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AGRICULflRAL CREDIT FACILITIES IN THAILAND

CHAPTER I

INTRc*WT ION

Thailand, a constitutional monarchy, is located
in Southern Asia between latitudes 6 and 20 and long-

titudes 97 and 106 bordered by Burma on the Northwest and

West, Laos on the North and East, Cambodia on the South-

east, and the Gulf of Thailand, which is part of the
China Sea, on the South and East. It also occupies the
neck of the Malaya Peninsula as far as the Federation of
Malaya. The area of Thailand is about 200,148 square
miles or 126.5 million acres with the population of
20,686.000 (4 p. 384).

Thailand is mainly an agricultural country.
is estimated that her agricultural product value is from
45 to 55 percent of the Gross National Products and 85 to
90 percent of all export value. About 85 percent of the
total population is engaged in agriculture (19 p. 11).
The 1955 agricultural census indicated that the farm land
area is approximately 24 million acres. The average size

of all Thai farms is 10.2 acres per farm, The average

size by regions varies somewhere between 3 and 4 acres in
the North to about 12 acres in the central plain of the
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country. In 1953, the total net farm income including
value of farm prcducts consumed in the home was $250 per
annum. The average for total assets was $1173 and total
liabilities were $21 per farm ($1.00 20 Bahts) (19 p.
144-150).

The Situation

The fundamental facts mentioned above, the small
size of farm and low income1 indicate that the capital
formation on farm is very low because the average farmer
has little chance to save. Furthermore, in the absence
of adequate irrigation facilities, farming in Thailand
depends largely upon weather, therefore, It is a rela-
tively risky operation and investment. Under thes. con-
ditions, a farmer with poor security, often must borrow
money, wheneyer there is bad crop or unexpected large ex-
penditure, for the purposes of consumption and for carry-
ing on his normal occupation; the rates of interest vary
from about 8.5 percent per annum (averag, rate obtained
from cooperatives) to 44.7 percent per annum (average
rate obtained from landlords) (16 p. 112), when the capital
turnover from farm investment is only 10.5 percent (which
means that a farmer invests 100 baht in farming, he re-
ceives only 10.5 baht from his farm products sold). Loans
other than from cooperatives are available at rates which
are higher than the capital turnover, but only 14 percent



of the borrowers can obtain the cooperative credit be-
cause there are inadequate .loanable fund available and
land is n ed.d as security for such loans. furthermore,
the size I loans from credit societies is relatively
small which is often inadequate for productive purpose.

The farmer may find it is necessary to borrow from high

interest rate sources to finance a reasonably productive
operation (ii. p. 12).

Average liabilities per farm was only $21, and
for the country as a whole, only 28 percent of farmers
were using credit during 1948 - 1952 (19 p. 153). This

low percentage of indebtedness is not necessarily a

worthy sign, but rather it indicates credit Is not avail-
able to farmers at rates which they can afford to pay for
purposes of increasing their efficiency and productivity.
With inadequate credit at reasonable rates, farmers still
live on the inefficient sizes and low productive farms.

There is no chance for them to expand size, to fertilize
their land or to improve their methods of farming. This

distressing situation is faced by the majority of farmers.
It should be stated that about 89 percent of all farmers
grow rice but only 45 percent of the rice farmers have
some surplus rice for sale (16 p. 250). Most farmers

must use their spare time to work off the farm in order
to obtain enough Income for the basic necessities. A more
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adequate agricultural credit system should enable farmers
to increase their efficiency and productivity in farming
which would mean an improvement in their standard of

living and this improvement would be reflected in the
natton as a whole.

General Approach

Chapter I gives the general views of the country
and her agricultural credit needs, The second chapter

is a review of the past and the present agricultural
credit system in Thailand. Chapter UI will be devoted
to evaluating the capacity and efficiency of the system.
The fourth chapter presents the experiences from agri
cultural credit system in the United States insofar as

the lessons learned may be of some value in Thailand.
The fifth chapter deals largely with recommendation and

general conclusion.

ObjectIves of The Study

The main objectives of this study are:
1, To consider the efficiency and ineffIciency of

the agricultural credit system in Thailand.
To determine the possibilities which will

create more capital funds to be available for agriculture.
To introduce the applIcable points of the
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agricultural credit system in the U.S. as a guide and as

lessons which may be used to improve, the system in
Thailand.

4. To develop criteria and methods for more

adequate development of agricultural credit in Thailand.



CHAPTER II

AGXCULT1RAL CREDIT SYSTEM IN THAILAND

Although Thailand is an agricultural country, her
agricultural credit system is not adequate to meet the
reel needs of farmers. Cooperative loans are supplied
at relatively low interest, but only 14 percent of the
borrowers obtain loans from this source because of limited
loan funds. Others must obtain loans at very high Inter-
est rates, from private money-lenders to meet their
needs. The limitations of the cooperative lending ac-

tivities and the problem of very high interest rates
charged by private money-lenders will be better under-
stood after a study of the whole agricultural credit sys-

tem, So, this chapter will classify credit needs and
describe the various agricultural credit agencies in
Thailand.

Agricultural Credit Classification

Agricultural credit needs of farmers in Thailand
can be classified Into three types based on time or term
with subclasses based on purposes or uses of loan.

1, Short-term credit which lasts for one year to
finance crop production and family living expenses.



2. Intermediate-term credit to purchase work

antmal, cart, and farm implements, to erect or repair

farm buildings, to build or repair water facilities and

other works of land improvement. The loan term varies

from one to five years.

Long-term credit to enable a borrower to pay

off accumulated old debts, to buy farm land, and bring

under cultivation waste or idle lands. Period of long-

term loans varies from ten years to fifteen or twenty

years.

Credit in Thailand can be classified by security

as following:

Unsecured credit which depends on personal

behavior of borrower, his social reputation, his past
practice, his abIlity and willingness to work, is

usually short-term.

Secured credit can be divided into three

kinds:

Personalized guaranteed credit is the loan which

a well-known person assures by his signature in the bor-
rowing contract. It means that as co-signer ha will re-

pay the debt if the borrower fails to pay. This kind of
loan is available in all terms.

Chattel mortgage loan uses crops, livestock or

work animals as security for the loan. Most chattel
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mortgages are short-term but some are intermediate-term.

Real estate mortgage loan requires land and/or

building as security. Long-term and intermediate-term

loans of this kind are most common.

Types of Agriculttal Credit Agencies

Agricultural credit agencies in Thailand can be
divided into two major groups: (i) private lending
agencies and (2) government sponsored credit agencies.

There are two kinds of private lending agencies,
private money-lenders and commercial banks. Government

sponsored credit agencies consist of several types of
cooperatives. Each agency will be discussed in some
detail.

Private Lending Agencies

Private Money-Lenders

Private money-lenders, including relatives, land-
lords, village shop-keepers and merchants, represent not

only the most important but also the simplest agencies
supplying agricultural credit in the country. Here the
transactions between lender and borrower are on an indi-
vidual basis and free from any formality. It is very
difficult to define precisely a private money-lender, for



9

besides the professional money-lenders for whom money

lending is the main source of earning, here are a large
number of nonprofessional money-lenders who lend gener-

ally only to such farmers as come into contact with them
in the pursuit of their main occupation, e.g., the land-
lord lending to his tenant or the village shop-keeper to
such farmers as promise to buy their requirements and
sell their produce through him. Another type of private

money-lender is the merchant dealing in agricultural
produce who makes advances on standing crops at high

rates of discount. Relatives loan occasionally to real
relative farmers or friendly relatives in order to be of
help rather than for the investment. So, some loans earn

no interest and some carry rather low rates of interest
which make this kind of loan most important.

Private individuals' loans which are different in
size and rate of interest èccording to the different
kinds of lenders are shown in Table 1. The loanable

funds of the private individual leflders are mostly their
own. They supply all terms of loan and require personal
security or farm products as security for short-term
loan but for long-term loan more tangible security like
land or valuable jewelry is generally insisted upon
(12 p. 2).



Commercial Banks

Commercial banks do occasionally supply credit

direct to prosperous farmers, who often live in urban
rather than rural areas. Such credit is extended solely
on the basis of tangible security, usually in the form
of mortgages on real estates wIthin easy reach of the
banking offices. In a majority of cases, loans granted
by the banks do not exceed 0 percent of the estimated
market value of lands mortgaged to the banks. As a rule,

the terr. of the loan is one year; however, it may be re-
newed if desired. The interest rates charged by banks
varies between 7 1/2 and 15 percent per annum (12 p. 3).

10



* Computed from the same source.
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Table 1. Percentage of farmer who borrowed during 1952,

source of loan, average size of loan and aver
age percent of interest paid.

Average
Søi of an amount of

loan(baht)

Average
rate of
interest

Percentage
of farmer
borrower

Cooperatives 1,505 8.54 14 0

Government 514 0.2
Landlord 904 44.70 2.0

Merchant 2,720 25.64 3.2

Village shopkeeper 1,231 28.24 11.5

Money.lender 2,145 30.90 12.5

Commercial bank

Relatives 1,092 18.29

Others 1,448 17.91

Source: (16 p. 112-115)
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In practice, the activities of commercial banks in
the agricultural credit field are limited. Since a small

farmer's circumstances cannot be determined by a commer-

cial bank in a city, except by a long and detailed in-
quiry of which neither a bank nor a small farmer can bear
the expense, commercial banks only lend to big farmers

whose wealth and status are known. This fact, coupled
with the requirement that the commercial banks are usu-

ally limited to short-term lending in order to maintaIn a
liquid position, prevents the banks from furnishing ef-
fective help to Thai farmers.

Government Sponsored Credit Agencies

In Thailand, as in many Asian countries, the Go-

vernment Initiates a cooperative system In order to facil-
itate credit for farmers. At first, the agricultural
credit cooperatives developed along the Raiffeisen line,
were established in 1917. Cooperatives other than the
credit societies, such as agricultural marketing, coloni-
zation, land hire-purchase, land Improvement, credit and
land improvement, etc., were developed later to meet all
needs of farmers. As to legal protectIon of the cooper-
ative movement in Thailand, the Government firstly

utilized th. law on Associations Amendment Law B.E.249

(A.D. 1916) for the temporary benefit of those societies
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experimentally established. By 1928, the Cooperative So

cieties Act B.E. 2471 was enacted(14 p. 2). The Govern-

ment now administrates the cooperative movement through

the Ministry of Cooperatives. The Ministry organizes.

supervises, promotes and audits the societies and also

helps them in acquiring financa1 aids from the Govern-
ment.

Agricultural Cooperative Credit Associations

The credit cooperatives in Thailand are unlimited
liabilities organizations because the cooperatives are
formed among small poor farmers which means operating

funds can be borrowed with more confidence of lenders and

thus at lower interest rates. Another reason is the aim
of this cooperative type to use the members in the same
society to control each other in using loans productively
as designated in borrowing contracts. Some farmers may

use loans wastefully if there is no restriction (9 p. 22).
The credit societies are the most numerous type,

numbering 9,856 societies at the end of 1956, out of a
total of 10,504 societies of all types. These credit
societies serve 246 counties (Ampher) out of 448 counties

and are spread through 63 of 71 provinces (Changwad). On

December 31, 1956, the membership of these societies

totaled 196,535 with an average of 20 per society (12 p.4)
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By-laws of a credit society provide that a member
of a credit society must be a farmer with good character
actually owning a piece of farm land of his own. Each

member must mortgage his farm or a portion of it to the
society upon being admitted to membership. If a land-

less farmer is admitted into the society he can borrow
money only on the land mortgage security furnished by

another or by a nonmember (14 p. 3). The mortgage is

held as security against the loans granted to him
The actual amount of loans that may be granted to

member are dependent upon the purpose of the loans,

character or the applicant and his repayment capacity.
The period of loans are fixed in relation to the purpose
of loans as indicated below:

Short..term loans, for the purpose of current ag-
riculture and family expenses, run for one year or up to
the time the products forming the basis of the loans are
normally marketed (12 p. 5).

Intermediate-term loans for purchase of farm im-
plements and ceremonial expenses run for two years and

for purchase of work animals, carts and pumping engines.

Loans pertaining to other works of a land improvement

nature may run for three years (12 p. 5).
Long-term loans may run ten years for the purpose

of liquidation of old debts incured pr±or to admission
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into the society; land purchase; bringing under culti-
vation waste or idle lands; or purchase of costly farm
machinery (12 p. 5).

The total sum due the societies from any member

according to present practice should not exceed 6,000
bahts, or 60 percent of the stated value of land when
mortgaged to the society, whichever is less, except in
special cases with the previous approval of the Regis
trar of Cooperatives (12 p. 7). Loans granted for var-
ious purposes by the credit cooperatives during 1955

are shown in Tab'e 2.

The land valuation of a credit society for gran
ing the mortgaged loan is based upon around three times
the pro-war land values, not upon the current inflated
ones (14 p. 3). Current farm values are approximately
12 times the pre-war values which means the stated farm

values have been hold down to less than half the real
farm values in recent years, partly because of lack of
sufficient loan funds and partly because of fear of de-
flation (u. p. 11).

Prior to 1953, the rate of interest charged by the
credit cooperatives was 8 percent per annum on long-term
loans to be repaid within ten years and 10 percent per

annum on short and intermediate-term loans to be repaid
within one and two or three years respectively. Since the



Source: (12 p. 6)
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Table 2. Amount'of Funds Loaned by Credit Cooperatives

During 1955

Purpose
Amount in
thousands
of baht

Percentage to
total loans

issued

Long..term loan .

Old debt refinancing
Land clearing

Land purchase

6,108

556

771

21.36

1 95

2.69

Short and intermediate
term loans:

Work animals 9,456 3.09

Land improvement 2,302 8 05

Wages, rent and taxes 1,597 S 58

Food grains 492 1 72

Carts and barges 1,284 4.49

Farm implements 244 0 86

Seeds and fertilizers 318 1.12

Pumping engines 1,019 5

Ceremonial, expenses 115 0.41

Others 4,323 S 12

Total 28,585 100 00
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beginning of 1953, the rate of interest on all types of
loans charged by a credit society to the farmer member I
10 percent per annum (14 p. 3).

Before January 1, 1947, the f er Department of

Cooperatives had shouldered the entire responsibilities
for all the loan issued to the societies, and, in so
doing, had come to perform the functions of a Central Co.-

operative Bank. These loans were obtained by the soci-

eties at an interest rate of 6 1/2 percent per annum,
compounded quarterly. The establishment of the Bank for

Cooperatives on January 1, 1947 led to a reduction in
the interest rate of loans obtained by the credit soci-
eties to 6 percent per annum compounded quarterly

(14 p. 3-4). Since January 1, 1956, the interest rate
has been increased to 7 percent per annum compounded

quarterly because of the higher cost of obtaining
loanable funds (is p.2).

Central Bank for Cooperatives and Provincial Banks for

Cooperatives

From the beginning of the cooperative movement in

Thailand, the credit cooperatives were financed from
Government funds and by loans from the Thailand Commercial

Bank under Government guarantee (17 p. 91). From 1940 to

1947, the NationalBank of Thailand floated debenture bonds

orm



for public subscription and the Department of Cooperatives
acted as a central cooperat&ve bank for the societies;
then by the Cooperative Bank Act (1943) and a decree
(1946), the first Bank for Cooperatives was established
on January 1, 1947 to serve as financing agency for Co-
operative societies (18 P. 96).

The capital of the Bank for Cooperatives is fixed
at 10,000,000 baht divided into 100,000 shares of 100
baht each. Every cooperative society is required to take
up one share for every 5,000 baht of its working capital
or fraction thereof. The Ministry of Cooperatives holds
the remaining shares in the name of the Government. When

any new cooperative society is registered,: the Ministry
sells shares to It in proportion to its working capital
(12 p.

The direction of the Bank is vested In a seven-
member Board of Management. The Minister of Cooperatives,
as Chairman of the Board, and the Registrar of Coopera-
tives, as Vice-Chairman, serve as permanent ex-officio
members. The remaining five members are elected for two
year terms at the general meeting of the shareholders
(12 p. 8).

The Bank can loan to any type of cooperatives
(18 p. 98) but in practice the Bank deals mostly with
credit societies, because cooperatives other than credit
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societies can obtain loans from the Government through

the Ministry of Cooperatives which will be discussed
later.

The application for loan is sent from the credit
society to the local cooperative office operated by the
government official who acts as superviser and connect-
ing link between the society and the Bank. After the
application is examined by an official, a written report
concerning the qualification of the borrower, the value
of the property offered as security for the loan, and
the amount that would be safe to loan is forwarded to the
Registrar's office in Bangkok. Here again the applica-
tion is checked and ifapproved, sent with the Registraz's
letter to the Bank. After a loan application is approved
by the Bank, a check for the amount loaned is sent by the
Bank to the local cooperative official, who then noti-
fies the credit society to come to pick up the check
(13 p. 42-43).

Although the lending process is designed to avoid
mistakes and provide for stability of the cooperatives
themselves, there often Is too much delay to the borrower
who needs fund during the production season. Besides all
of this red-tape, additional delay is due to the fact
that the Bank is located in Bangkok which i far from
some rural areas. The reLote location of the Bank also
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makes the Bank unable to absorb local capItal.
To solve these problems, it has been recognized

that some financial institution which will help provide
more efficient loan servIce and raise local capital is
needed. As an experimental measure, two provincial co-

operative banks were organized in 1951, one in Chiengmai
and the other in Uttaradit, both in the northern part of
the country. Each bank has been functioning by taking
over all lending business of the Central Cooperative Bank
in its respective area where it is located since the be-
ginning of 1952. The extent of the area served by each
bank is confined to the administrative province. The

principal functions of each bank are to attract local
capital to be made available for local cooperatives, and
to speed up the processing of loan applications (12 p.8-9).

The structural setup of each bank provides for in-
dividuals as well as cooperative societies among its
members. This arrangement has the merit of bringing
leading local citIzens with business experIence into the
operation of the bank. In order to prevent the individ-
ual members from pressing claims antagonistic to the in-
terest of the cooperatives, the model rules of each bank
provide for the cooperatives having a majority of the di-
rectorate. Based as they are on limited liabIlity, the
provincial cooperative banks are required to raise
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initial capital in the form of shares. Each share has a

face value of 50 baht to be fully paid upon allotment.
Every individual member shall hold at least one share but
not more than 100 shares, Each limited liability soc
ety member, e.g., marketing or consumers' society, is
required to take up one share plus oneshare for every
1,000 baht borrowed by it. Under a new rule incorporated

in the model rules for credit societies within the pro
vincial bank areas, each farmer member is required to
hold a membership of 50 baht in his society. The full
amount of the membership subscriptions paid by the farmer

member in each local credit society is to be employed by
it by subscr1bng for stock in the bank with which the
society is affiliated (12 p. 9).

The two banks provide facilities for checkin
accounts, savings, and fixed deposit accounts. To sup-

plement the resources obtained by means of share capital
and deposits, the newly organized banks has been turning
to the Central Bank for Cooperatives for financing. The

latter undertakes to finance thorn with interest rate at
6 percent per annum. The ovincial banks loan to their
affiliated credit societies at an interest rate of 7 per
cent. The local credit societies in turn loan the money
to the farmer members at the rate of 10 percent per
annum (12 p. 9-10).



Cooperatives Other than Credit Societies

As already mentioned the Bank for Cooperatives

deals mostly with credit societies. The Government

through the Ministry of Cooperatives has been making fa-

cilities and operating loans to farmers' cooperatives
other than credit societies. The Ministry obtains its
money for lending to the farmers' cooperatives from

government appropriated funds. Loans are granted to

these cooperatives by the specialized departments of the
Ministry (12 p. 3). These loans are usually interest
free except cooperatives which have marketing activity
must pay interest at the rate of 2 percent per annum
(20 p. 52). As of December 31, 1956, the following

Among these types, the marketing cooperatives are

most important In the agricultural credit field for deal-
ing with general farmers. The other three are relatively

22

amounts were outstanding to them (12 p. 4).

B.Ji1

Marketing cooperatives 60,7l3,79

Colonization cooperatives 2,069,456

Land hire-purchase cooperatives 354,098

Land improvement cooperatives 2,815,553

Total 65,592,901
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unimptant but even so are worthwhile in providing much

needed credit.
Agricultural marketing cooperatives were first or-

ganized in 1938 but the main expansion has taken place

since the end of World War II. 1-Ugher food prices and

an export demand, mainly for rice, stimulated greater
production and thus a greater need for credit. There are

currently 181 marketing cooperatives established on lim-

ited liability basis, located in different parts of the
country. In addition to their member subscribed share
capital, the marketing cooperatives are also principally
financed by appropriated funds made available from the

Government through the Ministry of Cooperatives. The

major development in cooperative marketing has been the

organization of paddy marketing societies. They are

usually organized with credit society membership as the
nucleus. Paddy marketing cooperative8 have achieved sav

Ings through voluntary delivery of paddy by members and

arranging for its economical transport to storage and
holding until prices have advanced seasonally. They have

also pioneered payment for paddy according to quality,
grade, and milling yield. Some paddy cooperatives have

been trying to help their farmer members by undertaking
to supply fertilizers, improved varieties of seeds and
farm implements (14 p. 8-9).
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However, in many areas the majority of farmers

cannot secure the benefits of cooperative marketing fa-
cilities until cooperative production credit is available
to give them freedom to market their paddy cooperatively

for they have obtained loans advanced by merchants on

crops as the security or have sold their produce in ad-
vance to obtain money used for cultivatton expenses and/
or harvesting expenses. The credit societies cannot
give such loans on 8tanding crops because they have no

facility to arrange for the safe custody of the produce.
The marketing society, with its large number of members,

cannot advance money on this basis because of lack of
knowledge of the character and financial position of mem-
bers, Hence, the marketing society has to be definitely
linked with those credit societies located in its area in
making crop loans.

A system known as the "controlled credit scheme"

has recently operated through the co-ordination of the
work of credit societies and marketing cooperatives. Ac-

cording to this system, a member of a credit society who
is elIgible for such loans must also be a member of the

marketing society. 'he normal requirement under cultiva-

tion and/or harvesting loans for each applicant is deter-
mined by the general meeting of his credit society, re-

gard being paid to the extent of land proposed to be
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cultivated and the es ed output. The managing corn-

mittee of the marketing society has the authority to
approve the cash credit to the member after scrutinizing
the application. The borrower binds himself to sell to
the marketing society the products pledged as security,
as soon as they become available, and to authorize the
marketing society to deduct from the proceeds upon sale
the amount due. In practice, no cash credit may exceed
three-eighth of the market value of the estimated output
pledged as security. The maximum limit for such loans

is fixed at 3,000 baht, which according to an investiga-
tion recently made, is sufficient to cover the cultiva-
tion expenses for small and medium scale farms in the
central plain. ThIs amount of loan is exclusive of the
maximum amount that may be obtained from the credit soci-
ety. During the cultivating season, the amount covered
by cash credits are advanced to the borrowers according
to their needs at an interest rate of one percent per
month (12 p 13).

Colonization cooperatives with the main objectives,
to help landless farmers to become land owners by setting

them upon the undeveloped and forest lands conserved by
the Government for such purposes and to help increase the
natural wealth by opening for farming new lands abundantly

left unutilized in different parts of the country, were
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first organized in the Chiengrnai Province in 1938 on the

land conserved by the Government according to the provi-

sions of the Conserved Land Act of 1935 (14 P. 5). The

Act now in force for such colonization project is the
Land Accommodation Act of 1942 which has provided for

the issue of a Royal Decree whenever a cooperative colo-

nization of any particular type will be organized (14 p.6).
The Ministry of Cooperatives grants loans to these

cooperatives to finance such activities of members as the
clearing of land, for irrigation projects, the construc-
tion of farm buildings and the purchase of draft animals
and necessary arm equipment. Member liabilities in the
cooperative are unlimited and each of them Is required
to repay the cooperative periodically an amount with which
the cooperative, in turn, repays it debt to the Ministry.
After all the members of the cooperative have paId all the
debts owed and have cultivated the full plot of land al-
lotted to them, each member acquires title to the land
(14 p. 6).

Land Hire-Purchase Cooperatives were established

In 1935 with the main objectives to help landless farmers
to become landowners through the hire-purchase system of

farm lands for members, and at the same time, to help in-
crease the efficiency of farm production by instilling
among farmers working spirit and providing security to
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them to work on the farm without interruption by land
lords. Land acquired for the purpose of organiztng these
cooperatives belong to the Crown Property Bureau and
private farm owners. The cooperative purchases the lands
from the owners and divides them into small plots to be
allotted among the members, Each member pay an annual

installment for the purchase of the plot allotted to him.
The maximum period to complete the payment of the total
price is 15 years. After the total hire'purchasé amount
with all the other debts to the society such as loans
advanced to him for farming expenses have been fully paid,

the member obtains title of the piece of land (14 p. 7).
As credit cooperatives and with the same reasons pre

viously mentioned, the member liabIlities of the coloniza'
tion cooperatives are unlimited.

Land Improvement cooperatives can be divided into
two types, one being pure Land Improvement Cooperatives

with limited liability, the other being Credit and Land
Improvement Cooperatives with unlimited liability. The

first Land Improvement Cooperatives were established in
1938, and later, In 1941 Credit and Land Improvement Co-
operatives were developed. The purpose of organizing Land

Improvement Cooperatives is to help farmers who are land
owners holding farms close together, but whose farm lands
have been left to the mercy of nature, to improve their
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farms by means of such joint activities as regulating the
waterfiow, providing for irrigation pumps and encouraging

the development of scientific and intensive farming
(14 p. 8).

The preferred type of such cooperatives now is a
combination of credit and improvement activities, because
of the experience that pure improvement activities in
Land Improvement Cooperatives have been unsatisfactory

because of a lack of sufficient working capital to finance
their business undertakings. In a Credit and Land Improve-

ment Cooperative, members must mortgage their farms to

the cooperatives, and pledge themselves jointly liable for
all the debts of their society. This feature, therefore,
strengthens the credit standing of the cooperative and
increases ts capacity to borrow for the benefit of the
individual members and the common improvement work. Apart

from normal activities conducted for the improvement work,

the cooperative grants short-term and long-term loans to
the members who need capital to finance their under-
takings (14 p. 8).



CHAPTER III

EVALUATION OF AQUCULTIRAL CREDIT SYSTEM

The agricultural credit system of Thailand and the

activities of the various agencies were explained in the
preceeding chapter. In this chapter the credit system
of the country will be evaluated.

Size and Cost of Private Loans

According to the economic farm survey of Thailand

in 1953, it was apparent that loans granted by the private
lender group were expensive. Private money-lenders

granted loans to 3.92 percent of the total farmers or
12.5 percent of the total borrowers with an average loan
size of 2.145 baht. The average interest rate charged by
private money-lenders is 30.90 percent per annum (Table i

Landlords usually loan to their tenants whose char-
acter is well known by them. Two percent of farmer bor-

rowers obtained landlords' loans in 1953. The average

size of loan was 904 baht which is the smallest size of
all private loans, but the average interest rate was the
highest of all kinds of farm loans, 44.70 percent per
annum (Table 1). The small loan size and high interest
rate are due to the fact that most tenant borrowers have

29
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no land or other valuable asset to secure the loan.
Village shop-keepers, as part of their trade,

loan to farmers in the village all year round mostly in
form of commodities, but there are some cash loans. Most
shop-keepers prefer repayment in the form of farm pro-

ducts for they can earn a tremendous rate of discount
which can be considered as interest. Since farmers as

a whole are unquestionably little accustomed to usual
business methods, the shrewd shop-keepers often take ad-

vantage of them in short weights, high prices for sel-
ling comrnodities to farmers and low prices for farm
products. This combination of events results in a very
high cost of credit to farmers. The estimated cost

varies from 15 percent to 120 percent per annum (ii p.
17). An average interest rate at 28.24 percent per an-
num and an average loan size at 1,231 baht were reported
by Economic Farm Survey in 1953 (16 p. 113). About 11.5

percent of all farmer borrowers obtained this type of
loan (Table 1),

Merchants who usually live in towns visit near-by
villages several times a year with their merchandise in
order to trade it for farm products. They also come to

villages at the beginning of the cultivating season to
grant loans in advance on the standing crops. The aver-

age interest rate or the discount rate is 25.64 percent
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per annum which is a little less than shop-keepers' rate
because they must compete with the local lenders. The

average size of loan is the largest among private loans
for they loan on standing crops, in other words, buying
farm products in advance which is the equivalent to the
farmer's main sourse of income.

Comparison Between Private Loan Cost and Farmers' Income

Cost of loans granted by private iending agencies
mentioned above vary between 2.64 percent to 44.70 per-
cent per annum. These rates are relatively high when
compared to net farm income of farmers, which is only
7.23 percent of total capital invested in farming and
even less if cost of family labor is subtracted (see
Tables 3 and 4).

Reasons for Farmers Obtaining High Cost Loans

Reasons why farmers pay these high loan costs year
after year are as follows:

1. Most farmers practice self-sufficient produc-
tion and 87.12 percent of all farmers have farm land of
their own (16 p. 62) where the family may reside. Even

though there is only little farm product left after re-
payment of loans for operating the farm, it is better
than to give up farming for lack of such loans. In other
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words, the nature of agriculture is such that there are
relatively high fixed costs compared to variable costs
(see Tables 3 and 4). Once a farmer has made his fixed

costinvestment in land, work animal and equipment, he
will continue farming if his total revenue from farming
(Total farm income) exceeds his total variable cost
(Farm operating expenses) which will be borrowed by him

if the total amount due is less than his farm income
(see Table 4).

Coupled with the first reason, farmers on the
average have nearly six months a year after the harvesing
season and before the new cultivating season for working
of f the farm as laborers in town and earn 1,756 baht for
that six months. Of f farm income provides funds for some

expenses during the year and may be used to repay some
debts.

Because of lack of transportation and communi-

cation facilities, farmers find it necessary to depend on
the nearest sources for their supplies which are the
shop-keepers, merchants, landlords and money-lenders in
their village. These restrictions plus lack of under-
standing concerning competition farmers make no effort to
explore the cost of borrowing in their areas.

The reasons cited above give some light concerning
the need of farmer to borrow from private lending agencies.



Table 3. Average capital investment per farm in 1953,

Thailand

Source: (19 p. 149).

Source: (16 p. 26.39)
* Net farm income is 7.23 percent of total capital

Investment.
** Living expense is alternatively used as labor cost

in farming for in Thai economy farming is mostly
Self-suffjc ing.

Table 4, Average income and expenses per

1953

farm family

Baht

Total farm income 2,149

Farm operating expenses 6

Net farm income 1,485*

Non.'.farm income _1756
Net incomes 3,241

Living expenses (Labor cost)** 2.877

Balance (Income over expense) 346

Land and building 16,291

Work animal and equipment 3,718

Livestock 534

Total capital invested 20,543
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Farmers, however, still need other lending agencies be-
cause private sources, up to now, provide funds for only
the most simple needs. The lack of formality in connec-
tion with private loans, the vague nature of the security,
and relatively high interest rates leaves much to be de-
sired.

Farm Loans Provided by Relatives

Relatives are the most important source of farm
credit among all private lenders. There were 55.35 per-

cent of all farmer borrowers obtaining loans from rela-
tives during 1952. The average size relativest loans
was 1,092 baht. Some loans are interest free but the
average rate is 18.29 percent per annum (see Table 1),
which is the lowest rate among all types of private loans.
Often the loans are granted on the basIs of help more than
as an investment. As a result a very high percentage of
borrowers resort to thiskind of loan. The background

character of borrowers Is well known by relative lenders
which may also contribute to a somewhat lower rate of in-
terest.

While loans obtained from relatives seem to be the
most desirable for farmers, they are not a permanent and

dependable source of loan funds. In some instances, farm-

ers who cannot borrow from relatives obtain loans from the
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high interest source. It would be better to develop a
permanent source of loanable funds for farmer, Many re-

latives would support a move for such organizations.
More will be said in the final chapter concerning a de-
sirable credit system for Thailand.

Role of Commercial Banks in the Agricultural Field

Commercial banks usually loan to the wealthy far

era or landlords who mortgage their large productive farm
land to secure the loan and often make investment in

fields other than farming or make loans to other but
smaller farmers at high rates of interest. Due to the

short term nature of a bank's liabilities, only short-
term loans can be extended to farmers who need both short-
term and long-term loans in farm business. At the present

time banks are located only in cities especially in
J3angkok, the capital of the country. Lack of transpor-

tation and communication facilities makes it impractical
to appraise land and other security for loans. This be-

comes even more evident when one remembers the average

size of farm is only 10.2 acres. Even if the bank's
branch were located in the farm area and granted thor
term loans to farmers for operating capital needed at the
beginning of the cultivating season, there would still be
difficulties. Farmers need operating capital for only
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about six months, so there would be no other business for
the branch bank for the other six months. So far, this
problem of inadequate business for the branch has not
'been solved, so that there are no branches of commercia
banks in farm areas of Thailand.

There are no data showing the amount of farm loans

granted by the banks and the interest rates charged for
farm loans. In practice, interest rates for commercial
bank loans since 1954 have been 8 percent per annum. At

present the interest rate varies between 10-12 percent
and may be, in some cases, 15 percent per annum which is
the legal maximum rate (10 p. 262). These rates of in-
terest, however, imply that the Interest rate in commer-
cial business is also high, and too, It is higher than
the rate of capital turnover In farming business which Is
only 10.5 percent (see Chapter

Ineffectiveness of Law LimIting the Maximum Interest Rate

Although the maximum legal rate of interest is 15
percent per annum, it is commonly known that free inter-
est rates greatly exceed this rate. Both lender and bor-
rower are guilty for this overcharge1 so no one wants to
brIng the case to court. Of course, lenders will put
only the legal rate in the written borrowing contract.
Lenders may charge the amount in excess of the contract
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rate from the principal before lending to the borrower.
If the lender does not subtract the excess amount in ad-
vance and the borrower repays only the legal rate, it
means, that the borrower will find it impossible to borrow
again. In such a case, certainly, the borrower will suf-
fer more than the lender.

Agricultural Cooperative oanS

As previously explain in Chapter 2, the Government

sponsors the entire cooperative system in Thailand. Sev-

eral forms of cooperatives are employed in the agricul-
tural credit field, but in practice, there are only two
types of cooperatives which are actively extending farm
loans. These are the credit cooperatives and the agri-
cultural marketing cooperatives. The others, colonization,
credit and land improvement, and land hire-purchase spe-
cialize in farm reformation, management or administra-

tion dealing with a specified minority and not the general
farmer. Credit is only a factor used to accomplish such
objectives, Because the purpose of this study is to deal
with the general credit system of Thailand, these special-

ized societies will not be discussed.
The average size of loan for the credit coopera-

tive member was 1,167 baht and for the marketing society
member it was 544 baht in 1956 (21 p. 53). The size of
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cooperative credit loans was too small to improve pro-
duction and marketing to any important degree. Even

though the size has tended to increase in recent years
the cost of living also has increased, so the greater
average size of loan has done little to improve roduc-

tivity (see Table 5). Farmer members still require
loans from higher interest rate sources to maintain their
farms and for the purchase of consumer goods.

The small size of loan is due to the following
restrictions.

1, The appraisal of member's farm land used as

security for mortgage loan is much under the actual
market price. The practice rule of the Bank for Coopera-

tives limits the maximum land value to only 250 baht per
ral (1 rai = .395 acres) while the average price of ac-
tual farm land value is 828 baht per rai in 1953 (14 p.
64). Fear of inflation with the possibility of subse-
quent deflation has resulted in this conservative prac-
tice of the Bank.

2. Farmer members can borrow only 60 percent of

the appraised mortgage value or not more than 6,000 baht,
whichever is less from their cooperative (Chapter 2).
This restriction is due to the policy of the Ministry of
Cooperatives wanting to help only small farm owners who

do not need very much money for fixed capital and



Table 5. Average cooperative loan compared to cost of
living index and deflated value of loan

Yea Average loan Cost of livr outstanding index
sig Deflated vaiu

of loan

39

1950 551.47 100.00 551.47

1951 797.05 110.17 795,63

1952 1,086.18 122 57 886.17

1953 1,215.86 134.95 900.97

1954 1,252.52 135.25 926 07

1955 1,256.96 141.49 888.35

Source: (20 p. 49)
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operating expenses. However, the low apaisal of farm
land coupled wIth the limit of 60 percent of the appraised
value results in such small size loans that they are of
limited value in many cases.

3. The Bank for Cooperatives is short of loan-
able funds, for there Is a limited market for bonds
issued by the Government for cooperatives. The relatively
small amount of bank deposits does a little to provide
more capital from internal sources.

The average small size of cooperative loans
creates some serious problems which are listed and evalu-
ated below:

When farmers cannot use small size loans

productively, they use them for improved consumption, the

result being that do not increase prcductivity but do in-
crease liabilities.

If farmer members want to use cooperative

loans productively, they must borrow additional funds
from the higher interest rate sources to make the tot
amount an economical sum to invest in farming. Loans. from

two sources usually cost more than from one source even

though the same interest rate prevails because of the fee
that must be paid in connection with each loan.

Farmers must mortgage their land to obtain.

a cooperatIve loan because they, the poorest class people,
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have no other valuable assets to use as sect V. Loans

from the second sourse, therefore, are high risk unse-
cured loans with very high interest rates.

4, Farmers who must borrow from two sources find

it necessary as a rule to repay the higher interest loans
first and to repay the cooperative loans later. This

causes the repayment record to credit cooperatives to be
very poor and the velocity to be very slow.

The low interest rate on cooperative loans should
be considered as the only important advantage of the cred-
it cooperatives to farmers. There is no way of tneasur-

ing the effect of cooperative credit in reducing farm in-
terest rates it it is likely that the effect has not
been much more than the proportionate amount of capital

injected into total farm borrowings. From the vary small

size of loan plus the fact that only 5 percent of the
farmers are members of credit coopEratives, it appears

that the effect is nearly negligible (ii p. 21).



CHAPTER IV

LESSONS TO BE LEARNED FROM AQUCULTUAL CREDIT SYSTEM

IN THE U.S.A.

Financial problems of American Agriculture may be

said to have begun with the landing of the first perma
nent English settlers at Jamestown, Virginia in 1607 (22
p. 24). For lack of capital in the New World, several
kinds of banks were initiated to help solve the problem.
The era of wildcat banking begun in colonial history
ended with the passage of the National Banking Act of
1863. A system of national banks was authorized which

were allowed to issue currency but were prohibited from
investing in farm mortgages. In this way the issuing of
paper money was divorced from farm mortgage banking, with

the Federal Government taking no active hand in the solu
tion of farm mortgage credit problems. The field of farm
mortgage lending was left to private concerns. It was
not until 1916 that congress passed the National Farm
Loan Act which provided for the establishment of federally
sponsored credit agencies. Since then the agricultural
credit system in the United states, both federal and pri-
vats has developed into a sound one. The concepts and

lessons learned from the United States experience will be
used as a basis for formulating an agricultural credit

42



system in Thailand.

Knowledge of Farmers

Farmers should be well enough educated formally

or informally to know they have the right to ask their
government for assistance in the field of agricultural
credit. American farmers have a government-sponsored

credit system from which numerous lessons can be learned.

Administrative Reorganization

The reorganization which created the Farm Credit
Administration to coordinate the work of the U.S. Govern-
ment in the field of farm credit and bring all of its ac-

tivities in this field under the direction of one admi-

nistrative head provides a useful concept to the govern-
ment sponsored agricultural credit system in Thailand,
Not for the reason that there are several credit institu-
tions in Thailand as in the U.S., which may have some

overlapping functIons, but for more systematic coordina-
tion, and more efficiency in lending activitIes.

Appraisal of Farm LoanSecurities

43

The Federal Land Bank appraises farm land which se-

cures the bank's loans at the normal agricultural value of
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land and buildings which refers to the amount which the

farm would sell for in a period of average prices for

farm products (22 p. 162). This concept is more reason-

able than the farm land appraisals made by the Bank for

Cooperatives in Thailand. The bank in Thailand, fearful

of inflation and for other reasons previously mentioned,

appraises farm land at the fixed value of 2O baht per

rai. This is not only far below the actual value but is

also unfair to borrowers, for there are variations in

both quality and quantity of land mortgaged for securing

loans obtained from the bank.

Employment Condition of Appraisers

Appraisers employed by the Farm Credit Administra-

tion make appraisals for the various agencies within the

organization. Each appraiser has full responsibility for

d.term&ning the value of all land he appraises. In Thai-

land, the men who do the appraisal work for cooperatives

or for the Bank for Cooperatives are local cooperative of-

ficials employed by the Ministry of Cooperatives. They

are not responsible to the Bank for Cooperatives. The

appraisal has little or no effect on the size of loans be-

cause of the bank's fixed land value of 250 baht per rai.

However, to create greater public confidence in the future

it would be desirable for the appraisers to be more
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responsible to the bank rather than to the Ministry of
Cooperatives, This is important if the securities for
loans are used as part of the securities to back the de
benture bonds which may be issued by the bank in the
future.

Management Assistance For Farmer Borrowers

Before a loan is granted, a farm and home manage
ment plan is worked out in detail by the Farm Security
Administration's representative and the borrower. This
is done by starting with the assets which the farmer has
and determining how much should be borrowed and how the
funds should be invested in order to increase the farmer's
income and so make possible a higher level of living for
himself and his family (22 p. 132).

In the case of the Production Credit System, the
loan will, in all probability be rejected if the produc
tion credit association feels that the farmer does not
need the loan or cannot make profitable use of the new
funds. The association has, quite naturally, a vital in-
terest in the productive use of loan funds because of the
cooperative nature of production credit agencies. The

association is interested, not only in the repayment of
th. loan without embarrassment to either borrower or lend-
er, but also gives attention to maxtmizing the borrower's
profit as much as possible from the use of the loan funds.
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To this end, the association takes a more or less active
interest in the management of the farm (22 p. 173-174).

The purpose, term, and how to use loan funds ef-
ficiently, including the ability to repay the lender,
are concepts that need greater emphasis in Thailand,

Perfection of The Agricultural CreditSystem

The U.S. Government sponsored Farm Credit Adminis.-

tration, provides several types of loans needed by farm-
ers. It provides not only long term, intermediate term
and short term loans which are naturally needed by farm-
ers, but also may grants loans under disaster condition
such as drought or depression.

The Thai Government should use this concept to im-
prove the governmental cooperative system. At present,
the system emphasizes credit for production with little
attention given to tailoring each loan to fit the needs
of the borrowers. There is no permanent source of loan
funds for a marketing society. It is fully as important
to help farmers to market their products as It is to pro-
duce them. In fact, farmers In Thailand often find it
difficult to sell their product at reasonable prices be-
cause of inadequate facilities and competititon. So, in-

comes remain at low levels and farmers cannot repay the
loans from their incomes. Eventually, lack of sound
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credit policies puts farmers tn debt and limited loan-
able funds do not circulate so as to maximize usefulness.

Specialization of Lending Agencies

The Federal Land Bank supplies long term credit.

The Federal Intermediate Credit Bank supplies intermediate
and short term loans. Aside from being able to render
better service if specialized, there are different risks.
Long term loans by their very nature are higher risk than
short term loans, According to the different degrees of
risk, public investers have varying condifence in the dif
ferent terms of their investment. Furthermore1 sources

of loanable funds for long term and short term loans are
different. Long term loanable fund can be loaned for
both short and long term purposes but short term loanable
fund8 can be used for only short term loans.

The Bank for Ccoperatives in Thailand is now grant-
ing loans with a wide range in terms. To make short term
loans from the long term loanable funds acquired by the
bank is not proper practice for following reasons.

(a) Different securities are required by the bank
for the different terms - land mortgage for long term and
chattel mortgage for short term. This difference will af-
fect public investors' decisions in buying long term bonds.
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Most of them will prefer those secured by land mortgages.

(b) Short-term loanable funds may be relatively
easy to obtain from commercial banks, other short-term

credit sources, and/or by selling shorter term bonds to
public investors who prefer this type of investment.

Source of Loanable Fund

The capital of the Federal Land Bank was subscribed
by the U.S. Government. Most of the proceeds from the sal.
of stock was to be invested in specified types of secu-

rities, mostly government bonds. Those securities could
be used to secure federal land bank bonds which the partic-

ular bank might issue. In this way the banks obtained
funds to loan. The capital of the Federal Intermediate
Credit Bank was also subscribed by the U.S. Government
and the Bank could loan this money. In practice, however,
the Intermediate Credit Banks followed the same policy as
the federal land banks did and obtained their loanable
funds by selling bonds (22 p. 71-72, 107).

The Bank for Cooperatives in Thailand, on the other
hand, lends its oi capital subscribed by the Thai Govern-
ment. The capital, of course, was not sufficient, so the
bank asked the Government several times to issue debenture
bonds. The bonds were guaranteed, both principal and in-
terest, by the Government who issued them. The Bank also
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borrowed large amounts from the Government Saving Bank

and the Ministry of Finance which in fact comprise major

part of the bank's loanable funds (see Table 6).
It can be seen that the bank's operation depends

entirely on borrowings from the government. The bank

should attempt to follow the practice of the federal land
banks or the federal intermediate credit banks in the
United States by obtaining loanable funds from the pub-
lic. This means the bank must improve its operation and

status in order to acquire the confidence of public in-
vestors. Only in this way can the bank provide steady
and reliable agricultural credit. Reliance on the Go-

vernment for Its supply of loanable funds has meant that
at times the Bank has nothing to lend because the Govern-
ment is unable to provide additional funds.

Restriction On Security for Farm Lean

The farm used as security for a loan from the Fe-
deral Land Bank Is required to be of adequate size, or an
economic unit. This is a wise provision for otherwise
loans might be made on farms that produce little Income,
meking repayment impossIble (22 p. 83).

This concept should be considered more fully by the
Bank for Cooperatives in Thailand which was established by
the Government to help farmers obtain needed credit. Some
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Table 6. Principal sources of loanable funds of the Bank
for Cooperatives at the end of the year 1956

S2UTCe ount in baht,
Bonds issued in 1940 10,404.000

Bonds issued in 1942 4,654,600

Loans from the Government Saving Bank 113,650,000

Loans from the Ministry of Finance 107,150,000

Counterpart Loans 4,260,189
Time deposits 9,692,433

Demand deposits 6,304,058

Capital stock io,000,000

Total 266,115,280
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farms in Thailand may be too small to repay even a small
loan. By setting the fixed and very low appraised value
of land, the bank does give some consideration to this
point.

Red isco

In the case of short-term loans for production or
marketing, the federal intermediate credit bank can re-
discount paper, due in 9 months, with the Federal Reserve
Bank (22 p. 107).

This could be implemented in Thailand by permittin
the Department of Marketing Cooperatives to rediscount
short-term paper, which it grants to marketing coopera-
tives, with the National Bank of Thailand. This process
would extend more production and marketing credit to farm-
ers and in turn, gives more meaning to marketing farm pro-
ducts cooperatively.

nab1e Fund of Private Organizations

Commercial banks and life insurance companies in
the United States extend much credit to farmers by lending
their reserve funds.

This practice cannot apply to present conditions in
Thailand because there are no facilities to make it poe-
sible. However, this method provides some ideas for the
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future that some loanable funds may be available f ag-

riculture from these sources when there are facilities
provided for using them.

Private Individuals' Lending Activities

In the U.S.A., as well as in Thailand, individuals,
collectively, are certainly the most active lenders in
rural areas. In several areas they supply as much as 50
percent of the farm mortgage credit used (22 P. 191).
In addition to individual lenders, merchants also furnish
goods including farm supplies to farmers on credit which
amounted to something between I and 3 billion dollars in
1922 (22 p. 200). Interest rates of loans made by indi-
viduals are relatively high (22 p. 195) and the cost of
merchants' credit is also high. However, this form of

credit has declined for several reasons. The supply of

capital has increased greatly in the U.S. because of rapid
capital accumulation in industrial centers as the nation
became highly industrialized, so that credit funds are
easily obtained than formerly (22 p. 274). Various credit
agencies have increased their activities and new lenders,
especially those federally sponsored, have been organized
and the added competition has reduced farm interest rates
to some extent (22 p. 194, 200, 202). Nevertheless, pri-
vate lenders often have the advantage of long acquaintances



as friends or relatives of borrowers and there may be

little red tape in making these loans, which results in
low costs. Also, private lenders often are willing to
assume risks of various sorts that most other lending
agencies hesitate to take, thus keeping this an importhnt
source of credit (Table 7).

This U.S. experienc, should be considered in re-
ducing farm interest rates in Thailand. Capital forma-
tion resulting in more capital funds being available,
and more credit agencies to compete with each other, will
result in lower interest rates for farm loans. This

problem and what can be done in Thailand will be de-
veloped in the next chapter.
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Table 7. Long-term farm mortgage and short-term credit
outstanding in the United States,

January 1, 1953, classified by lenders
(Million of Dollars)

Long-term farm mortgage credit
1. Private agencies and individuals:

Life insurance companies
All operating banks
Individuals and miscellaneous

Total private
2. Public and semipublic:

Farm Credit Administration
Federal Land Banks
Land Bank Commissioner

Farmers Home Administration

$1,702
1,033
3,052

$1,071
24

$5,787

Farm Ownership 190
Farm Housing 68

Total public and
semipublic $1,353

Grand total, long-term
mortgages $7,140

Short-term credit
1. Private

Commercial banks $3,921
Other private (estimated) 3,400

Total private $7,321

2. Public and semipubl&c
Farm Credit Administration

Intermediate credit banks $ 83
Production credit associations 599

Farmers Home Administration
Production and subsistence 291
Other 57

Commodity Credit Corporation 447
Total public and semipublic 1,477
Grand total, short-term loans 8,798



CHAPTER V

iROBLEMS AND RECOMMENDATIONS

The study of agricultural credit in Thailand in-
dicates that the existing credit facilities for agricul-
ture are inadequate to meet the needs of farmers. Pri-
vat. farm loans are costly becaus. of very high interest
rates. The governmental aids to farmers by means of co

operatives granting loans for farming and marketing at
relatively low interest rates, has increased total farm
credit to only a small degree because of a scarcity of
loanable funds. Government sponsored cooperatives have

done little to reduce the interest rates of private money
lenders. The scarcity of loanable funds is due to the
fact that in 1951, for reasons of internal financing, the
Government issued 15 year bonds which were known as the

National Loan, amounting to 200 million baht with 4.5
percent per annum interest. The sale of these bonds was
not successful due to the low rate of interest at which
offered. It was not until 1956, when the Government

raised the interest rate of these bonds to 8 percent per

annum that it was possible to attract buyers. This

series of events resulted in the Bank for Cooperatives
being unable to issue any debenture bond8 to obtain more
loanable funds at reasonable cost.
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Essentials of Capital Formation

In a developed country, such as the U.S.A., where
considerable capital has been accumulated, the average
interest rate per annum of Government obligations was

only 1.82 percent in 1954 (s p. 312). An interest rate
of 5 percent per annum is the permitted maximum rate for
federal land bank bonds secured by farm mortgages taken
by the bank. This is without any guarantee by the U.S.
Government,

The interest rate of 8 percent per annum for Thai
Government obligations must be considered as a very high
rate compared to either the U.S. interest rate or the
rate of output in terms of money of Thai farms which is
only 7.23 percent of total capital invested in farming
(Chapter 3). This is, generally true in underdeveloped
countries, due to the scarcity of capital funds. The im-

provement of credit institutions is needed as discussed
in the previous chapter, but the improved institutions do
not of themselves bring new resources or capital into ex-

istence1 To promote the flow of capital funds into agri-
culture will create capital shortage, elsewhere. Cer-

tainly, agricu1tiral production should be Improved to ob-
tain the higher rates of output in the form of both pro-
ducts and money income. To do this requires not only
credit for farming, but also the development of ancillary
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services such as storage, transportation, and marketing

facilities for which capital accumulation is needed.

Possibility of Capital Formation

Capital formation is possible by increasing the

volume of real saving, so that funds that would have been

used for consumption purposes can be released for other

purposes. Finance and credit mechanism must be provided

for facilitating the savings so that productive use may

be made of the funds. This discussion will be devoted to

a consideration of capital formation, savings, and appro

prate functions involved to achieve this end.

Sources of Savings

Savings can come from two main sources, voluntary

savings of people and forced savings. The latter may be

done through taxation and inflation.

In Thailand where most people produce for subsis.

tence, there is difficulty in levying taxes on income and

preventing evasion. Most revenue from taxation comes from

indirect taxes, custom duties, sales taxes and land taxes.

The expansion of direct taxation would therefore tend to

press heavily on low income groups, such as farmers, be

cause of their inability to shift the tax to others.

Moreover, while involuntary saving is increased by taxation
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voluntary saving may be diminished since individuals may

reduce their voluntary savings in order to maintain their
former consumption level. So, forced savings through
taxation should be relied on to only a small extent.

Forced savings through inflation are harmful when

prices rise more rapidly than the income of some groups
in the community especially the salary earners. They may

consume less, but on the other hand, may reduce their lev-
el of savings to maintain their consumption level. The

effects on distribution of income tend to be more serious.
The farmer may benefit little, because non-agricultural
prices and services rise faster than farm prices. In-

flation has incidental advantages in reducing the debt
of farmers, but it may discourage lenders. Furthermore,

it is easy for inflation to begin and excessive inflation
will lead to a breakdown in the normal money market mech-

anism and create balance of payment difficulties by de
creasing the value of the local currency.

The forced savings problems mentioned above in-

crease the importance that should be given to voluntary
savings, both because an increase in voluntary savings
reduces inflation and because they are a better method
of diverting resources to growth.



Restrictions on Present Voluntary Savings

Poverty is, of course, a major obstacle, not
only in keeping the supply of savings small, but also in
enabling them to be used effectively. For example, even

with credit, the income of many farmers is still only at
a subsistence level.

Willingness to save is often not very high.
Even when farmers can produce more they may consume more

of their products or satisfy the need for more consumer
goods, rather than save.

As the result of prestige and social pressure,
there is often the very expensive tradition of ceremonial
expenditure. This not only destroys savings but also
leading to further debt.

4, A small industrial base in Thailand means it
is not possible to make alternative uses of labors more
productive. So, there is some disguised unemployment

labor on farms (8 p. 101) which results in a very low
average, income per capita and thus less opportunity to
save.

Most existing savings of individuals are in
form of hoards, consisting of gold and jewelry regarded
by them as liquid assets which are easy to convert to
cash when needed, Considerable social prestige resu
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by oing and wearing jewelry and is viewed as more dur
able than paper money. It is considered to be safer to
hoard jewelry and gold than paper money. Lack of finan

cial institutions in rural areas make hoarding a neces
sity.

Proposed Plans or Encouraging Voluntary Savings

Even though the people are very poor, a small
fraction of their yearly incomes could be saved thereby
accumulating more capital in agriculture. Hoards and

jewelry show some f their willingness to save. Indi

vidual savings are very small amounts. Nevertheless,

the total of these may be a fairly large. Even though

savings are inadequate to meet all requirements they
should not be neglected. Plans should be made encourag

ing more savings, collecting the small units of savings
into aggregates large enough to use and providing

agencies for their effective distribution should be prom
moted. The plans for encouraging savings in Thailand
f 01 low.

1. Ihe basic requirement in encouraging savings
Is education directed toward changing attitudes concern
ing social prestige. Most schools in rural areas are
government owned, and even private schools are under gov-

ernrnent control. Where schools exist, much may be done
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by inducing habits of thrift and saving by thrift clubs,
school cooperatives and especially teaching the impor-
tance of saving in class as a part of the curriculum. Of

course, saving facilities must be provided for.
Informal education through rural cooperatives,

which now exist in almost every province of the country,
must be aimed to point out the value of saving and the
uses of banking deposits for saving in the form of money
in contrast to hoards and jewelry saving which make say-
lags unproductive.

2. Convenience in depositing savings, even of
small amounts can be provided by establishment of the

provincial cooperative banks of which there are now only

two banks of this type available (Chapter 2). The banks

should be organized in every province where there is
considerable activity by cooperatives, The banks would

not only be useful to the general people but would also
better serve the cooperative movement which is now in

difficulty because of inadequate loan funds. Where there

is little cooperative activity, branch banks and post of-
fice saving banks which are now operated in some part of
the country by the Government could be established. Sav-

ing Banks should be extended to all parts of the country.
Some of the rural cooperative societies may be improved

so that they will be able to serve as savings branches of
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the banks. Furthermore, traveling agents of the banks
or mobile saving banks could be provided for some remote
areas. It is important that small depositors are not
made to feel inferior by the attitude of petty officials
and depositors must be made to feel that they can with-
draw their savings at any time.

3. Establishing confidence in the banking system
is a most important consideration. To obtain the public
confidence, the Government must authorize the banks and

insure the deposits with such banks at a fixed amount per
depositor in each bank. This guaranteed amount could be

10,000 baht which is not much for rich people but is a
great deal to the person of average wealth. Under dif-

ferent circumstances or areas, the amount may be more or
less but when it is fixed, it should not be decreased un-

less such change is necessary and must be declared in ad-

vance to allow depositors to adjust their deposits accord-
ingly if they wish.

4, Alternative means to compensate for the loss
of social prestige by depositing savings instead of using
them for jewelry purchases should be provided by the Go-
vernment. Through the local administrative offices or the
provincial banks yearly contests among depositors could be
held. Those who deposit the largest amount in terms of
income level, by income groups, would be declared to the
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public by the Government as winners and receive official
recognition and an appropriate award. In this way, the
depositors can regain their social prestige and in the
long run be able to buy jewelry, too. The contest results
would encourage other people in community to save more so

as to gain recognition and possibly win the award in the
following years,

When one wears a 15 gram gold bracelót, it is
equivalent to having cash in the amount of about 600 baht.
To retain this feeling, the bank could provide an imita
tion gold bracelet when the depositors' savings amounted
to 600 baht, Of course, the larger depositors could re-

ceive larger bracelets or other kinds of imitations. This

Is only an example of incentive schemes that could be de-
vised to Increase savings.

It can be seen that it Is essential that attitudes
must be changed to give social prestige to saving, other-
wise savIngs will not occur. Furthermore, it is itnpor-
tant that savers know their money is safe and can be with-
dra at any time. Many Thai people are afraid of losing
their possessions or of being robbed. These advantages

could be used as propaganda to stimulate more saving.
5. Propaganda to increase saving insectives should

be made through the government administrative offices show-

ing the advantage of saving especially in the form of money



deposited with the banks and the disadvantages of extr
vagance and saving in the form of jewelry or hoards.
would be hoped that this propaganda would change the so-

cial and customary attitudes which now prevail concern-

ing the large expenditures often made in connection with
marriage and other ceremonies.

Productive uses of the savings such as for
village improvements, roads, irrigation works or local
industries, which appear directly to benefit the savers
and other members of their community, should encourage

them to save even more. This may be stimulated by the
Government in the issuing of local loans and stimulating
local productiveprojects grant-in.aid for such purposes.

Only with public confidence in thefinancial
institutions is there any hope to attract some of the
idle money and make it available for productive uses.

Attractive forms of savings such as postal saving with the
chance to either win prizes or money back by a specific
date, will still attract considerable idle money for a
long time.

More industries must be initiated by the Govern-
ment, the largest capital owner in the country. The GOv-

ernment may employ unproductive workers in agriculture

and the service industries on capital creating projects
- roads, irrigation systems and simple construction work.
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The industrialization and the capital creating projects
thus provid, income for otherwise wasted labor which
means more income per capita which increases the poten-
tial amount of funds that could be saved.

General Conclusions

It has been the purpose of this chapter to out-
line the possibilities involved in capital formation
which is the real underlying need of agricultural credit
in Thailand where scarcity of capital exists and creates
obstacles to more efficient agricultural production.
Scarcity of capital funds can not be solved simply by
creating financial institutions and by monetary expansion.
A strong financial structure is important in influencing
the mobility and allocation of capital and channeling
savings into productive investment as stressed in this
chapter, The mere existence of channels of finance does.
not guarantee an increase in the level of capital accumu-
lation. Nor would the problem of capital accumulation in
real terms be solved even if there was a perfectly ela
tic supply of money, Without additional, real savings,
monetary expansion may merely generate inflation because
the greater amount of money in circulation with a fixed
amount of capital goods will create higher prices and thus
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lower the value of money. So, capital formation is
greatly needed in Thailand.

The Government should realize the necessity of
capital formation. This would not only enable the ex
isting agricultural credit system of both government
sponsored cooperatives and private lending agencies to
serve farmers better, but it would build a base to sup
port the further expansion of the system so that a]].
kind of productive investment would result,thereby

stimulating economic development of the country as a

whole.
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