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ABSTRACT .

This papef révieWS recent.dévelopments in rural

'flnance in Thalland Formal credlt supplles for farm
i enterprlses have sharply expanded 31nce 1975 due to govern-

ment quotas for commer01al bank lendlng Rural nonfarm»

enterprlses however have been largely 1gnored Most'

lending to nonfarm enterprlses by speclallzed agencies is
\concentrated in and around Bangkok-w;th llm;ted 1mpact on

,‘agriculturally'related'activitiesﬁv Little information is

avallable on the nature oi demand for borrow1ng.' Systematic

‘study of the current credlt supply s1tuat10n and ways to
~51mprove it are requlred 1f Thalland 1s to meet the stated
. obJectlve of ass1sting the small scale sector to play a

"\more dynamic role. in the economy




. is tak1ng'on 1ncreased 1mportance.1n'rura1 development

”wstrategy

p,

. FORMAL CREDIT FOR FARM AND NON«FARM

 ENTERPRISES IN RURAL AREAS OF THAILAND o

\

INTRODUCTION

v'AgricultUralxcredit policy ie eﬁerging‘ae a key policy

Rdlnstrument 1n Thalland to accelerate and shape the pattern

of rural development Recent pOIICleS have sharplyrlncreased

formal credlt supplles in rural areas and have encouraged

: commer01al banks to expand thelr capablllties to service

rural needs Although the 1mpact of these developments

has yet to: be carefully analyzed 1t‘1s clear that these

pollcles have set 1n motlon a process in Wthh rural credlt

Con31stent with trends in many developlng countrles,,

~Thailandw'-s empha81s on rural credlt 1s directed,largely

towards farm enterprlses including ‘the productlon ‘proces-

singwand dlstrlbutlon.of-crops (food~and»nonfood) and,qto._'
a. 1esser~extent llvestock and poultry ‘Nonfarm»enterpriSesti
in rural areas have ‘been. largely ignored w1th the exceptlon -

of large—scale-lndustrlal flrms concentrated ‘in - and around

[a«feW'large c1t1es Yet nonfarm enterpr1ses prov1de signl— :

and 1ncreased attentlon is now belng glven to them 1n
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Thailand. A problem is that there is relatively little

information about nonfarm enterprises in Thailand, or in

most countries for that matter.
/This papér’describes'aﬂdrahalyzeS‘vecent developments

in rural 1nst1tut10na1 credlt 1n mhalland / The flrst

‘,sectlon rev1ews credit activities re1ated 1argely to farm».-'

,enterpr;ses,‘whlle the second sectlon dlscuases credlt for«*

nonfarm enterprises. The final section discusses some of

<

'theireasons'Why_iending‘for rural nonfarm enterprises has

' 1aggéd behind that of farm enterprises.

.

PINANCING FARM ENTERDPISFS—/

Thefprincipalfsources;of formal.institutional,éredit

i for fafmers, processors, and distfibutprs of‘égrieulturgl
‘producté'aﬁd»inputs are cdmmefcial banks,,cobperatives,énd

‘;\theABahk'f6r~Agficulture‘and'Agricultural CQOpératives
‘(BAAC);::OtheerOVernment agencies'make_smaliér amounts_quL
credit available for special develépmént prqjécté; Thelt

Bank of Tﬁailand (BOT) has been particularly active in 

i/ It is- generally belleved that both farm and nonfarm rural

enterprlses use large amounts of informal credit. However
littleé information is currently avallable for use in. dlscus-

181ng thls source of credit.

2/ Th1s sectlon draws heav11y from the naper by Meyer Baker

and Onchan. Additional details and ana1y51s about farm
flnance are found in that paper. - : < T




" dollar for the past several years..

‘_ recent years in- regulatlng ‘and coordinatlng flnanclal

"1ntermed1ar1es, partlculquy commerc1a1 banks,,and providlng

resources to 1end1ng 1nst1tut10ns

The activ1ties of the BOT became 1mportant for farmers o

"beglnnlng 1n 1967 when it was flrst authorlzed to redlscount-

promlssory notes arlslng from agrlcultural transactlons

\

Rediscount arrangements were eventually developed for notes»

'fiSSued*for agrlcultural productlon marketlng, 11vestock
v‘~product10n ‘and purchas1ng of agrlcultural 1nputs 'By~1978,°
.-redlscount operatlons had grown to over E 2 bllllong/ withf°"r

- BAAC accounting for about 90 percent of the total

Prlor to 1975 ,only 5 of the 29 commerc1a1 banks 1n

: Thalland dld much farm lendlng -Slnce re ponse tO‘redis~:;
'"_countlng had been modest the BOT adopted a quota system
'*j,By the end of 1975 the banks were requlred to lend to iulﬂx'
| _agrlculture at 1east 5 percent of thelr total 1974 1end1ng f

”1~F'The quota could be met elther through dlrect lendlng or

through depos1ts with BAAC Loans to agro buS1ness ‘ware- T

‘[thouses, and fertillzer and machlnery 1mports were excluded B

v:kEach subsequent year the quota was ralsed so that for 19797-

—

/ Twenty baht have been approx1mately equal to one U S o




it was‘setvat;i percent of 1978 year enc depos1ts. 4/ Of
"ithat 13. percent two percent cou]ﬁ be allocated to agro-*f'
buslness | Vv | B
»\A'third poiiCywregardingfagricultura;flénding was
later established by the BOT The previous'controls>over
openlng new bank branches were relaxed but oacb_newjbranchf
was requlred to 1end at 1east 60 percent of 1tsrdepositsib

- in thev;ocal area and at least,oneathlrd.or the loans"mustr

go~to’farmers Banks not able to meet thlu requlrement

"must dep051t the . remalnlng amount w1th bbe Bank of Thailand.

A number of- banks are hav1no dlfflculty meetlng thls COHdl-r
tlon 80 that as of November 30 1978 such dep051ts amounted

to B 68 7 m11110n (Bank of Thalland Annual Economlc Repgr;

| pvv134) The total number of branches at the end of 1q79
'»had grown to 1, 400 but about 60%.were concentrated in the_
Wealthler central reglon - | . ‘

I,

: Flnally, 1n 1ts coordlnatlng role the BOT Works w1th,”

'banks to determlne “the amount of thelr quota +hat should

bewchannelled tO«BAAC‘tO regularlue 1ts SOurce ofhfundsi
'Several banks st111 GG llttle farm 1end1ng and ‘their entire

:quota 1s dep031tcd w1th BAAC.

4/ The expected 1ncrease in quota to 15 percent for 1980

" was postponed due to thé 1rqu1d1ty problems of banks at the‘

‘end of 1979. Some banks were not able to meet thelr 1979
quotas. o . R 7

Yy ’
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The 1mpact of BOT p011c1es‘on commerclal bank 1end1ng
't;is clean,; The number of banks w1th agrlcultural portfollos
knas’grown from 5.to‘16 Table 1 shows the growth of bank -
lloanS‘andjoverdraftSPin~recent years.“ From 1971 throu?h

: 1974 the‘agrlcultural share of total 1endtng actually
)decllned slightly : Beglnnlng in- 1075 however,hthat;share
“'began to increase untll it reached almost 5.S'peroentfﬁy:
,'the end of 1079, 5/ : B
Another measure of commer01al bank credlt flows 1s B
’»Seen 1n table 2 where the yearly soal is glven along w1th
’actual dlrect 1end1ng and BAAC depos1ts | The goal 1ncreased
:f!from E 4 3 billion in 1975 to over E 20 billion by 1979

In the same=period commerc1al bank dlrect agrlcultural-

’v'lendlng rose from Just over B 2 b1lllon to more than B 17

' bllllon._ In most years' the banks surpassed the1r lendlng
vquota., In 1979 they lent a large amount to agro-bus1ness

»but failed to meet ‘the quota for agrlculture due to llquidlty
"problems ‘ o ;: . /
: In terms of volume the largest s1ng1e source of
,agrlcultural credlt is BAAC It was formed in 1a66 to take

»over.the‘COQperatlve lending aotlvltles of the former Bank,

7§/ Two reservatlons need to be kept in mlnd regardlng these
data. First, some double countlng exists because of inter-
bank. transfers. Second ‘some. redeflnltlons of loans probably

k?occurred as banks attempted to meet their quotas T P .
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‘Table 1. Commércial Bank Loans and Overdrafts Outstanding.2/
. Total and Agricultural, Thailand, 1971-1979.

'~ “(Million Baht)

‘ L : - .End of ,Yeér Balance Lo S »
Year . - - - —— ‘ it __ .. Percent

b/

e ‘Total -~ ’ Aéricultural—:-. o Agricfultufal

170 . 31,709.8 7427 2.3
1972 35,845.7 77,2 . 2.15
1973 . sn2oL2 0 990.5 . 1.93

1974 . 68,8157  1,305.3 1.90

1975 82,898.8  2,823.7. 3.4

1976 . 96,377.3 41214 4.28
1977 . . 122,810,0 . 6,305 - 5.11

1978 . 160,878.5 . 8,656.9 . 5.38

‘a/ Including inter-bank. transfers

V.

' / Includlng agro- 1ndustr1es.

r‘SQurce;, Bank of Thalland Statlstlcal Eulletln, Vol XIX,

No. 11 chember 1979

1979 (Sept.) ~  187,185.8 - | - 10,183.1 . " S.4k.

LS



"jfTabié§2;j Agrlcultural Lendlng by COmmerc1a1 Banks
‘k ;j%7fﬂ*ferar-end Balances Dlrect and BAAC Depos1ts R
”fThalland 1975- 1979
(Mllllon Baht)

. Actual
Year - - . Goal . Direct L BAKC -t pgtal
ST B Deposlts, E TR i

975 l:;f2,333;3:' . 2;233,6f'f'5<7'i,é§0;év‘;fj'7 3,904.4

| uﬁéffffff; i613§b:1f73JndéV'_"fé;mbﬁ C 67
’~f1977,!f; &1;i:n"79 647. 0?“:f’_55;§91;3*" ffﬁj‘45528,éf¢f_w_'16;41933f |
1978 Agrlculture/ 11, 771, 0 j“i; i8$C99:5:1;:¢ {'5?511;4'1, 1[ 13;6ib;9
Agrobusinessh 2,616.0  6,32.5 - “" [6;38255:_'

Total i 14'387~0~', ~'14;ﬁ82.6J ‘1 :.'55511;4 N ‘5I§;§93;4§A
1 1979 Agriculture’ 17, 322 4k:»5",9;§§b§b'i°i"’1‘6;336;1rv\7;jf16“3db {3

o Agrobusiness 3 149 6 7,755.8 AEL 7 755 8"

Total f'ff zo 472 a"ff'fii;?ZS;éff?*?i’:éjééoiij'*  *424 055 9

S A A s Bt R s e A e L e

- Source: Bank of Thailand unpublished statistics.



of Cooperatlves and 1nst1tute dlrect 1end1ng to farmers
.;The BAAC ‘had 58 prov1n01a1 branch offlces 409 fleld offlces
'and over.- 780,000C farmers revlstered as. branch cllents on
rMarch 31 1979 (BAAC). |
The flnanc1a1 structure of the BAAC can be seen 1n ﬁ
t.rftable 3. About one half of the llabllltles are represented
'&by commer01a1 bank dep051ts About twenty percent of: the

11ab111t1es are dep031ts by prlvate 1nd1v1duals and 9overn~

ement agen01es, Almost twenty percent represent redlscountlng’

of notes with BOT _-The BAAC has become more actlve recently

v1n dep081t moblllzatlon from farmers but prev1ously 1t was

heav11y dependent on government support and_commerc1a1 bank
'dep051ts o | |
BAAC bas1ca11y makes two types of loans loans to

’1nd1v1dua1 farmers usually organlzed 1n 1nforma1 groups,

- and. 1oans to Farmers Ass001atlons and Cooperatlves ' Table a4

Zf',

reports on the growth of 1oans 1n each category The volume
_ of loans made and outstandlng grew slcwly untll 1074 when:-
’the growth rate sharply 1ncreased in large part due to the’

| commer01a1 bank depos1ts "The total amount of BAAC credlt
outstandlng at the end of flscal 1978 was Jqu over % ©

| bllllon : However due to the more rapld growth of commerc1a1
bapk lendlng in recent years the amount of aarlcultural
credlt outstandlng from these two 1mportant sources was

about,equal.

v s ————— o e e
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‘”LTgblgja;c-BAAc Llabllltles and Capltal Mgrch;31, 1979

T o (MllllOn Baht)

Lisbilities o
7 Depos1ts . R e AN T
B Public and gov "t agenc1es vﬁff";dﬂﬁz 167&/ - ‘r~J‘2f.;f‘v f 19.8 -

Commercial banks Pl l- 5,586 Lfi' ' ’77”';>"51?6W ;

Borrowings ‘
Domestlc sources . . ; 321 ~ ’.iviv 3.0
Internatlonal sources P R S 627b/ R R P |

Notes payable to BOT - ;\‘  t,7;1 990= / 182

_Other‘liab+11t1e5».ff R : - '_‘255, : 95’,V“ : e T.2.3
TOtal 110;99’52" R L nedy 100.0
Capltal ; _ : CE LI AN : RS
| Paidewp capital . o L
. Held by Ministry of. Financefl_ 74" 1,403."~ 17 ‘ vg,,f 79,1

Held ‘by cooperatives and - . s : SRR
’ prlvate ind1v1duals - oo 1.0

Accumulated profit t‘; ) '%'A‘r_ f{296;5f ’n;' ; ’15’16§7ff”.

Total 1,773 . - 100.0

/ General tlme and sav1ng dep081ts, and unmatured balances'
'of loan. compensatOry dGPOSlLS

/ Loans from U.u and Japan.

e/ Redlscount operatlons w1th BOT

ey 7' . Soﬁrcef:oBhAC;jAnnual;Réporf,,1978.

X ' » -
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Table'4 BAAC Loans by Type of Borrower ;hailahd,4197qéf§79

(Mllllon Baht)

N Loans to. Individuals Loans to Farmers Loans 0o Agrlcultural
Year - : f . Associations : Cooperatlves

',“v Made Outétandipg ,Made Outstanding . Made Outstanding

1970 563.3 /75307”;;f71 ‘] R ”?’ix;éﬁgii‘iﬁi;éog,zﬁ
197i:7 509.4 o33 'Va; _ - SRS ‘ ‘A'2Q3¢s=T. klsssﬁsf
,1972'.”;;'670}§5'g7;993f8- ‘::_v P ~  f,z76@zlf;_ a6§1b5?“'
1973fgﬁ5» 77307 = ;101;éi’*~' '3.4 - 3.4 'ftf’307oo‘ ,F'f785;3';
1'1974;‘7'*1263,7 : 1446,; 5 142.7 ,” 138Q61>~ 8.7 966.6
1975 21009 24725 3678 40.9 866,i”?ii5§642,£’f'“
31976Qf f 3290.9 3e48.9  288.2  533.0 9l 21728
1977 3§é9°2w ( 5912,0/;-“,265;4 589.6  1005. 61?}ff2679 0
-19782/ 40147 44039 2639 5210 1207¢4jl;fi2536 1

'919799/ S 4876.3  5679.7  183.4 ',431;ajzg.flsal;x.,f j3Qo8,1»

/ Jan.v1977 to Marra 31 1078

/ Flscal year 1978 Aprll 1 1978 to March 31 1979

sociio’” ke daial TogorFs.aodwiabisaned stsbintion, ©
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One way to place agricultural credlt in perspective 3f
':1s to compare growth of credlt w1th growth of output
i/Although the data are somewnat 1ncomp1ete, 1t appears that

‘ ethe ratio of forrﬂl agrlcultural credlt to’ agrlcultural GNP
fwas about 03 in 1973 The ratlo 1ncreased to more than

=13 by 1977 This increase suggests that farmers should

‘ :hhave been able to finance a. substantlally 1arger proportion

“1ie0f thelr agricultural output with formal credlt ~611-’;f“
| Unfortunately, there have been no 1arge—scale surveys
‘_of Thai agrlculture in recent years Whlch show how many
?,hfarmers have benefltted from this. credlt expansion._git
’appears that over 700 000 farmers have been reached by BAAC[
'credlt elther through 1nd1vidua1 loans or through Associa—‘
“tlons and Cooperatlves although the number that borrow in”
:any one year may be s1gnif1cant1y 1ess It 1s generally
belleved that commer01a1 banks serve larger farmers ‘and
e“make larger average s1ze loans than BAAC Assuming thatv'
“some farmers receive more" than one loan and some borrow
”'from more than one source it is poss1b1e that a total of
.’1 mllllon Thai farmers may have recelved formal credlt in
recent: years The total number of farm households 1s about

5 million so perhaps 20 percent have received credlt PR

_6/ The calculatlons and assumptlonr used in der1v1ng these
Qestimates are explained in- detall in Meyer Baker ‘and Onchan;i
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A number of problems obv1ously ex1“t at +h1s stage in

v the development of the agrlculturﬂ1 czoolt systew Slgnlfl—

‘cant amounts of arrears are accumulatlug lﬂ BAAC , The costs

of. maklng and serv1c1ng ‘loans 1s h;?h and 1enders complaln

‘about the 1mpact of costs on proflts MOwt crcult goes for

LN

;short—term purposes and althougb 1mport@ut exporlments are

E R

runderway Wlth group 11ab111ty loans NOSp borrow1ng requlres
‘cqllateral The Bank of Thallano has noted +hat thc expan»
k31on .of formal credlt has malnly benefltted ﬂlddle 1ncome

farmers and relatlvely Wealthy farmers w1th 1oar collateral

;(Bank of Thalland Annual Economlc Renort p )u Neverthe—

1ess, these recent changes have done much to 1ncrease the

current and future 1mportance of agrlculturul credlt 1n -

sishaplng rural development 1n Thalland

' FINANCING RURAL NONFARM ENTERPRISES

.¢The'previous debtionwbriefly Summarived recentgdevelpp-

- ments concernlng credlt for: farm enterprlses This sectioﬁ

COVers~nonfarm:enterprlses, Two types of tnterprlses are~

ofﬁiﬁ%@rest --One type 1s enterprls s7 founu in farm housea

- holds not dlrectly a88001ated w1th the productlon of food

and flberi*vTh1s~eategoryfcovers-sucn-ulverse;enterprlses

'Vas pottery maklng, mat maklng, baskets au@’other‘bamboo. .
~products brlck maﬁlng, tallorlng, dress mak ng, silkéand’"

f}cotton weav1ng, er The second type refers LO enterprlses
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‘ﬁOre"oﬁpOrtﬁnities forvunskilledaand_family lepor;lhavea

~13-

found in nonfarm firms in rural towns and villages. These

'einclude‘prOCessing enterpriseS'forfrioe,rcassaVa,»kenaf,

frults and vegetables repalr shops silk'and cotton tex;-v
t11es rwood 1eather and. metal produets, pottery and cera—

mrcs, etc. Man, of these enterprlses are closely tled to

:farming'beoausevthey use farm,produced;raw«materlals.or,‘*“

labor 6r“are“highly16ependentfohufarm'demanda
Rural nonfarm enterprlses are 1ncrea81ng1y recognlzed

for thelr 1mportant role in rural development —/ Flrst

"employment in these enterprlses represents a. s1gn1flcant

share"of'totallemployment'and 1ncome1for~many rural people.

‘*Second the productlon of these enterprlses many of Whlch
are small-scale represents s 51gn1flcant amount of total
‘outputsfor somexindustrles; ‘Thlrdffcomparedgyoflergefsoale

firms, rural small—scale,edterpriSeSffrequehtlyferer;essg;

capita1~iuteﬁsive,“are‘more%geographiéally;dispersed,'Offer

,'gréater’1inkages;With>the»agricultural_sector and have

fgreater export potentlal than frequently assumed..~‘?““

Thailand is beglnnlng to recognlze the “importance of

‘these enterprlses and the Fourth FlvenYear Plan places

;‘increesed emphasxs on them (Government of Thalland)

’ / See Anderson ‘and . Lelserson Chuta ‘and. Lledholm and Meyer

et al. for a'more detailed discuss1on of economic development
issues assoclated with these enterprlses - :

7




Unfortunately, there is liﬁtle;information on the nature,

ektentfand ooﬁposition'of-theSeventeiprises'or their problems.

- The resul*s of one of the few stud1es conducted on small- P
lscale 1ndustr1es ‘were recently dlscussed by Tambunlertchal
This study was based’ on m.nat1onw1de.sample,of-more thanl:”’
1 000*smallaécale7mahufacturing.firms.émployingsfromle_ton

- 200 Workers.v Tﬁe"reéﬁltsfshOWed:the1expectedwpattern ofﬂé:
"1arge number of labor-intensive smhll f1r s with fewer

more cap1ta1—1ntensive~large ones;',lee»31mllarvstudlesA,{
in other countrles ~the study concluded that small firms
faced flnanelal problems, ‘were mostly qelf flnanced and -
depend much more an informal credltkln_both tgeslnltlal,‘,f'
and operatlng stages of productlon. mhey haVe-poor;~~‘
'accountlng ana“laoknoollate ral so they frequently turn to
informal credlt ‘sources w1th hlgher 1nterest~retes

‘k,’ Although ‘the argument 1s appealing, in. reallty it is-
léef&”&iffiéﬁif to dc’ermine thé‘extenf.to;whichﬁinadequate

formal credlt is & ‘real constralnt for small- scale flrms §/'
However, oon81der1ng the present. eltuatlon in Thalland

theloredltuconstralnt arg@ment,ls,glaus;ble,

o ( °ee Meyer for a more detalled discussion of the problem
‘ of clearly establlshlng the existence of external credit-
constra1nts o : ‘ S L

2]
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("Only_fragmentafy_infdrmaticn is availableaon formal .

: creditfforwnonfarm enterprises, :Comﬁerciallbanks,~BAAC5
the Industrial Finance Corporation of Thailand and the
Small Industfies Finance Coxnhoration are the most‘impdrtant-

‘potential sources of formal credit.. Commercial banks and

BAAC logicallyLshouid be the most important;sources sinceA

"they have the mostvavailable,fesoufoes‘and only,they,have_

a widespread network of branches tbroughéutﬁthewqountry
to serve local customers. Unfortunately, it is impossible
to analyze the distribution onCredif by,banks‘to nonfarm

enterprises because most of itAis pxoyidedfthrough and,

reported as overdrafts. Apparently much of the: credit

- used by<pr0ceSSors of rice and cassava for purchasing

suﬁplies is obtained_by overdrafts. ,It is‘un1ike1y that
many small nonfarm firms'receivé’much,credit~in this way,

however, since overdraft provisions require a deposit

r

‘account and normally are fully collateralized. Furthermore,

it appears that*dnly one-bank,,the Siam~CQmmepcia1.Bank,

is beginning to experiment with a special ldan‘program_for_'

- nonfarm firms. Likewise, with the_exCeption“of a few small

speciallprojects,pBAAC,has_put,little‘emphasis on nonfarm

'enterprises.v:Hdwever,nSince_many farm households have both

e

farm and,nonfafm‘eﬁterprises,vit ngliKelyvthat some funds »

have beeh used for nonfarm enterpriSés, With“ot,WhithOut

- borrowed from banks and BAAC? Supposedly;fpr farm enterprises,



’the knowledge and consent of the 1ender.7

The prlvately owned Industrlal Flnanoe Corporatlon of i

Thalland (IFCT) 1s another potentlal oreolt source It was
j1ncorporated 1n 1959 as a- development bank to "offer

flnancing fa0111t1es whlch are more attractlve 1n terms and

loondltlons than those which are generally avallable from,'u

other flnan01a1 1nst1tutlons Wlthln the country, so as to

\

'encourage 1ncrea31ng 1ndustr1al act1v1t1es 1n lhalland s

;nprivate-sector” (IFCT vp 2) - The government has assisted‘

”IFCT w1th 1ow 1nterest 1oans auaranteed 1oane obtalned
,elsewhere ‘and exemptlons for taxes on ‘income and proflts

'IFCT makes dlreot medlum and 1ong—term loano, both 1n local

and forelgn curren01es to establlsh expano and modernlze_

: 1ndustry and partlclpates with oommerc1“1 banks in largeuf'
-scale prOJects Beginnlng 1n 1978 IFCT began to make-ﬁ5

‘,~work1ng capltal 1oans to 1ts ollents It also makes equlty

X

B lnvestments in certaln progects

Durlng the 1970'8, IFCT made 40 to 50 1oans per year

In 1978 1t approved 45 1oans for Just over: w 1 bllllon and_

'at the ‘end of 1978 1t had about B 2 bllllon in 1oans out— o

standlng' The pr1n01p1e 1ndustry to beneilt in 1978 was
;cement manufacturlng Elght agrlculturally rclated Bnrer—v

vprlses recelved about B 60 mllllon (Bank of Thalland

"“Annual Fconomlc Renort)

(DX
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Thewgaﬁﬁre;and5qo@pqsitionlof,IFCT 1endihg was analyzed
by4théﬁAsiéq_Developmenﬁ Eank.fop_lgs loans approved in‘
the 4 years of 1974 to 1977 (Asian_Devélopmént_Bank,4p._54).
About 80 percent ofrthe lQans went to manﬁf&cturing enter-.
prisgs with food ﬁroduéts and,tbbacco representing ciose

to 20 percent. M~st of the rest of the loans went to

_enterpriSes that appeared to have little relation with

agriculturey“Thirty six 1oaﬁs were for more that EvZQ‘

million_egch'and together.théy‘represeﬁted So_percent of

-the total volume of loans. About half the loans went to

“the Grea@er Bangkok area. Thus it appears that mos%,IFCT

~lending has not had much impact on rural»nohfarm enterprises.

Most of its lending has been‘concentrated inblarge loans.

_Recently,-however, the’IFCT has shown more interest in .

small and mediumvindustries. It financed the study by
Tambuﬁlertghai mentioned aboyevﬁith the objective of
obtaining informatibn from it of use in future lending
prqgrams.b W. | | 7
]»;Anothergpotentialiy,important‘credit insfitution_fpr,{
rﬁral_ponfarm eﬁtefpﬁise is_the_goverhment's_Small;Industries
Finance,foige (SIFO) created}originaliy'in 1964 énd-subsee
qaeﬁtly‘r9§fganized;_'It.was-qreated to{pr¢Vidé:fina§¢ia1 

and management services to small industries and power

. N » E \. . ) . y
.generating facilities.  It's financial structure permits

it to make only about J 200 million in total loans. Loans
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*can be ma de for a max1mum of 10 years for purchas1ng
machlnery and equlpment acqulrlng land lmr plant 81tes
’ erectlng bulldlngs and for worklng canltwl The max1mum’
,81ze loan is B 1 mllllon per cllent

Currently SIFO has less ‘than 1 000 loans outstandlng
'w1th a total value of B 130 mllllon. Table 5 glVLS detalled
.1nformat10n on the evolution of SIFO 1end1ng By 1978-after
15 years of operatlon,‘only 1, 109 1oans bwﬂ bcen made for .
‘Just over B 35& mliilon | Recall that IFCT made over E h
’,bllllon in loans 1n 1978 alone' The most'loans made»%y
SIFO lneany:one!year~ 119, were‘made’in IQGQ'wheh7$ 32

’million Were 1eht The largest amcunt of money 1ent in

O.

any year was in 1977 when P 46 miilion were lent Almostf
85 percent of the total loaus were,for 5 years»or less.’
"Furfhermore, n&fVall loahs7ere eompletely‘dieﬁurSed in the
year ma&e zThusfthe maximum emeuh+loflleﬁns‘eutétandiﬁg
never reached more than B 75 m111¢on between 1964 and 1974;;,
The most recent detalled breakdown of 1ndustr1es
rece1v1ng SIFO loans covers - 1oan commltmentq through 1975

',(Table_G). Metal worklng 1ndustr1es represept the 1argecte'

‘single beneflclary, closely followed by constructlon .

S

materials The dlstrlbutlon of 1oans gives the 1mpre331on~-

&

'[k'urban 011ented Thls 1mpre551on is strengbhened by ana1y21ng

'data :on geo raphlc dlstrlbutlon of loans m%de g2 Table 7 reports o
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’Table.sy;}LpanSJMa@e,and Outsfanding‘bquIFo, Thailand;

1064-1968

(Thousand

Baht)

© Year

No. of
Loans

Ampunt of
Loans

‘.‘.Loans
Outstanding

1964

1965

1966
19@7“

1968 .

1969

1970

1971
1972
1973

1974

1975

- 1976

1977

 @§78¥ o

12
3
70
86
112
119
114
67
79
58
43
72
60
83

85 .

2,435.0

- 11,049.0

15,667.0

22,022.5

26,226.5
. 31,656.0

26,3580

18,554.0

21,678.0

16,229.0

14,917.0

28,675.0

26,290.0

46,195.0

445850.0 i

‘Total 1,109 352,836.0

 1‘ i;;zé9;6-
16,746.8

19,410.6
51,922.4

'66,951.1 -

o 72,567.6

75,333.5
o 75,504.2
| 67;548.0
-58;176;3_'
NGAL
- N.A.

. N.A.

-~ Source

- Annual Report, 1975.

 statistical summaries.

: 1964-1975, Small Industry Finance Office (SIFO),

197€-19Y8, SIFO, mimeographed
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: Tablé €. SIFoiLoan Commitménts by Industry, Thailand
1964-1975
(Thousand Baht)
s tmem
1. Mefal wofking v :
a. Metal products 61 22,041
b. Machinery 28 9,281-
 c. Servicing 95 23,403
 d. Handicraft 17 2,637
Ii.'Constfuction materials - le4 42,770
“ITI. Textile 95 - 31,111 |
IV, Leathef'industryr 14 ‘3,944' '/ﬁ\
V. Ceramic 20 6,140 ~_
VI. Food 86 26,425
VII. Animal feed 72 21,608
. VIII. Chemical 11 2,162
 IX. Handicraft 47 9,060 /
X. Rubber products <23 9,372
XI. Wood pfoducts 13 3,035
XII. Plastlc products , 15 : 4,490
XIII. Boat and bus body building 18 7,019 -
© XIV. Miscellaneous 38 11,492
Total 818 - 235,950

f

Source: ASmalllIndustries-Fingnge Offig? (SIFO),

Annual Beport, 1975.

| <ff>
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Table 7. Geographlc Dlstrlbutlon of Loans made by SIFO Thalland 1964 1978

(Thousand Baht)

e asekeleT? 1978
Region oo oo Amount co Ry RO - Amount -
: . : ' No.: of Percent. of ‘?erceﬁtgj’ No. of Percent of - Percent

Loans : A -Loans : : »
K : Loans e : S - Loans-

[
Ut

13 30,002 10 s 11 4,03 8

Central (except yf i ' T R LT
Bangkok) -~ . 16l = 16 59,911 20 - 26 31 17,350 39

Greater Bangkok 280 28 - 99,533 ‘32 - 27 . 32 13, 630 30

 -125

East © -+ - 82 24,563 g 2 2 1400 3

es}

‘Northeast 177 18 44917 1 6 7 1,380 3

CWest .- 103 10 - 23,952 10 8 9 4,950 11

~

17,823 6 7 . 8 2,140 5

Total 1f_ 997 100 306,80 101 . 85 100 44,880 100

5/ Total not equal to 100 due to roundlng.__‘

Source; SIFO Annual Report 1975'and:mimeographed»statisfical summériés;v



~22-

on 997 loans made from 1964 to 1977 and 85 loans made in
1978 ‘ About 28 percent of the loan¢ w1th Ba porcent of
the volume went to Greater Bangkok from 19?4 to 1077 An
”add1t10na1 i6 percent of the loans with almost 20 percent‘
'of the volume went to the other prov1nce¢ of the Central,
reglon Thus over half of the loans Went to the rlcheat
~region of}the country, whlle the'poorest Northeast reglon
with the most serious employment problems received only -~
’15 percent of the loan volumeﬂs The s1tuat10n was even | -
»worse 1n 1978 when the Central reglon recelved almost 7dia
percent of the loan volume compared to only 3 percent for»
thc Northeast ‘ ThlS reglonal shlft seems to hwve becomej:“
more accentuatcd in recent years. For eyample an ana1y51s
\of the- loans made in 1975 showed that about 40 percent of
: the volume Went to breater Bangkok
These'performance measures analyzed‘for IFO suggest

that 1t has been "an 1n31gn1f1cant 1nst1tutlon 1n terms of -
]1oan‘volume although it may have made an 1mportant and
'necessary contr bution to its customere Furthermore it
_has not 51gn1f1cant1y aselsted agrlculturally related.
enterprises, nor has it materlally contrlbuted to - reduc1ngf

1ndustr1al concentratlon 1n Greater Bangkok

Somi o I b ey d
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. INCENTIVES AND DISINCENTIVES FOR FINANCING

- BURAL NONFARM ENTERPRISES

".Admiffedly, the data reported above are somewhat

9,

_sketchy but ‘the 1mpres51on emerges that nni‘and'has been

successful in 1ntrodu01ng 2 new dynamlsm in formal credlt

'yfor'farm enterprlses but credit for rural nonfarm enterprises

has'beéﬁ:férgely ignored. Wﬁét<ékpiainé‘this apparent lack

of éénsiéfency in pOlicies?v‘Why‘hasjBﬁAC,'a govérnmeﬁt

agéhcy, been given masSivejsuppdrﬁ,:whilé SIFO has languiéﬁed?

This contradiétiongis discussed in this section.
¢~Whéﬁ“analyzing formal credit policies, it is always

useful to review the orlglng of and Justlflcatlons glven_:

kfor pollcles by pollcy makers  Many countries have used

a So-called "supply-led" approadh to financial markets.

That_is,fthey believe that inCréaééd”credit sﬁpplies will
stimulatéfdutputvand inérease income{ By éncoﬁraging: : .
financial;intermediaries to expand farm lending and by
seffiﬁg uﬁispedialized'agriculfufal crédit'institﬁtiénS'
these countrles hope to achleve macroeconomlc goals of
agrlcultural,productlon. -Until rbcently, “however, Thalland s
agficulturalléredit policy has béeﬁ heavily influenced’by
a.belief‘fhat Thai farmers are’&iéﬁiﬁs éf;mOneylenderé

(Ohchan) It is belleved that. capltallots'and middlemen

‘exp101t farmers by charglng exorbltant interest rates and

“‘confiscate.their lahd’when they fail to'repay.‘ Thus;’formal
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'1fcred1t is sééh 28 a means to prov1de alternatlves to mldalemen
 and protect ‘the farm»rs. Coopbratlve% were 1ntroduced in |
1916 malnly to free farmers from heavy debtq and hlgh 1ntereqt
rates,a-- v ' | |
’ Thﬁiiandfs5aggregételggricuiiurai pérformance has been

:lqulte satlsfactory v“Historicallyg if hﬂs been arfbod |
‘Surplus country and has enaoyed that pos1t10n fh qplte of
'“grow1ng populatlon because 1t could expand its agrlcultural
‘vfrontler In recent years, horlvontal expans1on has become‘
'_more dlfflcult and . expen31ve so ways have been sought to
1mprove product1v1ty ’ Credlt conutralnts are %een as anr
1mped1ment to product1v1ty growth so an expans1on of formal
'credlt is 1dent1f1ed as a n909851ty ior t@chnologlcal change
v rathernﬁhanf51mp1y“ﬁs'anva1ternat1ve,tOAmoneylenders. 5$hus/
- the reéentJemphasis_oniagricﬁitﬁral‘ciédiflbaﬁ,befqiéwed‘aS'
V‘part'of'the Thai decisiohﬁakéréfreépbnse-to}peggeivédzr-
3~resource céntralnts b’ o | v 7 |
But what explalns the relatlvely 11ttle qupport glven ‘

itc rural nonfarm enterprlses?_4Obv1ously~p011tlcal 1soues

-  _may prov1de a partlal explanatlon \ Tne ;arm populatlon 1S"

llarge and- v131b1e the rural nopfarm populatlon 1s dlverse’
‘ and dlspersed and the polltlcal +hreat from low 1ncome
Jurban consumers Af agrlcultural productlon 1ags 1s obv1ous.

‘But also llke many developlng countrles, the capltal c1ty

‘7of Bangkok far outstrlps other urban centers 1n 51ze economlc _

e
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and growth potential of the émall—scale~sect0r'énd'céﬁééﬁ-ﬂ

: importance growth preferreg place fc 1ive'and educate

chlldren, efé, Thus industrial activitics and locational
incentives historically have favored Bangkok.
~ Some locational advantages of locating nonfarm enter-

prises in Bangkck are associated with closeness to port,

~and natural economies of doing business close to government

offices, and financial and marketing centers. Some advantages

however, may be policy induc=d. One theme which has dominated

~development planning for many countries is,the"Suppoééd p

existence of unlimited?supplies'of rural labor WhiCh.céhAbeA
easily'éﬁd’with litflé'soéialycosttattraCted into:industrial
employment”~/ Thus" the policy objective becomes one of
acCelerating the intersectoral flow of labor by. speedlng

industrialization in urban areas. This line of reasoning

" has prompted countries tbnlargély overlook the employment .

trate résources instead on large-scale firms. Thus, indus-

trial parks have been developed, tax indentives and other.

- preferences given for new industries, and credit programs

established, such as IFCT,'to'réducé costs of financing new
or expanded firms. The cufrent emphasis on the small-scale

sector is recent in most countries, including Thailand,- so

it is not surprising that institutions and favorable poliéiesﬂ

are lagging for this secter eompared~tovthe_farm;sector,

'9/ ThlS issue is dlqcussed 1n more de tall 1n an artlcle by

Meyer and Larson.
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‘Thevcreetion'of qIFO:severel-yea;r eeo seems a blt
' 1ncon51stent con81der1ng the argument glven above but 1ts,

*poor performance is not What explalns 1ts performanoe9«~

-JiWhy has it not*lent'to the maximum of its authorlzed,llmlt?~

',Lack of 1nsuff101ent demand for loans may be a partial

’"'explanatlon and only a - detalled analyems of small scale

_jflrms will determlne the nafure of” potentlal eemand

However the operatlon of SIFO 1tse}f provlnes part of the
| ,explanatlon and is an existlng examp e of 1net1tutlcna1 L 7 -
;dlslneentrves worthy of ena1y81s.

'SIFO'Wee acfueliv-set:up aé e type of‘jointvventure Lo

7'w1th the partlally government owneo commerc1a1 Krung Thal
*kBank -/ The Bank appralses the securlty offered as
' collateral,for~a IOun,;Whlle SIFO condncts thevtechnrcalyér

andieconomic assessment of the application. ‘A Loan Board

"v composed of~the'General'Managertof thekKrnnv'Thai'Bank ~the -

‘"Managing Dlrector of SIFO ~and. representatlves of several

-government offlces makes the flh“l dec151on on the appllca~

*tlon
A spec:al 301nt 1oan fund was developed on a 1 to. 3

formula that is the government prov1ded about B 50 m11110n

E ;for QIFO 's contrlbutlon whlle the Bank prov1ded a 11tt1e

_over. B 150 mllllon for a. total funo of Just over B 200 m11110n

< .

10/ mhe operatlon and structure of SIFO is descrlbed 1n the
Annual Report, 1975. :

R

i
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SIFQ”earns'Bapercenteihterestion iﬁskfuﬁdsfdepceited“with
the'Bankeaﬁdfthe‘Bank‘earns 9*§ercentJinterest'On‘the totel
amount lent tO'bOrfowers. | ”
This;arfangementthas created ancuﬁusuai set Qf‘disin—iw
centives for both SIFO;and.the Bank. FifSt, SIFO earcs'a"
’fixed income-cf,B‘percent ofbepprOXimately Ee50 ﬁillioﬁ,
or B 1,500,000. With this amount'itfmﬁst“méet'the‘rising.
‘C0sts?of*ap§raisiﬁg loans in an inflating ecoﬁcmy; It is
foréed,‘therefore; to reduce:expenses'by‘curteiliﬁg tfa#el
out-of'the Bangkok:area'and'by’increaeing;the;average eiZe'
offloanS"made Thus it is ]oglcal to flnd SIFO‘S portfolio
,becomlnv 1ncrea51n01y concentrated in 1cana mﬂde in or near:
Bangkok and=1t‘cannot be aggresolve in Seeklng'new customers"/
'velsewhere:e | | - v | H -
‘»Oﬁfthe other hand, asna‘commefciel baﬂk?»the Krung'Thai
Bank hesealfeinatiée uses for its funds.. Before a receng]
change in Thailand's usufy law, it couldﬁcharge"a maximum
rate of 15 perceﬁt interest.  : The Bank>is evelﬁated'With
several standard banking performance mcaeurOS\even though
- it 1s government owned S0 the offlcers are loglcally concerned
abcut costs and 1ncome . The.Bank;has three'cptlons when |
faced w1th a loan recommended by SIFO make- the 1ean using
the speclal SIFO/Bank fund -make the 1oan directly w1th its

own funds or refuse to make the 1can.



VYuConsider afloan'off$=lfMiilion;'the maximumscurrently;v'

j all'owt'edk. ‘ander the 'progrs:x}z- "*uﬁuef. the f-i'rst :é‘a,l-téfﬁat ive,
a B 250 000 Would be drawn from SIFO funds and - the balance
',from~the»Bank | The Bank would oarn u percent 1nterest

'or $ 90" OOO per year. | Assume further the aVsrage cost of
: the Bank's resources 1s 6 percent ——/ Thus apwrt from the
costs of appra1s1ng the collateral the Eank s costs are;
‘E 45, OOO ($ 750 OOO X O 06) so the annual ne t return 1s

B 45'000 Suppose however the appllcatlon is sound

'~,enough sO the Bank makes the loan dlrectly at the max1mum

If‘case the rute of T turn on’ % 750,000 1nvcsted is 6 percent

rate of 15 percent - Then its lncome 1s-$ ﬂSP,OOO and‘costs-

are B 60 000 for. a net income of E 90,000, In‘the firSt“3”‘ : A~

' whlle in the seconu ‘case the return is 9 percent on-$<1g-':'

: mllllom,¢a0f course, 1n the second cas e the Bank must

.COQ&U¢£ itS’ own’ ana1y81s of the appllcatlon and suffers/:
- ‘thelentire loss;1f‘there 1s¢one;f But-the example»showsbwhy,
as itfis’aliegedfkt he Bank would choose to make some 1oans
dlrectry to- appllcants after SIFO has done the analy81s.
"It also. suggests Why the Bank would be rfluctent to 1lend

;all funds commvtted ‘to this- program when 1t has alternatlve?

toy

- uses earning a hlgher rato of return

o

, / Based on the structure of depos1ts at tnc tlme =1t ‘was
estimated that the weighted average cost-of commer01al bank,
deposits in 1978 was 0.5 percent (Neyer Eaker and Onchan,
p. 37). .

O
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N
tftiwould5appear;thét-aﬁborrOWerrWOuldobe disadvantaged
by a 15 peroent;Bankrrate;oompare& to the_é percent rate
of .the SIFO program. : Qf:coursex,the borrower.mighr;be ablei
“to negotiate a 1ower~Bank»rate;r If not, the difference in
cost borne by the: borrower may be less than it appears.
SIFO has developed a compllcated set of procedures which
require time«consuming;and'expensive,trips by-the applicant
to Bangkok where SIFO's only office is lopated. - Then. he.
must;also;work'withvthe 1ooaleanktbrenoh.that will,appraisé
the,collateral auajprocese the loanrajlf the 1ost time and
related expenees:ware‘eValuated, the total coetoto the
—~ 4‘ ‘borrOWer of the so-called 'cheap" Ioan could be substantially
| _higher than g2 peroent bspe01a11y if the 1oan is small 2/
1fIf the local Krung Thai branch would expedlte a commer01a1
loan a 15 percent rate could be more. attractlve | _ |
) Thls program also reprcsents anothcr example of.the
fa]lac& of subs1dlzed 1nterest ratce 8o popular in many | :
credlt programs The obJectlve of 2 subs1dlzed 1ntorest
rate (1 e. a rate lower than prevalllng for other loans)

is to help a sector con51dered Worthy of such ass1stance

Yet the pecullar SIFO—Krung Thal Bank arrangement w1th the

N

dlSlncentlves 1nherant 1n the low 1nterest rate restrlcts

v g B

, : 12/ Adams and Nehman have documented several elmllar cases
. of high borrower costs for. small farm loans.




wthe“expanSion of*loans“tO'a-broader ciienteie,'YFeW’loans”

,c1ar1es are not well served by thls arrangemnnt Fortunately,

7 -\30-7‘“ o

are made and borrowor costs are substant1 11y hlgher than

*‘the’Sub81dlzed 1nterest rate‘ Clearly the 1ntended benefl-_

the Tha1° have been aware of these’ problemg for some tlme

’and a proposa] is belng developed to restructure SIFO

perhaps along the llnes of CIFCT. But 1f 1t follows the

pattern of 1end1ng:of IFCT ‘as noted above the“prospects

‘aré not brlght for maJor 1mprovemento 1n credlt avallablllty

for rural nonfarm enterprlses through SIrO
e coNCLUSIONs:AND];MPLICATIONs;

ThlS paper °vmmarlzes the great progrees Th 11and has

made 1n recent years 1n maklng farm cred;t pollcy an 1mportant

component of rural development strategy thtle attentlon

yhas been glven however to 1ncrea81ng thﬂ upply of credlt

for rural nonfarm enterprlees Tht question of demand for

.‘,credlt by nonfarm enterprlses hae yet to- he analyzed and

| - some research 1s underway that w111 shod some 1lght on the‘

1ssue ~—/ Even w1thout such research we could more confl-

,dentally argue that demand 1s a constralnt 1f we had an

effectlve credlt supply system whlch had dlfflculty 1n :

' ’flndlng potentlalfborrowers. HOWGVGT,AWlth_the 11m1ted

'r’;lil See Onchan et;aia

N
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'1nformatlon avallable 1t 1s 1mposs1blt to deduoe the_nature

‘of demand

e  Clearly 1f the small scale scctor is *o play the role .

1n the economy env181oned in the current Five Year Plan

'Thalland must systematlcally an lyze tne current status of
‘supply condltlons of formal credlt and Alternatlve methods
) of 1mprovement Three llnes of 1nqu1r§ are urgent Flrst,

‘the analy51s of an 1mproved structure for SIFO must be

1ntens1f1ed and accelerated A restructured SIFO 1s not

go1ng to resolve the entlre supply 1ssue but, if it?is

: g01ng to ex1st 1t 1s uneconomlc for it to operate w1th

its current small nortfollo and resources ‘ Furthermore

1f 1t had a more aggres51ve 1nnovat1ve program 1t could

’Kpr0v1de useful support to other flnanc1a1 1ntermed1ar1es '

and he government by more clearly 1dent1fy1ng a) tne
nature of demand for credlt and b) enterprlses w1th the
best potentlal for expans1on

qecond analys1s 1s requlred con er“]ng problems of

: lendlng to the small scale sectcr There rs llttle 1nfor—

matlon avallable 1n Thalland on 1mportant 1ssues such as -

, 'the returns costs and rlsks of 1endlng to small nonfarm

‘flrms compared to large firms or compared to farm 1end1ng lé/

1/ A study by Saito and Villanueve of the Philippines
experience is an interesting cyumple of the type of analysis

.that could be useful
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‘vInformatlon on these 1ssues would be belpful 1n quantlfylng
the 1eve1 of 1nterest rate that would Drov1de 1enders w1th :
'1ncent1ves to expand thelr portfollo 1n thls area : If thls
.rate was dlscovered to be hlgh glven the proiltablllty of

'lthese flrms ‘1t would then be posslble to mere systematlcally

analyze 1f a sub31dy is requ1red 1f so, how much and '

o

vwhat is the most cost effec 1ve way oi-erVLdlng 1t
Thlrd there are a number of 1nte;est1ng programskln -
other A81an countrles prov1d1ng supyort for the small scale
sector Japan the Phlllpolnes Indla and, more recently,vx
Korea have all been actlve 1n thls area ' Sometpfoérams‘”
‘rfocus on 1nfrastrurture others tradlng serv1ces‘ others L o /~\7
technlcal ass1st“vce others Vocatlonal tralnlng, and'othefs | |
'71ndustr1al estates Some pvograms prov1de only credlt
Whlle others include credlt as one/component in a package
;of serv1ces These expetlences should be analvzed to learn
- what has worked and what has falled They could prov1de
useful 1n31ghts as Thalland cons1ders how to meet the

stated obJectlve of ass1st1ng the small scale sector to .

play a more dynamlc role 1n the economy

14
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