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Executive Summary
 

Major Findings
 

1) Provincial branches outside BMA under survey lend to 

manufacturing enterprises of various sizes but in term of loan
 

concentration, the proportion of loan goes mostly to agroindustrial
 

large enterprises by asseta though these enterprises are small
 

, 4 medium by dnployment used in this study. Very small firms
 

with less than 10 workers receive little of bank branches credit
 

2) Provincial branches compete more for deposit than lending
 

though there are chan.!es. Provincial lendin,' growth has been more 

of natural process in response 
to regional and provincial demand
 

than through effort- toan develop change -intradetional lending
 

practice to serve 
 small non established enterprises in provinces. 

Project loans are 
found in provinces bur still not significant and
 

practically none ,isdone by branch staff. 
O/D, collateral based
 

lending, emphasis on personal characteristics of borrowers are still
 

prevalent.
 

3) Though a number of banks have explicit credit target for branches,
 

none, of the head offices interviewed has explicit target for SMIs. 

Neither is their seperate policies and division for rendering services
 

to small industries in provinces. 
About two-third of bank head
 

offices do not use profit centre 
cencept.
 

4) From a sample of 606 provincial branch managers, lower than
 

bachelor' degree is 51% and 56% in big.Amphurs and Small amphurs
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respectively whereas 
 those in possession of bachelor degree
 

account for the difference (49 and 44% respectively). In provinces 

educational background directly related to Job (commerce, law, 

aconomics, accovntancy) account for 70%. 

5) Out of about 40 sampled branches, about two-third has lending 

officers at branch. From 33 samp]-iJ branches, aout 85% of branch 

managers have over 3 years experience in credit analysis. 

6. Quality,intensity,continuity of training for managers and 

lending officiers vary among banks. Overhalf is still inactive. 

Most of training is designed to provide general banking knowledge 

and branch administration rather than specialized traininp for
 

project lendinQ to SMIs. 
and most branch managers and lending
 

Officers have little experience in project analysis. 

7) About tcw-third of the banks are centralized in their branch 

admistration and delegation of branch responsibility. About 40%
 

of 40 branch managers under survey indicate too low authorized lending 

lit,it by head office. The top 5-7 banks in terms of asset already 

decentralize or plan tc increase it. 

8) Regarding credit risk, 
most banks consider risk in lending in
 

provinces to be lower in prov-aces than Bangkok. Banks finance 

short term working capital more than long term fixed assets. 

Managers know local people better in provinces due to geographical 

srallness and require more collateral. Lower average loan size and
 

large number of retail borrowers than in Bangkok 
are also the reasons.
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We also observe reckless lending to informal sector, speculative
 

unproductive purpose. A large number of managers consider risk 

to be related more to fluctuation in economc,financial conditions 

in provincial areas especially in crop and agroindustrial lending 

than to be dependent on size of enterprises. Most of centralized 

banks' branch managers with luw authorized limit indicate preference 

in lending to connerve in t, wn. N.hk is therefore more related to 

nature of economnic activity,personal traits 6f borrowers than to 

size itself.
 

9) Of all various contraints to CBs lending)
 

collateral shortage, lack of viable project, branch personnel and
 

headquarter policies are ranked in order of importance. 

Increase in interest rate ceilings are considered of least importance.
 

Entrepreneurial development is considered the first most importent 

effective measures to reduce risk. 

Pki ykeceenda ion 

1) ThL cwthorities chould continuously use public pressure, 

moral suasion,policy guideline etc. in order to promote CBs 

interest In organizing bank resources for lending to SMIc in 

provinces especially to neglected group. Incentive may be given 

if neccessary. Conditional upon performance, permission of
 

future branch expansion may only be granted.
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2) Similar to agriculture, compulsory lending to small
 

manufacturing enterprises may be instituted such that, when use 
it
 

all banks earning position and financial soundness do not adversely
 

get affected.
 

3) The authorities should find measures to gradually
 

discourage the excessive use of O/D lending. 
 Maximum size
 

of O/D should be stipulated by BOT. 
Inefficient over accumulation
 

of unused balance should be charged and stipulated by BOT.
 

4) BOT, should make closer supurvision and examination of
 

provincial branch lending for unproductive purposes and
 

,peculatLive activities. Stricter monitoring of 
 branch managers
 

behavior should be done
not only only by head offices but BOT
 

which coll i :roduce punishment for improper conduct in
 

banking.
 

5) The level of interest rate ceiling on loan should be allowed
 

to be higher by another 2% voint to give incentive to bank and
 

allow bank to cover all 
cost which would increase if banks 

start a program of lending more to small industry.
 

6) The government should use such asits bank Krung Thai 

to set up a separate division of SML3 
lending outside Bnn),kok
 

while SIFO could either he abolished and transferred function to 

other agencies (eg. SIFCT, IFCT). In the long run, thc Thai 

government should develop Krung Thai as a model for SMIs 

financinp and should not use it merely as rovernment instrument 
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in financing ailing state enterprises. Even in the longer run, 

with extensive branches, the government should expand the 

Government Saving Bank lending, function in provinces and not 

regard it as merely a tool for government saving mobilization. 

7) Industrial credit quarantee scheme to be set up soon 

should place more emphsis on provincesnew small entriprises 

which face collateral shortage. Croup guarantees and group lending 

should be developed and experimented by financial institutions in
 

lend&i.g to very small and small enterprises. 

8) The govarnment should encourage foreign agencies to cofinance 

with Thai comnercial banks as done in the case of SCB-USAID 

scheme. The government could, through Joint-Public-Private
 

Consultative Committee not only' be coordinator but provide 

leadership and special incentive to banks interested in financing
 

and development of SMI.,
 

9) Similar to the government leadership made in case of
 

Pitsanulok, the government could bring industrialists,
 

association of provincial industries, chamber of commerce,
 

government agencies etc. to meet with commercial bank executives 

to find out about problem in provincial finance and develop 

lending schemus by CBs to SMis. 

10) While training of branch personnel can be undertaken 

by Cbs on their own, it would help if foreign agencies could 

subsidize thc. cost and provide training to banks. Technical
 

assistance should also be extended by foreign agencies 
to
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provincial small industries.
 

11) Last but not least, the government should provide
 

adequate infrastructure and services 
to provincial industries
 

and create environment which 
 SHIs in provinces can flourish
 

and compete with large firms in BMA. 
Various distortion and
 

incentives in favour of large industry must 
be removed.
 



Part I 

I) Introduction 

1.1 Generation of employment through the promotion of
 

regional and provincial industries has now becomes an essential 

feature of Thai development strategies as being envisaged in the 

Fifth National Economic and Social Development Plan. The Plan
 

calls for various measures to decentralize industry and economic 

activity out of Bangkok, promotion of nonfarm activities in rural
 

areas in which development of small scale industrial enterprises
 

(SSIE) and medium scale industrial enterprises (ILSIE) in privinces
 

outside .B3angkok are an integral part 
of overall policy strategies. 

1.2 Among various package of measures, financial component
 

undoubtedly is one of the important measures in the development of 

small and medium industries (SMIS) in rural area. 
Small and medium
 

scale enterprises are in need of sufficient credit for financing 

both fixed and working capital in their modernization, expansion
 

and entry into new line of activities. 
 Many of them, for various
 

reasons are unable to obtain adaquate finance on good term and 

conditions from organized financial institutions and have to rely 

on informal credit. ofThe role informal credit thus is believed 

to be important source of industrial enterprises in provincial 

towns. 

1.3 Among the formal financial institutions, commercial
 

banking system in Thailand remain at the apex of the system holding
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70% of the share of household saving as well as credit. It is the
 

largest lender to manufacturing sector. Through the branch system 

it has large network in all provinces throughout the country. Thus
 

it offers great potential in being utillsed as inatitutions 

rendering services to nonfarm enterprises, SSIES, MSIES in 

provincial areas. The present study focuses on commercial banking 

at branch level in its capacity to finance various non farm
 

enterprises. 

II. Objective and Scope 

2.1 The objectives of the study are
 

a) to investigate the capacity of branch banking 

system at provincial leval in financing non farm enterprises in 

area outside Bangkok Metropolitan Area (BMA)
 

b) to find out various constraints facing bank lending 

to non farm enterprises. 

c) to deduce from primary and secondary information 

obtained and to draw conclusion for policy suggestion in order 

to activate the bank role in financing SMIS in regions outside 

d) to describe government and bank policies which
 

limit bank lending to non farm enterprises and recommend programs
 

and policies which are 
likely to expand such lending.
 

2.2 The scope of the study will include the following
 

aspects which require 
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a) information on bank policies and practices r,'garding
 

provincial branch lending to non farm enterprises or small and
 

medium industries
 

b) data on bank lending do non farm activities in
 

provincial areas 

c) information on personnel policies related to
 

professional staffing of provincial bank branches
 

d) data on education and experience of professional
 

branch staff
 

e) information on troning programs for provincial 

bank branch staff 

f) information on actual lending practice, attitudes 

of headoffice and branch staff in lending to provincial non farm 

enterprises; the capability of rural. bank branches to engage in 

such lending
 

g) information on the effects, potential impact of 

removing the ceiling on interest rates for various borrowers groups.
 

III) Some Meaning and Definitons Used in the Study
 

3.1 Nonfarm enterprises are those that are not engaged 

in farming activities. Strictly speaking, financing non farm 

activities in this study preclude the financing of agricultural 

production, retail outlets and services. Therefore financing
 

rural nonfarm activities may include agribusiness, or agricultural
 



processing, manufacturing, mining, construction as long as 

enterprises do not employ more than 100 people. However mining 

and construction will receive less attention as the targetted 

industries here. The primary emphasis will be on provincial 

manufacturing industries including agrcbusiness.
 

3.2 The key comonent of non farm activities in 

provincial areas that are on the priority list of policy makers 

is small and medium iudustries. In Thailand, the majority of 

rural non farm activities have close link (direct or indirect) 

with agricultural activities. In this sense rural industrialization 

or growth of non farm activities is related to process of 

agricultural development. In this study small and medium industries 

are those enterprises which employ less than 100 workers. 

Different authors many come up with different definitions of
 

small and medium scale enterprises. Some authors define small
 

enterprise as those employing 10-49 workcrs, and medium scale 

enterprise are those emplcying 50-100. On the other hand, others 

may include enterprise with less than, 200 workers as medium 

scale and those over 200 workers as larc scale enternrises. 

Enterprises' size of assets' criteria could also be used. 

Since our primary focus is on the commercial bank role 

in financing industrial activities outside greater Bangkok, we 

feel that less than 100 workers' enterprises are appropriate 

dividing line demarcating large scale from small, medium 
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scales. The target groups for expanded credit to industrial
 

enterprises are those having roughly less than 100 workers. As
 

table 1 shows, in term of registered factories over 95% of 

factories in various re~ions(in fact for the whole country)are
 

those employing less than 100 wcrkers. Very small scale enterprises
 

such as cottage industries employing less than 10 people are the
 

largest in term of number of establishment. As a rough 

approximation the target group for expanding commercial bank 

credit to provincial industrial enterprises in this study will 

be on those enterprises engaged i;, non farm activities among 

rural household in villages and provincial towns. These SSIEs 

and DISIEs are predominant mode of enterprises in Thailand and in 

all regions. 

Though non farm activities encompass more than 

(2)manufacturing activities , 2 the former in a broad sense in this 

study can also be used synonymously with small and medium 

manufacturing industries (inclusive of .a;ribusiuess related to
 

processing of agricultural products). Broadly speaking then,
 

these activitives are those that commercial banks should be 

called upon to play more important contribution in financing. 

3.3 As for the definition of rural areas, we focus our
 

geographical attention on areas outside Bangkok Metropolitan 

Area (BMA). Thus rural or provincial branch of the banks are 

excluded for Bangkok, Thonburi gamut Prakan, Nondtaburi 
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and Pratum Tani. Rural branches are therefore not to be taken
 

to mean 
branches in non municipal districts. For better term,
 

we prefer to call them provincial branches.
 

3.4 We must emphasize again that our primary objectives 

are to investigate the bank attitude and capacity in lending to
 

non farm enterprises outsidea 
BMA rather than study the financial 

problems, natures and constraints of these enterprises which be 

done by direct survey on these enterprises. 

Thuh attempt Is made to quantify the infor'ation obtained 

as much as possible, we believe that much aualitative information
 

from various sources besides provincial branches are equally or
 

even more important on several occasions to derive a meaningful
 

and valid conclusion. Throughout the study, many terms 
such as
 

non farm activities and small and medium induetries are interchangable 

and loosely used. 
 The same is true at time for provincial
 

manufacturing industries, regional industries etc. 
They all come
 

to the same thing, that is the focus is on enterprises of rural 

households that do not engage in farming activities and in this
 

study outside BNA.
 

IV. Field Survey
 

4.1 Population of Bank Branches 

4.1.1 
As of Dec. 1983 there were 1,688 banking offices
 

(including 1 head quarter for each bank) operating in Thailand,
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rising from 876 offices in 1975. In term of branches, growth of
 

branches almost douLled during these 8 years. Since 1975, due 

to the Bank of Thailand (BOT) more liberal policy in permitting
 

branch opening, there haB been rapid expansion of provincial 

branches. There were quite a number of banks which have more than 

100 branches. Banks which have over 200 branches namnely Bangkok 

Bank, Krung Thai, Thai Farmers, are also largest in term of
 

assets. In general banks with larger assets also have large
 

number of branches but this generalization is not true for all 

banks. The principal cities of each region (not including
 

Bangkok) such as Cholburi, Chianguai, Khonkhaen, Songkla and 

Haadyai etc., all. have large number of branches.
 

4.2 Provincial Branches Outside BNA 

4.2.1 Excluding headquarter of each bank, there 

were 1,672 branches in Dec. 1983. Out of this total, branches in 

Bangkok Metropolitan Area (BIA) number 588. Therefore the 

distribution of branches in BNA (588) and Outside BNA (1084) 

according tc our classification is 35% and 65% respectiv.ly. 

4.3 Sampling Method and Survey Procedures 

4.3.1 For headquarters, questionaires were sent
 

to 16 local banks for three weeks prior to appointment for 

interview. Information about headquarter policies is also
 

sought at provincial branches whenever possible. On the whole 

though we manage to get an interview from 13 out of 16 banks 

http:respectiv.ly


(banks that are not directly interviewed at headquarters are 

Laemthong, Wanglee, Bank of Ayudthaya), we are unable to obtain 

all information contained in the questionaires for various
 

reasons. Different types of information require answer from 

Heads of the Dept. Some do not have enought time to cover 

many aspects of information. Some banks are reluctant 
to give
 

too much inforLejtion except on some general, broad questions.
 

Despite all above inherent difficulties, we managed to have been
 

able to interview some senior executives of tbe banks but the 

persons we approach more than others are managers of branch 

administration or branch activity division and head of personnel
 

section or division. On the whole 7-8 banks reveal as much as 

possible information. 

4.3.2 Interview is also done with Bank of Thailand 

(BOT) Division of Commercial banks supurvision and examination, 

Director of BOT regional branch in Khonkhaen. 

4.3.3 For provincial branches, samples are stratified
 

into 4 regions. Each region is further stratified into changwads. 

Mailed questionaires were sent to 1 of all provinces in each region 
3 

where branches are located. Criteria for selecting provinces are 

besed on proportion of GDP originated from n.anufacturing in that 

provinces. 

4.3.4 Selection of each Amphur (district) is based 

on Bank of Thailand classification of Amphur (for bank branch 
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purpose) into big (Amphur huang), medium and small amphur. There 

are 7 provinces with big amphur (in BOT classifications) namely 

Cholburi, Khornkaen, Nakorn Rachsima, Nakornsawan, Lampang, Chiangmai 

and Songkla. We mailed questionaries to these 7 Big Amphurs in 

these 7 provinces where for each bank in the district one branch 

is selected. There are approximately 100 branches for 7 amphurs 

in 7 provinces. About 60 branches were mailed by questionaries. 

4.3.5 Of those mailed to big amihurs in 7 provinces, 

we made direct personal interview at branches in Amphur Cholburi 

(East, Central Region) Khonkhaen (North East) and Haadyai (South). 

These are major cities of each region whe.re trade and industrial
 

activities are significant. The presence of brr ch network is 

also very large. 

4.3.6 To cover medium and small sized amphur, one
 

amphur is selected from the first listed amphur (medium and small) 

as appeared in the Bank of Thailand provincial branch classification.
 

Again One branch for each bank is selected. Two hundred questionaires 

were mailed to 200 branches in 21 provinces in varioun regions 

(Central, North, North Eazt and South) 

4.3.7 Therefore altogether branches in 28 provinces 

were mailed by questionaires. Approximately 260 branches out of
 

1,084 branches (24%) were sent by questionaires.
 



4.4 Actual Survey Response at Provincial branches 

4.4.1 Direct personal interview was made with branch
 

staff (mostly branch managers) in Cholburi (9 branches), Khonkhaen 

(10 branches) Ilaadvai (10 branches) totalling 29 branches %each 

bank for one branch) altogether. In several cases, full
 

information and response can not be obtained at branches due to
 

absence of branch manager in which case either assistant 

managers or comproller, or lending officers are substituted.
 

Many substitutes were sometime new to the branch or claimed to 

lack experience or authority to answer all questions in the 

questionaires. hany pertinent information therefore could not 

be obtained. In some case branch managers were either 

unwilling or unresponsive to questions so that information can
 

not be solicited. These problem cases, when arise, are deleted
 

in our presetation of survey results.
 

4.4.2 1ailed questionaire respond±d turned out to
 

be very low. Fifteen questionaires were mailed back one of which 

was returned blank and the other three were not usable. Thus for 

mailed questionaires only 11 branches wore analysed. Out of these 

eleven branches, only one came from small amphur in Krabi province 

in the South, five branches come from medium sized amphur in 

Chiangrai (North) , Ubolrachthani (North East), Samut Sakorn, 

Cholburi, Rachburi (Central), while the other five branches were 

from big amphur in Chiangmai (North) Nakorns Sawan (North), 
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Nakorn Rachsima (North East 3 branches).
 

4.4.3 Therefore out of 1,08'1 provincial branches, 

29 branches were done thru direct interviews in big amphurs in 

Cholburi, Khokhaen, Haadyai, 11 branches were returned by
 

questionaries. A total of 40 branches 
or 3.7% of population was 

covered in the sample. Some answers could not be obtained due
 

to absence of answers or incom-leteness making the sample size 

much smaller in many cases. The samples also heavilyare 

weighted by branches in big arphurs (85%) as shown below 

No. of Branches Percentage 

Big Amhur 85% 

- cholburi 9
 

- Khonkaen 10
 

- Haadyai i
 

- Others 5
 

Medium Anphur 5 12.5% 

Small Amphur 
 1 2.5% 

Total 40 100.0 
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4.5 Period of Interview
 

4.5.1 Questionnaires were sent to branch managers and 

senior bank executres at the headquarter 3 weeks prior to 

appointment for interview. Most interview at branches were made 

10 t h during July - 6 th August 1984, or took approximately one month. 

V. Fundamental Framework for Commercial Banks Branches' Role in
 

Financing of Provincial SMIs 

5.1 Commercial banks can make contribution to 2conomic 

development in general and in the development of regional
 

industrialization with their financial and human resources in
 

many ways. In addition to their traditional function as
 

intermediaries in mobilising deposit and extending general credit,
 

other pertinent contribution such as business advisory service,
 

direct equity investment,, introduction of innovative lending
 

scheme and new financial service,;, extension of policy loan
 

to priority sector, to name only the few, is also within the 

functions rendered by banking community. The extent to which 

each branch and the entire banking system utilize its resources,
 

human and nonhuman, to rende': maximum contribution to the
 

coammnity and at the same time to yield good financial return 

to the bank depends on the host of factors, internal and 

external to each bank (and banking system). The set of internal 

and external factors determine both capacity and constraints of 

the banks and therefore their actual role and degree of 
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contribution in financing development of non farm enterprises. 

5.2 In Lo far as branch banking role in providing finance
 

for the development of rual non farn enterprise in Thailand, the 

following sets of both internal and external factors which 

determine the obstacles, the succesr the actual degree of 

involvement of banking system in financing provincial industries 

are biven below. 

5.2.1 Factors considered to be internal to the banks 

a) Banks' Credit Policy, Planning, Objective
 

and Target.
 

Headquarter overall credit policy, objectives 

must be clearly spelled out by top management and understood at the 

provincial branch level. Criti ally the goal set by the banks 

determines their overall and specific policy strategies in both 

mobilising deposits, allocating credit, utilising and developing
 

banks human resources. Credit policy must be done within a good 

system of planning which translate policy and objectives into
 

specific target for inplementation and evaluation of performance. 

Both headquarter and branches then should have well defined 

objectives and targets (general and specific) for variables that 

contribute to bank profit and overall standinp of the banks in
 

the community. T"heme targets should not noly be confined to 

deposit, profit, earning, expense, but also the breadown of 

loan into specific categories 
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b) Organization structure of the bank headquarter
 

branch.
 

It is difficult in the Thai context to prescribe
 

the appropriate balance between centralization and decentralization of
 

organization of branch. Over centralization and over decentralization 

can both be costly at branch level. The propr, balance depends on 

the size of the bank, staffing, number of branches, quality of 

branch managers, system of control, top management philosophy etc. 

Nevertheless for the provincial branches to play their increasingly 

coplux role,f)r need, increasing bank competition, to serve growing 

market and customers, each bank must devise a system that responsibility, 

decision making can be delegated to branch managers, so that 

innovation can be created at branches, confidence can be inspired,
 

human resources at branch lewdl can be allc'ed to develop and 

initatives of branch managers are not stifled. some thenAt stage 

seme decLntralizauion is necessary as nurber of branches increase 

and grow in size. The use of profit contre concept where each
 

branch is accoutable for its own operation ig one method of
 

institutting system of control.an,l : zrmunt of performance 

c) Training Program and Human Pesource Development 

(HRD) 

Human resources or people are the most important 

input of the banks and branch managers are the viable elements. At 

branch level, managers, hending officers or credit analysis should 
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not only be trained for general knowledge of credit analysis and banking
 

knowledge, more specialized and technical knowledge should also be 

introduced. Establishment of headquarter' and branch bank specific
 

objective and target will call for the need for specific type
 

of training. Objeczives must be clear and explicit to begin with,
 

thea type of specitic training can be properly designed. Recruitment,
 

promotion system of persornel must be inaddition to trainings 

conductive to URD : 

5.2.2 Factors considertd to be external to each bank 

The extent to which each bank or the whole 

banking system will be interested in, be committed to lending to samll 

and medium industries and other non farm activities outside BMA will
 

also depend on factors outside control and policy of each bank.
 

These factors are : 

a) Ability to mobilize more deposit in 

provincial areas and the strength of credit demand in Bangkok and 

other line of traditional but profitable short term lending 

alternative. In general, the higher surplus licluidty in the banks, 

the more likely that bank will either be more liberal or make 

greater effort in granting loan to provincial borrowers and those 

previously considered less credit worthy. 

b) the nature of bank competition. Increase in
 

bank competition in both deposit and loan market in provinces will
 

put pressure on banks to acquire and search for new potential 
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customers. Small enterprises may find it more easier to be
 

accessible to bank credit. Banks will increasingly develop 

marketing concept in their branch operation instead of merely 

regarding .,ranches as depository centre for headquarters. 

c) Developw,ent of business in nrovincial 

area. The growing industrial and other non farm activities will
 

generate demand for viable loan and the bank will respond to them. 

d) The existence of large pool of credit
 

worthy borrowers in provincal areas. In the medium and longer
 

run, entrepeunerial development which enhance small and medium 

enterprises' mangaemant, marketing, technical and financial 

(eg proper record keeping and accounts) expertise will enable banks 

to penetrate into maiky new enterprises. 

e) The existeice of risk quarantee scheme will 

partly bear bank credit risk or transfer risk to risk quarantee 

institutions. 

f) The effect of interest rate ceiling on loan.
 

There should be adequate interest rate spread the provide incentive 

for bank to lend to enterprises that perceived risk may be higher 

in the eyes of the bank, and cost: of adinistering such loans are 

high. Such will be the case of many small provincial industial 

enterprises which the banks have to appraise projects which 

require more specifically trained staff and would incur higher 

bank costs. 
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If the bank is profit maximising firm, its
 

behavior would be to lend or invest in the manner that maximize 

protitability of bank subject to expected return and risk from 

various loan and investment alternatives. If bank managers
 

are risk averse, so that their utility function is positively 

related to expected return and inversely to risk, a higher 

interest rate ceiling on loan will increase bank loan granted 

to high risk borrower and vice versa for the existence of too 

low interest ceiling. 

g) The active role of the g.vernment. The 

government directives,nioral suasion, other public pressure can 

also change bank attitude and goals towards more developmental
 

lending in area of small industry financing. 

These sets of both internal and external
 

factors both interact to shape the role of branch banks in 

financing SlIs in provincial r.reas. They provide background 

against which branch banking' role can be evaluated. 



Part II: Field Interview and Interpretation
 

I) Comnercial banks (CB) Role in Financing Non Farm Activities
 

1.1 Provincial Manufacturing Industries and Related 

Financing Aspect 

1.1.1 'though Thailand manufacturing activities have increased substan

tially during the past two decades industry output and employment have been 

extremely concentrated in BM and Central Region. The share of manufac

turing output in total GDP in 1982 was about 21Z. In term of geographical
 

distribution of industrial activities, Bingkok-Thonburi share of manufac

turing output to gross regional product is 30/. whereas in the East (Central 

Region) it is 35.5%, Uest 13.3X, Northern Region 6.7/, South 5.4%, North 

East 8%. This information confirms that there has been industrial centrali

zation in the Central and Bangkok.
 

1.1.2 Frovincial or rural (not taken to mean non municipal but merely 

outside BNA) industries possess several common characteristics inspite of 

distinctive features found in term of areas or product characteristics. 

Though one finds the prevalence of both large scale enterprises (eg. more 

than 200 workers) and small and medium sized enterprises in the Ceintral 

R.gion and Bang!ok, provincial industrial enterprises in other regions 

either in town or villages are mostly cottage types(eg. 7-10 workers) 

small and necium enterprises. 'ercentagewise in term of number of esta

blishment, Thailand is predomirnatly the small and medium enterprises. 

Such phenomena is more revcaling when. one moves away fron Bangkok and 

Central Region to town and village industries in other region. Non farm 

enterprises(i.e.not engaged in farming) are highest in BMA, and in the 
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Centre East( one in three households ) and lowest in the poorest North 

East Region ( one in eight ). For the whole kingdom one in five householda 

3)
 

specialized in non farm activities.
 

1.1.3 In term of value added, output pro(;essing industries in the most 

important in regional industries. These Industries are either related.. 

to agricultural production Fuch as paddy, maize, cassava, sugar cane, 

oil seeds, kenaf, tobacco, rubber or relatcd to natural resources availa

bility eg. fishery, mineral, R..ce milling is obviously the largest in 

number and found in all towns and villages. Perishability and weight 

losing property or consideration of transportation cost are most important 

factors in explaining the location of such processing industries as sugar 

refineries, flour mills and cassava chipping factories to be near prcduction 

area. With many other considerations, one also finds many output processing 

plants such as sheet and block rubber, kenaf bailing, fishmeal fectories,
 

tobacco curing, pelletizing plants etc. to be distributed in different
 

regionc and provinces. Development of these non-farm activities or'indus-

tries, therefore, has a close link with agricultural production.
 

1.1.4 Construction faterials, furnitures, wood products, textile, garments,
 

manufacturing with service characteristics such as, repairing, and chara..
 

teristics of perishability and serving local markets such as noodle, soy

bean curd, ice making are also found in most provinces in towns and villages. 

Town and village industries themselve possess distinctive features man). 

of which arc products and area specific. Handicraft village industries 

are for local consumption and produced by members of rural households to 
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augment their income during off farming seasons. They use little fiX-'d
 

capital and usually face with market or sale opportunity and row material 

problems. Found in most provinces are basket making, dress making, silk,
 

cotton , poLtery depending on the availability of raw materials 

in specific areas. In Chiangmai for instance the ROFEAP study(4)found 

that rural village households engage more in dress making, wood carvag, 

bamboo product etc. In Khonkhaen, bamboo and mat making, silk & cotton 

weaving are found in village surveyed. These village industries are thus 

resource related or make use of local row material supply. The town 

industries are however more organized through hired workers. They serve 

wider market though local market is still important factors in many 

industries. The enterprises usually are owned by single individuals or 

family. They are mostly local people. 

1.1.5 Provincial non farm enterprises rely mostly on owner capital for 

their start up business capital. This is mostly the case of rural village 

household. As the scale of business gets larger, for town industry initial 

capital may comes from the owtter, relatives and friends plus some from 

institutional sources such as commercial banks. The old established and 

creditworthy enterprises could obtain both working capital and fix1l
 

capital for expansion from the financial institutions depending on their 

history of business, relationship with the banks, availability of collaberal 

etc. .he fact is that new enterprise relies more on owner capital. The 

ongoing ones depend on both financial institutions and informal market, 

the magnitude which varies from one to another. The role of unorganized 
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market is however believed to be important supplementary source for even 

established provincial enterprises which already have borrowed from banks, 

according to our interview with branch managers in Khonkhaen and Cholburi. 

Many of these enterprises partic.pated in rotating credit or share society 

for both social relation among business friends and for investment in time
 

of surplus cash and for supplementing bank credit when they run out of
 

collaberal or face restrictive bank lending policy.
 

1.1.6 If the size of employment is used as indicator of the size of enter

prises, th'e nurve'$5i ade in the past on financing of total capital of small 

and medium industries in Thailand shows that cottage(< 10 workers) and 

small enterprises(10-49 workers) depend more on own capital(75-70%) 

unorganized markets(13-10Z) and less on commercia] banks(12-20%). As 

firm size increaseu,(eg. for 100-199 workers and over 200 workers) the 

share of owner capital and commercial banks in financing total capital 

becomes roughly equal about 50% from each source and those from unorganized 

market almost dirappears. These features are not surprising. Size attri

butes probably correlate with greater demand for capital than can be
 

supplied from internal source, some possession of collaberal (land, plant, 

machinery and personal guarantee), modern management in various aspects
 

of enterprise such as finance and production, and ability to secureiuarket
 

demand and for old firms to have established their names familiar to finan

cial institutions etc. All these attributes tend to make firms of larger 

size rely more and could get access to commercial banks credit. A large 

number of village industry and small scale industrial enterpi0Ces still 
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lack many of the above attributes and may have to depend more on their
 

own capital and nun institutional sources.
 

1.2 	Signifizance of Commercial Bank Lending to Non Farm 

Activities or ShiIs outside BMA 

1.2.1 There is no aggregate data for bank credit to manufacturing sector 

outside BMA according to our definition. To get some rough idea we first 

look at bank credit to manufacturing sector as a whole and then by regior 

and relate rhcm to some variables such as GDP and gross regional product. 

(see table 2,3:4,5 ) First, comr.ercial banks allocate just over 20% of 

their credit to manu.facturing (not including mining and construction). 

This is second largest next to wholesale and retail trade. Though sectoral 

credit demand can not strictly be said to be proportional to sectora. GD1, 

as different economic activities may call for difference in credit need, 

we will use this relation as a rough guide to the adequacy of credit being 

supplied to manufacturing. The share of manufacturing in GDF in 1982 was 

about 21% hov:ever but the ratio manufacturing credit to GDP from manufaeL. 

turing rose from 16% in 1970 to 30% in 1960. Roughly speaking, conrercial 

banks seen to supply large amount of credit to this sector. The same can 

be said on regional basis. Mien relating to gross regional product by 

regions, manufacturing credit GRP ranges from the lowest 22% in thu North 

East to 31% in the Central (24% in the North, 29% in the South). This 

can be compared with the ratio of manufacturing activity in each region 

to gross regional product in 1982 current price which is 6.7% in the 
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North, 5.4% in the South and 	8% in the North East comparing with 30% for
 

6)
 
for Centre East.
Bangkok-Thonburi and 36% 


1.2.2 In general regional distribution of bank wanufacturing credit tends
 

to reflect extreme concentration of industrial activities in Bangkok and
 

Central R2gion. Thus regiunal distrlbution of loans by all purposes of
 

shows that 80% were in Bangkok and Central Wgioncommercial banks in 1983 

and Bangkok alone accounts for C7, t I (table 6, 7 ). When the regional. 

distribution of bank manufacturlng credit Is examined, only about 9% alto

gether goes to the North, North Eatt and the South whereas Bangkok and 

Central Region took 91% Even if non fairm activities are defined include 

manufacturing, mining and constructicon, the share of bank credit allocated 

to these activitics in the three regions just mentioned rose only to 12% 

in 1963. Mining however, in view of large amount of investment needed 

is considered to be large scale industry. In view of the fact that Central 

Region sharu of credit for all purpcose was about 12.5% in 1983, one can 

concludes that at least about 80% of all manufacturin6 bank credit 

was taken by bangkok industrial enterprises. 

which is Lefilned1.2.3 fhe proportion of loan 	size called the big borrowers 

as 	 size of loan over 3 million baht in the manufacturing sector also sheds 

bank rule so far in financing village indus.scme light on the ccmmrcial 

areas.trial enterprises and small industrial firms in provincial Of all 

the outstanding loan to manufacturing sector by commercial banks in Dec. 

1983 and regardless of regional distribution, this amounts to 8b billion 

baht. Out of this amount, 95.5% was of loan size from 3 million baht up 
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or equal to 84 billion baht. The same data in June 1983 also shows that
 

the total manufacturing .. credit big borrowers (3 millions baht and 

over) which amounts to 73 billion baht is divided between Bangkok (b3%)and 

cther provinces (172-) (table 8). Additional data from the Bark of 

Thailand in table 9 also shows that loan size of 5 mi.lion baht and 

over account for 67/ of outsLandinq manufacturing credit in ie. 190. 

This has an average lan size of about 25 million baht. On the otherlmd 

for the loan size of I to less than 5 million baht, th table shows that 

this represnt 62% of bcrrowers though accuunting for only 13/; of mmiufac.

turing credit. the average loan size is about 2.3 million baht. The data 

supplied by Bangkok Bark in table 10 is also informative. First loan 

.. e of less than thre mi'lion bahL (excluding farmers) is highest (43%) 

in provinccs wheruas in bangkok loan size of over 20 million baht takes 

51U of all lendiin.;s in Bangkck uf the Bangkok Bank. The loan is hiixver 

for all purposes and not the manufacturing loan. 

i.2.4 flow -auch cai :e extract the above information to derive some con

clusion on the financing of small and medium industries in regional areas. 

At best they provide little direct information. Yet F i conjecture could 

also be made. At the outset, the demarcation of 3 illion baht loan and 

over as big borrowers is not very useful unless one knows overall size 

distribution. Afte" all there is a lot of difference between 3 millior 

baht and 50 million baht loan size. Besides, for its own use, the Bmgkok 

Bank even classifies 3-10 million baht loan as small borrowers. In general
 

nowaday 1-5 million baht loan could be considered smull borrowing by
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small enterprises. SIFO and IFCT extenu maximum loan of I million and 

5 million baht respectively in their small irnustry programs. In spite 

of all these problems the Bank of Thailand data do throw some light on 

commercial banks' role in financing pcrticulirly small inlustrial enter,

prises. First, thu fact that loan of -' million baht and andsize over 

its average loan size of 2! million balit (table 10 ) takes 87% of all 

total ,anufacfurinz loan in 19b0 irrespective of geographical distribu

tion point to fact that most coia. baok loan goes to finance large and 

medium inlustrial enterprises. Very little would finance very small of 

cottage enterprises with loss than 10 works. Not substantial amount 

would finance provincial small firms tithers (say 10-49 workers) . In 

Thailand in 1930 the total nuribur of very small firms account for 19,134 

firms (63.2/ of the total) an small manufacturing firms for anothr 

9,154 (30.2/ of total), medium sized firm (50-199 workers) for another 

. )1,610 (5.3% of total), big fins for 390 (1.3%) ( About 48% of v_Ey 

small firms irc locaited in Bankok. Of course, the share of gross out

put of very small firms is estimated t-c be o nly 7Z whereas small and 

medium sized firms are 43/ and large firms 50Z 8 ) But the fact that 

almost 95/ cf industrial enterprises in Thailand are very small and
 

small nianufacturin, enterprises mean that these enterprises most likely get 

less than propcrLionate share of bank credit as being revealed earlier. 

Second, the bank of Thailand data indicates that as of June 1983, manu

facturing credit Lo provinces for loan size of 3 million baht and over was 

about 12.8 billion baht. Though there was no data for total manufacturing 
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credit in provinces for June 1983, probably this would be at least 80%
 

of manufacturing credit in provinces judging from the available data of
 

manufacturing credit in the North, South and North East as 
of Dec. 1983
 

( see table 4), If small and medium industrial enterprises are those 

employing less than 100 worIers, these cr.--dit would likely finance most 

of small and medium enterprises in provinces though the share of credit
 

allocated between small and medium 
 sized firms can not bL conjectured. 

Most likely is however that very small or cottage firm in village industry 

would receive \?ery little of these credit from the commercial banks. 

Further qualification is however needed. 
One characteristics of many
 

provincial manufacturing industries is that they are agrobased. 
Many
 

of them such as 
rice milling, tapioca pellets factories, palm oil
 

processing sugar factories, rubber block and sheet factories, kenaf 

bailing plant, pulp and papers, 
are large in term of assets or capital
 

investment. But many of them are not large scale in term of employment 

(e.g. when large scale factory is often considered large when it has 

more than 20 workers). M'lost of these agrobased or cther non agrobased 

factories usually can be considered small and medium sized when employment 

criterion is used (i.e. up to 
100 workers) rather than asset criterion.
 

When this factor is considered, CBS do significantly lend manyto small 

and medium industries in provinces. but due advantages sizeto of which 

correlotes with many factors, proportionate share of banks credit would 

substantially go to established, old upp , end of small and medium sized 

firms rather than very small, lower end of small firms. 
 In term of
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number of borrowers, very small and small firms of course may be large.
 

Therefore the picture of manufacturing credit distribution in prcvinces
 

outside Bangkok can also be quite concentrated.
 

1.3 	 Additional Qualitative Information from Interview at the 

Branch 

1.3.1 Due to absence of data from official source, an attempt is made to
 

see how significant CbS do lend to small and medium indusLries in some
 

provinces. in the mailed questionaire , we ask how many small and medium 

industrial enterprises CB. branch lend each year? What is outstanding
 

amount? What types of industries? Due to poor respondent rate, much 

quantitative information is unobtainable. Those that responds do not 

supply such information beyond type of industries and rough proportions 

of manufacturing loan in the branch portfolio. Much quantitative detailed 

data also could not be obtained at the Lranches we interview in Cholburi, 

Khonkhaen, and Haadyai. Most branch man-gers do not have detailed accurate 

information in hand and arc not willing to let us go through their loan 

record profile. Our direct interview is however useful and enables us to 

get a general picture which we believe quite accurate. 

1.3.2 More qualitltive information, yet quite reliable is however obtained
 

from our direct interview with branches managers in Amphur Cholburi,
 

Khonkhaen and Haadyai. They are all big !Aphur where there are large number 

of branches. Competion is very keen especially in liaadyai. Changwad
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Cholburi has all large, medium scale industries and manufacturing share
 

in gross provincial product in 1962 is 33% (at 1972 prices) which is
 

much higher than Khonkhaen(11./.) and Songkla (4.3%). According to
 

Factory Control Division, there are 2,074 , 1,619 and 1,287 factories
 

in Khonkhaen, Cholburi and Songkla suspectively. Many of cottages..or 

very small firna. probably go unregistered. The general picture that 

emerges tend to confirm our earlier conclusion based on secondary data 

about possible pattern and nature of provincial branch lending to non
 

farm activities. They can be dCsc.7ibed in the following manner: 

a) 1wo to three branch managers do indicate that they would prefer, 

to stay away front industrial lendings regardless of size which they co'.

sider more riskiar to the banks thaa lending for cotunrce (retail and 

wholesale) and reveal that their branches have only small numbers of 

industrial borrow(!rs. We come across this in haadyai, Cholburi and
 

Khonkhaen. These branch mianagers attitude may be based on their personal 

bad experience about loan loss or 
problem loan for instance in the case
 

of lending to ono big canned fruit factories in Khonkhaen (being co

financed by IFC"). The information we got from the interview seems to
 

indicate that these companies problem are marketing, raw material shortage 

and managerial. In other case, one branch bank manager (in Amphur Chol

hurl) of small sized bank which happens to be one of the oldest in Amphur 

Cholburi informed us that In its branch manufacturing lending, 70% wcnt 

to 
tapioca pellets and tapioca chip factories but now reluctant to get
 

much invclved would this industry to be andand regard rather volatile 
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risky. This manager would prefer 
to and in fact lend to 
large number of
 
borrowers, large and small for commerce which is considered less risky. 
The branch manager of the first bank set up in Amphur Cholburi also
 

convey to us the same attitude and practice. Such is also the case we 
found for thL Soam hank in Haadyai. For some other big banks we do find 
the the differences in their involvement in industries particularly 

agrobased ones. 
 To a large zxtent, this difference arises from difference
 

in bank expertise or experience in lending to agrobased and nonagrobased
 

industries. What it tells us is that for some banks, manufacturing lending 
is regarded risky regardless 
 Ihe size of borrowers and would prefer 
to
 
concentrate more on non risk commercial loan. Yet there is diversity of.
 

attitude and practices.
 

b) From the interview, the significance of provincial branch lending 
to manufacturing ranges from less 10% tothe than 25-30. of branch loan
 

portfolios.
 

L) In all three provinces, branches to lend to 
all kinds of indus
tries the magnitude 
 of which depends on the nature- of localized industries. 
Loans are most concentrated in agro processing and resource based industries 
such as 
rice milling, Lapioca pellet factories, tapiocas chipping, sugar
 

factorie--s, 
flour mills, canned pineapple, jute factories, rubber block
 
and sheet factories, tish meal, frozen fish etc. Some of these industries 
are not large in term of employment but large in term of capital invest

ment. Small and medium sized firms in these industries get the high share 
of all bank credit. Beyond these, banksmost lend to industries c.mmonly 
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found in town and villages catering for local consumption and demand
 

shop, repair shop, furuituresuch as ice making, noodle, bean curd, machine 

making, brick making, pottery and ceramic. 

d) When being asked about the proportion of loan going to nonagro
 

processing or resource based industries, branches which usually lend more 

to output processing industries (they are usually 5-6 big banks) tend to
 

though in tetm ' number of borrowers,reveal that tLley are relatively small, 

towns.
those of traditional local industries catering for local demand in 


Village industries receive very little credit.
 

e) As there are small industrial enterprises everywhere where branch 

branch banks do lend cc these enterprises. It is notbanks are located, 

in term of the share in bank portfolios. The magnitude ofsignificant 

each branch actuai involvement would depend on various factors such as
 

attitudes of branch managers and head offices' policies, bank collateral
 

requirement and appraisal standard, the existence of viable projects and 

creditworthy custonters etc. Of all mailed questionaire we received, five 

of them have supplied us some informations on their branch lending to 

One branch of Siam Commercialsmall firms but hcw small we don't know. 


has only three manufacturingBank from small Amphur in Krabi shows that it 

Its loan
 customers namely furniture, food factories and ship repairs. 


for each is 0.3, 0.5 and 5 million baht respectively. On the other hand
 

one branch of Bangkok Bank of Commerce in Lampang Province (Wiang Office)
 

-:20 small industrial enterprises each year with
shows that it lends to 


The rest of three branches from
 average loan size of 200,000 baht. 
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medium sized Amphur in Cholburi, Ubon, Rajburi indicate that they lend 

only 2-4 to small industrial enterprises with each loan in the range of 

0.2-5 million baht. 

1.4 Observations and Remarks on Provincial Branches Business
 

and Competion 

1.4.1 In the past provincial branch banking in Thailand was accused 

of merely collecting deposit in the provinces and transferred to head
 

offices. Loan/duposit ratio irn provinces outside Bangkok was merely 

46%' i. 1975. Since then because cf the Bank of Thailand imposition of
 

compulsory agricultural landings an local lending requirement 
 (60% of
 

local deposit) for new branches outside Ainphur Muang plus the fact that
 

regional growth has increased demand in up country provinces, loan 

deposit ratio in 1M2 has now reached about 707 in the orth, North East 

and South, being LIuwest in the Central (58%). '.his rat!o higher inwas 


1963 duo to cmiple liquidity in the overall banking 
 system and consequenoLly 

provincial branch oanks made more effort in provincial lending. Total 

credit distribution betwcen Bangkok and other provinces by earl-, 1980s 

is aouut 70Z and 30"" respectively (see table 13). 

1.4.2 Lean deposit rutio obviously varies in each province and Amphurs. 

Even in 1981 there are still 3b provinces where loan deposit ratio, is still 

less than 60% (ta-le 14). Because of compulsory agricultural lending
 

scheme, banks which have large network branches not only can mobilize 

more deposit but also could reach farmers and others: more easily. 
 Bank
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with more branches in outer district are also required to lend 60% of 

deposit locally. Those banks will have to try to increase local credit.
 

The nature of provincial econo:mic activities e.3. being commercial and 

regional centre, investment opportunities, safety in the areas etc. 

largely determine tho magnitude of bank lending demand for credit for 

instance, we are told is alwnys hio.Jl in flandyal. Branches of some banks 

there may lend two to three times more than branch deposit. We also 

found that on the avera.e the bigger the authorized lending limit, the 

higher the levu]. of duc-.tralization of bank, the higher the loan/deposit 

ratio of each inc'iidual bankI. ) In addition to these factors, we found in 

each province, the quality ot branch managers (e.g. his personality, his 

ability to utii rstand local busirness and people) is very criLical in 

determining each branch role in particular areas. 

1.4.3 Some banks has empihasied not only deposit target but also lending 

targets fur thc- b *nch and increasingly stress the need to penetrate 

provincial markc, to reach small retail borrowers and so on. In spite of 

this, overall hrtLich banking system is still markod by great eiversity. 

In general mobilizing deposits is stressed more than improving the allocation 

of loan to neu enterpeists and non farm priority sector. Less imagination 

and innovation has been found In lending. In haadyai we obs.rve that 

branch managers iend to coniet to get the share of thie best and large 

customers. Sevcral branche-s of cc itralieo bank are not aggressive and 

innovative to develope a new line of business. Loan/deposit ratios of 

these banks, we ;re informed are as iow as 50%. Many of increased lending 
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in provinces may only be in quantitative term. Much of them is of doubtful 

quality and overcompetition for business loan by branches could be dangerous. 

According to the director of Bank of Thailand, North Eastern Branch at 

Khonkhaen, much of commercial bank lending in khonkhaen has gone into land
 

speculation, real estate, consumption loan, 
 service and other commercial 

loan rather than production loan of productive Many loans are toonature. 

liberally. granted by overappraising collateral to friends, relatives.
 

In many cases, he revealed, branch managers accept under the table money 

since in general they are usually underpaid comparing with their respon

sibility and workload. Some even directly participatrJ in business with
 

customers through bank loans. Further critical examination of quality
 

of loan portfolio in provinces are needed. It is not enough just to look 

at expounded lending in quantitative term. 

1.4.4 Much of the above information throws some light on the implication 

of the role of finuacing of future productive non farm enterprises by CBs 

Explicit policy and targets and goals at head offices must be clearly
 

stated for provincial non farm enterprises. Human resources of good quality
 

(ethics, development initiatives and lending innovation etc.) from the
 

branch manager down to lending officers must be created. Some banks may
 

be readier for the task than others. Overcentralization and decentraliza

tion would be costly if human and physical resources of the banks are 

Inadequate and should be a.oided. 
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II) Head Office Goal, 'olicies, Planning and Credit Target
 

2.1 We consider the goal of each bank is the most important factor in
 

determining firstly their planning for provincial credit market and
 

secondly their planning for sectoral, various subsectoral and borrowers
 

in credit allocation. Goals and broad policy framework set stage for
 

planning for targets for provincial and subsectoral credit target. These
 

targets can be achieved through branches with different level of centraliza

tion of branch activities in dezision making process and responsibility.
 

Branch budget planning, the use of profit centre and target setting are
 

not sufficient conditions to determine the role of branches but will be
 

necessary for measuring branch performance, efficiency. Target setting
 

if exists for sectoral and subsectoral credit such as small scale non farm
 

enterprises explicitly demand and put pressure on branch managers to meet
 

the targets through business development strategies. Specialiscd cadre
 

of credit officers will have to be trained in sufficient quantity and
 

quality. Going out to search and develop viable customers and project
 

and help them throughout by rendering business advisory services such as
 

marketing outlet, marketing information preparation of project feasibility
 

will be essential. Branch managers and their staff should not merely just
 

sit in the offices and wait for customers. W.iile these necessary ingredients 

can be done at or by the head offices, efficiency through specialisation 

requires branch people who have closer relation with local borrowers and know 

ofbetter the changes in local business condition and financial status/borrowers. 
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To do this effectively branch can not be regarded by head office as merely
 

deposit collecting centre where deposit target is accorded more important
 

role than credit allocation (sectoral and subsectoral). 	 Therefore some
 

degree of decentralization and autenomy at regional, subregional and
 

changwad level is necessary to permit flexibility, efficiency and innova

tion be attained at branch level, 

2.2 The result from our interview tends to show that there are still 7
 

banks out of 13 that do no't have serious credit target for annual branch
 

operation in provinces (table 15,16). Branch managers of 	 these banks 

inform us that uoinetirne credit target are set but are not taken seriously 

by headquarters and these branches are not actively forecasting branch
 

budget. Most of these banks also do not use profit centre concept. We
 

find 6 banks that branch credit target is planned in serious manner as
 

indicated by Headquarter executives. These banks also indicate the use
 

of profit centre concept through budget planning wherq deposit, credit,
 

income expense and profits are prepared by branches. These are in general
 

large-banks with large number of branches but there are also 2 medium
 

sized banks. Krung Thai Bank inform us that it does not 	use profit centre
 

concept. Bangkok Bank has perhaps gone furthest in the use of such concept
 

in decentralized oriented branch organization.
 

2.3 For the banks which set credit taeget for the brinch, interview at
 

head offices and branches show that none (except Krung Thai via SIFO scheme)
 

has 	small industry loan target, programs. Even Krung Thai Bank: has no
 

Bank
 
explicit target for small industry loans. Nor do Bangkok/which lay out
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bank strategies in the 
1980s decades (in its internal circulation for
 

branch managers) to move aggressively to rural provincial market and small
 

borrowers. Agricultural credit target is set by head offices for branches
 

where there is agricultural production activities. 
 Since minimum agricul

tural credit is rcquired by BOT for each banks. 
 Some outer branches also
 

have to meet 60% local credit requirement.
 

III) Authorized Lending Limit
 

3.1 One of the revealing information we found in interview at both Head

quarter and branches is that banks that decentralize, use profit centre,
 

grant large lendin, limit to bra:oh managers teand to have high loan/deposit 

ratio at branch and in total provincial areas. 
 Our personal interview are
 

irn Amphur Huang or big Amphur like Cholburi, Khonkhaen or Haadyai where 

demand for credit is high. But surprisingly several banks in these three 

provinces that are highly centralized when lending limit allowed to managers 

are extremely lcw (e.g. 30,000-50,000 baht we are informed in Haadyai),
 

inform us that their loan deposit ratio was 50-60% or less. On the other 

hand few; large decentralized bank indicate 100-200% of such ratio. 
Those
 

managers of centralized banks complain that compettion amoung banks make
 

them lose many customers due to lack of latitude in lending (too low autho

rized limit). 
 In rehe provincial banking scence, the personalities and
 

quality of individual branch managers go a great deal to determine the
 

branch success in each area and centrallzad structure may not be serious
 

hindrance to growth of the branch, but the repeated finding that we found
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in the interview tell a lot about the effect of decentralization of branch
 

operation on expanded lending in provincial area of individual banks.
 

Many of the loans could of course be of substandard quality. Such is also
 

comfirmed in a study by Vantana Hengsakul of Bank of Thailand in her study
 

of branches in Northern Regions. 

3.2 In general large banks in term of assets and number of branches tend
 

to grant larger lending limit to branch managers. °Two banks have regional 

managers which can autherize larger amount of loan, the largest one is 

15 million baht. iE banks like Thai Farmerp, ianr COIaULrcial Banks have 

subregional (6-7 provinces) managers which can also grant loans without 

seeking approval from headquarter over I mlilion baht. Medium sized banks 

like Thai Military Bank also have subregiunal managers. For large number 

of banks still, branch nnagers are 3;ill Leeking approval form headquarter 

for -loan size beyord those alhkwed o thim. Many of 4uthorized lending limit 

are too small nowaday. P}ange of authorized lending limit to managers vary 

froIL 30,000 baht t,. one million baht. In Haadyai Bangkok Bank also have 

loan coumnittee which can grant loan collectively twice those of managers. 

Needless to say our interview tends to show that there is individual banks 

flexibility depending on location, experience, ability of each managers.
 

One of the most important factor we find is the trust and confidence that 

headquarter have on particular managerP') In both Cholburi and haadyai,
 

we are informed by banking community in the area that managers in this
 

same bank which is extremely centralized are granted great latitude in
 



lending comparing with other managers in the same bank. 
On average 50

60% of managers indicate too low lending limit. 
The reasons cited are
 

the nature of competition and growth of local business. 
One bank in
 

Pakchong. Nakorn Rachsima complained that authorized limit remained unchanged
 

for the past ten years which is unrealistiL. The manager of 
this bank
 

indicate appropriate limit should be 100,000 baht while others indicate
 

that 200,000-500,00 baht would be proper limit. 
 Managers of many central

ized banks who are satisfied gave 
reasons such as poor local business or
 

just simply take order by saying that it is appropriate since it is the
 

headquarter policy. These wanagers, in our view 
 are happy with status quo
 

since they won't too
have much responsibility and take too much risk if 

loan loss occurs. 

IV) Provincial Branch Lending Practices
 

4.1 In being consistent with our knowledge of Thai banking practice and
 

through examination of aggregate data, provincial branch lending is still
 

predominantly done through overdraft system (at least 60-70%). 
 Provincial
 

borrowers even more 
so than those in Bangkok,prefer such system. Term
 

loans that arc practiced even so are not 
truly project based lending.
 

Practically all branches informed us that in provincial areas, lending
 

via project appraisal using cash flow projection, examining project
 

feasibility° etc. is very insignificant and little done at branches. For
 

large sized banks however they indicate that large project based lending
 

of over 50 million begin to 
appear in provinces and being appraised by
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staff from headquarters.
 

4.2 The reasons that project appraisal based lending are not wide spread
 

in provincial areas because banks know who are people in the trade circle
 

quite well. Many of them have established business records and banks 

lend more to exisLing customers than to those new entry into new business 

or to new customers. Borrowers themselves are not familiar with detailed 

project preparation which branch staff personnel are less qualified to 

help. 

4.3 We observe from the interview of managers in three provinces that 

small and medium sized banks that are quite centralized tend to give more 

importance of collateral as one criteria of approving loan than those of 

big banks like Bangkok Bank, Thai Farmers, Siam Com. Bank. All banks 

of course require physical collateral or personal quarantee as a buffer 
in cse deful(12)
o 

In case of default. 1 In those bank that stress the iirportance of 

collateral, the branch mndgers tend to be less willing to take any risk. 

They are usually given Low latitude in lending authority. It may also 

reflect headquartnt policy of centralization whJhh stifle managers initia

tives and risk taking. For these managers, taking no risk is the safe

guard for their position. Too liberal lending causing loan loss may cost 

then more than the gain. Surprisingly our .[ntervlk of Krung Thai credit 

analysis and lending officers in Cholburi and Khonkhaen also stress colla

teral as the most important factor in their loan approval decision. Other 

Krung Thai branch managers complain that in term of bank size, lower 
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authorized lending of KrungThai means that 
the bank is losing customers
 

to 
Bangkok Bank and others. Relatively speaking branch managers of
 

Bangkok Bank and Thai Farmers' stressed that they give more importance 

to income generating capacity of the project than collateral which
 

generally comes later in the process of granting 
 loan. 

4.4 Undoubtedly criteria for granting each loan depend on many factors
 

(eg. the five's C-Character, Capacity, Collateral,Capital and Condition)
 

will simultaneously interact upon each other. 
It won't be possible in
 

practice to consider one factor leaving other constant. There is sub

stantial viev among provincial branch managers that in the process from
 

loan appraisal to 
approval, they look at the nature of that individual
 

person first since in provinces (also in Bangkok) enterprises are owned
 

by single individual or family. Being satisfied as to past track record
 

and his character, then what the persons will do with borrowed money i 

income generating capacity to repay will 
come second. Once these two
 

tests are passed, the important nature of collater~l and his own capital
 

will come in. 
 The importance of collateral, that is its requirement, its
 

appraisal valuation etc. will then vary according to individuals and nature
 

of the business. There are indirect indication that rapid increase in
 

credit demand in the past few years especially in principal regional cities
 

like Haadyai, Songkla, Khonkhaen, Chiangmai, Cholburi etc., collateral must
 

have become less significant Ihan in the past. 
There is the ust.l limita

tion of collateral value of land, building in urban town. 
Besides as
 

enterprises grow in size, collaternl becomes inadequate for financing
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need. However there is no doubt that for most small scale enterprises
 

which has not yet become established or who want to expand and modernize,
 

collateral shortage can still be a significant constraint for them. It
 

is therefore not surprising to find that lack or shortage of collateral
 

still turn out to rank first as factor regarded by 15 branches as cono.
 

straints on CB's lending to SMIs in provinces.
 

V) Personnel Profile and Training Programs 

5.1 At the branch level, the branch manager is in charge of all personnel
 

and banks operation relating to his branch. The branch key staff also
 

include assistant branch manager, compcroller and lending officer. Though 

in some banks, assistant managers and lending officers may be granted 

some lending authority, it is the branch manager whe approves most loan 

within the limit given to him. H, seeks approval from subregional manager
 

(if any) for larger loan. In the case of Bangkok Bank loan committee at
 

the bigger branch (eg. in H1aadyai) can collectively approve loan larger
 

than those done by manager. The branch and subregional manager can also
 

be the same person in case of Bangkok Bank in Amphur 1aadyni. In Thailanld 

many provincial branches still do not delegate much authority to lower staff 

level. These managers' major work include soliciting deposit, narketing, 

following up and searching for good customers, analysing credit and approve 

loan etc. Our field survey of 40 branches tend to show that 35% of them 

do not have lending officers who are supposed to determine the general 

credit worthiness of borrowers for the managers. For bigger bank like 



- 42 -

Bargkok Bank in bigger branches in major towns, credit analysis dept,
 

is seperated loan administration dept. 
 In the latter, officer deal with
 

all credit file, legal contract and work on documentary matters. The 

Krung Thai banks in Cholburi and Khonkhaen do not have assistant managersi 

Branch managers arL generally promoted from his long years of work at 

the branch in the eitherpast frcm accounting line (comptroller) or from
 

credit officer line (loan officers). Most banks now recruit 
 lending officers 

from university or college graduates preferably in law. 
 In the past sub

stantial number of managers began their banking career with high school 

certificate or commercial college cerrificate and worked on average of
 

10-15 years to become managers. Some managers are previously bank agent 

when therewas agency status. 
 In this day due to rapid expansion of branches
 

and higher degree requirement, intensive training etc., average age of new
 

managers in 4-5 arethe past years much lower (30-40) and the time it takes
 

them to be managers are less than 10 years. 
These new managers may be
 

transferred from headquarters to bec -me assistant manager for further
 

promotion.
 

5.3 Branch personnel data we obtain from the Bank of Thailand show that
 

out of 696 branch mal,:igers in provinces outside Bangkok, educational level 

of branch managers that are less than bachelor degree are still as high
 

as 55%. The proportion of managers with bachelor degree level in Big 

Amphur is only slightly higher than those in medium and small Amphur. 

(49% and 44% respectively). 
 About 70-75% managers have education directly
 

relevant to job. These are comerce, accountancy, law and economics. 
At
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individual bank level, at least 50% of managers are 
still of lower than
 

B.A. level in the big banks such as Blangkok Bank and Krung Thai. The
 

lowest proporlion (13%-25%) belong to Siam Commercial Brhks., Thai 

Farmers and Thai Military Bank. Thai Military Banks also have the largest 

proportion of managers having higher chan bachelor' degree level (21.74%). 

Our interview with bank executives at the headquarter also shows that in 

several instances, hit,hur educational level does not always positively
 

correlate with good performance. In any case in view of growing com

plcxity of financial matters in the future plus increasing bank compettion,
 

higher educational level will become more important requirement for branch 

managers.
 

5.4 Interview also shows that several banks do not 
seriously stress the
 

importance of being local people historically practiced during agency
 

period as criteria for recruitment and allocation of managers. 
Whereas
 

few banks still stress this condition, regional people from the South
 

however are still preferable for Southern branches where local language 

is still important. A munber of banks also rotate for every few years 

branch managers to different areas to improve performance once the peak
 

has been attained and to offer new challenge! 13) Bangkok Bank staff
 

also reveal that rotation is one method to avoid or minimize the abuses
 

that might arise onceI -;-e manager becomes too powerful in that local 

area. 
However there are still large number of managers who stay at the
 

same branch for over 10 years.
 

5.5 As to the training of provincial staff, most branch managers and
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others in the past gain their experience from on the job learning. Both
 

in house and outside training are minimal. Several banks we interview
 

inform us that there was practically no training at all in the past except
 

once a year conference at the headquarters. For several banks more active
 

training bcgan only in the last 
few years while few others have been rela

tively active for much longer. Five to six banks we interview indicate
 

that even now practically there is no training programs for branch staff. 

On the whole about 4-6 banks out of 13 that we interview can be considered 

to have continuing, active, intensive and demanding, training programs for 

branch staff. Few more are expected to emphasize more training in the
 

future.
 

5.6 For banks with intensive training programs for branch staff there is
 

early in house and on the job training for those who begin career in
 

banking which normally start at the headquarter. Lending officers, 

assistant managers who will be assigned position at the banks will receive 

training in general banking,practice, credit knowledge, credit an.lysis,
 

legal aspect, case study, general financial background knowledge etc.
 

Training, we are told, usually lasts 3-4 weeks. Examination may also be
 

required for some banks. then the persons are assigned to branches. The 

would be branch managers are also subject to training programs. Thus
 

trainings are prepared for those who will be promoted to 
new positions and
 

for those currently holding certain positions. In general we can say that
 

the type of traininr program that branch managers, lending officers 

receive (besidcs on the job learning) are those that aim to provide basic
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general knowledge in banking aspect for efficient branch operation. The
 

teaching contents usually comprise branch operation, banking knowledge
 

(domestic and foreign), budgeting, analysis of income statement and 

balance sheet, internal control, business and banking law, general know

ledge 	of credit and credit analysis elementary project aralysis, debt and
 

problem loan adninistration, modern marketing concept and techniques, 

technique (f deposit mobilization, general knowledge of management and 

computer etc.
 

VI) 	 Soti. Observations, Comments, Sugjestions on Training Programs 

of Provincial branch Staff in the C,ntext of S.1Is Financing. 

6.1 Therc is no denying of the fact that there has been much changes in 

the quality uf training programs conducted by active, intensive, training 

banks. These banks have training centres with small number of full time 

staff. These contres are usually attached to personnel division. The 

content of training material is also changed markedly. Besides general
 

banling knowledge training, there are courses designed to solve specific, 

problems. Outside experts are invited to Join in training with bank staff. 

Training is not confined only to deposit mobilization as was done decade ago 

but now increasing cmphasis is placed on marketing aspects of banking, on 

management by objective:s, Q.C. circle etc. The latter features are only 

just the beginning ard done only in few big banks. 

6.2 The level of demanding and intensity of training required are however
 

limited only to very few banks. For a large number of banks, quality of
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branch staff still leave much to be desired for expanded lending to SMIs
 

on project loan basis. 
 For some banks, active training have just begun 

after long years of inaction. For most provincial branch staff, the quality, 

type, and number of personnels are not presently well equipped with know.

ledge and experience in project based lending and small industry lending. 

There are several reasons fur this. First, financing SMIs require long 

term loan based on careful project preparation, analysis and appraisal on
 

cash flow basis such that ,he 
 present overdraft system turns out to be a
 

hindrance. Such projCect based lending should place 
less stress on colla

teral and less emphasis on criteria of 
 granting loan based on personal
 

characteristics. Loan granted 
on the basis of personai characteristics tends 

to favour established traditional customers rather than favour good viable
 

projects. This lWads to 
 second reason. Efficient project based lending
 

require project analyst possessing skill in appraising marketing, 
 technical 

and financil nspects of the project. Specific objective require specific 

kind of training, of Uitber formal and informal nature. At present most 

lending officers (I any) aiW branch managers are trained and have experience 

in just basic knowledge of banking and credit anlysis. They have little
 

knowledge and expericnce in appraisalproject required for expanded SIls 

financing. In addition they hav: to go out to look for and help develop 

projects and not just sit and wait for the project. At this stage for 

most banks, such role of pruject appraisal has to be done by headquarter 

staff. Such was the case of the Siam Commercial Bangkok financing of SMIs 

thrjugh part of USAID borrowed fund. Third, such project based lending 
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require project preparation that may require bank staff assistance. The
 

branch is not well equipped for this. Project and loan follow up require
 

more staff and training which will increase bank cost.
 

6.2 If commeid.al banks will launch into project based lending for SMIs 

in provinces ir. the future, special training program and expanded staff 

development will be necessary iii t'he future. This effort will take sometime. 

Some big Lanks now aiave the capacity. Many do not have it. Those which 

have the capacit3 cat start and do it on a gradual,. small arid experimetital 

Lasis, they will have to set the i~oal and target and put the right and 

good &ualit, human resources tliere. (14) ieanwtile headquarter staff could 

help branch staff for project preparation and appraisal while the branrci 

call help to puLlicize CL's financin.) scicme and identify the project. 

Lon., term injection of technical assistance (eg. training program for 

branch staff) iy foreiin agencies will be useful and slould be subsidized 

Ly donor agencies in order to help LaiL cost. Overtime'it would be 

desirable if Cb's branches can give valuable business advisory service 3
 

to SMIs clients in provincial areas. This Lusiness advisory services 

can be free of. char c or either char,;ed a fee for it. The advisory 

service component con u,: provision of marketing, raw material information, 

marketing outlet, arr-ingement of suLcontracting with larger urban enter

prises, dissemination of investment aid business potential, advice on 

product development, preparation of project to be submitted to lending
 

institution, arranzing leasing of mackieries with leasing companies, 

advice on better financial planning and efficient inventory management 

http:commeid.al
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etc. At present all branches have not reidered such services. The) shoulU 

do it in the future. Ultimately the most important factors lie in the 

headquarters manag;ement oLjectivies and policies. They must tiave the
 

willin:-rness and to it.
committment do The target can then be set. 

VII). 	Constraints on Provincial Branches' Lending to 

SMIs. Field 	Survey Result and Interpretation 

7.1 	 Introductory Rmarks
 

7.1.1 As has been disaussed earlier, size of business enterpriaes
 

contain several favorable attributes that in principle the bigger
 

the enterprises, the better chance 
 they would be able to raise ex

ternal capital from financial institutions and also do so 
on good
 

term and conditions. Of course other factors such as firms' average
 

performance, (e.g. sale growth, profit) in comparison to 
industry
 

average performance, the quality of managenent team . as seen by 

lenders, the devand prospect of industry, the feasiblility of pro

ject (expansion, new project, modernization etc.) do count. 
 Some
 

empirical studies undertaken by IFCT discussed earlier do show that
 

the siz' is important veriable. 

Because of the importance of the size of enterprises, it would
 

be preferable, in analysing bank behaviour towards lending to various
 
small, 

non farm enterprises (e.g. very small,/nedium, large) to seperate
 

them either in term of assets or employment and other factors such
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as number of years of business operation, market share, degree of
 

foreign joint venture growth performance etc. Because of time and
 

budgetary constraints and difficulties of getting banks to spend
 

much time with questionaires and interview (both at head offices 

and branches), such a task is not attempted. 
 Banks would have to
 

go through their customers loan profile and would find lit too time
 

consuming. 
 Since our primary emphasis is on the banks' capacities
 

and constraints in lending to broad spectrum of provi-kcial manufac

turing industries uihch most of them are of small and medium size
 

in term of employment anyway, we therefore think that imnortant 

infonmation has not been missed by not seperating various sizes. 

We do not think that bank branch should allocate more credit to 
a
 

particular size of non farm enterprises at the expense of others.
 

Their role is to develop capacities to render balanced, efficient
 

credit distribution to whole spectrum of productive non farm sector
 

so 
that it will help to promote rural employment.
 

7.2 Perception of Risk and Return in Lending to Ss 

7.2.1 There are small and medium scale industries in Bangkok and
 

other regions. should to know what theWe like banks view risk 

arising from lending in provinces, and in Bangkok for SMIs, and why? 

This information will help to understand not only bank lending 

behaviour but the role of industrial credit quarantee scheme being 
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introduced soon in Thailand. 
Risk here is conveyed to the bankers
 

as expected chance of andloan loss chance of getting substandard
 

or problem loan (e.g. long overdue of loan repayment, collection
 

problems 
uhich increase banks transaction cost). As shown-in table
 

26, the finding is that 
over half of executives at head offices and
 

branch managers regard risk in lending in provinces on average to
 

be lower Lhan those in Bangkok. 
 'Three of five banks interviewed
 

at lcad offices and 12 out of 16 branches share the above view.
 

host explain that retail loan is relatively more prevalent average
 

size of loan is relatively 
iuch smaller than in Bangkok. There is 

risk de',ersification. Also in provinces managers have good knowledge 

of customers (though, as Khun Nit Sriyapai, the director of Bank 

of Thailand, North East branch points out too close relationship
 

with custoners easily lead to abuses and over extension of loan 
to
 

those custoiers who either relend or use bank credit for speculative 

activities). In provinces managers could more easily identify credit

worthy, viable enterprises because of geographical smallness. Words 

get around easily in the business and banking community in the case 

ot moral hazard actual or potentia] default when people seem to know
 

one another well in towns. All these factors are the reasons for 

such findings. On the assumption that such report by the bankers 

are genuine in that statistically actual default or bad debt write

off and problem loan are generally smaller for SMIs lending in provinces
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than in Bankok, we are of the opinion that branch managers perceive
 

the risk in this way because they deal more with established custo

mers than new enterprises and personal characteristics of borrowers
 

could be more emphasized in provinces. According to managers of
 

Bangkok Bank of Coranerce in Lampang, in the questionaire return "Bank 

grants loan o. the basis of familiarity and previous knowledge of
 

customerst business background. Beyond this banks usually do not 

give support ". Nany managers especicily in highly centralized banks 

are overconsertive. They only give loan to customers with long rela

tionship with banks. Emphasis on collateral in provinces may be 

stronger in provinces than in Bangkok the latter of which firm size 

is bigger and hence less collateral requirement especially in bank 

business oLuOrT, The tmore iu-.portant role of collaterallink. relatively 

(e.g. strict requirement, conservative appraisal) in provinces could 
final 

be used as a/step of cushion against loan Iss. Perception of pro

vincial SMIs risk might have been different if banks move to do more 

project based lending on long term loan basis rather than the present 

predominance of short term self liquidating loans and overdraft system. 

If the branch manager in highly centralized bank is given more power 

in making loan instead of merely collecting deposits and take order 

from head office in case of Pore risky or larger loan size, his
 

perception of risk in provinces could be different.
 

7.2.2 Over half of branch manager interviewed in three provinces
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(Cholburi, Khonkhaen, Ilaadyai) indicate that credit risk in lending 

depend more on type of economic activities that firms undertake and
 

personal traits of borrowers than the size of enterprises. Small 

scale firms are not necessarily high risk borrowers. They prefer 

lending for commerce, either wholesale or retail business in town. 

This market is considered more stable thanr many manufacturing which 

is subject to wider swing in business cyclc. 
 Few branches explicitly
 

tell us that they lend very little to indlustry (less than 10% of 

their portfolio). 
 Majority of branch managers consider lending to
 

very small enterprises in village industries rather risky not so
 

much because of collateral shortage but market limitation and sales 

volatility. Their coarrents are quite revealing and confirms with
 

ROFEAP study by Pradit 
Chasmj,tut on village industries in 4 provinces 

in which he found that of IA products only wood carving that does not 

face market limitation. RCOFEAP sti:dy also shows that only silkweaving 

and garments offer greatest potential in the areas surveyed.(15)
 

The implication from branch nanafers' view on financing 
very small 

village industrial enterprises seems clear. Removal of market con

straints and creation of viable projects in order to make these enter

prises creditworthy ;re the most important agenda for future government 

actions apart from other package measures (entrepeuneurial development, 

technological development etc.) . Many small industrial enterprises 

are of course not facing warket limitation. 
Many of them have natural 

marke ; protection in producing mainly for local areas either because 
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of product perishability or transportation cost, machine repair shop,
 

noodle, bean curd, ice making factories etc. On the other hand, to
 

most managers of the banks, many bigger firms which produce other
 

manufacturing products serving regional and national market could
 

face more compettion fromiBangkok' firms and also be subject to severe 

fluctuation in economic activity. 

7.2.3 As to the cause of risk in lending to SMIs, risk arises from 

change in financial and ecotiomic condition is cited as the most impor

tant(56% of resjondents). 
 In view of our earlier discussion, this is
 

not 3urprising. For one thing it is understandable that managers
 

will regard change in financial and economic conditions as the most
 

important facto-s since mst wanufacturing activities in provinces 

are still largely either agro or resourced based and woYld demand 

and internal supply fluctuation can be quite severe. Assigning the
 

cause of credit risk to unforeseen chanEes in economic and financial
 

conditions can infact be overexaggerated. Many Drovincial firms do 

not use rodern financial manapement and do not have pood financial 

planning. Besides 
one often finds in provinces local businessman
 

who may be manufacturers but at the same have many othertime line 

of business. Overexpansion beyond the capacity of one man or family
 

the use of bank credit for speculative purpose or relending to share
 

society arc quite common. The incidence of the collapsing of many 

share society in many provinces in 1983 Is believed to be partly
 

caused by too careless, liberal lending by branch manapers for non
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productive loan. We found however only 2 branch managers in all
 

three provinces honestly adit 
 that in several cases problem loan 

arises because tiey have not made careful credit analysis and in 

many instances overappraised collateral value in order to meet loan
 

target. Thlese are fairly decentralized banks where managers are
 

given high authorized lending limit. 

7.2.4 The fact that managers see risk arisinp from project owners
 

as relatively the least important (rank third in table 
26) may at
 

first sight seem to be in conflict with the usual 
belief that personal 

characteristics is often the first thing lenders take ir - account
 

in deciding to ir-ake 
 loan. However it is not at all inconsistant
 

when one rccognizes the fact that personal 
 traits are infact important 

in provinces. This, being so mean that manapers think that when they 

actually ;rant loan, they already have good knowledge of various 

aspects of their borrowers so that perceived or actual credit risk 

arising from personal traits of borrowers are less inmortant than 

Gther factors. 

7.2.5 Twenty four (71,) 
 out of 34 sampled branches consider their
 

lending 
to provincial LIs profitable. 
Five banks being interviewed
 

at headquarter all thisconfirm findings (table 30). In the absence 

of separate lending program for SMIs at the branch and headquarter 

and no explicit seperation of budgetting, we can only take this infor

mation to mrian that on the whole branch and headquarter find their 
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past lending to industryin provinces profitable. This finding 

again is rather not surprising as we have concluded earlier based 

on our interview at branches in three provinces that a) collateralized 

lending to mostly established customers rather than more newto enter

prises, b) banks lend more to small and madium industries in town,
 

to large manufacturing 
 firms in term of asset rather than to enter

prises in village industries, c) these borrowers are usually regular
 

customers with 
 long history, therefore, risk iscredit very small.
 

On the whole actual loan loss and problem loan may be very 
 small.
 

For those considered 
 lendings to SMIs at branch unprofitable, many
 

of these branches 
 actually had bad experience with manufacturing
 

lending and consider lending tc this sector riskier 
than comnrcial
 

lending. bcfault aud problem are as
loans cited number one(table 31)
 

reason. We 
 sure loanare not of actual loss since branches do not 
be
give such record. -t may/that it is just general expression of dis

content among branches over headquarter policies. We notice that
 

some of 
these managers who find provincial SMIs lending unprofitable
 

generally complain, according to one manager, that 
" When there is 

problem loan, brinch manager was much blared by head office for extend

ing sud iimnufacturing credit in provinces. The banks usually do not 

like secking foreclosure of property, hoping that enterprises will 

inprove. It notwas improved eventually and firms face shortage of 

working capital and liquidity problim. In the end, loan loss occurs." 

Besides loan loss and problem loan, 
too low interest margin is cited
 



as the second most important. We think that this may be because,
 

in case oi unprofitable lending, the margin is probably reparded
 

as not enough to cover bank expense in loan follow up, overdue
 

repayment, court cases etc. The fact that average loan size is
 

least important is because, in term of 
banc cost, small size of loan 
or


does not raise bank cost/only does so insignificently since the normal
 

practice of lerding through overdraft syztem is quite simple in term 

of staff, time etc. If the branches really go in to project lending, 

too many small loan size will obvlously raise the cost of the branches. 

Finally we may note that in the case of Krung Thai-SIFO schene of 

lending tostrall industry, the Krung Thai Bank has informed us that 

this scheme is also unprofitable to Krunp-T1hai. Due to abuses of 

many borrowers which at time in the pa3t was also due to too low 

interest rate rharged, improper set up of the scheme, problem loans 

amount to over 70% of total borrowers (table 38).Of late, this problem
 

(16 )

is not yet solved.
 

7.3 Comparison of Various Constraints on CBs lending
 

7.3.1. According to table 29, of all the 15 branches rianagers who 

answer, 47% of the respondents rank the lack or shortage 

teral as the first most inportant constraint in lendin' t 

Such ranhing is obviously based on the prevailing practice of, ion 

project based, overdraft lending. We found the markedly strong 



- 7 .

emphasis on collateral among most centralized banks which give 

little autonomy to branch. The Krung Thai Bank (KTB) being a state 

bank also share this view in both through lending practice even in 

the case of KTB-SIFO 8heme. Equally number of respondents ,47%) 

also cito there is shortage of viable bankable manufacturing projects 

in provinces. There are probably elements of truth in that demand
 

constraint is more important 
 than the shortafe of capital in provincial 

areas since bank, branches have been able tc. mobilize deposit success

fully in provinces. rovincial deposit growth outpace those in Bangkok. 

Lack or shortage of bankable demand for credit could be supported by 

anifestation of verious phenomena found in provincial and regional 

areas namely: 

a) Mlarket: limitation on many village enteLprises product previously 

mentioned. 

b) Small manufacturing base in various regions and provinces except 

in the Central Region. In spite of the high concentration of manufac

turing valuc addee in the Central (8,9% as against 3.6% 4.0% and 4.6% 

in the South, North, North East respectively), the growth rate of 

manufacturing value added during 1976-U0 in other regions except the 

South was lower than the Central. By 190, the share of manufacturing 

value added in regional GDP was only 6% in the South, 5.9% in the North 

and 6.1% in the North East in contrast to 27% in the Central. ( 1 7) 

c) Insufficient government supporting services, infrastructure 



- 53 

for provincial manufacturing industries.
 

d) Governmcnt incentives granted to promote industries are
 

biased in favour of large firms in Bangkok and nearby but against SMIs
 

dhichare found to be ubiquitous in regional areas. The implication
 

for this finding is clear. 
 In addition to the required increased effort
 

on part of comxircial banks to take more interest than in the past in 

lending to provincial SNIs, government policies distortion against 

SMIs in provinces must be reroved and more attractive incentive given
 

together with long term measures to develop a stronger 
base of regional
 

industries. 
 On the other hand, some good viable projects can certainly be 

found in provinccs outside in provinecs outside BMA 
and other regions.
 

The banks top mangement must above all set the goal strainght and then
 

filed tne rl-ght blend of high quality, well notivated bank staff to
 

go out, scorch, develop the project. It must not, at the branch and
 

head office, just Lc content with traditloanil commercial, shot term,
 

self liquidating should just merely forloan. It not wait bankable
 

project to walk in 
 to the bank offices. Conmercial bank can also
 

be development bank oriented.
 

Eighty percent of respondents gave qua3Jty and experience 

of branch personnel as the third most important obstacles to CBs
 

lending, 
Kurng Thai bank credit analysis in Cholburi,Khonkhaen
 

said the nunier of loan staff too small. Khunare Likhet Santawanond, 

tnL third regional branch manaper said also "thethat number of 

staff is not commensurate with the workload of the job" 

Knun Sonthaya thinls that qualitywise, Krung Thai staff can 
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render services to SNIs adequately. Bangkbk Bank and Thai Farmers do
 

not think personnels are serious problems. 
Mcst highly centralized
 

bank branch managers however said they are. The fact that branch 

managers do not rank petscnnel and headquarter commitment high asas o 

other two factors aro probably because they formed their opinion 

on the basis of existing cononly accepted practice cf bank lending in 

Thailand eg. familiatily with personal trait cf 
borrowers, absence
 

of bank lending based on project' thorough investipation, 11initted
 

role that many manaEers in hiFhiy centralized bank can play et. 

Mhen the existing bankinc practice and the allocation of power between 

head office and branches ara taken as givn, branch managers may see
 

that personnel are not the 
first most important constraint since head
 

office give them little latitude. 
The ranking of personnel would
 

tie more important if the head offices suddenly give them more
 

authoridy and instruct them to devilop 
project based loan, to
 

identify tood projects in provinces and so on. 

lnt-,rest Rate as Constraint: Policy and Implication
 

7.4.1 
 The fact that 60Z of respondents think that the existing
 

interest rate spread is all rirht and leastthL important cf all 

factors 
(table 29,35 coudd be explained by several reasons.
 

First banks do not think in term of bank cost of lendinp to SMIs
 

taking into account all transaction cost 
but may see the interest 

rate in term of thL cost to borrowers which was laready quite 

high ratein 1984. The ceiling loan rate is 19% 
 per year. Even 17.5%/for
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industrial enterprises in possession of factory license may be
 

seen to be already high. Secondly it is lekely that branch
 

managers do not know or 
are aware of cost of lending to various
 

types of manufacturinp,enterprises (cottage, small established
 

firms, small new firn.s, "edium existing and new Trrdium sized 

firns. 
 They base their judjement of past prcfitability of 

lenaing using previous bankin? practice, cther things being equal. 

The picture might havu been different if they are to embark aon 

new project ican 
 roprau to small provincial firms. With existinr
 

practice, bank ccsts and risk arc 
 minimal. Hedging excessive risk 

for hiagh risk borrower is done through strict and ripid collateral
 

requireLent and under appraisal cf its 
value. Or they can just 

simply reject the loan. Such practice is a rativnal way of playinp 

safe expecially in provincial setting where most small firms or
 

even todium) just do nut keep acccunt or any statistics which the 

munager can rely on and have the ccmplete trust. Manapers do not 

adjust far various borrowers interest rates to reflect risk and
 

cust of lending to various groups of industrial firms. If they do 

si, the interest rate difference amon various borrowers would be 

very high indeed. 
In fact in our interview at headquarter and
 

branches, the that interest diffe, 0.5-2Zsay rate by only point in 

provinces (or even in Bangkok). An executive of Siam Comirercial Bank 

does mention that lending in provinces can be more porfitable since
 

banks can charge wider sprcad for provincial SMIs than in Bangkok. (18) 

In Bangkok,bankt may have to 
use Minimum Lending Rate (MLR)and
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Minimum Overdraft Rate (MOL) but in provinces 
they begin using
 

the ceiling as 
the base and being reduced foi good customers. The point
 

we are making is that such a small difference (0.5-2%) in interest rate
 

the bank charged for prime and non prime customers in provincial areas
 

mean that bankers do not charge-interest to really reflect risk of
 

borrowers or even the cost of lending to varirus types of enterprises.
 

The interest rate the bank charge may rtect bank-customer relationship
 

rather than loan-relationship. 

7.4.2 
Thus we have shown that in actual bank lending practice, banks
 

do not charge interest rate that reflect the cost and risk of lendinF
 

to various enterprises. Many econoists have argued that 
 to expand
 

the flow of credit from financial institutions to small borrowers in
 

inaustry, agriculture etc, interest rate should reflect risk end cost.
 

Regulated ceiling and control should be abolished. These economists
 

usually find that in most public supported institutions and development
 

banks interest rates are often concessionary. As a result, one often
 

find serious rdsusediversion of fund, risk of non repayment and
 

unviability of the financial ins-ttution. Table 36 for instance shows
 

that the lending rate to 
small industry from SIFO, IFCT are concessionary
 

rate. Accordinr to our interview with IFCT manager of regional branch, 

credit division(19  the IFCT progranr of lending to small industry is
 

unprofitable with the margin around 3-4%. 
 The SIFO lending rate of
 

9A few years Loo, has, according to manager of credit department of
 

Krung Thai bank has also led to serious problems of over due repayment
 

and abuse of fund.
 

Though we subscribe to the views that interest rate charged by
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public institutions or develcpment bank should net be concessionary, there is
 

the issue of whether interest rate ceiling should be abolished and
 

the rote charged by comniercial banks should reflect the risk and cost
 

of lending. First, we think that floating the loan rate would still
 

be infeasible in Thailand. We would rather see the present ceiling
 

to be set hipher than the present 19% say 21% so that banks will have
 

wider margin to work with if they start developing the program of
 

lending to small enterprises since bank dost wculd rise. We also
 

think that the present 17.5% rate being officially fixed for manufac

turers with factory license is unnecessary and would encourage banks
 

to lend to most favoured, established firms. Subsidy rate to manufac

turin,- sector is already provided by BOT rediscount facility. The
 

banks should be able to charge their own rate in lending to manufacturing
 

enterprises within the higher regulated ceiling. If they find the
 

administrative cost of lending after launching small industry program
 

guite high at the bepinnin,, they would take this into account in
 

interest rate. Secondly, if lending rates are allowed to float and
 

bank chargde rate accordinp to both cost and the risk of borrowers,
 

unstablo market condlition would develop for lending to numerous small 

enterprises, let alcne the problem of political infeasibility mentioned
 

by respondents (table 35). For high risk borrowers, the rate may be
 

so high that : a) there may be threat of non repayment b) branch 

manaers may just simply avoid lending because of the fear of having 

high risk loan in their portfolio which would jeopardize their job 

position c) low risk borrowers and those with good projects may be 
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precluded from the loan market and therefore loss of economic efficiency.

in practice banks may charge the same rate to all borrowers. (20) d) 

.:here are always uncertainties faced by finaicial institutions such
 

that they may not increase their lending to small enterprises even
 

if interest rate ceilings are removed.
 

With the above consideration therefore one sees the emergence
 

of public institutions caterinv for small industry, agriculture. For
 

these institutions we would also suggest that the rate charged be non

cessionary and would be the rate that reflect low risk borrowers hoping
 

that overtime more information on small borrowers and experiences 

accumulated by lenders would make the program profitable. Extension
 

services would be given to small industries while the rate charged 

would be equal or close to market rate charged by private institutions. 

7.4.3 In the case of private institutions such as commercial banks, 

within higher ceiling (say 21% instead of 19% now), government inter

vention through the support of industrial credit quarantee scheme (ICGS) 

would be appripriate so that financial institutions can hedge their 

risk and have incentive to lend to SMIs. However ICGS must also be 

viable in the long run and does not have to rely on the government budget. 

This means that , as experience accumulates,banks lendinp procedure, 

personnel development, government extension service program must be 

such that risk and losses get reduced overtime and the problem of moral 

hazard does not arise. Otherwise risk will merely be shifted to 

the government budget and ICGS would not be viable in the long run. 

In conclusion we would argue that removal of administrative control, 
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on interest and allowing it to float would not solve 
the problem of
 
risl- and uncertainties 
faced by lenders, apart from being politically
 

unacceptable. 
We would suggest the removal of present 17.5% 
rate
 

charged for manufacturers with factories license. 
The removal of this
 

17.5% 
rate may encourage banks not just to seek cheap fund from foreign
 

source but termlonp foreign fund (especially foreign exchange) that 

would supplement domestic shortage of long term fund. 21) 
The maximum
 
legal lending rate could be made 2% point hipher than the present 19%
 

and allow the bank to get wider margin and cover administrative cost
 

once 
they really pet started on project based lending programs to SMIs
 

in provinces and move away from past preoccupation with overdraft,
 

short term lending to mostly medium and larpe established borrowers. 

Our suggestion is based partly on actual experience found in the IFCT
 

small industry lending which we are informedI to be rather unprofitable. 

At any rate we do not see lifting interest rate ceiling would help to 

allocate more efficiently credit to small enterprises. Carefully
 

designed scheme of ICGS together with higher maximum ceiling rate would
 

be more appropriate. 

7.4.4 Table 32 also illustrates not only the importance of collateral. 

Twenty two out of thirty five sampled branches (or 65%) report they
 

experience 
cases of viable project loan request but simply reject
 

them because of shortage or lack of collateral. In most cases (64%) 

branch managers simply advised the prospect to obtain the collateral. 
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7.5 Effectiveness of Measures to Reduce Risk in Lending to 

S.Is 

7t5.1 Measures to reduce risk to be effective entail packape of measures 

on part of both borrowers and lenders. In branch managers view, 45% 

of the sample ranks entrereneurial development as 
the most effective
 

measures. This ranking may

I 

seems at first to be inconsistent with 

previous finding that risk arisinq from the project owner is the least 

significant. Entrepreneurial development may encompass many more ele

ments than personal traits -f the project owners.They include more than 

ethics and integrity of business owner but approach in modern manage

ment and professionalism in conducting enterprises. Branch managers 

need to 
rely on reliable pool of statistical informtion (company
 

account, sale growth, inventory record, cash flow etc.) from borrowers
 

which are lacking in provinces. 
It therefore is not surprising to
 

find about such ranking. Both branch personnel development and credit 

quarantee scheme are also ranked as 
the next most effective measures.
 

Lastly it is quite unanimous when 95% of respondent take the view that 

increase in maximum ceiling rate i-.order to increase the spread of
 

the bank is thought to be the least effective measure. We have dis

cussed before that increase in interest rate to reflect risk may
 

induce high risk borrowers to produce unstable situation. We think 

that bank branches perceive the present bank spread to be adequat 

by basing their judgement on existing bank non project based lending 

practice and hence do not see much effect of say another 2% point rise 

to cover bank cost if financing scheme for small industry is launched 

by the banks. In view of this, we therefore suggest siightly higher
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ceiling rate for banks within the ceilinp removal of 17.5% official
 

rate for factory licensed enterprise, banks can therefore determine
 

their own rate according to the cost of the financing. 

7.5.2 It is pussible that for the hanking system as a whole, initial 

few years of banks project based lending to numerous nnn farm enter

prises may face with high administrative cost and default rate. Over

time they should get reduced if the commercial banks head office genuine 

ly determine their goal to do some aspects of development banking. 

The experience of Development Bank of Mauritus (DBM) may well be the 

model for SIFO and perhaps other commercial banks. After 10 years 
cost
 

of its operation which started in 1966, DBM's administration/in lending 

to small enterprises was less than 1%of total portfolio and did not 

incur any loss. DBM experiences do show that with extensive field 

organization, viForous fcllow up, "small is not risky" (22) 
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VIII. Conclusion and Policy Reccmmendation
 

8.1 Conclusion
 

8.1.1 The Thai provincial branch bank system has been capable of
 

mobilizing provincial deposit and supplying loan to upcountry
 

manufacturing firms. However the success lies more in mobilising
 

function than in area of innovation and im-agination in lending to
 

broad spectrum of various size of manufacturing firms outside
 

BMA. Lending has been more concentrated on established
 

medium, large enterprises in term of assets though not in term
 

of employment. Very small and small enterprises (old and new)
 

still receive relatively low share of total provincial
 

manufacturing bank credit. Traditional lending practices
 

still rely heavily on personal traits, collateral and overdraft
 

system. Branch banks themselve still practice small amount
 

project based lending in prcvinces. The predominance of overdraft,
 

while being rolled over to finance fixed asset is inefficient.
 

It makes difficult for branch bank to monitor end use of the
 

loan. Too reckless liberal lending by means of O/D also
 

easily allows the bank credit to be rechannolled to borrowers for
 

speculative purpose to be on lent in informal credit sector as
 

withnessad in 1983. The nature and linkage of the branch bank
 

expansion and informal credit require further investigation.
 

We think that the quality of branch manager, strictness of head
 

office credit policy, the head offices ability to supervise
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and make good 
provincial loan whether in centralized or decentralized
 

bank would critically influence how much provincial bank loan get.
 

;pent or used in informal credit and for unproductive purpose.
 

We don't know yet how significant 
 the bank credit get relent for
 

production eg. for working capital in non farm enterprises.
 

Experience and observation in the past decade of the prowth in the
 

branch bank activities led to
us believe that it would not be
 

adequate fhr the branch success 
in deposit mobilization alone to
 

forestall the g'owth of informal credit, and help to allocate
 

resources more efficiently. 
What is left and need to be done
 

is innovation in the mechanism of lending to many non farm enterprises
 

which now have to 
use informal credit for financing their fixed
 

and working capital. Abolition of interest 
rate ceiling will.not
 

help either. 
In fact it can be dangerous.
 

8.1.2 
We have found that there are a number of factors, some of
 

which are more important 
than another, that determine the
 

capacity and constraint of the bank branch lending to non farm
 

enterprises. 
Th-se set of factors help us to understand and to
 

draw correct policy conclusion and recommendation. It is
 

obvious from our study that correct interest rate level and
 

structure is important but by itself will not ensure right
 

(in quantity and quality) amount of credit allocation to
 

certain group of non 
farm enterprises. Long term measures
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to reduce risk by all parties especially by lenders together
 

credit quarantee schene would also necessary. From the banks'
 

point of view, entrepraneurial development and the existence
 

of viable bankable project are important to them. From our 

view print as outsider, we do think however that, all can
 

start at the banks. Obviously, some bank have more capacities
 

and face less constraints than other. 
With their resources,
 

all can start in some way, in the big way and in the small way.
 

Obviously banks |,ave to practice prudential lending and be
 

concerned with soundness and shareholders interest. They can not 

be risk lovers. But in consideration of the importance of 

the banking system in the country and in the provincial financial 

market, bankers should not be living with complacency and 

ignore the social Objectives. Thus we do think that the 

goal, policies of head office are the most critical factors.
 

They must begin from here. In other words, the head office 

must first have interest and hence policies, tarpet etc. As 

we have found none as yet has specific policies and tarpet for 

lending to small industries in provinces. 

b.2 Policy Recommendation 

Base 	on our field survey at branches head offices and 
with 

discussion / Bank of Thailand officers we propose the following 

set of recommendations to augment t ! flow of provincial bank 

credit to non farm enterprises. 
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1) The cuthorities should continuously use public pressure,
 

moral suasion policy guideline etc. in order to promote CBs
 

interest in organizinp bank resources for lending; to SMIc in 

provinces especially to neplected group. Incentive may be given 

if neccessary. Conditional upon performance, permission of 

future branch expansion may only hegranted. 

2) Similar to agriculture, compulsory lending to samll
 

manufacturing enterprises may be instituted such that, Vien use it 

all banks earning position and financial soundness do not adversely
 

get affected. 

3) The authorities should find measures to gradually 

discourage the excessive use of O/D lending. Maximum size
 

of O/D should be stipulated by BOT. Inefficient over accumulation 

of unused balance should be charseud and stipulated by BOT. 

4) BOT. should make closer supervision and examination
 

of provincial branch lending for unproductive purposes and 

speculative activities. Stricter monitoring of branch managers
 

behavior should not only be done only by head offices but BOT
 

which could introduce punishment for improper conduct in
 

banking.
 

5) The level of interest rate ceiling on loan should be
 

allowed to be higher by another 2% point to give incentive to bank
 

and allow bank to cover all cost which would increase if banks
 

start a program of lending more to small industry.
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6) The government should use its bank such as Krung Thai 

to set up a seperate devision of SMIs lending outside Bangkok
 

while SIFO could either be abolished and transferred function to
 

other aencies (eg. SIFCT, IFCT). In the long run, the Thai 

government should develop Krung Thai as a model for SMIs 

financing and should not use it merely as vovernment instrument 

in financing ailing state enterprises. Even in the longer run,
 

with extensive branches, the government should expand the 

Government Saving, Bank lendivv- function in provinces and not 

regard it as merely a tool for government savinE mobilization, 

7) Industrial credit quarantee scheme to be set up 

soon should place more emphasis on provinces new small entriprises 

which face collateral shortage. Group guarantees and group lending 

should be d. eloped and experimented by financial institutions in 

lending to very small and small enterprises. 

8) The government should encourage foreign agencies to 

cofinance with Thai commercial banks as done in the case of SCB-


USAID scheme. The government could, through Joint-Public-Private 

Consultative Committee not only be coordinat>r but provide leadership
 

and special incentive to banks interested in financing and
 

development of SMIs.
 

9) Similar to the government leadership made in case of
 

PitsanuloK, the government could brin?, industrialists$
 

association of provincial industries, chamber of commerce,
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government agencies etc. to meet with commercial bank executives
 

to find out about problem in !,rovincial finance and develop
 

lending schemes by CBs to SMIs. 

10) While trainining of branch personnel can lie undertaken 

by CBs on their ow-i, it would helr if foreign agencies could subsidize 

the cost rnd provide traininr to banks. Technical assistance should 

also be extended by foreign agencies to provincial small industries. 

11) Last but not Icast, the government should provide 

adequate infrastructure and services to provincial industries and 

create environment which SMIs in provinces can flourish and 

compete with large firms in BMA. Various distortion and 

incentives in favour of large industry must be removed. 
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Notes 

Part I 

1) Saeng Sanguanruang at al (1977) and Narongchai Akrasanee and 

associates (1982) for instance define medium industries as those 

employin. 50-199 persons and large scale industries with employ

ment over 200 persons. Lending institutions such as SIFO IFCT 

however tcnd to rely on asset criteria in defining size of enter

prises eligiblo for small industry loan programs. To the extent 

that size of enterprise positively correlates with ability to get 

access to institutional source of lending such as commercial banks, 

our definition of small and medium industries in upcountry provinces 

which employ no more than 100 persons may relaiivoly have more 

difficulty in gatting institutional source of finance. 

2) Some authors eg. Saeng Sanguanruang et al (1977) exclude rice mills, 

saw mills ice and printing factories. Our non farm enterprises 

definition would include them. flowever this does not mean that 

these traditiLnal rice milling, saw milling should equally be on 

important agenda for increasing bank lending in provincial areas. 

Part II 

3) From, Growth and Employtnent 

Bank 1983) p. 35-37. 

in Rural Thailand (Document of World 

4) For operational characteristics of village and town industry see 
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articles by oradit Charsombut and Somsak Tambunlertchai and also 

Tongroj Onchan in Rural Off FanaxEmployment in Thailand 1983 see 

also Mtnsarn Santikarn .eionalization of Industrial Growth (Tura 

1980) 

5) Table 3.19 in Saeng Sanguanruang ec. al Development of Small and 

Medium Entcrprises in Thailand(1978). .A Study on source of finance 

by industrialists undertaken by Research and Planning Division of 

IFCT also confirms that, besidLs number of years of business opera

tiun, sale 6rowth, the most important and statistically significa.t 

determinant of the industrialist ability to get access to external 

fund from financial institutions is the size of business. Higher 

proportion of large business firms are able to get all external 

fund needed ccmpared with medium sized and small firms. Mediun 

sized firrs also fare better than small firms. See table 3.10 

Source cf Ca;,ital by Industria! Investors (IFCT 1982) 

6) From Gross 

NESDB 

Re-ional Iroduct 1932. Regional Planning Division, 

7) See table 2.1 and 

(1982) p. 8, 30. 

2.11 ii Narongchai Akrasanec and Associates 

8) Ibi . p. 1 

9) Using provincial branches in the Northern Region as example, 

Vantana llengsakul has shown that besides factors such as the 
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existence of business demand, head office branch policy with
 

respect to degree of centralization determine the actual loan/
 

deposit ratio of three groups of banks. The more centralized
 

bank transfer relatively more deposits to head offices. see
 

Vantana Hengsakul Fund Transfer of Commercial Bank Bark. of 

Thailand Monthly Report Haech 1981 (in Thai) 

10) 	 Interview with the Director, Nit Sriyapai at Bank of Thailand
 

Branch 	 in Khonkhaen in August 1984 

11) 	 This is probably true for all banks. But for banks which
 

still have strong family traits and influence and consequently
 

more centralized at head offices, trust and cotfident
 

perticulor managers who have stayed with the banks for so
 

long and have proven record of honesty, sound business
 

judgenrent, could make tremendous differences in the 

authorized 31!it givrn to managers in the some banks. 

We are 	 t'ld in our interview with managers of Bangkok Bank 

of Commerce (BBC) In Haadyai & Cholburi that this is the 

case of their banks. The President of BBC, Tanit 

Pisarnbut told us his bank is highly centralized as he
 

cannot trust many of them.
 

12) 	 The increasing importance of projec±t..ekmination is only 

in relative term compared with the past. Most branch managers 

we interview said that collateral is important and required 

by head offices. Krung Thai branch credit analysis in 

Amphur Cholburi said that he greatly emphasized colla teral. 
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Thirty-fifty percent of market value is appraised for average
 

customers. Whereas 60-80% is allowed for pr 'me borrowers. 

On the whole from our interviews, in-Chalbuir-Hadyai1 .Khonkhaen, 

baL's like Bangkok Bank of Commerce, Bangkok Metropolitan Bank, 

Siam city Bank, Bank of Asia , Asia Trust, Bank o; Auvdthya, 

Union Bank of Bangkok, First Bangkok City Bank which are cen

tralized and granted low authorized lending liMitq tend to 

stress the importance of collateral security than Bangkok 

Banks, Thai Farmers Bank and Siam Corn. Banks. The latter 

stressu project & repayment feasibility which then allows the 

flcxibility as to collateral appraisal and requirement. Need

less to say this is only in ralative sense. Because of the 

predominance of overdraft lending which banks can hardly monitor 

the use of loan and that there is nct much true lending on pro

ject basis. The collateral security is stillvery.&igniftcant 

in overall bank lending practices. Most manaFers also regard
 

collateral shortages as the most serious constraints on financing
 

small and ccttage enterprises in provincial areas.
 

13) 	 Nit Sriyapai,the director of BOT branch in Kh. akhaen informs
 

us that such is a Pood practice as he found that manapers ufho
 

stay too lon in one place could develop hiph propensity to
e 


corrupt and abuse. Thouph officially baing underpaid, many
 

managers overall income. are lucrative. Some are reluetant to
 

be promoted to hipther position at heacd office for fear of loss
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of their good wealth augmenting position.
 

14) 	 Khun Nopporn Ruangsakul, Deputy Director of Com. Bank Supervi

sion and Examination of the Bankc 
of Thailand, in our interview 

with her, strongly advocate the goal oriented banking philosophy. 

In the past she feels and we agree entireiy that not a single 

bank has goal for lending to small industry as it thinks that 

it is unnec-ssary or unprofitable compared with other line of 

business or isit just simply inertia. Since the commercial 

banking system is so large In%our financial .system if they 4. not 

have 	such commitment for the country who then 
 will do it.
 

Because in the past banks regard small industry loan do be
 

unprofitable, banks have put all competent people in obher
 

department especially in foreiph business dept. In her view 

bank could easily allocate fore good quality human resources 

for development of SMIs in provinceal areas and should prove 

to be profitable. They could begin at some strategie point
 

close to the bank experience and expertise and help small but
 

efficient enterprises to develop further.
 

15) 	 See Pradit Charsombut "Village Industry" in Rural Off Farm 

Emplyment in Thailand op. cit p. 77 

16) 	 From an interview with Khun $onthaya Vimoljit credit Dept. 

Krung Thai Bank. She feels that Krung Thai 6efinitely has 

interest in lending to and developing small industry and if 

Krung Thai does it on her oT,-n without SIFO, the Scheme shculd 
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be profitable. She thinks that the scheme does not work because of 

the faulty set up whrerby SIFO scren and appraile project but 

Krung Thai appraises the collateral and that is where the problem 

arises since STFO in actual fact does not evaluate the project 

prior 	to sending to Krung Thai for collateral appraisal. In
 

this circumstance she admit that Krung Thai places high emphasis 

cn collateral rather than project feesibility. On the other 

hand the Siam Comnmercial Bank (SCB) counter part financing with 

USAID dcllar fund ia pre-fitible Lnd SCB is quite satisfield with 

thc venture. This is according to our interview with Khun Virat 

Rntananc,rn manaer of SCB' branch credit division. 

17) 	 Table 5.1 page 129 in Rural. off Farm Employment in Thailand op.cit 

18) 	 From an interview with Khun Virat Ratanaporn of Siam Commercial 

Bank. He is also of the opinion that for most industrialist 

availability of fund is more important than interest rate. 

19) 	 In an interview with Khun Sutheera Chandee, despite the unprofit

ability of lending to regional small industries, IFCT does promote 

the program in crder to support government policy and also enhance 

IFCT image. Because of rather low loan loss, we remained puzzed 

as to the reason why the rrogram is unprofitable with the interest 

spread of 3-4%. We think that admistrative cost may be quite high 

as there is regional staff shortage at IFCT branches. IFCT staff 

(marketing, engineering and financial ) has to travel to upcountry 

to do both project identification and appraisal.
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20) 	 Rctschild and Stiglitz (1976) correctly argues that because
 

high risk individuals cause externality, the low risk indivi

duals are worse off than they would Le in the absence of high
 

risk individuals. Also as being pointed out in Stilitz and
 

Weiss (19bl) if interest rate rise!, to very high level the
 

very riskier borrowers are attracted and other cinservative
 

bcrrcwers are deterred. See R(,thschi. 1.and Stiglitz J.E
 

"Equilibrium in Cometitive Insurance Market: An Essay on 

Economics of Imperfect Information Quarterly Journal of 

Economics vol. 90, 1976 and Sti-litz J.E and Weiss "Credit 

Rationin, in Market with Imperfect Information" American
 

EccnCmic Review Vcl.71, 1981.
 

21) In spite of the profitabiity of the USAID-SCB scheme, according 

to Khun Virat Ratanaporn of SCB, the scheme may be discontinued 

since USAID will raise the interest rate above 8% charged in 

the first venture. The success of the first scheme may be due 

to a number of factors. SCB charges about 15.5% rate Ner annum 

iAhich is nt high. Secondly the scheme finances mostly 

existing medium enterprises in agroindustries with assets not 

exceeding one million US$ and number of projects are quite small 

(about 10). Therefore banks administrative costs are not high 

compared with lencinF to numerous enterprises of smaller scales. 

From the h;ank standpoint, the attraction of the scheme depends
 

on the 	USAlD cost of ,jnd compared with domestic cost after the
 

fund is mixed in counterpart financinp scheme. I the first 

venture, SCB finds it attractive. The rate that SCB charges
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of about 15-15.5% is much below 17.57 rate officially set by 

the Sovernrrent if the borrowers have factory license. The SCB 

probably won't have to rake much efforts in findinp prime borrowers 

outside BIA. In the second venture however the foreipn counter

part rate will increase to make SCB lendinp rate close to the 

present 17.5% rate offerred tc factory licensed manufactured. 

The foreign rate may also be closc. tc domestic cost of fund. 

We feel however that if the foreign fun(' is fairly long term 

which presently there is shortage in Thailand and there is subsidy 

element in thu form of technical assistance extended by foreign
 

agencies tc bank personnels (F.g. training in SMIS lendings) 

and to SMIS, SCBS should not he deterred by the rise in the foreifn 

ccst of fund component (as long as it is not excessive) as avai

lability of long term fund plus extension service may be more 

critical component than a mre rise in 1-2% point in interest 

rate. Of course SCBS would have to make greater effort in iden

tifying viable projects. 

22) 	 in " Notes on Financing Small Scale Enterprises" Raghavan and 

Timberg (1982) 
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Table 1 Percentage Distribution of Registered Factories(1Firm Size and Various Regions June 1979.
 

Employment Size 

<10 10-49 50-99 100-199 >200 Total Total Number 

Bangkok Netropolis 68.4 27.6 2.3 1'.0 0.7 100.0 11,496 

Provinces near Bangkok( 2)  
45.2 37.6 8.8 5.1 3.3 100.0 3,002
 

Other Central Provinces 71.0 24.5 2.4 1.0 
 1.0 100.0 4,200
 

Total Central Region (65.3) (28.5) (3.4) (1.6) (1.2) 100.0 18,698
 

Northern Region.' 56.8 33.3 6.8 1.4 1.7 100.0 2.156
 

North Eastern Region 58.5 33.0 4.9 
 2.9 0.7 100.0 3,526
 

Southern Region 63.7 31.4 2.9 
 1,0 1.0 1OQ.0 2,088
 

Kingdom Total 63.5 29.7 3.8 1.7 1.2 
 100.0 26,468
 

(1) Excluding rice mills
 

(2) Samutprakarn, Patumtani,. Samutsakorn, Nontaburi & Cholburi
 

Source From "Labour Intensive and Sall Scale Manufacturing in Thailand "Somsak Tambunlertchai and Chesada Loohawenchit 

The Development of Labour Intensive Industry in Asean Countries,Artep 1981. ) 



Table 2 Outstanding Loans From Commercial Banks Classified by Purposes 

(Million of Baht) 

Purposes 1975 % 1977 % 1979 z 1981 z 1983 z 

1. Agriculture 2,823.7 3.4 6,304.5 5.1 10,774.9 5.4 16,042.1 6.2 30,526.5 7.4 
2. Mining 607.5 0.7 668.3 0.6 1,250.7 0.6 1,806. ; 0.7 2,439.3 0.6 
3. Manufacturing 16,479.4 19.8 23,846.4 19.4 34,331.4 17.3 58,329.3 22.6 88,626.3 21.5 
4. Construction 3,823.2 4.6 6,003.6 4.9 10,147.0 5.1 13,033.5 5.1 21,744.4 5.3 
5. Real Estate Business 3,383.9 4.1 3,841.9 3.1 6,003.5 3.0 6,972.1 2.7 12,222.6 3.0 
6. Iports . 12,47.9 15.1 15,585.0 12.7 26,426.4 13.3 25,110.1 9., 34,598.8 8.4 
7. Exports 10,181.7 12.3 13,119.2 10.7 25,556.1 12.9 26,077.C 10.1 32,093.7 7.8 
8. Wholesale and Retail Trade 16,175.0 19.5 28,129.9 22.9 44,384.2 22,4 58,816.S 22.8 101,212.2 24.5 
9. Public Utilities 919.9 i,1 2,631.2 2.2 4,503.0 2.3 5,963.5 2.3 6,552.6 1.6 

10. Banking and Other Financial Business 5,386.3 6.5 7,017.3 5.7 12,474.6 6.3 12,748.4 4.9 25,714.1 6.2 
11. Services 3,542.3 4.3 5,425.8 4.4 6,944.8 3.5 12,032.3 4.7 19,695.3 4.8 
12. Personal Consumption 7,047.1 8.5 10,155.8 8.3 15,407.5 J.8 21,184.4 8.2 36,537.0 8.9 
13. Others 51.9 0.1 45.1 0,0 159.1 0.1 - - -_ 
14. Total 82,898.8 100.0 122,810.0 100.0 198,363.2 100.0 258,117.4 100.0 411,962.8 I00.0 

Source : Bank of Thailand. 



Table 3 Commercial Bank Credit Outstanding as Proportion of Economic Activity (Percentage)
 

1970 1975 1976 1977 1978 1979 1980
 

Bank Credit/GDP 15.87 27.74 28.54 31.25 34.23 35.66 32.75
 

Agricultural Credit/GDP 1.55 3.0 3.94 5.72 6.71 7.33 7.24
 

from Agriculture 3
 

Manuf. Credit/GDP 16.32 30.57 27.9 31.90 33.2 31.28 30.60
 

from Manuf.
 

Regional Data
 

Bank Credit Outstanding as proportion of Gross Regional Product (%)
 

Central North North East South
 

Agri. Manuf. Agri. Manuf. Agri. Manuf. Agri. Manuf. 

1977 10.7 32.8 4.53 18.4 1.98 27.4 1.90 30.6 

1978 13.1 34.2 4.75 21.6 2.0 28.4 2.83 31.5 

1979 15.1 31.9 5.18 23.3 2.11 27.3 3.11 28.6 

1980 14.8 31.4 4.98 24.3 2.04 22.5 2.99 28.7 



Table 4 : 	 Distribution of Manufacturing Credit by Regions of 

Conmercial Banks 

Unit : Million Baht 

1981 	 1982 1983
 

Total Credi.: Outstanding 58,329 64,893 88,626 

(Manufacturing) 

of which 

- South 1,650.3 1,368 1,867 

- North 1,682.0 1,746 1,898 

- North East 2,411.0 3,010 4,521 

- Proportion of Credit 9.84 9.43 

in North + South +
 

North East as % of
 

Total Credit
 

Source : Bank of Thailand
 

9.34 



Table 5 -Financing of Non Farm Act-iities by Commercial Banks* in The North)North East) and the South 

,(Loans outstanding.: Unit Million Baht)
 

1980 1981 	 1982 1983**
 

(I) 	 Manufacturing, Minining 6,442 8,845 9,689 14,036 

and construction in
 

North + North East + South
 

(2) Whole Kingdom (Manuf. + 47,665 73,169 82,861 112,809 

tinining + Construction)
 

(3) 	 1 + 2 (Percentage) 3.51 12.08 11.69 12.44 

* 	 defined to exclude agriculture, services, retail trade. It include minining, manufacturing and
 

construction activities. There is no seperate data for BMA. The whole central region data can be
 

obtained as a residual from the total 

** data for 1983 for the Northern Region is up to November only. 



Table 6 Regionai Distributlolz .f Loan 0utstand.ing;: by C,,A:rcial P, 

Dcc. )983, 1.tilliun bahL 

P1LccrIL a.-,. jh, ,t. 

Total 401 , 596.3 00. 

fiangkok 275,490.1 (.s.6 

Cuntral 50,135.j 12.5 

North 29,233,5 7.29 

Worth East 26,351.6 6.5 

South 20,362.8 5.1
 

Source: Bank of Thailand
 

Table 7 Regional Distribution of Bank Manufacturing Crcdit
 

Dec. 1983 
Percentage Share
 

Total 68,626 100.0
 

North 1,198 2.14
 

South 1,867 2.10
 

North East 4,521 5.i0
 

Bangkok and Central 60,340 90.66
 

(Derived as Residual)
 

Of which:
 

Total loan to Big Borrow;ers*
 

in Bangkok(June 19,3) 0,960.5
 

Source: Bank of Thailand
 

J ,.Lii:*. ; baht and over 



Table 8 Commercial Banks Manufacturing Credit to Big Bcrrowers*
 

(Mili on bah t) 

1) Total Hanuf. credit 2) Big borrowers 3= 2 / I 

Dec. i983 68,615.5 84,681 95.6
 

Distribution of Big Manu:facturing Borrowers. .r Bangkok and 

Otler Provinces 

1) Total Credit to Big Borrowers 2) Bangkok % 3) Provinces 

June 1983 j3,777.3 .60,960.5 82.6 12,816.5 J1.4 

S:urcc: Bank of Thailand
 

* defined as those loan size of 3 million baht and over 



Table 9 	 Size Distribution of Loans (Dec. 1980) in Manufacturing 

Sector 

(Million Baht) 

Loan Size No.of Borrowers Outstandin % Avorage Loan 

Amount Size 

I - <5 Million Baht 2,856 ( 61.5%) 6,587 13 % 2.31 

5 Million Baht & Over 1,784 ( 28.5%) 44,145 87 % 24.75 

Total 	 4,640 ( 100%) 50,732 100.% 10.93
 

Source : Bank of Thailand
 



Table 10 	 Loan Size Distribution ,'-inpkok and Provincial Distribution
 

of Credit : Bangkok Bank Ltd. 1981.
 

(Percentage Distribution)
 

Bangkok Provinces Total
 

Mini Retail Borrower 	 2.0 6.3 3.1
 

Farmers 
 1.0 	 19.6 5.14
 

Less than 3 million Baht 16.0 43.1 22.7
 

3 to less than 10 million Baht 20.2 17.6 19.8
 

10-20 million 	Baht 9.9 4.8 8.6
 

Over 20 million Baht 	 50.9 
 8.6 40.4
 

100.0 100.0 100.0
 

Amount 55,,707.0 18,316.0 74,023.0
 

Percentage 
 75.3 % 	 24.7 % 100.0
 

Note : Bangkok Bank Classification
 

< 3 million Baht = Very Small Borrower
 

3-10 million 	Baht = Small Borrowers 

10-20 million 	Baht = Medium Sized Borrowers 

Over 20 dillion Baht = Big Borrowers
 

Source : Surasak Nananukul, Senior Vice President of Bangkok Bank 



Table II : 	 Loan Size of IFCT Contmitted Lending in Bangkok and 

Other Regions (19o0-1983) 

Average Loan Size
 

(million Baht)
 

Greater Bangkok 14.76
 

Central 21.06
 

East 15.24
 

North East 5.25
 

North 8.98
 

South 7.73
 

Source : Calculated from IFCT-Data
 

AI1/
 



Table 12 
 Fund Transfer between Bangkok Head Quarter and Provincial Branches
 

Transfer to 

Head Quater 

1978 51,464.3 

1979 65,467.1 

1980 q1,976.3 

1981 103,775.2 

1982 112,044.8 

1983 124,866.4 

Source Bank of Thailand 

(Million Baht) 

Transfer to Net 

Branch (2-3) 142 

23,013.6 28,450.7 2.24 

29,850.9 35,616.2 2.19 

40,614.0 51,362.3 2.26 

46,348.8 57,426.5 2.24 

50,198.0 61,846.5 2.23 

54,535.5 70,330.9 2.29 



Table 13 Loan/Deposit Ratio of Commercial Pnks 

Ban.kok Province s 

1970 

1975 

1981 

102.7 

111.8 

129.0 

47.8 

46.6 

72,6 

Total Creit Distribution of Commercial Bank (%) 

1970 

1975 

1981 

Bankok 

84.1 

80.8 

73.1 

Provinces 

15.9 

19.2 

26.9 

TotI 

100 

100 

100 

1077 

1980 

1983 

Total Deposit Distribution (%) 

Bangkok 

63,6 

61.8 

60.9 

Provinces 

36.4 

38.2 

39.1 



Table 14 l.oan/Dte mo;1. Ratio of Couunercial Baniks in Vat iou ; 

Urovinces (1980) 

Loan/Deposit Ratio No. of Provinces 

more than 80 % 13 18.05 

60 - 80 X 21 21.16 

< 60 % 38 60.79 

72 100.00 

Source : Compiled from Bank of Thailand Data. 



Tablel5: Management Objective ,Planning and Target for Provincia
 

Branch
 

(13 sampled Banks) 

Number of Banks
 

- Banks wi,:h general 6 

Explicit credit Target 

* for Branch 

- BLnks without Explicet 7 

Credit Target.for.Branch 

- Banks which have credit 

Targets for small and
 

medium industries for
 

Branches
 

Source : Field Interview at Head Office 



Table 16 Use of Profit Centre concept in Provincial Branch
 

Operation
 

(13 sampled Banks)
 

Number of Banks
 

- indicate use of 5(39 %) 

profit centre in 

measuring bank 

performance, budget 

planning rtc.
 

- Do not indicate 8(61 %) 

the use ot profit 

centre concept 

Source Field Interview 



Table 17 Information from Headquarter and Branch on Authorized Lending 

Regional Manager Stb Regional Manager 


Largest Limit 15 million Baht 3 million Baht 

MK-dium Limit I million Baht.(1 bank) 2 million Baht 

500,000 Bath 

Small Limit 


Source Field Interview
 

Limit 

Branch Manager
 

1 million Baht 

100,000 - 500,000 Baht 

30,000 Baht and Over
 



Tabel 18 Opinion of Lending Limit authorization as revealed by Branch Managers 

- Insufficient, Too Tittle 

- Appropriate 

- Too much 

Total 

Cholpuri 

3(33.3) 

6(66.7) 

.... 

9 

Khon Khaen 

5(50 %) 

5(50 %) 

10 

Hadd Yai 

5(50 %) 

5(50 %) 

10 

Mailed Questionaires 

3(27 %) 

8(73%) 

11 

Total 

16(40 %) 

24(60 %) 

40 

Source : Personal Interview in Cholburi, Hadd Yai & Khonkaen and responded questionaires 



Table 19 : Branch Managers' Educational Profile
 

Total number 980
 

Bangkok Other Provinces 

No. No. 

Bachelor's degree 161 56.69 314 45.11 

Lower than Bachelor's 123 43.31 382 54.89
 

degree 

100%Total 284 100% 696 


Source: Bank of Thailand
 



Table 2 0 : 	 Provincial Branch Managers' Educational Profile: Big versus 

Smaller-sized Amphurs 

Total number 696 

Big Amphurs Smaller-sized Amphurs 

No.
 

48 49.48 266 


No. .
 

44.44

Bachelor's degree 


Lower than Bachelor's 333 55.56 
1,9 50.52degree 


.100%Total 97 100% 599 

Source: Bank of Thailand
 

-*Amphur Muang in Cholburi, Khonkaen, Lampang, Nakorn Rachasima, 

Nakorn Sawan, Chiengmai, Phuket, etc. 



Table 21 Relevance of Branch Managers' Educational Background to 

Their work 

Total number 980
 

Bangkok Other Provinces
 

No. 
 No.
 

Directly Related* 
 215 75.7 	 481 69.11
 

215 30.89
-Degree Level 118 41.5 


266 38.22
34.2
-Lower 97 


30.99
69 24.3 215

Indirectly Related 


696 100%
100%
Total 284 

Source: Bank of Thailand
 

*Fields such as commerce, Law, Economics and Accountancy.
 



Table 22 Educational Background of 

Lower than Bachelor Degree 


Bachelor Degree 


Higher than Bachelor Degree 


Total 


Provincial Branch Managers of Individual Banks 

Bangkok Bank 

50 

49 

-1 

(% Distribution) 

Krung Thai Thai Farmers 

54.7 20 

45.3 70 

0 10 

Siam Com. 

13.1 

85.7-

1.2 

Bank Thai Hilitary 

24.64 

53.62 

21.74 

Siam City 

Bank 

67.7 

29.3 

3.0 

Union Bank of 

Bank Asia 

o'f 

Bangkok 

43.7 51.6 

52.3 48.4 

3.9 0 

Asia Tru 

62.5 

31.3 

6.2 

1CO.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 

Source Data supplied by Individual Bank
 



Table: 23 	 Educational Packqround of Lending Officers 

Siam Con.Bank Thai Military .UBB TFB 

lower than B.A 14.6 16.5 24.0 5% 

B.A 85.3 83.0 75.0 90% 

Higher than B.A 0 	 0.5 5%
 

Source: Data supplied by each bank
 

1) Union Bank of Bangkok
 

2) Thai Farmer Bank
 



Table 24 Experience of Branch Managers in Credit Analysis 

Number of Branchs Percent 

Years of Experience 

- lers than 3 years 5 15.2 

-ears 14 42.4 

- 5-10 years 9 27.2 

-Over 10 years 5 15.2 

33 100.0 

Source Personal Interview Of 24 branches in 3 provinces (Cholburi,
 

Khon Khaen, Haad Yai) Plus Mailed Questionaires replied from 

9 branches in varidus provinces
 



Table25: Availability of Loan Officers at Provincial Branch Level 

Choll-uri Haad Yai Khon Khaen Others Total 

- Branch with Lending 

Officers 

- Branch without 

Lending Officer 

6(66.4 %) 

3(33.3 %) 

6(60 %) 

4(40 %) 

5(50 %) 

5(50 %) 

9(81.8 %) 

2(18.2 %) 

26(65 %) 

14(35 %) 

Total 9 10 10 11 40 

Source : Field survey 



Table 26 : Relative Importance of Risk Component in Lending to
 

Provincial Small and Medium Industries : 25 Branches
 

Order of 	Importance
 

2 3
 

1) Risk Arising from 7(28 %) "7(8 %) 11(44 %)
 

Project.Owner
 

2) Risk arising from 4(.16%) 12(48 %) 9(06 %)
 

the project itself
 

3) 	Risk arising from 14(56 %) 6(24 %) 5(20 %)
 

changes in Financial
 

and Economic Conditions
 

which affect the project
 

Source : 	Field survey.
 



: 22 Branches
Table :27 Effectiveness of Measures to Reduce Risk in SMIS lending by Provincial Branches 


Order of Importance
 

2 3 4
 

1) Entrepreneurial Devt. 10(45.5 %) 6(27.3 %) 6(27.3 %) -

2) Branch Personnel Devt. 5(22.7 %) 11(50 %) 6(27.3 %) -

3) Credit Risk quarantee Scheme* 8(36.4 %) 4(18.2 %) 9(409 %) 1(4.5 %) 

4) Increase official Interest Rate - - 1(4.5 %) 21(95.5 %) 

Ceilling to increase interest 

spread 

Source : Field survey 



Table 28 : Risk in Lend.ng in Provinces V.S. BatLgkok 

Head Quarter Branch Manager 

Opinion (5 Banks) in 3 Province 

(16 Branche 

3(60 %) 12(75 %)- Consider Credit Risk 

higher.'n-average than 

in Bangkok 

1(20 %) 2(12.5 %- Consider Credit Risk 

Lower in Bangkok 

- No Difference 1(20 %) 2(12.5 % 

Source : Field survey
 



Table 29 
 : Constraints in Provincial Branch Lending to SMIS : 15 Branches 

Order of Importance 

1) Lack of Viable Projects 

1 

6(40 %) 

2 

7(46.6) 

3 4 

1(6.6 %) 

5 

1(6.6 %) 
2) Lack-oi Shortage of Collateral 7(46.6 %) 6(40 % 1(6.6 %) 1(6.6 %) -
3) Quality , Experience of 2(13.3 %) - 12(80 %) - 1(6.6 %) 

Branch Personnel are not 

well equipped for Administering Loan 

4) Head Quarter lack of Committment 2(13.3 %) I16.6.%) 8(53.3 %) 4(26.6 %) 

and Definite Programs 

5) Interest Spread too low 
1(6.6 %) 5(33.3 %) 9(60 %) 

Sources : Personal Interview in Amphur Muang Cholburi, Khon Khaen, Haad Yai of branches plus mailed
 

questionaires responded by 5 branches in other provinces.
 



Table 30 : 	 Profitability of Branch Lending to Provincial Small and 

Medium Industries 

Head Quarter Number of Branches
 

Consider Business 5(100 %) 	 24(71%)-

Profitable
 

- Not Profitable 
 10(29 %) 

Source : Field survey
 



Reasons Cited by Branch Managers for Unprofitability of
Table 31 


Lending to Provincial Small and Medium Industries
 

10 Branches
 

Order of Importance
 

1(10 	%) 6(60%)
i) 	Each Average Loan 3(30 %) 

Size too Small 

causing high 

Administrative 

cost 

0
2) 	Loan interest Rate 2(20 %) 8(80 %) 

ceiling too low 

comparing with 

deposit rate 

3) default loan and 5(50 %) 1(10 %) 4(40 %) 

problem loan too high 

Source : Field Survey
 



Table 32. : 	Rejection of 'liable Project Loan Request at Provincial
 

branch due to lack of collateral (33 branches)
 

number of responded branches
 

- there is record of such cases 22(65 %)
 

- none of such cases 12(35 %)
 

Source : Field survey
 

\\
 



Table 33 : Measures being taken to help customers in case of rejection
 

f viable project loan request due to collateral problems
 

number of responded branches (22)
 

- No measures being taken 3(13 %) 

- Advise customer to 14(.64 %) 

obtain collateral 

- Consult Head quarters 5(23 %) 

- Follow up the case to 0 

finally enable customer
 

to obtain credit
 

Source : Field survey
 



Table 34 : Interest Spread of 16 local coimiercial Banks
 

Average Spread Range
 

Year 1982 
 3.37 1.71-5.36
 

1983 
 3.35 1.54-4.27
 

*not including activity of foreign branch 

Source : Bank of Thailand 

http:1.54-4.27
http:1.71-5.36


Table 35 : Importance of Removing Interest Rate Ceiling (19 Branches) 

for SMIS lending 

Number of Branches 

important Not important 

- consider the present 8(42 %) 
 11(58 %) 

ceiling to be
 

imnportant constraints
 

in expanded lending 

Table Effects of Removing the ceiling (19 Branches)
 

Likely Unlikely
 

- consider the Effects of Removal 

a) to increase risk 10(53 %) 9(47 %)
 

in lending to risky borrowers
 

b) to make small borrowers 13(68 %) 6(32 %)
 

uncompetitive and small
 

provincial enterprise
 

unprofitable
 

c) to make bank lending 11(58 %) 8(42 %)
 

more profitable as a 

result of rise in
 

transaction cost
 

d) to 1- politically 14(74 %) 5(26 %)
 

ilfeasi ble
 

Source : Personal Interview of 19 Bank branch staff in 3 provinces 



Table 36 : 
Interest Rate for Small Industrial Enterprises from
 

Financial Institutions in 1984
 

Interest Rate per Annum
 

(1) 

- Commercial Bank ( I) 17.5 	- 19 

- IFCT (2) 
 14.5
 

- SIFO (Via Krung Thai)(3) 14.5
 

( 4 )- BOT. Rediscount Rate for Small 7
 

Industry in Provincial Areas
 

- Siam Commercial Bank ( 5 ) 
15-16
 

Nixed Fund with USAID's
 

Source : Varions sources
 

(1) 	 17.5 % for enterprise having factory license 

(2) 	Loan Size 200,000 - 5 million Baht, assets not exceeding 10 m.Baht 

(3) 	 Maximimum loan size I million Baht, assetfixed of enterprise not 

exceeding 5 million Baht.
 

(4) 	Maximum annual rediscount for each small enterprise not exceeding 

I million Baht, net asset of enterprise not exceeding 2 million Baht 

(5) 	Enterprises assets not exceeding 23 million Baht, m,:ximuri loan 

size 	9 million Baht. 



Table 37 : Krung Thai (SIFO Scheme) Financing of Small Industries 

Dec. 1983 

- Outstanding Loans 44 million Baht 

- Number of borrow;,rs 139
 

- Average Loan "ze 316,546 Baht 

- New Loan ade in 183 3.8 million Baht 

]6 Borrowers) 

- Total Lendable Resources 182.0 million Baht 

- Surplus Lendaple fund 138.0 million Baht 

- Surplus Fund as Percent 76 %
 

of total resources
 

Source : Personal Interview with senior Vice President (Credit) 

Kraung Thai BanK
 



Table 38, 
 Small Industry Loan from Krung Thai Bank and SIFO (Head Office and Branch) As of May 15, 
1980
 

Percentage of OJtstanding Loans
 

No.of Outstanding Total 
 % of 
 % of
 
Borrowers 
 Loans in Arrears Outstanding 
 Total Borrowers Total Outstanding
 

Loans 
 Amount
I. Loans in Arrears- more than 2 periods 101 
 17,147,876.82 44.765,111.69 
 31.56 % 13.68 Z
 

(Loan contract unexpired)
 

2. Loans 
 in Arrears in court proceedings 73 
 22,612,159.36- 22,612,159.35 
 22.81 % 
 18.05 %
 
3. Loans in Arrear- (contract copi.red) 
 21 4,725,284.14 4,181,923.54 
 6.57 % 3.7SS 
4. L1.ans in Arrears less th a 2 periods 
 36 i203,740.41 14,075,787.- 11.25 % 
 0.96 %
 

(contract unexpired)
 

Loeans which 
 due payment are v.iolated 
 2311 45,699,060.73 85,634,986.59. 
 72.19 % 
 36.47 %
 
5. Loans which 
 due payment are not violated 89 
 - 39,687,650.- 27.81% 
 -


320 45,699,060.73 125,322,636.59 100.00 % 
 36.47 Z
 

Source : Krung Thai Bank
 

http:125,322,636.59
http:45,699,060.73
http:85,634,986.59
http:45,699,060.73
http:i203,740.41
http:4,181,923.54
http:4,725,284.14
http:22,612,159.35
http:22,612,159.36
http:44.765,111.69
http:17,147,876.82

