number of Days Traded Shares Traded as % of Shares Issued 
1964 1965 1966 1964 1965 1966 

1 
2 
3 
4 

16 

20 
38 

21 
2 

'25 
25 

19 
11 
28 
23 

5.9 

1.74 
4.58 

9.4 
3.75 
2.92 
1.95 

7.77 
17.85 

1.2 
5.06 

5 4 7 13 0.56 0.58 1.5 
6 1 .001 
7 7 5 1 0.26 1.09 .06 
8 3 17 14 0.67 4.68 3.72 
9 11 27 11.02 11.55 

10 2 3 9 0.67 5.93 11.82 
ii 5 2 0.07 2.42 
12 41 55 66 0.88 0.96 1.48 
13 30 48 21 0.61 1.19 .98 
14 16 6.38 
15 1 1 2 0.05 0.78 0.12 
16 8 3 2 8.25 2.46 0.5 

Source: See text. 
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has increased considerably from the 70,000 traded in 1962. The increase in
 

trading volunie seems to have been due principally to the addition of other
 

securities to the board.
 

Inbrief, the Bangkok Stock Exchange is more in the nature of a
 

private club than a truly national market. This, together with the lack of
 

any official control over its activities, causes some of the large issuers
 

to by-pass its facilities and to linit its importance in the process of
 
8 5 

financial intermediation. 


It would seem that in order to gain a greater degree of acceptance
 

and popularity it would be useful for the Bangkok Stock Exchange to bind
 

itself by a limited n u.iber of regulations, perhaps administered by the 

Bank of Thailand, which would assure those who prefer to stay outside the
 

Exchange that such practices as "cash sales," "insider trading" and 

"rigging of the market" will be either prevented or severely punished.86
 

Of the three mutual investment co'npanies operating in Thailand,
 

only one makes available information, however sketchy, relating to its
 

85For a recent discussion of the role of stock exchange in the process of
 
capital formation see: David William, "The Growth of Capital and
 
Securities Markets," Finance and Developirent (ilashington: International
 
Monetary Fund, September, 1966).
 

8 6 Iile there is no hard evidence that such abuses have ever taken place on 
the Bangkok Stock Exchange, a number of institutional and private

investors have expressed some uneasiness and foreboding. Several cited
 
instances of manipulation which allegedly tool' place. On the other hand,
 
the fact that both the price dispersions and the price-earning ratios are
 
generally within a modest range suggests that the market has hardly been
 
in the throes of feverish speculation.
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performance.8 7 The Thai Investment Fund, managed by an American venture 

corporation, is the only one of these funds whose modus operandi comes 

close to that of a U. S. investment company or a British unit trust. It is 

an open-ended investment company which began its operations in 1963 and whose 
88
 

units are quoted on the Bangkok Stock 
Exchange.


Tables VIII-30 through VIII-32 summarize the available information
 

regarding the performance of the TIF. The number of units outstanding have 

constant because of a rather high rate of redemptions. Theremained fairly 

number of accounts is less than 150, which, though a considerable increase 

from the initial five, is still very low given the fact that TIF has been 

in operation for several years and the return on money invested, as shown in 

This high rate
Table VIII-31, has been in cxcuss of 20 per cent per annum. 

of return, however, was due chiefly to the high level of realized capital 

gains, with the return froi dividends and interest below that available from 

fixed deposits at commercial banks. It would seem that TIF's appeal was 

87,1he other two, the National 14utual Fund and the Bangkok M.utual Fund, appear 

to be related by managerial and other ties. No record of their operations 
was available, and indeed it is not clear whether the National Fund ever 

operated at all, at least in public. In spite of their names, these two 

funds appear to be primarily devices to garner individual savings into
 

contractual plans, the return on which exceeds that available at the
 
commercial bank-s, with the leverage gain accruing to the managers.
 

8 8 Initial capital was 5 million baht. Units are sold in minimum 
denominations of 1,000 baht. In addition to brokerage fees, a 3 per 

cent management fec is charged to purclhasers. 
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Table VIII - 30 

Thai Investment Fund, Selected Operational
 
Indicators
 

1963 1964 1965 1966 1967* 

Number of Units Sold 73,490 119,015 154,990 189.364 243.616 

Number of Units Redeemed 49,012 72,947 116,425 166,635 

Number of Units Out
standing 73,490 70,003 82,043 72,939 76,981 

Number of Unit Holders 5 32 67 101 146 

Average Holding per Unit 
Holder 14,698 2,188 1, 220 722 527 

Source: Compiled from data made available by the Thai Investment Fund. 

*Three quarters only. 
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Table VIII - 31Thai Investment Funds, Selected Performance Indicators 

1963 1964 1965 
 1966 1967
 
Total Assets (thousand baht) 9,399 10, 724 15,239 14, 462 17, 206Total Income (thousand baht) 706 631 786 949 646
Income as Percent of Asset 7.51 5.88 
 5.16 6.56 3.75Income and Capital Apprecia-
tion/Unit (baht) 172.42 41.67 44.28 21.93 29.65Management Fee as Percent

of Assets 
 1. 51 1.85 1.82 2.03 1.46

Management Fee as Percent 
of Income 20.11 31.38 35.37 30.87Distributed Income/Unit (baht) 39.01

8.47 5.91 6.73 8.49 5.0Distributed Income as %ofAverage Price --- 3.80 3.74 4.37 2.25 

Source: See Table VIII - 30. 
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Table VIII - 32 

Thai Investment Fund, Unit Price and Asset Values 

1964: 	Fourth Quarter 

1965: 	First Quarter 
Second Quarter 

Third Quarter 
Fourth Quarter 

1966: 	First Quarter 
Second Quarter 
Third Quarter 
Fourth Quarter 

1967: 	First Quarter 
Second Quarter 

Third 	Quarter 

Asset 
Bid Asked Value 

154.49 156.42 153. 195 

164.52 166.57 
181.65 183.92 
183.90 186.20 
185.76 188.07 

187.56 189.91 
194.30 196.73 
193.13 195.54 
197.66 200.13 198.28 

216.94 219.65 
221.60 224.37 
223.35 226.14 223.509 

Source: Compiled from data made available by the Bangkok Stock 
Exchange. 
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chiefly to a limited group of investors who through their contacts,
 

knowledge, and sophistication were able to take advantage of capital
 

appreciation of the Fund's assets. The managers of the fund find it much
 

easier to sell units to foreigners than to the Thais but do not appear
 

to have made a major effort to expand substantially their market.
 

The last segment of the Thai stock market includes at least one
 

major commercial bank and a few independent dealers in securities who have
 

no direct connection with the Stock Lxchange. 8 9 Moreover, a number of large 

corporations, often subsidiaries or affiliates of major foreign corporations,
 

prefer to distribute their securities to the public outside the Stock 

Exchange, either via direct mail aelling or through the underwriting and 

marketing facilities of some other intermediary. The Bangkok Bank Limited 

is particularly active in underwriting and distributing securities of this 

type. Its Investnent and Trust Division provides a secondary market for 

such securities by offering to repurchase them at any time, at a nominal 

discount. So far, such repurchase agreements have been confined to 

corporate bonds and preferred, but the bank also sells and buys stocks for 

its own portfolio. 

8 9 The commercial bank is represented on the Bangkok Stock Exchange but 
prefers to go into underwriting and distribution on its own. 
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There ate reasons to believe that provisions of long-term capital
 

through the sale of units to the public at large is capable of reaching a
 

much larger market than appears at present. 9 0 But to reach such a large 

market the framework, legal and financial, in which the units are to be sold 

will have to be drastically different from the one in which TIF operates.91
 

90Even though the Stock Exchange deals mainly in transfers of existing

securities, it still facilitates long-term finance by reducing the need
 
for corporate liquidity. 1,4cw issues contribute more directly to capital

formation, and a few of such issucs i:.ere offered on the Bangkok Stock
Exchange through the device of preemptive rights. In the same category 
are direct distribution and undcrwriting. 

9One current obstacle to the operation of TIF is the fact that the 
Thai commercial code does not recognize a mutual fund company distinctas
from any other company. flence, the special income tax provisions whichapply to such ilistitutions in, say, the United States are not operative
in Thailand; e.g., TIF has to pay income tax on its full earning whether
distributed or not. On the other hand, there is no capital gains tax in 
Thailand. 
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CHAPTER IX
 

FINANCIAL MARKETS IN T1LAILAND--CONCLUSIONS AND RECOhMMENDATIONS 

Summary of Empirical Findings 

The financial structure of Thiailand is basically a by-product of the
 

country's economic history. It was formed, and is still being formed, by 

the forces which have shaped the Thai uconomy. Unlike a number of other 

pre-industrial countries where more or less deliberate attempts were made to 

structure financial institutions so as to influence the path of 
1 

development, the Thai financial nexus, for the most part, mirrors the 

economic past. Even the establishment of the Central Bank came about, not
 

a fully conscious effort to coordinate and mana-e the financial affairs
 

of thu Kin-dom, but as a response to the political and financial pressures
 

as 


of Japanese occupation authorities.
 

Thailand is dominated by the commercialThe organized money market in 

banks. The role of foreign banks in Thailand has steadily diminished with 

the development of the country's economy, and at present the bulk of deposits
 

and earning assets is in the hands of the 16 locally chartered banks. Very
 

few, if any, of these banks originated as institutions of credit. In most
 

iSee, for example, Robert L. Bennet-, The Financial Sector and Economic 

Development--The :exican Case (Baltimore: The Joins Hlopkins Press,
 
1965), especially p. 138.
 



cases they were started a! apen.ag- s to exnort operetiois, remittanc 

saops, or other businesses. Even now, most Thai bankers ire heaviiy 

involved ii: a nunber of business vcatur-,'s, and the bnkinf business n.wy not 

necessarily be thc .,,cst in .ortant. 

Every Thmi commercial bank has at least one field iarsial, general, 

or :,member of the koyal Famiily on its board, and the nolitical muscle of dhc
 

Thai banks is an ir;-portant asiect of tic financial nexus.
 

Partly for this rcason and partly because of its traditions, the 

Central Bank's control over commercial banks is cxercisO,2 -rinirily throu-h 

moral suasion. The Banl, of Thailand is loathe to us., the control instrunents 

which, in law, it has ncssessed since the naasage of the Co,.nxcrcil Banking 

Act of L62.
 

The comu;ercial ba:!,s, though they account for over 50 ner cent of all 

financial liabilities r .corded as bein., ir,the h,-nds of the 'mblic, still 

finance only about oe-fifth of ,rivw.te ca-ital for-iation. In the Th.ai 

Second Six-Year Plaa, loss than 10 ner cent of all ,.,rivate sector finar.ce 

is .expected to co:e fro:, the financial institutions. Cle,.arly, ,luch of the 

financing of business enterrrise, not to naention rural households and 

consumption needs, co!-s from outside the or'anizrd financial nexus. 

The comrcial banks do not a to ;'usa their oper.,tionst-,u.r lending 

to t'e full linits of their ca'-acity, actual or notcntial, to obtain 

additional funds. It w;ould a,,pear that this rc.uctance to inxinize loni-run 

banking rrofits is due in part to tae oliponolistic ,;ositioa of these banks, 

in part to their unwillingness to abandon the lucrative nnd woell-trodden path 
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of trade 9ccom'iodation und, in part, too, to the laick of oxnxricnce and 

iersonnel to venturc into untried and risky areis of term credit and 

•-nnufacturors crodit.
 

Tie Cuntral ib;':,k (the Dank of Thilnnd) h-s an: excellent record of 

w-aist inin-l pricc stability in a quite raoidly growing cc no:,y, but it has 

only rtcentiy rccognized its respcnsibi lity for , ovidit,, or at least 

guding, developi-etit-il finince, particuiarly in offeri'-- c':rtail lines of 
rediscourting. Its debt managemnt nolicies, i prticular, ,:ve helped 

the cor.:ercial L'.nks to i:aintair. a degree of undcrutilizatio, of cx'acity 

in thie face o-I an I1hgedlylevel of dennd for Py enriblinphigh funds. 

the comr.¢rcial banls to hold a large fraction of their res:rvws in the forr: 

of high interest-yielding, ta-tx-free bonds, tih,: Centril !Ii:if countervailed 

'tw, teudency which ..vi-y 'i-ve dev:loed miont, tie cor!:1ercial barls to corm)et" 

ay offurin- lowier tcnms fov accoirodatior. or by entnriw,, new lincs r 

activity.
 

Tho relatively dense networl, oF co:,'.crcial bai:h. brnnches in Thnil"mi.!
 

is a notentially valuable dev,.loicntal resource, but iL is used, to n large
 

extent, as a device for transforring sayings -Fro,: the countr'-side tc the
 

iangKok hea.quarters. These savings, however, -rc not utiliz-.d to the full; 

rind to the extent that they ire utilizedl, they are not dirtcted into those 

channels %:hichappear to have hig'%develon'7ental rriority. 

There at'ears to be sone confusion i;,official circles as to 'hether 

debt :anageent should be em.loyed pri:,arily -s a budr,'-tary irstrument or 

whether it should Le desiqned as a device to create a bill and interrncdite 
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credit market. The Treasury accumulates ca:h balances at the same time it
 

issues bonds and bills. Often the size of these balances is close to the
 

amounts borrowed annually. There is no attemint, is yet, 
 to tailor 

government issues to the needs of various markets, .':-d therc is only one 

ty:)e of bond issu-d by the Treasury, thus i.aking it neczessary to :ttach to 

th, entirc issue ter-as which viould .-ake it :cccpttablc only to the r oginll, 

most reluctant buyer. The iarkct for bills is also rather limited in terms 

of variety of off'riags, aid there sens to be a regression in the forrcr
 

te.idency to create a secondary market i., ta;" bills.
 

The capital market 
 is both less efficient and lcss son:iisticated than 

tuc uoney i:iarkct. It contains fekw specialized in'stitutions, oll of which 

suffer from an inability to obtain lcndnble funds fron households, 1.rinarily 

bccaose of their co:i.izi:c.at to lend funds below the rarket rnto. The 

provision of long-t-r2 finnrcee i3 further linited by the absence of 

non-contractual capital aad by lack of fl(-xibility as to the terns at which 

c:. ital is mnde avnihible. 

There are very few 'nublic Ltstitutions within the Thai canitl ',rk.t. 

There is the Gov-rnmnnt zaviags 6jank whic,, cnannels household sovinas into 

the gcvernr,-nt bud-,.t, but the annual 'lo: of sa.vingstesce is oversh-idowed 

by those accruing to the connercial banks in te for, of fixed denosits. The 

Bank for A,-riculture and ',griculturnl Cooneratives was sct un only in 1967 

and has yet to make its ::iark, but its predccssor, the Bank for Cooileratives, 

played but a very :,iinor role in financing rural househ,-,lds. 
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The Industrial Finance Corporation of Thailaad (IFCT) did not account 

for more than a fraction of one ner ce:it of total nrivate canital formtion 

in 1967. Thi Smll LoPn Industry Fund cnd the lousing and Nelfire Bank arc 

eith2r very r-cont or very insignificant. Life insurance ,aompanies do not,
 

as yt;t, do loog-turm financing, and the various nension ind "rovident funlds 

also have dot entered these mar';ets. The i'an,ko.: Stock Exchange was 3et ur. 

in 19(.3 by :, !7roun of foreign entrepreneurs, and it is neither rccognized 

nor regulrtcd by the Th-i authorities. It cierites in a narrc, 1;!d thin 

market, and nerhaps only one or two listed cornorations are tr:Jed daily. 

The unorganized urban financial iarket has r-in) layers and
 

enconnasses a :reat variety of borrowers and lenders (many of whom ire also 

active in tue oranizcd markets), and it accounts frr at Aeast onc-fifth 

of the ar-ul capital requireaents of Thai business enteor:niscs. This 

proportion 4s *ven hihcr when urban centers, od,er than the rietro-olitan 

areas of Eajigkok and Taorburi, are considered and when initial cnital n.eds 

are included. The unorganize.1 narkets, even nore than the orfanizee, tend 

to favor te trader and the sieculator over the i:anuficturer. The volume rf 

business done in the unorg;anized roarkets is heavily weirrhtod with trade 

cry..it, ,hich is of little us, to toie nnscent n'nufacturin- enterprise. 

"lost of thC firance iiruvided oy the unorganized rnrkets (Pnd this is true 

also -or tuo org. ized r-arcts) is on a contractual basis, which, with its 

heavy and often i-mediate interest obligations, interdicts many " notential 

manufacturing enternrise. There is a striking ,r'ucity of equity finance. 
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Lcss than five per cent of total annual fin.ncing of agricultural
 

households is handled by the organized finnncinl institutions in the
 

countryside. 'luci-. te -rovidcd outside these
of finsncing institutions, 

at best, :ai .'i.ns the v:lu-. of the :.ssets of the farrer, but it is not 

co:'corned witj, increasiq:w the value of his assc.tq 'n6, ,ie:ce, does 'ot 

ex/)ond the income and sarinr of the rural i-ouseilelder. 

Contrary to view:; soe, unor-.-nized fincl.nil intha.- held by rar,:ets 

a country sucn as Thailand nlay an imnortant role in urban as well is rurJ 

areas. Thcy :re still relitively iiore inmcrtant in th-: couatry- ide, however, 

.adthey roinaii thuv ,)redo'.inant vehicl: of finance for rurpl households. 

In Thailand, ov.'r 80 "nercent of the iiiti.al ct.nital requiremunts 

of business enterprise come from qn entreorenrur's "own" resources, and less 

than 7 ,,er cent is obtained i :' orgalizcd fi:nincil market. Fven for 

ongoii;g, an:rual ' ure ents, more than t.cr :ent cf conital2) rcquirements 

come from outsid: the institutions of the or,.:jnized rarkets.2 Savers nrefer 

to transfer resources to investors outside" tY-i-! nu.rvicw nf offici-1 scrutiny 

and control becau.,; of the op'orturn~ty to exact hi,.hcr interest rates thain 

those obtainnblc fro:; the or-tr.ized financial intrrediaries and !):=use of 

desire to keen the extent and the source of srvins niddvn from 

authorities. Despit, .. i.- cost or borrouin,ti:. er invcstors find the 

21,s was emphasizcd in Chater VII, these rircentnes nre illustrative; and
 
taough they reflect the order of iao:aitudes, they cannot claim to bc exact
 
figures.
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for a -.ulber of reasons. These includeunorganized markets attractive 


s-ced 3nd sim'-licity of transactions, more flexible collateral requirements,
 

nd a strong ,nredilection for beenig lcan dealinps c.)nfidetiai. 

r ienwubrn of theThcre is sone evidenco to suggust that there exists 

co!:i:aercizJ Lankii., system in Th'11,a.! which div-rts funds awvilK"lc to the 

organized market3 into the unor-anizcd rarkets and whic'i, at the same time, 

makes tno cost of borr'vi.ij higher. Th2 ., 1e survey of urban credit in 

activitythe unorganize(I narxuts also sugests that much of the moncylendina 

the guise of "fricnds ar.d r.-latives."is perfor .:- u;'der 

The level of interest rates in both the crmanized ind the unorganizcd 

markets is i~ijlh (es-)xcially in the latter), aiid tile r-itcs 're allost 

of tnese nnrkLts were trulycertainly higher thin ti:ey w.ould 'L: if either 

competitive. This hipih l.vel of ij,.zerest rates--about 25 Yer cent is tle 

ilodal annua-l rute p-Iycble by :a legitimate ci.tre-,reneur of moderate siz.-

militates -.gaiust long-range undertaikings and in favor of nuick nay-off 

sche LS, 

Other terms and conditions of loans (other taian the rite of interest) 

tond to inhibit the financing of rmanufacturinu enternrises, narticularly 

tiiose eaterfrises which -re locally owned anJ hivc only modest initial 

resources. The c.n.)hasis is on land as a collateral and on thc status of the 

borrower rather than on tile prosaccts of the cnternrise. Thcse practices, 

together with various other legal imrediments, all te;,d to favor th.e trader 

and the speculator and discriminate against the small or moderate size 

would-be n..inufacturcr. 
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The rotati,-g crcdj.t society is knowtn throughout the undcrdeveloncd
 
world as a consu'nption-scrving, rural-based, face-to-face .rouinr,
but
 

iu Thailand it is prinarily an urban institution of the unorganizcd :iarket 

wnich, surprising1y, fi;ances buniness as well. i fact, some 5 ner cent
 

of thc anual finincial needs of Thai business 
 are financed fro, tis source, 

and apnroximately 30 
ner cen t of all business undertkings, concentrated
 

among s-,:ll and ;nediu.;l-sizO firms, resort to this ,iedium of finance. 

Thuse emriric:-.1 findinqs :oint out the aspects o' the structure of the 

Thai financial ,arkhts which ar,- cf cruLial lmportice to thc country's
 

developmental str..tetly. The tive
tenic conclusion of Chapter II is that 

a'ricultural savin; h.-s been in 
excess of inv-st:ient in the acyricultural 

sector. An in.ortant comonrent of the intersectoral fina,,cial transfer has 

be,n an increase ii the -,rofits of the trading comnunity which is 

conceitratad ini the iuctro'olitan flangkok-rhcaburi area. During the noriod 

1)61-65, more than o'ne-t;.i of the increase in auricultural output w;as 

exported, and agriculture contributed three-fourths of the country's total
 

ex,)ort .!arning in that 1cried. During this same period the industrial 

sector's average propcnsity to save rose from.0.133 in 1961 
to 0.147 in
 

1962, to 0.164 in 1963, to 6.184 in 1964. 
 A si'nificant factor in this 

rising saving propensity, it ir:ears, is n high narginal savings rati.- nion. 

traders engaged in exporting agricultural comn:odities. Th:rc has been a 

positive corrtd.1tion between savinqs alid ex',orts, and the key to this 

relationship nay lie in the exnort traders' h'*ph ,nnrjir.al savin.s ratio. In 
open, dualistic econoinies, and ones where there is a considerable deqree of 
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income inequality, an increas. ii :ricultural outnut leads to i sharn 

increase in alisl)osble incomes of nort tradcrs as larger volumes of ex.norts 

an increasin.ov tlirough ti ports. Even though thc.;c traders save 

pro.,ortion of ticir income increments, the investment of these sevings 

takes nL-ce l-.rgely outside the aqitcultural sector. :'ut the trdina, 

of exiorters and ir-Torters, many of whoncolinunity ii Thnilrnd is corposed 

are both. It is n tightly knit co,-. unity which is simultrincously dec2ly 

involved in badkin,-, iisurance, warehiousing, and other activities. 

Accumulatcd sviinigs are tr.nslated into iivestment in trad., service 

;nto-r,)rises, and ircJ .t-substitutior, manuf.-cturL- much morL rendily than 

into agricultur.- or exnort-pronotiGn industry.
 

The Thai ccoriomny has thus s-iccessfully crossed the S-cond "threshold" 

on the path leading to slf-sustained growth. Ihethcr it will surmount the 

third and last threshold will denend, lnt;,r nlia, on its ability to .dant the 

financial structure to the dcveionmentl neers. 

'"All these sutgcst d rir.tionsii:-; ,goul. n,)t 3eer unreasonable in the 'Mai 
circunst.hces where an oxport boo, can be x'xnected to be associated i..ith a 

shift of incom., distribution toward th.c community, leading to -n investible 
surplus there "which tlhen, th.n'ugh tir: :.ll-esiblishcd channels of the 
so-call.d uorganizcd cait-1 ::arlt, is made -,vpilibln to entrenreneurs
 
soekin.- funds." Irternational Bank for Reconstruction and Develorme.nt,
 
The -cononic Situa'ion in rl.ailand (Ai ri] 1966), n.
 

4See Cia"ptcr I. 
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Develorment Strategy and the Struicture of Financial Mnrkets 

In Chaptcr I, :ithree-pronged ccncetual fra.r-work was nresented 

which is caable of yielding troad guidclines as to the ways and means of 

structuring the financial i.larkct. The three prongs Pre those of economic 

efficiency, devclopmental ,rioritics, and ext,::ision of the scone of t.".. 

organized rarkets. The broo-d guidelines for Thailan'd were three in number, 

to wit:
 

1, The cost of lojig-term ca'nital should hb lowered and the snr-ad 

u-tween th,: reward to the saver and t.L- cost to investor ivarrowcd. 5 

5 The 	 sprca,' was taken as an index of efficiency. Ideally, the efficiency 
of a financili market (defined as its ability to orovide an ontinun
investment mftix; i...,., a capital-outout r~itio which is th, bst tant can be 
obtained, givwn the "state of arts") will be maximized iav-n th; s--rcad is 
zero. 

TI. arTu. nr,. mz.v Le stated syubolic-lly. If - neasures the flow " o-
l~ndablL funds nd S = ¢(lIRsF
where 	 RI measures the "cost" to thc investor 

!kcmasur.s the "rewards" to the sav,., and Fdenotes the financiil 

structure, tc function of F is to maximnze the capital-outnut ratio "a," 
then: 

3a 
= 1sF)4	 Z'I(RF 


9 

T= 0 and - < 0F2
 

This 	 irplies -'- > 0 and - < 0 

and RI - R = min. 
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2. Ile flow of capital to tie small- ard metiu-sized manufacturer 

should 	be in;creased, particularly i:!icn his outinut has a world market. Such 

the volume of 
a flow should be itcreased both absolutely and relatively to 

financing of trade, construction, and sr-ecula',ive activities.
 

3. Competizive iinstitutio's and instruacits s,,ould be set un in the
 

organized narkets which ar-2 oble t- attract lenders a.nd entrenrcneurs
 

hitherto confined to te unor-,nized mark-ts.
 

Thcse threc broad quidelines provide a convenient devi' e for .rouninq 

the sugpestio'is anid recom:.iendatiors for modification o tic Thai finnciail 

markets. ;.cst of t:,ese su!qestions and r-com;iiend,'tions were made i.) the 

preceding chapters, and r of them withost are ninor in nature in 1!'eidUg 

the "piecc.cl engineering" a.pro;:.i indicated it t:- close of Chapter 1. 

N)as1.u1AL: as tiv,. guidelines t;ier.seiv-s arz interrelated, there can be no 

clean-cut distinction b;ctween, a s-'ecific suQ cstion desipned, say, to 

i;iprove tilo ecunola.'c efficiency of the narticular financial market and ont. 

designed to increoise ti scove of the or.aiiiizvd nlarkets. The allocption of 

a given suggestion Lo o:e of ti,.three categories, irvlied by thcse broad 

guideli;es, will thus be largely arnitrary ant! dctermined by a judgment as 

to the direction of the nrimary i:,,act of such su.ggestion, wihen i,,iolcmented. 
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Suggestions for Increasing the Efficiency of the Financial Markets 

The suggestions made in Chapter III for bringing branches of the
 

comamercial banks into agricultural credit are designed primarily to
 

expand the scope of the organized market in financing rural households.
 

But they also contain some recommendations which are meant to enhance the
 

efficiency of these markets. By postiri a fixed spread between the re

discounting rate and the maximum lending rate, the commercial banks could
 

increase their profits by lowering their operational costs, by stretching
 

their overhcad over a larger number of loans, and, finally, be better
 

control 
over the purpose of loans so as to minimize losses from non

repayment.
 

The efficiency of commcrcial bank operations could be increased by
 

greater emphasis on the purpose of the loan rather than on the status of 

the borrower. A banking self-insurance scheme would attract more depositors. 

It is also possible that commercial bank lending could benefit from 

simplifications of mortgage registrations and, particularly, from some 

device which would result in "splitting" deeds to large parcels of property 

into components adequate to cover a single loan. 
 Some consideration could
 

also be given to the extension of non-lending functions of banks by
 

allowing them, say, to adninister trusts and estates on a comingled basis. 16 

The central bank could also improve the efficiency of the banking
 

system by streamlining its rediscounting procedures and allowing the
 

commercial banks to assume exclusive responsibility for credit risks. It
 

6 Some of these-trusts are not legal in Thailand.
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would also seem desirable to abolish the present quota system which 

determines the ceiling on the amount of rediscounting done by a single 

bank.
 

But perhaps the greatest single contribution to efficiency of the 

bank areafinancial markets which could be made by the central lies in the 

of debt management. By tailoring the various types of securities to the 

various segments of the market, the Bank of Thailand could not only reduce 

interest costs to the Treasury but also contribute to the reduction of 

the interest costs charged by the co;mercial banks. To improve the efficien

cy of the institutions of the capital market a series of suggestions were 

made in the preceding chapter. These included the abandonment by the 

Government Savings Banik of marginal functions such as selling life insurance, 

the assurption by the IFCT of exchange risk and the simplification of its 

procedure for importing machinery, as well as the possibility of trans

ferring a portion of idle Official Provident Fund balances to the IFCT.
 

Suggestions for Channelling ResourcLs into Develonment Priorities 

The developmental priorities range fron channelling resources away 

from trade and speculative construction toward the provision of medium and 

long-term capital to industry, in general, and export-oriented manufacturing 

in particular. The primary responsibility for channelling funds into devel

opmental priorities rests with the Bank of Thailand. Specific suggestions 

include allowing commercial banks a greater "spread" on paper rediscounted 
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for small manufacturers, so as to provide these banks with greater inowntive
 

to engage in this type of business. The Lan. of Thailand could also attempt
 

to discourage certain financial activities by removing the preferential
 

treatment of exports and other trading transactions implicit in Section
 

10 of the 1962 banking Act and by helping to bring about a change in the 

tax system in the direction of taxing certain capital gains and speculative 

property transfers. On the positive side, the Bank of Thailand should 

insure the speedy implementation of pending legislation which would allow 

lending against chattel mortgage, thus making it easier to lend against 

the security of maachinery and equipment. By periodic review of the licenses 

of branches of commercial banks, the Bank of Thailand could exert some 

influence on th. se banks to expand productive activities in the areas they 

serve. Similarly, the Bank of Thailand should be somewhat less rigzid in 

allowing agencies to be set up in the provinces whenever the record of the 

mother institution seems to justify it. 

in reforming its government debt management policy to orient the sale 

of government securities towards different buyers, the Bank of Thailand 

could give consideratioi to the issuance of a special bond, of intermediate 

maturity, ;hich could be made convertible into equity shares in either 

state enterprises or private undertakings.
 

In addition to the suggestion pertaining to the Bank of Thailand, the 

commercial banks themselves, through cooperation in the provinces with the 

IFCT, perhaps on a "share the risks" arrangement, could contribute to a 

greater flow of finance towards developmental ends.
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Suggestions for Expanding the Scope of Organized Financial Markets 

Perhaps tle most potentially productive of the suggestions in this 

at bringingcategory, and certainly the most detailed one is one which aims 

the commercial banks into the field of agricultural credit. In order to 

induce the commercial banks to enter the difficult business of granting 

supervised, productive loans to groups of farmers, a two-pronged approach 

is adopted of extending simultaneously a carrot and a stick. The stick 

should take the form of an increase in the legal reserve which tile banks 

are required to hold against their deposit liabilities, with the option that 

the extra required reserves can be held in the form of agricultural paper. 

Thu carrot should be a generous rediscounting of this paper by the central 

grow 

bank. iligher and growing income of farmers is the best i-,ay to insure, in 

time, a mnarket for manufacturing enterprise and enable that enterprise to 

in size. Thailand's netw'ork of bank branches suggests reliance on 

these rather than on artificially created and sustaincd public institutions 

in the rural credit field, whose record to date is rather poor. "ihe public 

institutions should concentrate, rather, on the provision of longer-term
 

credit to the farmers and on tle costly and time consuming training of
 

credit supervisors.
 

The commercial banks should also be encouraged to begin to engage 

in term lending, thus attracting some of tAie would-be borrowers who are 

forced to seek funds elsewhere. 
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In the preceding chapters it was suggested, on several occasions, 

that the interest rate charged by a number of institutions is below the 

market rate, thus effectively depriving these i~istitutions of access to 

household savings and making them dependent on budgetary and quasi-budgetary 

appropriations. This is true for the Bank of Agriculture and Agricultural
 

Cooperatives, for the IFCT, and for LOSID.
 

By bringing the maximum lending rate at least to the level of the 

minimum rate charged by the commercial banks on similar types of accommoda

ticnthese institutions could hope to divert some funds from the unorganized 

market.
 

Other suggestioiis designed to encroach, directly and indirectly, on 

the unorganized markets can be r,-cat)it1jlated briefly. They include greater 

emphasis on lottery bonds in Government Savings 2ank operations, certain 

tax concessions for contribution to life insurance and provident funds, and 

a broad regulation of Stoc1h Exch:.noe operations. 

National Investment Consortium - A Pronosal 

The preceding suggez;tions for improvement of the financial markets in 

Thailand, are with one or t.,o exceptions, limited in scope and in their 

probable imipact. In particular, they do not address themselves to one 

glaring deficiency in the financial structure of Thailand, i.e. the almost 

complete lack of equity finance (other than that associated with the gar

nering of entrepreneurial "owqn" initial capital resources) in both the 

unorganized and the organized markets. It is quite possible that the 
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predilection for euterprises with a short "ray-off" neriod is, in large 

measure, du, to the inability of liitimate businessmen to secure venture 

ca3ita. .. ithin the confines cf the orj,rnized nortion of the Thoi Financi'l 

:ar'kets. There a-_nears to be a nreseut and urent ned to -rcviJe funds 

tc nascent enterprise on the basi.s Of nattici'nation ii future nrerits, 

devoid of heavy annual contractu,_i burden and with a r eriod equiv',1'21t 

to the period in which the enter'rise cstablishes ".tself .d beoins to 

make cistribatable earnings. 

''hat apnnars to suito.ble to tl,: conditions nrevailing 4n Th .ilnnd 

is an institution of the rrivate sector, but 7:ith official baclltiir wiic'% 

combines the functions of a rational unit trust P-ld a devolonment corpo

ration . Such an institution would acL on both sides of the :-arket for 

lendable funds. It wculd issue its o.n securities (units) to the s~vers 

and it v,'ould 1-rovide the proceed o the in,.stors. Tae securities offered 

to the savers would be redeenable at par, L-ither in nernetuity or for a 

stated nuhiber of y;.ars, and wculd c..rry a rite of return which would vary 

according to the return realized by the tonternrises held in the ,ortfolio 

of such a hybrid institution. The lprocceds from ti. sale of the units 

w:ould bc us2.' to nrovide ecquity caiital to both existing and iascent 

ente-r:;rise, including, ii. nxtiland, ho,,efully, also te shares . st'te 

urnt..rnris s which the governent would make available. An i.;ortfnt 'rt 

of the jcL of this institution would be to actively seek out ind '.roaoto 

t..e fornation of i:,a:.ufacturi;g ont.rnrfis-, usini: the lure of irovision 
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of venture capitol with a modicum of control and sunervision. Such a hybrid 

combining, say, the roles c the Pahistani Unit Trust with tht cf the 

.lxicau Nacional Finan-iera, w"4oars quite f.znsible ir, the DOai sttirig, 

wiether under the u:mbrella of the Industrial .inanrce Cornorition (alrcady 

emnowered to engage in -uity financing) or under some other P',iS.7 

Su'npose, then that a ,'cision is t.-ken to svt un on institution of 

a ca ital marhet on t.", lincs of tu: hybrid unit trust-industrial devel

onment corporatio: (hercafter referred to as the Nntion' Investment 

Consertiun or NIQ). nh.:t siould be the modus oncraAdi of such a consortium? 

"7 
*The Nacional Fi,.anciera w;as esiablisned in 1933 with "the fundamental
 
objuctive of mobilization and reiat:ogration into the econcvy oF re;1
 
propcrty exprop riated by the :overunent and for the purnoss of aidin-'
 
the existing credit institutions iA the cha:nellin; of invqstm':nt carital
 
inco creation and expansion of industrial enterprises and to develon n
 
nationcl P:arKet in stocks and bonds" (SOe larcello '"uilir y oya, The 
N4acio:;al Fin:nciers, S.A. of wxico, ri:;eo, (Circa 1955). in id-1961 
Xacional Financiera owned stock io 6 industrial anternris:s, 13 V9 
walch it was the ajority stockholder. Az thie cnd of 1959, its fQnancinog 
accountd for somae 8 .,rcent of Oexico's GNP (Robert L. Bennett, nn. cit., 
pp. 54-53). The Nacional Fina ziera providss equity finance to enter-rises 

but does not collect household savinas in form of equity units, i.e., its 
"narticination certificates" nromise a fixed return. The POMistani Unit 
Trust, on tho othcr hand, issues units to the "ublic with variable return 
but does not itself invest the ,roceeds i. new undertakin7s, nor does 
it se m to nronote ne: ventures but icts "rinarilv as nn official sun'ort 
to the stock !mnrket. To Muuo, however an Investr.ent Cornoration of Prkistan 
was established which is to act as a devclonnnt corrioration (Inforntion 

ONtain-d "rom: official oamnhlets ,ublished by the Unit Trust and the ICP). 
It should be stressed that both the Nacional Financira and P.kistani Unit 
Trust arc gavcrnmcnt-sponsored institutions. 
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Who should run it? Ilow to po about setting up its initial portfolio? How 

to insure sale of its units zo the broad public? Hlow to go about expanding 

the portfolio? iiow to best bring about the formation of new manufacturing 

the units continueundertaking.s? How to insure not only that issued by 41C 

to be attractive to savers but that NIC meets its primary purpose, i.e., 

provision of equity finance to long-gestation enterprise? I'hat should be 

the relation of NIC to other institutions in this country and abroad?
 

It would be neither desirable nor feasible to provide detailed and 

definitive answers to these questions. The outline which follows is meant 

to be merely a first approximation of what is believed to be a sorely needed 

addition to the Thai financial structure. 

it is contomplated that the consortium will be, in the first instance, 

a creature of the commercial banks, life insurance companies, and other 

financial institutions having intrest in the development of a capital 

market in Thailand. At the same time, the formation of the NIC should re

ceive the official blessing of the. monetary authorities and a promise of 

its active support. 8 The ir.itial contribution of the participating insti

tutions should take tne form of sul..scription of a , ortion of the member 

8At present, the "fThai monetary authorities are very s;eriously concerned with 

streng thenin? the capital market. A subconuittee on financial institutions 

of the Prine 1,linister's Cormittee on the Private Sector has held a number 

of hearings on v'irious proposals to this end, including a proposal which is 

a precursor of the one -,iven in the text; z-he committee is currently (1968) 

further studies and analyses of the problem. Among the proposalsconducting 
considered was one, not dissimilar to one presented in the text introduced
 

by a leading commercial bank. 
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institutions capital stock. The stock will form te basis of the initial
 

investment portfolio of NIC but the title to 
that stock need not be 

alienated. It would be sufficient to deposit the stock in escrow, to be 

retrievcd in the evnt of liquidation or at such ti:ie as the consortium
 

acquires a large an-d diversified nortfolio of its own. Il.hether or not 

the amount of t:ie stock deposited should bear a fixer! relation to the 

entire capital of tJ,.2 suuscribing members will depend on the w-y in which 

the NIC is to be administered. For exanple, the interest in the new 
institution 

nay be unevenly dibtributed among founder members ond this uneven interest 

may be reflected in tie willingness to )rovide personnel and resources to 

the mmanaement of --he consortium. There may be some bapks which my be 

reluctmnt to join NIC at the outset. Othe..r financial institutions ml:,y be
 

wi3.liiwg to join but unable to contribute the requisite resources. For these
 

,nd other reasons, no riid forruln for stock contribution needs to be 

prescribed. 

The initial stock contributior will nrovide NIC with a nortrolio of 

dividend and inter :,st earning securities sufficiently attractive to the 

public at large to enable the maanagement to start .n intensive canmpaign 

to sell its units. It is in this connection that the official surnort will 

prove m:ost i,.nortant. There are two nrinci,.al w.ys in which sucii su'vort 

may be instrumental in g1ttin, NIC off to a g-ood start. One wy would be, 

say, for the Bank of Thailand to undertake to redeem the units at any tine 

at the ontion of the holder, at The other way ould be by oneningnar. ..
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facilities at post offices, branches of the Govcrnment Savings Bank, and 

provincial Ireasuries, as authorized dealers in the NIC units, both for 

purchase and for redemption purposus.
 

The promise of the Lauh of Thailand and/or the Ministry of Finance to 

redee::i the units at par may be made for a period of years or in perpetuity. 

It may be that instead of redemption for cash the units could be redeemed 

against a special bond, issued by the Treasury and handled by the Bank 

of Thailand. For example, a five-year bond, without tax exemption but 

with instant redemption feature could be issued (or preferably authorized 

on 'ap) bcaring, say, 5 per cent coupon, but with conversion option back into 

the units of the NIC. 9 In any -vent, the holders of the units should be 

assured thiat vihie the return on these units may be highly variable, the 

par value will bc inviolate in money terms. 

The rate of return u:ill depend on the performance of the portfolio 

which %IC i.ill acquire, but it need not be confined to dividends. For 

instance, .)no of the policy ];rinciples which NIC could adopt would be to 

sell, by public subscription, the stock of a company whichl AC Las nursed 

from infancy zand which has grow, sufficiently to stand or its own. The NIC 

iecJ sell but a part of its initial participation in order to realize 

distributable cap-it.-l -ains. 

The procceds from the sale of units to "the nublic %ill be used to 

acquire adclitional assets for thu '!C portfolio. The approach here will 

be a twofold one. On the one hand IC will add to its holdings the stock 

9See p. VI-67 and p. IX-14.
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of existing and operating enterprises includinq, hopefully, stock in such 

T)UbliCly held undertakings as the Government mf.y be -rsuaded to transfer
 

to the private sector. On the other hand, it will nrovide 
 venture eluity
 

capital to new enternrises, eiTier by settinq u- such entoryrises or 
by 

facilitatiri conversion of existina businesses into nublic limit-2d com-pnios. 

The acquisition of additior:al share. of cxisting co'.v-anies could 'nd 

should be facilitated by le,.islatiorn requiring that certain tyes of corror

ations sell a stited proportion of teir authorized canital to te NIC, rt 

NIC's ontion. Por exanple, iz s!iould be a relatively si-mnle matter to require 

all the "pro.ote'd coml3anies", as a condition of -rantin, th. nronotion 

certificate, to offer to the NIC, say 5 '.ercent of their caital stock.1 0
 

The same urinciple could 3p,)nly to other corporations which rely for their 

corporate existenc; and their chrter on a grant from the rjov.rnMcnt, is, 

for examrle, insurance cornanics, coriorations with headqurters abroad, 

and so on. In addition to insuring n flo: of o,.eratinr! assets to NIC's 

portfolio, such le.islat.on will have the added advantage of nroviding
 

auxiliaiy fiiancial facilities to corr:ornte uw-'ertakin-s with little loss 
11 

of co:ltrol.
 

!O"Pronoted coananies" are those ,hici, receive sni'cial 
tax and other benefits 
unon approval by the Bcard of Invcstment. They account for half ofover 

,otal urivate investmer.t in hiailand..." information strongly sut1,ests
 
two kinds of industry as ,,referred for nromotion: I'eavy industry involvin. 
lar-L oversca. investnent il fixed ca.ital [r.n,!! finishiog cr branded 
,,roducts scWkinz access to the Thai :nsrket" (Silcock, ed.) TI,ailand, Sccivl 
and JEcoiioiiic Studies in 0evelopment, (Cainberra: Australian National 
University Press in association with Duk; Univursity Press, t,urham, N.C.
 
1907J. 

liThe provident funds wiici, in Thailand, are more significant than was
 
exnected could become importcnt supinl ers of funds to the NIC. 
 See Chanter 
VIII.
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:,.uch more comnlex and difficult '-ill be the tsk of setting un nci 

enterprises and converting the existinp ones into cor,-oratv entities issuing 

equity shares. It is in this connection that an PcLive 'artici ,it:Con of 

commercial banks and other finaLcial institutions will nrove nec.css.iry. 

It is not sufficient merely to aprise prospective entrcnreneurs o}f xistinq 

opnortunities. It is essential to actively svek out the nerson or .,crsons
 

bcth willing and atle to exloit these o'ortunities and to convince such 

nersons of the adva.ntagcs of the corvorat- form of enter-;rise, fin:Inced 

by equity caitul. The bankers occupy a strategic position in this kind 

of endeavor. They are familiir :ith the talents and availabilities of many 

notential uarnagers and entrenr: neurs. They co'e into daily contact with 

those tdhose activities can conceivably be convertd into ,nnufncturin.- ones. 

For cxazple, a oerson i-iose apniication or a line of r.discountinr under 

manufacturers credit, snles, cr raw materials has been turned down o,) the 

grounds that his activity does not sufficiently chane the rhysical ch-,r.-cter 

of the im.ortcd components, would arnear to be a zood nrosnect for genuine 

:ianufacturinn activity.12
 

Even thouh the role of bankers will be a crucial one in gencratin., 

ncw cr enlarrqud manufacturinp, activity, others will also have to nl.v a 

i.art. These will include officials of the 3oard of Investmer.t, tli. i),-nk 

of Thailand, various Governi:i.nc M.;inistries, those of IF'E, an.] nossibly 

nrivate consultants, narticul-,rly in conjunction wit;i nr,:iaration of nrf'

feasioility studies, market surveys, and other in-jr! ients re'quisite to a 

"See Chantcr VI. 
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successful campaign to enlarge the sphere of cornorate activity and the 

size of the mnanufacturing sector. 

l'hile adequate financing on an equity basis is an imortant clement in 

the formation of a viable manufacturiny base in Thailand, it is often not 

the decisive Thus,one. customs, taxes, or ,ersonnel shorta-es may bc much 

more inhibiting than lack of equity funds. Tha NIC can bL only marqinplly 

hiAlpful in thesert;;.oving constraints. But, houever imnortant these other 

obstacles may be, there is 
little doubt that the lure of .dequate funds,
 

obtoiaed on .,articiation basis, 
 without loss of inanaiement control and
 

without ir.mediate and heavy contractual burden, is a powerful one.
 

Viewed objectively and broadly, 
 there is no reason why Tii ranu

facturing should not progress rnidly and why it 
 should not gradually make 

itself less dcncndcnt on forei.!n skills, canital and raw naterials. Thailand 

is a stable country, blessed with an abui, dace of natural resources, with 

a population which is free of inhibiting nrejudices. .'uch of Tailand's
 

comparativa advantage 
 seems to lie in the nroduction of canned foodstuffs 

for which there ancears to be a garoinq mrket in a world crin out for 

more food production. It is in the processing, nacka.,i, ,and cannip, of 

sea food and fruit that there seems to be amnle scone for -,,rowth of native 

manufacturing cnterpnrise. 13 

11hether or not NIC 'iil b , able to ca'italize on these onn)rtunities 

will depend on the resources, human and canital, that the founding financial 

13See Chapter I. 
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institutions will be willing to put into the consortium. Much of the 

initial staff, as well as the initial portfolio, will have to be provided by
 

the commercial banks. The question arises whether these banks will be 

willing to do so, rather than, say, set up mutual funds individually and 

separately. After all, to induce the commercial banks to participate in 

NIC they must be convinced that such participation will be profitable to 

them as well as, ultimately, to the nation. But if, indeed, the banks 

become convinced that such activity is profitable they may prefer to 

embark on it individually rather than risk collaboration with other 

institutions, some of which are not in a position to add much to the 

success of NIC but complicating greatly the problem of effective control and 

efficient management. 

It would be very unfortunate if, in a spirit of misguided 

competition, some of the larger banks werc to opt out of the NIC and 

organize their own funds instead. 14  Such mutual funds could perhaps 

succoed in selling units to the public but would fail to provide much
 

additional capital to manufacturing. Even in their selling efforts they
 

would tend to confuse the public and it would bu enough if one of such 

funds went sour to cause the development of a sound capital market in 

Thailand to be retarded by many years. Inasmuch as the privately operated 

14Such a tendency seems to be implied in some of the alternate proposals
 
submitted to the Subcommittee on Financial Insttutions in 1967. 
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funds would have to rely on the listed securities they would bid up the 

prices of these securities (in an already narrow market) far and above 

their underlying values. Finally, ini a country tliich, as yet, has scarce 

managerial, executive, and technical resources, the proliferation of
 

mutual funds would be very wasteful 
indeed.15
 

O. the other hand, NiC would avoid duplication of effort and would
 

present itself to the public as a truly national institution bached by
 

the monetary authorities and with a voice in the decision process affecting 

manufacturing in areas other than finance. by pledging a fraction of 

their capital stock to the initial portfolio, the founding institutions will 

reduce the pressure on the prices of existing securities. This pressure 

will be further relieved to the extent NIC is successful in sponsoring and 

developing new and enlarged enterprises.
 

As suzaested carlier, the new enterprises sronsored and promoted 

by NIC should lave opcrating control in the hands of the entrepreneurs. 

Some device, however, will have to be found w;,hereby NIC may liquidate 

its holdii:gs in the event an cnterprise goes sour. It should be noted 

15 The experience of TIP (see Chapter VIII) suggests that without substantial 

government support and propaganda, without redemption features and other 
supporting legislation, the market for units of a priva:te mutual fund 

will be a limited one. On the other hand, the experience of the 
with aGoverinment Savings Bank with its lottery 'Jonds shows that claims 


are
low contractual return *;ut high potential pay-off very attractive. 
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however, tat the likelihood of :any of the sponsored enterprises going 

broke need not be inderdicting. Even if only one out of 10 sponsored 

undertakings proves a success, it is still quite possible that the
 

continuing profits of the lone successful corporation will more than
 

cor.pensate for the loss of the initial capital of the nine failures. There 

is no upper limit on profits but the maximum loss is limited to the original 

capital participation. Even so, utmost care and judgment will ha.ve to be
 

exercised so as to hold the number of failures to a minitnum. 

For reasons touched upon earlier, it would appear essential that 

NIC be rum entirely as a creature of the private sector. Its staff, its 

capital, its modus operandi should all be determ-ined by the founders, the 

participating financial institutions. "yet,as supgested above, the 

support of the authorities would seem to be essential with respect to such 

things as the redemption gu,rantee, the leislation cedin- stock of certain 

corporations to NIC, and the cooprration on a host of other matters 

incluIin_ custom duties, tax laws, and so on. It will be necessary, in 

return, to insure that the Governmcnt has at least a veto power over major 

decisions of the NIC. NIC should be free to run its affairs as it sees 

fit but the Governmient should have the right to suspend its operation and, 

16 
charter or license.to withdraw itsin extreme cases, 

16, . 
. othing said in tne text attumpts to prejudge whether NIC should be set 

up as an entirely separate institution or as an adjunct to the IFCT. There 
arc mrany arguments in favor of either course of action. Should it prove 
advantageous to form NIC as a department of the IFCT, for example, such 

a decision would be perfectly consistent with the principles expounded 
here. See Chapter VIII. 
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Financial Structure and Economic Growth
 

The suggestions for modifying and reforming the Thai financial
 

structure have ranged from the detailed and elaborate to those merely
 

implied. They include some rather pedestrian and practical suggestions as
 

well as some which nay be considered rather visionary. Some of these
 

suggestions appear to be quite feasible of prompt implemeiitation, others may
 

wait for a long time, if riot forever, before they see the light of day. 

The enactment of any specific suggestion depends on many 

considerations of which an outside observer is only dimly aware. It would 

therefore be superfluous to indicate which of the several proposals is the 

most "important" or the least "costly" or the most "productive." Some of 

the specific suggestions for the improvement of the financial markets would 

be of little avail in the absence of other reforms in other spheres. Others 

would take a long time to bear fruit, yet others may be simple in principle 

but in practice strenuously opposed.
 

All that can be said at this juncture is that those proposals which
 

have been presented with a good deal of detail are those which are both
 

promising in terms of results and least likely to engender much opposition.
 

But even such proposals as those for NIC or for agricultural credit are, in 

spite of their somewhat elaborate presentation, meant to be illustrative 

rather than definitive. They are capable of adaptation and modification in 

light of the requirements arid realities of the situation. 
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But if the suggestions made are meant to be tentative, and if they
 

are not presented in the context of a rigorous cost-benefit analysis, what
 

In part, the answer to this
is their significance for development planning? 


was argued there that the very success
question was given in Chapter I. It 

Thai economy to date, together with tile uncertainty regarding theof the 

in the luture, calls for a strategy ofoptimal growth path of the economy 

financial markets.piecermteal social enginecrin, applied to 	the reform of its 

to believe that even a moderateIn addition, however, there are reasons 

adegree of improvement in financial institutionis in Thailand may play 

its third "threshold."significant role in helping that country to cross 

In developing their criteria for evaluating economic development 

and Morris have concluded that Thailand's highestpotential, Adelman 

an "intermediate group" ratherprobability is in becoming a rnember of 

even thougi t~ic Kingdom was initiallythan a "high potential groult," 
' 17 

in the "high prospect group.
assigned a place 

The preliminary classifica.tion of 73 tiderdeveloped non-communist 

countries was made on the basis of past performance. The to- group, which 

included Thailand, was composed of 16 ,:ountrius showing, bet%;een 1950-1 and
 

least 2 per cent
1963-4, an average rate of growth of per capita GNP of at 


17 Irma Adelman and Cynthia Taft Iurris, 	 "Performance Criteria for 

Evaluating Economic i0cvelopmnent Potential: An Operational Approach,"
 

Quarterly Journal of Economics, (*.lay 1968), r. 275. Thailand's, 

tjrobability of membership in tea Oigh potential group was found to be 

.21, in the intermediate group .73, and in the "low potential" group 

.05. 
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and which, in addition, rar.ked fairly high .ith respect to five of seven key 

indicators. 18 

Following the preliminary classification, the 73 countries were sub

jected to a discriminant analysis where the inputs included 22 indicators
 

in addition to the initial seven. 
 It 
was as a result of this extended
 

analysis that lhailand was gien a lover growth "prognosis." 

As was indicated in Chapter I, 
a single discriminant function
 

accounted for 97 per cent of the discriminable variance between the three
 

groups, to wit:
 

DI = .71 [:+ 26K + .521 + .37L, where F stands for degree of 
improvement in financial institutions, 1, for degree of improvement in physi

cal overhead capital, 141for tie degree of modernization of outlook, and L
 

1 9 for th ! extent of leadership commitment to economic development. 

Without going into detail of statistical analysis, the implication
 

of the "downgrading" of Thailand development potential is that its ranking
 

with respect to one or more of the four key variables has been low enough 

18The seven indicators were:
 

1. Change in degree of industrialization since 1950;
2-6. 
 Improvement since 1950 in agriculLural productivity, physical overhead
 
capital, effectiveness of financial institutions, the tax system, the
 
rate of investment; and,


7. Rate of additions to the stock of human resources (Ibid. p. 261) 
19Tbis function was given in a slirihtly different (nonmalized) form in
 

Chapter I so as to bring out 
 the relative importance of the four
 
variables, 
 i.e., D1 = 127F + 65K 4 108,'1 + 72L. 
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to affect its overall standing, or, more precisely, the probability of its
 

remaining in the "high potential group." 

As a matter of fact, with respect to the four variables which
 

composed the D1 function, Thailand was classified as follows:
 

K = A-
F - A-
L - B 
M - C 

With A+ being the largest possible classification and C- th,. lowest. The 

variables K and F have been based on economic indicators, both statistical
 

and judgmental, while variables L and M derive from political and social
 

20
indicators. 


2 0 A description of the 41 indicators v.,hich include the 29 indicators 

referred to previously is given in Irma Adelmian and Cynthia Morris, Society 

Politics and Economic Devlopment (Baltimore: Johns Hopkins Press, 

1967). This description was supplemented by information obtained from
 
A rating of B with respect to
personal communications with the authors. 


"extent of leadership committment to economic development" was given to 

countries in which some government leaders evideiiced a definite 

commitment to economic development (during the period 1957-62) as 
form of national development planning.
indicated by the practice of some 


However, it was typical of the countries in this category that the
 

activity of the agencies involved in central guidance of the economy were 

poorly coordinated and that government attempts to alter institutional 
or poorlyarrangements unfavorable to economic growth w.,ere infrequent 

sustained" (Ibid., p. 80). W'ith respect to "degree of modification of 

outlook," a rating of C was given to "countries in which the outlook of 

the educated urban sector was partially but not significantly modernized 

and on which programs of modernization, if they existed, and gained 
orrelatively little support among either tne urban the rural 

of improvement inpopulation" (Ibid. , p. 56). 1ith respect to K-- "degree 
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At first blush it would seem that the surest way to improve the
 

prognosis of Thailand with respect to its development potential would be
 

to improve its ranking in tile L, and especially K, indicators. This may
 

indeed be true. But there are several considerations which point to F as
 

the variable,the upgrading of which may even be more rewarding. 

In the first place, the importance of F in the disrriminant function
 

D1 is significantly greater than '! or L. This means that a slight improve

ment in F may have the same effect on tile overall probabilities as would 

a more substantial improvement in M or L. in the second place, and 

perhaps more importantly, a slight amelioration in the rating of F (from
 

A- to A+) appears to be easier to effect then a more substantial improvement 

in H and or L, both of which depend on political and social attitudes and 

change rather slowly over time. Finally, some of the suggestion for 

improving the structure of the Thai financial markets (F) given on the 

2(continued)
 

physical overhead capital"--countries classified A- are countries that
 
have shown either an average annual rate of increase o.f 10 per cent or
 
more in miles of paved roads or an average annual rate of increase of
 
more than 7 per cent in miles of paved roads, plus an average annual
 
rate of increase of net ton - kiloneters carried by rail of more than
 
7 per cent. (Ibid, p. 112).
 

The final category,"countries that have demonstrated a marked 
improvement in the effectiveness of their financial institutions as 
indicated...by either an increase of more than five percentage pointq in 

the ratio of time and demand deposits to GNP or more than a five-fold in. 

crease in the real value of private domestic liabilities to the banking 
system" (Ibid, p. 122). Thailand, received a ranking of A- in this catego

ry, but a lower ranking 1, with respect to "level of effectiveness of 
financial institutions." 

For an up-to-date reconstruction of the elements of both level and
 
"degree of improvement" of F on a comparative basis, see Table IX-1,
 
and note the position of Japan and Taiwan vis-a-vis Thailand.
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Table IX-1 

Level and Improvement of Effectiveness of Financial Institutions,
 
Selected Indices, Selected Countries, 1960 and 1966*
 

Country Level of Effectiveness Improvement of Effectiveness
 
GFCF N+QM D.D. + T.O. 1966 RCPS 
GDP GD- GDP T PS 

(percent) (percent) (1966-1960)
 
1960 1966 1960 1966 (Percent) (Percent)
 

Ceylon 15.0 13.7 29.4 33.6 2 1.45 

Japan 31.2 31.4 87.7 83.9 30.6 2.50
 

Korea 11.2 20.2 11.6 15.4 5.7 1.98
 

Malaysia 12.3 17.3133.7 35.1 8.1 2.55
 

Philippincs 9.9 18.5i2l.7 26.0 5.2 2.11
 

Taiwan 20.1 22.3i17.3 33.1 16.8 4.12
 

Thailand 14.9 22.2 22.7 30.8 8.9 2.25
 

Vietnam* 7.9 8.6121.8 36.0 10.5 2.96
 

Legend:
 

GFCF - Gross Fixed Capital Formation
 
GDP - Gross Domestic Product 
M - M'oney 
Qil - Quasi-money
 
DD - uenand deposit 
TD - Time deposi.
 
RCPS - Claims on tne Private Sector Deflated by Cost of Living Index 

*For Vietnam, figures are for 1965, rather than for 1966. 
Source: Calculated from data in International Monetary Fund, International 

Financial Statistics (Washington: Statistics Division, IMF: 
June 1967, Marcn 1968), and Supplement to 1967-68, International 
Financial Statistics. 
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preceding pages are certain to improve L and eventually to affect even M 

in the upward direction. 2 1 

The sense of the preceding argument is that to the extent that some 

of the suggested miodification of the Thai financial markets are put into 

practice, particularly those that improve the performance of the financial 

institutions in the provision of finance to agriculture and industry, 22
 

the likelihood of the Kingdom maintaining its high rate of growth will 

be enhanced. 

In terms of the conceptual framework developed in Chapter I, without 

a reform of its financial structure Thailand runs the danger of slowing 

down in its growth rate in the years to come. By reforming its financial 

markets along the lines indicated, it irnprove1 considerably its chances of
 

crossing the last threshold to self-sustained growth. 

2 1Socme of the arguments for allocating F rather than *Ior L apply equally 
well to I, except that F is relatively more of a determinant than K. 

2 2Provision of medium- and long-ternn capital to agriculturc and industry 
was deemed by Adeliman and Worris to be an important judgmental indicator 
of the level of performance of financial institutions in the 73 countries 
studied.
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APPENDIX 

URBAN CREDIT SURVEY QUESTIONNAIRES 

This appendix contains a first draft of the questionnaire as originally 
written in English, Exhibit I, and an English translation of the question
naire which developed several weeks later, Exhibit II, This second 
questionnaire is the one which was used by interviewers during the field 
phase of the Urban Credit Survey (October -December, 1966). 



EXPIRIT I 

First Draft of Questionnaire - Urban Credit Survey
 

(NOTE : introduction and explanation o. survey) 

I. 	Now, could you tell me what kind of business you are in?
 
Exactly what kind o1 work does your business do from which
 
it earns incone? 

(PROnBF for a full descriotion of type of business from
 
which main income is derived. DO N-OT accept answers
 
such as "com'ierce", "trading", "business", "sellin-", but
 
find out what kind of products or services are traded, and
 
whether direct to the consumer, or to a middle man.)
 

2. 	Ts this business a Dartnershin, a limited corporation, or what?
 

Individually owned oroprietorship
 
limited partnership
full partnership: Mki-ber of Dartners 
closed corporation
 
public corporation 
other (specify) 

3. 	Ilhen was the business started? 

Less than 3 1'onths aqo
 
3 ronths to one -ear a-,o 
1 to 5 years a~o 
,More than 5 years afo 

4. 	 Vliere did you c.et the noney to set up the first capital for startinf. 
the l.usine.s, from your nersonal money, from family money, from 
fricds, or what? (Check all that apply)
 

personal (Ask 13) 
banks (AskQl2 - 024) 

SZ5. - ",30)M 
family and friends (06 - QII 
private loan (Ask ,12- 024) 
other (Snecify) (Ask Q12 - n24) 

Al
 



IF Q4. "Used Personal Funds"
 

S. 	Did these funds come from cash savinrs, nronerty mortgar~es,
 
or somethin' else?
 

savin,-s
 
land mortrTaqes
 
mort.aqes of other property (Soecify)
 
other source (Snecify) 

Ir.04. "runds from family and {riends" 

6. On what terms did your family and friends provide this money?
 

lent at interest (Specify) rate: % per 
lent interest-free 
qave ror a share of profit ("hat terms?) 

)~otfier 	 (Sfpeci,y 

7. 	Did you have to nut up any property or assets to secure this loan?
 

Yes (Ask 08)
 
No, (Go on to (9)
 

TF "YET" Q7
I 

8. ",nat collateral did you -rovide? (Probe for details) 

9. 	'ans there a fixed date for repaym:ent of these funds? 

Yes (Ask 010)
 
No (S".in to r'l1)
 

IFI"VFSI" r,)9 

Was 	there any ontion to extend this date? 

Yes
 
No 
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11. 	 Did you have to sin any papers for this money? 

yes 
No 

IF 04. "Obtained 	 funds from Bank(s)" or "Ither Sources" 

12. 	 Did you contact the (1'anl:) ( ) name and other Sources) 
directly, or soro other way? 

contacted directly in person
 
contacted con-irmdore
 
so'eolie else was 	 intermediary (Ask 1l3) 
so-ethin- else (Specify) 

"-.-+f- Ot her--.I t-eva edi. nry" 

13. flow did you 	 happen to know this nerson? 

; I 

.	 14. T"hat for of loan did you -et? 

direct interest-hearina loan 
overdra t 
discount
 
advance (".hat's the difference between this and 

old? FlA) 
other (S-ecify) 

* 	 1S. iow lon% was the loan Period? 

less 	than 3 nonths 
3 to 	6 months
 
7 to 	12 months 
,ore than one year
 

16. Could you tell -e what the interest rate was on this loan?
 

Der 
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17 'las this all to the (bank), ( n name of other Sources) or 

some to the cor,radore or someone else? 

all to the bank (Skin to 019) 
some to 	the compradore and/or other (Ask Q18)
 

If "Con-radore or other" 0'7 

i1S. Iow Tiuch interest did you have to pay to them? 

comnradore %ner 
others (Specify ). : per 

19. 	 Did you receive the full face value of the loan, or was some or all
 

of the interest dedcted when you received it?
 

full face value
 
interest deducted
 

Ask onl',o' those who had brnk loans 

;20. Did you have to m'aintain a specified balance 

Yes 
, No
 

r)on't remenber/don't know 

21. Did you have to orfer a share of profits? 

Yes 

I 	 No 

in the bank? 

1 22. Did you alree to ma!,,e any ccntin-.ent payments (Note: I think this 
may need some exlanation by exam-ie. FLA)? 

Yes (Ask 023) 
No (Skin to 024) 

23. ,hat kind of payments were required?
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24. 	 What collateral did the (bank) ( ) name of other 
Sources) require? 

title deed 
registered mortgage deed 
sale deed with right to repurchase 
government bends 
other (Specify) 

IF Q4 	"Funds from huey" 

25. 	 About what proportion of the total required capital came from 
the huey? 

26. Were you already a member of the huey, or did you join in 
order 	to get capital for this business?
 

already a member
 

joined 	for this business capital 

2'. For 	how many months did the huey run? 

28. How 	much did you have to pay per month into the huey? 

29. 	 How was the rotation on huey, lottery, bidding, fixed rotation, 
or something else? 

lottery
 
bidding
 
rotation
 
other (Soecify)
 

30. Can you figure how much the capital obtained from the huey 
cost you? 
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3 1. Up to now, we have been talking about money you obtained to 
start your business. Now I would like to ask you about funds used 
in current operations. During the last two years have you got 
extra funds from any source(s) other than income to use to carry 
on your business? 

Yes (Ask Q32) 
No (Skip to Q33) 

IF "YES" Q31 

32. 	 What source(s) did you get money from (Check all that 
apply) ? 

personal funds (Ask -33) 
family and friends (AWrk 34 - Q{39) 
banks (Ask Q40 - Q52) 
Huey (Ask Q53 - Q58) 
private loan (Ask Q40 -

Other (Specify) (Ask Q40 - 'C52) 

Note: Qs32 - 58 are identical with (".5 - 30 

59. 	 Could you look at this card (Show card "A') and tell me which of 
these lines best describes the amount of money you borrowed 
over the last two years for business use -- not counting the 
money you needed to start business, of course -- ? 

1. Less than Bt. 5, 00 
2. More than Bt. 5,003 but less than Bt. 50, 00') 
3. than Bt. 50, ,,D but less than Bt. 500,034. MoreMore than Bt. 503, D,)0 but less than Bt. 1 million 

5. More than Bt. 1 million 

60. 	 Right now, does your business owe money to any person 
or organization? 

Yes (Ask Q61 - Q69) 
No (Skip to Q70) 
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IF "YES" :60 

61. To whom do you owe this money, your family and friends,
bank(s), 	 or someone else? 

%(C62) 
family and friends 
banks 

_other (Specify) 

62. About what ner cent of all the money you owe, is owed to 
each of these kinds of lenders? (Enter per cent in -,6! 
above) 

j63. Are you up to date right now in all your payments on 
interest and principal? 

Yes (Skip 	to C67) 
No (Ask 	C64) 

IF "NO':C.63 

164. 	 Which of the lenders do you owe back payments 
to? 

65. 	 Is that interest or principal? (Ask for each 
source of arrears) 

Interest only

Principal only
 
Both interest and principal 

166. 	 Would you point out on this card (Show card B") 
about which line would best show the total 
amount you are now behind in payments -
(Both interest and principal combined, if 
applicable) 

1. Less 	than Bt. :', 3j9 
2. More 	than Bt. 1, 300 but 	less than Bt. 5, D3 
3. More than Bt. but less than Bt.5, OO 	 53, )03
4. More than Pt. 5D, 1)0 but less than Bt. 530, a30
5. More 	than Bt. 5..'O 33O 
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67. 	 Altogether, could you say about how much debt you have 
now? Just show me on this card (Show card "A") 

68. Now this money you borrowed during the last two years, 
could you tell me for what purposes you used the money?
 
(Probe for purposes such as: working capital,
 
purchase of stock, purchase of machinery or equipment,
 
repairs and maintenance, payroll, taxes, other debt
 
payments, etc.)
 

'69. About what per cent of the borrowed money was used 
for each of these purposes (Listed above in Q68)? 

70. 	Do you plan to borrow money for your business within the
 
next year ?
 

Yes (Ask Q71 - C-76) 
No (Skip to Q77) 

IF "YES" Q70 

71. Do you have any plans about where you will borrow it? 

family and friends 
banks
 
huey 
private loan 
other 	(Specify) 
have 	no idea yet 

72. What do you expect will be the interest rate for these funds? 

I73. 	 Vill you have to offer collateral? 

Yes (Ask Q74) 
No (Skip to Q75) 

A8 



IF "YES" -".73 

74. What kind of collateral will this be? 

title deed 
registered mortgage deed 
sale deed with right to repurchase 
government bonds 
other (Specify) 

75. For what use(s) do you think you will borrow this money? 

working capital 
purchase of machinery or equipment 
repairs and maintenance 
new construction 
purchase of stock 
payroll 
taxes or duties 
debt repayments 
other (Specify) 

76. 	 About how much do you think you will probably borrow? Please 

point to the line on this card which best shows the amount you 
think you might borrow (Show card 'A") 

77. 	 Did you ever borrow money from any of these sources? 
(Show Card "C") 

commercial bank 
frie' i or family 
compradore 
moneylender
 
IFCT 
Thai government 
stock market 
huey 
others not shown above (Specify) 
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78. 	 Did you ever try to borrow money from any of these, and 
could not get it ? 

Yes (Ask Q79) 
No (Skip to 080) 

IF "YES" Q78 

'79. Why do you think you weren't able to get it?
 
(Pre-code from pretest responses)
 

80. 	 Why is it in your opinion that most businessmen don't borrow 
more of their required funds for- commercial banks ? In 
other words, how could the commercial banks give better 
lending service to businessmen? (Probe for full response) 

Are there any other reasons 

81. 	 Now what about the lenders in the "market"; what's wrong 
with borrowing from them? 

82. Have you ever heard about business loans from the IFCT? 

Yes (Ask Q83) 
No (Skip to Q84) 

IF "YES" TO Q82 

.83. What do people say about how the service of IFCT is 
for business borrowers? Vhat kinds of things do 
they say that IFCT does which could make it better 
to borrow from them? 

84. 	 How about the government departments which deal in loaning 
money? In what ways are there difficulties in borrowing 
money from them? 
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85. 	 W"hat would you say is bad for you about getting your funds from 
issuing stockshares or debentures ? 

86. 	 Some people say that although there is lots of money in Thailand, 
it is hard to get money for investment. Why do think this 
might be true? 

Could 	you tell me a little more about that? 

Any 	other comments ? 

87. 	 How do you think this situation could be best improved? Who 
should take the most responsibility? What can private business 
do? (Probe for improving activities by the Bank of Thailand, 
the Ministry of Finance, government agencies, stock market, 
if these are not mentioned voluntarily) 

88. 	 Now just a few last questions so that we can know how to combine 
your answers to these questions with those of other businessmen 
of about the same size. First, could you tell me, if your 
business could be sold on the open -markettoday, what price
would it be worth? Please choose your answer from this card 
(Show card "D"). 

1. Less than Bt. 103,090 
2. Bt. 100, 00 to Bt. 1 million 
3. More than 1 million but less than 10 million 
4. 	 More than Bt. 13 million but less 

than Bt. 103 million 
5. More than 1900. million 

89. 	 Is your business wholly-owned by Thai partners or shareholders, 
partly foreign owned, or entirely owned by people or
 
corporations who are not Thai?
 

Thai 	owned 
Partly foreign-owned 
Entirely foreign-owned 

All 



90. 	 Could you tell me, for your current operations, about what per 
cent of your annual turnover is money borrowed from outside? 

91. 	 And then, could you tell me about what is the relationship in 
per cent between your annual exenditure and your capital 
investment? 

92. 	 Now the last question: Cn this card, where would you put your 
best estimate of the present annual turnover of your business? 
(Show card E") 

1. less than Bt. 5 ), 030 
2. more than Bt. 53, -1:3 but less than Bt. 25,', 030 

3. 	 more than Et. 250, 300 but less than 
Bt. 1 million 

4. 	 more than Bt. I million but less than 
Bt. 13 million 

5. more than Ft. 1 million 
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----------------------------------------------------------

.!XHIBIT II 

"Final" '.uestionnaire (English Translation) 

A PILOT SAMPLING SURVEY CN URBAN CREDIT FOP, BANGKOK-THONBURI 
1966 

UNDERTAKEN JOINTLY BY 
THE BANK OF THAILAND 

AND 
THE FACULTY OF ECCOMICS, THAMMASAT UNIVERSITY 

The respondents of this Questionnaire are those who are 
owners, directors or managers of business firms. The results of 
this survey will be strictly confidential and are intended for 
educational and research purposes. It is in no way connected with 
tax-collection or any government department. Your kind cooperation 
will be much appreciated. 

SECT. 1 Location and C.General Characteristics of the Business Firm 

Item 1 Name of Business Firm:
 
Location House No. 
 Road Tambol 

Amphur - Changvad /22_
Block No. _ _____J 
Tel. No. 

Item 2 Put a check mark (A"in only one -!
 
Type of Firrj 1. /1! Big Industry 5. /-"7 Big retail and Service Firm
 

2. /C./ Medium Industry 6. [j Small Retail and Service Firm 
3. C7 Small Industry 7. L,uxury Service Firm 
4. 1-7 Wholesaler 
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_Item 3 
Please specify the type of business; e. g., selling hides,

Type of 
or printing 	press. If the establishment

Business 	 sundries, canning, 

is engaged in Several kinds of business, specify the one from 

which the highest income is derived. 

oneItem 4 Put a chec': mark (v"in only // 

Length of Time 
in this 1. J Less than 1 year 

Business 2. /7 1 - 5 years 
j3. FJ Over 5 years 

r! 

Item 5 Put a check mark (v) in only one 0 

Form of 

Cwnership 1 1. 0 One Cwner/or Family 

1 2. 0 Ordinary Partnership 
3. Q Limited Partnership
 

I 4. /2_ Limited Company
 

5. 7 Branch of a Foreign Company 

I 6. /.! Others (Specify) 

THE STARTING OF BUSINESS 

(For firms 	which have been in operation since 1951) 

Sources of 	Funds and Related InformationSECT. 	 2 

in only one 	1 and state the amount
Item 6 Put a check mark (v' 


Sources of 1. i---Entrepreneur's Own Capital ........... Baht
 

[XL Loan from Family and/or Friend(s).... Baht '7

Funds 2. 

....3. !7 )omestic Commercial Bank Credit Baht /. 

4. 	 L-7 Share" or "Pia Huey" (9,evolving 

Credit Group) .......... ....... . Baht 

5. 	 /- Non-Commercial Bank Sources ........ Baht M
 

From Other Sources (Specify) ......... Baht
6. /7 
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Item 3 A. At the time of starting the busirn ess, your firm received 
Trade Credit trade credit on 

1. 17 	Goods .............................. Baht
 
2. 	 r7 Machinery, Factory and 

equipment on installment 
payment ............................ Baht C'_ 

Item 7 If check 'in 6. 1, please state the source of the capital 
Entrepreneur's 1. -7 Savings 3. /-7 Sales of Chattels 
Own Capital 2. LIT Sales of Realty 4. 1_7 	Cthers (Specify) 

Item 8 If check \/in 6. ?, please state 
Loan from 1. Interest Rate _ % per 
Family and/ 2. Rste of :purse-string" Fee % of Total Loan_ /27 
or Friend(s) 3. Security 1. Q Yes 

2. r-	 Nc 
4. Type 	of Security 1. 1 Pledge 

2. 1-7 	Mortgage 
3. 	 .7 Sale of Immovable Property 

with Right of Redemption 
4. Q 	 Guarantee 

5. ,3 	 Others (Explain) 
5. 	 Period of 

fRepayment 1. /2-- Less than 3 months 
2. f. 	 3 - 6 months 
3. L.I 7 - 12 months 
4, L Over 1 year 
5. Q 	 No limit 

6. Right to :I-ftension of Contract 
I. !-7 	 Yes 
2.LI 	N, 
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Item S If check V4 1 6. 3, please state 
Domestic 1. Contract 1 0 Through Bank Officer 

Commercial 2 = Through Compradore 
Bank Credit 	 3 U Through Other Middleman 

4 C_T Cthers (Specify) 

2. Types of Credit 	 1 -7 Loan 
2 C7 Overdrafts 
3 [__7 Gthers (S-'ecify). 

3. 	 Period of Riepayment 1 /L7Less than 3 months 
2 / 3 - 6 months 
3 L-7 7 - 12 months 
4 0 Over I year 
5 C7 No limit 

4. Interest Kate 	 % per _ J 

5. 	 Deducted as Eiscounts or 'Purse-String" Fee 
-2.7 Bank % of Total Loan 

2 .] Comrpradore _% of 
Total Loan 

3 ,. Other Middleman % of 
Total Loan 

6. Obligation in case of Short Notice I.epayment 
I = Yes 
2 -]No 

7. 	 Type of Security 1 L7 -eposit of Title-Deed with 
Power of Attorney for Transfer 

2 	 .7 Deposit of Bond with Power of 
Attorney for Transfer 

3 C71 edge 
4 MiV'rtgage 

5 £ Sale of Immovable property 
with R1ight of Redemption 

6 L- Guarantee 
7 /7/ Others (Specify) 
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/ 
Iten'. 1) If checkv/in 6.4, please state
 
"Share' or I.Type of Group 1 0 Set-up to Raise Fund for this
 
"Pia Huey" nuroose only
 
(Revolving 2 &_ Already Participated in the
 
Credit Group) Group 

3 U No. of Participants 
4 0 Contribution per Each 

Participant ............ Baht
 

2. Frequency of 1 0 Weekly 
"Pia Huey 	 2 LML\conthly 

3 ._' Cthers (Specify) 

3. System of 	 1 D 2y Tender 
"Pia 	Huey 2 CQ By Drawing-Lot 

3 C By Rotation 

4 C-7 	Cthers (Specify)_ 

4. 	 Your Pia Huey" 1 0 You V'on in Your (1st, 2nd, etc.) 
Round ("Pia' ) 

2 /__: 	 Amount Obtained Baht 
(Including your own 

contribution) 
3 ED Interest Received Bnht 
4 _ Interest Paid Baht 

Item 1I If check An 6.5, )lease 	state 
Funds from 1. Sources of Funds
 
Lources other 1. [7 Private Individuals 
than those () L7 Persons connected with commercial banks 
specified in (E) MMoney-Lenders 
Item 	6. 1 to D71.2 ion-Bank Financial Institution 
Item 6. 4 (1) 0 Life Insurance Companies 

(2) 	 L- Industrial Finance Corporation of 
Thailand 

(3) Ci 	Others (Specify)_ 
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Item 	11 2. Period of Ixlepayrment 
(Continued) 	 1 0 Le:ss than 3 months 

2 = 3 - 6 months 
3 0 ' - 12 months 
4 , Cver 1 year 
5 Q No Limit 

3. Interest l..- e 0/6 per 

4. R'ate of "Purse-String Fee 7o of Total Loan 

5. 	 Gbliga'ion in case of Short-Notice Repayment 0 Yes 
No 

6. 	 Type of Security 
I L7 Lricsit of Title Deed with Power of Attorney 

for Transfer 
2 Q 2eosit of Bond with Power of Attorney for Transfer 

3 0 P.ledge 
4 Q :Kortgage 

5 I 	SJle of Immovable property with Right of 

J.-edern ption 
6 L.7 Guarantee 
7 -_ Othc:rs (Specify) 

Item 12 If check Vin 6.3, please specify 

,ther 3ources 
of Funds 1. Source of :funds I Z2overnment Enterprises 

2 // Issue of Debentures 
3 1Abroad 
4 _ thers (Specify) 

2. Period of 	 1 / Less than 3 months 
Repaymnent 	 2 3- 6 months 

3 2/ 7 - 1.2 months 

4 0 Cver ! year 
5 2 No limit 
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Item 12 3. Interest :%ate % per ./_ 

(Continued 
4. Rate of "Purse-String' 	 Fee _% of Total Loan '] 

5. 	 Obligation in case of Short Notice Repayment 
1 t Yes 
2 Ly No 

6. 	 Type of Security I rj Leposit of Title-Deed with 
Power of Attorney for Transfer 

2 2 feposit of Bond with Power 
of Attorney for Transfer 

3 C- Pledge 
4 C-/ Mortgage 

5 l Sale of Immovable property 
with Right of Redemption 

6 C/ Guarantee 
7 1- Cthers (Specify) 

B-USIN .E- C ?.-,TIC.NS IN TH- PA.JT YTAR 

(?'or firms which have been in operation since January 1, 1965) 

SECT. 3 Position of the Business 

Iter 13 I Gross Receipts from Business Cperations for the Whole period 

,r0oss of Last Year Baht ]- (For Firms Which 

Receipts Operate Under I.Year, please give an annual estimate of the 

Gross Receipts) 
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Item i 1. At Present, the Total Amount of Acsets of the firm is 
Capital Asset, estimated at Bahtl . 
and ?. Please fill in the table below either in absolute amounts or 
Liabilities in percentages. 

1. Capital and Liabilities 

Baht _lo 

1 /_1 Net W-orth
 
2 L Loans
 

3 /-_. Trade Credit
 
4 -J Cther Liabilities _____/ 
5 /-7 Total 100 

2. Assets 

3alit 

6 /-/ Cash 1___
 
7 0 Trade Ceedit E
8 C7 Stock in Trade
 
9 /7/ Permanent Assets _'--/
 

10 L-- Cthers ___/ 

11 I._ Total l_ 

Item !5 1. What would be the estimated price of the business excluding 
1,_Lrket cash in hand, if it were put on sale at going market 

Valuation prices __aht 

and Debts 
2. 	 Please give the total debts of the firm 

Baht 0 
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SECT. 4 Increase of Capital and Borrowings 

Item . 6 In the past year your firm obtained additional capital from: 
Increase of 
Capital 1. F- Criginal :£ntrepreneurs .................... Baht tl 

2. -	 ......................BahtF
JNew 3ntrepreneurs 

Purposes 1 7 Ordinary Operation 
2 / Business Expansion 

For 1 L:7 Vorking Capital 
2 /[7 Purchasing Goods 
3 / Purchasing M\achinery and 

, quipment 
4 / ,epairs and Maintenance 

5 LU Construction 
6 L_7 Cthers (Specify) 

Iten 17 In the past year Your Firm Borrowed Money From 
Borrowings 

.. / Entrepreneurs ........................ Baht f7 
2. /_ 	 Famcily and Friends ................... Baht /2
 
3. E-7 	Ucniestic Commercial Bankc .......... Baht /2
 
4. 	 i-7 Share or "Pin Huey" (evolving 

Credit Group) ..................... BahtoL 

5. L-	 i,!on-Cornmercial Bank Service .......... Baht/"
 

6. Li 	 C thers (Sjecify)....................... BahtL-


Purposes I )= Ordinary Operation 
2 /7 iusiness Expansion 

For 1 /L7 V orking Capital 
2 /7 Purchasing 
3 L2 Purchasing Aliachinery and 

.juipm ent 
4 /1- .epairs and Maintenance 
5 -_ Construction 
6 L-7 Cthcrc (-pecify) 
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Item 18 Was the Loan Cbtained as Mentioned in Item 17 Enough to meet 

Loan the requirement of the Business? 
FRequirement 
of the 1 0 Yes 

2 0 11oBusiness 

Item 19 Ifcheck Vin is. 2, please state 

Level of Loan 
Requirenent 1. The 	Amount Loan obtained is % of the Loan 

BahtRequirement 
2. The Level of Requirement is Approximately Baht _j 

Item 23 If checkin 17.2, please state 
Loan from 

Family and/ 1. Interest *.ate % per 

or Friends 2. Rate of Purse String" Fee 016 of Lo-n 	 f-'] 
3. 	 Security I 0 Yes 

2 f. No 

4. 	 Type of Security 1 'Pledge 
2 £. i'hortgage 
3 l7 Jale of Immovable property 

with Right of Redemption 
4 Guarantee 

5 0 Others (Explain) 

5. 	 Period of Repayment 1 [ Lecs than 3 months 
2 L.. 3 - 6 months 
3 -i 7 - 12 months 
4 1C Over . year 
5 ' i!1 limit 

6. Right to Ezxten3ion 
of 	Contract . Lj Yes 

2 1_-3 No 
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7 
Item 21 If check v\in 17. 3, please state 
Credit from 1. Contact 1 r Directly with the Bank 
Domestic 2 f3 Through Compradore 
Commercial 3 0 Through Other Middleman 
Banks 	 4 Others (Specify) 

2. Types of Credit 	 1 0 Loan 
2 J Advances 
3 ,_ Discounts 
4 1. Overdrafts 

5 t"- Gthers (Specify)
3. Period o. 

Repayment 1 Less than 3 months 
2 0 3 - 6 months 
3 £ 7 - 1? months 
4 L Over 1 year 
5 L_7 No limit 

4. Interest Rate % per __0 
5. 	 Deducted as 'iscounts or 'Purse-String' Fee 

i £2 fank % of Total Loan 
2 £ Compradore % of 

Total Loan 
3 	 0 Other Middleman _ _% of 

Total Loan 
6. Obligation in Case of Short Notice iepayment 

il/l -es
 
2 L..Nc
 

7. 	 Type of I.ccurity 1 F-7 f 2posit of Title-Deed with 
1:ower of Attorney for Transfer 

2 .' -.eposit of Bond with Power of 
Attorney for Transfer 

3 0 .ledge 

4 /-7/ M4ortgage 
5 7 llae of Immovable Property 

with , ight of Redemption 
6 /-7 Guarantee 
7 -7 Cthers (Specify) 
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Item 22 If check Vin 17.4, please state 
"Share or 

Pia i-lucy" 1. Type of Croup 1 C Set-up to raise fund for this 
(MevoIving 	 purpose only 
Credit Group) 2 Alref,dy participated in the 

Grou) 
3 HNo. of Participants 
4 j Contribution per each 

Participant Baht 

2. 	 Frequency of 1 7 Weekly 
"Pia Huey' 2 MonthlyM 

a 7 Others (Specify) 

3. 	 Your "Pia Huey" 1 / You won in your (1st, 2nd, etc.) 
Round ("Pia") 

2 	 Amount obtained _ _aht 
(Including your own 
contribution) 

3 Int-erest received Baht 
4 2 Interest paid ]3aht 

4. System 	 I F.7 By Tender 
2 0 By Drawing Lot 
3 L By ,otation 
4 L_2 Others (Specify) 

Ihem 23 If check'min .7.5, please state 
Funds from 
Sources other 1. Sources of Funds 
than those 1 1 Q- rivate Individuals 
specified in 	 (1) LY Persons connected with Commercial Banks 
I-Lem 	 17. 1 to (2) ED-Money-Lender:. 
Item 17. 4 1.2 Q Non-Bank Financial Institutions 

(1.) 12-Life Insurance Companies 
(2) 0- Industrial Finance Corporation of Thailand 
(3) 	C Other Financial Institutions (Specify)_ 
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Item 23 
(Continued) 

Item 24 
Cther 
Sources of 
Fun d, 

2. 	 Period of Repayment
 
1 L Les: than 3 months
 
2 0 3 - 6 months
 

3 /I 7 - 1' months
 
4 _ Over I.year
 
5 N
Nc linit 

3. Interest Rate % per 	 0 

4. Rate of 'Purse-String" 	 Fee % of Total Loan 

5. 	 Obligation in Case of Short-Notice ,.-epnyment
 
1 Yes
 

2 N~N 

6. Type of 3ecurity 

1 /7 Deposit of Title-Deed with Power of Attorney for 
Tranis fer 

2 U Deposit of Bond with Power of Attorney for Transfer 
3 0 iledge 
4 0 MYortgage 
5 Q Sale of Immovable property with Right of Redemption 
6 LT Guarantee 
7 1.7l Others (Specify) 

If checkin ,5.6, please sp~ecify 

1. 	 Source of Funds 1 1C77 Government enterprises 
2 -7 Issue of Debentures 
3 L7 Abroad 
4 0 Others (Specify) 

2. 	 Period of i:epayment 1 / Less than 3 months 
2 3'- 6 months 
3 C/7 - 7 - 12 months 
4 0 Over 1 year 
5 Q No limit 
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Item 24 3. Interest Rate % per __-7 

(Continued) 
4. Rate of Purse-String" 	Fee _ % of Total Loan C-7 

5. 	 Obligation in Case of Short Notice Tepayment 
1 27 Yes 
2 Q To 

6. 	 Type of Security I 1-/ Deposit of Title-Deed with 
Power of Attorney for Transfer 

2 	 E Deposit of Bond with Power of 
Attorney for Transfer 

3 / PledgeF 

4 c t"Mortgage 
5 L_ Sale of Immovable property 

of Right cf Redemption 
6 /JGuarantee 
7 L7 Cthers (Specify) 

Item 25 In the past 2 years, did you ever attempt to borrow and fail in 
Endeavor to your effort to obtain loans? 
Eorrow 
M1oney i / Yez 

2. 	 1.o 

If check/Vn 1, please give reasons 

1 C7-Po collateral security 
2 -7 Unable to meet the interest rate demanded 
3 T37 Unable to meet other terms and conditions 

(3 pecify) 
4 rj Io Influence 
5 i_-7 Others (Specify) 
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PRESENT
 

(As from January 1, 1963)
 

SECT. 5 ,"equirement For Funds 

Item 2 0 A. Total YLon of the Firm at Present Baht 13 
Tctai Loans 

Please state the amount either in Baht or Percentage which 
your firm owes to:

1. 	 /_I Entrepreneurs Baht /_]
2. C7_ 	 Family and Friends Baht /_/ 
. 7 Doi .etic Commercial Banks Baht E7 

4. 	 C Share or "Pia Huey" 
(Revclving Credit Group) Baht L-1 

5. -1_7 	 Non-Coroinercial Bank Sources Baht I-1 
6. 	 C.-I Cthers (2pecify). Baht L3 

B. 	 The Loans which are due for repayment, but you fail to 
pay both the orincipal and interest to:

1. 7 	Entrepreneurs Baht L7 
(1) / 	 Principal Baht L-7 
(2) P7 	Interest Baht -/ 

2. 	 P I Family and Friends Baht L.7 
(1) 7 	Principal Baht f7 
(2) U-/ 	 Interest Baht -7 

3. 	 ,_ Doneztjc Commercial Banks_ Baht L7 
(1) LU-Principal Baht 	 
(2) 0 	 Interest Baht 	 -_ 

4. 	 1--7 'Share or "Pia Huey" 
(Revolving Credit Group) Baht 1-1 
(1) 	 Principal Baht /_2
(2) P-	 Interest Baht /2

5. /27 	Non-Commercial Bank Sources Baht U 
(1) 	Princioal Baht L7 
(2) 	 Interest Baht L;

6. 	 /D Others (C;2ecify). Baht 0D 
(1)Principal Baht -7 
(2) 	 Interest Baht L_.7 
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Item 27 Details E.elatin; to Your Trade Credit 
Trade 
Credit 1. Trade Credit including installment payment on machinery 

and Equipment: 
1 Q7 hi the past year Baht 
2 L7 During the year Baht 

2. 	 Period of Repayment 
E7 Less than 3 months 

2 I.-7 3 - 3 months 
3 T 7 - 12 months 

4 / -7 Over 1 year 
5 D Io 	 limit 

3. Discount on Repayment Before Due date 

2 [-7 5 - 1A% 
3 /-71 ID - 15% 
4 /.: 15 - 20% 
5 121 20'-/o and over 

4. Sources of -1urchases on basis of Trade Credit 
1 F:7 Producers 
2 /11 Wholesalers 
3 /-' Importers 
4 /-7Sellers Living Abron.d 
5 7. Cthers (Specify) 

5. 	 Security 
1 /--7 Pills (Cheques, Promissory Notes, and 

Dills of Exchange) 
2 /117 Guarantee 
3 L/-! Others (Specify) 

6. 	 When you fail to meet Your debts on time you have to pay 
1 1-] Penal Interest 
2 1-7 No Interest 
3 21j Others (Specify) 
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Item 28 At the highest level of interest rate on the loans, which you

Requirement borrowed at 
 _ % would you borrow any more at that 
of Additional rate if you were offered again? 
Funds 

1 / Yes for Baht 7 
2 7 No 

Item 	29 1. 	 Please give your Opinions Regarding Loans from Domestic 
.pinions Commercial Banks (You may Check more than one 
-Regarding Please indicate in order of importance) 
Loans from 
Various I1- Too much Red-Tape
Sources 2 /./ Slow in paying money 

3 /7 Demand for a mortgage 
4 7 High interest rates 
5 ] Have to pay excessive extra expenses
6 /7 -an. has no interest or aims in lending money 

to the kind of business you are operating 
7 J-7 Bank wants too much details about your

inside business 
8 1117 Others (Specify) 

2. 	 Please Give your Opinions Regarding Loans from the Non-
Commercial Bank Sources (You may Check more than one 
Please also indicate in order of importance) 

1 - Interest Rate is too high 
2 /7 Hard to find willing lenders 
3 I-J Nct always reliable when the loan is needed 
4 /77 Not iaterested in small business 
5 /.- Want too much security
6 	 N._7[,o 	leniency and legal action might be easily taken 
7 /-7 	Take too much advantage of businessmen who 

are in need of funds 
8 [7 	 Imposing terms and conditions which might

easily lead to bad reputation on the part of the 
borrowers 

9 L-7 	Others (Specify) 
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Item 22 3. Please Give your Opinions on obtaining Loans from the 
(Continue:d) Industrial Finance Corporation of Thailand or from 

Government Thnterprises (You may Check more than one 
Please a1.-o indicate in order of importance) 

1 /7! Too many rules and regulations 
2 _.T Process of giving loan is complicated and time 

consuming 
3 _7 Loan approval takes too long 
4 LI/ Demand excessive evidence and too many 

documnents 
5 L- It is not prepared to grant loans to those who 

h2ve no previous contact 
6 1- .-i,7 interest rate 
7 ,r7 iave to pay excessive extra expense incurred 

during the processing of loan granting 
8 [-7 .o Funds available 
9!./ Others (Specify) 

Item 3& Is your busines-, aiming to raise money by selling stocks 
,.aisilg Funds i and bonds? 

by Seiling 
Stock,,; and 1 L-7 Yes 
Bonds 2 Nioo 

If check Vin !To. 2, please give reasons (You may check more 
than one L- Please also indicate in order of importance) 

1 ,- Business is too small 
2 ,- Nc reliable broker for the purpose 
3 )=7 The process is complicated and requires 

technical skills 
4. _ Not enough certainty 
5 /It gets too involved with Government 
6 ,T Expensive 
7 E3 Do not want outsiders to come in the inside 

business 
8 L-7 Others (Specify) 
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Itern 31 
Plans for 
Borrowing 

M/ioney 

FOR TIHE NEXT 12 MONTES I 

SECT. 6 Plans for Future Borrowing 

1. In the next 12 months, has your firm planned to borrow 
money?
 

Baht
1. L-7 	Yes 

Interest Prepared to pay_ 

Baht per year Li! 
No
1.2 	 1 

2. Sources of Loan
 

2.x / 	Entrepreneurs

2.2 LI 	?7amily and/or Friend(s) 
2.3 0 	Domestic Commercial Banks
 

Share" or "Pia H-uey"
2.4 Si! 
2.5 .l 	Non-Commercial Bants
 
2.6 P7 	Others (Specify) 

2. Purpoces
 
3.1 5-	Ordinary Operation
 
3.2 L_7 	Business Expansion
 

4. For
 
4.1 /-] 	WVorking Capital
 
4.2 	 1":urchasing Goods 
4.3 57 	Purchasing machinery and Equipment 
4.4 -7Repairs and Maintenance 
4.5 5 	 Construction 
4.6 ,.rOthers (Specify)
 

5. Types of Security Offered
 
5. 1/_'7 Deposit of Title-Deed with Power of Attorney 

for Transfer 
5.2 f7 	r-;eposit of Bond with Power of Attorney for 

Transfer
 
5.3 F 	 Pledge
 
5.4 -/ 	iVortgage
 
5.5 	 _! '"ale of Immovable Property with Right of 

Redemption 
5.6 r7 	Guarantee 
5.7 /7 	Others (Specify) 
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