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EX SUMMAY,
 

Thailand has experienced remarkable economic development and social progress sincethe founding of the U.S. Agency for International Development (USAID) programin Thailand four decades ago. Real GDP growth, for example, has averaged nearly6% for the last five years with the manufacturing sector contributing an ncreasingly
imPortant share. Begmnmng in 1985, AID Ahied its program target away from atraditional focus on poverty and rural development to one which focused on theproblems of Thailand as an emerging middle incoire country and, more recently. onfacilitating Thailand's greater irnegtion in the wcid eccnomy. 

A. ObJective Mnd Sco 
USAID is currently conducting a review of its program in Thailand to determine therole it can best play in Thai development over the next few years. In support of thisreview, the Price Waterhouse Financial Sector Assessment team was given themission of conducting a reconnaissance of the Thai finacial system to identify areaswith the most potential for an AID role. Criteria used by the tun included: 

Areas promising an increase in Thailand's integration with international 
financial markets 

Areas with prospects for improved US - Thai economic relationships,
including opportunities for greater, profitable participation by the U.S. 
private P-ector 

Areas in which the Thai governmental authorities and ,rivhte sector
would find USAID assistance welcome and which have not become the
focus of other donor agency programs. 

While the PW team believes we have developed the outline for a USAID programthat will contribute to the growth of Thailand, conclusions ard recommendations foraction shot!d be put in a proper context. Our visit to Thiiland from February 12 toMarch 1 included 11 Thai business days and was a brief helicopter ride orreconnaissance mission of a very large and complex sector. We have developed apreliminary outline which will have to be tested with some sound market researchbefore an actual portfolio of projects can ort should be launched. A high-levelFinancial Sector Conference, as proposed by AID, should follow to determint whichof these recommendations should b'e pursued. Presented below is a brief overviewof the Thai financial sector followed by the teams's recommendations and bricf
statements of the reasons for their selection. 
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B. Overview of the Thai Financial Sector 

1. Commercial Banks and Baik-Like Institutions 

Commercial banking dominates the Thai financial sector, accounting for over 70%
of de assets of all financial institutions and over 70% of all househl d savings
mobilized by financial institutions. Thailand has at present 15 domestic
commercial banks, 14 foreign bank.s and 94 finance companies, plus a number of
government-sponsored institutions with banking functions, the most important of
which is the Government Savings Bank. (See Appendix B for a complete listing.) 

The banking system is not highly competitive. The largest bank, Bangkok Bank,
has nearly 30% of the total assets of the system. The four largest banks together
have more than 60%. No new Thai commercial bank has been licensed since
1957. The 14 foreign banks are limited to one branch each (except two of the
oldest, which each have two) and this, together with other constraints, has
confined them to a small corner of the banking market - they have only about 5%of total bank assets. A recent proposal by the Minister of Finince to add 5 more
foreign banks met heavy resistance and has been deferred. 

The finance companies are a recent addition to the Thai system, the first one
having begun operations in 1969. Of the 94, 22 are licenced only as finance
companies while 72 also have licences for the securities business. (Another 11 
are securities companies only.) While there is less concentration than in the
banking sector, the degree of competitiveness may be limited by the fact that the 
two sectors - banks and finance companies -are to a large degree interwoven.
Many of the finance companies are subsidiaries of Thai banks and nearly all of
the foreign banks have interests in a firance company. With respect to their role
in the economy, pure finance companies are engaged primarily in commercial
lending, leasing and other short-term financing businesses, while finance and
securities companies may also udertake such activities as securities broking,
dealing, underwriting, invesiment advisory services and investment managemet. 

Of the several other banking or financial institutions in Thailand, the one most
worth noting at this point is the Government Savings Bank (GSB). With
hundreds of branches throughout the country, it collects mainly small deposits and
invests mainly in government securities. Its assets account for approximately 8%
of the assets of Thai financial institutions. In terms of size, it is followed by the
Bank for Agriculture and Agricultural Cooperatives, savings cooperatives and life
insurance companies, which account for approximately 2% each of Thai financial 
institution assets. 

2. -ntalBank Control and Suervision 

The Bank of Thailand performs the role of a central benk setting policy on such 
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issues as credit allocation, reserve and liquidity requirements; effecting monetary
policy through such means as the repurchase market; and serving as the lender of
last resort The Thai Bankers Association, with Bank of Thailand and Miniistry of
Finance approval, sets most deposit interest rates. Lack of competition accounts 
for the relatively wide spreads between deposit rates and loan rates of interest,
which appear to be roughly a third larger than corresponding spreads in the
industrial countries. It no doubt also accounts for a high level of profitability.
The average return on net worth for Thai banks was over 8%in 1987 -ayear in
which three of the smaller banks were at a zero or negative earnings level - and is
reorted to have been around 15% in 1988 and 1989. But return on a a 
measure of efficiency, has been low, only 0.4% in 1987. 

There is no system of deposit insurance, but following a series of bank failures in
the mid-1980s, the Fimancial Institutions Development Fund was created to deal 
with troubled institutions, or "life boat companies," as they are known. The Bank
of Thailand has a system of off-site and on-site supervision of banks and finance 
companies that goes beyond ensuring a bank's compliance with basic laws and
regulations to conducting management audits and promoting improved ciedit 
analysis. 

3. Long-Term Risk Capital Mrkets 

Not only is the Thai financial sector dominated by commercial banks and the Thai 
economy financed primarily by bank loans, but the financial structure is built on 
short-term maturities. Apart from government bonds, in which there is no active 
secondary market, there are virtually no long-term debt instruments. The only
other organized source of capital is the equities market, with the ratio of market 
capitalization to total bank deposits for Thailand in 1987 only 19.1%, compared to 
174.9% in England, 113.2% in Singapore, 100.6% in Japan, 74.7% in th. U.S. and
126.9% in Canada. Major players in the securities industry include the finance 
companies, the securities companies and those firms licensed as fi-mnce nd
securities companies. A Thai version of the U.S. Securities and Exchange
Commission is currently being set up within the Fisal Policy Office of the 
Ministry of Finance. A description of the securities market appears in the next 
section under Conclusions and Recommendations. 

C. Conclusions and Recommendations 

This summary now turns to those areas of opportunity for AID both to assist in 
the development of Thai financial markets and to foster increased linkages
between U.S. rnd Thai businesses. 

1) EXPANSION OF THE EOUITY MARKET 

While growing rapidly, Thailand's equity market is still in its early stages of 
development. At the end of 1989, there were only 255,000 investors - less than 
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one percent of the populktion - who owned listed securities. The number of 
listed companies has increased from 93 in 1986 to 177 in 1989, but is still small. 
Trading hours are from 9:30 to 11:30 AM, Monday through Friday, and total 
shares traded in 1939 amounted to between three and four weeks of normal 
trading on the New York Stock Exchange (NYSE). 

To increase the number of listed companies, AID could devise programs, first4 to 
better unders~and the relative attractiveness to companies of debt versus equity
financing and the reasons therefore and, second, to stimulate an increase in the 
supply of securities by removing any non-market oriented disincentives. An 
objective of these programs, which are likely to require long-term technical 
assistance, would be to bring into better balance the after-tax, risk-adjusted returns 
for debt and equity. In addition, AID could provide assistance in the development 
of a mutual fund industry and a competitive brokerage industry. More 
competition in these areaS would increase the level of marketing of equities and 
help to broaden the base of participation by Thai investors (see Recommendation 
No. 3 - ivestment Company Act). The privatization of state-ovned enterprises
such as the Electricity Generating Authority of Thailand (EGAT) and the 
Telephone OrganLation of Thailand (TOT) (see Recommendation No. 7 -
Privatization) could result in an enormous increase in new share listings. 

2) IMPROVING THE QUALITY OF FINANCIAL 
INFORMATION 

Reliable financial statements are lacking for all but a smad group of Thai 
comprndes. During the interviews, the PW team was told that no more than 30 
lised companies produced financial statements containing a level of reliability
required by U.S. standards. This quality of information issue has two important
inplivations for the Thai financial markets. In order to become an important
regional financial center, the drmestic participants in the Thai equity market must 
be able to provide global investors with reliable financial data on the companies
listed on the Securities Exchange of Thailand (SET). Furthermore, before either a 
primary or secondary commercial paper market or long-term debt market can be 
developed, credit analysts will have to have confidence in the reliability and 
quality of the financial information provided by listed companies. 

Recommendetion to AI: 

AID could assist in increasing the demand for and supply of higher quality
financial information. A possible AID role would be to provide technical 
assistance for the establishment of a Thai Chartered Financial Analysts (CFA) 
program. The officers of the SET and a number of leaders of the securities 
industry have already initiated discussions with the Securities Analyst Society in 
the United States about developing a program for training, testing and chartering 
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finacial analysts. AJD might also create a project to examine the desirability ofsetting up a Thai "version of the U.S. Financial Accounting Standards Board(FASB) and the American Institute of Certified Public Accountants (AICPA) to
develop better finane.ia reporting standards. A credit rating agency, badly needed
and the subject of a stady by the Asian Development Bank (ADB), may offer
additional opportunity for useful AID assistance at some stage. 

3) RGUATORY AEM 
The Thai financial system operates under legislation that dates from the 1920'sand 30's and has been little changed sinze. Geared toward the small, family-run
businesses of thit time, it does not recognize the ways in which modemcompanies operate. There am no provisions for trusts which inhibits the
development of corporate bonds and asset-backed securities. Without abankruptcy law ,Ouch as Chapter 11 in the U.S., creditors are not able to step inand keep a troubled company going. Furthermore, businesses can not pledgemovable property suCh as aircraft or automobiles as collateral. The imposition ofpersonal criminal penalties for corporate directors and officers failing to meetreporting deadlines further detracts from Thailand's desirability as a country in
which to do business.
 

Recommendtdon to AID;-


Many aspects, of the Thai legal -and regulatory system are under review. Forexample, the Asian Development Bank is assisting with a study of securitiesregulation by the Ministry of Finance. We have had some indication that AIDassistance would be welcome on perticular issues such as a trustee law or arevised bank rptcy code, where U.S. experience is relevant. The creation of aThai version of the U.S. Investment Company Act of 1940, for eganple, would 
encourage the registration of new, competing investment management andbrokerage companies while protecting shareholders against such abuses assecurities fraud and insider trading. While the PW team identified 3 or 4 majorareas in need of reform, further study would undoubtedly uncover other areas. 

4) MOBILIZING NATIONAL SAVINGS 

The remarkable performance of the Thai economy over the last three years (19871989) has been accomplished without pushing the savings gap, as measured by thecurrent account deficit in the balance of payments, to an intolerable level. The gap was about 1% of GNP ha 1987, 3% of GNP in 1988 and crept up to anestimated 3.2% in 1989 -just over $2 billion. But there is no assurance th&t itwill not rise within the next decade, and several reasons to believe that it may rise 
to a much higher level. In the first place, it is unquestionable that investments intransport and communicadons, power and urban facilities have not kept pace with
the rapid growth of the economy. Bottlenecks are becoming obvious in port
congestion, shortages of telephone lines, and traffic jarm in Bangkok, to name a 
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few. By common assent, Thailand now has severe problems in such areas as air 
and water pollution, and social needs, including, for example, an expanded health 
care program, are looming. How can expenditures of this magitude be funded? 
If the national savings rate does not rise, or actually falls, a it might, if the 
government's fiscal surplus declines, the burden would fall entirely on the balance 
of payments. Projections for the balance of payments over the next few years
vary from a continuing favorable trend (Thai Development Research Institute) to a 
deteriorating trend (Bank of Thailand) to somewhere in-between (International 
Monetary Fund). While it would be misleading to suggest that a savings gap 
"crisis" is in the making, the sooner the savings rate is raised, the better. A 
national savings program would bring about a large increase in savings, in 
addition to its important social value within the context of a rapidly modernizing 
economy. 

The establishment 3f a national savings program is an undertaking that touches on 
several major policy areas, including macroeconomic, fiscal and financial sector 
policies. The current ceilings on interest rates - an important element of 
macroeconomic policy - prevent the financial system from operating efficiently to 
capture savings. Moreover, interest rate repression channels credit away from 
borrowers in start-up companies and others who are smaller and less established. 
AID's role could be in addressing some of these issues at a policy level or in 
assisting in the development of a variety of programs to increase the savings rate 
and expand and diversify the Thai financial sector, such as a national savings 
plan, expansion of the insurance industry, or the promotion of private pension 
funds. 

Recommendation to AID: 

AID should first decide whether it prefers to address these issues at the policy 
level or get involved in the development of specific institution building programs. 
Taking the example of a national savings plan, AID could make a major 
contribution by developing comparisons of national provident funds that exist in 
Malaysia and Singapore, and examining involuntary savings arrangements in other 
countries. Any type of national savings program that is created will mean that 
very large funds will need to be placed prudently in an array of investments. 
Potential for U.S. private sector participation exists, if the Thai savings program 
assets were to be invested by private money management firms. 

5) IMPROVNG THE COMMERCIAL BANKING SYSTEM 

Lack of competition in the banknl-.ng sector hinders the efficient allocation of credit 
and stifles the development of new financial products and instruments. No new 
Thai commercial bank has been licensed since 1957, and a decision to grant 
licenses to five foreign banks, as mentioned earlier, has been put on hold. 
Corresponding to a period of steady economic growth, commercial bank portfolios 
have multiplied in value, increasing the demand for skilled bank personnel. The 
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shortage of traired bank officers, already acute, could lead to an erosion of credit 

quality and weaken the banking system. 

Recommendation to AI: 

Since the banking sector is, and will continue for some time to be, the dominant 
part of the Thai financial system, handling up to 70% of household savings, it
would be desirable, we believe, to maintain contact with it. AID should first
decide whether it prefers to address banking issues at the policy level, such as
promoting increased competition and the deregulation of interest rates, or to get
involved in the development of specific programs such as bank training. A bank 
training program might be achieved at low cost by a continuing support of the
training institute being set up by the Thai Bankers Association. The exposure of 
young Thai bankers to U.S. methods and equipment might be used as a vehicle
for bringing U.S. information technology into the banking system on a very
extensive basis. 

6) 	 DEVELOPING THAILAND INTO A REGIONAL 
IRNANCIAL CENTER 

In order to become a regional financial center, i.e., one that is large enough and
sophisticated enough to provide financial services to foreign firms and 
governments and which is efficiently linked to world financial centers, certain 
government policy changes will be needed. Among the requirements to become a
regional financial center are a free market system with market-determined interest 
rates; free movement of capital flows, firms, people and information; an adequate 
array of institutions, such as bond, equity, money and futures markets (and a
corresponding array of instruments); and a legal and regulatory structure that is
clear, equitably enforced and reasonably compatable with other systems
internationally. (See Section M.F for a complete listing.) While it is clear that
the Royal Thai Government (RTG) is eager to become a regional financial center, 
as expressed in the seventh Five Year Plan, it is less clear that the -various public
and private sector constituencies that make up the financial sector unanimously 
agree 	on a specific agenda for a program that will enable Thiailnd to become a 
regional financial center. 

Recommendation to AID: 

A constructive role for AID would be to assist in reaching a consensus among the
SET, .member firms, listed companies, the Ministry of Finance, the Bank of
Thailand, commercial banks and investor constituencies on the organizational and
policy issues relating to the evolution of Thailand into a major regional financial 
center. With respect to the securities market, members of the SET specifically
requested that USAID develop a consulting program that would examine the
organizational structure and activities of the world's major exchanges and provide
an interchange of ideas between the public and private constituencies of the SET. 
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If undertaken, this project could lead to a much closer linkage of the SET with 
the New York and other stock exchanges in the United States. Eventually, stocks 
might be crosslisted in both markets, to the mutual advantage of both the NYSE 
and the SET member firms. An American Depositary Receipt program might be 
established for Thai companies seeking a presence in U.S. markets. 

7) PRIV .I 

The Thai government is presently working on plans to privatize some if not all of 
its 63 state-owned companies. The issue is politically sensitive, involving
resistance from the unions. As long as the privatization program stays on track, 
over the long term it will enable the RTG to meet several important objectives,
namely increasing the supply and quality of vital services, improving economic 
efficiency, increasing share listings and reducing the strain on tt.e fiscal budget. 

Recommendation to AID: 

While separate teams will be making their recommendations to AID regarding
privadzation, the contribution of such a program to the overall goal of financial 
markets development is plainly clear: very large companies would be listed on 
the SET. USAID could play a catalyst role that could involve finding a plan that 
will satisfy all major interested groups and move the program forward. This 
program could offer a range of opportunities for U.S. business and financial firms. 

D. Nx 1e 

As a continuation of this project, the PW team suggests that AID and Price 
Waterhouse work together to narrow the list of' recommendations to a group of 
three or four offering the greatest potential for an AID role in developing the Thai 
financial sector. The selection process might also attempt to link together
recommendations providing obvious synergies, such as Expansion of the Equity
Market, Improving the Quality of Financial Information, end Legal and Regulatory
Reform. Once the list of recommendations is narrowed, an in-depth study of each 
issue area will need to be prepared in order to put each recommendation in its 
proper context, including current initiatives at reform, fundamental success 
characteristics for an AID technical assistance program and outputs to be achieved 
within a four to five year period. With the results of these studies and some 
active consensus building in advance, USAID should sponsor a high-level
weekend conference of a combined group of Thai-U.S. public-private sector 
leaders in Thailand in October 1989 to examine the proposals. The conference,
funded by USAID, might be co-hosted with the Bank of Thailand, the Ministry of 
Finance and the Securities Exchange of Thailand. It would have two very
important purposes. The conference would send an important signal to the right
people in both countries that USAID is action-oriented in its response to market 
developments. Secondly, bringing together key decision makers from both 
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countries, the conference would telescope the time required to test the viability
and value of the recommendations in this repon. 

In summary, the team believes there is an important role that the USAID Mission 
can play in developing Thai financial markets. The team recommends that 
planning for a high-level financial markets conference begin immediately, targeting 
a conference to take place in October. A final report, outlining a more concrete 
action program for AID to follow, would be drafted after the confeience to 
express the views developed there. 
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I. INTRODUCTION 

Thailand has experienced remarkable economic development and social progress 
since the founding of the U.S. Agency for International Development (USAID) 
program in Thailand four decades ago. Real GDP growth, for example, has 
averaged nearly 6% for the last five years, with the manufacturing sector 
contributing approximately 27.5% to GDP compared to a decrease in the share of 
agriculture to 18.2%. The forces of rapid international economic integration, strong 
domestic economic growth and stable social progress have led USAID to 
distinguish Thailand as an Advanced Developing Country (ADC). 

Beginning in 1985, AID shifted its program target away from a traditional 
emphasis on poverty and rural development to one which focused on the problems 
of Thailand as an emerging middle income country. With accelerated growth 
based upon increasing participation in world markets, AID is now moving toward 
a focus on facilitating Thailand's greater hitegration in the world economy. 

A. Obectiv an_ Sc= 

The Price Waterhouse Finaacial Sector team was given the mission of conducting 
a reconnaissance of the Thai financial markets in order to identify those areas with 
the most potential for U.S. public and private sector participation in the 
development of the Thai financial sector which might be supported by USAID 
over the next several years. The team's reconnaissance of the financial sector was 
to be conducted with the objective of creating longer term U.S.-Thai linkages in 
financial markets (inciuding increased integration of the Kingdom into the world 
economy) and fostering continued economic growth. 

In carrying out this assignment, the team was expected to: 

- review available material on Thai financial markets prior to coming 
to Thailand and meet with persons in the U.S. knowledgeable about 
Thai financial markets including the World Bank and IFC Officials; 

- meet with AID/W officials knowledgeable about the Thailand 
progranr, and financial markets prior to arriving in Thailand; 

- meet in Thailand with U.S. and Thai nationals in key policy and 
management positions in financial institutions and others 
knowledgeable about Thai financial markets. 

- identify priority areas with the most potential for enhanced U.S. 
public and private sector participation in the development of Thai 
financial markets which might be supported by USAID over the next 
several years with the purpose of creating longer term U.S.-Thai 
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linkages in financial markets. Topic areas to be explored by rhe teamincluded the commercial banking sector, the capital markets(including securities markets and investment banking/brokerage
operations), and the economic, legal, information and human resource
constraints affecting both capital and financial markets. 

make recommendations for specific future action. 

While the PW team believes we have developed the outline for a USAID programthat will contribute to the growth of Thailand, conclusions and recommendationsfor action should be put in a proper context. Our visit to Thailand from February12 to March 1 included 11 Thai business days and was a brief reconnaissancemission of a very large sector. We have developed a preliminary outline whichwill have to be tested with some sound market research before an actual portfolioof projects can or should be launched. A high-level Financial Sector Conference,as proposed by AID, should follow to determine which of these recommendations 
should be pursued. 
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II. OVERVIEW OF THE THAI FINANCIAL SECTOR 

A. Commial Banking 

Thailand has at present 15 domestic commercial banks, 14 branches of foreign
banks and 94 finance companies, plus a number of government-sponsored
institutions with banking functions, the most important of which is theGovernment Savings Bank. (See Appendix B for a complete listing.)
Commercial banking dominates the Thai financial system. Nearly three quarters
of all household savings that enter official institutions go to the commercial banks.

Total assets of the banks at end-1988 equalled about 80% of 1988 GDP.

The banking system is mature, well established and highly concentrated. The

largest bank, Bangkok Bank, has nearly 30% of the total assets of the system.

The four largest banks together have more than 60%. No new Thai commercial

bank has been licensed since 1957. The 14 foreign banks are limited to one
branch each (except two of the oldest, which have two each) and this, togetherwith other restraints, has confined them to a small comer of the banking market -
they have only about 5% of total bank assets. A recent proposal by the Minister
of Finance to add 5 more foreign banks met heavy resistance and has been 
deferred. 

The Bank of Thailand (BOT) ,ipervises the commercial banks and sets
requirements for reserves and capitai. At the present time, a liquidity ratio of 7%
against leposits is required and, in order to qualify for creation of branches, 16%
of deposits must be held in government securities. The latter requirement hasbeen relaxed recently since the national budget surplus has reduced the available
supply of government securities; elimination of this requirement is highly
recommeided in or&er to encourage development of a long-term bond market.
Although the BOT is able to influence liquidity to some extent through therepurchase market, it does not conduct open market operations and, therefore,
interest rate ceilings and credit allocation are important tools of monetary policy. 

The Thai Bankers Association, with approval from the Bank of Thailand and
Ministry of Finance (MOF), sets most deposi* interest rates. Currently, time
deposits up to one year receive a rate of 9.5%. Last year the Ministry of Finance
decreed the rate on deposits of over one year to be unregulated. Most banks
raised that rate by about I%. Loan rates are subject to a ceiling set by the
Ministry of Finance, currently at 15%. The Bank of Thailand has recommended 
as an anti-inflation measure an increase of this ceiling to 17%, but the Minister of
Finance had not yet agreed to this at the time this report was written. 

The strait-jacketing of interest rates undoubtedly curbs the efficiency of the
banking system. It is one of the factors limiting competition, hindering a more
efficient and aggressive bank from increasing its share of the market. More
importantly, it drives higher-risk borrowers out of the banks and to other lenders. 
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Some can find loans from the finance and securities companies (see below under
Section B) which operate under a higher but still fixed rate structure. But the
finance company sector is relatively small and limited in scope. Would-be
borrowers are therefore often forced into the "unofficial" or curb market for credit,where rates are much higher. The result is to cramp entrepreneurial initiative and
to encourage concentration in all sectors; only large, established firms have ready 
access to bank loans. 

Lack of competition accounts for relatively wide spreads between deposit raesand loan rates of interest, which appear to be roughly a third larger than
corresponding spreads in the industrial countries. It no doubt also accounts for ahigh level of profitability. The average retun on net worth for Thai banks was 
over 8% in 1987 - a year in which three of the smaller banks were at a zero or
negative earnings level - and is reported to have been around 15% in 1988 and1989. But return on a=, a measure of efficiency, has been low, only 0.4% In1987. Lack of competition may also account for some shortcomings in the
modernization of equipment; however, this is unclear from our preliminary review.The larger banks have invested heavily in computer systems; modem technology
is now being spread to the more than 2,000 branches all over the country. Use of
automatic t,.ler machines is widespread. Where mechanization is less-developed,
as in smaller banks, it may not be justified, given the level of wage rates in the
industry. 

Commercial bank operaions are defined by the Commercial 3anking Act, as
amended at various times and as interpreted by the Bank of Thailand. The lawsets out what banks m do, leaving all else implicitly illegal. However, in recent years, the banks have gradually pushed into wider functions, with Bank of
Thailand acquiescence. A new set of amend-nents, liberalizing tl~e act, has been
drafted by the BOT and is wending its way through the MOF to the Cabinet and
the Parliament - a procedure that can take years. 

However, in many respects, the Thai commercial banks are quite conservative.
Lending policies usually require heavy collateral -often mortgages on real estate to 
a value of 200% of the loan. Personal relatiunships and reputation are critical
elements. Few of the banks are prepared to analyze credit risk in the sense usualto modern banking. They lack the trained staff to do so, but a more important
reason is the general unreliability of accounting information provided by
prospective borrowers. 

The banks suffered a setback in 1985-87 during a period of relatively low growth
in the Thai economy whcn business failures, primarily in real estate, put three
banks in trouble. Rescue operations by the authorities, using the governmentowned Krung Thai Bank, second largest after Bangkok Bank, for the purpose,
restored two of the three to viable condition. The third (Sayam Bank) wasmerged with Krung Thai in 1987. The episode has led to questions about the
need for a deposit imnurance system, and stueAes are underway. 
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The dominant role played by the banks in the Thai financial system and the fact
that the equity market has until very recently been small has one particularly
striking result: most businesses in Thailand are heavily debt-financed. Their 
debt-equity ratios are commonly 10 to 1 and sometimes 20 to 1, compared with 
accepted highs of 2 or 3 to 1 in the industril countries. Moreover, most of this
debt is carried either in short-term loans or in the form of roll-over credit lines. 
The whole financial structure of the private sector is thus built on foundations that 
could crumble in a recession. The setback of 1985-87 occurred during the mildest 
of slowdowns in the economy: GNP growth never dropped below 3.5%. The 
system has not been severely tested in the last decade. 

B. Finance Companies and OtherBank-Like Institutions 

The finance companies are a recent addition to the Thai system, the first one 
having begun operations in 1969. They proved popular in the 1970's when the 
total number rose to over 100. After a shakeout in the mid-1980's, 94 remain in 
operation. Of these, 22 are licenced only as finance companies while 72 also 
have licences for the securities business. (Another 11 not considered here are 
securities companies only.) Most have only one office and all but a few are 
headquartered in Bangkok. 

The total assets of the finance companies at end-1988 were only $8 billion 
compared to $45 billion for the commnercial banks, so they are a relatively small 
element of the system. However, several of the largest finance companies are
larger than the smallest banks. In principle, finance companies differ from banks 
in that they are not permitted to accept deposits, relying instead on borrowings
from the public - and from banks - usually in the form of promissary notes. 
Unlike banks, they may not engage in foreign exchange transactions. They also 
differ by using a higher schedule of interest rates than the banks. At present,
while banks offer rates of 9.5% on deposits under one year and are subject to a 
ceiling of 15% on loans, finance companies offer up to 13.5% on their prornissary
notes (which in reality differ little from large time deposits) and may charge up to 
18.5% for loans. By their nature, the finance companies are thus dealing at a 
slightly higher risk level, and lending to some clients who would not be able to 
obtain bank ctedit. 

The finance and securities company sector is less concentrated than the banking
sector. At the end of 1987, the four largest companies had only 24% of total 
assets. However, the degree of competitiveness may be limited by the fact that 
the two sectors -banks and finance companies - are to a large degree interwoven.
Many of the finance companies are subsidiaries of Thai banks and nearly all the 
foreign banks have interests in a finan-:e company. 

A seemingly significant weakness of the finance company structure is the 
licencing of companies to operate both as finance companies and in the securities 
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business. T .two businesses (each requiring four licences for full operation),permit a fully-licenced firm not only to borrow from the public but to act asbrokers and dealers in stocks and bonds, as underwriters and as investmentadvisors, all functions forbidden to banks. The BOT and MOF have both beenexamining the issue with the BOT apparently favoring a separation of finance andsecurity businesses. The issue may not be easy to resolve, however. Accordingto banking sources, real profitability in this sector depends on having licences for
both businesses. 

Of the several other banking or bank-like institutions in Thailand, the only oneworth noting at this point is the Government Savings Bank (GSB). Its assets ofapproximately $5 billion at end-1988 would give it fourth piace compared withcommercial banks - after Bangkok Eank, Krung T1ai Bank and Thai FarmersBank. With hundreds of branches throughout the cointry, it collects mainly smalldeposits and invests mainly in government securities. However, it does makesome loans, mostly on a small scale to its depositors, and recently has requestedauthority 4o expand its lending operations, because of the shortage of governmentsecurities available. In terms of size, the Government Savings Bank, whichcontrols 8% of the assets of Thai financial institutions, is followed by the Bankfor Agricultme and Agricultural Cooperatives, savings cooperatives and lifeinsurance companies, which account for approximately 2% each of Thai financial 
institution assets. 

C. Securities Industry 

Major players in the securities industry include the finance companies, thesecurities companies and those finns licensed as finance nd spcurities companies.There are 35 finance and securities firms that are members of the SecuritiesExchange of Thailand (SET). The members trade on the floor of the Exchange inan open auction market that has three boards: the Main Board, the Special Board-or odd lots and big lots, and the Alien Board for securities held by foreigners.To execute a trade a member must take the first quote on the board that matcheshis bid or offer. Trading hours are from 9:30 to 1:1:30 AM, Monday tbroughFriday, and total shares traded in 1989 amounted to between three and four weeksof norndl trading on the New York Stock Exchange (NYSE). 

To some observers the SET is perceived as a speculative gambling environment.Unfortunately, most free financial markets are open to the actions of unprincipledoperators who undermine the integrity of the marketplace. The Japanese had theirRecruit scandal and the Americans had the Boesky insider trading scandal. InJanuary, the SET was rocked by the reported market manipulations of Chao ThaiSecurities, which accounted for 30% of SET volume in late December and earlyJanuary. In what had the appearance of a bear raid, Chao Thai's heavy selling fornominee accounts coincided with market rumors of the resignation of the Prime
Minister. 
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The important point is the leadership of the SET moved -ecisively and suspended
Chao Thai. An investigative committee, chaired by the Director General of the
FiscWl Policy Office and consisting of officials of the Ministry of Finance, the
Bank of Thailand and he SET, was then set up. The leaders of both thegovermnent and the private sector recognize that the Exchange marketplace must
have a reputation for integrity if Thailand is to b&come a major regional financial 
center - a major goal of the seventh Five Year Plan (see Appendix F - UhQ
N ,Feb. 27, 1990 article). The government has therefore established a Capital
Markets Division in the Ministry of Finance. It currently has seven employees
and the plan is for this division to evolve into a Securities and Exchange
Commission type of regulatory entity to ensure open and fair markets. The SET
has its own surveillance operation that will be enhanced by its program to 
automate the trading floor and will cooperate with the MOF's Capital Markets 
Division. 

Like most financial institutions in Thailand, the SET's processing system is very
people and paper intensive. But this situation is chsanging very rapidly. The SET
has a turnkey contract with the Midwest Stock Exchange to automate its trading
floor, and this is a good first step toward developing a broader and more efficient
market. The system is scheduled to go online in the first quarter of 1991. Most
member firms are planning their own systems to interface with the newly
automated floor. Obviously, with a growing equities market, 1991 will be a first 
step in the evolution of the SET to a regional securities market. 

While the evolution of the regulatory environment is proceeding satisfactorily,
there are currently several legal and regulatory barriers to the type of liquid
market that would enable the SET to become a major regional participant in the
global marketplace. These barriers will be addressed in Section 1II.C on Le.gal
Jmdretlator. Refonn. The impact of these barriers results in distortions in themarketplac",. 

There is only one mutual fund company sponsoring ten primarily closed-ended
funds, all of which were launched since 1985. These fDnds, taken together, have
approximately $800 million of invested capital. The capital may be invested in
local stocks without breaching the foreign ownership limit, while the income of
these funds is exempted from taxation, and the income received by foreigners
from the fund is taxable at half the rate generally applied to foreigners. Foreign
investment as a percent of market turnover more than tripled from 1985 to the end
of 1989. The shares of many companies available, apart from the mutual funds,
have reached the limit of foreign ownership. As a result, those shares owned by
foreigners that do trade on the Alien Board trade at premiums to the regular
board, some as high as forty percent or more. This two-tiered market obviously
will limit the attractiveness of the SET to foreign investors; and, if it is not dealt
with by a combination of policy changes to increase the available supply of
securities and improve foreign access to the market, this situation will prevent the 
SET from becoming an important regional marketplace. 
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I. ASSESSMENT OF AREAS FOR POSSIBLE USAID ACTIVITY IN 
PROMOTING THE. DEVELOPMENT OF THE THAI FINANCIAL 
SECTOR 

The current rapid growth of the Thai economy is based almost exclusively on
lending by the commercial banks, as discussed in the preceding section. Highly
diversified, the Thai economy is less susceptible than most to a shock in one 
sector. However, because so many sectors of the Thai economy are highly
leveraged, the softening of one sector of the Thai economy - such as real estate 
could result in bankruptcies in other sectors and become a far reaching constraint 
on the continued growth of the Kingdom. It is therefore essential to broaden and 
diversify the financial sector in order to develop a more stable Thai economy. 

In examining the capital, infrastructure, legal and regulatory constraints to 
broadening the financial sector in Thailand and developing a pragmatic approach 
to eliminating them, the Price Waterhouse team conducted an inquiry consisting of 
the following questions: 

1. What are the problems that need to be addressed? 

2. Which 
(RTG) 

problems are the leaders of 
and the private sector most 

the Royal Thai Government 
interested in having USAID 

address? 

3. What would be the profit opportunities for the U.S. private sector and 
what competitive advantage would U.S. businesses bring to the table? 

4. Could definable objectives be reached in five years that would enable 
USAID to measure the success of the program? 

Presented below are the teams's recommendations with brief statements of the 
reasons for their selection. 

A. EXPANSION OF THE EQITY MARKET 

Because of the rapid economic growth in Thailand, averaging over 10% during the 
past three years and heading for another strong performance in 1990, the equities
market of the Securities Exchange of Thailand has expanded very dramatically in 
the past four years. The SET Index rose from 207.20 in 1986 to 879.19 at the 
end of 1989; trading volume increased from 153.7 million shares in 1986 to 
3,253.6 million in 1989; and the dollar value of the trading expanded from $1.1 
billion to $14.8 billion during the same period.
Despite this dramatic growth, the Thai stock market is still in its early stages of 
development. At the end of 1989, there were only 255,000 investors - less than 
one percent of the population - who owned listed securities, and the ratio of SET 
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market capitalization to GDP was estimated at 32.4. This compares to a market 
calialization/GDP ratio of 133 for Japan, 270 for Singapore, and 100 for
Malaysia. Although the number of listed companies has increased from 93 to
177 since 1986, the SET is still a relatively underdeveloped market. 

Remmendation to AID 

To increase the number of listed companies, AID could devise programs, first, to 
better understand the relative attractiveness to companies of debt versus equity
financing and the reasons therefore and, second, to stimulate an increase in the
supply of securities by removing any non-market oriented disincentives. An 
objective of these programs, which are likely to require long-term technical 
assistance, would be to equalize the after-tax, risk-adjusted returns for debt and

equity. Areas to be reviewed include the corporate income tax for listed versus
unlisted companies, tax treatment of dividends and interest payments, the price
and availability of credit given the current government-imposed interest rate
ceilings, and transaction costs (underwriting fees, listing fees, commitment fees,
loan administration costs, etc.)
Measures to enlarge the participation in the market of institutional investors, such 
as i-isurance companies, mutual funds and pension funds, should also be
considered. Demand for equities by insurance companies is effectively limited by
restrictions on ownership. Currently, there is one mutual fund company which has
had only limited success in attracting Thai investors, many of whom lack 
understanding of equity markets and tend to be short-term investors. AID could 
provide assistance in the development of a mutual fund industry. More 
competition in this area would increase the level of marketing of equities and help
to broaden the base of participation by Thai investors (see Recommendation No. 3 
- Investment Company Act). The privatization of state-owned enterprises such as
the Electricity Generating Authority of Thailand (EGAT) and the Telephone
Organization of Thailand (TOT) (see Recommendation No. 7 - Privatiation) could 
result in an enormous increase in new share listings. 

B. IMPROVING THE QUALITY OF FINANCIAL INFRMATION 

The uneven quality of financial information is an important by-product of the
disinclination of Thai businesses to pay corporate taxes. The informal business 
culture of family-run business organizations that is responsible for this situation is
being overtaken by rapid growth to much larger-scale enterprises that require
professional management. As the younger generation of managers - many of 

1 Note that there is no direct correlation between a country's market capialization to GDP 
ratio and its stage of equity market development In mature economies, new share issues havebeen overtaken in recent years by the retirement of existing equity. In the U.S., net new equity
finance has been negative for several years as a result of mergers and acquisitions activity and
extensive stock repurchase programs. This ratio is presented as but one of several indicators of
equity maket development. 
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whom have MBAs from U.S. business schools -mature and assame leadership of
their companies, they wiLl iequire improved management information systems. 

Certainly, the quality of corporate financial information is improving as companies
the Thelist on SET. Exchange requires certified audited financial statements

annually and quarterly reports tht are reviewed by auditors. These reporting
requirements are modelled on the information required in the U.S. 10-K and 10-Q
reports. Nevertheless, the quality of the auditing firms is very uneven and
consequently there is rcom for manipulation of accounting systems that can result
in misleading financial information. During the interviews, the Price Waterhouse 
team was told that no more than 30 listed companies produced financial 
statements containing a level of reliability required by U.S. standards. 

This quality of information issue has two important implications for the Tlai
financial markets. In order to become an important regional financial center, the
domestic participants in the Thai equity market must be able to provide global
investors with reliable financial research on the companies listed on the SET.Furthermore, before either a primary or secondary commercial paper market or
long-term debt market can be developed, credit analysts will have to have
confidence in the reliability and quality of the financial information provided by
listed companies. 
Reconimendations to AID 

AID could assist in increasing the demand for and the supply of higher qualityfinancial information. A possible AID role would be coordinating and
accelerating the establishment of a Thai Chartered Financial Analysts (CFA)
program. The officers of the SET and a number of leaders of the securities 
industry are very concerned about this problem. Consequently, they have already
initiated discussions with the Securities Analyst Society in the United States about
developing a program for training, testing and chartering financial analysts. 

Additionally, the USAID Mission's program might include a project to examine
the desirability of setting up a Thai version of the U.S. Financial Accounting
Standards Board and American of(FASB) the Institute Chartered Public
Accountants (AICPA) to develop better financial reporting standards. In addition 
to Price Waterhouse, there are several good international accounting firms located
in Thailand that would have the ability to provide leadership and the necessary
linkages to U.S. accounting institutions. Many Thai securities firms have 
securities analysts who have earned MBAs from U.S. universities. Both should be 
asked to participate in this project. 

Another necessary element for a long-term corporate debt market is a credit rating
agency. The Asian Development Bank is currently in the initial stage of a credit
rating agency study. Obviously USAID should not duplicate their effort.
However, one private group, the Tara Consulting Group of Tara Siam Limited, 
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believes that before a corporate bond market can become viable the quality ofinformation issue will have be resolved.to This group suggested that USAIDmight sponsor a project with representation from the Thai private sector, the SET,the Ministry of Finance, the Bank of Thailand, and a U.S. commercial ratingorganization such as Moody's. The objective of this project would be to assessthe sweps necesury to make it possible for a credit rating agency to becommercially viable in Thailand. This proposal should be examined. 

C. LG ANDREGUL WA 

Just as the Thai infrastructure is straining to support the current pace of businessdevel.opment and economic growth, the Thai legal framework, while sufficient to govan most tiaditional business practices, does not adequately address the needsof many sophisticated investors and financial markets participants. Company lawis embodied in the Civil and Commercial Code which was originally drafted in1929 and has changed very little in subsequent years. Geared toward the small,family-run businesses of that time, it does not recognize the ways in which 
modern companies operate. 

As a civil law country, trusts are unknown in Thailand. The lack of trustee lawinhibits the development of financial instruments such as corporate debentures andasset-backc;d securities. Without a bankruptcy law such as Chapter 11 in the U.S.,creditors are not able to step in and keep a troubled company going. Theirchoices are currently limited to accepting the company's default on its ouligationsor forcing it to go bankrupt and having an official receiver step in. These issues are currently being examined by the Bankruptcy Law Reform Committee.
Furthermore, businesses can pledge buildings and land (immovable property) asloan collateral but can not pledge movable property such as inventory or mortgage
an aircraft or automobile. Security interests need to be allowed for additional 
types of property. 

Under the Civil and Commercial Code, harsh criminal sanctions are imposed oncorporate directors and managers for the submission of late or inadvertentlyincorrect administrative reports. The stiff penalties for non-compliance withreporting requirements seriously detracts from Thailand's desirability as a countryin which to do business. The lack of a treaty to eliminate double taxation of U.S.businesses and tight controls on licenses for foreign banks are further impediments
to increased U.S.-Thai commerce. When the RTG formerly announced that it wasprepared to open up the market to foreign banks for the first time in vears, ninebanks were invited for final negotiations including three Japanese, one Canadian,one Australian and four European banks but not one U.S. bank. U.S. bankersfound the rules and regulations controlling foreign banks' operations in Thailandtoo restrictive. Most, if not all, of these legal and regulatory barriers must beeliminated before Thailand can become a major regiontl financial market. 

11
 



Recommendaion to AID 

Many aspects of the Thai legal and regulatory system are under review. For
example, the Asian Development Bank is assisting with a study of securities
regulation by the Ministry of Finance. We have had some indication that AID
assistance would be welcome on particular issues such as a trustee law or a
revised bankruptcy code, where U.S. experience is relevanL The creation of a
Thai version of the U.S. Investment Company Act of 1940, for example, would 
encourage the registration of new, competing investment management and
brokerage companies while protecting shareholders against such abuses as
securities fraud and insider trading. While the PW team identified 3 or 4 major
areas in need of reform, further study would undoubtedly uncover other areas. 

As in most countries, legal and regulatory reform is a very long and slow process.
Last year, only five new laws were passed in Thailand. Getting new bills into the
review p.7pline, however, is necessary to prevent even further delays in Thailand 
achieving its goal of becoming a regional financial center. 

D. MOBILIZING NATIONAL SAVINGS 

The remarkable performance of the Thai economy.over the last three years (1987
1989), with GNP growth averaging over 10% per year, has been accomplished
without pushing the savings gap, as measured by the current account deficit in the 
balance of payments, to an intolerable level. The gap was about 1%of GNP in
1987,-3% of GNP in 1988 and crept up to an estimated 3.2% in 1989 - just over
$2 billion. But there is no assurance that it will not rise within the next decade,
and several reasons to fear that it may rise to a much higher level. 

The following figures below show that growth of the savings gap has been
contained only because savings by the public s:tor increased; private sector 
savings have not risen.2 

2 Data from Institute for Intewaonal Finance, Dec., 1989. 
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12a2 i98S 1M9 (est.) 
Gross domestic investment 26.3 28.5 29.0 

Gross national savings 25.2 25.1 25.8 

Public sector 
Private sector 

3.4 
21.8 

5.3 
19.8 

6.0 
19.8 

Current account balance - 0.8 - 3.0 - 3.2 

Statistical discrepancy 0.3 0.4 -0-

The public sector has contributed an increasing share of total savings because
boom conditions in the economy and a surge in exports and imports have brought 
a big increase in government revenue, while the fiscal conservatism of the
previous (Prem) government held expenditures in check. The cash surplus of the 
government in 1989 is reported by the Bank of Thailand to have risen to Bt 59.6 
billion, about $2.3 billion. 

There is a wide range of views on the prospects for the Thai economy over the 
next few years. At one extreme, the Thai Development Research Institute (TDRI)
sees a continuing favorable trend in exports and foreign investment, with a
graduilly narrowing current account deficit, as GNP growth continues to be 
strong, albeit slowing to single digits. At the other extreme, the Bank of Thailand 
sees a deterioration in both the government budget and current account balance.
An IMF projection is reported as lying somewhere in-between. 

The main difference in these projections lies in the forecast of gross domestic
investment. Everyone seems to agree, however, that Thailand is facing some
maj requirements for infrastructure projects. Investments in transport andcommunications, power and urban facilities have not kept pace with the rapid
growth of the economy. Choke points are becoming obvious in port congestion,
shortages of telephone lines, and traffic jams in Bangkok, to name a few. 
Underinvestment has also been true with respect to the environment. By common 
assent, Thailand now has severe problems in air and water pollution and in
deforestation, with flooding and loss of topsoil. Finally, social needs, including,
for example, an expanded health care program, are looming. Expenditures to
resolve these problems will raise the level of gross domestic investment by several
billion dollars a year - the amount depending on how rapidly programs are 
undertaken. 
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How could an increase of this magnitude be funded? If the national savings ratedoes not rise, or actually falls, as it might, if thp government's fiscal surplusdeclines, the burden would fall entirely on the balance of payments. Former BOTGovernor Kai.chom, to give one estimate, predicted that the balance of payments,- i.e., savings - gap, would rise to Bt 160 billion or $6.5 billion by 1991, anamount that would probably equal about 7 to 8% of GNP. A balance ofpayments current account gap of that magnitude would not be imme4istelydisastrous. Thailand's foreign exchange reserves, fcr one thing, are cuirelttlyaround $11 billion, providing a margin of safety. Also, Thailand's external debt ismoderate, with the debt service ratio (ratio of all debt service to exports of goodsand services) estimated at a modest 11% to 12% for 1989. Total external debt,estimated by the Institute for International Finance as $25 billion for end-1989(public and private) could increase substantially without endangering Thailand'spresently high credit standing among international lenders. Nonetheless, over anyextended period, the trend of increasing debt and declining would be areserves
blow to the confidence of business and a threat to the stability of the Baht. Someof the financial flows that Thailand has received in the last few years may not bedependable. For example, Thailand has been getting quite a bit of foreigninvestment from Hong Kong, based on the political fears there. There is also noassurance that the Thai stock market will continue to be as attractive to foreigninvestors in the future as it has been recently. Prudence calls fo- Thailand toinitiate measures to increase its private savings rate. The required increase inhousehold savings, from which most of the total must come, may be on the orderof a quarter to a third, implying a major shift in the savings habits of the Thaipopulation. To bring that about within a relatively short period of years may take 
a degree of compulsion, that is, forced savings.
Thailand has at present a voluntary system of private provident funds, organized
by firms for their employees. More than a0 rin but theyof these existence, 
are mostly small and so far have not accumulated a really significant amount offunds. The system does not extend to government employees. Meanwhile, aproposal for a social security program has been under discussion, apparently for agood many years, without conclusion. Objections have been raised that it wouldevolve into an unemployment insurance scheme which Thailand might not be ableto afford. A Thai cabinet meeting on February 23, 1990 is reported (BangkokPost, Feb. 24, 1990) to have considered measures to make the provident fundmandatory for private firms, and of expanding tax privileges for them. 

A natiowll program to increase household savings, in addition to its importantsocial value within the context of a rapidly modernizing economy, is anundertaking that touches on several major policy areas, including macroeconomic,fiscal and financial sector policies. The current ceilings on interest rates - animportant element of macroeconomic policy - prevent the financial system fromoperating efficiently to capture savings. Moreover, interest rate repressionchannels credit away from borrowers in start-up companies and others who aresmaller and less established. AID's role could be in addressing some of these 
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issues at a policy level or in assisting in the development of a vaiety of programs
such as a national savings plan, expansion of the insurance industry, or the 
promotion of private pension funds, that would expand and diversify the Thai 
financial sector. 

Recommendation to AID: 

AID should first decide whether it prefers to address these issues at the policy
level or to get involved in the development of specific programs, such as a 
national savings plan, promotion of additional private pension funds or expansion
of the insurance industry. Taking the example of a national savings plan, AID 
could make a major contribution by making comparisons of national provident
funds that exist in Malaysia and Singapore and examining involuntary savings
arrangements in other countries. Funds set up in some U.S. states could also be 
examined. This comparative study could serve as the basis for developing a 
national savings program tailored to Thailand that could become a reality in 
several years. 

Potential exists for U.S. private sector involvement in the management of these 
funds. Any type of expanded provident fund or national savings program will 
mean that very large funds will need to be placed prudently in an array of 
investments. U.S. investment managers have abundant experience in managing
large aggregates of savings. Furthermore, there is a precedent for U.S. money
management firms participating in investment decisions with the Thai. The 
current management structure of the Mutual Fund Company involves shared 
responsibility with foreign advisory firms, including Morgan Stanley. A Thai 
money manager and his foreign advisor make joint decisions, and the advisor 
shares in the management fee. One official of the Szcurities Exchange of 
Thailand suggested that a new group of jointly owned companies -based on a new 
law modelled on the U.S. Investment Company Act of 1940 - might be 
established to manage the funds. 

E. IMPROVING THE COMMERCIAL BANKING SY1STEM. 

As mentioned earlier, the commercial banking system is mature, well-established 
and highly concentrated. The entrenched character of the interests involved in
banking have tended to protect it from measures that would open up the sector to 
increased competition in the delivery of products and services. Corresponding to 
a period of steady economic growth, commercial bank portfolios have multiplied
in value, increasing the demand for skilled bank personnel. The shortage of 
trained bank officers, already acute, could jead to the erosion of credit quality and 
seriously weaken the banking system. 

Since the banking system is, and will continue for some time to be, the dominant 
part of the Thai financial system, it would be desirable, we believe, to maintain 
contact with it. Looking further down the road, it is certain that the objective of 
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mning 	 Bangkok into a regionaJ financial center implies major banking reforms,
including more competition. For instance, more foreign bank licences will have to
be issued. Therefore, if AID proposes to establish itself in the financial arena andif it hopes to influence trends involving U.S. interests, it should keep in close 
contact with the banking sector. 

Recommendations to AI 

Keeping a hand in may partly be accomplished through actions directed at
accounting and information systems, as recommended elsewhere in this report,
because the objectives in those areas are spread across ihe financial system,
including the banking sector. At the policy level, AID could promote important
reforms such as increased competition and the deregulation of interest rates. But we also recommend that AID consider small-scale assistance to the new bank
training institute being set up under the sponsorship of the Thai Bankers
Association (TBA). Besides giving AID a continuing relationship with TBA, this
could be designed to keep a certain number of young bank executives familiar
with imerican banking methods and equipment, as well as American attitudes
toward free markets and competition. It might also do something to benefit
competition in the banking sector, because training needs are greatest in smaller
banks. This program might be used as a vehicle for bringing U.S. computer
information technology into the banking system on a 	very extensive basis. U.S.
software companies, particularly, have a comparative advantage. This program
could help the U.S. to enhance that position. 

F) 	 DEVELOPING THAILAND INTO A REGIONAL FINANCIIl 

In order to become a regional financial center, a Lc'tumtry's financial sector must belarge 	 enough and sophisticated enough to provide financial services to foreign
firms 	and governments and be efficiently linked to world financial centers. A set
of eight basic requirements must be met, as follows: 

1. 	 Political stability over many years 

2. 	 A free market system with market pricing (including market
determined interest rates) 

3. 	 Free movement of people, money, information, and finns (including 
entry 	of foreign banks, buyers and sellers of stock) 

4. Government regulation that is sufficient but non-interventionist 

5. 	 A legal and regulatory structure that is clear, understandable,
equitably enforced, and reasonably compatable with others 
internationally 
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6. 	 Taxes that are reasonably low, 	 equitably enforced, and relatively
simple 

7. 	 An adequate array of institutions: bond, equity, money and futures
markets (with a corresponding array of instruments) 

8. 	 A large array of foreign banks, companies, and investment houses. 
During the recomassance assignment, it became quickly apparent to the team that
Thai leaders in both the government and private sectors would like their country
to become a regional financial center in the global financial marketplace. Thisgoal is currently being written into the seventh Five Year Plan which will begin in1992 and is now under development by the government ministries (See AppendixF). It is less clear, however, that the various public and private sectorconstituencies that make up the financial sector unanimously agree on a specificagenda for a program that will enable Thailand to become a regional financial 
center. 

R~epmmendation to AID: 
While Thailand has many characteristics that make it attractive to foreigninvestors, important policy changes will be needed in order for the Kingdom tobecome a regionad financial center. A constructive role for AID would be toassist 	in reaching a consensus among the SET, member firms, listed companies,the Ministry of Finance, the Bank of Thailand, commercial banks and investorconstituencies on the organizational and policy issues relating to the evolution ofThailand into a major regional financial center. With respect to developing theSET into a regional securities market, members of the SET specifically requestedthat USAID develop a consulting program that would examine the organizationalstructui and activities of the world's major exchanges and provide an interchangeof ideas between the public and private constituencies of the SET. If undertaken,this project could lead to a much closer linkage of the SET with the New Yorkand other stock exchanges in the United States. Eventually, stocks might becrosslisted in both markets, to the mutual advantage of both the NYSE and theSET member firms. An American Depositary Receipt program might beestablished for Thai companies seeking a presence in U.S. markets. 

0. 	 E&IIAflZAflON 

The government's privatization plan has met with stiff opposition from the stateenterprise labor unions. Thai newspapers report daily on threatened workstoppages by the unions; indeed, last month thousands of workers at Thailand'slargest port stopped work for four days until Army intervention ended the strikeand secured an agreement from the port unions to return to the negotiating table. 
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Privatization is an intensely politicized activity requiring, above all, leadership and 
tenacity on the part of the governmet. The present opposition to privatization in 
Thailand is no grae"r than that experienced by other countrier, many of which 
have already implemented successful programs. Over the long term, the transfer 
of twnership in entities such as the Electricity Generating Authority of Thailand 
(EGAT) and the Telephone Organization of Thailand (TOT) to the private sector 
will enable the RTG to meet several important objectives, namely, increasing the 
supply and quality of vital services, improving economic efficiency, developing
the capital market through new share listings and reducing the strain on the fiscal 
budget. 

Related to the issue of privatization is the potential for municipalities to finance 
infrastructure projects through the issuance of bonds. The need for investment in 
basic infrastructure projects such as ports, thB sky train, elevated highway projects,
electricity supply, and water and sewer projects is well established. If sewer or 
water districts, for example, were to issue their own bonds - perhaps with 
government guarantees - many infrastructure projects could potentially be self
financing. Issues such as the metering and revenue collection abilities of the 
authorities and their legal basis for issuing bonds would need to be resolved. 
Members of the Mission staff are already studying the feasibility of a series of 
sewer projects for the city of Bangkok. 

Recommendtin to AID 

While separate teams will be making their recommendations to USAID regardingprivatization, the contribution that a privatization program would make to the 
overall goal of financial markets development is plainly clear: very large
companies would be listed on the SET. This activity could easily be folded into a 
comprehensive USAID program that would involve a group of U.S. companies. A 
U.S. team is currently working on privatization of the TOT. This project could 
involve AT&T, NYNEX and several major U.S. investment banking firms. One 
team member estimated that TOT privatization would require $800 million of 
equity money, a large portion of which would have to be raised internationally.
This would be a very prestigious and profitable underwriting for a U.S. investment 
banking firm. In addition, USAID involvement in selected infrastructure projects
involving funding through the international bond and equity markets could result 
in signfimt-opportunities for U.S. business and financial organizations. Such 
projects could bring together a group of U.S. companies who would help design,
finance and construct infrastructure facilities and develop a management
organization to ensure that the facilities are effectively managed once they are 
completed. 

In addition to sewer projects, its is recommended that AID examine other 
infrastructure opportunities where a combination of U.S. companies would have a 
comparative advantage to both successfully compete for projects and profitably
complete them. 
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USAID is considering setting up a Thai Growth and Investment Fund to promoteeconomic growth by encouraging open markets, a more open society and the mutualinterests of Thailand and the United States. The activities of this program would bedesigned to substantially increase U.S. private sector participation in Thai economic
growth. The Fund would consiol. of seed money for a portfolio of projects thatwould last five years and have measurable objectives in linkin" Thai problem solvers
and U-S. sources of expertise, while at the same time generating revenues for theU.S. private sector that would grow to a substantial multiple - perhaps 10 to 20 times - of the seed money in the Fund itself. Thisisa very attractive concept and therecommendations in this report are intended to meet the Fund's proposed criteria. 

The Price Waterhouse financial sector team arrived in Bangkok with no more than 
a handful of contacts among key public and private sector players in the Thaifinancial markets. Not only was the Mission staff helpful in setting up appointments,
but through their extensive network, they were able to put us into direct contact with 
an impressive array of people. The quality of the meetings was excellent andenabled the team to grasp the important issues relating to Thai financial markets in 
a very short time. 

With its years of experience in Thailand, the USAID Mission is wired into the publicand private sector human infrastructure of the country. At the SET, for example, wewere given very helpful assistance in obtaining information by an officer of the
Exchange who had previously worked at the Mission for eight years. This network
of important relationships is an extraordinarily valuable asset and should be used inthe implementation of the Thai Growth and Investment Fund program. The successof the program may very well depend on an ability to establish close relationships
between U.S. sources of expertise and Thai problem solvers. The people in the AIDMission would play a critical catalytic role in establishing these close relationships
and helping the Fund manager nurture them to ensure success of the Fund program. 

Recommendation to AED: 

The Price Waterhouse financial sector team found an enthusiastic initial response to
the proposals recommended in this report. In meeting after meeting, the team wasadvised to move forward quickly on some of these initiatives. On this basis, we
therefore suggest that the Mission and Price Waterhouse work together to narrow thelist of recommendations to a group of three or four offering the greatest potential for 
an AID role in developing the Thai financial sector. The selection process mightattempt to link together recommendations providing obvious synergies, such asExpansion of the Equity Market, Improving the Quality of Financial Information, and
Legal and Regulatory Reform. Once the list of recommendations is narrowed, anin-depth study of each issue area will need to be prepared in order to put eachrecommendation in its proper context, including current initiatives at reform, 

19
 



fundamental success characteristics for an AID technical assistance program and 
outputs to be achieved within a four to five year period. 

With the results of these studies and some active consensus building in advance,
USAID should sponsor a high-level weekend conference of a combined group of
Thai-U.S. public-private sector leadrs in Thailand in October to examine the
proposed portfolio of USAID projects. The conference, funded by USAID, might be
co-basted with the Bank of Thailand, the Ministry of Finance and the Securities
Exchange of Thailand. It would have two very important purposes. The conference
would send an important signal to the right people in both countries that USAID is
action-oriented in its response to market developments. Secondly, bringing together
key decision makers from both countries, the conference would telescope the time
required to test the viability and value of the proposed projects. The output of the
conference would lay the groundwork for the structure and direction of the Thai 
Growth and Investment Fund. 

An important issue is how to pitch the financial sector conference. A possible theme
would. be THAILAND AS A REGIONAL FINANCIAL CENTER. This program
theme has a number of distinct advantages. It is a positive vision which the financial
community and the RTG have already decided to pursue. Moreover, it fits neatly
with the Mission's Assistance Management Plan's emphasis on integration into the
international economy. Finally, discrete program activities across a broad range of
issues, including all of those listed in this report, could be incorporated in varying
degrees as contributing to the objective of developing Thailand as a regional financial 
center. An alternative to the regional financial center theme would be to simply
focus on IMPROVING THE EFFICIENCY OF THAILAND'S FINANCIAL
MARKETS. This is a straightforward approach with strong rationale in an economy
that is rapidly growing and undergoing major structural changes. 

The structure of the conference might open with a morning plenary session in which
high level speakers would frame the issues of the conference and set its agend. The
first afternoon might then be broken up into working sessions in which groups of 
expert participants would explore the separate issues in detail, with 3-5 page briefing
papers distributed in advance of the conference. Each working group would be co
chaired by a leading Thai and American public official or business executive. With
appropriate staff support, the co-chairs would revise the briefing papers ainto
working group report overnight, and the working group reports would be presented
to the conference as a whole the next morning. 

In order to be a productive meeting, the conference should be limited to 70
participants, equally split between the two countries. The Thai delegation would
consist of senior officials from the Bank of Thailand, the Ministry of Finance, the
SET, securities firms, listed companies, the Mutual Fund Company, the IFCT, the
telephone company and several of the Thai finns providing services to the Thai 
financial industry. 
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In order to begin to gain support in the U.S. Congress for this innovative 
government-sponsored program, a leading U.S. Senator such as the Chairman of the
Securities Subcommittee of the Senate Banking Committee, the House Majority
Leader and other distinguished Representatives might be asked to address the plenary
session on the role of the U.S. government in the post-Cold War global competitive
environment. The American participants would also include a dean of a major
business school and senior executives from the NYSE, U.S. investment management
firms, investment bank/brokerage companies, commercial banks, service firms (such
as Moody's), and representatives from professional organizations of lawyers,
accountants and financial analysts. 

Work Plan: 

In order to prepare for a successful conference of high-level participants with a target
date of mid-October, 1990, the Mission end Price Waterhouse would have to move 
very :,,apidly along the lines of the following suggested work plan. 

Early April - Begin market research to determine the general issues to be 
addressed by the Fund and develop the specific projects which
would be undertaken. Obtain Bank of Thailand involvement in 
the preparation of 3-5 page briefing papers and co-sponsorship of
the October conference. Circulate the report to key Thai and
American government and private sector leaders. Conference site 
selected and travel arrangements initiated. 

Early June - Research on program areas completed and a preliminary set of 
Fund projects designed by Price Waterhouse for discussion with
USAID. Key conference participants identified and work begun 
on conference briefing papers that will be extracted from and 
correspond to the Fund program and portfolio of projects. 

Late June - USAID and Price Waterhouse team participates in the 1990 United 
States Infonnation Service (USIS) annual economic seminar in
Bangkok and sends up some trial balloons on Fund projects. 

Mid July - Price Waterhouse team prepares preliminary rough draft of Fund 
business plan. Conference brochure sent to invitees in Thailand 
and the U.S. 

Mid August - Key speakers and working group co-chairs identified. Preliminary
partial list of attendees. 

Early September - Fund business plan approved by USAID/Thailand. 

Mid September - Final program and attendees list mailed to participants. All 
arrangements and conference briefing papers completed. 
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Early October  USAIDJI)hailand and Price Waterhouse team prepare to launch the
Thai Growth and Investment Fund. Price Waterhouse team briefs 
conference participants. 

Mid October - Conference takes place at a convenient location in Thailand. 

Late October - AID/Thailand - Price Waterhouse team drafts conference 
conclusions and recommendations for Thai Growth and Investment 
Fund program actions. 
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SELECTED FINANCIAL STATISTICS APPENDIX A
 
...............................
 

(Jon. 10) 

1985 1986 1987 1988 1989 1990 

GDP GROUTH RATE 3.7 3.5 8.4 11.0 10.4 10.4 

1 YR FIXED DEPOSIT RATE 11.0 7.25 7.25 7.25-9.50 9.50 9.50 

LOAN/DEPOSIT RATIO 93.3 16.7 89.4 95.8 97.0 97.0 

SET INDEX 134.95 207.20 284.94 386.73 879.19 912.18 

TRADING VOLUME (NIL. SHARES) 99.3 153.7 923.6 1,579.7 3,253.6 --

TRADING VALUE (US S MILLION) 610.5 1,105.5 4,746.9 6,265.97 14,786.94 998.25 

NO. OF QUOTED COS. 97 93 109 141 175 177 

NO. OF SHAREHOLDERS 181,700 182,597 170,848 228,716 255,188 

YIELD (M) 8.15 4.30 3.86 3.84 2.07 1.97 

P/E (TIME) 9.59 12.34 9.31 12.03 26.39 27.57 

WeT. CAP./GDP 4.8 6.9 11.3 15.26 32.4 (E) 32.4 (E) 

WT. CAP./SAV. 7.48 9.76 14.68 18.88 33.4 (E) 33.4 (E) 

WT. CAP. (US S BILLION) 1.8 2.8 5.3 8.95 25.86 27.03 

SOURCE: SECURITIES EXCHANGE OF THAILAND 



AEBMLK B:
 

EMANCIAL INSIMMONS IN THAHAND
 



(Million Baht)
 

No. H Total Assets 
Mobilized 

Commercial Banks 30 704,588 1,126,058.9 

Finance Companies 94 79,693 195,687.3 

Life Insaurance Cos. 12 224,234 P 29,257.1 

Agricultural Coops. 1,251 E 3,075 E 13,958.6 

Savings Cooperatives 785 E 25,020 30,898.4 

Pawnshops 338 - 6,504,8 

Credit Foncier Cos. 19 1,910 3,918.0 

Government Savings Bank 1 105,939 124,273.3 

BAAC 1 5,946 37,326.4 

Industrial Finance Corp. 
of Thailand 

1 1,910 3,918.0 

Government Housing Bank 1 11,114 19,523.7 

Small Industries Finance 1 78.4 

Total 	 2,534 961,519 1,611,589.5 

1/ Composed of 16 Thai banks and 14 foreign banks 
P = Preliminary figure
E = Estimated figure 

Source: 	 Bank of Thailand, Department of Economic Research,
December, 1989 
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Managing Director
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Managing Director and Chief Executive
 
Tara Siam Limited
 

Mr. Chesada Loha-unchit
 
Managing Director
 
Tara Siam Business Information Ltd.
 

Mr. Marshall Parke
 
Managing Director
 
Manistee Limited
 

Mr. Charles F. Bell H1 
Financial Director 
Aquastar Ltd. 

Mrs. Bunnan. Oourairat 
Fiscal Policy Office 
Ministry of Finance 

Mr. Udom Vichayabhai
Managing Director 
Mutual Fund Co., Ltd. 

Mr. Aswin Kongsiri
President 
Industrial Finance Corporation of Thailand 



Mr. Adisak Sigkhabhand
Deputy Fund Manager
Industrial Finance Caporation of Thailand 

Dr. Pakom Vichyanond
Research Fellow 
Thailand Development Research Institute 

Ms. Rachaniwan Uthalsii 
Executive Director 
Thai Institute of Banking and Finance 

Mr. Thomas A. Seale 
Executive Director 
American Chamber of Commerce in Thailand 

Mr. Ted Heyermann
Vice President. and Manager
Bank cf America 

Mr. David L. Hendrix 
Vice President 
Citibank 
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General Manager
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Mr. John Kelly
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United Nations Development Program 
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International Finance Corporation (IFCQ -

Outside of financing projects in selected industries such as petrochemicals, steel,
agribusiness and cement, according to the local Project Officer, the IFC's activities 
consist of the following: 

1. 	 Technical assistance to the Ministry of Finance in the privatization of state
owned enterprises. 

2. 	 Technical assistance to the SET in forming a Thai Securities and Exchange
Commission. This is being handled out of Washington, D.C. where we were
tokl that the IFC is also helping to draft securities laws. This was confirmed
by the Bank of Thailand's Department of Economic Research. 

Reference: 

Mr. Jess Priebjrivat
Project Officer 
International Frnce Corporation - Thailand 

Mr. Gayle McGuigan
Investment Officer, Capital Markets Dept.
International Finance Corporation 

The World Bank 

The World Bank has prepared a lengthy study on the financial sector in Thailand
that includes recommendations on areas for financial market improvement. The study
was issued in green cover in late February 1990 to a very limited distribution. 
Depending on the desire of the Thai government, the World Bank may provide some
follow-up technical assistance. Its present activities in Thailand consist of more
traditional sectoral financial projects. The Fiscal Policy Office at the Ministry of
Finance mentioned that they had asked the World Bank to do a study of loan 
refinancing. 

Reference: 

Mr. Philippe Annez 
Regional Mission Chief 
World 	Bank - Thailand 

Asian 	Development Bank (ADB) 

The ADB's current portfolio of projects in Thailand consists of the following
activities: 



1. 	 Technical assistance to the SET to provide training in the use of automatedsystems. The budget of $100,000 was expected to be approved in lateFebruary, 1990. The project officer is Mr. Mathur. 
2. 	 Study of the securities regulation division within the MOF. The study has twoobjectives: i.) to provide recommendations regarding the role, function andorganization of the proposed securities regulation division within the MOF, andHi.) to review existing rules and legislation governing the issuance of capitalmarkets instruments and recommend revisions in them. According to theproject officer, Mr. Martin Nichols, SEC regulations have already been drafted;the ADB will assist in a review of the regulations, staffing, training and otherhuman resource needs. The budget of $350,000 was expected to be approved

in late February. 

3. 	 .Feasibility study for a credit rating agency. The $108,000 budget wasapproved in December, 1989. Mr. Martin Nichols, the project officer, said theproject will focus mostly on ratings for bonds. Although very few bonds exist,it is hoped that a credit rating agency will help to encourage development ofthe bond market. The ,4tDB has proposed that the credit rating agency bepredominantly private sector owned with some portion of its equity held by theBank of Thailand. The ADB already has some experience in this area, havingset up a credit rating agency in Malaysia last year. 
4. 	 Establishment of joint public/private power companies. This proposal will besubmitted to the President for approval in the second quarter of 1990.budget is $1.5 million and the project officer is Mr. K Nyman. 

The 

Canadian International Development Agenmy (CIDA) 

CIDA has no current programs involving Thai capital markets. They provide a majorsource of funding ($15 million) to the Thailand Development Research Institute(TDRI) for their research but do not get involved in deciding what TDRI will study.For the moment, they are not contemplating any technical assistance projects
involving the capital markets. 

Reference: 

Mr. Ruey Bellow 
Canadian Embassy. 

JapaneseInternational Cooertion Agency (ICA) 

JICA 	is not directly involved in providing technical assistance for Thai financialmarkets development. The "Development Finance Scheme" project provides seedmoney to Thai-Japanese joint ventures for pilot activities. JICA also sponsors a 



progrtm which provides credit guarantees for loans to small lTai businesses.
 

Reference:
 

JICA Representative

Bangkok
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Dr. Willrd Sharpe was the team's leader and commercial banking specialist. Dr.
Sharpe is an economist with extensive experience in Asia, having spent nine years
with Chase Manhattan Bank as their principal economist for the Asia-Paiic area.
Prior to Chase, Dr. Sharpe worked for the U.S. Government for 20 years for the
Treasury Department and A.I.D. Dr. Sharpe holds a PhD in Economics from Harvard 
University. 

Mr. John Bowles served as the team's capital markets specialist. Prior to starting his 
own financial and management consulting firm, PPA Incorporated, in 1982, 10r.Bowles was a Vice President and shareholder of the investment banking firm of
Kidder Peabody in New York where he worked for 18 years. Mr. Bowles holds an
MBA from the Wharton School. 

The Project Manager was Ms. Julia Philipp, a Senior Consultant at Price Waterhouse
with previous experience as a Corporate Finance Associate at Chemical Bank's
investment banking affiliate in New York. Ms. Philipp holds an MBA from the 
Wharton School. 

Project oversight was provided by Mr. J. Richard Breen, Director of the Financial
Sector Development Project. Mr. Breen has held everal senior-level positions in the 
U.S. government, including Associate Assistant Administrator for the U.S. Agency
for International Development. In the private sector, Mr. Breen has held a number
of senior management positions, including President of an international corporation.
Mr. Breen holds an MPA from Syracuse University and completed the Key
Executives Program at the Har.,ard Business School. 

Mark Carnstra, Deputy Director of the Financial Sector Development Project and
cLurretly working on a five-year USA)D capital markets project in Indonesia,
provided additional project oversight. Prior to joining Price Waterhouse, Mr. Camstra
worked for General Motors and Union Bank. Mr. Camstra has an MBA from the
University of Southern California and an MA from the Johns Hopkins School of 
Advanced International Studies. 
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THE Seventh National Economic andnational 
Social Development Plan will aim 
transform .Thailand into the main "zedfinancial centre of Southeast Asia.
informed sources said. 

The Plan's draft for the financial 
sector is expected to call for separate 
budget allocations at both the national
and provincial levels and urge that 
provincial bodies be authorized to issue 
bonds to finance local development and 
investment projects, the sources dis-
closed. 

The financial sector reforms are part 
of a broader plan to turn Thailand into 
a regional financial centre under which 
long-term stability would be stressed 
and mechanisms created to deal with
short-term instability. . 

The underlying problems addressed 
by the Plan are to include the widening 

p between investment and savings, independence for the Bank ofThailand.unequal distribution of assets, Meantime, structural reforrn.j of the
inefricient budget allocation and politi- the capital market and fiscal operationscally-instigated delays in the privatiza- will continue. The long-awaited imple-
tion of state enterprises. mentation of a secondary market willThe financial sector draft plan also strengthen the bond market.
features a proposal to create greater The economic planners wili also 

propose major changes for budgetionprcdur 
rolling" plan is to be instituted for the 

budget. Both the national and 
provincial budgets will be decentral-

in an attempt to boost Thailand'strade and investment competitiveness
An to strengthen domestic self-suffi-
ciency. 

In addition, the Plan will recommend 
he introduction of financial incentives 

to promote research and development 
and companes will be encouraged to 
list on the stock market to ensure a 
broader distribution of ownership. 

The Seventh Plan will also stress 
'quality of life", placing emphasis on 

the environment and ratural resources. 
Communities will be encouraged to 
take better car- of their local environ-
ment and state enterprises will bereqired ia invest in environmental 
protection. 

For example, reforestration projects
will be encouraged to seek stock
market listing. And the attractiveness 
of pension truds and life insurance 
companies as instruments for saving 
will be enhanced. 

The Plan will continue to emphasize
financial and tax incentives for people 

who own houses.DrManey Phadoongsidl, prsdet
ofthe Securities Exchange of Tlathad, 
said the 'stock exchange would try to 
attract firms whose operations are in 
tune with national development priorities. This would include utilities aind
companies that have gained pvem
merit concessions for perations In 
such fields as reforestration and tour
ism. 

He said the stock exchange would 
stud.y ways of overcomting the problem
of listing concessionaires whose busi
ness lives are limited. For example,
they companies could gain listing 
approv l for the first year of their 
concession pmods.

Informed sources said companies
such as the Bangkok Expressway Co 
and Don Muang Tollway Co, both ofwhich have been panted concessions 
to build highways, would fit this 
category. Such firms require ge
capital injections.

Maruey said the target set by the 
Sixth Plan, which expires next year, for 
privatization of state enterprises had 
not been met. Nevertheless, the pro
gramme would continue during the 
Seventh Plan, he added 


