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Executive Summary

The objective of the research “The Roles of Microfinance in Promoting Financial Access” is to
suggest ways in which Microfinance Institutions (MFIs) 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 MFIs 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 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
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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, 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:

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
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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 MFTIs 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
MFiIs also carry out social services by means of promoting profession 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.
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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;

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 Organisations (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 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
MFTIs 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
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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 II.

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. 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 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
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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
CFlIs 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.

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 MFIs.
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.
1.7 CFlIs
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
MFTIs, 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 MFIs or financial groups together.

2) Tambon-level CFIs established as a result of mergers among MFIs from each village
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with the aim to expanding service network.
3) CFIs which allow general admission of new members.
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
organisations 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.

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.
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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
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

Community Financial Cofennuent ‘ (

Institution Act \ ) Deposit Protection Fund

Provide incentives T ? T

Regulator ‘
In each CFI, only 20,000 baht pe
L for MFIs to operate N each ony it per
1. Community depositor is protected.
. . Register and report formally
Financial Group i
| - Soft loans
Budgetary
- Tax
support
- Deposit protection
Non-prudential b =
2. Registered CFIs Regulations
Contribute fund to deposit protection system. The amount contributed
should be low to promote saving and prevent moral hazard
Prudential
3. Licensed CFIs Regulations

Contribute fund to deposit protection system. The amount

contributed can be varied according to the risk of each CFls.
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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 MFI 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 organisation 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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