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Executive Summary

Illecal 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 Organisation, 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 that requires authorisation 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
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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 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 Organisation or NGOs to encourage communities to be aware of social
responsibility together with the creation of “linkage” model between financial institutions,

Bank or other credit providing institutions to come together under one ambit of microfinance
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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 moneylenders 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:

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.
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(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.

(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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