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ii. Foreword
This assessment was completed as a Banking With the Poor Network (BWTP Network) activity of the Citi
Network Strengthening Program, in collaboration with the Foundation for Development Cooperation, SEEP
Network and funded by the Citi Foundation.
The Citi Network Strengthening Program supports the development of Industry Assessments for national and
regional level networks. The purpose of the BWTP Network Industry Assessments is to provide an overview of
the microfinance sectors in which the BWTP Network operates. These assessments aim to extend beyond the
performance of individual institutions, and focus on the development of the microfinance market as a whole
by being both descriptive and analytical in nature. The aim of these assessments is to provide an outlook
on each industry that is a valuable resource to the BWTP Network, its members and the wider microfinance
community.
The ‘Microfinance Industry Report: Thailand’ is a review of the microfinance sector in Thailand, and constitutes
a new contribution to the BWTP Network’s Asia Resource Centre for Microfinance (ARCM).
The ARCM is based on dialogue and information exchange at national and regional levels in South and
Southeast Asia, and aims to constitute a one-stop learning and information hub for BWTP members and other
microfinance actors in Asia.
The ARCM promotes increased outreach and efficiency of financial services for the poor in South and
Southeast Asia, services that are essential in the fight against poverty in the region, improving the lives of
millions through asset building and increased income.
The ARCM has two main objectives:

>> First, the ARCM aims to encourage partnerships and cooperation in Asia, among microfinance providers and
supporters, and between providers and financiers, in order to increase financial support for microfinance
schemes and to increase peer learning.
>> Second, the ARCM aims to build a knowledge management platform accessible to all microfinance actors in
the Asia region, in order to increase institutional capacity, to increase the dissemination of innovations, and
to develop regional and sub-regional standards in microfinance.

The Microfinance Industry Report: Thailand describes a sector that is heavily dominated by government
programs and intervention that has limited the growth of a viable commercial sector. As this report
goes to press (April 2010) the Government of Thailand is introducing further regulation that may
deepen government involvement in subsidised village banking on a national scale. All efforts have been
made to ensure that information is as up-to-date and accurate as possible taking into consideration
the most recent period of uncertainty. For updates, visit the Microfinance Thailand website at
www.microfinancethailand.com .
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1. Country Profile - Thailand
1.1 Country and Microfinance
Industry Overview
Table 1: Population and Demographic
Data, Thailand
Total population
(Sep. 2009 est., NSO)

67,000,000

Estimated number of people
below the poverty line plus 20
percent

19,000,000

Estimated number of households
below the poverty line plus 20
percent

5,200,000

Estimated number of households
needing access to credit – market
potential (A)

6,200,000

Number of active borrowers (B)

4,500,000

percent of people currently having 72.6 percent
access to credit as percentage of
market potential (B/A)
Market gap in numbers (C = A-B)

1,700,000

Market gap in percentage (C/A)

27.4 percent

Sources: NSO, NESDB, and BOT.

Thailand has a long history of development in the
microfinance industry, which corresponds with
its large dynamic rural sector. National Statistical
Office1 (NSO) statistics show that in 2007, 63
percent of the population (41 million) lived in rural
areas. About 92 percent of these were farmers.
While these farmers generate approximately
11 percent of the country’s GDP, their output is
the raw material base for Thailand’s large agroprocessing sector, which contributes to about
25 percent of the country’s total export value.2
The remaining 8 percent of the rural population
are employed in a variety of areas, primarily as low
skilled workers in the, manufacturing, construction,
and transport sectors.
In the case of small and medium sized enterprises
(SMEs), according to the SME Development
Bank of Thailand (SME Bank), the total number
of business enterprises throughout Thailand was
estimated at 1.87 million in 2006; 99 percent

6
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of these are SMEs. They account for nearly 80
percent of non-farm employment, 42 percent of
GDP and 38 percent of manufactured exports.3
There were roughly 10,000 SMEs registered during
the first quarter of 2009, while about 5,000 closed
down, mainly due to lack of access to credit.4
The Kasikorn Bank (KBank) has estimated that if these
statistics included micro enterprises resulting from
the government’s One Tambol One Product (OTOP)
program and new self-employed entrepreneurs
consisting of educated, unemployed office workers,
the number of SMEs would increase to over 2.4
million (as of early 2009) but only one third have
access to credit from the formal financial sector.5
According to the Office of the National Economic
and Social Development Board (NESDB), those
living below the poverty line (using the UN
benchmark of USD 1.25 per day) earn less than
THB 1,443 per month6. This is 14 percent of the
country’s GNP per capita of THB 10,043 per month.
NSO statistics show that 8.5 percent (5.5 million) of
Thailand’s population lived below the poverty line
in 2007, a rapid improvement from the 21 percent
(12.6 million) in 2000. However, it is estimated that
13 percent of the rural population (5.3 million) are
considered “poor” people or “rural poor”; two thirds
are concentrated in the north-east of the country. It
is also estimated that 18 percent of the population
(12 million) are “urban poor”. There are also several
hundred thousand more poor people among the
minority hill tribes in the Northern part of the
country, as well as refugees along the border who
do not have Thai nationality, and so are not included
in the country census. These people are also in need
of financial services.
Thailand remains a bank-based economy where
most business sectors and citizens obtain funds
(working capital) and financial services from
commercial banks. A survey in 2007 by the Bank of
Thailand (BOT) and the NSO found that 9.61 percent
1
2
3
4
5
6

National Statistical Office, 2008a and 2008b.
Bank of Thailand, 2009b.
Nattapon Dejvitak. 2006.
Marketeer, 2009.
Op. cit.
Office of the National Economic and Social Development
Board, 2007a.

of both the country’s households and SMEs did not
have access to financial services. Amongst those
with access to financial services, 16.35 percent were
serviced by the semi-formal and informal sectors.
While the number of households without access
to any financial services is relatively modest, the
survey found that a much larger proportion of the
population (33.93 percent of households) did not
have access to credit. The majority of households
in these groups are served by specialized financial
institutions (SFIs), 6.41 percent from the first and
5.73 percent from the second income quintile.
Households in the third, fourth and fifth (highest)
income groups using the services of SFIs are at 4.12
percent, 2.68 percent and 0.98 percent respectively.
In summary, lower-income households rely mainly on
government SFIs and informal financial intermediaries
such as the Government Savings Bank (GSB) and Bank
of Agriculture and Agricultural Cooperatives (BAAC)
or self-help savings groups. Although a relatively high
proportion of households have access to financial
services, they do not use these services to secure loans
or other credit products. The financial services available
to these groups include savings deposits, debit card,
money transfers, cashier and gift checks, cash payment
and on-line deduction, money exchange and foreign
bill collection.

savings groups. This linkage would encourage
the banks, which have sufficient capital but
insufficient customer credit information, to engage
in microfinance business by utilising the customer
credit information of CIs and savings groups.
Currently, the MOF is considering three approaches to
providing microfinance services to low-income people:
i.

Give permission to experienced foreign
investors to start microfinance activities;

ii.

Allow commercial banks to partner with third
party microfinance experts and foreign investors;

iii. Allow commercial banks to operate
microfinance programs through separate
entities, such microfinance subsidiaries.
Bt/
M
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2. Characteristics and Experiences
of Microfinance
2.1 General Characteristics
Thailand has a relatively thin and segmented
finance market that has nonetheless been fairly
efficient at mobilising savings and channelling
funds to the rural population and commercial
agriculture. From a conventional perspective, the
size of the microfinance industry in Thailand is small,
as the government has been the main provider.
There has been a lack of concerted effort in creating
a legal environment friendly to private and/or NGOs
microfinance operations in Thailand (see Box 1).
Most of the private and/or NGOs microfinance
programs are small and target specific groups of
people such as those living in urban slums, factory
workers, people living with HIV/AIDs, minority hilltribes, or non-resident refugees along the border
with neighbouring countries. These programs are
generally independent and rarely collaborate with
each other.

i.

The Microfinance Master Plan in development aims
to regulate MFIs in the second and third categories
under appropriate prudential regulations and
integrate them as part of the country’s formal
financial sector.
Figure 3: Thailand’s Microfinance System

The MOF has divided the current microfinance
system in Thailand into three main categories:7
i.

i.

8

Formal
Commercial banks, Financial
Companies, Credit Fonciers,
BAAC, GSB, GHB, EXIM Bank,
Islamic Bank, SME Bank,
Insurance companies, and
Non-bank financial institutions

Formal and large MFIs are those formal financial
institutions (bank and non-bank) operating
under
prudential
regulations8 including
commercial retail financial institutions and the
government’s Special Financial Institutions
(SFIs), i.e., Government Savings Bank (GSB),
Bank for Agriculture and Agricultural
Cooperatives (BAAC), SME Development
Bank, Islamic Bank, et al. Although there is
no specific data on the total amount of funds
operating under microfinance services of these
organisations, the MOF has estimated that
credit supplied by formal financial institutions
is about THB 7.73 trillion (approx. USD $235 B)
or about 89.7 percent of total credit in 2007.
Semi-formal MFIs are legal, member-based MFIs
operating under non-prudential regulations
to promote savings and investment within
communities, including agricultural, savings,
and credit union cooperatives, registered
savings-for-production groups, and Village
and Urban Revolving Fund (VRF). The amount
of funds provided by this category of MFIs
was around THB 860 billions (≈USD 24.5 B) or
about 10 percent of the total credit in 2007.
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Informal Independent and Self-help savings
and credit groups are informal, community
member-based
organisations
promoting
savings and providing lending services to
community members. These groups are
usually established with support from external
organisers, including NGOs, local government
agencies, and monks. Most of them follow
either the village bank or solidarity group
operating models. The amount of funds
provided by MFIs in this group is estimated
at over THB 30 billion (approx. USD $910 M)
or only 0.3 percent of the total credit in 2007.

Credit Coverage*
THB 7.730 Trillion**
USD 234 Billion

Semi-formal
Village and Urban
Communities Revolving Fund,
Agriculture / Savings / Credit
Union Cooperatives, Registered
Savings for Production Groups

THB 860 Billion
USD 26 Billion

Self-help
Saja Savings Groups, Village
Bank, NGOs MFIs, other
financial intermediary
organizations

THB 30 Bil.
USD 909 Mil.

* Estimated by Ministry of Finance, there is no official data to date.
** The figure represents credit of the entire formal financial system;
number for only MFIs portion is not available.
Source: Fiscal Policy Office, Ministry of Finance, as at December 2007
7
8

Fiscal Policy Office, 2005c.
See list of formal financial institutions offering microfinance
services in Thailand and related regulator and laws at http://www.
bot.or.th/English/FinancialInstitutions/FIStructure/FI_System/
Regulator

Box 1: Thaksinomics: How Populism Trumped Financial Inclusion in Thailand
Thai politics is a game played out in the arena of an uneasy constitutional democracy, interrupted by
military interventions. Most recently, the struggle between the ‘red-shirts’ (supporters of exiled exPrime Minister Thaksin Shinawatra) and the ‘yellow-shirts’ (mainly the anti-Thaksin People’s Alliance for
Democracy), has gained much international media attention. One constant in Thai politics since the
election of Thaksin has been an increased level of government involvement in the provision of financial
services to the poor, as well as to other politically-favoured groups.
The government of Thaksin Shinawatra was elected early in 2001 on a populist platform promising to
reduce poverty levels and to accelerate recovery from the Asian economic crisis. The new government
was pledged to implement a one million baht (about $24,000) revolving credit fund for each of
Thailand’s 77,000 villages, to create a ‘People’s Bank’ for grassroots lending and to declare a three-year
debt moratorium for farmers. As well, it was about to commence the broader program of pump-priming
and consumption-led growth stimulated by cheap credit which has come to be known as ‘Thaksinomics’
(a set of economic principles espoused by Prime Minister Thaksin).
As chair of the Asia-Pacific Economic Cooperation process (APEC) in 2003, Thailand placed a study of
‘specialised financial institutions’ (SFIs) on APEC’s agenda. Many considered the Thai proposal as
designed primarily to validate and promote Thaksinomic policies of subsidised credit and state-directed
‘policy lending’. Its underlying assumption appeared to be that private sector financial institutions
would be unable to provide services, especially credit, under circumstances such as those of the Asian
financial crisis and the subsequent economic recovery. Since market forces could not be relied upon, it
was presumed necessary for the state to create and/or underwrite SFIs in order to achieve the necessary
‘linkage’ between the banking and social sectors.
The resultant Thai study of SFIs published by APEC endorsed SFIs providing subsidized credit, as well
as other elements of an economic nationalist policy agenda at odds with APEC’s own foundational
principles. In hindsight, Thaksinomic policies of ‘easy money’ may have damaged Thai government banks
and eroded the rural credit culture. With this precedent established, no subsequent Thai government
has been able to avoid engaging in a political ‘auction’ characterized by cheap credit schemes and other
populist programs. For APEC, its efforts to identify and promote policies for financial inclusion and
sustainable microfinance suffered a setback that lasted until 2008, when the APEC Business Advisory
Council resumed discussion of how APEC Finance Ministers might be persuaded to endorse and adopt
policies for financial inclusion.
Adapted from ‘APEC and Specialized Financial Institutions: The Influence of Thaksinomics’, Dr John Conroy,
The Foundation for Development Cooperation, 2004.
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2.2 Key Players
The key players in each of the three main categories
are described below.

2.2.1 Formal MFIs
i.

Bank for Agriculture and Agricultural
Cooperatives

The Bank for Agriculture and Agricultural
Cooperatives (BAAC) was established under the
BAAC Act in 1966 as a vehicle to deliver low-cost
credit to Thai farmers. In the past four decades,
the BAAC has evolved to meet the diversified
demands of a market-driven and growing rural
economy, and has become the predominant rural
lender in Thailand. It is now providing financial
services both directly to farmers and through
agriculture cooperative institutions (CIs) and
farmers’ associations at below-market interest rates
for agriculture and agriculturally-related activities.
The most notable features of BAAC’s success are its
depth of outreach to Thailand’s rural poor and its
vast savings mobilisation.
In 2007, the BAAC had extended its reach to
approximately 98 percent of all farm families in
Thailand through its 75 provincial offices, which
supervise 945 branches throughout the country,
along with 946 field units scattered around local
areas nationwide. The BAAC has been modernising
its service-delivery systems and has very low
administrative costs as a result (about 2 percent of
total assets). This is partly accomplished through a
modest but fluctuating dependence on subsidies.
Of the 5.91 million farm families that had access
to credit services from BAAC for the fiscal year
2007 (April 2007 to March 2008), 4.34 million were
individual farmers that received credit directly from
BAAC, 1.57 million were members of agricultural
cooperatives and 1,200 farmer families were
members of farmers’ associations.
Although the BAAC’s aggressive expansion of its
lending portfolio has incorporated a vast new
clientele into the formal financial sector, legal
limitations on certain practices have led to a
decline in the bank’s overall loan repayment rates.
Timely loan repayment rates averaged 88 percent

10
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with much of the arrears balance repaid belatedly,
leading to very small eventual loan losses (0.03
percent in FY2007), despite an exclusive focus on
agriculture and agriculture-related enterprises,
which are vulnerable to the vagaries of nature and
volatile fluctuations in input-output prices.
The BAAC has funded its substantial loan outreach
primarily through vigorous efforts to mobilise rural
savings over the last two decades. At the end of
FY 2007, BAAC had a total deposit outstanding of
THB 514.67 billion (approx. USD $15 B), an increase
of THB 18.05 billion (approx. USD $0.5 B), or 3.63
percent, from the preceding year. Outstanding
credit stood at THB 449.18 billion (approx. USD
$12.8 B). This gives a loan/deposit ratio of 87
percent, a marked increase from 31 percent in 1986
and 78 percent in 1996. This is much higher than
any commercial bank.
ii.

Government Savings Bank (GSB)

In 1913, the GSB was introduced to Thailand and
was the first government owned bank to focus
on “micro” savings. By the end of 2007, the GSB
offered 21 savings products and 16 loan products,
7 of which are in line with government policy to
support grassroots development and 9 products
to support SMEs and general businesses, as well as
other financial services. These include, for example,
special services for the Muslim community, boat and
motor cycle banking, community and school banks,
finance education, and career and professional
development training. The GSB also offers loans
as small as THB 2,000 (USD $57). The GSB delivers
these services through its 597 branches nationwide,
of which 18 are community bank outlets, 2 subbranches, 343 Islamic bank outlets, 18 service
outlets, 187 service outlets at district offices, 2
mobile service boats, 20 mobile service buses,
1,005 ATMs, and 214 school bank outlets. The Bank
has also expanded its GSB Express Service by using
motorcycles to serve large and corporate customers
in the Bangkok metro area.
As of end-2007, the GSB’s administrative costs
amounted to only 1.5 percent of total assets, while
loan losses were at 0.02 percent. With a total of THB
644 billion (approx. USD $18.4 B) in savings deposits

and a total loan portfolio of THB 470 billion (approx.
USD $13.4 B), the GSB has a deposit-to-loan-ratio of
73 percent (an increase from 52 percent in 2003).
Of the several products and services of the GSB,
there are two successful MFI programs worth
noting.

A. People’s Bank Program
The People’s Bank program is one of the most
popular MFI products of the GSB and was piloted
in 2000, with product design support from the
Consultative Group to Assist the Poorest (CGAP).
The People’s Bank program was fully implemented
in 2001 to focus on providing low interest rate credit
(less than 1 percent per month) for investment
activities and/or businesses, with a THB 72 million
(approx. USD $2 M) supporting budget from the
government.
As of 2007, the People’s Bank program had over 1.68
million clients with a total loan value of THB 42.4
billion (approx. USD $1.2 B) or 9 percent of the GSB’s
total loan portfolio.

B. Community Bank Program
A Community Bank receives direct community
involvement in its operation and management
through an Advisory Committee, together with the
GSB and local government sector. “Involvement” in
this case means that members of the community
have a say in the type of financial services provided.
At the same time, the community is expected to
maintain and improve the performance of the bank
in order to sustain it for the optimum benefit of the
community. As a result, each Community Bank is set
up according to the needs of the local community
and owned by everyone in the community. It is
a progressive step for village banks or self-help
savings groups or Cis, coupled with guidance from
professional bankers. The first Community Bank was
established at Amphur Omkoi, Chiang Mai province
in 1999. Since then, other government banks, such
as Krung Thai Bank (KTB) and the BAAC, have also
applied this concept to their operations. Currently,
the GSB has 18 Community Banks serving the
country.

iii. Commercial Retail Banks
Retail banks aim to offer financial services for SMEs
and low-income customers, subject to customer
lending limits. Since 1990, the structure of the Thai
financial system has undergone a remarkable shift.
In addition to the customary practice of receiving
deposits and extending loans, the BOT now allows
commercial banks to provide more business
financial services, such as insurance or preparing
feasibility studies for projects or investment.
Following the implementation of the Financial
Sector Master Plan in 2004, banking services
started to reach out to the lower income segments,
especially SMEs. Additional requirements for
commercial banks seeking retail banking licenses
to improve financial services to SMEs and retail
customers increased the accessibility of financial
services to smaller businesses, especially in the
rural areas. In the initial phase of this Master Plan,
only currently operating and qualified financial
companies and credit financiers were able to apply
for retail banking licenses. Tier-1 retail banks are
required to have a minimum capital of THB 250
million (approx. USD $7 M) and are allowed to open
branches, with no limits placed on the number or
location.
However, the 1997 country’s financial crisis severely
affected all commercial banks in Thailand. High
levels of non-performing loans (NPLs) made
commercial banks more cautious in approving loans
to potential high risk customers, which are mostly
small businesses. Almost all existing commercial
banks also have retail banking operations and
have started to introduce several new products for
SMEs and personal banking services. For example,
Siam Commercial Bank (SCB) introduced ‘Speedy
Cash’ and ‘Speedy Loan’ for personal banking and
the ‘Chao Sua Noi Project’ or ‘Little Tycoon Loan’ for
SMEs; Kasikorn Bank (KBank) launched its ‘K-Express
Cash’ for ‘K-Personal Credit’ and the ‘K-SME’ program,
offering loans that are customised to fit each client’s
purpose and providing professional training for
new entrepreneurs through its K-SME Care centre;
Bangkok Bank (BBL) offers 6 types of housing loans
and started its Bualuang SMEs Innovation Project,
providing special loans and innovative business
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models and ideas, as well as conducting research
and developing innovations support as a business
partner.
In the second phase of the National Financial
Sector Master Plan implemented since late-2009,
the government’s strategies to strengthen the
country’s microfinance industry include allowing
existing commercial banks to downscale, or set up
a microfinance window as a separate subsidiary.
As such, the BOT has been offering seminars and
training to educate staff of commercial banks about
the unique characteristics of microfinance practices,
to prepare them for the actual implementation of
the new law.

C. Non-Bank Financial Institutions
Non-bank financial institutions (NBFIs) still have
a small role in comparison to commercial banks
in Thailand’s economy. At the end of 2005, the
total credit of traditional NBFI’s was approximately
THB 714 Billion (approx. USD $20.4 B) or about 9.5
percent of the total value of the whole credit in the
financial system.
The implementation of the Financial Sector Master
Plan following the economic crisis has given NBFIs
an opportunity to expand their role as sources of
funding for businesses and the general public.
Commercial banks have been very cautious since
1997, which has resulted in decreased release of
credit, and reduced credit lines. Credit from NBFIs
has helped to alleviate these problems of NPL’s due
to this ‘credit crunch’. One of the key advantages
of obtaining credit from NBFIs is that these credit
schemes do not require collateral. NBFIs tend to
deal in liquid rather than collateral-based lending,
quite different from banks.
A few NGOs have taken the form of NBFIs to
implement their microfinance activities in Thailand.
However, the main limitation for NGOs on this path
is that the minimum capital requirement for a nonbank company in Thailand is THB 50 million (approx.
USD $1.4 M), which is beyond the capacity of the
majority of NGOs.

12
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The limited role of NBFIs can be partly attributed to
the following;

>> The related laws, and the implementation of
related laws, rules and regulations and their
supervision are unclear.
>> The level of regulation between different types
of enterprise varies or is sometimes completely
lacking, meaning that each operates under
different regulatory standards. This may also
translate to unfair advantages or disadvantages to
entrepreneurs with the same type of business.
>> There are no specific laws relating to non-bank
businesses. Financial institutions must depend on
other related laws, and there are possible conflicts
between these laws.
>> Data regarding NBFIs is randomly distributed
among several organisations such as the NonBank Entrepreneur Association, the Ministry of
Commerce, the Bank of Thailand, and several other
research centres. There is no central database.
This hampers the public sector when trying to
plan suitable and effective developmental and
regulatory policies.
These problems particularly affect developing nonbank financial institutions.

2.2.2 Semi-formal MFIs
i.

Cooperatives Institutions (CIs) and Savingsfor-Production Groups (SGs)

Cooperative Institutions (CIs) and Savings-forProduction Groups (SGs) are member-based
organisations and make up the second largest
group of microfinance service providers in Thailand.
The main businesses of these groups are providing
savings and credit services, as well as products
distribution services through member shops.
CIs are regulated under the Cooperatives Act of
1968 and overseen by the Cooperatives Promotion
Department
(CPD),
Cooperative
Auditing
Department (CAD), Ministry of Agriculture and
Cooperatives. However, the regulations are
complicated and interpreting them and complying
with them is onerous for the management of CIs
and Credit Unions.

SGs, on the other hand, have chosen not to
register as ‘cooperatives’ to avoid the complexity
and limitations of being a registered cooperative.
This exemption was granted by the MOF and the
BOT in 1974, but there is a requirement that they
register and operate under guidance developed by
the Community Development Department (CDD),
Minister of Interior; and to also agree to deposit
their savings with the government-owned Krung
Thai Bank. Since then, the growth of SGs has been
quite rapid, having better success in matching
customers’ needs and achieving sustainability than
existing registered CIs. In 2004, the government
issued the Agriculture Groups Act of 2004 which
required these SGs to register under CPD and
be supervised by CAD, but with more relaxed
regulations than CIs.
According to the CAD reports, as of September
2009, there were 13,453 registered CIs and SGs
in Thailand; an increase from 10,487 in 2007. This
can be divided into 7,682 CIs (included agriculture
and non-agriculture as well as credit union
cooperatives) and 5,771 SGs. These groups have
over 10 million members (9.5 M and 0.6 M for CIs
and SGs, respectively) or 16 percent of the total
population. The Rural Thai Villages Report 2007,
produced by CDD, indicates that 13.79 percent of
the total 7.9 million rural households borrowed
from cooperatives, and 28.73 percent borrowed
from savings groups. However, the report did not
indicate whether these savings groups are only
registered SGs or also included also unregistered
self-help and Sajja savings groups.9
As of the end of the fiscal year 2009 (August 2008
– July 2009), the total savings stood at THB 316.1
billion (approx. USD $9 B), an increase from THB
237.5 billion (approx. USD $6.8 B) in 2007, most of
them (99.9 percent) belong to CIs. The loan portfolio
totalled THB 787 billion (approx. USD $22.5 B - an

9

increase from THB 561.5 billion in 2007), with almost
all (99.9 percent) belong to CIs. The total operating
fund stood at THB 1.1 trillion (approx. USD $31 B), an
increase from THB 809 billion (approx. USD $23 B) in
2007, which was equal to approximately 12 percent
of the country’s GDP. Capital is thus sufficient
enough to cover external debt by 3 times. NPLs’
ratio also was quite low and stood at 0.1 percent of
loans outstanding for Cis, and 1.8 percent for SGs in
2008.
Despite these positive numbers, these groups have
limited types of services, inadequate liquidity and
minimal business scale, as well as a lack of effective
and efficient management systems. Although the
majority of these groups have been profitable, total
expenditure has been rather high at 80 percent of
income since 2005 (80 percent for CIs, 99 percent for
SGs). This has resulted in gross margins of around
18 percent during the past 5 years. Return on Equity
(ROE) and Return on Assets (ROA) ratios were also
quite low, ranging between 7-12 percent for ROE
and only 3.6-3.8 percent for ROA during the past 5
years.
The evaluations done by CAD indicate that in 2008
a total of 40.5 percent of CIs did not meet the
operation standard, an improvement from 43.6
percent in 2006. Better performers were savings
cooperatives (only 7.9 percent did not meet
standard) and credit union cooperatives (27.9
percent) though both of these deteriorated in 2006
(from 0.80 percent and 25.1 percent, respectively).
The
worst
performing
were
agricultural
cooperatives, with 49.2 percent below standard in
2008, improving nevertheless from 54.7 percent in
2006. The main reason (71.1 percent) for the low
standard of performance was a lack of accounting
staff, which then led to lack of appropriate
management information. Combined frequently
with high management turnover, the result is often

The Sajja (Truth) Savings Group is very much like a pledge savings group, but incorporated the Buddhist principle of Truthfulness, Sajja. It
was initiated in 1985 by a Buddhist monk who observed the luxurious spending habits of young people in the village who still depended on
their poor parents for money. He persuaded these youths to take a vow or Sajja to save part of their money for a revolving fund. The elders
in the village also joined the Sajja Group. Since then, the Concept was adopted by villages throughout the country, with support from the
Community Development Department (CDD). Today, Sajja savings groups have became a common basic model of self-help savings groups
among small villages around Thailand.
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an accumulated weakness that has a negative
impact on these institutions’ financial status and
future operations. Nonetheless, several successful
CIs and SGs, especially savings cooperatives, have
become best practice cases as well.10
ii.

Village and Urban Revolving Fund (VRF)

In 2001, the government launched the Village and
Urban Revolving Fund (VRF) program, which aimed
to provide THB 1 million (approx. USD $22,500) to
every village and urban community in Thailand
as working capital for locally-run rotating credit
associations. The money was quickly disbursed to
locally-run committees in almost all of Thailand’s
74,000 villages and over 4,500 urban (including
military) communities. The Fund was designed and
intended to help boost household-level non-farm
enterprise. The total initial injection of capital into
the economy amounted to THB 78 billion (approx.
USD 1.75 B) or 1.5 percent of GDP, making it the
most ambitious microfinance program initiative in
the world to date. By May 2005, the VRF committees
had lent a total of about THB 259 billion (approx.
USD $8.3 B), with an average loan of THB 15,000
(approx. USD 466). The money has been channelled
to the VRF clients through the BAAC and GSB, the
key microfinance arms of the government.
The government rates VRFs on a variety of efficiency
and “social” criteria. Those that are rated AAA in any
given year are provided with a bonus of a further
THB 100,000 to add to their working capital. VRFs
can also borrow up to an additional THB 1 million
(USD $22,500) from the BAAC or GSB. The size of
the additional loan is determined by the BAAC or
GSB, using their respective criteria. Some of the
more dynamic VRFs are attempting to become rural
banks, which would potentially lead to an efficiency
gain in that it would allow money to move across
villages.
The borrowers of VRFs were disproportionately
poor and agricultural. Fund borrowing in 2004
was associated with, on average, 1.9 percent more
income, 3.3 percent more expenditure, and about
5 percent more ownership of durable goods. These

results are broadly consistent with the results
from instrumental variables models (where the
identifying instrument was the inverse of village
size), which however show a smaller (marginal)
effect. Households that borrowed both from the
revolving fund and the BAAC gained substantially
more in terms of higher income than those who
borrowed from either one or from neither.
Several research studies11 indicate that VRFs have
had a moderate impact on household spending
and income. It increased total short-term credit,
consumption, and income growth, but decreased
asset growth. Most of the impact from VRF
borrowing is concentrated in the poorest quintile
of the population as measured by expenditure
per capita, or borrowers which are more typical
customers of informal financial institutions. The
findings also reflect that VRFs reduced credit
constraints and increased spending by 5.2 percent,
making the program markedly pro-poor. The
effect of the VRF appears to increase agricultural
investment. Business income increased, especially
in female-headed households, as did labour
income. However, overall this micro-credit program
increased consumption among villagers rather
than being used primarily for income-generating
activities.

2.2.3 Informal Independent and
Self-help Savings Groups
i.

NGO MFIs

It is quite difficult to get a full picture of, and
information on, NGO MFIs in Thailand. This is
because most NGOs in Thailand are operating
either as foundations or associations, with existing
laws that are quite restrictive when applied to the
provision of financial services. Therefore, most of
these organizations might not admit publicly that
they have microfinance projects, or they might only
provide backup support both in term of finance
(seed funding grants) and know-how (operation and
management) for villagers in establishing their own
savings groups or village banks, without expecting

10 See Walaitat Worakul, 2006.
11 See Kaboski, Joseph P. and Robert M. Townsend, 2009; Menkhoff, Lukas and Ornsiri Rungruxsirivorn, 2009; Wannapa Phetde. 2008;
Bawornphan Achakul and Warawan Chanduaiwit, 2007; Jirawan Boonperm, Jonathan Haughton, and Shahidur R. Khandker, 2007.
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Box 2: Microcredit and Environmental Conservation Program
Population and Community Development Association (PDA), the largest Thai NGO in the country, launched
its most innovative microfinance program focusing on environmental conservation activities by using
reforestation as a means of capital formation through Village Banks. Each community generates money
for a Village Bank by planting trees. For each tree planted, a small amount of money is put into a central
revolving fund until there is enough for the Bank to begin business. Each Village Bank is managed by a
committee, comprised of half male half female members. To borrow from the bank, villagers must buy
a minimum number of shares, as well as open a savings account at the bank. A savings account pays 6
percent interest, which is much higher than any other major banks.
The bank gives loans to individuals or groups, at a low interest rate, to start up business ventures. The
trees are inspected every year and a financial bonus is put into the revolving fund for every tree that is
healthy and a deduction is made for each tree that is dead. Half of all profits in the Village Bank go towards
community development activities. These projects promote villager participation in forest conservation
and replenishment of public lands and degraded areas. They also convert open land into forests for
economic use without depleting existing ones. The Village Bank projects have proven to be extremely
popular; they see high rates of repayment and high rates of investment.
Source: Population and Community Development Association (PDA)’s website: www.pda.or.th/eng/micro_credit.asp

Box 3: Baan Muang Kham’s Village Bank
Baan Muang Kham is a small farming village in the Mae Taeng district in Chiangmai province in the north
of Thailand. Most people in this area farm rice, bean or potatoes for a living. In June of 2008, a group of
44 women joined together and formed a Village Bank. Each month, members would meet together and
collect a minimum of 50 baht in savings from each member. After several months, the Village Bank started
to use the group’s savings to provide income-generating loans to it members. Interest rates were set at 3
percent per month, which was significantly lower than the moneylender in the village who charged 10-20
percent per month.
Within a year, the Village Bank had increased in size to over 55 members and Village Bank has become
confident enough to start borrowing additional funds to re-lend to its members in order to cover more
loan demands. By June 2009, the Village Bank was lending nearly 300,000 baht to its members every six
months and was making sizeable returns on their money. During the first year of existence, members
were received huge returns on their savings. The average member had saved 650 baht in the first year and
received approximately 460 baht in interest on their funds.
The goal of this Village Bank is to collect enough savings so that they do not need to continue borrowing
from outsiders to cover their village’s loan demands. The group currently completes its own bookkeeping
and accounting without outside assistance. It is expected that within 5 years, Baan Muang Kham will not
need to rely on any government, NGO or outside assistance with regards to its financial services.
Source: Common Interest Foundation, Thailand, 2009.
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any return on the funding. A few also work through
existing cooperatives and savings groups; these
operations can continue due to lack of required
supervision and enforcement of authorities.
Currently, there are only a handful (less than 30)
known NGOs that have microfinance related
programs. Most of these programs are projects of
missionary organisations or international NGOs;
only a few are local. A few NGOs with a more serious
focus on microfinance activities have registered
or are undergoing the process of registering
themselves as a company, i.e., Small Enterprise
Development (SED) Co. Ltd., and Common Interest
Foundation.
Normally, NGO microfinance programs are relatively
small and have strong development objectives.
Their aim is to provide microfinance services to
improve the household economic position of lowincome minority groups who reside in remote
rural areas and do not have access to finance. For
example, SED is based in the Northern province
of Surin and works with the poor in that region.
Common Interest is based in Chiangmai in the
North and focuses on women and minority hilltribe groups in Chiangmai and nearby provinces.
The Population and Community Development
Association (PDA) has projects around the country,
but targets poorer communities. These NGO MFIs
usually also have more innovative models and
methods than other institutions which often result
in higher development impacts than formal and
semi-formal MFIs (See Box 1). They are mostly small
and location specific.
To have a better picture of these NGOs, current
data gathered12 from ten NGOs willing to share
information on their microfinance programs show
that they have around 52,000 member customers
with a total of THB 62.4 million (USD $1.8 M) in
savings and THB 243 million (USD $6.9 M) in their
conbined outstanding loan portfolio. The majority
of this was contributed by the World Vision
Foundation, who alone has around 31,000 credit
customers with THB 190 million (USD $5.4 M) in
outstanding loan portfolios (although no savings
services are offered).
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ii.

Self-help Savings Groups

The self-help grass-root savings groups in Thailand
started in 1965 as a joint effort of members and
community leaders, a result of the lack of access to
the formal financial services sector. Most of these
self-help savings groups are usually small, locally
based, offer only savings and credit services, and
are monitored by their own members. A study13
shows that at the beginning of 2005 there were over
48,770 self-help financial service groups around the
country (an increase from 39,003 groups in 2002),
with close to 10 million members (an increase from
4.6 million in 2002), and over THB 13 billion (USD $
375 M) in savings (an increase from THB 10 billion
(USD $291 M) in 2002). According to the Report
on Quality of Life of Rural Thai based on the Basic
Needs Information Year 2007 by CDD, 7,926,620
households around the country are members
of at least one of these groups, and 2.3 million
households or 28.7 percent borrowed from one of
these groups.
Most of these self-help savings groups apply
village banking or solidarity group methodologies,
which have been proven to be the most successful
models for Thailand, with varying strategies in
raising and mobilising funds. Many of these groups
were started as community development projects
with assistances and supports from NGOs or local
government development agencies or monks (See
Boxes 3 and 4).
95 percent of Thailand’s population are Buddhist
communities, especially in rural areas, and are
typically structured around Buddhist temples (wat).
Therefore, there are many successful and unique
self-help self-reliance savings and credit groups
initiated by monks around Thailand. Many of these
savings groups have become best practice cases
in microfinance within the country, due to their
innovative strategies to mobilise resources for the
best benefit of the community (Box 4).

12 The data collection was undertaken by staff of the Common
Interest Foundation for the purposes of this paper.
13 Paiboon Wattanasiritham, 2003.

Box 4: Impact on Women
Nor Ae, as a Karen hill-tribeswoman, has had difficulties accessing financial services from the formal sector
neither banks, government programs nor moneylenders would offer her a loan. Because of her limited
economic opportunities, Nor Ae gained employment as a day labourer in the fields of Thai farmers. Savings
of THB50 (USD1.50) per month after she joined the Village Bank in her community in February 2009
qualified her for a loan which she used to purchase a small cow. She hopes to sell it for a profit once she
fattens it up.
Uchin, a rice and longan farmer, also started to save THB50 per month in April 2008 with the Village Bank
in her community. Uchin usually buy seeds and fertilizer from the local store on a 10 percent interest per
month credit. She would also have to sell her rice and longan harvest to this same store. When she qualified
for a loan, she used it to buy seeds and fertilizer. She not only made significant savings on interest charges
but also made 36 percent on her savings during her first year. She plans to continue saving to qualify for
larger loans in the future.
Matsee sells used items in her local market. Normally, she would borrow funds from the moneylender to
buy large quantities of supplies in a larger market. The local moneylender charges 20 percent per month
in interest. In April 2009, Matsee decided to join her community’s Village Bank and start saving THB30
(USD0.86) per month and now qualifies to borrow up to 5,000 baht at interest rates of 2 percent per month.
The savings on interest charges will significantly improve her profit margins.
Source: Common Interest Foundation.

Box 5: Trad Province Savings Groups
The Trad Province Savings Groups started off in 1990, by a development monk, with 2 Sajja savings groups.
Over a decade later at the end of 2002, it had grown to become 157 groups or, generally, one savings group
for one village in the entire Trad Province. As of 2002, the groups have 47,197 members and a combined
savings of THB 145 million (USD 4.2 M) as well as THB 29 million (USD 0.8 M) combined welfare funds.
Apart from communities’ welfare funds, the Groups also have extended their activities to various other
services including:

>> supporting the conservation and protection of one of the largest mangrove forests in Thailand together
with the various marine resources,
>> promoting the use of bio-fertilizers to reduce costs in agriculture as well as for better health protection
and improved agricultural production,
>> collective bargaining and cooperative arrangements for the purchase and sale of various goods and
services such as rich, molasses (for production of bio-fertilizers), cooking gas, lubricating oil, motor vehicle
insurance service, etc.,
>> livelihood training and development programs,
>> spiritual enhancement through specific teaching program as well as through the regular monthly
communal gatherings for the savings and credit transactions.
Source: Paiboon Wattanasiritham, 2003.
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Apart from providing savings and credit services,
these groups also use their surplus profit to set
up multi-purpose welfare funds covering health,
education, occupation, and support for children,
youth, women, elderly, orphans, the disabled,
and also folk artists. Some of the Medical Expense
Welfare Funds of these groups can easily cover the
full medical cost of an artery by-pass operation
for a member. Earlier this decade, many of these
grassroots savings groups banded together to
form networks for various purposes, including the
creation and operation of welfare facilities. This
has added more avenues for internally-generated
resource mobilisation. A few of the stronger ones
had transformed into community banks under the
support of GSB or other banks.
Often, the key factor behind the success of most of
these strong groups is the outstanding leadership
and unique charisma of their individual leaders.
As such, the groups are vulnerable without an
adept leader. Capable successors are also difficult
to find in most cases. This is a matter of concern
and unresolved for many of these active groups.
It is hoped that dependency on one figure can be
reduced by a standardized systematic operating
and management system.

D. Informal private financial services
There are many forms of informal microfinance
resources around the country including savings
groups similar to the ROSCA groups or locally
called ‘Share Groups’14 which exist in almost every
social group throughout the country and include
vendors’ credit at almost every gold vendor and
local coffee shop operating like private pawnshops,
as well as private money lenders. Some of the illegal
lending operations provide ‘shark loans’ of interest
rates as high as 2 percent per day and some of the
big operations can have circulation flow of funds
reaching THB 200 million (USD $5.7 M).
However, the extension of financial services by
formal and semi-formal financial institutions has
replaced a certain level of dependency on local
money lenders as the main source of funds in
rural areas. A survey by the Thailand Development
Research Institute (TDRI) indicates that the share
of informal sector lending has declined from
56 percent in 1985 to 40 percent in 1995 in the
Northeastern region. Several research studies in
the early 2000s also confirmed the decrease in
dependency on private money lenders since the
implementation of the government’s VRF program
in 2001. In 2006, a survey by the BOT and NSO
found that their share of informal sector lending
had dropped to 9 percent of total credit market.
However, a recent survey by CAD and the University
of the Thai Chamber of Commerce indicated that
informal lending has increased to 20 percent in
early 2009. This study also found an increasing trend
of informal sector debt among low-income people
leading into 2010.
14 See features of Thailand’s share game at http://www.gdrc.org/
icm/sher.html
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3. Challenges and Opportunities
Currently, there are still a few constraints for
MFIs in Thailand. However, it is hoped that the
implementation of new Microfinance Master Plan
should ease many of these constraints and open
up more opportunities for the new players. The key
constraints are as follows:
i.

Subsidised credits

The above discussion reveals that access to
subsidised low interest rate credits for the poor
remains a problem in Thailand, but is different from
many other countries. The problem is chiefly the
proliferation of too much subsidised credit from
multiple sources. Such credit is often used for nonincome generating items and activities, which leads
to an inability to pay existing debts. Therefore overindebtedness often results from poor clients seeking
new and more loans, and most of the time, with
higher interest rate from private money lenders, to
repay their earlier debts. Thus, this leads to deeper
indebtedness as the cycle would continue.
To make things worse, apart from injecting more
subsidised lower interest loans for the poor, the
Thai government helped to lift these overwhelmed
debt problems of the poor by introduced debt
restructuring, a debt moratorium, and debt
forgiving programs. These are very sensitive and
delicate tools to apply in microfinance, because
they send the wrong signal to poor borrowers
that deferring payments on their loans or even
defaulting are acceptable practices.
From the microfinance perspective, the practices of
the Thai government are considered to be unfair to
other MFIs and are unconducive to promoting an
attractive environment for others players to enter
into this market. Such practices are also hindering
the growth of the microfinance sector in Thailand.
The Thai government should therefore reconsider
the broad impact of such policies, which can
hamper both poor borrowers themselves and the
microfinance industry as a whole.

ii.

Sustainable interest rates

Interest rates charged by most semi-formal MFIs in
Thailand span a wide range; from 10 percent to 24
percent per annum. Although the BOT had lifted all
interest rate ceilings for formal financial institutions
in 1992, it still stipulates a 15 percent per annum
interest rate on personal loans from NBFIs and
private individuals, capped at 28 percent per annum
inclusive of all related fees. For credit card services,
banks usually charge additional penalty interest on
late payment, which increases the total interest rate
to the maximum level of personal loans. As such,
Thailand is likely to be one of the very few countries,
if not the only country, where interest rates charged
by MFIs are lower than banks.
Because of high competition from subsidised low
interest rate credits provided by the government,
it is difficult for non-government MFIs to increase
their credit interest to a sustainable rate. It is hoped
that soon-to-be implemented regulations will open
up the microfinance market and the government
will assume a more regulatory role and level the
playing field in order to attract more investors and
players into the country’s microfinance industry.
iii. Reliable information
Information asymmetry has been one of the key
constraints in microfinance industry around the
world. It is common practice for borrowers to
seek loans from multiple sources. But the lack of
appropriate market and customer credit information
in the microfinance business makes it difficult for
an MFI to determine whether a loan applicant
already has a loan outstanding with other financial
provider(s), or whether he/she is blacklisted for bad
repayment records or defaulted on prior loans.
There is, however, some hope in this regard.
The BOT is considering, as part of the upcoming
Microfinance Master Plan, to set up a separate
microfinance credit bureau in conjunction to
the current existing credit bureau office. Even if
this occurs, it is expected several years would be
required for any microfinance credit bureau to
become fully functional.
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iv. Fraud
Though fraud is a common concern among MFIs
and cannot be eliminated entirely, it can certainly be
mitigated. It is not uncommon among semi-formal
and independent MFIs in Thailand for managers to
disappear with a large sum of their operating funds.
Several more focused development impact studies
also found that most of the clients being reached by
formal and semi-formal MFIs were wealthier people
in the communities. It is also not unusual to find
many of these wealthier groups were in leadership
positions of the community or committees of
financial services projects. It is possible therefore
for these wealthy groups to secure large loans at
better interest rates, and then to lend that sum out
to poorer people at higher rates, especially those
who are in need of money and/or having difficulties
accessing loans or getting timely loans from other
sources.
Standardised and proper management systems
can help prevent and reduce fraud incidents in
the microfinance industry as it did for all formal
financial institutions.
v.

Lack of appropriate legal entity for MFIs

The microfinance business is different from
the traditional financial business transactions
undertaken by commercial financial institutions
(both bank and non-bank) that provide various
financial services or the BAAC or cooperatives, not to
mention foundations and associations or business
operations. Therefore, there is no appropriate legal
entity that is suitable for microfinance operations
under current laws in Thailand15. The best support
format currently is the non-bank lending company.
However, it requires a minimum registered and paid
up capital of THB 50 million (≈USD 1.4 M) under
existing law and is quite high for many existing MFIs.

From the CIs’ point of view, the current
complicated top-down regulations are burdening
management rather than supporting the growth
of CIs. As in the case of saving-for-production
groups mentioned earlier, operating without a
cooperativetitle gives them much more flexibility
to better serve their members at lower costs and
reduce unnecessary work.
The MOF and the BOT has planned, under the
country first Microfinance Master Plan, to relax several
financial regulations, along with new regulations
for microfinance players. It has to consider whether
any conditions or factors in the plan will support
and allow MFIs in carry out their full potential. The
MOF and BOT also need to consider how the new
regulations will affect the whole financial system.
Nonetheless, microfinance must still exist to meet the
needs of those who do not have access to financial
services and must rely on informal debt, which results
in higher interest rate.
vi. Institutional capability
The high turnover of management among
cooperatives and dependency on individual
leaders among savings groups have been matters
of concern for the future performance of many
MFIs. Dealing with these challenges as well as with
the design and implementation of microfinance
products and services raises many questions about
the technical mechanisms and the institutional
capabilities required, including but not limited to,
qualified staff and ability to design products with
client participation. Closure of MFIs for any of these
reasons can create negative impact on poor clients
in the communities they aimed to serve.
The BOT plans to promote technical assistance
under the first Microfinance Master Plan so as to
increase the institutional capability of existing semiformal and self-help MFIs.

15 See institutional options for microfinance activities in Thailand at www.microfinancethailand.com/docs/institutional_options.pdf.

20

m icrofinanc e ind u str y r e port - T H A I L A N D

vii. Fund management and investment
opportunities

Future Prospects of the Microfinance
Master Plan

MFIs have faced many challenges in fund
management, even with capable professional
management personnel. While some MFIs use the
extra income for additional lending activities, others
see themselves trapped by the limited investment
opportunities they face under the governing laws as
well as a lack of the required knowledge and skills.
Foundations and associations, which are the legal
form of most NGO MFIs, are subject to a 15 percent
tax on interest received from savings; furthermore,
foundations are not permitted to do business.

The Microfinance Master Plan will relax some
financial regulations to attract commercial banks and
new players into the industry. Is is hoped that these
proposed changes will not only increase financial
access to low income families, but contribute to a
narrowing of the national income gap.

The current Cooperative law also prevents
cooperatives from offering loans to non-members
and limits investment opportunities on excess funds
in hands. Hence, many cooperatives and savings
groups have substantial amount of unused funds,
while others lack funds to respond to unmet credit
demands among their members.

However, it is normal to have mixed opinions from
the perspective of current MFIs. While commercial
banks are more open to the prospect, development
focused MFIs are concerned that the profit
orientation of commercial banks might overtake
the focus on social responsibility and community
development aspect of MFIs.. International NGO
MFIs are looking forward to the relaxation of
regulations but CIs and SGs are concerned about
losing the flexibility they currently have if they are
forced to operate under the new law. Many are also
concerned about ceding control to the professional
commercial banks or foreign expert MFIs they might
have to link up with in order to survive.
The liberalisation of financial institutions can be
a double-edged sword, resulting in both gains
and losses, depending on how prudently these
institutions exercise their new-found freedom in
handling portfolios. MFIs must bear in mind at
all times that greater liberty carries with it more
risks which, if not well-managed, may backfire to
outstrip any initial gains. Nevertheless, increased
competition with respect to interest rates and
credit availability pushes financial intermediaries to
improve and professionalise their services.
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