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CHAPEER 1. THTRODHCTTCGH

Credit has Jong hoen recopnized as a peecssary input in the moderpi-
sation of apgriculture. Yet in most developing countrics, institutional
credit is available to only a swall percentupe of farmers and, in
pencval, it has been the larger foymor who hrs bencfited. Recent
recognition of this fact has helped focus on changes or institutional

innovations which might rTeach oul to the small farmer.

To formulate a mix of policics capable of serving ganll farmers, it is
use ful (o review the structure of those orgsnizations which supply credit
in Thailaud, with cmphasis on comparative data for the bLank for Apri-

cul ture and Agricultural Cooperatives (BAAD)Y and commercial banks.

PROSBLEM STATER

While the overall agricultural credit market may or may not
adequately service the rural populace, the institutional credit which
goes to rural areas is concentrated among a small number of farmers.The
Thai government has attempted to vedirect the allocaticn of credit Lo rural
borrowers through the esrﬂblishmunt of a specialized egricultural credit
bank, the BAAC, and by the utilization of a monetary relicy which fovees
commercial banks to Jead a minimms percentapge of totsl deposits to
agriculture. The government's policy in its first year (1975) reognired
that commercial baoks make at least five percent of their total loans
outstanding available to the country's agricultural sector.  This

credit could be extended through the BAAC, or made avallablie by the
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commercial banks dircctly. In its second ycar, the percentage requlre-

ment was changed (o 7% of total déposite. Oae can conclude a much lavger

amonnt of credit should be made available to the agricul tural scctor by
the comasrcial bouking system.  However, 1t is pot clear if or how this
to be accouplished or who in the agricultural sectoy will benefit., It
is not cvident from available informaticon which of the two institutions
are best suited to maintain larger amounts of leanable funds in agpri-
cultural credite. It is also not evident vhich of the two institutions
are best suited to reach the smaller farwer, TFurther, the issue of

the cemplementarity of the two institutions comes inlo question. A
descriptive analysis and evaluation of the two ivstitutions in terms of
organizational objectives and constraints way help for the develop-
ment of nore appropriate policies.

OBIECTIVES

51

Spacifically, the study will include the following objectives
Objective Oac -~ A comparative analysis ol svlected commcrcial
banks and the BAAC in the context of:
A, Historical Growth and Objectives
B. General Operaiions
C. Agricultural Lean Policics
D. Organizational Structure
. Collection Policies

F. The Record on Lending

Objective Two =-- Identification of institutional and financial

constraints,

wn

Objective Three -— An evaluation of possible means for redaxing the

constraints.

T
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METROLOLOGY

This study is intended to be primarily descriptive. 1t will utilize
secondary dote from the Bank of Thailand (the central bank) and the

Banp ok Bawl, LEd.

The study further relics heavily ow personal interviews with staff
in ‘the ecornwic research divisions of The Bank of Thailand and the
Bangkok Baak; with the Vice President of The Bangkok Bank in charge
of apricultural loan policies and his staff; and with foreiga advisors

to Cthe BAAC and the staff of the Fconomic Planning Division of the BAAC.

The Bangkok Bank was chosen as the studied cunsercial bank because it
has historically been in the forefront of supplying credit to agricul-
ture., It woe therefore felt that the quality and length ef data base
would be more enlightening. Further, due to its size, its asscts
represent aproximately 1/3 of all commercial bank assets, the Bank
impacts-upon total commercial lending to agriculture more than any

other c¢ommercial bank., The Bangkok Bank is not felt to be repre-

sentative of Thal commercial banks.

This study does not pretend in any way to be a supply aoud dewmand analysis
of agricultural credit in Thaliand. The demand side will only be

touched upon as a building block. Studies forecasting the growth in

i
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demand will be cited and utilized coly to uphold the relevance of under-
standing the structuves of the institucions that are expected Lo supply

the credit.
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CHAPTER IL. BACKGROGURD AND HBISTORICAL PERSPECTIVE

CONNTTIONS UF_AGR]CUQIyiﬁLLPHODUCTIQN

Intensification of agricultural production by raising yields and extond-
ing double cropping is necessary to maintaina growing agriculturval pro-
duct required for o population growiny by’3Z per year.,  Averagoe
yielde are low in Thailand with fertilizer censumption awong the
lowest in Asia, improved sced fertilizer technology adopted
orly to a limited cxlent, and double cropping extendcd to only
a small part of the irrigable area, Potential for intensifying pro-
duction is great, but steps must be taken to realize this potential
tiirough vhe development of Irrigation and improvement in cultivation
practices. 1f such steps are not taken, the remainder of the decade
may see increasing rural tenancy, indebteduess, and crowding as the
free land is exhauvsted, and population growth will increasingly cat
into the exportable agricultural surplus. Agricultural production grew
at an average rate of 5 1/2¥ per year during the last decade and was
considerably Aiversified as the output of maize, cassave, sugarcane,
and kenaf expanded. This performance was largely the result of an
increase of 45% in the arca planted between 1960 and 1972, as about
500,000 additional heetares were brought under cultivation cach year.
Although the proccss of diversificution czn be expected to continue,
evidence has increasingly accumulated that little uew land suitable for
cultivation remains. Dwing the past decade, as agricultural produc-
tion grew at a rate of 5.5% and as hectares under cultivation grew at oa

rate of 3.75%Z, we can conclude that yiclds increased only 1,697,

As the supply of land is exhausted, additional production is only
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I1I. BACKGROURD

possible throuph increasing yields or double crepping. At the present time,
with a population growth of 3%, the pnpulet;on is increasing 1.3% per year fastdr
than increases in agricultural production due to yiclds. Iknce, it

is pessible Lo conclude intensificd methods of cultivation arce essenticl

to the prowth of apricultural preduciion. As apriculture booomes nore
intensive, especially in the drrigated areas, it will call for short-

term credit for sceds, fertilizers, and pesticides, and wmedium and louger
temm credit for work aniwals, machinery, equipment, and on-farm improve-
ments such as land leveling., Howover, the level of irrigation developasnt
that can take place in the wear future is limited and therefere, the majoritly
of Thaji farmcrs will continue to ralse their crops unaer rain—fied condi-
tions. lncreasing productios in rain-fed arear will require épprcpriatﬁ
price policies, improved sccds, far greater fertilizer use, incveascd

credit, and rescarch and extension support, While credit is recognized

as only oneAinput-into the process of apgricultural development, 1t con b2
consdered central to the transition from extensive to intensive agricul-
ture. And it is tanercfore possible to conclude that the demand for

agricultural credit must increase as intensification of agriculture

CREDIT USE AN NEREDS

A study conducted in 1963 by Kasetsart University showed that farmers
had a cumulative debt of approximately Baht 9,121 willion, A sccond
study produced ten years later by the Land Development Depavtwent

showed that estimated debt level had increasd to Baht 16,000 willion,
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I1.  BACKCROUHDL

Credit Reguirements for Farm l'roduction,

In 1973, a Bangkok Bank survey

sct the annunl loan requircement

in that year for prodoaction necds

alone at Baht 13,373 wmillion.

{BANUEOE DALK MONTHLY REVIEH, JULY 187%.)
The World Baulk estimated minimum of

B4G00 nillien was extended in 1970

for production credit.

(IBRL,Thailand Agriculture Sector Survey,
JAH,,1972)
US AR in 1972 in its Spring Roview of amall farper credit estimated a

range in dewand of B 10000 - 12000 williown. However, the basis for

these estimates are two studies published in 1965 and 1956,

The Agricultural section of the Bank of Thailand has given the following

ranges In estimates for the past threc years:

1973 B10340 - 12480 million
1974 Bl4820 - 15170 milion
1975 B 2800 - 16430 million

(Bak of Thailaad March, 1976)
Questions can be raised aboult all of thess estimates. For one thi;g,
what is being wmeasured differs: total rural indebtedness, total pro-
duction credit required ov the credit demanded by small farwers;
one can reasonably expect the methods to differ, and thus lack a degree

of comparability., What does cncrge from these studies is the immensity
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of the total sums, vhother £inancing required or debt experienced.
UL AGRIGULIVRAT, CREDTT SYSTEM

Who supplics the credit makes a diffevence. Wolf Doaner in a UNDP
study (1971) states that about 507 of all ycarly rural crodit needs
is supplied by relatives end neighbors. Marcus Ingle (us AID, 1972)
states an additional forty per cent is provided through the marketing

systen (local store owncrs and cvop buyers.)

Institutional credit to farmers over the ycars has becn at best
very mezger, esmounting to pevbaps only 10Z of the total annual ecredit

requirements for the ewtire sector.

0f the two formal souvrces of credit, commercial banks have shown clear
dominance among all financial institutions. They have proved consistently
effective in both the mobilization of household savings and provision of
credit. There appears, therefore, to be good reason fo eupect further
expansion of comnercial banks not only in their traditicnal operations

but alsc 1n new areas.

Commercial banks as a group have not histerically displayed an interest

in Joans to the agricultural secter of the economy., In fact, the amount

lent to agriculture proportioﬁal Lo total loans deéliued‘fﬂréﬁigh 1974.
It is interesting to contrast the percentage of cbmmcrcial bank leans
to individuals for personal needs to the percentage of loans to the
apricultural séctor. Over the six year period, individual consumer
loans have ranged from three times as great as agricultural loans in

1966 to five times as great in 1974,  Further, agricultural loans while

showing an increasce in awount over the precceding six years have in
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fact decreasced in percentaye of total ceredit extended in eaclh succossive
year since 1936,

The net return from agricultural lending is not as attractive as other
banking oporations due to high administyative costs and high risks,
In.aﬂdition, there is a ré]uétance by the commercial banks to enter

a scctor of the economy aboul which they know little. Jowever with the new
direcctive given to the commercial banksrby the Government, this tradi-
tioral reluctance is exﬁected to change. PReginning in 1963, the Bangkok
Bank, bank of Ayudhaga, Thai Farmer's Bank and Krung Thai Bank began

to extend agricultural credit for the {irst time in the history of Thai

commereial banking.

The BAAC is tho alternative source of institutional credit available to the
rural populace. It has showns consisrtent growth in agricultural lending since
its incepticn in 1966. The structure (i.c. nature and characteristics) of
the two institutions is important because before policics can be effective
which will! alter institutional lending. behavior, one must_undersraﬁd the,
objectives and counstraints of the ipstitutions, fow an institution will

act is a function of its various interdependencics,
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HIETORICAT G'-‘()'n"l‘i‘i AR OBRJECTIVE

g

Py

Cotmperical bankina was first introduced in Thailand in 1888 with (he
cstablisineent of a brench of the Hong Rong and Shanphail Banking Corp-
oration. Two other foreign banks followed in the 1890's. 1o 1900,
the first dhai bank, The Siam Commercial Bank, bepon operatious. It
was founded with a peod deal of personal support from King Chulalenskorn
and, today, remains the bank of the old aristocrasy and the roysl family,
There are curvently 16 Thai banks with over 800 branches (refer to
Table #1) throughout the kingdom and 13 foreign banks in eperation,

Thai banks grow rapidly vis a vis foreign banks and today cleavly
dominate the commercial banking business accounting for approximately
95% of all deposits, approximately 90% of loans, and apprpximato]y

92% of total assets in the banking sector.

Silcox states that the carly Chirese banhs which were heavily
involved in local business became the natural model for the Thal bank
te follow when they were organized by the Banglol traders, nearly all
Chinesc. Their general objective was to further the diverse political
and business interests of the group., Bankers service large deposilors
and sharcholders by advancing and/or restricting monics in areas of
business by acquiring real estate of interest to the depositor/ share-
holders, by sceuring supplies and markels, both domestic and foreign,
for products of dcpositors/sharnholders. The hank also services the
politicians who provide political favor and safety by acting as a
source for income (i.e. dircctor fees} and by granting cred it to the

politician. The banks also act as a channcel for the counferring of
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favors on key political supporters. Juus the politician avoids the
cubarrascment of divect woney paywents. Ve can see thal the bankevs in
Thailand arce not simply bankers but represcent wany olher business in-
teresls.  And through the control of such a large percentage ol the
nation's monctary asscts comes a large degree of political as well as
ccononic power. I appears as not only the most powerful but as the

mosl sophisticarced and successful sector of the Thai eronoumy.

Comacrcial banks as a group do not have an organized spokesman,
They do not publish industry objectives cor geals. Howoever as commercial

instituticns in a capitalist economy it is possible to conclude that
| ¥ i

rofits and erowvth are obvious objectives,
p J

Individual bankers have spoken out on bohalf of the indusiry ino the
past but gpenerally these occasions represent defenses against public

criticism.

Paul $ithi Amnuai, Senior Vice President of The Bangkok Pank, in
des.ribing the essence of commercial bank management, states that as
far as a bonker is concerned "good management is pood debt management
at a profit." He further states that central bank efforts to force
commerical bankers to alter their loan portfolios in the interests
of development precludes the banker {rom optimum loah portfolijo
managemwent tb the best advantage of their depositors, which he
feels is a prevequisite to pood bank management.,

(Bangkok Bank Monthly Reviecw,
December 1974)

R
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The profit and growth objectives of commercial banks are apparent over
Ciwme,

ALL COMMIRCIAL BANKGE

Year Capiral Jund . Total As.iels
1962 586.2 9184.5
1965 1385.9 20190C.9
1975 7804.5 127 ,072.9

Thalt a general objective of cowmercial banks 1s to further diverse
business intercsls can be looked at in the context of commercial bankers'

owncrship and/or management positions in other companics. (See Table 2.)

The Banghok Boank was ¢stablished in 1944 and while changing forms of
ownership several times, the bank not only has survived and shown
consistent growth but ha; clearly dominated the commevcial banking
system since 1962, It's sﬂare of all commercial bank deposits, at
that time, was approximately 21%. In 1966, the ratio had risen to 247
and is currently approaching 35%,
The Dangkok Bauk can be seen as representative of Thail cqmmercial
banks in the context of the gemeral objective of furthering
divergg political and bqgiQQSS interests. Silcoxrwriting in 1966
gives the following description:

"The Banglkok Bank, a private bank which

war started during World war 11, was

later expanded with funds {rom the Ministry

of Economic Affairs. Under the control of

Source 1962 & 19066, Rozental P, 123 & P. 131 respectively

Source 1Y75: Form C.B.1, Bank of Thailand

o
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leading Thai-Chinesce banker it apain
became a private bank under the pro-
tection of Police General Phoo.
After Phao's fall, this Thai-Chivesc
continued effectively to control the
Bemglok Bank from Hong Kong, and
invited a risinp military man, General
Prapas Charusathicra, to become pre-
sident. How that Prapas is Deputy
Prime Minister and Commander-in-Chicf
this has becowe one of the most
important banks in Thai politics."
' (Silcox, p. 185)
The leading Thai-Chinesce banker, Chin Sophanpanich, maintained con-
trol of the Bank vhen tne government of Ceneral Propos fell during the

student riots of 1973, and today he occupies the offices of President

and Chairmen of the Board.

The successful growth of the Bangkok Bank can thﬁs be seen in the
light of iis politicel sponsorship. Chin Sephompanich over time
bas maintained a Board of Directors which guarantced political security,
and allowed the bank the freedom to pursue its economic interests repre-

sented largely by domestic and foreign trade.

In 1975, Chin Sophanpanich 3in his Annual "Message from the Chairman' stated:

"This year (1974) was a time when wo were in

i
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political changes from within. Deeply
committed to playing a role in the
ceonomic and social development of
Thailand, and, cgually concerned over
the cconomic uncervtainties throughout
the world, the Bank's management 1is
determined to exercise every option
available to it to help ensure the
continued rapid economic progress of

the country in the years abead,

However, in order to achieve economic
stability-and a truly denocralic system
which we have long hoped for-closer
cooperation between the public and
private sectors has become move
essential than ever before. ©Oa behalfl
of the Bank, 1 guarantee that we will
play whatever role nccessary to achieve
both thesc ends. At the same tiume, we
rely on the Goverament to become in-
creasingly responsive to the interests
of the majority of the people and the
overall Ycommon good" of the nation,

I take grént pride in stating that this

philosophy of cooperation has been a
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long-standing poal of the Bank."
(Bangkok Bank Annual Report,1974)

and in 1970, "with its long-standing comaitment to
participating iu the social and econoaic
development of Thailand, the Banglkok
Ban's cooperated fully with the Covornment
in contributing significantly to the
agprepate funds of commercial banks'
credit carmarked to be extended to the
agricultural sector. We take pride in
saying that this is nothing new for the
Bank, as we in fact were the pioncer in
the field of agricultrural credit. On
behalf of the Bank I affiva that our
solid cooperation is always readily
forthceming to accouplish this and

other national euds,

Throughout the year 1975 the Bank
continued to adhere to the principle
of playing a respoasible role in acti-
vities of social utility and prowoting

the welfare of socicty at large."
(Bangkok Banik Annual Report,1975)

These comments, laudatory in themselves, should bo put into the contesxt
of the brief constitutional democracy which began in 1973 and ended in

October, 1976 with the military takeover.

As a commercial enterprise, the Bangkok Bank is interested in growth

¥

|
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avd a salisfaclory financial return.

ln 1Y74, the Rank's net profit after tax was 466, millicn baht (an

incresse over the preceeding year of 61.5%) of waich
Mihe Rank saw fit to retain 270 willion
as a reseive in order to insure its rate
of expansion would remain at the high

level of preceedinn years."

{Annual Repore 1974,
jang ok Bank, Ltd., p, 6)

In 1975, the net profit after tex hed increased to 626.7 million,

£~ ([}

of which 411.2 were retained. {Annual Report 1975, Banpkok Bank, Ltd,,p.4)

In summary, the lollowing points are again noted,

——Thai commercial banks dominate the banking scctor with the
Bangkok Rank as the unguestionable "leader” by all indices,

~~The growih in both capital funds and total assets over the last
15 ?ears of all commercial bﬂnkS-CXFmplifiQd the success and
sophistication of the banking sector.

—wThgi commercial banks represent diverse business interests and
have traditiounally functioned as a conduit‘bntwcen eccounonic and

political zower holders,

The BAAC, established under Act BE 2509, veplaced the former Bank for
Cooperatives in 19066, and assumed the assets and liabilities of its

predecessor. With the reorganization, agricultural credit was to

cease being a subsidy from a bencvolent government and instcead be-

come a stimulus Lo raisc productivity and incomes. (Business Revicw,
August, 1973.) Loans rceceivable inercased from 217 wmillion baht in

1966 to 4714 mitlion baht in 1975?

3
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The objective of the founders of BAAC was to provide a supervised
credit system which was to cover about 11% of farm houscholds.

{(Rozental, p. 86.)

The BFAAC now sces its role as providing a constantly cxpanding agri-
cultuwzl credit program to service apricultural co-gperatives,
farwers groups, and to service individual farmers. In the past,
there has been a bias towards the individual farmer rather than the
farmers groups or cooperativos, and a bias towards short and medivm
term firancing. An apparent unstatoed objective of the BAAC is
longevity, Cheractoristic of most bureaucracies, it wants to stay

in operation. To do this, jt must either maintain a profit marsin to
cover adwinistrative costs and bad debt cxpense or have a government
willing to finance the deficit.

Swmary

Comparing the two institutions in the lizht of their objectives and
growth, we find very diffcrent animals. Commercial banks have strong
political and business connoctions not found in the BAAC. The impact
this may have on the coumercial banks' agricultural loan policies can
be hypothesized. 1I{, for example, the ownership interest of a given
comacyical baunk is the same or overlaps the ownership intercot of a
rice cxporter, the decision making process becomes broader than
simply maximizing the commercial bank intevest., Commcreial bankers,
therefore, will not necessarily maximize their Cﬁmﬁericnl bank
operations, but will maximize their overall jnterests. As a conse=
quence, agricultural loans which conflict with other interests may be

restricted,

o
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Secondly, comwmercial banks have a profit orientation whereas the
p2AAT does nolt, As a result, agricultural lending by comagrcial
banks must at the minimum cover the cost of funds, the operational
cost of an agricultural loan program, and bod debt expense,  TFurther,
it can be hypolhesized that the return from an agricultoural loan must
compete with the return from loans to other sectors if agricultural
Joans arc Lo represent any more than a token portion of the total loasn

portiolio,

Finally, the BAAC has an objective of longevity, which has no direct
corrolary in a comwerical bank. Longevity for the BAAC can only
occur throusgh an effective lending program md/or continuing finan-
cial support, (z luxury not afforded the commerical banks). Finan-
cial support from the government of Thailand is dependent upon the
BAAC's imago as an.effective financial interwediary and the desire

by the government to support an agricultural credit prograwm. Thus,

the BAAC if not effective, must at least appcar to be so.

GUUERAL_OPFRATIONS

The Bank of Thailand is charped with control of money and credit

in the banking system. It is empowerced to require all commereial banks
to maintain legal reserves with the B%nk of Thailand., The reserve
ratio at present is 8%. The Bank may also prescribe various other
rates and ratios in the regulation of commercial bank operations

(i.c. the ratio of capital funds to risk assets, maximum deposit
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rates, maximnm loan rates and discount rates), With a given capital
fund, a bank can expand its risk assets only so far., To ensure
stability, the Bank of Thailand ﬁas set this ratio at 4%7. ‘The
maxinum deposit and loan rates are generally adjusted only when there
is strong wavket pressure (L.e. not very often),  Bank of Thailand'
loans to comacrcial banks secured by government bonds are made at
a stondasd intercst rate of 11%. This 1is a relatively high coéL
to commercial banke and tends to discou;nge credit expansion, The
Bank of Thailand also gives rediscounting fecilitics to comucrcial
banks against sowe spocified types of notes. The rediscounting
rate is lixed at 5% with the specification that the commerciazl bunk
may not charpge wmove than /4 for export and iun’ustyial notes, and 10X
for agricultwural notes. Maximum.rates of interest comaeorcial banks
may pay on one year time deposits 1s 8%, Maximuwn rates the cow-

mercial bauks way charge on loans is 15%. (See Table #0)

The Public Developinent Program for Thailand {IBRD, 1959) ncted
that the political connection of some of the banks is undoubtedly
conducive to lax standards in both the extension of bank credits

and the enforcement of bank repulations,

They further noted that the reserve reguirements were violated fre-
quently and without penalty, and that required reporting was often

long delayed.

The Bank of Thailand in attewpting to imposc a code of banking

practice, largely imported from the West, on a comnerciral banking
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system, with Chinesc banking traditions, encounters constant Jdiffi-
culties. The long run aiw has appcaved to be one of sctting
standards rather than of contrelling the comaercial ﬁanks. This
hhas hbeen accomplished mors throuph monetary weasurcs (streupthened
by a system of bank iluspections) rather than administrative action.

{(Silcox p. 193)

Rozental summarized the Bank of Thailand's statutory powers over

commercial banks as

a) The power to .el maxliwmum interest ratces

b} the power lo vary reserve reguircments

c) to limit the vatio of risk assets to caﬁital

d} to prescribe the ratics of Spacifiad asseots
to capital

e) o regulate the proportion of loans to one
namne

) powcr of prestige

and continues to say thab the Bank of Thailand's success in influ-

encing the behavior of commercial banks has been derived from
utilizing 1ts greab prestige In the community to bring about
changes, {(Rozental p, 233} The Bank today regards "moral suasion"
exerted through pronoucements and speeches of bank officials as

its most effective tool,

It is intevesting to note that only in the last few ycars has the

Bank of Thailand becowme actively involved through rediscountiag
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facilitiecs in the prowotion of lending to apriculture. Jhe 1958
IRRD mission stated that the creation of specialized institutions
for apricultural credit involves hiph risks and difficulr adiinis~
tretive problems, and thot fera credit appearced less serious than
in other Asisun countries. fThus, they concluded it was wnob justi-
ficd to make any substantial outlay on arrurn] credit program.

"Jr might be worthwehile to invest a tolen amouat in the cstablish-

¥

ment of pilot rural credit institutions." (1BED, 1959)

In 1968 the Baank of Tunailand began a rediscounting facility of

& ¥
promisory notcs for the production of rice and malze. {Rosental,
p. 200) This, however, wasg limited Lo the BAAC znd not available

to commercial banks until 1971. (Seo Table #73

The primary functions of a cormarcial bank are to attract deposits
and to extend 1$ans, ecarning income of the difference boelueen the
interest costs paid on deposits auni the interest charged -to loans.
Analysis of the main categeries of assets and liabilitics puts

forth a more detailed understanding of bauk operations,

Cash, treasory bills and government bonds, are liquid asscls set
aside for daily operations, Cash Irom a profit standpoint is usc-
less. Governmeut treasury bills and honds pay interest and are
easily disposéble for cash. Commercial Lankers look at liquidity
in terms of cash conversion either to pay depositors or te use for

loan and investment opportunitics as they arise.

Government bonds not only pay a higher rate of ivterest but cm be
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used in licu of 50% of the cash reserve yequircment at the Bank of

Tuailand.

Commercial banks make direct investments giving thewm equity posi-
tijons in oiher companics.  The Comacreial Banking Act requires that

these investmonts be carried at book value rather than ot cost or

v valtue.  However, The Bank of Thailand admits that this is rarocly

the case and concludcé that it is virtually impossible to enforcc.

The Bank of Thailand deoes not audit all branches of banks annually
duc to a shortage of personmel. 1t sﬁreiy could not aud{t the sub-
sidiaries of commercial banks or thosc companics in which a comaercial

bank maintains an ownership position.

o the extent that these investwents ave not carried at hook valuc,
the commercial banhs are understating their profits,

When looking into the ownership of finance companivs, a substantial
number of the Bangkok Banks' investments cmerged. withoﬁt question
it is only a partial picture, but interesting for scveral reasous,
First, the Banpkok Bank's investment in finance companies demon-
strates overlappring ownership (e.g., while the direct invastment

in Bank Nomura Internmational Security 1s 20%, the Bank indirectly
controls another 15% through its subgidiary Bangkok First Invest-
qent & Trust and an additional 3% is held by Sophonpanichy.
Secondly,.holdings in financeICOmpJﬂies are the mechanism for cir-
cumventing the legal lending rate (15%) appliecd to commercial bank
lénding. The recent proliferation of these companics suggests that

the legal lending rate is not covering the cost of capital plus
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risk fuor some scctors of the ecoonomy. (gee Tables #3 and W)

Loan portfolios of commetrcial banks reprasent the relatienship betweon
the volstility of dioposits and the conditions of natienal and inter-
national cconcmics., but poriaps move iaportant, the portfolios repre-
sent the bankers porception of the relationship between risk and ro-

Lurn.

Commoreial bank leans ~re primarily in the form of overdralts (short
term advances) which generally are rénewable, sometimes again and

again stretching over -pericds of years. The.Bank of Thailand's
gtatistice indicate that cowmercial bank lendings are concentrated
primarily in the financing of domestic and foreign tiade and manu-
facturing. (Sce Table # 5) These areas have consistently approsimated
50% of total lendings.l This appears to cubstantiate Silcox's thought
that the Thai banks have in fact furthered the busincess intervesls of
their owﬁers, the Thai-Chinese traders. 1o contrast loans to agri-
culture {while increcasing dramatically in 1975) represents ouly a

minute portion of all commercial bank loans. (Sce Graph #1)

The commercial Lanks have traditionally made collateral loans vather
than project loans, fhere are coveral reasons for this, Tirst

is the risk factor, collateral is generally safer. secondly, the
majority of the bank's funds (i.e. deposits and bﬁrrowings) are
short—terin committments. The'effuctiof this policy is a concentration

of credit to those that have wealth.

The Bonk of Thailand attempts to influence loan portfolios through
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discount Ffacilitices. Goe Table #8)  The mechanics of these facili-
tiee become important in cowmercial banks' willingness to make agricul-

tural ioans,

The loan porifolio of the Bangkow Bank is not a matter of public
record, Hawover im the annual reports of 1974 and 1975, the

following is sot forth,

1974 Z 1975 7
Manfacturing 3411.2 12.5 L4604 12,8
Doaestic Trade 2386.6 8.5 2213.8 8.2
pypriculture 223.4 .8 © 1031, 2.9
Total Loans, Advances & Bills 27514.8 160.0 3467348 100.0

further, Lhe 1974 annual report states that industry for the fivst
time surpassed "the credit provided to import and export activities -

traditionally the Dank's c¢hief lendinz outlets.”
y 4

If foreign trade ic traditionally the Bank's chief lending outlet, it 1is
feasible to assume Lhat it represented approximately 10% or 2731 million

baht of total leans, edvancce and bills, in 1uth,

The 1975 rcport records increases of 24% in import/export lendiug which

would bring the figure to approximatley 3411 mwillion baht for 1973.

The amounts lent for manufacturing and domestic and foreiypn trade would
then account for approximately 31% of all loans in both year while

those of all commercial banks for the same years approached 50%.

Deposits come in basically three categories: demand savinps and
] - Y ang

_- | M"
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time deposits.  Domand dcpusits-diifer from savings and time depesits
in threo ways.

1} Savings and Time deposits may Le legally delayed when depnslt-
ors uck Lor their wocey back. this delay allows these funds to b

dsed in leans or junvestments which normally produce hipher yiclds.

93 Savings and Time deposits carry aa interest cost whereas

demand deposits do not,

3)  Savings and Tiwe depouits bhave lower administrative costs

due to the papervori involved with cheeking accounts. (See Table #6)

Commercial banks obtain funds by acceptivg demai:l savings and time
deponits from the public and thruﬁgh borrowing. In 1959, a major
interest ratc reform was enacted which raised the rote of Interest
alloved on time deposits. In 1962, interest from Cine deposits was
excluded from porsonal taxable lncowe. Jurae factors in conjuncliuon
with the real growth of the ecenamy dramatically increascd the total
funds deposited in the commercial banks. Total deposits (millions
of baht) went from 9,990 ig 1963 to 86,558 by the end of 1975, 0f
the commerical banks' total liaﬁilities, deposits represent roughly
70%. The costs of deposits can be broken dovm as follows:

¥ Total Deposits

Time Deposits - _ 75% 7
Savings bDeposits - 9% 4.5
Demand Deposit - 16% 0

Thus average costs of deposits is below 6%
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Commerical bank deposits outside of the vang ok metyopolitan arca
accounted for over one third of the total deponits in comercial
banks. This would indicote successtul sobilizacion of savings by
the branclies du the proviecoes, and indicates rural to urban lranss

for of funds (e.p. the rural area is divectly financing the urban

population). See Grapa #2

Commorcial banks may borrow frew the Bank of Thailand, from othey
'

comnercial banks in Thailand or from Lanks abroad. Borrowings from

the Bank of Tnailend arc at 1074 intercst and rediscounts are 5%

At the end of 1975 commercial bank borrewings of this type were at
an all time high due to the high cost of funds abroad and thoe
continued domand for loans. Borrowing fyom other comnercial banis
represents the domestic éall sarket. Tnis is a well established
intra—-baunk market with interest vates fluctuating with the supply
and demand for funds. At the end of 1974, the call loan rate wos

11.3% but is currently arcund 11%. As the namne jnaplics, the funds

borrowed are at call from the lending banlk,

The capital fund of commercial banks is compriced of paid-up

capiral, statutory reserves, and undivided profits. As mentioned
carlier, the Comaercial Banking Act rcquires that the capital account
be maintained at 9% (varicble) of risk asscts. Wiile the definition
of risk assets has been amended many times since the enactment of

the 1962 code, it roughly corresponds to loans, overdrafts and
discounts and investments., In 1966, the ratio of capital to risk

assets for the banks as a whole stood at 10.36%; in 1975, this ratio

—
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increascd to 11.206%Z. 1lhis would indicate a 'hweorctical excoess capis
city. However, the aggregate data cannot be relied upon [for cstimating

an actual excess capacity. For example , the Danplolk Bank found 1t

pecensary to incrcase its sharc capital in 1973 in order fo waintal

—a
r

fhe yoquired ratio and its desl ed asset portiolio.

The BAAC, as a spoclalized institution, has [ewer comnonentis which
cimplifiecs an analysis of their operations, The prinary functions
of the BAAC are to attract fuuds (whethéf deposits from Lhe public,
borrowing from the goverumeunt or commercicl banks, or capital funds)
and Lo extend loans to agriculture, carning income on the difference

bolween the cost of funds and the interest charged on loans.

Cach, again, represcnls a pnon~productive rescurce. It is held pri-
marily for loan conversion. As the need for agricultural eredit is
highly s=asonal, the desire to hold cash s also seasonal. 1IN
addition the BAAC must occasionally mect depositor's rvquesfs for

withdrawals.

Apricultural laavs are the "raison dletrre' of the BAAC and  ts sole
productive (incons cenerating) asset, The loan portiolio, councen-
trated in the agricultural scctor, requires a careful halavcing of

risk and return..

The BAAC has threc catcgorics of deposits - savings, tige and compen=

satory. Intewest rates on savings and time deposils are apain regulated

by the Bank of Thailand and are comparable to other savings institutions.
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Srrocture of BAAC Interect Rates Paid te Bavers . = 1372
Savings & 1/2
‘Time: Jesn than 3 months 1/100
3~6 wonths 6
6-12 7
17 months and ovex 8
Each farmer is roquired to deposit 5% of every loan he obtawns af

the tolal repayment of his first loan. This deposit is effective

S
oz,

threc vear time doposit whiclh pays interest at These deposit

may only be withdrawn prior to maturity under the following condi
- cessation of client status
- serious dilsaster

onNse

- family medical or educational exp

Cost of BAAC Depozits by Type

Ty pe % Total Depncits

gavings 24%
Tiwe 582.6 50%
Compensatoxy 306.1 264
L174.6 100%

Thus, the average cost of deposits is 6.4%.

At the time of writing, farmers, protesting the 'cash collateral™

wust be the deposit in proportion to loan requirment of the BAAC,

the removal

“*

Minister of Finance.

R}

of the requirement for the majority of borrowers {rom

ter
v a
!

tions:

ntercst Rove

C,

4. 5%
6

9%

or what
have won

the
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fhe Ministry dn conjunction witin the BAAC has established instead that
107 of the "hetter of £ farsers of cach proup shall be responsible

for 10% cash collateral or doposit 1u proportion to loan.

The BAAC has various long term loans outstanding. It inherited a
debt {rom the bank for gooperatives which stood at 9.4 miilion
haht ot the end of 1974, in addition, tne TAAC has received mis—
cellancous budget appropriations, ~nd loans (frow the U.S. and

Japu: ) through Ministry of Finaoee. Fb 480 funds are the bull of this,

PL 460 116.4
Others __M7__9_]__“
195.5

Intercst costs on these loans vary but it s roasonable to asswne

that the subsidized ralces arv passed through to the BAAC,

Loans from commercial banks are made available to the BAAC at 8% iInter-—
est ~ the stated cost of funds to the comaercial banks. At the ond

of 1975, therse amnunted to 1670.8 million baut.

The BAAC has two bond issues putstanding both at 9% intercst. HYE
first issue, 50 willien, becowes due 12/31/76. The second, 120 million,

comes due 12/1/77.

The average cost of porrowings could be estimated conservatively as

follows:
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Type Amovnt, L of Total Rate

Loug trrm loans 195.5 . 10% -

Commercial Bank Loans 1670.8 827 L5V

Bond 1ssucs _170.6 & 57
2036.3

Thus, the averap> cost of borrowings is at least 7.3%.

" Capital

The BAAC's capital fund at the cend of 1975 was composced ol:

(millions of baht)

Paid up capital: " 9oy, o

Resevve _ 57.

Retained Harnings ‘ 2220
1279.1

Botwoen 1966 and 1973, the 10,000 sheres of authorized capital were
issued, thus accounting for the substantial inerease in thoe capital
fund,

Summary

Comparing the gencral operatlons of the two institutions, the diversity
on the one hand (commercial banks) and specialleatrion on the other (BAAC)

instantly comes to the fore. What emerges are Fwo institutions opera=

tionally more different than similar.

- Liquidity or cash flow is extremely important to the Commercial
Bank on a daily basis whercas the BAAC's nced for liquidity 1s more
seasonal and more predictable, (i.e., they do not depend upen the

mobilization of funds and thus are not plapued with the vagaries of

individual's choosing to withdraw funds). -
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- Coumercial banks have "earning' assets (investments) other than
loans vherucas the BAAC doos nol.

o Cowmorcial banks capital jund inereascs ggﬁchW]y result {rom
earnings wheveas the BAAC has inercascd its capital fund priwarily
by tae issuance of sharoes.

-~ Where commercial banks have choices of lgane by soctors, the
BRAAC has chioice only in how it will lend its funds to the agricultural

soCctor.,
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AGRTCUT T LQA&J?U}]QEEE

fne Banglok bBank was the first to initiate a bank-to-farmer
agriculturat crodit progranm, It starti.d the progran with the
full knowledre that the yefunrns from it would not be cowparable

to those from oth.r hanking oporaticns.

Esscntially the bank's propram is dirvected at -rendering financial
and technical gssistance to the lormers in the follewing ways:
- By supervising credit to farmers in need of
capital for the purposc of increasing yield
“and {or waking farm iaprovemonts.
- By supervising credit to farmer groups, for the
purchase of farm egulpment,
- By renmdersing advice on fava managonent,
farming techpology and animal husbandry.
- - "By rendering advice on the transportation
and marhketing of farm pfoduccs.
- By distributing the latest agricultural
bulletins and hy acting in an advisory

capacity on problems related to farming.
Catcepories of Farw Credit
in order to facilitate operations, the Bangkok Bank of fers the following
two distinct categorics of farm credit, depending on the financial
standing of the farmer:

1. 1Individual Farm Cvedit - for farmers who own

the land they cultivate, These farwers are glven
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individual agricultural loans anainst
collateral in the form of a land wortgage.
2.. Group Joint-Liability Cvedit - for the swmaller

tenant Forners who have noo land Lo montpage.

i

ifications for loans

Coqsiderution for the approval of loans for both types of applicants 1s
made ounly when the applicant can satisfy the following qualifications:

1. Objective of Loan - how the loan is to be used,

2. Ability of applicant to make use of the loan to main-
tain a-high lavel of production,

3. Type of farm operatians - the crop and livestock
programs within the loun, the acreage under
cultivation, ctc.

4. Capability of repayment - the net yiceld from the
farm, the length of tiwe rvequired, ctc.

5, BReliability of the applicént ~ his peorsonal back-
ground, credit worthiness, indebtedness, char-
,ﬁcter,family surrcundinygs, etc.

6. fecurity available — the location and size of

land, type of land ownership, lepal procedurcs

cte.,

Losn Procedures
1. Individual farm credit is desigoed to assist the

larger, better organized farmers, who can furnish collateral,

and who need capital resources for farm productivity and
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improvewent,  Theoe farmers can appreach the Bangkok ¥ank cither
divectly, at the Heal 0ffice in bangkok or indirectly through the

4
saung kol Bank's branches in the proevinces, -

Applicat lon must be wade in writine (on the form provided). Ttoois
first cousidered by the agrieultural credit officer in terms of
objectives, wvhat the loan is necded For, the characteristics of loan,

backgroun® of the applicant, his capability for repaywent, location

of the farm, awd finally, the collateral offcred.

A pepneral farm survey is theo curiied out by the agpricultural
crodit officer. A veport, conzisling of the following details, will
be submitted: ’

1. eapplicant's background

2. general layout of the farm,

3. epil type and its suitability,

4, climatic and Gnvironmcntﬁl conditions,

5. cropping program on sclected acreapge,

6. cost of production amnd annual family cxpenges,

7. averape yicldimg and repayment possibility,

8. credit worthiness, and indebtedness,

g. collateral available.

The credit officer's veports and proposed budget prograi arc

taken as a puide in the final consideration either at the head office
or at the local branch, The successful applicant is notificed of

the decision and informed of the procedure fov morteaging his pro-

perty and collecting his loan.

s e
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Joint-liability credit for group farwers is desiguned to assist

the swaller farmers avound the vicinity of the provincial Lrauches,

A preliminary survey is made in the oreas wheye the Bank ant icipates

petablishment ol this progran,. The survey will examine the ¢ ocncral

3 -

couditions of the area, such as the type of croppiug and aninal hus-

baudvy, the fcasonal environment, suitabllity and prodoctivity of land,

soil type and irvigation, nocd

and requircuents of the averag? farmers,
comrunication and transport facilities, marketing and price structure,
and tie pattern eof aggrepgale indebtednaoos,

The assigned agricultural credit representatives then spproach the

.

local farmers personally, by attending a monthly mceting among the Kamnans

and Pucyvaibans, (district and village afficers) to introduce the

3
t

progran and arrvanpge for further proceedings.

fhe interested farmers in the arcas will form a mutual joint-liability
group, consisting of not iese than five and not wore then twenty meghers.
Fach group 1s asked Lo appoint 1ts own working commitice, consisting

of a chairman, a sccretary, and a genceral officer with whom the Bank's

field staff work.

After the submission of the application, a thorouph farm survey 1is
made at each member's farm (similar in detail to the individual

farmer). The committece is entrusted with the task of intermediary

betwecn the group farmers and the Banghok BDank,

A detailed report and proposed budpet are submitted to the branch

manager who, together with the agricultural credit officer will
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consider and wmake the appraval.

Duration of loans

The durstion of cach lozn depends on the purpose for which the loan
was pranted,  For practical purposes, loans are classificed into 1wo
catoyorics — shovi-term (productive ].,(mn‘s) and mediva-toerm,  Shori-
term locas, repayeents of which wre reqguivesd within a crop yoay or
twelve coalopdar wmouths, are ccanted foer the pnrposes of covering
family living exponses, for the nsurchase of fertilizers, seeds,
pesticides and farm tools. Modium-term credit, which s

spread over a peried ot exceeding five yeawrs, is granted for the
purchase of laﬁd, lipght farm machinery, constructivu material and
simijar purposes.

Amount of

ans

For the individunl farmers, the awnunt ol loan whiich enach can apply
for is usually unliwited. However, any amnouint of loan applicd [lov
must be commercially viable. The availability of collateral deces

not assure a favorable decision, but is a limiting factor,

For the members of a jeint-liability group the amnount of loan

which cach can appiy for witbout collateral is “imited.  Eacvh member
is allowed not wore than ﬁhe ax Laum of 10,000 bzlit, or the equiva-
lent of 204-400 baht per rai, depending on the type of crop and cost
of cultivation each is undertaking per season. However, if and whon,
any menmber should necd more than the 10,000 baht maxiwum, and has
mortgagable collateral of his own, he can, with the group cowmmittee's

approval, apply for more. (see security)

However, under the Bangkok Bank's policies, farmers are required to
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save a winimum equivalent of 5 percoent of the last amount loaned fo them.
in other words, a farwmer is eligible to 5 second loan, only 1f bhe has
caved an amount ecqual to at least 5 perceant of tae preceding loan by

the time be bas repaid the latter.

Bgeurity

The security vequived for loams is usually in ¢the form of Jepally
mortgapabile collatersl, such as land and buildings. 1In sowe special
caves only can a guarantee procedure from s femiliar custoner be

acceplted. The dndividual farmer must wortgage his collateral, prior

to collection of the loan.

The members of a joint~liability group must offer thoir future crop

as guarantoeo, ‘

The group comaittee and eéch member will bz responsible for cvory

othoer member's loan within the same group. Topother, they will be
liable for up to 10,000 baht per cach member. who does not ropay when

the contract matures., Any membor wanting morc thao the maximum

amount of 10,000 banht, with a longer pericd for repayment, can apply
through the group committec if his own security is available., The'
application will be treated in the same manner as the indfvidual {armer,

and the group is not liable for the additional loan,

Rates of Interest

Annual production credit usually carrics an interest rate of 12 percent
per anpum, or one baht per cvery 100 baht per wmonth., Improvement
credilt way carry an interest rate varying from 12-14 percent per annum,

dependiny on the imwediate necds of the applicant. Whatever the rate,
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t ia caleculated on a daily bosis on the amount outstanding.

1.

]

Armual production credit - for purchase ol scuds,
fertilizer, pesticide, minor tools and implewents,
fuct, feeding stuffs and for labor cosls, the
rate is 12 poroenl per o annun,
Lot term dmprovement cradit -
ay for purcuesnc of land neccssary to promote
productivily, the rate is 12 percent per
anoum; for purchase of land for intensive
cagh farming, the rate is 12-14 percent par
annua,
b) for purchase of heavy machinery and apvicultural
techn;ques the rate is 12 percent per annin,
For the purchase of additional machivery and
apricul tural implements and purchase of machi-
nery foy hone industry, including wills aud
trucke the rate is 12-14 percent per annui,
¢) for construction of warchouses, rael sheds,
office buildings, the rate of intercst 1s 12
percent per anvum. For construction of live-
stock Lousing, the rate of interest is 12-14
percent por annuim.
Debt eettlement - where debt iz incurred for purchase of
necessary farm cequipment, fertilizer, and for daily ex-
penses, the rate is 12 percent per annum, For other debts

incurred, the rate of interest is 12-14 percent per annum,
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The banghoi Dank cannot soltie debts incurred by every
joint-1liabilivy applicant, but docs s0 for the ones whose future

vialbility is dependent wvpon refinancing.

ryieior of Loans

The Bauk cpercives carciul supervisory control over the ioans it
provides. 1t does this by handing cut cach loan 1n installments
with ezch installment being peid out only for the purpose approved
and on{y viren the neod arises, For ins}ﬁncc, thiis means that a
farmer cannot draw credit for harvesting purposes before the

actual harvest., 1t also means that the Bank does not acutally make
cesh payments to the farmevs, n Qrder t; enable them to purchase
sceds, fertitizers and pesticides. Rather, the bBank divects the
farmers to local supplicrs wio ;rﬁvido them with their require-

-

ments. Loans are superviscd in this way In order to prevent farmors

from misusing thow,

Periodic insycctions; also, are designed to prevent the misuse of
loan proceeds. The most suitable occasions for periodic Inspections
would be around these periods:

1. At cutivation,

7. . Weediag scason,

3. At harvest.
A monthly m?cting of each farm v group is also hkeld, at the Jocal
hall, for general discussion among group memhors,

Tn addition, visits from a mobile extonsion unit are made, periodically,

in all the arcas, especially those that have suffered natural hazards,
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Experience has shown that both the farmer and the acricultural credit

ficld officers cujoy the "pop-in' discussion gessions, eapecially on
the topic of current mavket conditions. This enables the Bank to

maintain a close reiatiouship, as weldl as to stay the knowledpeable of

Wighat's poing on' oat the fsrm.,

Techrical Services

1n order Lo enable the lovaors to receive maximunm bonefits {rom the
loans, the Bank provides follow-up cervices in the form of suparvision
and information. Tne Bank's special wolile extonsion unit works in
conjunction Qith the Department of Extenrional Works of the Ministry of
Agriculture, in all areas where supervisced credir is given. e Bank
also runs demonstration plots with the co—operation of several chiemical
coupanics in order to cenvince the farwers of the idmporteonce of
fertilizors. Furthermore, the Bank works i conjunction with the loceal
agricultural asencics in order to help farmers with pest control,
Farmers arve also.enc0uraged to diversify their activities. Thoy

are put in touch with the Government's Livestock Dcpartmvnt; vhich
urges them to make use of their sparetime ralsing livestock and
poultry. To enable farmors fo receive marimum financial returns from
their efforts, they are pul 1n touch with local purchasinﬁ ageucies,
The Pank also renders other services such as the distribution of
bulletins and booklets on farming and provides, the latest parkol ing

information jn some arcas.

Farmers, under novmal circumstances, goet their loans according to thelr
jumediate needs. When possible, loans for purchase of inpuls are paid

in kind. ‘This sccures the correct use of the loan, but the Bangkolk Bank
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states that in zdditien, farmers reccive the imputs they need at a

considerable discount.

The BAAC cxbonds loans to individval farmers, agyicultural co-operatlves,

and recently to farmer groups,

Faruer grovps cligible for losns from the BAAC nust be registered and
have their officere trained by the Department of Aoricultural Ixtensiaon

Servicos,

GQualifications of Borrowers

1. Individuals
Quzlifications for a person vho may appty for registeration as a branch
client are as follows:
(1} bhe is a Thai national
(2) he has attained twenty years ol ape
(3) he is 4 farmer .
(4) the has sufficient farm expericnce or training
(5) he has been a permanent rcsident aud operated his
majof farw enterprises within their cperating wred
of tne branch for a period of not less than ove yesar;
(6) he wnorwally produces an annual marketable surplus of
farm products in a reasonably sufficient value;
(7) he is honest, known to have good reputation,
industrious, and thrifity;
(8) he is not a person ol unsound mind or meatal 1n-

firmity;
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(4) he is not bankru,i or insolvent;
(1¢) he has not heen cxpelled by any branch .
In all cascs, one anst be repictercd as a branch's client in  rder to

goet lonns from tlhe: bank.

2. Apricuvltural Cocperaliven & Farmers' Croups

Ynder the 1977 veorpanization of the Government all cooperative work
relating to agriculture, oxcept cooperative auditing was consolidated
into o singlo Department of Cooperative Promotien in the Minirtry of
Agriculture ﬁnd Covperatives. Tae stated objective was to sive groator
cmphasis to Lhelping farwers improve their welfare throuph the orpani-
zation and operation of agriculturai cooperatives., At the sane time,
the National Laws governing ccopcrallves were amended to enable small
farmer groups to organize village and spocial purposc cooprratives and

later join together as multipurpose district level coeperatives,

The Department of Cooperative Promot on is charged with the. respon-
sibility of registering farmer- cooperatives, training the officer

and members of cooperatives, and otherwise assisting them., 'The
Depavtmont is organizoed thréugh major divisiens: (1) administration,

(2) technical assistance to cooperatives, and (2) field operaticas,

A legislative procedural framework is available to farmers who wish
to form an organization which is lepally qualified to obtain credit,
The powers of these farmers' associations arc given in Section 13 of
NEC Announcement No. 141 as follows:

(1) To acquire, to purchase, to own or hold the rights to real

property, to apply fer loans or to borrow, to rent, to make installment
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purcirascs, to accept the transfer of vights to renls ov installment
purchases, to mortpage or pawn, to acll or distriubte in any way
its properties.

(2) To of fer loans, to Jend, to h?ﬂﬁ(;, to sell by installaent,
to provide crvdifs, to transfer the rights in husiness, to acoepl
mortease on pawne of the proporties ol the mombcrs or for the uzmbers,

(3) To coubine the capita) for oporations sith other farmors'
associations.

(4) To cuvry Qyt business and comaerce for the benefits of
menbars,

(5) To provide services to members with or without scrvice
charpge,

(6) To assist members in technical know-how.

(7) To carry out other activitips which are related to or will
fulfill the objoctives of the favmer acsociation with the approval
from the Farmer Associlation Registrar.

-

-

Leoon Procedures

1. Individusals
In providing credit facilities to individual farmars, the BAAC operates
threvgh branches in the provinccs to euswre credit services amd super-

vision closcr Lo farmer—-borvowers.

Loan avplicants are first reguired to brcome BAAC clicnts.
this entails:
~ a primary investigation of farm assels and liabilities

E]

together with evaluation of his farm management capability
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as well s his debt-carrying capacity.
- assignment to o client proup based upon proximity of residence,
-~ approval by a majority of ihc total nuwber of c¢licnts in the

ErOup.

Cnce approved as a client, applicatiou for loans can be male.

Applicants for short—term Joons for cvop production are processad
sufficiently in advance of cultivation scasou. Ihe credit super-—

Vvisor stalianed in the arca convenses a meeting of each client group

In the meeting, he determines a proper line of credit for cach appli-
cant by imquirin: into the extent of land proposead to be cultivated
for the scason, totzal anticipated crops, rental shares, amount of
crops for hoeme and farm use and the expected ralur of markotable
crops. Lu addition, inquiry is also made as to the actuoel
requirement for various items uader the maln crop production leoawm,
the schedule of loan disbursements aid repaywents, and the appli-
cant's repaymeunt record, Such inquirics are conducted by the credit
supervisor with the verification by the meeting of those clicnts

whn ave jointly rveo.pensible for each individeal leoon.

Necessary lepal documents are simultaneoucly signed in the proup
meeting,

1f approved by the branch manager, the applicant may withdraw such

Jimited sums as and when neceded for carrying out his farm operations.

Applicants for other leans are visited by a Banlk's crodit supervisor
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stolioned in the area who nmakes an ow-farm juvestigation, helps the
faracr Lo dovclup a propar loan applicatien, and reporte his findings
avd recomsendations to the bransch manager. Thic investigation
includes the applicant's preduction plav, the property or produce
offered an security, if any, his JoebLt-payinp recerd, cother inforination
pevtainivg to bis bosiness, end his financial condition awd goneru1
sf¥nding. 1f theoe are justificd in arcordance with the BAACTS

recessary legal documaents are preparcd and signoed

repulations, tha

simultancousiy ab the farm houvse of the arplicant,

Ouce approved by the branch wanoager, the procewds are mads available
to the applicant. dienever practicable, the Bank disburses shovt-
term loans for other purposcs or wedivm-term Joans to bovrovers 1n

installuents according 3 their actusl reguirements,

A farwer vegussting refinancing of old debls cap apply dircctly to
the branch or to, the 01d Debts Coupromising Comniltec at citber the
national, provincial, or district level. After a compromise of the
old debts has been made between the farmer aad his creditor with
the help of the branch manager or (he Committec, the Bank's credit
suparvisor in the area makes an investigation of the applicant on
"his fara in order to sec to it that tluj.a{nﬁliC;uat'SZ assels and
liabilitics, production plan, property offercd as security, aid
other information percainivg to farm business and general positions
meat the BAAC's criteria, The credit supervisor at the same time
assists the applicant with the loan application and the necessary

docwrents reguired,
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Unen a borrower is unable ro pay 2 short-term loan at maturity, the
loan approval official may sanction am extension for a period not ex-

ceoding twelve months,  Extensious way be pranted three times 1n

succession,

Should a borrower be tnable to pay a prescribod dnstallment of a
mediun oy lonp~tor.. loan, the lomn approval officisl may sanctieon

It

a suspension of the payment.
¥

As montioved in the previous section, all elients ave required to
deposit 5% of ecach loan in a compen-ztory ‘deposit account afller

the first loan has been fully repaid.
2, Agricultural Co-operatives and Farmers' Groups

As legal entities, these groups borrow directly from thce BAAC

and relemd to their individual mewmbers.

However, many existing farmey groups are not legal entitics. Wien

-

a non-registered group does borrow, it does so as & BAAC client

group under joint liability. (Discussed further under Sccurity.)

DBuration ' Loans

The duration of RAAC loans depends upon the purpose for which they
are obtained. They can be classificd as follows:
(1) Short-term leans for faim operating expeuscs
(less than 18 months) includes:

(a) Purchase of sceds, fertilizers, pesticides, farm

supplics, farm implements, repairs, market livestock
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poultry fecling operations, aad hired farm lahbor;
(b) preparation for market, procoésing, and marketing of
farw products produced by a horrower {(marketing
loans for rice paddy bepan in 9 provinces oo an exe
perimentzl basis 1o 1977);
. (¢) rents in cashg
(d) payment of land revenues;
(e} farm service charges; and
(£) essential household expenditures.
Shorf-term losns must be repaid in full at tne time when farm products
{ are normally marketed, subject to a maximun éeriod of twelve wonbths, ov
E in exceptional cases eipghtcoen monthe from the respective dates of loan
approvat.
(2) Medinw term loans for capital investment and special farm-
4 ing activitics (3-5 years) includes:
{a) 1laud clearing or reclamation and purchasc of
addilional farm lands;
{b) construction or development of water fﬁcilities,
dikes, and other minor land improvements;
(c) orcharvding;
(a) rporganizntion of farms on a more profitable basis;
(¢) purchase of work animale, water pumps, machines,
< transport and other equipment as necessary o farm
productivity.

({) construction or remodeling of farm buildings;
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(g) investuent in Jivestock or poultry raising o
fish culture; and
(h) discharge of prior debts which were incurred for

farm purposes.

Medium-term loans shall be rcpnid.in insrallments, The loan approval
official schodules repavment of each medhua—lern Joan by taking into
consideration the estimatad usefui ]ifé of the farm asset acguired ith
the loan-—proceeds, the loan amount, as well o8 the borrower's incouc
and ressonable ability to ropay. 1The maximum period of moediwa term

leans is ordinarily three yo vs. In exceptional cascs, however, the

repayment may be scheduled over a term not excecding five yoars,

Long—term loans for refinancing of old debts wust be repald within a
period ¢l ten years, Long--term improvement or project loanus uave

recently been undertaken which will allow un to 15 yeavs for repaymnent.
I y

Anount of Loans

Tne amount of cach short-term loan is determined by the loan approval
official on the brsis ef the applicant's farm production needs and
his debt-paying record. In ne case nay a short~term loan be approved

which excecds sixty per ccut of the expected value of the marketable praducts,

the amount of cach wedium-term loan shall be determined by the loan

.approval official taking into consideration the actual credit require-

ment of the applicant's furwm production plan, his income and repayment

capacity, as well as his debt-payiny record,

- N
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However, the total scount of short and/or mediva-term loans outstanding

to a Lovrower at any Lime wmay not be preater than Baht 80,000,

The ameunt of each lens form Joen for relinamcing of old debis io
deterpinad by the oo arproval ofticial by considering the amount of
old debt, Virdang o repavoant end removal of land wmorUgape obligation
fuclusivee of the borrower's incoon and vepaynent capacity as well as

pencral eperaling onj

srses and necessacy lavestmont o on farw for the
planting season,  The total long-term loan may not exceed labt 40,000

{for cach borrouvor,

The amount of loug—t-rm improvemsnt or project loans is de termined

by project analysis using an invostmuat pay bhacl of three vears,

Security

1. Individuals' (and n0n~r@3istcrnd farunrs groups’} short,
medivm, and long-term Joans chall be secured by one or more of the
following requirement:

(a) The mortgagc-of uneveumbered imaoveble property of

whtich the appraised marcicet valuve is not less thon twice the amount

of the loan,

The mortgape contract shall specify a maximunm awount for which the
mortgage pruperty is assipned as sccurity for the repayment of both
current and future debts. The amount must be the full appraised value

of the wmortgaped property.

The mortgage way be removed upon repayment of the entire debts due
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{vom the borrower or with the prrmission of tho Boatd of Dircctors,

(b) The pledse of Govermacnt securities or the securily
of Mdeposiis in proportion to amount of loan" not exceeding eciphty
per cent of the amount of sueh sccurities or deposits.

(¢) The pledre of the produce nol excecding ciphty poer
cent of tho appraisal aarket valu: of the pluﬁged produace.

(¢) The pledge of two or more ciher clients acting

as guarvantor (naximun individual loans 7000 baht).

Mo client may, abt any {ime, stand surcly for more than two othor

clients,

A surely is oot discharged by ceseation of his clicnt status wunless
A until a fresh bouwd with one v §OTE fresh surcties, acceptable to
the loan approval official 1is sxocuted.

(e) Tne pledge of joint liability of all borrowiny clicnts

in the group (maximum individual loa-s 7000 baht).

Long term improvement or project loans require {mmovahle asscls

of at least twice the loan value.

2. Agricultural Gooperatives & Tarmers Groups

As legal entitics, these groups must cotlectively meet the BAAC

security regquirenents,

rates of Interest

1. Individual
Intercst ov short=term ond mediuvm-term loans is twelve porcent; interest

on the loans for helding marketable produce in expectation of a better
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price is ceven percent; interest on loog-toers leans for refimancing
of old debrs is ten percent; interest on long—torm projeet loans is

eipght porcent,

Tulercat fo caleulated on daily balances of principal and becomss

avahle when the losps or installmeants fall due.
pay

™2

Apriculiural Conporatives & Parmer Groups
Interest on short and medium-Lorm loans is 9% and on long-term project

Qs

loans is 5%,

Supnrviiion

Fiie BAAC euploys, insdfar as practic~ble, a group contact method lor
the fallow-up supervision of loens in areas where cropping patterns

are more or less unilorm and farmer—clients have shown culficient
avarcness of their rvesponsibilities. Tn the client group mcetings,
the credst supervisors inquire into the exteat of cultivalion accowp-
lished by cach i;dividual borrower and cuyrent problens in farm pro-
duction for the scason, and evaluate the effent of chanpging conditrons
er emercencies on the farm operations. Movever, individuol fars visits

are made in cases where the borrowers' credit is woak or questionable,

-

or for the purpose of supervicion of uses of other loan funds (¢.p.

inspecting major purchascs made by the berrvowers witlhh the fuuds.)

Techinical Services

The BAAC attempts ta disscminate knowledge reparding the latest improve-

ments in agriculture and holds discussions on ways and means of solving
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farm problems as well as on improved farming practices in occasional
meetinzs when farn jobs are light. This, however, is cousidercd
the responsibility of the agricultural extension agents of the

Ministry of Asriculture.

Suimatry

Comparing, the lending policies of the fwo institutions, a
gaﬁeral similarity emerges, This is porbaps duc to the
[act that the Bangkol Bank hag on ﬁéﬂy occasions been asked
to advise the BAAC on lendiug policies., Dowover subtle

L)

difference do exist in alwost every policy area.

Catepori of Fav:

Credit:

- The Bangkok bLank and the BAAC both lend to iudivid-
uals and favwmer groups.
- The Bangkok Bank howecver, does not lend to coopar—

atives.

Qualifications for leans

-~ The enphatis of the Banpkok Bank's qualifications is
commercial whercas the language of the RAAC's quali-
fications is political {c.g. lhail national).

- The Bangkol Bank lisl appears objective whereas the

BAAC list is more subjective (e.g. honest, industrious

~thrifty, not of unsound mind).
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Loan Trocsdm s
—.'J_"hu Pangiol bank does not roquiye ]',11(11'\:1.(1\1::]-: with
collateral to join a joint liability group whereas
the BAAC requirns thet a1l cliouts be aselonoed to
a client gproup.
— 4 st Tiability grovps of the Banpkek Bank wre
formcd Ly the farnoers vather thea by the Boaok.
The BAAC client groups ave formed by thc BAAG with

cach werber reguiring approvael cf 50% of the group.

Duoration of

Ioaune

- The Banekol Bank coxtends only shrovt=~term and medium—tiern
o y

loans while the BAAC in additiocs oxtends long-tevin loans.

Amsunt of Tooans

~ The Bargkok Bank's waximun loan for the individual in
the joint liability group is 10,000 baht whereas the
the BAAC's maximum is 7000 haht.

- The BAAC production loans are further Imited to HOZ of

the "exproted value of the markoetable products.

Socurity

w The Bangkok DBank's security roquircmants are simgler thim
the BAAC's requircments.

-~ The Banglkok Bank requires thé gurrantee of the future crop
plus the pledge of joint liability. The BAAC requires onc

or move of f[ive different requircments.
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hates af Inter

A notable difference is thal the Banpkok bank charges
a higher rate for activitics likely to be carried out by
the "petter-cf " farmer, vhile the BAAC has only one rate

‘

for sharvi-tern angd wedivw-term loans,

Sepervision of Jorns
- The Banghok Beank utilizes preater supervision of loans
by the provision of in"hinﬂ loans.
"~ The hangkok Pouk, in addition, wuses wmobile eutension
uniis and perviodic imspections whercas the BAAC doces

not,

Teehnieal Snrvices

Ve

~ fhe bapgkol Buank relies upon its own ewoployees and
comsercial enterprises for the provicios of technical
scrvicee while the BAAC relies upon Toc Hinistry of

Agriculture's extension workers.

D.  ORGANIZATIONAL SYRUCTURT

The Bangkok Bank's farm credit program is conducted by its Agricn}ﬁnrnl
Credit Division, which currently consists of 220 traipned staff wmembers,
A}l mewmbers of the division are university graduates in agriculture,
agrononics, animal and crop husbandry, veterinary or-social scicuces.
After joining the Bauk,'thoy receive special training in banking
practice, credit supervision and other rclevent subjects, before

being assigned to field work,

Each officer in the field is acquainted with:

1. Agricultural conditions . in the locality where he is to be
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posted.  Tne officer chosen ususlly comes from that arca,

I

2. Local farmers' backpround in general, especially, in

character, cxperience, capabilitly, and credit worthinaess.
3. Suitaebility aund type of cultivation, current cosk ol pro-
ducition and estimwmated yialds in the area,
4. Ability to evaluate the applicant's properties and a

knowledg: of price and market fluctuations.

Supervised agricultural credit is contrelled jointly by the agri-
cultural credit division at the hiead office and by the manaper of
provincial branches. Credit for the individual farmers, at the Jocal

level, is usvally controlled by the branch managers.
s Y ¥y

The stalf has increased censistently since 1963, when the progranm
was berun with a handful of people, In 1966, the division numbeved

140; in 1973, about 180; and today, well over 200.

However, this grevth should be seen in the context of the overall
increase in Bangkok Bank employees. In 19066, the total staff
nubered 7,744 and at the ead of 1975, had risen to 11,165.

{sce Table # 10).

The simulated organizatienal chart gives a view of the Banpkok Mank
“and where the agricultural credit division fits into the overall
structure, The branches of the Bangkok Banlk are an integral part

of the apgricultural credit program. (See Chart #3 and #4)

In 1966, the BAAC consisted of a bead office, 15 branches, 43 ficld
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offices ond a statf of 276 (of which 115 were in the head office.)
At the end of 1975, the BAAC operatoed 58 branches, 301 ficld offices

and o staif of 2,389 of which approximiteiy 300 were in the head oflfice,

(See Table #1Q0)

‘

fe brooch monarers have authority to approve short-term and med Tup- et
loans for generval {orm purposces to individucl farmers. Howover, a

& I i 3
branch manager may not authorize a loan te an applicaunt  shiich  will

cause Lhe total principal balance to excecd Baht 40,000 or any torm

exceeding three years.

Ficld offices have been set up to render extensi.e services to farmers
in terms of: (1) dnvestigating and selecting f{armers for regis-
tration as branch clients by appraising their farm asscts and onter-
prises at their residences and farms; (2) providing educational
training to clients on agriculivral credit and otlier relatad matlors;
(3) assisting clients in naking proper loan applicaticns; (4)
advising client-borrvowers on the proper and effective usc of loans in
accordance with approved purposes; (5) ecoordination with agri-
cultural extension service in giving advice on improved farming
practices to clientg; (6) assisting clients to overcoue obstacles

in osder to ensure the punctual repaywent of their leans; (7)
investipation of the group wmembers in accordance with the provisions
of the law on farmer groups by appraising their farm asscts

and enterprises at their residence and farwms; (8) advising farmer

¥
)

proup members periodically on the proper and effeetive use of
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loans in accordance with approved purposes. . Field oftices do not in-
volve financial transactions but render farmerclients and farmer
pronps the ahove-wetioned services. In districts which are too fay
from branch offices, credit supervisors ave dispatched on a temporavy

basis.

The General Manager of the BAAC ¢ responsible to the Dosrd of Pirco-
tors for BAAC aduinistration, operations, and his julevpretations of

Board policy.

Loc~+ions in the Provinces

The Bangkok Bank has 77 branches in the provinces while the BAAC hins

58. Thesc can be summarized regionally.

Revion Banghok Lank BAAL
North 10 14
Northeast : ' g 18 ' 16
South 17 8
Central _ 26 20

Total 77 55

The number of Bangkolk Bank branches is not comparable to the BAAC
g 1 )

branches in that a branch of the Bangkek BLanl

way or may not enpaga

7

in lending to agriculture. Therciove, the nuaber of brauches of the

“Bangkolk Kank represent more the potential for leuding to agriculture

than the reality, The following number of branclhes of the Banglkok

Bank have established group lending prograws.
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Horih 10
Northeast 5
South 3
Central )&

Tolal 35
initially, the Banghol Dok rostricted its joint liability propram to
the poorer farmers of the move pr&aperou* apricultural regions, Lack-
ing expericnce In giving fars credit, the bank copsidered iU wore
practicnsl to start with the Weafer" arens and then branch out to other
provinces, TIhe Pank's prograa in 1970 covered 21 provinces and has

since increascd to 33, Equippod with this cunerience, The Banpkol Dhank

now states that it's objective ig to extend its services to other Tenlons .

The BAAC while expanding coveragt 8Cross the kingdon has confined cach
branch's lending to districts "where conditions sre suitable for RIS AR RS
[+3 4

cultural expansion. In such arecs there needs to be an active agricultursal

»

extension scervice ready to help carry out an apvicultural education

program among the Banl's clientele.” (BAAC Rinth Yeor of Operationn, p. 2)

In addition, the BAAC\states "from a business point of view, coucentration
of eredit operaticns awmong the nore advanced farmers, particularly

in the Centval Plain and the Horth, would be economically sound procoeduri,
Nevertheless, in the Hovthcast and the South Lthere arce other considerations
that are cqually Laporiant, Consequently, the ﬁxpnnsion of credit
operations of the bank 1is distributed over all regions of the Kingdon,

As a matter of course, most of the expansion is clustered in the

Central Plain wherc there is more comnercial farming than iu the

rest of the country.'" (BAAC Eighth Year of Operations, p. 5)
x‘), * -
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Sumarry
in comparing the two institulions the following points are noted.
~ Toth institutions arve hicoarchial sn structuve, however a greater
decontralizaiion is.suggustvd in the DBangkok Bark, Rather than
the top dowo control fouud i the BAAC, theve is a joint control
Lotween the aericultural credit division and the branch mesnagers,
- A move elaborate support system is apparent in the BAAC with the
nupbor of people in the provipces end the number of field offices,
in addition, the increases in the number of staff at the BAAC
appears drama&ic {n comparison to the Baugkole Bapic,
- The Bangkol banlk's offices in the provinces outnumber Che BAAC
in each region with a particularly large diftercuce in rhe
gouth and Ceniral regions. lowever, the number of branches
engagc' in agricultural lending suggesis that sthe Banglok Bank's

progran is least represcented in the Northeoast,

- The critevia for bragch oéerations in agricultural lending
diffor for the two instituticvs, The BAAC must koep in mind
political nccessities, if not in actuality then at least 1in

verbage, The Banghok Bank, oo the other hawd, ic not faced with

this type of consideration.
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K. COLLESTIon POLICTES

The Benplkok Bank requires that repayaeenis be cavricd out in accord-
ance with the contract. The farmers cither vepay In caxh or throush

a consipnucni dedoctien by the processor,

The Bangkok Bank has found that by supervising fara credit and by

of fering the wideei possible range of follow-up s sv icean, the per-—
centage of farmers who default in the repaynent of credits gronte?
to them, can ke brought down to a manage sble mininu. When

the farmers profit was cnoush to cover the loan they inevitably

i

have found a way to repay the loans in time te borrow apalu,

Failure to repay stems from natural harzards, esprcially

drovght and pest problems, and iow pricés for the farmer's

produce., Ancother cause for non-payment is thought to be the buliel
that the overduc farmer may not get a new loan for the nent cyop-

ping scason if the overduc loan is repaid. This has been true to some
extent with the "not so capable' farmers who already had difficulties
with their loans in previcus years. In the case of natural digaster,
the farmers leoans were normally deferred for another season and re-
payment was not pressed until the next harvest, With the othovr

cascs, bowsver, the credit officers will notify farmers of their
obligation and the penalty for non-repayment. (CredﬂL eificers are
not encouraged to aczept vepaymeant [rom farmers outslde of the
office.) From the Bank's point of view, non-repayment of agricultural
loans, other than in the case of natural disaster, is more the

fault of the credit officer than the fault of the borrower, The
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Bank relics wpon ibs credit afficers' Judrenent in sranting loans.
- [ £ &

Further, the Banplok fank's credit officers.encouruge the farmers who
lack repayiwent fauds to boryow from the moncy lender in ordaer to
repay bhe loan and waintain a good credit record.  dnc pangkok bBank
belicves that (nis also makes scnse from the farmers viow,  The
farver thea has access to low cost credit tor the majority of the

year aad high cost credit for only a couple of months.

The Bangkok Bask has very few legal cases pending.,  This is becausc
it has become too costly and time conswaing, and the publicity is

cansidered hiermful to the image.of the benk,

chdyment to the BAAC is carricd out by the farmer going to the
branch hanks, or thrveugh the Postal Honey Order systom,  The BAAC
is looking inte the possibility of utilizing the Government Savings
Bank ia the future as a means of decruaning administrative costs

and improving services to clients,

The BAAC rolies on its client group system to sccurc repayment of
loans. Fach clieut group has its elected of f{icers who work closely
with credit supervicors and individual farwers to assist in ropay-
ment.  For medium-term leans, the credit supurvisof contacts the

loan co-signers il the loan is overdue,

1f a group leader is influential and the proup members are rela-
tively well off, BAAC supervisors can request that the leader
make up defaults by assessing cach member, The BAAC holds the

threat of discontinuing loans to seccure compliance. However, in
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the majority of eases, the VAAC finds it easier 1o dissolve the

provy and establich a wew group excluding the farecers who have

defaulted,

The Praveh manccers have the authority to extend the repayment
period of short ionos up to 3% wonths alter the loan falls due
when clicats have "satisfactory” reasons such as natural hazarde.
Hciinnncing is to some degree dependent npon the favmer's respouse
to his obligction and his relationship with the BAAG credit super-
visor. BAAC officials say that the perceived immediacy and need
to repay @ loan declines each year after the original loan is
extendod,  Wiaen loans ave due, farmers do not feel Lthey will

directly suffer if they are delingquent or default,

The RAAC estimated that approXimuately 70-803% of its bad debts or

deiinguent accounts result from natural hazards or crop fatlwe,

The BAAC does cccasionally initiate court action; however it deoes
so in only a small percentage ol cases, Politically, it is pore

ceived wnwise. RAAC suits against [armers woo cannol rcepay arc

viewad as the "Government" abusing the poor furvmer.

Suipnary
Collection policies of the two institutions are quite similar with
two cxceptions:

- The Bangkok Bank's credit oYf{{ccers arc responsible for the loans

they make, This degree of aceountability exemplifies itself in
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the encourapement of borrowing from the moneylender to vepay the
Bauk's loao.
-~ The BAAC dissolves existing clicut groups if some wembers are in
defan't and forms new groups where as the BRangkok Bank does not.,

THI RECODET O LENZIRC

F. Apouris and Porposes of Lonos

A comparicsen of the financial position of tha Banpkok Danlk and the BAAC
indicales in 1975 that the Banghkok Bauk bas assels approxiwately 9

tiwes preater than the BAAC, and has loans approximately 7 times greatenr.
(Sec Takles 13-15.) However, a comparisen of the anount of acricultural
lending indicates that the BAACG in 1974 had csteunded loancs 7 times

greeter to this sector than the Banpkok Dank. In 1975, the ratio had

decrcased to less than 4,

As mentioned previously, what the bankers sctually did in 1975 was to ro-
arrange Uheir semi-agricultural loans into agricultural loans Iy discounting
checks from supgar cane focetorics with middlewmen wvho, in turn, providod

loans to cane growers. Also many loans which were previnusiy given to
part-time faraers, in the form of overdrafts for business purposcs,

wore chonged into agricultural loans, (sec Tables 16-17)

Oof the Bangkok Dank's total loans Lo agriculture, 400 million baht wag lont
indircotly  through the BAAC, the aother 647 represents actual and re-
classified loans, Of this awount, actual leoans malde directly Lo

farmers are estimated to have increascd approximately 25% which would

put the amount of di;cct loans at 217 million baht aud reclassified loans

at 425 willion baht. Therefore, the ratio of BAAC agricultural loans to

Baugkok Bank agricultural loans increascd frow 7 to 15 times as great.

~
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The porposes for which agricultural ercdits were loancd are roughly
gimit o for the two iustituticans. The encaption Is that the BAAC
did bold o portics of Lhefr portfolio in long tora (10 yenvs) loans
Tor debt scetlewent.  The Banglok Bank with reliauce on short-tern

deposite is obviously not able Lo make thic type of loan.
Regional bistribution of Loses

Banghok hank ecstimates that ire loaus are disperscd throughout the

country as follows:

Apvicultural Credit Fxtendod by the bhon

North ' 42.9 %
Northeast | 8.0 %
Central , 48,3 %
soutls ‘ Lasr
Total 100 %

The BAAC loans to iundividual farmers botweod 1067 and 1974 are
dispersed regionally as follows:

Agricultural Credit Fxtended by the BAAC

North 27. %
Northraste  * 7 23.8 %
Central 40,9 %
South ' _ﬂdﬁlaug__

Totzl 100 %
The Banpkok Bank and the BAAC both have a higher concentration in the
Gentral Plains which, as noted eavlier, 1s the more productive and
commer: salized region. It is, for the same reason, logical that the

Bangkok Bank next greatest concentration of loans is in the North and
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the smallest amrunt in the

Beneficiario:

Hoeithoer the Banplkolo Baok
borrowers.

hwever, Lhe

is perhaps incocctive

Fayms

Bang ok

1962
1970
1971
1972
1973
1974

L9775

South,

nor the BAAC has a proflile of its "average"

amounis

ra and

lent to cooparatives vs., individuals

Toanea

32,305
36,494
26,4125
27,645

33,244

46,494

of Forwors

Anavnt of
Toasu (Bobt in villinnad

93.2
17.3
89.7

9¢.0

In 1969, of 36,494 faraming families in receipt of apricultural credit,

36,271 were organized into joint-liability farm groups, with each

group member recelving Baht 2,000 to Baht 5,000 in loans. 'the re-

ma:uning 273 recipients werve pranted individual loans against collateral,

Many of these farmers have several leans (e.g. 1972, 33244 [ familivs

had 177924 accounts; 1973, 30667 farw familics had 197861 accounts; 1974,

42405 farm families had 223,148 accounts; and in 1975, 46404 had 241,798,

#FEatimated - The Vice President

supgested that actual leans

preceeding year.

fo

in charpe of the Agricultural Credit Division
farmers increased approximately 257 from the




1970

1971

1972
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01 the 406494 foro fawnilies pranted credit in 1975, a little over
41006 belonged to joint Yliability groups.

Farmers and Leoans

CTUUnkac T
Amount of Loans to
Humber of Amovnt of Lomn Coopoeratives §&
Todividonl Taroors Lo Individuals Fapper Crowps
45278 125.2 143.6
121749 408.2 158.58
196917 562.5 1544
228611 563.0 . 167.0
262087 509.2 164,
301622 670.9 | 224 G
330625 773.7 249 .2 .
379575 1201.4 533.1

The BAAC estimates individual clients to have increased to approxinmately

500,000 in 1975, ‘There are also estimated to be 528 cooperatives with a

membership of 321,000 and 1100 farme.s groups with members numbering

135,000 in 1975. Cooperctive wembers are ncarly equal to individual

members yet receive less than half the value of loans,

.
A USAID sucvey in 1973 indicated that the typical BAAC client operates
and wunages a household farm, He is in almost all cascs Jiterate. He
has access to an average of 5.9 hectares of land either throupl ownershop
or rental {(by reéulation one third of all BAAC loans must be extended
to non-land owners). Averape client assots are 35240 baht and do not
differ substantially among regions. The national average net cash

income per client averaged 15820 baht; but varied from 17880 baht ia the

Central Repion to 14400 balit in the North, 13560 in the South aund to
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9340 babit in the fortheast,

It is instructive to compare the BAAC clicut and the averape Thai
farwer: The educational level of the BAAC client is higher than the
average faramer; less than 3% of BAAC clicents had no formal education
as cowpazrod with 1963 national avevage of 36%., The typical BALT
clicai hus a muzh higher hovschold total dncons ond avevape caush

incone Lhan does the averape rural heusshold.,  The averane farm

size in Thalland was found te be 3.4 hectares in 1970, This 1sg

only 0G0% as lerge as the 5.9 hectare farm that the aveorage BAAC client
operates.  On the basis of this cvidence 1t can he concluded that e
BAAC client has a larger far. and is more properous than thoe average

Thai farmer.

Repaviient

Within tie perioed 1963-1969 the vepayment vecord of 3aapgkok Bonk loans

was pood, with few delinguencies. The reasos is thought to be two-fold.

First, natural hazards were les: than the novmal rate. Secondly, the
fluctuation of prices for farm produce was relatively mild,  The

¥

Bangliok Pank also increaged their maximum amount on individusl loans
from Baht 2,000 at the start to Baht 5,000 in 1968, and Baht 14,000,
at the prescot.

Tne perviod 1970-1973 manifested the aftereffcets of repeated drought
in 1968-1970 and the fall of comnodity prices to a record low, 1he
Bangkok Bavk suffered a set-back in delinguencies and decided to
crceale past due accounts, The policy established that at the end

of the second cultivation scason a delinguent account would be written

olf as a bad debt if the farmer failed to pay. It is intcresting that




-
O COMPARATIVE ANALY SIS

accusulated the bad debi scecounts have been reduced every ycar sinca

{Sco Table #17)

EAAC also bepan wilh a fairly good repoyacnt record,  However, repave
menl decreascd seriously with the repoated drought of 1805-70 reach-
¥ i '

ing an all time low in 1971, See Table §19)

the BAAG doze wot includs In this anolysic the delinguent loanz to
cooparatives and farmers aroups.  Tne amounts outstanding at yenr ond

roups have increasaod dravatically. (Millions of baht)
1 .

Awount of Losn | Arouat Outstand
1967 143.6 259.1
1965 158.8 258.8
1969 154 .4 317.4
1970 198.0 : 409.0
197] 203 .3 | 639.2

1972 221.0 602.0

1973 249 .2 788,067
1974 388.7 1165.21

The zccounting procedures for bad dehis differ dreomaticallwy betwoen
&
Lthe BAAC and the Bangkok Bank, ‘his makes a comparison of fhe two

vepayment records difficull at best and somewhot spoculative,

The BAAC neither ages its past due accounts por calculates the
amount of loans that have been reseheduled.,  The accounting pro-

cedure which the BAAC utilizes is a rYeserve account system against

1973,

to thease

196771 AID Spring Hoview (Table 24)
1972-74 BAAC Yearly Deports
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which bad debis are charged, Hewever, the actual write of{ is a
policy deeision,  And in the past, rthe BAAC has had no firm guide-
lines, As a conseguentes, it dis felt that the losscs for bad dehts

have beon understated,

The lenmding vecord of the two iastitutions differs widely,
= The BAAC with one-ninth of the agsets of the Bongkok Bank has

15 rimes ware loans outstanding to coriculture

= the BAAC move [ully reaches jnto the marpinal repions of the
couniry than doecs the Banghkol Bank,
- The averagze BAAC client is well above the average Thul farner
based upon incomg and landholding, Tuere is no profile of
the Bangkok Yonk clieut,
= Toe Banpkok Bank leunds primarily to farmers groups while the BAAC
emphasis i3 on the indivicual,
= The Bangkok Bank's borvower repayment record is far superiovr to the BAAC's.
' !
— The Bangkolk DBank accounting and information systesr is at a wuach
higher level of sophistication than is the BAACTs.
oNCLY 0 '
In concluding the comparative analysis it is perbaps worthwhile to

reiterate briefly the points made in sumaary,

Historical Objectives and Growth

In the context of objectives and growth, we find very different inscitu-

tions. Commercial banks have strong political and business connvetions
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not found in the BAAC. This petentially dmpucts uvpon the cowmorcial banks'
agricultoral loan poelicics.  For erample, the Banpkok Tank furnishes pro-
duction imput credit ju kind. It is possible to hypethosiza that a re-
Liationship docs exist bLetween the supplinr and the bonk, 1F not ownership,
pevhaps the supplicr paye o fee o the Bank. In addition, one may con-
clude th~t agricultvral loans which conflict with other intcecasls wmay

e restriclod,

Secondly, commercial banks have a profit oriencation whereas the BAAC

does not. . As a resultl, agricultural lendihg by commcrcial banks must at

the minimnm cover the cost of fund., the opervational cost of an apriculrurael
loan progrem, and béd débt expénse. Further, it can be. hypothesized that
the return from an agricultural loen must compete with the retuirn from

loaus to other sectors if agricultursl loans are to represinl any more

than a token proportion of the toral loan partfolin,

Finally, the RAAC has an objective of longevity, which has no direct
correlary in a commerciszl bank, Longevity for the BAAC can oﬁly occur
throug’. an effective lending program and/or continuing financial support,
(a luxury not afforded the commercial banks). Financial support fron the
govermzent of Thailand is dependent upon the BAAC's lwage as an cffective
financial intermediary and the desire by the g@vgrnmént to support an
agricultural credif pregram,  Thus, the BAAC, if not ei[octive, must

at least appear to be ro.

General Operations

Comparing the general operations of the two institutions, the divevsity

on the one hand (commercial banks) and specialization on the other (BAAC)
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accourts fnr a ditferent set ol operations within the two institutions.

Liquidity or cash {low is extrewmely important to the commevcial bank on
a daily basis whercas ithe BAAC's need for Jiquidity is more scasconal and

more prodictable, (3.e., they do uot depend upon the mobilizatioe of fuo.0s)
i s 3 | I

Sccondly, coumercial banks have Yearving' asscts olhcr than loans vierc-

as the BAAC doces notb,

Thirdly, commercial banks capital fund' incicascs penerally vesult [row
earnings wherveas the BAAC has increasced its capital fund primarily by
the sale of shares.

And finally, where comuercial banks have choices of leans by scoctors,
the BAAC has choice only in how it will lend its funds to the apricul-—
tural sectorv,

Acricultural Loan Tolicics

Comparing the lending pelicies of the twe institutious, an overall
similarity emerges. However subtle differcnce do cxist in almost
every policy area, which result in a greatevy daprece of control in
the Banghkok Nank's program. |
= While the M.anwglo® Bank and thoe BAM both lend to individuals and
farmer proups, only The BAAC lends to cooperatives.,
= The emphasis of the Bangkok Bank's qualifications is commercial
and appavently objective whereas the languape of éﬁe BAAC's quali-
fications is political and relatively subjective.
- A notable difference is that the Bangkok Bank charpes a higher
rate for activities likely to be caried out by the. "better-of £

farmer, while the BAAC has only one rate for short and mediun term loans,
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= The bangrkolk Banlo utilizes preater supervision of loans by the pro-
vision of in-kint leans and utilization of mobile exteansjon units,

- The Bonpgkok Bank relies upon its own eaployees and commercial
enterprisces for the proevision of tochnical servicos while the BAAC
relics vpen the Mindsiry of Auriculturc's eateonsion workers.

- Joint liability gronps of the Banglok Bank arve lormed by the farmors
rathoer thaa by the Bank, and individuals with eollateral are oot re-
quired to join. The BAAC client groups are formed by the BAAD with
each member requiring approval of 507 of the erocn, and all clients
must join,

~ The Bankgok Bank extends only short and medium term loans while
the BAAC in addition extends long ter. loans,

= The Benpiok Bank's wmaxisuw loanr per individusl o the 3oint 13
i I

3

bility group is 10,000 boht compared to the BAAC's waxnimua of 7000
baht, with additional limitations,

— The Bangkok Bank's sccurity requireme: €s are simpler than the BAAC's

requirements.

While both institutions are hierarchical in structure, a preater decen-

tralization is suggested in the Bangkonk Bank.

A more elaborate support system is necessary in the BAAC, as it does uot

have the in-place systeom of the Bangkok Bank.

The Bangkolk Bank's offices in the provinces outnumber the BAAC in eacl
region with a particularly large difference in the South and Central
regions.,  However, the number of branches enpaged In agricultural

lending suggests that the Bangkok Bank's program is least represented in
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Hortneast,
The ceritevia for PAAC branch operations is influcnced by political

necessity rather than comacreial viability,

lection Policies

The Banglkok Bank's credit of ficers are yesponsible for the loans
they wake.  This deyroc of accouatability cxemplifics itself iu
the encouragenent ol boerrowing from the monaylender to repay the
Bark's loan,

The BAAG dissolves existing client groups if some members arc in

default and foris new groups whereas the Bangkok Banl docs not.

Ihe Recrrd on lending

~ The BAAC with one-niath of the assets of the Banghok Bank has 15
times wore loans cutstanding to agriculivre.

= The average BAAC client is well above the average Thai farmer basod
upon income and landholding. There is o profile of the Bangkok
Bank client.

- The Bangkok Bank lends primarily to farmers groups while the BAAC
emphasis 1s on the individual,

onc

The Bangkok Bank's repayment rocord is far superior ta tho BAAC's,
The Baugkok Bank;s accounting and Inforwation systom is at‘a much
higher level of sophistication than is the BAAC's.

is evideat that both the scale and the method of operation (supervised

non-supervised credit) differ between the two Institutions, lFurtber,

can conclude that the choice of scale and method of operation is to

a large degree resultant from the divergent institutional objectives,
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A ccerparative analysis of the two institulions supgests that the effective

covtraluts of each Institulion are sowevhat differcnt,

The liwiting factors of Lhe BAAC to increascd agricultural lending include
an apparently insufilcient interecar epread, complicated lending cnaration:,

r

inadeguato statiing, and the abscnce of o data galboring capacily,

jne Mwmiting faciors to jucreased agricultural lendine facing the Bans kol
Bavk include an absolute deficiency in the intercat spread, an dnabilicy
to wobilize long term deposits, the business intercste of the Bank's'
owners, and the formers' absorption capacity,

The Lending Marpin

The lending margin is perhaps the most apparent of the contraints and is
cormon to both irstitutions. This can bLeost be analyzeld by looking at
the cowponents.  Toe lending wargin can be increasced oftfher by lucveasing
intercst rates charged or by decreasing intercest costs, and/or adwmini-

strative expense and/or bad debt CNPpansga,

The intcrest rates charged by the BAAC range from 3 to 10 points belcw the
maximua Jending rate of 15%, The intercst rate charged by the hangkolk
Bank ranges from 1. to 5% below what the Banl could earn in alternative
usce.  Thus we see that the lending rates charged by the BAAC ave less

than thosc charged by the Bangkok Bank and both are below the opportunity

L

cost of capital. . The arguments in the literature for a frec mark
determined rate of intrest have been well documented in ATD's Spring
Keview of Small Farmer Credit., The argument based on the principle of

economic efficicncy is as follows:
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I cowpotitive credit marker there coxjst many diflercnt rates of interost
reprecentative of the vide variance in rioks, Tmposition of a lepal lendine
cate has the effect of yeducing the amount of credit supplicd, and thus
divecting the flow of credit to the lower risk/greater profit scciors of

the ceoncuy. 1o an fuperfect or fragmentod market, tha {low of vhezap

cyedit may bave. little offect on rural ioterest rotes,  The comsescinl
banks recent eontry into the ownershilp of finance conpanies sunports the

thicory that tho productivity ol capital within the countyy is gveatos thon (ot

allowed by the legal lending rate.(Finance companice’ rates aren'p reculated,

One wight conclude that the logic in the above argunent iz sound and
that the solution lies in siwply reising in‘crest rates, However,
the LI'GC's have alwmost unanimous agreement that subsidized interos
rates are necessary and benef{icial., iSe arguments used (o suprort this

5

point of view vary and cover e range freom the "infant fndustry" aryu-

H

ment to the "political carrot'" argument. (For discuss
i

[

on see AlD's Spring

Review on Small Farmer Credit, Vol.XVI)

Onc can conclude that interest rates should be dncreased to reflect the
oppertunity cost of capital, However, one would surwise that this will oceor
h -

radually us LDC's recosnize mare elficiont mechanssms Loy tedisiribubion,
1 g [+

-

Interest costs, as moted in the previous section differ for (he RAAC and
the Bangkok Rank. The BAAC dees not have access o the zero cost doemand
deposits of the Bangkok Bank as it is relatively weak in the mobilization
of voluntary savings, The BAAC relies primarily upon‘its capital fund

and bourrowings., The Bangkok Bank, on the other hand, does not have access

to leng term, low cost borrowings. lhe effect of the different, cost

porerny
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structnre can boe cownputed az follows:

PAAC Bangkol Banlk
Percentaoe Rete Percrnniage Rate
Nicposits 377 6.4% 795 5.9

334 7.34 215 10,

The cost of an additional unit of capiltal based upon the current ratio of

deposits to borrevings is 6.9%2 for the BAAC sud 6.7%4 for the Banglow Bank

Using the cuuvent distribution dmplics that the dnstitutions have the
ability to maintaile the current balance belweoen deposits and borrow-
inpgs. Ihis Is not peocessarvily the casce.  When an alditional wvuit of
capital is reguired in the shovit term, 1t generally wust be acquired
tiicoupht borrowing. Hence, the BAAC's warvinel cost rate is about threoe po
lower than the banks. Administrative cupense of the apricultursl credit
(1)
progran at the Banpkok Bank has been estimated at less than 4%.
This figure obviously represzents economics obtained throush diversified
operalions, fWhether or not the program Is charged a portion of overhead
on supporting fixed or variable costs is net known, Bad dobt ]OSQUS
incurrcd for the agricultural lcans of the Bangkok_Bank are less than 2%
of all loans extonded, ﬁc BAAC administrative and bad dobt expeonses

accounted for vere in excess of 11% 1in 1974,

ntls

(1) This figure was obtained from the Agricultural Credit Division of th
Bangkok Bank and the author assuwes that it i1s the averapoe c¢ost on 2

agricultural loans extended.

«

11
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IV.‘ IDERTIFICATION OF CORGTRALNTS
The lending navgin can be caleulated for the two institutions as follows.
BAAC Banghkol Rank
Interest Barnod 9-12 12-14
Less:  Interest Paid 6.9 6.7
Adminisirative 4
Bad Debts 1 2
A -5 to -i +1 fto -~ 1
The lending margin for the Bangkok Dank is right at the breakoven noint

which results in an absolute deficiency of the lendiag mavpgin to acl as

an incentive for broadening the portion of agricultvrel loans in the

conmercial bank portfolio. The margin for the BAAC is nepative which

STl

R Vo

produces an apperently insufficient margin., Most L s believe that

som: subsidy of ea agricu:tural credit program 1s nocessary and/or ot

least desirable. To what extent a subsidy should exist is a political
question. The alternatives for the decislon makers vange {rom oo

subsidy to total subsidy. VPor example, de they want only to cubaidize

the administrative expensc or both administrative expense and losscs

incurred from non-repayment? Without a policy decisien, it is ant

possible to arguc an absolute delicicuey in the lending margin. How-

ever, ouc can argue that cconomic efficiency would inecrease if the

lending mavgin were to improve,

The arpument further states that for those farmers who recelve Lhe cheap

credit, a misallocation of vesources occurs because luvestmoent decisions
Subsidized credit

are made on the basis of the relative costs of inputs.

distorts the true value of capital relative to labor existing in the cconomy.
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IV, JBEATIFICATION OF CONSTRAINTS

Loendine Procodnres

Additional coutraints faced by the BAAC are of an orpganizational naturce.

The organizations] chart of the BAAC represents hoped for operational choneos.

Fie complicated londing procedures are a result of a centralized rather

thau o regiconal or deceniralized approseh to lendine.  Siuplification of
> I3

ta

procadures, peepsration of undferm renoals and loon forms are Fundawmental
to fuiure succoss,  York o recovd-keepios and manapemenl aspects is

vital to a balaucced overall banking opevation,
& 9]

A data gathering capacity, inclusive of budget prepavation and review is
essential te adwministrative conlrol. The growing need for full scale
research and data gothering functions is clesrly cvident, The.lack of a
centrelized, reliable and current body of information {or wuse by the
project p1énmw?s and credit peoeple will increasinsly impair the Lank's
ability to provide sound credit to the Thai farmer aad his in (itutions.

Human Rosources

Adequate staffing is prubably the most pressing orpanizational prob]cm.
The budget and management plan has not allowed for the ongoing special
tratving of the [ield staff. A fundamental characteristic of this pro-
gram is its tcndcn%y to expend all too coon evceeding tho tvaining and
cxpericuce of the. field staff. Ihe confidcnce of the staff i1s under-
mined under thesc conditions, with costly yesults., Special technical

traininyg requirements must be anticipated and the ficld work load should

be borne by those not du training courses,

The salarics of professionals are low ia comparison to the private sector,

Nothing except sheer baubruptey ean barn a program faster than stalf monbers
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who ate technically insdequate, vestless and discontent.

Fasite, Term

An additianal constraint to increasing epricultural lending by the hangkoﬁ
Bauk is the lack of avcess to loung-term funds, The irnability to sccure
furds over a lonpor tesw precludes the Noank's possibility of cowmittiug
funds over such a lensth of time.  The strucbure of the dulevest rates
paid on deposits of fers no dncentive to the public to commit funds fow

any paricd lenger than a yesr.

Oritynr Business Interests

Auother constraint is the Banghkok Bank's ond the bankers other business
interests. The degree te which this factor is active is not quantifinecle
(e.g. when the Bank does not make losus which conflict with its other
intercsts.) An exanple of thisz would be the rice exporter/banhoy

whose intercets dictate that he not encourage the provision ol credst

for on-farm rTice storap: facilitics. That this constraint does exist

can be jmplied from the inverse situstion (e,g. vhen a bank makes Jonns
to farmers that are to i1ts advantage.) An cxample of thiS.wDU]d be the
encouragement of maize production loans in the Northeast,

Farmers' Use Copacity

The Bank further perceives itself as being constrained by the farmers’
capacity to absorb credit., The chief of the agricultural credit division
stated that the Dank's activity in apricultuval credit was o pradual
developmoent over a long time because the farmers ability to profitably
use credit and repay credit has been a learning experience. He also

made the point that it was impossible for the Bank to lend the amount of

funds prescribed by government diveevly to favmers because there simply

are not at this time farmers cepable of absorbing the ecredit,
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CHAPTER V.  LEVALUATION oF POTENTIAL FOR RELAXIRG THID CONSTRATNTS

The dominant strenpth of the BAAC's program is in the volume of apri-
cultural loans catended myl the munber of {farmers reached.  The styength
of the Banghkok Paoll's progrvam lies in the fact that the program breaks
even.  An evaluation of the potentiasl for relaxing the constraiuts of the
instituiions to incrensed apricultur <1 lending would be remiss without

a lonp-rua perspective. Al agricultural credit propram which incurs a
net loes over tho long-run inherently cancot Incresse agricultural
lending., Tt docs not have a weelth-cveating capreity and cannot be
considered successful, It is a tranzfer from one scctor of the cconouwy
to anolher sector and one without equitable distributional criteria.

Therefore, a break-even of Incoms and cxponses (defincd either as divect

i)

or total) is considerad a preconditien for successful agricultural
lending.

Scals and Efficicneyw

The combination of scale and the 3hsénce of efficiency criteria underlie
the BAAC's constrainfs., Dy simplifying its loan procedures and through
building an informaticn and cvalvation capacity the BAAC can provide the
framewcrk for improving the quality of operation +din both the lending and
repayment asreas. However, Qoing this requires both an cffective and
accountable staffs 1 doubt seriously rhat this will be accomplished with-
out tremendous effort by the BAAC menagement iun clarilying and moking
operational the objectives of the iustitution., What more likely will
occur are gradual changes towards loan siwmplification and an improved

data gathering and cvaluation capacity with wmarginal expenditures on

staff upgrading and training. If the BAAC could significantly improve its

data gathering capacity, siw 1ify its loan procedures and acquire




Policy Gpticns

V., BEVALUATION

an adeguately tvaioed statf, this would, in turn, impact favorably
on the lending morgin.{bowever, likely insulficicnt to briong a positive morpgin)

The scale of oporations and efficiency criferia underlie the

apparent success of the Barphok Bank's program.,  The supervision of

3
credit allows the Banbk a higher Jdogree ol control over dts {funds which
in tuia eifectively lowers dts risk factors anl concurventliy ioproves thoe

lending margin.  However, 10 can be hypothesized that in a sopervised

eredit program theve exist discconomics of scale, (iL.o., the cost o

o

supervision increases dispreportionately to the nuuber of loans extended)
which would preclude extension of superviued agricultural credits on a
large scale.,

The Banpikew Bank's inability to ralse long term depogits wosults i a

lending propram which canmot offer "full-seivice" bankin

farmer. Possible solulicns to this would include the provision of
long-term funds by the Bank of Thailand to the commercial bLanits or a
piggy-back arrangerent wihere the commercial banks lend chort-temm
credit to the farmer on top of the BAAC's provision of long tera
credib.  The BAAC curvently will not provide credit to farrers

who liave access to other dnstitutional credit.

.

Tue other business interests of commercial bankers, as previouvc]y

noted, chanpes the individust banker's economic caleulations.  With-

out full knowledge of these interests, 1t 1s difficull to evaluate the
impact of alternative policies, llowever, it is not reasenable to ipgnore

thew simply because they arc not quantiiiable.

Thre policy options which can favorably impact upon the deficicnt
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lending marpgio are wost nemerous. An ebligatory crop iasurance progy i
could profeoct the farmers who reccive credit and veduce Lhe conts of
defautt due to natural disaster, An efficiently operated price support
propgeam with corresponding buffer stecks could vedue the incidence of
default doe fo dopressed prices. A restructuriap of the interest rolos
pa‘d on deposits could encourage mediuws and long term deposits, A
systum of prefercntial ioterest ratos fov small-geale rural depositors

could coun!evbalance Lhe implicit income tax advantages oflcved to the
werlthy, Increasing the maximam rate of interest wiich Institviilons miy

pay could increzse the incouws gererated. A direct subgidy of sowme

aduwinistrative exzpensce such as extension could reduce costs.

1

211 of tiorse devices have the potential 1o impoct upon the success ol an aeri-
cultuval lending program. However, the extent of improvement {or that oo dapsg
other than marginal will occur) js ultimately dependent upon the farmevr's
ability to profitably usc and repay the credit extended. The farners'
economic calculus considers risk and retuin. The availability of pro-
fitalle technology may or may not exist. Or the social infrastructure,
such as the teunure system, may negate the expected gains, An imperfect
marketing or processing strocture may prohibit the farmers adoption ol

a more profitab]e‘technologj. Credit does not exist in isolation. To

look at only the delivery of credit is not safficient,

Future Research

Future research should begin with the farmer. Micro level rescarch would
provide detailed information on the potential use of credit. Longitudinal
surveys of rural bhouseholds can shed light on the farmers' decigsion malking

and in the process can identify the bottlenecks to the adoptioun ol a
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profitable technelogy, Macro policics of tenure, marketing, input

LRl ]

supplies and credit can thon be integrated with the fiundings of the

micro level data to provide a better basls for decision moking.  The

rog

‘arch could improve the desipgn of credit proprams by specilicially

contideriog the followlog:

- Can the small Lavmoey profitably use credit priced at iis
opportunity cost?

- Is access to a miniwmum level of land a neccssary condition to
profitable use of credit?

~ What are the caurcs of loan delingquencies and defauitn?

- Does a demond for crop dnsurance exist?  What weuld 1t cost?

-

- Akre small farmers a source ol untapped ruval savings?
- What is rhe availability of humun capitel within the farn

forvily and is there a willingness to dinvest this capitai?

.

In addition, this rescarch would reveal the farmere' attitudes
toward borrowing costs implicit in institutional credit,

towrid extension scrvices provided in conjunction with the
dnlivéry of 1mstituticnal credit, towvard credit ticd to the
purchase of produgtion inputs, and toward credit repaid in

ki nd vith the farmevs' produce.  Selection could include both
individual farmérs ard vvoup farme;s with an attempt to ideatify

diffevences inhcrent in grouping.




~84 -
V. EVALUATICGH
This farm lovel rescarch could tion bLe linked to the policies of

the lending iestitutions., We would kacw for example the impact

the BPank of Thailand's valsing the masiaum leading rate might have

cificiontly Jecveasing anricultural ciodit, We would kuow the

possibite tredeoffs betweon duncrcoscd docmae and increased defanlts

due to on dnsufficient debt capacity of the vawall farmer. Wo

sure the Dupact of sepplying ered it with ineveased
techaical assistance, which would tell us semcthing af sut the
tradeoffs between Incressed administrative expensce and decreased
LV debt expense. Wwe wvould also know somcething of the impsct of
2 savings wobilization componcnt in the lending propram and
could therefore know something about the tradeofis jnvolvcd in

the varying costs of funds,

It vould be possible to determine factors or policies constraining
Lhe development of an eifective program and to propose modificd

or new policiez in order to cliwinate constraints. The planning

of cost effective education and training programe, the desipn of

-

scheines to accelersate capilal formaition and the detcrmination

of swall farmer {inancial neads would bhenefit both the small

farwmer and the lending institulion,

uron
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COMMERCIAL BANKS TN THAILARD

BARK ) Opeulng Date

Banke looorparated in Thailand

1. The Siom Comacrcial Bank Tid, Ape . 1, 1986
2. Wone Leo Bank Ltd, Qo 11, 1933
3. Twe pook ool Asla Ltd, : Oct 2, 1939
4. lhe Hicnn City banlk Ltd. Hay 2, 951
5. The Bavolkok Bank of Commerce Ltd. hov . L7, 1544
6. Banpkol Buank Ltd, S lec, 10, 1944
7. Banik of Avudbaeya Ltd, Apr, 2, 1945
8. The Tual Farwcer's Bank Ltd. Juna 5, X
4. The Laom Inony Tank Ltd. Dec. 20, 1948
10. The Union Bank of Danghoek LUd. Mar. 1, 1549
1i. The Thal Danu Banlk Ltd. Apr . g, 19419
12, Benpgkolo Metropolitan Bank Ltd, Aug. 21, 1930
13.  Tie Tahi Military Boank Ltd. Nowv . &, 19457
14, Thai Bevelopasnt Baok Lud. Aug. 17, 1460
15, dhe Asia Trust Bank Ltd, Qct, 20, LU6S

16. Tne KHroos

(=

Thal Baank Ltd. Mar. 14, 1uug

1. Ine lonpkong & Snanghal Banking Corp Ltd, Dec. 2, 1833
2. The Chartered Bank 18594
3. bBanque de L'indocihiine Feb. 897
4, Tour Scas Coanmunications Bank Lud. Julsr 2, 1909
5.  The Bank of Canton LEd. Jan. 3, 1019
6., Mevcantile Bank Litd. Jion. 1923
7. be Interpational Commercial Bank of China et 10, 1457
8. Bharat Overscas Banl Ltd. o BDec. 23, luay
9. Bank of America NT. & SA. Dec. 1, 1949

10, The Mitsei Bank Lud. Hov. 27, 1456
11. e Bank of Tokye Ltd. Juna 29, 19672
12. The Chase Manhattan Banl, NA. . Jan, 1, 1uhy
13. United Halayau Bauking Corvp. Ltd. el 26, 1964
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TARLE h# 3

MAJOR SHARPHOLLERS OF Thg DANRG

Ban, tol bBanik:

Minlstry of Finonce

Asia Insurance Co,

Banglok Bank Workers

Prapas Charusatiana
Sophionpanich

Tavl. Hotel

Commerical RP;QY;@ Investment
Shiang Fwan Investment
Thanapornchal Co.

Boochu ROjnn&:Linn

Vilailwan Saiyachit

EOX.

BANK

n
oo
o

.24

(W]

1.8%

1.30

.8

.91
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BANGRGH
Danehe .

Lanshok First

T .
Thar #1iancial

17 T AT BT i P

PP ]

Covinevyical
Truest 20.687%

Sourca:  Pusincss in

Bank

Cocurity

S srm o e

TRULE &

BARK

THVESTHERD I FLRAR

T

& Trust (504

ettt s s T
inbtornational
e
15%

N -
ISR IR S

Syndicote 205

Sophonponich

I i TR IRICIL U

Asla Credit
h1 . 9%

o W A L B o A ar——— AT A

CE COMPANLES

. Bonk i

Commoeriaal Troaot
7.5%

T PTTI £ A bes re LCEL 1 rr  M m

[ b s

-

Bank Wowura 3=

Bonpkok Motropolitian
Bank 1,857

Thailand, Apral, 1975.

. Annual Report, Banpgkek Banlk, Lid, 1974,

Plovinait o0 1

S

netional Sreavity X




v N TALLE #05
| CONSOLIDATED LOAN POGRTFOLIO-COMMERCTAL BARKS

Miliions of Bahiv
o 1

BILLS, LOARS ARD OVERDEAYTS OF COMMRRCIAL BANIS CLASSIFIED BY PURPOSES

[ S, - —— ~ . e e ¥ e s v s % T — T g e T3 1A S Wi G A Bk A T I e e g 3 gt 8 S TR bt e o

JU6Y 1070 971 1972 1973 1974 1497
e, Nec, Yoo, Do, Nee, Doc, lloc

t

11, Aoricudture L6605 637 .4 Th 771 .2 9005 ¢+ 1,305,531 2 [47

b2, Mindag 3082.0 407 .6 4767 1G4 455.,1 24105 61
3. Henwfacturiug 3,175.0 4,351 .8 5,1631.1 5,0686.5 §,357.8 1 12,7077 11640
4. Coustruction 1,620.2 1,595.7 1,770.6 2,008.3 3,3V .4 3,391 .4 3,5

. 5. Real estarc

businoss 1,248.9 1,717.3 1,619.5
! 6. TImports 5,225.3 t 6,058 .4 6,007.2
L7, laporte 2,442.6 F 2,793.7 3,157.0
C 8., Wholesale and )
retail trade §,934.2 6,038 .0 7,725 .6 8,226.0 12,215,035 14,530.2 ¢ 16 )2¢
P9, Public utilicics 252.3 - 3E4.2 41,7 3886.2 605 .2 7953.8 i
i10. Beuking aud other '

§ e
e
)

2,412,310 3,065.5( 2
137,091 12,2530 12,4,
4.,387.01 8,055.3 110

-
L
A

w
oo O
Xl

O]

; financial

: instituticns 306.8 61G.4 812,06 1,605.6 2,802 3,831.2 5,28
11, Services 1,199.3 1,526.7 1,968.7 2,073.8 2,3186.3 3,081 .3 3,5¢
112, Tursonel con-

j sumption 1,926.7 2,154 .8 2,323.0 2,085.,0 4,457 .5 5,153.3 P
‘13, Giliweis 15,68 2.0 22.5 10.1 31.0 SR :
i

i

!

§ Total 23,390.2 {28,234.2 31,709.8 | 35,845,7 51,291,721 G&,800.7 . 52 &
|

:

[

;

’ 1/ Including inter-commercial bank transactions.

|

'Source: DBank of Thailand form Cbl.

»
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Circasury hillo

€old ot tender

Sold frem Bank
Thailand's
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‘7,

Eas
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bills
previously
sold at
tendor

a. lor

b. for bills
prnviously'
sold Irom
BT s porte
' folio

i 1 - 15% days
: 16 - 30 days
: 31 ~ 45 days
: L5 - 60 days
{

INTiERGT RATES

1968

4,00

2.02

~2

P
v
3.!-12 S
4]

3.99
5047

A

v

s I D

R WL IR O S
1

4,75

1/8
5/8
1/8
5/8

31/8
3 5/8
4 1/8
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TANLE 6

Lo GOVERNH=NDT SLCURLTIER
;mrannum)
1073 1974

1971

1672

1670

1909

6.98 5.

.5

0 6.50 .61 6.13

[ea]

4L,0ha

(yote at which bills

Ve

.11

L%t

6.63 5.59

i Sourcce:

Bank of Thailand

6
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of Thailand
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Loen rate V)
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Source: Bank of Thailand
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for industrial use
1)ls o salen on credit
of dndustricl products
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Bills on raw materials
for industrial use

1 viatorials
i
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triat wrdertokings
‘Biils oavistus fiow Lhie

i
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products
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nding Rates

TAbLE 8

2 17
4 14

14 14

9 9

10 10

L P
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I~ w2

1z

1970 1971 tar:

9 9

12 12
14 14

14 14

15 .10

10 10
7 7

§ 1/2

11 1/2
14

14

D

1/2

9 1/2

Yiscount vrates cre applicable to Lhose biltls rediscountod at the Bank
Discount ! applicable to those bLiltls redisce totho Baond

Source:  Banlk of Thailand
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TABLE & O

i MANIHUMA INTORE STORATIS (31 DEPOSTITS

i {pur cent pci NG IED,

i RN P PREPRSCTVECI DRSS EEE 8 S S S L m s i -t A RS 12 T T T n T4 T S e ATTTL A A S DT A TR T
3

' 1967 .196H YOGy 1970 17971 1972 }9?3 14074 395

EDapnﬁiLd
|

Tewand dupositﬁ‘ 17100 1/100 1/108 17360 1/300 1/100 1/100  1/144 N/
1

i . '
Demarnd deposils

P (suljuct to o a

. maxzioun drawing of
; & cheques per
ffmﬁnth),\__‘ i - S - - - - - -
Isavirgs deposits 3 1/2 31/2 31/2 3 1/2 3 1/2 31/2 3 1/2 4 1/2 |4
Siwee deposits: loss

Ahen 3 monihs 1/100 1/100 /104 17100 1/1006 1/100 1/100 1/100

—t

. 3-06 nonths 5 5
i 6-12 1onths 6 6
3 12 roeuths
i and over 7 7 7 7 7 7 7 & ]

i

5 5 5
6 6 6 G 7

o U0
i
=

JForeign currency :
depos it - - 12 1z 12 12 ]

[l
—
vl
=

q Spurce! Bank of Thailand




Source, Banpkok Bank Annunal Report, 1o75;
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TABLE 10

OF IR O nANY

Siatistical pata for all
1975, BAAC, Niuth Year of Opevatlons, 1975,

BALC

Bang kol Bank ALY C‘{ aoveial
: Bosis
e T - S
1900 ‘ 244 not. aveilable 3706
1967 . 3170 ol avas lable 376G
i 1468 5047 pot avellable &05
1069 4291 .TlOl:. avartable 1193
| 1870 50590 17000 1566
: 1671 5927 1900 J01E
1972 (G427 20000 2300
1475 7918 A O oun09 2375
1574 9777 29000 2306
1%75 11165 42000 2359
i
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SABLE # 12

CONPOSTTLION OF

Paid/fin

1474
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—
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A 249,
389.3
551.4 436.1
802.7 0670.6
1158.2 995.2
1204.7 998.3

999.9

e
[N
o
I

999.9

ot
)
j#5]
[
[ws)

999.9

BAAC CAPITAL

FUND

106.
1&9;&
193.1
225.3

226.9

LAAC Yearly Reports
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CHAWNCES I Fi1HAHCTAL
{Million
All Cosec

Aosors
Cash
Gov't, Socurities

AP o 4
ravate

Suaovyities - ;
Loans

Faaed

Tobal

Liabilities & Eounity

Peposits: Dowand
Savings
Timc
Borrowinps

Other

Capital

Total

TARLE #

1966

23352.9

5742.¢
2011,
9459.3
3050.8
1484,
1626.8

23387, 9

13

POSTTION 1966 —~ 1975
s of Boht) .
1cial Banks

1975 % Jnercase
11479.5 Sl
L7684 .1 L2587

1360.3 0547
824102 5467
RO 384

118950.3 5087

14019.6 ' 2067

[

7677.3 382%
63895.3 675%
15773.0 916

8646.9 5837%

8975.6 5527

118986.3 5007

Data compiled from Bank of Thailand Mouthly Builetin, May, 1976,




TABLE ¥ 14

(M31lions of Baht)

Banziok
Aoty 19606
ol e e am

Cash
Cov't socurities

Securifios — Private

Total

Loabilitie. & Bgully

])‘_’Il_:(l.‘_; it

Borrowings & Other
Locounts

Capital

Total

B7G.

430.4
100.%
3611.3
204 .5

53006 .4

40069 .3
953 .7

283 .4

5306 .4

B

REEE
65941 .2
26818

762.3
34734 .8
604,

463938

34314,

9219.3
2860.5

46393.6

CHAMGLS 14 FINADCTAL POSTTITON 1966-1075

7927
6237
102%
962%
295%

874%

1009

874%

Source: Rozentals p. 131, all other data derived from figures supplied by

thie 1075 1
LI S A B

oAl A ~ Y | P
Al andivids nupul o




CHARCEYS [ FERANCTIAL

TARLE

# 15

{(Millions of

Aniots 1969
Couh 125.3
Luans 217.4

Fixed 12.2

Total . 355.2

Liebhilities & Fauity

Deposilbs:  Savings 9.0
Time 25.6
Cowmpensatory ~-0--

Borrowings 142.7

Loans from Danks -0~

Bonds: 1.8
Other Liabilities 28 .7
Capital ) 147 .4

Total 355.2

LAAL

Lot )

1975

338,

G114,

132,

5180,

710,

1670.

174G,

POSITION 1966-1975

L

)

fad

A

7

Z270%

21694

Y007

14507

31547

2276%

4987

9447

611%

871%

1460

Source: Data coupiled from Back of Thailand Montbly Bulletin, May, L970.

L o increane
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TABLE

AMOURD A7 PURPUSES OF ACRICULTURAL LOANG
Bangkok banlk

1967 1960 1989

Aount o Loon

CCanht Sy mibirons ) (3.0 94,1 3124.6

Terve

Cut

1L,aud

- Rent
" Equi

P Live

"Cons

Pebt

cntore of Loan

ivation ‘ 73.0 63,

ol
AWl
-
o~

w
L
o

Developmont 7,55 7.06

el

0.06 0.24

o
o

Purchase 0.

76

w1

poacnt _ 7.17 5.52
tock - T 0.14
1y 0.16  2.51  &.15
traction 4.70 3.13 3,10

Settlement ot 11.57 17.73 25.13

W16

1970

W2
Ll
.

)

49,5

11.44

20.90

2.18

0.61

£.11

1971

39

W9

16,418

4.

89

2.47

22,

2.

Source: . Bangkolk Banlk Agricultural Credit Division

34

30

1977

[

33.

10,05

wn
[
b2

1.40

14,

1
=

[
.
&

173 1908

a5, 0 170,45

35,75 28,758
0.82 1,72
1.91 4,49

2.90 horl

g s

2

TRy

11




TABLE o 17

' ' AHOUNT ARD PUEPOSES OF AGRLCULTURAL LOARS
: BALC
{(MitTions of Bab t)
1¢67  1enn 1969 1670 197l 1977 1933 1974 1975
Aot ool Toan TuE wGs.2 50205 Beul0 B0z Gi0.9 TI307 Yail.a B a.

Poroc i loan
Snout QT

Thnn
=0

Saur

Gult tvalion 47.9 YINE 67.7 s 71,5 70.8 0.7 68.9

Cediom Teorm

Lt 1.0 oG 2.1 5.9 5.6 6,7

peveiop

O 4,6

(W)

Turchdarae 3.1 5.2 3.0 3.1 3.3 3.1 3.4 L3
Eguipment 2.1 2.5 2.5 3.0 2.6 3.5 4.3 3.8

Livestock 22.2 16.5 9.4 7.9 8.6 6.9 9.0 12.8

g%
(O8]
el
<
b
o
jae]
.

[an]

Construclion 3.3 4.2 3.3 2.9
Debt 8.3 7.8 3.2 1.4 1.6 1.5 1.0 .5

Qther 1.7 2.7 2.3 2.0 2.9 2.5 1.6 2.0

[
s e
do e s

Lebt .1 L05 d .3 .2 1.1

cec: Compiled from BAAC Annual Roeports

Roles:

1)

z)

3)

4}

6)

Cult ivation includes all shori-—term production credit.
Land development includes purchase or improvement of water puwps,
minor lend iamprovements aud luad elearing.

Equipmcnt includes purchose or improvemont of machinary, farm
coulpuent aud transportation cqguipmaent .,

Livestock includes purchase of draft apimals.
Debt settlement includes only mediuvm-term loans.

Other includes investments in orcharding, farm ponds, poultry
and pwrchase or iuprovement of fishing bouats.




fear

1972

974

L1975

FUPI

Accumntabed loan paid cur

e e e e e R T

fooounts valoe (Baby)

177,924 606,654 ,)63

197,661 704,600,057

223,148 876,126,771

o st

TABLE # 18-

CREPAYHENT RECORD
BANCLOE BALK

Aceumulated pasnt due

e A a7 .8 8 g R R ¢ AT AR & PR P WAt

Z on Ac.

Accounts Tnan

89 2,093,403 0.35
187
286

422 3,246,793 0.231

IR S Y

Soure

Accuvmetord Tad Debte

Account

Bangkol: Bank Apricultural Credit Division.

T e

Auiovut

5,037,018
7,805,545
7,504,988

7,672,075

0




Source:

TABLE # 19
REPAYHENT RLCORD -
J‘n’\:fa ":.u
Ttems 1967 1969 . 1971

Hatured principal

Moturoed principal collected
Advance

principal

repaysents on

Priacipal cutstanding

57,477

54,096

402,522

5,301,072

14,022,437

12,376,612

1,723,7Y7

1/

30,689,753

31,654,513
16,214,842
2,270,817

2/
40,462,211

Authorized arvrears 3,380 1,406,035 15,169,947

Unauthorized arrcars - f:219,790 1,604,54&

Z of (2) and (1) 94 127 88.38% 50.74%

% of (5) to (1) 5.88% 10.04% 47 .47

% of {5) te (&) 0.00% 4,58% 37.49%

% of (67 to (&) - 0.71% 3.97%
BAAC yearly Reports = Exclusive of &'l Coperative Loans

Exclusive

1/
2/

Exclusive

é/ Fxclusive

of Long-term Loans Amounting to 38,300
of Long-term Loans Amounting to 97,990

of Long-term Toans Amountinf to 12,377,163

1974
e

o b n L

931,781,

676,849, 5

116,500,

1,430,346,

fa]

198,960,

o

58,190,8
726

21.3
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