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Beefing up the role of SME Bank

Through rumerous iterations and paricas of wax and wane, a revived SM= 2ank nas set its sights on new Slateaus,
aimirg to ad Thailand on the S-shaped ek towads growth. By Wichit Chantanusornsiri

sthe mallmd Medium Enterprise Development

to Thailamis;emsmnc value? It’s a simple ques-
. tion:that has recently been raised by president
Monjgkol Leelatham, but one that nobody dared

ask even a few yearsago.

His guestion reflects confidence that SME Bank
is now a différent insthtution than in the past, when.
almost half of its lending portfolio had turned souf '
and its balance sheet was awash in. red ink. In the - '

The: am:z-beleaguered SME Bank is expected tobe
tha first among seven financially ailing state enterprises

the current Ievel
pace with the countxysww

100 -bhillion
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bank are its long-term survival and avoiding the mis-
takes of the past.

Mr Mongkol says “adapting to change" is key. “It
is a very challenging task to guarantee that the bank
will survive in the long run. The bank needs to amend
its rules and regulations, revise its policies and work-
ing process, as well as improve its workforce and
technology”’

In 1964, the Smali Industries Finance Office, as
SME Bank was then known, was set Up under the
Industry Ministry's Department of Industrial Pro-
motion as a lender for small industries. The name
was later changed Lo the Small Industry Finance Cor-
poration in 1991, before a final rebranding as SME
Bank in 2002.

SME Bank struggled with net losses and bad loans
for years, due to imprudent lending. Its NPLs peaked
at nearly 50% of outstanding loans in 2013.

About half of the bad loans had been given to large
borrowers who secured more than 50 million baht from
the bank, while the remainder were smaller borrowers.
According to a breakdown of loans given to small oper-
ators that later turned sour, half of them went bad due
to government policies, while the rest had been taken
on to aid operators whe had been hitby the devastating
floods in 2011. The political chaos stemming from the
red-shirt protests also took a tolk.

See SMIE BANK Page 8

sme sank N

In ransforming the financially ailing bank
into a more robust one, management was
forced to overhaul the lending process by
restricting the ceiling loan amount for each
borrowet to 15 million balt — the loan amount
that commercial lenders classify as a personal
loan. Such a designation subsequently entails
higher interest rates, helping create checks and
balances.

SME Bank restructured its lending unit by
separating the loan origination and creditanal-
ysis functions to make them risk filters. It fur-
ther set up a unit tasked with monitoring loans
to probe the overall picture of loan quality.

_ SME Bank has also instituted an important
policy that no more than 5% of its new loans
should be allowed to go bad, and it has subse-
quently alerted all relevant staff to how much
risk the bank is willing to take on in extending
new loans. Adding a healthy dose of performing
loans into the mix has rapidly brought down
the bad-loan 1atio.

Mr Mongkol says SME Bank aims for 35 bil-
lion baht worth of new lending this year.

“Metaphorically speaking, we need to add
quality water in order 1o dilute the wastewa-
ter so that the bank’s financial position will
improve, he says. “If the boat jettisons heavy
cargo and patches leaks, it will be able to stay
afloat iong enough for the crew to steer the
course and adjust the mainsail so it will be
ready to catch wind.

“When the lending process is standardised
and cleared, intervention from cutsiders to
force the bank to loanto a particular person
or group will be more difficult because such
interventions will leave a trail, with checks
and balances involving more than 10 staff
members.

“When it is a system with checks and bal-
ances, like for commercial banks, 1 believe that
10 one will dare intervene as in the past, when

o1



every step of the {bank’s]
lending process was con-
trolled by a particular group,
starting from contacting
customers, credit analysis
to loan draw-down.”

The revised system, by
conirast, has already borne
fruit, as evidenced by the
fact thadt a mere 2% of the
60 billion baht in loans
extended during the 2015-
16 period turned sour, while
the bank's NPL ratio went
down.

The interest rate that
Krungthai Bank charges
SME Bank for credit has
fallen to 2.01% from a peak
of 2.88%, reftecting SME
Bank's greater credibility,
Mr Mongkol says.

Apart from lowering
NPLs, the period for the
bank’s lending approval
process has been halved to
32 days, as practical guide-
lines are now in place. The
power to make decisions
on unclear issues must be
made at the executive level.

SME Bank is evolving by
jointly investing with poten-
tial SMEs through its ven-
ture capital fund, in addition
to acting as a lender.

The bank aims to pour
450 million baht into 27
SMEs, with money spent
on jeint investment to reach
500 million by the end of the
_ year
Atpresent, 77 SME oper-
| atars are approaching the
* SME Bank's venture capital
fund to invest, representing
a combined value of 1.4 bil-
lion baht.

Mr Mongkol says the bank is geared towards
becoming a full-blown bank for development.

To achieve this goal, the bank must
strengthen smaller SME operators and allow
them to be liquid without needing to seek fund-
ing from financial institutions, while injecting
money into those operatoss that need financing
but have difficulty accessing credit from com-
mercial banks,

The bank now charges SME enfrepreneurs
5.77% a year, with a margin of 2.17% — lower
than that for commercial lenders, which is
higher than 3%.

It is also the bank’s mission to help
upgrade operators to SME 4.0 and add value
to their products and expand their distribu-
tion channels to e-commerce, Mr Mongkol
says, adding that SME Bank, together with
20-30 SME operators, is in a pitot project for
SME 4.0.

It is necessary for local SMEs to change
by applying basic IT infrastructure to their
product development, but an SME Bank’s
survey found that 70% of such operators still
use obsolete machinery that is not controlied
by IT systems. ;

The survey also found that 30% of SME oper-
ators are thinking about changing, while only
10% are ready to change. :

Moreover, just 1,000 of 25,000 SME operators -

engaged in Thailand's 10 targeted industries for
S-curved growth are strong enough and gearing
up to apply new technology to their production
processes, while another 7,500 need state sup-
port to change.

The government has recently flagged 10
target industries: next-generation cars; smart
electronics; affluent, medical and wellness
tourism; agriculture and biotechnology; food;
robotics for industry; logistics and aviation;
biofuels and biochemicals; digital; and medical
services. '

Readiness for change is the key factor to
success for all organisations, including SME
Bank, Mr Mongkol says.

Even though SME Bank’s staff are capable at
the moment, they may not be competent in the
future if they resist change, he says.



When it is a system
with checks and
balances, like for

commercial banks, |
believe that no one

will dare intervene as

in the past.

MONGKOL LEELATHAM
SME BANK PRESIDENT
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ABOVE

R visitor tests
prodacts at the
SME Marketpiace
exhibition.

RIGHT

Strong qrowth is
the bank’s higgest
challenge, Mr
Mongkel says.




PHOTOS: TAWATCHAI KEMGUMNERD

ABOQVE

Some Z million
SME operators
help drive
Thailand’s
¢COROMY.

LEFY

The SME Bank
logo at the head
office on Phahon
Yothin Road. The
state-run bank
has added venture
capital te
complement
traditional
lending to small
husinesses.
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‘SME Bank is now a very,

LILAS 6

i

very different bank from what it was in the past,

Mongkol says, referring to the bank’s financial turnaround.
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