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Executive Summary

At the present, Thai farmers could insure against only one type
of disaster risks, which is the draught risk, and only for maize and rice.
Currently, the draught insurance on maize is offered in the market for
farmers in seven provinces: Nan, Phitsanulok, Nakhonsawan, Lopburi,
Nakhon Ratchasima, and Saraburi; and the draught insurance on rice is
offered in the market for farmers only in Khon Kaen province. These
draught insurances utilize similar “weather index” as a measure of
damages with slight differences in details of their product designs. In
detail, the insurance premium and the amount of compensation for rice
are tied with the amount of loan from Bank for Agricultural and
Agricultural Cooperative (BAAC), while for maize, the flat rate premium
applies to all coverge areas and the maximum compensation varies in

accordance with the degree of risk in each particular area.

Although crop insurance has been studied and trial experimented
in Thailand for nearly 40 years, its use has been limited in terms of area,

and disaster type coverage, given some periods of discontinuation in



the implementation. However, according to the mentioned fact and
the logical framework for the management of disaster risk, crop
insurance can be used as the financial instrument to transfer risk from
farmers to insurers, and is considered as one of the tools to manage
disaster risk aside from the improvement in irrigation system and
agricultural technology. In particular, it can be used to deal with
“systemic risk,” that is difficult for anyone to deal by himself. However,
its use is limited by the affordability of farmers and is subjected to
the “adverse selection” program, in which only farmers with high risks
seek to obtain the insurance. Nonetheless, the government can help
develop the crop insurance as a tool to effectively insure against disaster

risk.

The objective of this research is to suggest improvements to
the existing weather index insurance as a tool to effectively manage
disaster risks. The research methodology includes literature review,
interview of experts in the private sector, and survey of 1,359 farmers in
6 provinces to assess their knowledge and needs of crop insurance,

as well as the experience of farmers who have bought the weather index



insurance.

According to the survey, (1) with regard to farmers’ attitude on
risk management, 26.7 percent of the farmers want the government to
help manage the risks that they cannot cover by themselves, which in
addition to disaster risk, also include risks on agricultural price and input
cost, while 57.8 percent of the farmers think the risk management burden
could be shared by the governments and farmers; (2) with regard to
the relationship between insurance and production, 67.9 percent of
the farmers would be more confident in their crop product with crop
insurance; (3) with regard to the familiarity on crop insurance, 50.7
percent of the farmers understand the procedures involved and
the benefits of general insurance, while only 34.7 percent of the farmers
understand the “weather index insurance” and only 33.6 percent
understand “basis risk,” and (4) important factors that affect farmers’
decision to buy a crop insurance are premium, insurance coverage, and

credibility of an insurance agent respectively.

With regard to the survey of 192 samples of farmers who have

experiences on weather index insurance on maize, the results are as



follows: (1) 42.6 percent of the farmers think the insurance premium is
too high, (2) 30.7 percent of the farmers’ investment pattern during crop
cycle is inversely related to the insurance coverage during the crop
cycle, (3) 52.6 percent of the farmers are not satisfied with the 25
kilometre radius of the rainfall measuring instrument, (4) 60.8 percent of
the farmers will not purchase the weather index insurance during their
next crop season given high premium and unclear policy coverage, and
(5) the existing weather index insurance need to be improved on
the insurance premium rate, the rainfall measurement radius, and the type

of insured risk.

With regard to their experience on weather index insurance on
rice from the survey of 41 samples, the results are as follows: 80.9
percent of the farmers are satisfied with the insurance premium, 86.4
percent of the farmers think that the insurance premium is consistent with
the insurance coverage, and 83.7 of the farmers are interested in

purchasing the weather index insurance during their next crop season.

With regard to the affordability, according to the survey, in

return for 2,000 baht per rai (or 1,600 square metres) of insurance



coverage, maize farmers are willing to pay 117 baht per rai, and rice
farmers are willing to pay 109 baht per rai. Moreover, the factors
affecting the purchasing decision include the premium, the policy
coverage, and credibility of the insurance agent. Also, 91.2 percent

of the farmers think that the BAAC is a credible and appropriate agent.

According to the interviews from a sample of insurance brokers
and insurers, as well as comments from experts from relevant agencies
on August 27, 2010 at the seminar at Department of Agricultural
Extension, Ministry of Agriculture and Cooperatives, there are areas of
improvement for weather index insurance to make it more suitable for
farmers in different regions. There is the need to gather important
statistics such as rainfall, input costs, yields by crop area, number of
farmers, and location of farmers within the radius of rainfall
measurement station. Moreover, there is the need to enhance
the knowledge of insurer on technical aspect of insurance as well as
the understanding of farmers on insurance product. Also, at the present,

BAAC is the only agency promoting weather index insurance.

In conclusion, this research shows that crop insurance is one of



the financial instruments that can potentially be used to manage disaster
risks for Thai farmers. Particularly, under the climate variability
condition, the use of proper financial instrument to manage the risk
beforehand would fulfill the loophole of the uncovered loss and
preventing farmers from the difficulty that is caused by disaster. Based
on the existing insurance policy, the adjustment of the coverage amount
to be in line with the actual production cost especially in the first stage of

planting would help respond to farmers’ needs.

Moreover, to sustain its relevance and usefulness, it is important
to promote the complete understanding of crop insurance products. In
addition, with a central database, insurers can develop and tailor crop
insurance products to suit farmers’ needs. Moreover, in the assessment of
damage from draught, weather index should be used in conjunction with
other conditions specific to each area, such as the quality of soil and
the pattern of rainfall. Furthermore, other models of insurance such as an
area-yield index insurance, which may suit for a local government or

financial institution as an insured should be explored.

This research has recommended the proper and suitable direction



for Thailand. The support of the government is needed in order to
promote competition among insurers to develop the varieties of insurance
products that could respond to the farmers’ needs in each area.
The government may consider the model of the Public-Private
Partnership, in which the government initiates the development plan for
crop insurance, and give some supports to promote competition among
private insurers. The government may also subsidise the insurance

premium for farmers.
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Executive Summary

The objectives of the research “Regulatory Policy for Competition
Development in Thailand financial business” are twofold. First, to analyse and
compare, between Thailand and other selected economies, the state of competition
as well as financial regulation and second, to designate the optimal regulatory
policy to develop competition in Thailand’s financial business. This study focuses
on three main types of financial business: commercial banking, insurance (general
and life insurance), and securities, while the countries being selected for
comparative analyses are the United States, the European Union members, Japan,
Singapore, and Malaysia. The research contains both the qualitative aspect, which
includes documental research and in-depth interview with relevant private sectors,
and the quantitative aspect, backed by the data on the Herfindahl-Hirschman Index

(HHI) and Concentration Ratio.

As a response to the first objective of this research, it has been found that
each type of selected business varies in terms of competition, regulation, and
development plan. In general, the market structure of Thai financial business is
considered imperfectly competitive, with the HHI showing that General Insurance
as well as Securities business are more competive than commercial banking, which
itself is moderately competitive, while life insurance business ranks lowest in this

regard. (as shown by the following table)



Table: The Comparison of competition sorted by business type

Type of Dusiness =l Cancentratan Competition

ammarcial Banking
Cracit 1052 moderaie modarmia
Dapose 1H6 rodesaie moderEls
reurance
Lita Z2.3580 Py ow
Qeneml 502 boaw Ll 1
Secures and assal raragemeant
Securitins 368.02 by high
Assal managament 904,25 howy higt

The structure of financial supervision in Thailand comprises of several
organizations responsible for supervision of different businesses, with the Ministry
of Finance responsible for general oversight, while commercial banking business
falls under the auspice of the Bank of Thailand. The insurance business is
supervised by the Office of Insurance Commission (OIC), while securities business
supervisory responsibilities go to the Securities and Exchange Commission (SEC).
The three organizations are empowered by the respective acts governing
supervision. In this study, the following regulations on the following aspects are of
interest: business establishment and licensing, shareholding, reserve and liquidity
maintenance, and operation. The results of the study shows that the regulation on
establishment and shareholding are similar for commercial banks as well as
insurance business, with the latter being more restrictive in terms of licensing due

to the requirement of approval from the cabinet. In contrast, the securities



business enjoys more relaxed regulation as the private sectors are encouraged to
self-regulate. Moreover, each type of business has its own development plan
separate from one another. Thailand’s Financial Sector Master Plan (Phase I, 2010-
2014) determines commercial bank regulation as well as promotes Mergers and
Acquisitions (M&A) and financial liberalization, encouraging foreign commercial
banks to play a larger role in the Thai market. The first Insurance Development Plan
(2006-2011), focuses on developing financial stability, competitiveness, and
trustworthiness of each insurance firm rather than promoting competition or
liberalization. Capital Market Development Plan (2010-2014) aims to increase
the efficiency of the entire capital market as well as improve infrastructure and

promote competition.

The interviews with experts from three organizations: the Thai Banker’s
Association, the General Insurance Association, and Association of Securities
Companies revealed that all types of financial business exhibited a strong level of
competition both prior to and after the 1997 Asian Financial Crisis. The regulation
of commercial banks in particular has become more stringent after the crisis, while
securities business has enjoyed more relaxed supervision. The regulation of general
insurance, on the other hand, remains relatively the same. Regarding the comments
on development plans for commercial banks, the interviewee stated that there
should be a more concrete execution of the Financial Sector Master Plan, while

concerns were raised on the lack of understanding of microfinance among



the public as well as lack of support on voluntary M&A. With respect to financial
liberalization to allow foreign banks to own more branches and ATMs,
the interviewees suggested that long term effect on Thai commercial banks should
be taken in account, with specific recommendation for the state to be more forward
looking in its approach to devising development plans and to enact more supportive
measures so as to increase the competitiveness of Thai commercial banks. In case
of insurance business, the interviewee was of the opinion that the Insurance
Development Plan focused more promoting stability within the system while
competition promotion was at a premium. In particular, M&A should strengthen
stability and competitiveness, but existing tax regulations are not conducive to such
activities. In addition, the state should also devise regulation for consumers. For
securities business, the interviewee agreed that security market reform policies, as
stated in the Capital Market Development Plan were generally in line with such
policies executed globally. With regards to liberalization and promotion of
intermediary efficiency by means of fee waiving and removal of limits on
the number of license, the interviewees suggested that the state should make it clear
to interested parties that such policies are executed so as to allow market
mechanism to fully operate. Prior to liberalization, measures should be in place in
order to prevent capital outflows as well as undesirable domination by foreign

firms.



Comparative study on other countries showed that the United States, EU
countries and Malaysia (except life insurance business), all exhibited high level of
competition in virtually all types of financial business. This is not the case in Japan
where competition is moderate, and in Singapore where competition in commercial
banking is low. (Its general insurance business is nevertheless highly competitive).
Regarding the structure of supervision, it is found that the United States financial
markets are supervised by several organizations not unlike Thailand, while
Singapore and Malaysia share the identical dual supervision system. For Japan and
the EU countries, only one body is responsible for supervision, although
supervision structure may differ for each individual nation within the EU. The study
also shows that the United States, the EU countries, Japan, and Singapore all have
in place antitrust laws, while Malaysia is in the process of drafting on such
regulation. Regarding state assistance, most countries retract from such action, with
privatization instead promoted so as to foster competition. Financial liberalization is
strongly encouraged in the United States, the EU countries, Japan, and Singapore

while Malaysia adopts a more gradual approach.

From the data on comparative research on competition, state of
supervision, and development plans, the research team has come up with the

following with the following discussions and observations;

(1) Financial businesses in Thailand remain highly competitiveness even

after the 1997 Asian Financial Crisis, with the market classified as imperfectly



competitive. Nevertheless, there exists no monopoly of a particular business. In
addition, the market for life insurance business and commercial banking is more
concentrated than that of general insurance and securities. Bear in mind that
Concentration Ratio alone is not sufficient to determine the level of competition as
competitive behaviour and business operation results should also be taken into
account. Comparatively, Thai securities market is highly competitive similar to the
situation in the United States, the EU, and Malaysia, which in turn reflects the
liberal nature of this business in relation to others in particular the banking
business in which competition level varies, with Singapore having a strikingly

uncompetitive commercial banking business.

(2) The structure of supervision in Thailand is of particular interest as
different financial regulators being responsible for each type of business, with the
Bank of Thailand supervising commercial banks, the OIC governing both general
and life insurance business, and SEC supervising securities and capital
markets-related businesses. Overarching supervision is the responsibility of the
Ministry of Finance which will also take part in certain aspect of supervision itself,
especially licensing of potential new entrants and the remedy of damages to
financial system so as to maintain public well-being. Despite having a similar
structure to the United States, financial regulators in Thailand’s operations are less
complicated due to its simpler financial structure. The EU countries and Japan both

have a single financial supervisory agency. For Singapore and Malaysia, although



the banking and insurance business is governed by the same regulator, the securities
business supervision is the responsibility of another organization. Even though the
optimal supervision structure cannot be determined, we can still conclude that
having single financial supervisory agency do not affect competition since both
Japan and the EU countries’ financial markets are still highly competitive not unlike
others, with no excessive interference to the extent that market mechanism is

distorted.

(3) Current regulation on business establishment states that any banking
or insurance business must be in the form of public companies, which are harder to
establish than limited companies and more related to the public. Although this
particular policy prevents entrepreneurs with limited capital from entering the
markets, this is beneficial in terms of capital stability crucial for operation as public
companies is capable of raising more funds than limited companies as well as
reflecting public participation in the sense that individuals can buy stocks. In case
of securities business, limited companies are still allowed to set up business, which
represent less of a hindrance to potential entrepreneurs than the previous case. Bear
in mind that financial business is one form of public service which is subject to
supervision in the form of licensing, with the Finance Minister holding authority for
granting licenses to commercial banks and securities companies under the advice of
relevant bodies (The Bank of Thailand and the SEC). In contrast, licensing of both

life and general insurance companies must pass cabinet approval, which is more



difficult than the case of commercial banks and securities companies.

(4) Shareholding regulations for commercial banks and insurance business
are similar in nature, with the three tier system of control. The first level allows for
foreign nationals to hold 25 percent of the shares. Should they wish to hold up to 49
percent of the shares, requests can be submitted to the Bank of Thailand and the
SEC for approval. In exceptional circumstances such as the resolution of internal
problem within the company, requests can be lodged to the Minister of Finance
under the advice of relevant bodies to allow for foreigners to hold more than 50
percent of the shares. Interestingly, there is no such regulation for securities
business, which reflects the liberal nature of business which is more open to

international investors.

(5) The existing regulations on reserve and liquidity requirements focus
more on prudent regulation rather than competition promotion. Although such
regulations may restrict the firms’ ability to employ their asset to further their profit
objectives, they are necessary as financial businesses are more prone to triggering
systemic risk than other types of enterprise. Hence, the development of competition
in financial markets must always take into consideration reserve fund stability. To
this end, each of the three aforementioned bodies (BOT, OIC, SEC) set up different

reserve requirements for each type of business.

(6) Operation regulations on all types of business are similar in the sense

that each type of business is prevented from cross operation. For example, life



insurance companies are prohibited from offering general insurance, and vice versa,
while finance companies are only allowed to conduct the operations as determined
by the license. Such restriction is lifted in the case of commercial banks, which are
allowed to conduct securities business, insurance-related business and derivatives
under the conditions set by the BOT. This cross operation will result in the increase

in competition complexity in financial markets.

(7) The M&A regulations as stated in the three aforementioned
development plans still focus on strengthening the entrepreneurs so as to increase
competitiveness, especially against foreign firms which increasingly enter
the market following financial liberalization trend. However, such policy must not
cause the market to be monopolised, which will hinder competition development in

financial business

(8) The three aforementioned financial business development plans all
aim to increase competition within each type of business, which displays
the authority’s determination to promote competition in the same vein as the EU,
Japan, and Malaysia. In contrast, in the wake of the Subprime crisis, financial
supervision in the United States has taken a different turn from liberalization
towards strict supervision as reflected in a soon-to-be promulgated Finance Reform
Act. This turnabout in supervision could soon spread globally in the sense that
excessive financial freedom which led to systemic crisis is eschewed in favour of

stability and consumer protection.



The answers to the first objective as well as the above discussion
culminate in policy suggestion on policy design to promote competition in
Thailand financial business as stated in the second objective. Our suggestions are as

follows;

(1) The regulatory policies should be relaxed for life insurance and
commercial banking business to promote more competition which will result in
lower cost of operation and better quality of service, both to the benefit of
consumers. At the same time, policies on prudential regulation must remain
alongside consumer protection to prevent wasteful competition which may take

advantage of consumers.

(2) M&A policies must take into account the strengthening of Thai
financial firms so that they can compete with foreign companies in the wake of
increasing liberalization. Tax regulations should be amended in order to facilitate

more M&A, while ensuring that monopolies would not arise as a result.

(3) There must be constant monitoring of the execution of the three

financial business development plans which will result in better competition.

(4) The next phase of financial development plan should take into
consideration the shifting global supervision trend which may become more
stringent in line with United States’ stance. Nevertheless, one must also consider

the state of competition in Thailand as excessive rigid supervision may restrict



freedom of competition as well as market mechanism.

(5) Coordination and integration must be promoted amongst the three
supervisory organizations and the Ministry of Finance e.g. the integration of
development plans into a single document or the study of the possibility on
adopting a single financial supervisory agency to facilitate increasing complexity of
the financial system, and prevent any systemic crises that may arise at increasing
frequency following increasing liberalization and collaboration among ASEAN
members. To achieve such integration as well as monitor the movements in
financial markets, a new regulatory body may need to be set up with the power to
coordinate the policies, formulate the integrated plan, and monitor financial markets
as well as offer relevant policy suggestions. This may be in the form of a committee
consisting of authorities from the Ministry of Finance and other supervisory

organizations.

(6) There must be in place policies to facilitate the development of
personnels within financial business so that to constantly equip them with
knowledge and expertise in financial products. This will promote competition
within the business and upgrade the firms to international status due to

understanding of international codes and standards of practice.
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