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1. MSMEs Access to Financial Services

The Bank of Thailand’s Study of 2007 shows:

(  83% of the population have access to financial services from the formal sector.


(
The rest either had no access or relied on semi-formal or unorganized sources.


(  If the issue is narrowed down to access to credit, we find that only 43% have access from the formal sector.  Out of these, only 31% obtain credit from commercial banks, state-owned specialized financial institutions (SFI), and non-bank financial institutions, the rest from cooperatives and unorganized sources.


(  The BOT study also shows that 70% of the credit accrue to the top 20% of the population.


(  The main barriers to access of credit for the vast majority are the lack of collateral and the absence of financial status.

Since the lending infrastructure is a crucial factor in determining the availability of credit and the willingness of financial institutions to lend, and the conditions surrounding SMEs and micro-enterprises are different, this paper will address the issue faced by the 2 groups separately. And since access to financial services in Thailand, as the BOT study shows, is already available for the vast majority of the population, this paper will focus only on the issue of access to credit.
2.  SMEs Access to Credit

The high growth of the Thai economy since the 1980s has enabled a large number of SMEs to expand their business and eventually grow to become large companies.  Because of their impressive performance, large companies are the focus of bank lending.  At the same time the majority of SMEs find it difficult to obtain credit from the banks, who view them as riskier borrowers, and because of their small sizes, SMEs do not have the advantage of the economies of scale for lending operations enjoyed by large companies.


The economic crisis in 1997 changes banks’ view on SMEs completely.  The crisis caused a large number of companies to default on their loans, with many undergoing a long restructuring process, and many others out of business.  Banks had to write down their capital and to curtail their lending activities, focusing on only high quality borrowers.


The economic crisis provided an excellent opportunity for extensive regulatory and legal reform. The insolvency law was amended to provide better protection of the creditors rights.  An Act was promulgated to establish a credit bureau as a private enterprise. Accounting and reporting standards were also adopted to ensure accurate and transparent reporting on financial status. Many other reforms were undertaken to enhance borrowers’ discipline and investors’ and creditors’ confidence.


Thus, while most large companies were still in the process of restructuring and recovering, SMEs particularly those that performed well, naturally became more attractive borrowers for the banks. Even after the crisis, when large companies have resumed their normal operations, banks still find that lending to SMEs is indeed profitable. Banks also find that the capital market has become a serious competitor through which large companies can issue their debt instruments. Thus, banks nowadays look at SMEs as attractive borrowers with good potential to grow.

According to Bank of Thailand’s report, at the end of Q1/2011, loans outstanding of commercial banks totaled 8.3 trillion baht, of which about 4 trillion baht are held by SMEs.  The loan performance of SMEs is slightly inferior to that of the large companies.  SMEs NPL at Q1/2011 stood at 5.5% compared with an overall ratio of 3.9%. The delinquency ratio also shows a similar picture: SMEs delinquency ratio was 2.8% compared with large companies 2.1%. Thus, the higher interest rate charged on SMEs may adequately compensate for the inferior quality.

The notion that loan applications of SMEs are more likely to be rejected by banks, is not supported by evidence.  The Bank of Thailand’s report shows that during Q4/2009, the banks’ approval ratio for SMEs was 24.5%, while the overall approval ratio was 31.4%.  During Q4/2010, SMEs approval ratio was 22.5% while the overall ratio was only 6.9%. Again, during Q1/2011 SMEs approval ratio was 12.0% against the overall ratio of 29.4%.  Thus, there are apparently many other factors at play that determine the credit worthiness of a borrower, and the size of the enterprise seems to be quite irrelevant.

It appears that the regulatory and legislative reform in the aftermath of the crisis has laid a strong foundation for the improvement of business conduct. While the insolvency law has improved the protection of creditors’ rights, further amendment is viewed necessary to plug the loopholes that obstruct the foreclosure procedures. On the other hand, the adoption of international accounting standard has assured creditors and investors that they can evaluate the financial status of the borrowers more accurately. The creation of the credit bureau has also played an important role to enhance SME lending. The credit information provided by the credit bureau enables the banks to evaluate the credit risk more accurately, and reduces the processing time, the cost, and the level of bad debts.

Recently, the cabinet approved a bill on collateral but has yet to forward it to parliament. The bill provides for a wide range of assets that can be used to back a loan. These assets include moveable assets, receivables and other intangible assets, the type of assets that SMEs have but the current laws do not recognize them as collaterals. The collateral law will also provide for a well functioning registry, an efficient foreclosure procedure, and better protection of creditors’ rights. Thus the law will further enhance SMEs access to credit, and banks will continue to consider lending to SMEs attractive with good potential to grow.

3.  Lending to the unbanked groups

As the Bank of Thailand’s report shows, the vast majority of the Thai population have access to financial services, which include savings deposit, bill payments, money transfer, etc. Access to credit is very limited, however. The survey also reports that the reasons for the lack of credit are that low-income groups:


(  do not know how to apply for it,

(  do not want to apply at the banks because the banks would not 

    approve anyway,

(  do not have the collateral to back the loan,

(  do not want to bother going through the complicated process, etc.



Despite the high economic growth over the past decades, there are still a considerable proportion of population that have not benefited from the high growth. Low income people are often left behind in the development process, and are excluded from social and public services to improve their skill, health and income. Awareness is growing that access to a wide range of financial services will enable the low-income people to increase their income, build their assets, and improve their resilience to economic shocks. At the recent G20 Summits, for example, Leaders recognized the importance of access to financial services of the low-income groups, and put financial inclusion on priority list of global banking standard – setting bodies. 

ABAC also undertook the initiative that complements the work of the G20, and in its 2009 report, ABAC recommended policy makers to undertake a number of measures that can have the most impact on enhancing access to financial services.


In the case of Thailand, the extensive network of bank branches and the existence of state-owned banks has made available a wide range of financial services throughout most part of the country. As the Bank of Thailand’s report shows, access to credit remains the weakest of the various services available to the low-income groups, particularly in the rural areas. In 2001, the Thai government launched a Village Fund Scheme to provide micro-credit to the unserved and unbanked rural villagers. The scheme provides 1 million baht for each village, totaling 72 billion baht for the entire country. Through this scheme, households in the villages were able to borrow 20,000-50,000 baht each which is used to acquire more land, new equipment, or to start a new business. Since the scheme was implemented in haste, the villagers were not properly trained to manage their loans. Consequently, many households could not repay and became heavily in debt. By 2006, it was reported that only 62 billion baht were paid back, while a large amount of the remaining debt was unaccounted for. It was reported that, among those who managed to repay the loans, many had to borrow from other sources to repay the village fund.  Once cleared of this debt, they become eligible to re-apply for a new loan, and likely to become entangled in the vicious cycle of debt. Without a serious effort to educate them of financial literacy, the sustainability of this scheme remains vulnerable. 

Recognizing that micro-credit needs more players, particularly from more sophisticated lenders, the Bank of Thailand recently issued a note to all commercial banks specifying a number of flexible operational measures to encourage them to extend loans to the grassroots borrowers. These include:


:
no minimum level of income or collateral is required, but banks
are encouraged to use appropriate credit worthiness evaluation;

:
banks can conduct the business out of office for the
convenience of the potential borrowers;


:
to protect the borrowers, banks are urged to be transparent 
about the interest and fees charged, and to provide such information to borrowers timely;

: 
the maximum interest rate is capped at 28%;

:
banks must establish a call center to handle client complaints in
a just and fair manner;

:
banks must maintain risk management standard and must
assure a stable capital adequacy;

:
banks are encouraged to provide innovative and more variety


of products to suit the borrowers’ needs.

How positively commercial banks will respond to this encouragement remains to be seen.  At the moment, there are many players in the microfinance industry, mostly government-owned, operating under different regulatory framework and subject to different requirements.  Commercial banks of course are subject to regular regulations, which are more stringent than other government-owned financial institutions.  Consolidation of regulatory framework can help creating a level playing field, but this must not be at the cost of weakening banking credibility and stability.

A way out is for commercial banks to establish a subsidiary specializing in microcredit, with lower start up cost and with regulatory framework similar to government-owned financial institutions. Non-bank financial institutions may also be interested, which will then allow free entry for competition.

The interest rate cap of 28% for microfinance is in line with the maximum rate for consumer and credit card loans, inclusive of all fees.  If this rate is considered inadequate to cover the higher risks, small lenders may be reluctant to enter or to lend to people with higher risk. The unbanked grass-root people will be driven back into the unorganized market, defeating the purpose of microfinance industry. The rate of 28% per year may look outrageous to people well served by the banking industry, but the fact that a large section of the people still have no access to credit means that the regulated rate is below market equilibrium. Microfinance providers should be allowed more flexibility, and government policy should encourage more players to enter to allow the market to determine a competitive rate.


Finally, the Village Fund Scheme should be re-invigorated. Its lending activity is very much community-based, a practice most appropriate for micro credit operation. What is needed is a serious program to improve the villagers’ financial literacy. And since the Village Fund infrastructure is already in place, the improved ability to manage cash flow and prudency of the villagers will go a long way to enhance their access to credit without causing undue debt burden.
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