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Global warming causes more severe natural disasters. Damages from
these disasters tend to cost Thailand more in term of values per disaster.
Historical data shows that in the last 30 years, flood hits Thai economy the most
compare to other disasters in term of frequency, and value and number of
people affected per occurrence. In helping people to recover, the government
has to allocate budget or introduce quasi-fiscal policy through Special Financial
Institution (SFI). Either way, it comes with “cost” to the government. These
draw attention to “Disaster Risk Management” as an important issue in which

the Ministry of Finance (MOF) should pay attention to.

Thailand has mainly used “Ex Post Financing” i.e., arranging funding for
emergency responses, rehabilitation, and reconstruction after disasters  happen.
Examples of sources of fund are budget allocation, loan, and tax expenditure.
On the other hand, funding for disaster management is arranged before disasters
happen in “Ex Ante Risk Financing”. Ex ante Risk financing is an interesting
approach which would help reducing fiscal liabilities from natural disasters. In
this study, we will explore ex ante risk financing for natural disaster risk

management.

Ex ante risk financing for natural disaster can be grouped into 3
categories including (1) reserve emergency funds (2) contingent debt and debt
forgiveness (3) insurance (including insurance linked securities). Our study
concludes that insurance which has a characteristic in hedging (or transferring)
risk to private sector or capital markets is considered the most appropriate

approach to help reducing government fiscal risk for Thailand. Related tools to
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this insurance approach namely a National Insurance and Catastrophe (CAT)
Bonds, which is an insurance linked security would be explored and analyze

in more detail.

For national insurance, the government buys insurance directly with
insurers or facilities. National insurance can be arranged for one specific
country or a pool of countries with similar disaster risks profile, so called
“International Insurance Risk Pooling”. International insurance risk pooling
can be applied to Thailand through ASEAN+3 cooperation as ASEAN+3

already have a clear cooperative framework.

In this paper, we propose ASEAN+3 Catastrophe Risk Insurance
Facility (ACRIF) for ex ante disaster risk financing from earthquakes,
tsunamis, and floods which are major disasters in the region. Our
recommendations including framework and modality base on the Caribbean
Catastrophe Risk Insurance Facility (CCRFI) which was established in the

Caribbean countries.

Outside equity
Investment . .
investors countries

Indonesia ™

Thailand ASEAN

The Philippines Catastrophic Risk
< >

Insurance Facility

AL Capial market

1. Aggregated
Contracts , Fee

and Payout the
Indemnity
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For the ACRIF initiative, Asian Development Bank (ADB) or the
World Bank should be the central agency to coordinate this initiative. Risk
transfer facility should be established as a non-profit organization. The
facility is responsible for collecting insurance premium and managing the
investment fund. Initially, we estimate that Thailand has to pay insurance
premium of 630-8,700 million baht per year in order to cover a potential

damage by possible disaster.

Related laws to establish ACRIF are as follows: (1) constitution of
the Kingdom of Thailand 2007 (Article 190) as ACRIF initiative is related to
a treaty which has an impact on the economic and social stability of
Thailand. (2) Non-life insurance Act 1992 (Article 6) which states that
non-life insurance business has to operated by a public company limited
under the Public Company Limited Act 1992 if the ACRIF office is
established in Thailand. However, if ACRIF office is established in other
countries, laws and regulations of those countries have to be complied. (3)
The Treasury Act 1948 (Article 4) which states that money paid to the
government has to go directly to the treasury reserves. As a result, it delays

the re-imbursement process for emergency responses.

Political pressure might be a threat to the initiative. The government
has to pay high insurance premium. If there is no claim for a long time,
efficiency of the budget used might be in question, especially for countries
with limited budget. There might be a force for the policy to be reviewed or

the fund might be forced to use for other purposes. In addition, countries have

©06
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to pay premiums every year. It might not be easy to find political answers to
the public why the government has to pay premiums when probability for
the catastrophe to happen is low, and whether it should be better to spend

money on infrastructure to prevent damages from natural catastrophe.

Catastrophe/CAT bonds are insurance-linked securities that
transfer risks from a sponsor to investors. Major natural catastrophes
generally incur high-cost damages that insurers or re-insures could not
cover. In these cases, an investment (or capital) market is a better player to
absorb those risks. The objective of the CAT bond is to hedge risks to the
investor in the investment (or capital) market. CAT bonds are generally sold
to institutional investors. Comparing to other securities, liquidity of CAT
bond is low. It is very important to note that if the catastrophe does happen,
CAT bond investors could lose their principles. Unlike other securities with

credit rating, there is no trigger when risk level of the CAT bond changes.

We recommend two choices if the government would like to sponsor
CAT bond. First is for the government to issue CAT bond. With this option,
the Public Debt Management Act 2005 has to be amended to allow the
government to issue bond for the purpose of natural disaster insurance. In
addition, responsible agencies should be identified to handle budgeting and

re - imbursement of the indemnity.

Secondly, the government establishes a state enterprise agency to be

an owner of the asset used to back CAT bonds. The agency has to establish a
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Special Purpose Vehicle (SPV) or a subsidiary to set up an SPV to do a
securitization and sell CAT bonds to investors. The Royal Enactment on
Special Purpose Juristic Persons for Securitization 1997 also has to be
reviewed as it is unclear whether an insurance contract can be used as asset
under the act. A definition of an asset under this act might be revised to

cover the activity of issuing CAT bonds.

We estimate that the government has to pay premiums to insurance
companies around 1,750 - 24,080 million baht if holding a bond for 3 years.
Amount of the premiums depends on size of the fund raised. An insurance
premium is direct fiscal liability to the budget. In practice, insurance
premiums, fees in which insurance companies pay to an SPV, and prices
sold and returns to the investors depend on a Catastrophe model based on

historical events and risk factors.

In this study, we explore two instruments including national
insurances and CAT bonds and recommend national insurances. Our
recommendation is to propose an insurance risk pooling initiative, a type of
national insurance, through the ASEAN +3 framework. We believe that it is
a practical solution at this point in time as a clear cooperative framework
among ASEAN+3 on disaster management is already established.
Preparation should be done in the areas of risk mappings, insurance
techniques, and negotiation preparation. Related laws should also be

reviewed.

[o]3]
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Policy recommendations regarding ex ante fiscal risk management

for natural disaster are as follows:

1) To increase the recognition of ex ante fiscal risk management and
the need for the government to use ex ante risk financing strategies. Currently,
the private sector such as insurance companies plays a lead role in disaster

risk management i.e., micro insurance.

2) To push an initiative of international insurance risk pooling
through the ASEAN +3 framework into action. This includes establishing
ASEAN Catastrophe Risk Insurance Facility (ACRIF) and initiating capacity
building program on the topic of insurance risk pooling. For Thailand, a
committee and sub committees could be appointed to be in charge of all

preparation regarding the proposed initiative.

3) To further study on using the CAT bond in Thailand. Ministry of
Finance with the cooperation of the World Bank should study how to utilize
the CAT bond in Thailand. Utilizing two hedging instruments should produce

better hedge than using only one instrument.

4) The government must communicate with the public regarding
costs, benefits, insurance coverage, and conditions of the international

insurance risk pooling through the ASEAN +3 framework and CAT bonds.

5) The government can increase the efficiency of budget used in

disaster risk management through budget integration. = The government
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should spend on both physical prevention for natural disaster and ex ante
disaster risk financing such as international insurance risk pooling through

the ASEAN +3 framework and CAT bonds.

6) In managing disaster risk, the government should pay attention to
the sustainability of the project and should avoid crowding out effect. The
government should not intervene with the market mechanism as it will

reduce the public incentives for risk mitigation.

oY+
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Large-Scale Public Fund Policy under Globalization of Capital

An important government policy under globalization of capital (or
financial globalization) is public foreign investment policy. Key policy
questions are should Thailand encourage public funds to invest abroad? what
are the country’s cost and benefit? what should be the public funds’ foreign
investment policy framework? and which funds should be encouraged to

investment abroad?

This large-scale public fund policy study is a pioneer work in the
aspect of macro-level that tries to answer those questions under financial
globalization is 1) should Thailand encourage public funds to invest abroad?
what are the country’s cost and benefit? 2) what should be the public funds’
foreign investment policy framework? and 3) which funds should be
encouraged to investment abroad? The essence of the research can be divided
into four parts: 1) major risks of financial globalization to Thailand,
2) overview of the large scale public funds and their opportunities and threats
related to financial globalization, 3) assessing the impact of the policy to
encourage large public funds to invest abroad, and 4) policy recommendations;

The summary are as follows:
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1. Major risks from globalization of capital

1.1 Risks to the country’s foreign assets and liabilities imbalance

In 2009, Thailand had foreign assets from direct investment, portfolio
investment, and other investments worth 35.6, 23.4 and 18.1 billion U.S.
dollars, respectively, while international reserves worth 138.4 billion U.S.

dollars equivalent to 63 percent of total foreign assets.

In general, the reserve can generate a low return from investment
due to most of its investment are in forms of high credit rating bonds; while
investment from abroad, mostly in the form of FDI and equity securities, have
higher returns. Under the current structure, there is a discrepancy between low
returns to reserve’s investment and high returns to foreigners’ investment in

Thailand.

The high proportion of reserve raises concern on Thai country’s
foreign investment diversification which should have been improved.
Compared to other countries, Thailand has ratio of international reserve assets
at 63 percent, while those of Philippines, Malaysia, Russia, Japan and

Singapore accounted for 59, 36, 31, 18 and 14 percent, respectively.

In addition, the international reserves are relatively high compared
to foreign investment in other forms, which means that a higher risk of loss/

gain from changes in exchange rate to international reserves.
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Also, Thai investment abroad is relatively low comparing to inflows.
Thai investment abroad accumulation between years 2004 - 2010 amounted to
91.8 billion U.S. dollars which was equivalent to 1.9 times the investment from

abroad amounted to 48.0 billion U.S. dollars
1.2 Risks to capital market, asset prices and inflation

The presence of foreign investment in the Thai capital market is
considerably high reflecting by the 34 percent proportion of foreign

shareholders of Thai stock markets at the end of June 2011.

In addition, correlation analysis showed that the Thai capital market

was increasingly linked to global capital markets.

At the same time, investment continued to flow into Thailand and
pushed up stock prices. The risk of the bubble in stock prices came from high
level of capital inflows. Besides, increasing property prices and investment

would affect the price of conventional products and inflation as well.
1.3 Risks to Thai Baht

Risk from the influx of foreign capital is the pressure on the local
currency appreciation. Especially in the years 2002 — 2010, among other reasons,

the influx of capital had contributed to 32 percent appreciation of THB.
1.4 Risks to economic crisis and shocks

With higher degree of international financial linkages, economic

shocks from abroad can easier transmit to Thai economy and financial markets.
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For example, in August 2011 the volatility in global financial markets from the
concerns of Europe's debt and the U.S. government's debt affected Thailand.
On Friday, August 5, 2011 S & P downgraded the credit rating of US
sovereign from AAA to AA + resulted in a fall in Dow Jones Industrial Index
1,692 points or 13.5% between 26 July - 8 August 2011, while Thailand's SET

down 82 points or 7.3 % between 4 to 9 August 2011.
1.5 Risks to implementation of economic policies

As the Thai economy is linked to the global economy, the
effectiveness of economic policies of Thailand has been compromised such as
the high interest rate with pegged currency at the period before 1997 caused an
influx of capital and short-term foreign debt. It eventually ended with a rapid

out flow contributing to the economic crisis in Thailand in 1997 - 1998.

In addition, on December 18, 2006, Bank of Thailand launched the
provision of short-term measures (Commonly referred to 30 percent reserve
requirement) affected in many aspects, especially capital markets. As we had
seen the historical drop in the SET Index on December 19, 2006 - down 108.4
points or 14.8 percent in a single day and the market capitalization lost 8.17

billion baht. In the next day, the BOT cancelled such measures.
1.6 Risks to lower income people and income inequality problem

Financial globalization negatively affected low-income groups more
than to the high-income group. For example, in the economic crisis 1997 the

level of the poor increased rapidly from 6.8 million persons in 1996 to 9.9
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million persons in 1998, wup 3.3 million people or 48 percent increase.
According to the study of Wetang and et al (2008) found that financial
globalization negative impacted to worsen income distribution of Thailand.
The richest 20 percent have benefited from capital inflow with more than 25

times as compared to the 20 percent poorest on average.

2. Overview of the large scale public funds and their opportunities and

threats related to financial globalization
2.1 Overview of the large scale public funds

At the end of 2010, Public funds had total assets of 3 trillion baht;
4 large scale public funds - the Social Security Fund (SSF), the Government
Pension Fund (GPF), the Deposit Protection Fund (DPA) and the
Compensation Fund (CF) - accounted for 1.23 trillion, representing 41 percent

of the size of the public funds as a whole.

Under 105 public funds, there are only two funds currently investing
overseas, they are SSF and GPF. Their share of foreign investment to their
portfolios are equal to 8.9 and 18.7 percent for the SSF and the GPF,

respectively.
2.2 Opportunities in higher returns and better diversification

The public funds invested in foreign countries benefited from higher
returns, for examples of sovereign wealth funds as Temasek Holding and the
Government Investment Corporation. Government of Singapore could generate

average returns on investment of 18% (average 25 years from 1982 to 2007)

(e
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and 9.5% (average 33 years, 1974 - 2007), respectively, Or Government
Pension Fund of Norway could generate the average return of 6.5% for period
of 1997 - 2007. In Thailand, the Government Pension Fund invested in global
fixed income asset class in 2009 and 2010 with the return of 6.06% and 4.15%
respectively, while the return on investment in local bonds was 0.56% and

4.11%, respectively.

There are foreign low-risk investments opportunities. For instance
an foreign fixed income investment which hedged exchange risk can generate
higher returns than local fixed deposit or local government bonds, such as for
investment in government bonds in Korea (S & P sovereign rating A) with
return of 4.1% in THB or Bank of China’s depositing (Issuer rating A-) with
return of 4.64% in THB. At the same time, Thai government bonds (S & P

sovereign rating BBB +) yields only 3.55 percent.

Table 1. Return in THB of Fixed Income Investment with Currency Hedged (Unit: %)

Thai Korea Bank of Difference Difference
Sovereign Sovereign China b/w b/w

Bond Bond Deposit Thai and Thai and
(Rating (Credit (Issuer Korea Bonds Bank

Rating A) Rating A-) of China
1 2 3 2-1 3-1
IM 3.5 4.05 4.45 0.55 0.95
1Yr 3.55 4.1 4.64 0.55 1.09

Source : Standard Chartered as of September 8, 2011
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Foreign investment could reduce the risk to the fund such as avoiding
the risk of the Thai capital market in 1997, the SET index declined 56 percent and
56 Thai financial institutions bankrupted and more than 50% of local corporate

debentures went default, while the global index rose 13.8 percent.

Also, the Government Pension Fund invested 370 billion baht,
equivalent to 4 and 5 percent of the SET and the Thai Bond Market Capitalization,
respectively. GPF could easily move the SET and bond market and eventually

cost some valuation to the Fund.
2.3 Opportunity to reduce foreign assets and liability imbalance

Investing in foreign countries not only increases the chance in making
higher investment returns and diversifies investment risk, but also stabilizes
overall the economy through reducing the imbalance of foreign assets and

liabilities. In the end, it could reduce pressure on the baht.
2.4 Opportunity to lessen asset price pressure

The investment size of public funds are very high, for example
investment of the Social Security Fund numbers are worth 789 billion baht,
equivalent to 9 percent of the stock market capitalization and 11 percent of the
bond market capitalization. If the fund invests abroad sizably, it could thereby

reduce pressure on the Thai financial market.

ey
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2.5 Limitations from lack of comprehensive policy on foreign invest-

ment for the public funds

Supervision of the public funds are under different ministries and
departments where are segregated independently from each other. Thus, there
is no comprehensive policy for the funds’ investment in foreign countries, as
well as no practical management guide for the investment procedure, risk
management framework and the best practice for the fund operations. If there is
the overall policy on foreign investment, it allows foreign investment with

suitable direction and more useful.
2.6 Limitation from regulations

Thailand's investment in foreign securities in the past has been
limited by government regulation, particularly the Bank of Thailand’s. After
the year 2545, the government has relaxed the measures Thai investors to

invest abroad more.

In general, foreign investment is prohibited for the public funds.
For example, foreign investment is no included in the investment charter of the
Labor Compensation Fund and the Deposit Protection Fund. Even the
Government Pension Fund is allowed to invest outside country with limited
proportion of 25 percent of total investment, while there is no foreign
investment ceiling for developed countries like German Australian public as

the United States and Britain.
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2.7 Limitation from short of professionals of some public funds

There are shortage of experienced traders and fund managers for
investing in foreign securities, even in private investment houses. Lack of
knowledge and skilled staffs are major limitations for the public funds to invest

abroad.

2.8 Limitation from unwelcomed public awareness toward foreign

investment

According to survey of funds managers of the public funds, one of the
major obstacles to foreign investment is the lack of correct understanding of the
investment in a foreign country, such as the belief of higher investment risk for
investing outside. The unwelcomed public attitude to such a investment results in
the funds avoid investing in foreign countries. Thus, the funds’ foreign investment

is lower than it should.

3. Assessing the impact of the policy of encouraging large funds to invest

abroad
3.1 Impact on economy and capital market

The result of the capital flow econometric model used to study of the
impact of capital mobility in the economy and capital markets with quarterly data

th

from the 1" quarter of 1993 - 4" quarter of 2010 are summarized in the table be-

low.

(N
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Table 2 Summary of impact of foreign investment on Thai economy

Real Baht Real Real Real
GDP Depreciation Exports Private Private
% (THB/USD) % Investment | Consumption
change %change change %change %change

1. Outflows from 0.1 3.6 0.2 0.0 -0.1
equity markets
(3 billion USD)
2. Outflows from 0.2 3.6 0.2 0.4 0.1
bond markets
(3 billion USD)

3.2 Analysis on foreign assets and liabilities balance

The key benefit of foreign investment is to reduce the risk of an

imbalance of foreign assets and liabilities; the international reserves are very

high compared to investment in other forms. Any fluctuation of currency

means the substantial risk of loss to the reserves. Accordingly, in the year

2010, the Bank of Thailand had net loss of 117,473 million baht, and the major

loss 103,805 million baht coming from currency exchange rates.

The impact of such foreign exchange loss could undermine the

public confidence in the Bank’s management and also impair the government

and, eventually, the country as a whole.




“AMUNUAININITARILAZLEDETAINNIINSRY”

If we could export the public funds to invest abroad 3 billion USD,
it could reduce the risk of exchange losses. Any 1 baht depreciation against
U.S. dollar, the Bank could cut the exchange loss of 110 billion baht. In
addition, exporting out capital abroad of 3 billion USD could bring down
the foreign asset-liability structural imbalance as the portion of the reserve in
foreign assets down 1 percent from 63 to 62 percent of the country’s foreign

assets.
3.3 Analysis of the liquidity of the international reserve

Our analysis found that Thailand's reserves was very high and has
increased continuously, while Thailand’s demand for capital from abroad has
decreased considerably. The external risk in Thai private sector declined as
well. Exporting capital of 3 billion USD or 1.6 percent of the reserves would
not deteriorate liquidity of the international reserves significantly. The details

are as follows.
3.3.1 Less need for capital from abroad

Since 1998, Thailand's current account has been in surplus
continuously, exception in 2005. The current account surplus remain the trend
to the year 2016 projected by IMF, which means more national saving than
investment. Thus, the need for foreign capital reliability declined. According to
economic identity of the Current Account = Saving — Investment, current
account deficit implies the country is not enough savings to invest in the

country and must import capital from abroad to supplement domestic investment.
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But Thailand is now net capital lender. The IMF estimates that the average
2012 - 2016, Thailand's current account surplus of U.S. $ 7.8 billion. Or 1.8
percent of GDP, meaning there is no need to bring funds from abroad to

supplement domestic investment.
3.3.2 Lower risk from external debts

The risk of foreign debt decreased substantially. In 1997,
Thailand faced pile of short-term foreign debts which were higher than the
international reserves. The reserve stood only 70.4 percent of short-term
foreign debt in 1997, but in 2010 the reserves was up to 3.7 times the
short-term external debt. In addition, the proportion of debt of private sector
relative to its income was 3.7 percent in 1998, compared to the proportion is

18.1 percent in 2010.
3.3.3 Continued current account surplus

Thailand has continued accumulated from current account
surplus. Besides, Thailand currently benefits from capital inflow due to capital
flux to developing countries in Asia. Therefore, Thailand has experienced the

country's reserves continue to rise.
3.3.4 High level of the international reserves

Thailand's international reserves are very high compared with
other countries; even in case of it is necessary to prevent a sudden capital
outflow. The end of 2010, Thailand has the reserves of 172 billion USD, which

is ranked the 13" highest in the world, high than the United States, Italy and
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France. Considering the reserve ratio to GDP, Thailand’s is at 53.9 percent of
its GDP and ranks the world's sixth largest, far higher than China, Japan, Korea

and European countries.

For 2010, the reserve exceeds the need to handle the economic
crisis. According to the rules of Greenspan-Guidotti rule, the excess reserve
over short-term external debt amounts 125.4 billion USD. Chodchai et al
(2007) has estimated that it could take more than 10,000 million USD from the
reserve excluded in the reserve for backing the issuance of bank note) out to set

up Thai Sovereign Wealth Fund.
3.4 Impact on liquidity of the public funds

The implication of the recommendation from the study should not
trouble the public funds’ liquidity. It finds that foreign investment only
changes the type of securities held from bank deposits and government bonds to
foreign securities with exchange rate hedging and high investment grade. The
90 billion baht investment is equal to 12.4 percent of 723 billion baht in bank
deposits and government bonds of all public funds. Particularly, the 4 big
public funds, 90 billion baht accounts for 4.6 percent of the 1.96 trillion baht

investment.
4. The policy recommendations in promoting foreign investment

4.1 Making a guideline for foreign investment policy, with proper

sequencing, and complying to each public funds’ objectives and needs.
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Making a clear guideline policy gives a benefit to related
organizations to understand the investment trend and also create an efficiency

and transparency in managing an investment.

Each public fund has its own objectives. Some fund concentrates on
the return of investment. But the other might concentrates more on a high
liquidity. Then objectives of investment can affect the style of investment and a
risk management. Generally, the government concentrates on the stability; high

liquidity and low risk, then, we would suggest the government as following;

First year

We would suggest the government to relax investment regulations
and increase the flexibility of investment by focusing on the investment with
high stability. Additionally, they should begin on the procedure of establishing
a mechanism for foreign investment and also encourage the understanding of

foreign investment for their staffs and related parties.

Second year

Government should establish a special unit of foreign investment or
special public investment fund for investing outside country with fully hedged

currency risk.

Third year

Government might consider to extend the investment asset class by
adding public infrastructure or real estate investment in foreign country into

investment policy along with managing on currency risk.
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Fourth year

During this year, the government and related parties might consider
to evaluate the performance in last three year. If the scheme is promising, then
we recommend to extend the scheme in term of size and participation.

4.2 Promoting foreign investment by investing in fixed income
mutual fund or establishing a special mutual fund for public sector for
investing in a high credit rating fixed income with fully hedged currency

risk.

The alternative for promoting the foreign investment is to
establish a mutual fund that responsible for managing government fund and
investing in foreign asset by starting from a low risk asset that fit with the

investment appetite of each fund and government organization.

The source of capital for investing in the mutual fund pooled
from each government organization. The capital should be large enough to
create the economy of scale and not affect toward the liquidity and conflict
with each organization’s objectives. In the first year, we suggest the initial

capital around 90 billion baht or around 3% of total value of organization.

The initial capital will invest in several type of investment by
separating into sub-fund. For example, Investing in foreign exchange and fixed

income investment policy in the first stage and begin to invest in infrastructure

(e
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and real estate in next stage by separating into six months, nine months, and

twelve months.

In the beginning, we suggest to invest only in fixed income
securities with investment grade and fully hedged currency risk. For objectives
and target of investment, sources of capital , strategies of investment and risk
management, investment duration, investment styles and regulation, and fund

management are explained in the following;

1. Objectives of investment

e Developing a mechanism for foreign investment in stabilizing
the capital movement and reducing the pressure from baht

depreciation/appreciation.
e Promoting the government mutual fund for foreign investment.
2. Target of investment

e Establishing the government mutual fund for foreign
investment with the initial capital of investment around 90

billion baht.

e Investing in high stability financial asset with protecting
currency risk and creating a return higher than a return of

Thailand government bond for investor.
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e To stabilize the capital movement and reduce the pressure of

THB depreciation/appreciation.

e Promoting the understanding of foreign investment toward

public.
3. Sources of capital

e Govemment organization, especially the government mutual fund,
under the concept of transferring a bank deposit money or Thailand
govermnment bond investment to fixed income investment in foreign

country with protecting the currency risk.
4. Strategies of investment and risk management

e Investing in foreign government bond or fixed income

security with high credit rating.

e Protecting a currency risk by making a cross currency swap

contract with high creditability counter party.
5. Investment duration

e Several asset types of investment with difference duration in
six months, one year and also long-term duration over than

one year.

el
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6. Investment styles and regulation

Managing under the Juristic person under the law of

Securities and Exchange Commission.

Managing and monitoring by forming the investment
committees or investment consultant in create a policy
and strategies of investment in order to achieve the
target and objectives of investment. The committee should

be transparent.

Dividing the investment into sub-fund investment by time
duration in six months , nine months, and twelve months

with capital amount around 10,000 - 20,000 million baht.

7. Fund management

The management fund should be conducted by professional
fund manager which can be Thai, similar to Vayupak Fund
1; this fund is managed by Krung Thai Asset Management

and MFC Asset Management, or foreign company.

Advantages and Opportunities

(=

It is an alternative to manage international investment with
more flexibility in terms of size of capital, timing, and

strategies of investment.

It can reduce the pressure of inflow and foreign asset
liability structure.
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It can increase the experience of public sector staffs in

managing foreign investment.

It can provide a more flexibility in foreign investment and
also a higher return for public funds with no experiences.
In case of investing 90 billion baht, we estimated a return,
after deducting all expenses, around 342 - 792 million baht
within one year. The profit of 342 million baht coming from
investing in Korea government bond which return is higher
than returns in Thai government bond around 0.38%.
If depositing money at Bank of China, the return in THB,
after deducting all expenses, is still higher than investing
in Thai government bond around 0.94%.The profit is around

792 THB.

Promoting a good public awareness toward foreign

investment.

Disadvantages and Threats

2.

Reputation of government and authorities will be tarnished

if there is any mismanagement.

No motivation for investment in the mutual fund for foreign

investment due to lack of experiences and a low net return.

The problem of negative public attitudes toward foreign

investment.

(N
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4. To be more beneficially, it needs a strong support and facilitation
from the Bank of Thailand to monitor the foreign exchange
market and swap contract due to the scheme’s large scale of

transactions.

4.3 Developing and increasing the capacity of the government

mutual fund

Developing and increasing the capacity of government mutual
fund can be introduce the knowledge to staff who got involve with
mutual fund or related participants such as management level, board,
staffs and also improve other factors such as changing regulation and
agreement, tools and equipments that important for developing the

government mutual fund.

This study aims to export the capital to outside country by promoting the
foreign investment and developing the supported mechanism. However, the
major problem is to change the regulation, educate people about foreign investment,
and also present the fact about the styles and strategies of foreign investment

such as low risk investment and high return of investment.

4.4 Reducing limitation in exchange rate risk management

There have many obstructions in managing foreign exchange in
term of lack of liquidity, higher premium on FX options, and lack of financial

hedging asset such as FX futures.
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To solve an issue of lacking of liquidity of the public funds by
investing large amount of capital in FX market or FX swap contract can create
the large impact to market. Bank of Thailand can be more supportive in

managing currency risk if the public mutual fund is established.

4.5 Encouraging settling the foreign investment association

Nowadays, government organization does not have much
experience in investing outside country. Then, they should share knowledge

among each organization.

4.6 Utilizing the initiatives to promote international cooperation

mechanism

The foreign investment is not only providing a higher return and
better diversifications but also, potentially, supporting the ASEAN initiatives
such as Asian Bond Market Imitative or ABMI. The promotion of
public foreign investment can increase more investment in Asian region and
strengthen her financial markets making the region more resilient to a

fluctuation of capital inflow-outflow.
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Fiscal Policy is one of the key economic instruments towards
creating sustainable economic growth and social sustainability, thorough
managing government budget for creation of stable and suitable level of
public spending and economic system. Budget expenditure play crucial role
in inducing productivity and job creations while at the same time reduced
the fluctuation in the economy. This was demonstrated during the 2009
global financial crisis which impacted Thailand severely through production,
exports and private expenditure sectors and resulted in a lower productivity.
The government has introduced Stimulus package 1 to revive the Thai
economy which was proved to be very effective. Moreover, for a continuous
revival, the government has introduced large scale infrastructure project
known as “Strong Thailand 2012” to increase employment as well as long
term competitiveness. Therefore it is evidence that not only Fiscal Policy play
an essential role in short and medium term economic stimulus, it can also be
used to drive productivity enhancement and competitiveness for economic
sustainability in a longer term also.

This primary objective of this research project is to analyze the
impact of fiscal policy to the level of supply side potential in Thailand
namely, Agricultural, Manufacturing and Service sectors, which will
reflect level potential GDP. The outcome of the study can then be use for
policy recommendation to improve medium and long term productivity. This
research project has developed Model which will enable us to find the

potential level of productivity for Thailand under Robert Solow’s Growth
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accounting theory which utilized cob-Douglas function. The analysis was
base on the effectiveness of labour and capital. The benefit from this project
is that Ministry of Finance and economic related agencies will have suitable
guidance to formulate fiscal policy to enhance potential GDP which will lead
to sustainable economic growth through effective potential productivity
analysis system. The Theoretical Framework of this study compose of
economic growth theories, fiscal policy theories, fiscal instruments and its
impact towards the Thai government’s 1) tax and revenue policies,
2) expenditure policies and 3) fiscal balance.

Productivity improvement is crucial to sustainable economic growth
as demand side led growth would solely be constrained by supply side
expansion and led to imbalance expansion in both demand and supply side.
This would put the economy at risk of crisis, i.e. the 1997 crisis. Also, study
suggested that in the recent years, Thailand capital and labour productivity
has remained low and is in need of improvement, particularly in quality
front. This can be done through restructuring of economic, social and legal
for consistent and sustainable economic growth.

During the pre-crisis of 1997, high level of economic growth was due
partly from the increased level of Total Factor Productivity. = Nevertheless,
after the 1997 crisis, economic growth was in essence attributed from the
capital, labour, and land while TFP has not contributed much to the value
added in the economy. Therefore public sector has played an important role

in policy gearing towards productivity improvement. More specifically,
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after the 2009 crisis the government has implemented the “Strong Thailand
2012” project to lay strong infrastructure foundation to the country to
improved national competitiveness amounting to 1.3 trillion Baht over 4
years period to foster economic potential in all regions as well as to create
over 1.5 jobs.

The productivity equations in this study has been divided into 3
scenarios, which are, scenario 1: taking into account solely quantity of
productivity factors (capital and labour), scenario 2: taking into account
both, the quality and quantity of productivity factors and, scenario 3:
separately study the capital of public sectors and private sector in order
to find out the role of public sector in economic development. The
outcome of scenario 1 has shown fixed effect model to be more appropriate
than the Random effect and the Ordinary Least Square models given the
availability of the data available. Output Elasticity with respect to capital
factor which effectively illustrate the Income Share to Capital is 0.738
meaning that if capital increased by 1.0, productivity will increase by 0.738.
Consequently, the Output Elasticity with respect to labour factor or Income
Share to Labour is at 0.262. Therefore it can be conclude that by studying
each productivity factor individually, manufacturing and agricultural sectors
have greater level of elasticity to productivity factor usage than service
sector. In other word, service sector required greater level of labour than
manufacturing and agricultural sectors. The outcome of the study in scenario

2 showed that when taken into account the quality of productivity factors,
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Output Elasticity with respect to capital factor decreased to 0.444 while the
labour counterpart increased to 0.556. This implied that quality of labour
such as the numbers of average years in education, quality of education and
quality of labour have more significant effect on the productivity potential in
the long run than the quality of capital. Therefore the formulation of fiscal
policy to enhance the education and quality of labour to improve human
capital will play a crucial role in enhancing productivity potential. However,
when each productivity sectors are studied individually, it was found that
output elasticity from with respect to capital factor in Manufacturing and
Agricultural sectors decreased to 0.334 and 0.389 respectively while figure
from service sector counterpart was almost negligible. This underlines the
importance of labour factor quality in productivity potential aspects.
Scenario 3 further subdivide production factors between private and public
sectors. It was found that Output Elasticity with respect to public sector
capital is at 0.166, meaning that if public sector capital increased by 1 will
lead to an increase in GDP by 0.166. This illustrate that public sector
investment has a positive impact on the economic growth in the long run.
Nevertheless, private sector capital has a higher impact than public sector
counterpart, as public sector capital increased by 1 will lead to an increase in
GDP by 0.648.

In this research, the contribution to GDP growth from each factor
was also studied. This was divided into capital, labour and Total Factor

productivity as a whole, It was found that during the pre crisis of 1997
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period, economic growth was driven mainly by capital and labour factors,
particularly attributing from accelerated investment in both public and private
sectors while, Total Factor Productivity has an adverse effect on economic
growth. On the other hand, after the 1997 pre-crisis, Total Factor Productivity
has played a greater role in supporting the Thai economy while capital and
labour factors played a smaller role. This was consistent with small growth in
both public and private investments. When divided into production sectors, it
was found that agricultural and manufacturing sectors have both, public and
private capitals as key drivers for growth while labour factor is the main
driver in the service sector growth.

To find out the imbalance in the economic system, this research has
also studied the Output gap which is the differences between the Real GDP
and Potential GDP, which would reflect the period that the production
potential has been realized. It was found that before the pre crisis of 1997,
Output gap was positive, meaning that real GDP is greater than that of
Potential GDP, at 8.4 and 8.0 % respectively. This reflects that production
potential has been reached. Nevertheless, during the crisis between 1997 -
1998, the Thai economy contracted at -5.9 % while potential GDP was at - 1.9 %,
demonstrating a negative Output gap and meant that full productivity potential
has not been reached. After the crisis in 1999, Output gap of Thailand
showed clear sign of revival and was back at the normal level. The Thai
economy contracted again in 2009 following the global financial crisis, drove

down the Output Gap into negative level of - 3.4 %. It was observed that

(5
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during the period of negative Output Gap, public sector investment has played
an important role in compensating for such gaps. Moreover, this research
paper has divided study into production sectors and it was found that
Manufacturing sector which accounted for 40 % of GDP expanded in tandem
with economic growth. This was indicative in the period when Output Gap of
GDP was negative, that the Output Gap of Manufacturing sector was also
negative. It was also observed that Output Gap in Agricultural sector fluctuated
dramatically due to climate changes. For instance, Output gap in positive
during the years which weather were favourable to harvesting while
unfavourable harvesting climate such as draught or flood would significantly
reduced Output Gap to negative. Service sectors Output Gap tend to move in
the same direction as GDP which means that whenever the Output Gap of GDP
were negative, the Output Gap of service sector were also negative.

From the study using the HP filters method; it was found that during
2000 — 2008 (when there was no crisis) Thailand Potential GDP expanded at
4.5 %. Manufacturing sector showed the highest growth sector at 4.6%, while
service and agricultural sector grew at 3.3% and 2.1% respectively. The study
was further used Production function constructed from Fixed model in
forecasting productivity potential in the future base on the assumption that if
working hours decreased from aging society, capital stock will be increasing to
compensate for labour reduction, and entrepreneur increase the usage of
machines then Total Factor Productivity will be on expanding at the constant
rate, for consistency with education, labour and capital quality. The study

forecast that during 2011 — 2025, Thailand potential GDP growth will be in
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the range of 4.5 —5.1%, mainly contributing from manufacturing and service
sectors, while agricultural sector may expand at low level. Furthermore, the
study also looked at the public sector impact on productivity potential
through mega projects to prepare for longer term economic growth base on
the assumption that public sector investment level will reached 11.6% of
GDP by 2025 which was the 1997 pre-crisis level. The model show that
Potential GDP will increase from the baseline scenario by 1.9%,
demonstrating that higher public investment would not only lead to higher
short-term domestic expenditure, but also longer-term potential GDP.

This research concludes by providing policy recommendation
for potential GDP increase which can be done through. 1) Increase public
investment ratio, particularly in term of infrastructure to foster national
competitiveness, while to increase the quality, government policy should put
more emphasis on Logistics and supply chain development which would also
reduce the entrepreneurial costs. 2) other labour productivity and skills
improvement could be done by establishing Demand Side and Supply Side
Database which could match the skilled labour to each manufacturing
sub-sectors, impose labour skill standards through encouraging entrepreneur
to base the wage consideration on the qualification. This would induce the
workers to increase their skills accordingly. 3) Knowledge management for
executives in term of production and marketing through the use of new tools
that are international standard such as Lean Manufacturing/ Toyota
Production System / Total Quality Management which would also increase

productivity efficiency.

)
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Stability of financial institution system is instrumental to the whole
economic system because financial institutions can be seen as financial
intermediaries for the system; at the same time, a source of loan and deposit
taking for all individuals and business units. Therefore, effective supervision
from regulators along with financial discipline will be more important.
Furthermore, a preparation for financial institution both before and after

license withdrawal must be emphasized in order to reassure all subscribers.

As a consequence, deposit protection system plays a pivotal role on
that; however, the core principles of effective deposit protection system by
The International Association of Deposit Insurers (IADI) can be stratified
into several approaches, but the main objective is to strengthen financial
stability and protect small depositors with less complicated transaction.
Likewise, it suggests those with a large amount of deposit to be well
prepared. This can lead to an ultimate goal of the system by reducing the
tendency for bank failure, moral hazard and increase transparency and

confidence.

According to the core principles, Thailand Deposit Protection
Agency was established under the Deposit Protection Act B.E. 2551 with the
blanket guaranteed before converting to limited guarantee with 50 million
baht and one million baht starting in August 11, 2011 and August 11, 2012
respectively. This will affect some kinds of depositors including funds that
raise the money and invest on behalf of their members such as Government

Pension Fund in both central and local level, Social Security Fund, Provident Funds.
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In addition, nonprofit organizations, religious entities and escrow agent will

inevitably suffer from this limitation.

However, the government entity still provides room for the equity of
this scheme by allow an article no. 54 to legislate the royal decree in order to

extend the coverage level for specific depositors.

As the reasons already mentioned above, this research project is
conducted by collecting both primary and secondary data along with the
principle from related parties and stakeholders. This can contribute to final

result and policy recommendations.

After analysis from the data we have, the researchers found that the
level of coverage must be evidently specified; however, the level of coverage
mostly depends upon the government’s objective. If the government would
like to protect the financial institution’s stability, the coverage will be higher.
On the other hand, if it focuses mainly on small depositors and moral hazard
reduction, the coverage tends to be lower. However, Level of Coverage for
Different Institutions and depositors is mostly the same for the whole system

in order to avoid the benefit that one can gain over others.

Moreover, the deposit protection scheme can be divided into three
types based upon the type of depositors covered. First, the scheme that
protects only small depositors and excludes any organizations or juridical
persons can be found in European Union country’s members. Secondly,

the scheme which treats both individual depositors and institutional depositors

(=)
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in the same way with the same amount of coverage can be mostly found
among the countries which adopt this scheme such as United Kingdom, The
Philippines, Malaysia and Indonesia. Lastly, the scheme which specially
treats some kinds of deposits such as pension account to gain an extra
coverage separated from individual account. Singapore. Canada, USA and

Taiwan belong to this group.

When we consider the global practice with the depositors’ statistic,
we found that the depositors under our research scope have the total of
deposit approximately 230 billion baht from the total amount of 6.9 trillion
baht or only 3.33 percent; however, if the coverage reduces to one million
baht and the bank failed, more than 23 stakeholders will be adversely
affected but with small amount and mostly less than one million baht per

member which can be entirely covered by the current scheme.

However, the depositors’ behavior is very sophisticated; they are
well planned by taking both security and the return into account. Moreover,
most of them acquire or hire advisors and specialists in order to assist them
on asset management; as a result, they should be excluded from a special
coverage but still qualify to get the same treatment as other depositors
according to core principles of coverage which are Less-Financially-
Sophisticated depositors, Simplicity, Equality of treatment, Coinsurance
should be avoided, Consumers should continue to have degree of responsibility

for their decisions, Liquidity Smoothing and Investment oriented.



“A2MUIIUAINIINTARSLAZIERITNINNISNTSRY”

Therefore, the scheme should mainly highlight on small depositors
rather than these sophisticated counterparts. As for nonprofit organization, we
have perceived that the government who also works for all Thais still does
not get an extra coverage and there’re no any countries to provide such a
special exclusion. Moreover, if the government allows the extra coverage,
there will be an inequality among these depositors since it is too difficult to
establish distinct criteria and the amount of extra coverage for those who are
and who are not be specifically covered.

Although there will not be an extra coverage extension currently,
depositors under this research can adjust themselves during the transition
period by emphasizing the stability of financial institutions with their basic
information including the financial statement, BIS ratio, non performing loan,
credit rating or acquiring experts to advise them on asset management.
Moreover, depositors can also split their own deposits to other financial
institutions or other financial products offering higher return provided that
they can accept the higher risk. The government, in addition, can support this
smooth transition by providing the information to be available and easily

accessed for the depositors and ensure the robust supervision process.
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The ASEAN Economic Community Blueprint (AEC Blueprint) sets
out timelines and measures to achieve the end goal of becoming ASEAN
Economic Community (AEC), having a single market and single production
base by 2015. This is a good opportunity for Thai financial services
providers to access into financial services markets of ASEAN member
countries. In this connection, Fiscal Policy Office (FPO) has selected Lao
PDR and Cambodia as two primary target countries among ASEAN to
undertake this study. The objective of this study is to explore problems,
obstacles, market restrictions, to determine approaches to support the
expansion of Thai financial services business into both countries, as well as
to develop a strategic plan to access financial services markets in Lao PDR
and Cambodia. This research will also serve as supporting information for
Thai private sector that wish to exercise benefits from ASEAN becoming

AEC to expand their businesses into other countries.

1. Market access to Cambodia

Having studied the Cambodian financial and investment environment,
which indicates continuing economic improvement, and the outcome of
questionnaires conducted to financial services consumers in Cambodia,
researchers are of the view that there are potentials in Cambodia market for
Thai financial services providers to expand their businesses. Targeted
subsectors can be prioritized as followed:

1.1 Commercial Banks — The study has shown that banking

business in Cambodia is an interesting subsector in terms of business returns.
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Considering that the country has a very low rate of accessibility in banking
system, and the outcome of questionnaires and interviews from Thai
businesses and personnel, there are high demand for Thai banks both in terms
of (1) increasing credit exposure in the two existing Thai commercial banks
(Krung Thai Bank and Siam Commercial Bank) and (2) increasing number of
Thai commercial banks to offer services in Cambodia. Therefore, it could be
said that there is still a gap in banking subsector in Cambodia in which Thai
commercial banks can access into the market. In addition, Cambodia does not
have any restriction in foreign shareholding or number of licenses, thus
accessing Cambodia’s commercial bank market in the forms of subsidiary or
branch can be done without difficulty. Thai financial institutions that wish to
operate business in Cambodia should also consider increase their business
channels by expanding customer base from Thai customers to other foreign
investors as well.

1.2 Financial Leasing - From the improvement of economic
development, we believe that there is a market potential in financial leasing
subsector that Thai financial services providers can expand financial leasing
business into Cambodia. Market access can be done in 2 forms; (1) Thai
commercial banks with commercial presence in Cambodia can introduce
financial leasing as another service from the banks or (2) a new financial
leasing company can be established by applying for a leasing services license
from the National Bank of Cambodia (the established entity does not required

to be in the form of commercial bank).
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1.3 Insurance - Currently, there are only 7 insurance companies in
Cambodia, which only provide non-life insurance services. Results of the
surveys and interviews have shown that there is a demand for health
insurance, life insurance, and insurance against personal accident. Therefore,
Thai insurance companies can start planning and developing products that
meet those demands. Thai insurance companies may begin their market
access by providing cross-border services. Once Cambodian market is
matured, with significant demand from consumers, Thai insurance
companies should consider setting up branches or subsidiaries in Cambodia.
Establishment can be in the form of wholly owned subsidiaries or joint
venturing with local financial institutions.

1.4. Securities - Cambodian Exchanges was recently established in
July 2011. At the time this report is issued, the Exchange has not commenced
trading operation. Although entering as one of the first players into
Cambodian securities market may not yield high return in terms of trading
commission earnings, but it would create a strong reputation for the company.
Such reputation would pay back when there is a need for other relevant
services such as financial consulting, investment banking, underwriting, and
asset management. Market access into Cambodia can be in the form of joint
venture with local financial institutions which may be beneficial in terms of
building up customer base from existing customer groups, and to facilitate

securities trading and settlement.
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2. Market Access to Lao PDR

From the result of the surveys together with the improvement of
investment environment in Lao PDR, researchers are of the view that there
are market potentials in Lao PDR for Thai financial services providers to
expand their businesses. Recommended subsectors can be prioritized as
followed:

2.1 Insurance - Currently, there are 6 insurance companies in Lao
LDR which is insufficient to service local consumers’ demand, especially in
life and health insurance. Increasing number of Laotian purchases such
services from Thai companies in Thailand due to the better quality of
healthcare services from Thai hospitals. Researchers find that one of the main
impediments for the development of life and health insurance subsectors in
Lao PDR is the poor quality of medical services available locally. Therefore,
Laotians who have purchasing power and live in Vientiane prefer to travel
cross-border to obtain medical services in Thailand. In this regard,
researchers are of the view that, at this stage until medical services in Lao
PDR can meet up international standard, Thai insurance services providers may
consider cross-border offering products that meet demand of consumers,
particularly life and health insurance products, as well as prepare relevant
documents in both English and Lao languages to facilitate consumers. These
will create brand reputation for Laotians to get acquainted with the services
from Thai insurance companies. Once the market size in Lao PDR is matured

with adequate demand, Thai insurance companies can establish its
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commercial presence to Lao PDR easily as Lao PDR has no restriction in
foreign shareholding in an insurance company.

For non-life insurance sector, since investment in Lao PDR has been
growing with increasing number of large-sized projects from continual
investment promotions, demand for non-life insurance especially property
insurance would be expanded as a result. Presently, there is only one
exposure of Thai insurance company in Lao PDR in the form of a
joint-venture with local company as compare to two Vietnamese joint
ventures already existed in Lao PDR. Moreover, the increasing number of
vehicles purchased in Lao PDR has led to growing demand of accident and
vehicle insurances. Thai non-life insurance companies may therefore
consider opportunities to expand its business into Lao PDR.

2.2 Securities - Lao Securities Exchange (LSX) has been operating
less than 1 year and currently has 2 securities listed in the market. Although
the number of listed securities is small, it is likely that there will be more
state-owned and private enterprises securities listing in the LSX in the near
future. Therefore, at this stage, securities service providers should explore
opportunities on investment advisory and securities underwriting rather than
brokerage services. Thai securities companies may also consider providing
cross-border services or establish commercial presence in Lao PDR with

investment advisory and underwriting as main services.

2.3 Commercial Bank - There are already 5 Thai commercial banks

with 6 branches established in Lao PDR, hence researchers are of the view
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that presence of Thai commercial banks in Lao PDR is quite sufficient in
terms of variety of service providers. On the other hand, diversity of financial
products and customer base may be limited. Some Thai banks in Lao PDR
maintain policy to provide services only for Thai customers. Therefore,
researchers feel that Thai commercial banks in Lao PDR should be
encouraged to extend their services to other foreign business operators as
well. In addition, with the booming of real estate sector in Lao PDR, Thai
banks may consider providing new products relating to home loans and
consumer loans.

2.4 Financial Leasing - Lao PDR has continuously developed
investment in manufacturing sector, rate of vehicle consumption has also
grown according to level of economic development. There remains a business
gap in financial leasing sector in which Thai commercial banks in Lao PDR
may extend their service coverage to financial leasing. Financial leasing
service providers in Thailand may also study possibility in accessing Lao
PDR market, which may be in the forms of establishing a new wholly - owned

business or a joint venture with local investors.

3. Strategic Recommendations

3.1. Government’s measures to support Thai financial services
providers to access ASEAN markets - Government needs to systematically
accelerate development of proactive strategies in order to support Thai
business operators and investors in manufacturing and services sectors to

access foreign markets. In this regard, researchers are of the view that in
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moving forward such policies and strategies effectively in an integrated
approach, Ministry of Finance should:

3.1.1 Establish a new unit under the Ministry of Finance to
serve as a center for formulating strategies to support and promote Thai
financial services providers to expand their business abroad. Objectives of
this newly established unit would be to promote market access in financial
services sector in foreign countries, particularly the ASEAN member states.
Initial tasks of this unit would include compiling laws and regulations relating to
the market access of financial services in ASEAN member countries. This
would function as a guidebook for Thai business operators to learn about
problems and obstacles member countries. This would function as a
guidebook for Thai business operators to learn about problems and obstacles
in accessing markets, market potentials and priority subsectors that have
business opportunities. The unit will provide necessary recommendations on
approaches and strategies as well as suggest government’s measures to
support private sector access into ASEAN markets, such as review tax
measures that might be impediments for expanding investment abroad,
develop instruments to share political risk with Thai investors, etc. Moreover,
this unit may organize roadshow and/or business-matching events to
facilitate Thai financial services providers who interested in finding strategic
partners in other ASEAN member countries.

3.1.2 Proactive implementation of policies with conformity

at all levels in order to achieve the goal of becoming one of the leaders in financial
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services sector in ASEAN. Ministry of Finance should proactively carry out
policies with conformity at all levels by raising problems and impediments
relating to financial services business operation to discuss during the
multilateral or bilateral meetings at ministerial, high ranking, or negotiating
committee levels. Additionally, selected important issues should also be
passed to Thai Diplomatic Representatives in ASEAN member countries to
raise them with other ASEAN governments when there is an opportunity for
discussions.
3.2. Recommendations for private sector preparation

Followings are general recommendations for Thai financial
services providers who wish to expand business to other ASEAN member
countries:

1) Expand customer base - Researchers are of the view that there
are market potentials in foreign investors that do not have their national
financial institutions established in the target country and local customers.
Expansion of customer base helps raising business returns.

2) Look for strategic partners - Finding local financial institutions
as strategic partners to form a joint venture could be useful in terms of building
customer base and smoothening the business operation.

3) Capacity building - Financial service provider should develop
language skill for its personnel, which includes English and local language of
targeted country of investment. Adequate welfares and remuneration should

also be developed so as to increase personnel enthusiasm to work abroad.
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4) Document - Multi-language of relevant documents such as
insurance policy, and other important documents should be prepared to

facilitate ASEAN customers.

5) Capital - Private sector that wishes to expand business abroad

should prepare a clear funding plan at early stage.
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The objective of the research “The Roles of Microfinance in Promoting
Financial Access” is to suggest ways in which Microfinance Institutions
(MFTIs) can be developed so that they can be the main driver of community
future development, both economically and socially. This study involved the
use of qualitative research, which featured the study on theories and ideas on
microfinance and information of MFIs, including roles, operations, relevant
legislation, and government policies, both in Thailand and overseas in order
to conduct a comparative study. The quantitative aspect of this research
involves the study on the demand and supply sides of Microfinance services
by means of survey as well as development of econometric and statistical
models in order to find the relationship among the data gathered from the

survey.

The results of the survey of 3,011 low-income population in 10
provinces nationwide show that Village Fund and Savings Group are the
MFTIs which play a vital role in providing financial services to rural dwellers
and farmers with income of no more than 10,000 baht per month. The results

can be summarised as follows:

1. Deposits Services

Deposits are the basic financial services which have highest

demands and clients, with Specialised Financial Institutions (SFIs), Village

eobe&
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Funds, and Savings Groups featuring heavily in these services, whereas
commercial banks and cooperatives’ roles are still limited in this regard. Those
who cannot access the deposit service of commercial banks will choose to
deposit with one of the SFIs and also with one of the MFIs. The savings model
also reveals the factors affecting the use of savings groups which are: proximity,
quality of service, and reasonable minimum deposit threshold. Lastly, a saver
will not save with a village fund should he consider savings stability, information
adequacy, returns, types of account which suit his needs, and low fees, as
important factors.
2. Loan Services

Agricultural loan is the type of loan with the highest demand,
followed by personal loan and business loan respectively. However, business
loan is the type of loan which has the highest percentage of clients who do not
have access to it despite their demands, at 64 percent (This figure was 35
percent for personal loan and 20 percent for agricultural loan). SFIs and Village
Funds are the main players in this market, with commercial banks having
offered virtually no loans of this type, effectively driving those who cannot get
access to commercial banks to rely on SFIs for agricultural loans, and on
Village Funds for personal and business loans. The loan model sheds light on

the factors affecting the use loan services of SFIs, which are proximity and

information adequacy, and the factors which lead to the rejection of SFIs services,
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which are interest rates and fairness in loan granting process. For those who
use the services of the village fund, proximity, low interest rates, non-
requirement of collateral and insufficient entrepreneurial knowledge are the

key considerations.
3. Transfer/Payment Services

SFIs and commercial banks are the main providers in this field,
with the model showing that in the case of commercial banks, women enjoyed
fewer access to transfer services than men, and clients with regular income or
businessmen tend to use transfer services more often than other professions.
For SFIs, clients who have their own properties, or live in small households
tend to transfer their money via SFIs. However, SFIs help tackle the problem
of lack of access to commercial banks, that is, farmers, those who live in rural
are or lack financial knowledge tend to use the SFIs for making transfer

payments more often than other groups.
4. Financial Literacy

The sample group has low financial literacy, with 74 percent
belonging in this category, whereas only 10 percent has a good understanding

of finance.

The results of the survey of 235 MFIs in 10 provinces (supply-side

survey) can be summarised as follows:

olbea
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1. A third of the MFIs have not registered with the authorities. This
included Saving Groups, Career Groups, and Rotating Savings and Credit
associations (ROSCAs). The majority of the 69 percent of MFIs which have
registered is Village Fund, followed by Cooperatives and Poverty Alleviation
Project (PAP). Also, most organisations were set up by people in the
communities, which explained why those institutions enjoyed freedom in
administration. Moreover, the following organisations hold meeting more
than 6 times a year: Village Fund, Savings groups, ROSCA, and Community

Financial Institutions (CFIs), reflecting systemic and flexible administration.

2. The government is the most important institution in terms of
providing financial and administering support of MFIs, with the SFIs also
heavily involved in these activities. Nevertheless, some MFIs have
established financial networks which allow them to assist one another, with
24 MFIs cooperating with SFIs and 22 SFIs belonging to Village Fund
network at tambon/district level, while 109 MFIs have never been part of a
network or cooperated with other MFIs. It is also worth noting that there used
to be a network for Village Funds, while a third of Savings Groups belong to

a network which cooperates with the SFIs.

3. 87 percent of the MFIs offer loan services, while 84 percent
accept deposits, with virtually all of the MFIs offering savings deposits. Also,
39 percent provide life insurance, 15 percent offer health insurance, and 14
percent insure against accidents. In addition, apart from providing financial

services MFIs also carry out social services by means of promoting profession
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and quality life of those in rural areas via training and other activities
(73 percent), social activities (71 percent), and career-related activities (64

percent).

4. The criteria for loan approval for MFIs are 1) Borrowing, saving,
and repayment history (30 percent) 2) Group membership, number of shares
owned, or amount of money saved (17 percent) and 3) Suitability and
objectives of the projects (14 percent). Moreover, group lending is the most
popular type of lending (due to requiring little financial collateral), with
various enforcement methods to ensure timely repayment. Compulsory
saving, as a prerequisite to borrowing, is one of the most popular methods

employed by Thai MFIs.

5. The most popular punitive measures for missing payments are
reduction of the amount of subsequent loans (31 percent), rejection of
subsequent loan requests (31 percent), and setting higher interest rates (18
percent). Most of the MFIs do not engage in property confiscation or
bankruptcy filing and do not provide motivation for their employees
regarding debt collection. This shows that MFIs’ loan collection systems are
still inadequate, which could spell further troubles should the MFIs expand

their customer bases outside their original areas.

Following the study of international experience in microfinance
development, the research team has come up with the following findings

which could be applied to microfinance development in Thailand;

ebx



unuMaLTEUUNIsRUsEAUg U InlumMsdaEsan1sdniiauin1snienisitu

@6mo

1. In most countries, it was found that the governments have become
less involved in market intervention e.g. setting the interest rate ceiling and
privatising SFIs into commercial banks whose roles are to focus on providing
microfinance. With respect to the interest ceiling, the research team believes
that this is not necessary for promoting financial access in Thailand, as those
who do not have access to commercial banks can always rely on the services
of the SFIs which typically do not charge the customers that high. SFIs,
especially Bank of Agriculture and Agricultural Cooperatives (BAAC) who
played an important role in providing microfinance in Thailand, has
undergone perpetual structural and operational reforms since its inception
nearly 50 years ago, thereby ensuring that BAAC’s services are in

accordance with market principles.

2. The supervision of Non-Governmental Organizations (NGOs)
internationally involves setting up a specific unit to promote and monitor
those small institutions, with the central banks acting as supervisors. For
Thailand, there is still an absence of effective supervisory framework for
these NGOs. Hence, having clear regulation and supervision principles in
place is necessary for facilitating the effective provision of microfinance

services.

3. Deposit protection for MFIs is one of the ways in which the
stability of the entire microfinance system can be strengthened. Nevertheless,
granting deposit protection to newly-formed and licensed MFIs could be

highly risky, as those new MFIs may not be able to contribute enough funds
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to cover their deposits. Therefore, the government might have to provide

funds for the establishment of deposit protection agency for MFI clients.

4. Even though the establishment of micro-credit bureau can resolve
asymmetric information problem, in the case of Thailand, setting up
community MFIs could also tackle this very problem, as those MFIs are set

up by people in the community who have known one another well.

5. Setting up a specific institution to protect clients is an appropriate
long-term solution to financial illiteracy and lack of consumer protection. In
the short and medium term, the authorities should formulate a plan with an
aim to educate the public on finance. Currently, the Capital Market
Development Plan has already partially addressed this issue. As for the
provision of microfinance, the Ministry of Finance should include measures to
increase grassroot people’s knowledge of finance as one of the microfinance

development strategies under the Microfinance Development Plan Phase I1.

Having combined both survey results of clients and MFIs and
international experience, the research team has come up with the following

policy suggestions.
1. The Roles of MFIs
1.1 Commercial banks

Commercial banks still play virtually no part in providing financial
services for low income and poor people, with only Krung Thai Bank, with

the government being the majority shareholder, providing microcredit.

eMne
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This is because 1) Commercial banks do not view low income and poor
people as target groups (limited market size) 2) The cost of providing
microfinance is still high 3) There are still limitations on service network and
4) Existing regulations do not facilitate the conduct of proper microfinance
business. However, retail commercial banks, especially Thai Retail Credit
Bank, have developed the business model appropriate for providing
commercial, profit-making microfinance services to urban, retail customers.
Hence, the government may consider supporting the operations of such

commercial banks so that they can expand to other areas.

1.2 SFIs

1.2.1 BAAC

BBAC can provide all-inclusvie financial services to most
farmers in the country. Even then, BAAC should expand its role to becoming
rural development bank (focusing on non-agricultural retail customers), the
function which the bank is still doing too little of. Despite the fact that
BAAC has launched the community bank programme which focused on
providing microcredit in rural areas, the amount of loans granted under such

programme remains low.

1.2.2 Government Savings Bank (GSB)

The GSB’s microcredit disbursement via the People’s

Bank programme plays an important role in helping the low income and poor
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people in urban areas, with mobile banking technology also being introduced
to mobilise deposits. Even though under the People’s Bank programme, the
amount of individual loan has increased and the interest charged has fallen,
the total amount of loan in this portfolio is still compared to the total amount
of outstanding loan of the bank as a whole. Therefore, the research team
suggests that the next phase of the operation of the People’s Bank programme
should focus more on profit making as well as increase the volume of loan in
this programme to the extent that it becomes one of the main commercial
lending programmes of GSB. In addition, as the institution with an important
role in providing microcredit compared to others, GSB should attempt to
upgrade the status of CFIs to cover other types of other financial institutions

apart from Village Funds.
1.2.3 Islamic Bank of Thailand (IBank)

Even though the level of Islamic Microfinance service
provided by the IBank is still insignificant, such service will be crucial to
increasing financial access to the areas heavily-populated by Muslims as
Islamic principles prohibit any financial transactions involving the charging
of interests. Still, Islamic Microfinance is still a new concept which needs
further study and development before proper financial service can be provided.
Hence, the IBank should provide not only credit, but also help in developing

Muslim community financial institutions.

e@enen



unuMaLTEUUNIsRUsEAUg U InlumMsdaEsan1sdniiauin1snienisitu

ona

1.3 Cooperatives

Cooperatives normally have strong structure and supervision.
However, even though there are in total 10.6 million members and 1.26 trillion
baht in operating funds amongst all the Cooperatives in Thailand, most of the
operation funds belong to savings Cooperatives, not the retail microfinance
customers. In addition, the roles of Cooperatives in developing community, be
it economic development or providing welfare to local people, are still small

compared to other types of MFTs.
1.4 Village Funds

Lending provided by Village Funds is limited due to limited
funding given by the central government. This resulted in each member being
granted no more than 20,000 baht per loan and could act as a barrier towards
accepting new members. To this end, the idea of piloting CFIs may be
applicable to subsequent development of Village Funds, by letting SFIs act as
caretakers of strong Village Funds before the latter can be transformed into
CFIs. Additionally, the government should also have in place regulation and
supervision framework for those upgraded CFIs as those institutions will
accept deposits from the general public. Thus, there may be the need for a
prudential regulation for these deposit-taking CFIs in the mould of the
Financial Institutions Act of 2008, with more flexibility being given to the new

act.
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1.5 Savings Groups for Manufacturing

Despite operational limitations courtesy of the lack of
regulation legitimising their status, Savings Groups for Manufacturing are
important MFIs, with their operation covering the financial, welfare and
social aspects, and voluntary member base of 4.5 million-strong from
34,530 groups nationwide. The lack of regulation for this type of institution means
that strength and operation of each group varies considerably, with most of the
operations being led by community leaders. Therefore, it is necessary that
clear regulatory and supervisory framework be in place so as to provide
regulation bodies with the tools to devise measures which facilitate and
support the strengthening and improvement in efficiency of these savings

groups.
1.6 ROSCAs

ROSCAs are established as a result of community gathering
with the aim of providing welfare to the community from the funds collected
from the members. ROSCAs have enjoyed continuous expansion due to
having prestigious religion leaders at the head, the application of religious
principles to rural ways of lives (Dharma-led), and strong bond among
members. Nevertheless, ROSCAs’ operations should supplement other types
of financial services used by their members, as their current operations cannot
effectively respond to the needs of their members due to their main aim being
to foster community welfare and lack of deposit services other than the

periodic pooled funds.
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1.7 CFIs

Due to the difference in financial positions among the MFIs,
integration should allow strong MFIs to increase their potential, both in terms
of management and range of products and services. Therefore, there should
be an integration of community fund management by setting up CFIs. The
CFIs will consist of a central committee whose members are made up of
village representatives from each group, each having information on the
accounts of his fellow constituents. This will enable the CFIs to have access
to a wider pool of borrower information. As CFIs are effectively an upgrade
from existing MFIs, the former can then be divided into three categories

according to their original forms;

1) CFIs which are borne out of mergers among many MFIs in a
village. In this case, a strong MFI will take a leading role in linking other

MEFTs or financial groups together.

2) Tambon-level CFIs established as a result of mergers among

MFTs from each village with the aim to expanding service network.

3) CFIs which allow general admission of new members.
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2. Development of Legal Framework for CFIs

The government should support the establishment of CFIs, with
the Ministry of Finance possibly developing a regulatory framework which
facilitates the development of CFIs. To this end, the government may come
up with the draft of the CFI Act to facilitate the expansion of MFIs with the

organizations to register according to the Act to be classified as follows.

2.1 Community Financial Groups which are registered according
to the Act despite their small scales of operations, i.e. a group with less than
500 deposit-making members or less than 5 million baht in total deposit. For
this group, the government does not need to regulate or supervise, but the

group must report its operations to the authorities annually.

2.2 CFIs registered according to the Act which can be classified
further into two groups: 2a) Community financial groups with more than 500
deposit-making members or more than 5 million baht in total deposit and 2b)
other MFIs wishing to be upgraded to CFIs or registered community financial
groups as in 1). For this group, the institution in question must have in place
appropriate rules regarding the selection criteria and qualifications of the
board members, accounting standard, and internal control. Financial
institutions in this group are also required to report their financial results

quarterly.
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2.3 CFIs which are allowed to mobilise deposits from the general
public. These CFIs will also have to comply with prudential regulations,
albeit at a more flexible level than those used to regulate commercial banks
so as to not put too much burden on CFIs operations which are not overly

complicated or risky.
3. Promotion of Saving via Deposit Protection for CFI Depositors

To instill confidence in CFI depositors deposit protection system
should be established in the form of deposit protection fund under the CFI
Act. This agency will protect deposits for retail customers in the case of CFIs
being ordered to close down. The establishment and operation of such agency

shall be pursuant to the following principles.

3.1 The Fund shall protect only customers of registered CFIs
under the Act, and not the customers of community financial institutions

registered under the same Act.

3.2 The participating CFIs must contribute funds to the deposit
protection system. The amount of funds contributed should not be so high
that heavy burdens will be imposed upon the CFIs, but should also not be so

low that moral hazard may arise.

3.3 To prevent moral hazard, the maximum amount of deposit
insured per customer or account, should be imposed. According to the survey
of those who deposit or save with the MFIs, most of the deposits are lower

than 50,000 baht (accounting for 77 and 96 percent of the total number of
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customers who save with savings groups and village funds, and 21 and 61
percent in terms of the amount deposited to respective institutions). Hence, the

appropriate amount of deposit insured may be at 20,000 baht per customer.

3.4 Other regulated MFIs may participate in this deposit insurance
system, although they may have to follow the regulation and supervision

imposed upon CFIs

Summary of Policy Recommendations

f . P '
Community Financial Government \
Institution Act | Deposit Protection Fund
L J !
Regulator Provide incentives T T T
for MFls o operate I cach CFI, only 20,000 baht per
1. Community depositoris protected,
u Register and report formally
Financial Group | |
[ = Soft loans
. Budgetary
= Tax
.‘Gllpp[ln
= Deposit protection

Non-prudential

~ 1 Registered CFls Regulations
Contribute fund to deposit protection system. The amount contribified

should be low to promote saving and prevent moral hazard

Prudential

== 3. Licensed CFls Regulations
Contribute fund to deposit protection system. The amount

contributed can be varied according to the risk of cach CFls,

eonc



unuMaLTEUUNIsRUsEAUg U InlumMsdaEsan1sdniiauin1snienisitu

ec&o

4. Microfinance Master Plan Phase 11

Initial assessment of the implementation of the Microfinance
Master Plan implies the necessity of formulating the Microfinance Master
Plan Phase II to follow up on and fulfill any unaccomplished tasks from the
first phase of the Plan. Improving financial literacy among MFTI clients should
also be the main focus, as even though MFIs has continually educated their
clients, the client (demand-side) survey still showed that financial literacy of
MFI customers remains low. Additionally, the fact that supervision of
financial institutions in Thailand is separate for each type of institution
means that there is no single authority responsible for supervising MFIs in an
overarching fashion, which in turn leads to the public being under-educated
regarding financial literacy and consumer protection. Therefore, there exists
the need to formulate a plan to increase understanding of finance among the
public. Such long-term plan could involve setting up an organization
responsible for promoting financial literacy and consumer protection e.g.
establishing call centres to provide channels for clients to voice their opinion

on microfinance services.
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The main objectives of the research are to identify the effect of the
Value Added Tax (VAT) to the household income distribution by comparing
Genie Co-efficient of before-taxed and after-taxed and impact of VAT on Thai
economy in term of price level, GDP growth, and government revenue.
Moreover, the research also identify whether the VAT is the progressive or
regressive tax rate by comparing VAT burden on household income and on
household expenditure which classified in 10 groups by National Statistical

Office (NSO).

The research is conducted by using secondary data from NSO and
VAT collection of Revenue Department to analyze the effect of VAT on
income distribution. In addition, empirical study of impact of VAT on economy
is also reviewed to be an input of analysis for macroeconomic effect on price
level, the economic growth, and government revenue. The research findings

are as follows:

(1) The Gini Coefficient is lower around 0.18996 % after having
VAT burden. Therefore, the impact of VAT on income distribution in Thailand
is slightly better than no VAT. This is because the low income household has
lower expense than higher incomes household. Moreover, the research proves
that VAT is the progressive tax rate when comparing to household expenditure

but it will be slightly regressive tax rate when comparing to household income.
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(2) The VAT has impact on price level in the same direction. However
there will be a change only in the short run during increasing the tax rate.
While as the impact of VAT on GDP growth is the opposite due to higher price
level causing the less consumption. However, government revenue is in the
positive way when raising VAT. The conclusion of the effect of VAT on

economy is shown in the table below.

Factors Effect Remarks

Price Level +1.82 percent Increase VAT from

7 % to 10 %

GDP growth -0.015 percent Increase VAT 1 %

Government +84,404 Million Baht Increase VAT 1%
Revenue

From the research finding, government can raise the VAT rate for
generating more revenue to fulfill the welfare policy while as there is the
minority impact on price level and GDP growth. The research has proved that
it is valuable to increase VAT while VAT has a limited impact on low income
household due to the basic exemption on the goods and services for the poor

provided.

However, in the case of Thai Government would like to reduce
inequality policy by financing social welfare for low income people, the
potential policy option to secure the source of revenue is to increase VAT with

alleviating the impact of the VAT on economy as follows;
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1) Price Control measure should be introduced. And the price upsurge

should not be more than tax burden which is 1.82 %.

2) The increasing of VAT should synchronously process with Corporate
Income Tax reduction to provide a space for Business to absorb the burden of

VAT.

3) The strong economic growth period is the most appropriate time to
increase the VAT rate to lessen the negative impact of VAT. This is because
people will have more income. Therefore, their purchasing power will be

unchanged.
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Illegal Moneylenders is a problem faced by many countries. The
cause of which is related to the country’s economic instability, poverty and
consumers’ ability to borrow from financial institutions. The National Survey
Organization, in 2009, found that 82.4 % of Thai families are in debt to a
formal financial institution (legal moneylenders), 9.7% are in debt to both
legal and illegal source of moneylenders while 7.9% are in debt to illegal
moneylenders. Out of the total of 20.8 million families in Thailand, an
average family carries a debt from illegal moneylender at 6,985 baht.
Although the amount of debt owe to an illegal moneylender is proportionately
small in comparison to the amount of debt owe to a legal source, the rising
trend of money being borrowed from an illegal moneylender is increasing
together with the connected problems from illegal debt collection practices
such as use of violence, harassment, defamation and other criminal acts

which leads to the rise of crime rate.

There may be many causes to illegal money lending practices to
blossom in Thailand such as consumer’s insufficient income, overspending,
materialism, inability to borrow from a legal source and the lack of education
or understanding about financial management. Therefore, illegal moneylenders
have found a comfortable market in society to carryout their businesses
through harsh lending terms and collection high interest rates from 15 - 20%

per month.

In its effort to directly combat such problems, the Government has

issued the Ministry of Finance Notification on Businesses and Undertakings
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that requires authorization as specified under the Revolutionary Council
Order number 58 on personal loans. The Notification stipulates for anyone
who wish to carryout such businesses or undertakings must be authorized
and to carry a license. However, the Notification only allows for corporate
bodies with authorized capital of no less than 50 million baht to register for a
license. Such requirement renders persons who lends with small capital
unable to register themselves and to carry out their businesses incompliance
with the law. Other efforts to combat illegal money lending practices include
the use of Microfinance through the People’s Bank, Village Funds and Posts
Bank. However, there are yet limitations to which Microfinance projects are
able to provide assistance and the continuation of some projects which are

managed through uncertain financial policy.

Other legislations related to illegal money lending practices includes
The Civil and Commercial Code, section 654 allowing the maximum of
interest to be collected must be no more than 15% per year while a financial
institution lender may collect higher interest than the aforesaid as prescribed
under the Financial Institution Interests Act 1980. In the year 2005, the
Ministry of Finance has issued a Ministerial Notification on Personal Loan
Businesses which allows of persons authorized under the Notification who
are not Financial Institutions to collect interest, financial charge, service
charge or other types of charges altogether must not exceed 28% per year.
Therefore, we have witnessed a more relaxed terms of legislation for

moneylenders who are financial institutions for reasons that these institutions
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are important pieces of mechanics for the country’s overall financial stability
and enforcements of fiscal policies while other lenders are bind under the
Thai Civil and Commercial Code which allows for the maximum interest of
15% per year to be calculated. With the current legislations involved, the
Government has, to a certain extent, means for supervision of money lending
practices. However, where there is a contract, a Court of Law may only
render terms on interest rates to be unenforceable. General practices of
money lending has evolved through time so as to avoid legal enforcements
making the current law inefficient and insufficient to regulate money lending

in Thailand.

From International experiences with illegal moneylenders, this study
has found similarities regarding social problems faced in Thailand such as
the charging of interests at usurious rates which inflicts extortionate financial
burden for borrowers to repay. In developed countries such as the United
States and the United Kingdom, the problems are found to be at lower scale
than problems faced by developing countries although there has been
continuous efforts in enacting legislations to promote consumer protection
and consumer awareness to prepare sufficient information for consumers to
be able to make comparison between different loans and to decide on the best
term. In developing countries such as India, Bangladesh and the Philippines,
efforts have been put into microfinance projects similar to the organizations
of Self - Help Groups or SHGs, and Non - Governmental Organization or NGOs

to encourage communities to be aware of social responsibility together with
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the creation of “linkage” model between financial institutions, Bank or other
credit providing institutions to come together under one ambit of
microfinance structure and to be able to carry out microfinance businesses
with the same integrity as the other financial institutions or institutions with

larger capital scale to create greater variety of credit channels.

This project has highlighted certain options or solutions for the
Government to the current problem regarding illegal moneylenders in
Thailand. The solution does not include means to “combat” illegal money-
lenders but to “accept” these moneylenders as important personnel to society
and for certain groups of consumers. A system should there for be created to
allow these moneylenders to form a part of society as an honest businessmen
who conduct their business with the same integrity as banks or financial
institutions personnel. Legislations must also allow for this system to be
created and must realize the current limitations in the current legal system
which does not take into account the existence of these personnel. Other
solutions which the project has introduce includes the consideration of
international experiences and legislations which must be viewed in light of
differences in social, culture and other related factors. Therefore, to find a
solution to illegal moneylender predicament, this project proposes the

following measures to be adopted by the Government:
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1) Legal measures for supervision of illegal moneylenders

(1) A proposed draft Illegal Moneylender Act should be considered
together with the adoption of “linkage” system from the experience in India to
create new channels for financial institutions, banks or other credit providing
organization to be integrated into microfinance policy and to stimulate greater
spread of capital from formal credit sector to informal credit sector in Thailand.

The draft should include the following measures:

(1.1) To allow for “creditors” to include a person or corporation or a
person under a contract with a financial institution to take a loan from that
institution for the purpose of lending under his/her own name for the purpose
of creating a “linkage” system between formal credit institutions and

consumers who are unable to access loans through a formal credit channel.

(1.2) Removal of financial limits or other conditions in granting a
loan. A creditor will be under burden to assess borrower’s ability to repay in

drawing of a loan agreement.

(1.3) A waiver from section 654 of the Civil and Commercial Code
and to allow for a governmental body to have the power to set maximum rate

of interest through Ministerial Notification or other legislative means.

(1.4) To elect a governmental body to carry out supervision of money
lending business. This project has proposed the Office of Consumer Protection

Board or the Bureau of Microfinance Policy, Fiscal Policy Office to act as supervisors.
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(2) To amend the Usurious Interest Act 1932 to cover current money
lending practices which has eluded legal enforcement by undertaking a
different name or by conducting business with bad-faith. This amendment
should include the increase in penalties or legal sanctions for any persons who

are found to be in breach of the law.
2) Additional proposals

(1) Financial assistance from the Government must be given with
greater diligence so as to hinder financial discipline from consumers which
encourage people to depend on Government’s aid when in time of crisis
instead of trying to solve the problem themselves and to take on the
responsibility as a person should do. Therefore any financial assistance
should only be give when in time of real crisis and the Government must
encourage the people to be able to stand on their own without help from the
government by generating sufficient income, promote savings and to

acknowledge social responsibility.

(2) To encourage financial discipline. Illegal money lenders exist in
areas with problems related to poverty. Therefore, in finding a solution to
illegal money lenders, one must also find a solution to combat poverty. The
two problems simultaneously exists, one as a result of another, thus,
encouragement of financial discipline and to promote lending which generate
greater income must be part of the Government’s agenda. Lending which

creates greater debt in the long-run must be discouraged at all costs.
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