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CHAPTER I

Introduction
For a variety of reasons, the economic pace of nations throughout 

the world has proceeded at a sharply varying rate. It is characteristic 

of the lagging nations, broadly described as developing countries, to 
want to accelerate their rates of growth as rapidly as possible. It 
has been expedient at the outset to concentrate substantial powers of 

financing and economic decision making in the hands of the central govern
ment. In the normal course of progress, if development proceeds along 

democratic lines, people assume increasing responsibility in the 
fostering of economic growth. Initially, privately operated businesses 

tend to be small and much of their funds are derived through personal and 
family sources. As industrial development forges ahead, these private 

means of financing have proved both limited and uneconomical. In 

these circumstances, it has been characteristic to look towards the 

possibility of creating a capital market to help provide the required 
financing base. Among other countries, Thailand appears to be in the 
stage of economic development. Accordingly, the methods of formulating 
an efficient capital market become an important consideration in the 

achievement of its economic goals.
Recognizing the importance of the capital market, the Bank of 

Thailand tries to develop the capital market to meet the needs of 

industrial and economic development. This includes the very important 

step of planning for improving the capital market in Thailand.
The purpose of this paper is to review the planning for develop

ment of the capital market that has been discussed by the committee 

of the Bank of Thailand. This paper tries to make this plan more
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effective by considering the capital market theory and the environment 

of the financial and economic situation in Thailand.
In order to better understand this planning, this paper will cover 

the following major areas;
1. General Background of Thailand - This chapter will explain 

about the location of Thailand and the growth of the Thai economy in 

the postwar period.
2. The Theoretical basis for a Capital Market - A discussion of 

the contributions a capital market can make to the economy and the 
characteristics of the market necessary to achieve the objectives.

3. The Development of Capital Market in Thailand - The first 
part of this chapter explains why Thailand needs an effective capital 

market; and the second part summarizes the institution of the capital 

market in Thailand.
4. Planning the Development of the Capital Market in Thailand - 

To develop the growth of a capital market in Thailand, and to insure 
that it makes a contribution to the national economy, requires careful 
coordination of the pertinent institutions, which include Government, 

Intragovernment agency, the Industrial Finance Corporation and the 

Central Bank.

5. Role of the Capital Market Working Group - In anticipating 

the enactment of legislation to bring financial institutions within the 
jurisdiction of the government, there has been created a Working Group 
of the Central Bank. Accordingly, it becomes important to formulate a 

program for such a group.

6. Creating and Providing a Demand and Supply of Stock for the 
Capital Market in Thailand - The first part of this chapter is an
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analysis of the sources from which the demand for stock may be forthcoming 

in Thailand, and the second part is an analysis of the sources from 

which a supply of stock may be generated in Thailand.
7. Creating a Law for Public Companies - One potential source for 

supplying stock is the privately held company; this section describes the 
law that may be developed to encourage companies to "go public" and the 
obligations introduced into the Law.

8. Conclusion
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General Background of Thailand

1. LOCATION
Thailand, located in the center of the Southeast Asia peninsula, 

has a territory of about 200,000 square miles; including a sub
stantial portion of the upper Malay Peninsula and the extensive 
flood plain of the Chao-Phya River. Total population was reported 
to be about 26 million in the census of 1960, with the rate of 

population increase estimated to exceed three percent per year. 
Bangkok, the capital city, is the major concentration of commerce, 

manufacturing and finance.

2. THE GROWTH OF THAI ECONOMY IN THE POST-WAR ERA
The climate of Thailand is tropical, with daytime high tempera

tures, typically in the 80° F. to 90° F. range, and with high 

humidity. The annual rainfall pattern is that of the monsoon, with 

a rainy season extending from April to October, and virtually, no 
rain from November to March. The tempo of rice farming has been 

dominated by this seasonal pattern. So, rice has continued to enjoy 
the central position in production and consumption. It is the 
dietary staple of Thai consumers, the leading export commodity, and 

is produced on the great majority of farms.
The agricultural economy also produces a substantial volume 

of fruits and vegetables, livestock, and poultry products, which 
are consumed almost entirely within the country. After the mid- 

1950*s, important agricultural and export growth and diversification 

were served by rapid expansion of production of maize, cassava 

(tapioca), and kenaf, a fiber similar to jute, used, largely, in

CHAPTER II
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gunny bags.

A portion of employment outside agriculture is in the equally 
traditional areas of commerce, trade, and services. There is 

relatively little manufacturing and much of what there is consists 

of processing activities related to agriculture and mineral ex

traction. Cement production is the oldest established industrial 
activity, and it has expanded rapidly to serve the construction 

boom in highways and buildings. A number of firms produce plastic 

products or textile products. There are motor vehicle assembly 
plants and petroleum refineries.

The growth rate in the non-agricultural sector has been high 
since the second world war, and productivity is sufficient, so the 
non-agricultural share of GNP has nearly doubled that of agriculture 
in the early 1960's.

Per capita incomes are low in Thailand by Western Standards, 
but not by the standards of mainland Asia, or the Middle East.1 

Food production is ample, and government policy has kept food prices 

low. For example, a Bangkok labourer can feed himself adequately on 

the equivalent of $0.25 a day. The climate keeps to a minimum the 
physical requirements for clothing and shelter.

Annual estimates of GNP are available on a relatively consistant 
basis from the period 1946-1969. Table I summarizes the data for 

GNP in current and constant prices and shows the estimated division 
between agricultural and non-agricultural components.

From this data, the agricultural output in the latter 1960's 
was somewhat more than double its level of the latter 1940*s, while 
non-agricultural output has displayed a much higher growth rate.



Non-farm output in 1969 was increased about seven times its level 

of 1947-1948. These differential growth rates brought about a 
substantial shift in the composition of national product. More 

than half of the value added was agricultural in the late 1940's; 

but, by the late 1960's, the non-agricultural part was twice as 

large as the agricultural.
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GROSS NATIONAL PRODUCT OF THAILAND, 1946-1969 

(In Billions of BAHT*)

TABLE 1

Year
Current
Price

In 1956 Prices
Total Agricultural Non-Agricultural

1946 11.0 16.6 10.0 6.6
1947 17.0 20.6 11.2 9.4
1948 19.8 24.2 13.1 11.1
1949 21.8 26.6 13.7 12.9
1950 24.6 29.1 14.0 15.1
1951 29.8 32.5 14.7 17.8
1952 31.1 34.2 14.3 19.9
1953 34.0 38.3 16.5 21.7
1954 33.7 37.8 15.2 22.6
1955 41.6 42.0 17.7 24.3
1956 42.9 42.9 17.8 25.1
1957 45.2 44.5 16.5 28.0
1958 47.0 44.8 18.4 26.5
1959 50.3 44.4 18.9 30.6
1960 53.9 51.7 20.0 33.7
1961 58.9 54.4 20.6 33.7
1962 63.7 58.8 22.1 36.7
1963 68.0 63.8 24.1 39.7
1964 74.6 68.0 24.4 43.6
1965 84.3 73.3 25.2 48.1
1966 101.4 82.2 28.7 53.5
1967 108.4 86.8 27.0 59.8
1968 117.6 94.7 29.0 65.7
1969 130.8 103.6 31.9 71.7

*Thai currency for which approximately one dollar is equal to 20 Baht.

Sources : Sources and methods for 1946-1956 are described in "Measurement 
of Thailand's Economic Growth, 1946-1956", (Thai) Economic Journal 
(Fall, 1970). Data for 1957-1969 are official estimates by NEDB: 1957- 
1959 figures are from National Income of Thailand (1965). Figures for 
1960-1969 are from pre-publication worksheets of the 1969 National 
Income of Thailand volume. The latter revise previous estimates for the 
early 1960's, butit was not possible to extend these revisions back 
into the 1950's. Consequently, there is some discontinuity in the data 
between 1959 and 1960. Probably, the data for 1955-1959 are slightly 
too high, relative to those shown for the I960's.
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The Theoretical Basis for a Capital Market 

Before considering the development of the capital market in 

Thailand, the theoretical basis for a capital market should be in
troduced in order to understand the meaning of a capital market and the 
role it may be expected to play in the economy.

1. The Concept of a Capital Market

The concept of a capital market arises from these distin
guishing principles. One is that the type of funds moving through 
the capital market may come from risk averters, but the unique 

characteristic of this market is that it also draws from investors 
who are risk assumers and are therefore willing to provide capital 
to new or growing ventures where the chances of loss are matched 

by equal or greater opportunities for eventual gain.2 The second 

principle of the capital market is that the mechanism for moving 

its money flows involves specialized institutions such as stock 

exchanges and securities dealers that have their own procedures, 

techniques of control, and applicable legislation.3 The third 

principle refers to the instruments used, which are securities, 
including stocks and bonds not ordinarily available in the other 
markets.̂

In planning the development of a capital market, consideration 
must be given to the implications underlying these three aspects. 
Since its growth depends upon the incentives embodied in the 
potential gains available to risk assuming investors, uncertainty 
is an essential characteristic of the capital market.5 At the same 

time, this uncertainty breeds the abuses of insider exploitation, 

price manipulation and unfair practices. Accordingly, a neat balance

CHAPTER III
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must be struck between the institutional plus legislative controls 

necessary to protect the investor and the degree of freedom required 
to encourage speculative interest.

2. Functions of the Capital Market

A capital market has two closely interrelated parts : a new 

issue market where corporations sell securities for the first time 
to the public and a trading market where the securities, after they 
have been initially issued, may be bought and sold among investors. 
Each of these segments plays a part in the overall contribution 

that the capital market makes to a nation's economy.

Of primary interest to developing countries is the new issue 

market because it represents the direct means whereby financing may 

be provided new or growing enterprises. This result is obtained 

through three principal routes : (1) attracting funds from risk-
oriented investors who alternatively might move in a different 

direction such as to land speculation; (2) providing larger 
aggregates of capital through mobilization of funds now scattered 

throughout the country; (3) pulling funds from hidden sources where 
they might have remained unused.̂

As the economy matures, the trading markets assume greater 
significance. Over the long-run, investors gain familiarity with 
them and engage in a constant process of evaluating the companies 

whose securities are traded. Increasingly, these invesotrs recognize 

the greater profits inherent in capital gains rather than dividends 

and by the stocks of the companies with the most enticing prospects. 
Consequently, these shares rise in price, and as investors become 
willing to accept more modest dividend payments in the hope of
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attaining future greater market gains, the related companies find 

that they are able, to a greater degree, to finance themselves 
through reinvested earnings.

In effect, therefore, the prices of stock in the trading 
markets eventually serve as a mechanism for making funds available 
to companies and thus for allocating the nation's capital among 
its various enterprises.

An important aspect of both the new issue and trading markets 
is that they expose a corporation seeking funds to the test of 

outside judgment, which is particularly important in a developing 

country to insure that the funds move along economic channels. By 

and large, without the availability of a capital market, ventures 

that are ineligible for bank funds either cannot be launched or 

must obtain their financing from private sources. If the venture 

has merit but is never implemented because the conservative bias of 

banks inhibits them from providing the required capital, the economy 
suffers. Similarly, if the venture does not have merit but obtains 

private financing, funds are diverted from potentially more useful 
outlets, and the economy also suffers. Over the long run, in 
countries with well-established capital markets, the judgment of 
many investors, reflected in the pricing mechanism of the market, 
has provided an effective means of discriminating between the values 
of different enterprises and of assessing their future worth to the 

national economy.

The addition to their financing-allocating-testing role, capital 

markets may serve other purposes. Once functioning properly, they 

are potentially a significant source of savings, particularly
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through institutions such as mutual funds. This function has 

assumed increasing prominence as inflationary tendencies have 

continued throughout the world. It has afforded the opportunity 

to individuals with modest means to protect the capital value of 

at least a portion of their savings from being eroded by rising 

prices levels. From the corporation's point of view, the capital 
market provides equity financing thereby reducing the risk of overly 

extended borrowing and permitting the corporation to attain a better 

balanced capital structure between bonds and stocks. Finally, by 
creating an objective basis for establishing prices, the capital 
market facilitates the determination of valuations for such pur
poses as taxation and mergers.

3. The Market Characteristics Required to Achieve These Functions

It has been shown that for the capital markets to function in 
a manner that makes a positive contribution to the national welfare, 

a logical relationship must exist between the price of a security 

and the intrinsic worth of the corporation it represents. Short

term discrepancies may and will occur but over the long-term, it 
is in dispensable that the relationship obtain.

By reflecting genuine values, the prices of securities will 

direct funds to the deserving enterprises. So, the nation's capital 
will be allocated in an efficient manner and the economy will grow. 

In the same vein, individuals who place a portion of their savings 
in appropriately priced stocks will find the value of their invest
ment rising and therefore affording an offset to the inroads of 
inflation. Similarly, an expanding equity base will provide a 

buffer to the debt portion of a corporation's capitalization and
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facilitate the development of a balanced financing program. From 

the other point of view, if the judgment of investors has properly 

detected firms with poor prospects, the prices of their stock will 

decline, and pressure will be placed upon the managements to im

prove their operations or seek more worthwhile business opportunities. 

In this manner, too, the pricing mechanism provides a fair and equit
able basis for taxation and mergers.

Clearly, perfect pricing is impossible because it assumes complete 

knowledge ; accordingly, if it existed, there whould be only either 
buyers or sellers and the market would be destroyed.^ In an efficient 
market, the pricing mechanism moves towards the establishment of 
levels that reflect real values and therefore permits achievements
of the contribution described above.

1The investor must be in a position to make rational decisions.

So, it is essential that he has available sufficiently accurate infor

mation concerning the companies to assess their prospects and that 

he possess the analytic capacity to make appropriate evaluations.

It cannot be expected either that complete data will be provided or 
that all investors will be endowed with the desired perceptive 

talents, but conditions must be sufficient to place the balance of 
decision-making in the hands of knowledgeable investors.

In addition, the investor must be able to operate in markets that 
are conducive to producing an efficient pricing mechanism. So, 
certain standards are required. First, the markets must be fair.
By this is meant that prices are determined by the free forces of 
demand and supply without any artificial restraints produced by mani
pulative devices. Secondly, the market must be liquid which implies
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that securities may be sold within a reasonable period of time at 

approximately prevailing prices. Without liquidity investors would 
be discouraged from placing money in securities and therefore the 
markets financing potential would be reduced. Moreover, to serve 
as a source of savings, the market must provide for the ready re
demption of invested funds. The third standard is orderliness, 
referring to the fact that price changes take place in a relatively 

smooth fashion. This notion does not prevent long-term upward or 

downward trends from occurring but means that the differentials in 

successive transactions are reasonably close. The reason for this 
standard is to minimize the possibility that big jumps in prices 

will have such a strong psychological impact upon investors as to 

destroy their rationality. The history of capital markets has 

indicated that great speculative waves or severe panics, either 

of which destroys the tie between price and value, are fostered by 

large gaps in the intervals between price changes. Orderliness is 
particularly important in the formative stages of a capital market 

when investors are likely to be relatively unsophisticated and more 
prone to react emotionally to abrupt price movements.

In essence, in order to develop an efficient capital market that 
makes a positive contribution to the nation economy, there must 

exist a body of investors capable of making rational decisions to 

invest funds in markets that are fair, liquid and orderly.
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CHAPTER IV

Development of Capital Market in Thailand

1. Development in Thailand

The last fifteen years have seen the less developed countries swept 
by a determination to accelerate the pace of their economic development.

This determination has been manifested by an increasing industrialization, 

and by the hope that industrial expansion can be achieved. The progress 
has been impeded in most countries by the lack of various ingredients 
of industrial development. The important impediment is a shortage of 
capital for industrial investment, because the prospects of a less-developed 
country for rapid development of a capital market are limited. However, 
some capital usually does exist in the form of private saving. Those 
savings are not enough for investment in industry and such wealth is 

traditionally invested in land or commercial enterprises. In view of 

these problems, it is necessary for a less-developed country to build a 

capital market to help in providing the required financing base and also 

to provide funds for investment later. Among other countries, Thailand 

appears to be at this stage of economic development. A capital market 

becomes an important consideration in the achievement of its economic 
goals.

The pressure as mentioned above resulted in a reaction which had 

already begun in Thailand in the early 1960's. Many financial institutions 
were established in and around Bangkok such as, Bangkok Stock Exchange,

Siam Industrial Credit Company, Thai Investment and Securities Company 
(TISCO), Bangkok First National City Development Finance Corporation (FNCDF), 
Nomura Securities and Private Investment Company of Asia (PICA). Several 

additional investment banks or mutual funds are in the offing but their
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activities are still limited though the potentialities are great.

2. Institution of the Capital Market in Thailand
As mentioned above, there are many kinds of financial institutions 

directly related to the capital market. These include institutional 

investors such as insurance companies and commercial banks which may 

serve both as financing agents and investors, stock market, financial 
companies development bank and other non-bank institutions. Most of them 

will be discussed as follows : 
a. Commercial Banks

The commercial banks in Thailand are fairly well developed and 

of dominating importance in the financial system.^ The commercial 
banks have formed the main source of funds for the financing of 

business and trade. At the present time many commercial banks often 
provide a variety of services similar to the functions of investment 

banks, It is quite easy for a commercial bank, which has been per
forming investment bank functions for a long time, to créât such a 

department.
There are now 29 commercial banks active in Thailand, of which 

16 are locally incorporated and 13 are branches of foreign banks 

permitted to operate in Thailand. The Thai banks operate on a 
branch banking system, having in total about 569 branches, with com

bined deposits of Baht at 24,962 million or 88.4 percent of the total 

at the end of 1969. The foreign banks (which after 1962 were not 

permitted to open anymore branches) have a total of 6 branches and 
combined deposits of Baht at 3,262 million or 11.56 of total, also 

at the end of 1969.
Bank Financing Facilities
Hitherto, the commercial banks have formed the main source of
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funds for the financing of business and trade. The banks are bound 
by law to maintain ceiling rates on time deposits, with a maximum of 

7 percent on one year time deposits, falling to 3.5 percent on saving 

accounts, and 0.1 percent on time deposits for less than 90 days.®
Maximum rates for loans are prescribed by the Bank of Thailand. 

Advances to manufacturing business against collateral, which can be 
mortgaged in accordance with Section 730 of the Civil and Commercial 

Code, to the full amount of the sum advanced, can be made at rates 

not exceeding 12 percent per annum.-*-® Rates for other transactions 
are not to exceed 14 percent per annum. The banks, members of the 
Thai Bankers' Association, maintain an informal agreement among 

themselves on the prime rate for loans, overdrafts and discounting 
of import bills. This prime rate stood at 10 percent per annum,

3 percent above the time deposit rate limit, until 16 July, 1969, 
when as a result of an increase in the Bank of Thailand loan rate 

from 8 to 11 percent per annum, the commercial bank prime rate was 

raised to 11 percent.-*--*-
Commercial and Investment Banking

There has been some measure of disagreement between commercial 
banks, the business houses which use their facilities, and the new 

investment banking institutions new emerging in the short-term money 

market in Thailand regarding the present interest rate structure. 

Attractive terms for both borrowers and lenders using commercial 
paper has meant competition for the traditional commercial bank 
money market, and certain leading figures of the banking community 

have urged that the strict controls applying to the liquidity and 
security of commercial banking operations should also be applied to 
the investment banking institutions.-*-^ Legislation and some measure
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of regulation of money market operations are awaited and welcomed by 

those anxious to preserve the present high credit standing of market 

participants. Meanwhile for-sighted bankers also appreciate the 

important role which the short-term money market can play in the 

mobilization of savings and directing of credit facilities towards 

worthwhile development needs.



TABLE 2

Commercial Banking in Thailand (Million Baht)

Name of Bank
Date of 

Foundation

Total
Assets
(Baht)

Issued and 
Paid Up Capital 

(Baht)
Bangkok
Thonburi

Center
Branches
North North

East
South Total

Bangkok Bank 12/10/44 9,185.8 300.0 35 16 9 8 10 78
Krung Thai Bank 3/14/66 5,881.4 200.0 11 24 22 19 17 93
Bank of Ayudhya 4/02/45 2,274.2 100.0 23 5 4 7 5 44
Siam Commercial Bank 4/01/06 2,147.6 3.3 9 2 4 3 2 20
Thai Farmers Bank 6/08/45 1,989.6 44.6 31 12 7 10 10 70
Siam City Bank 5/24/41 1,639.5 4.0 14 25 11 2 22 74
Bangkok Bank of Commerce 11/17/44 1,603.5 39.4 7 22 22 9 20 80
Bangkok Metropolitan Bank 8/21/50 1,482.6 10.0 18 — — — 1 19
Thai Military Bank 11/08/57 1,178.6 10.0 3 3 — — — 6
Thai Development Bank 8/17/60 967.4 54.8 13 9 7 9 10 48
Union Bank of Bangkok 3/11/49 950.2 30.0 12 4 — 1 1 18
Asia Trust Bank 10/20/65 - 784.4 40.0 3 3
Bank of Asia 10/02/39 765.8 40.0 5 1 — 1 4 11
Thai Danu Bank 4/08/49 645.9 20.0 6 — 1 — — 7
Laem Thong Bank 12/20/48 402.0 12.0 2 2
Wang Lee Chan Bank 10/11/33 14.9 0.3 1 1

Source: Thai Investment Review, 1969 Edition, p. 27



TABLE 3

Loans and Overdrafts of Commercial Banks Classified by Purpose (Million Bahts)

1962 1963 1964 1965 1966 1967 1968 1969
(June)

1. Agriculture 201.6 239.6 292.4 324.8 401.0 473.1 565.2 617.6
2. Mining 117.1 55.4 66.7 157.4 196.8 160.1 183.7 161.0
3. Manufacturing 803.2 954.0 1,099.9 1,428.2 1,926.4 2,080.3 2,278.5 2,786.7
4. Construction 425.9 485.8 549.4- 585.2 757.1 952.0 1,249.4 1,338.7
5. Real Estate Business 331.8 407.2 440.0 499.8 703.3 826.8 1,009.8
6. Import 1,168.0 1,368.9 1,466.8 1,707.4 1,904.8 2,223.5 2,390.8 2,593.4
7. Export 739.5 744.7 945.0 1,279.1 1,308.8 1,425.4 1,170.5 1,177.7
8. Wholesale/Retail Trade 776.8 857.2 1,036.4 1,198.7 1,635.4 2,148.5 2,739.5 3,465.2
9. Public Utilities 150.5 156.7 199.2 145.7 143.5 164.9 184.1 219.5
10. Banking and Other 

Financial Business 23.5 48.6 58.1 141.6 157.8 182.3 281.4 177.8
11. Service 136.1 312.1 321.3 427.1 554.6 692.2 974.4 1,051.1
12. Personal Consumption 464.8 541.5 782.2 874.0 1,042.8 1,256.5 1,779.7 1,576.5
13. Other 123.4 91.9 176.3 221.5 48.6 128.6 6.1 4.2

Total 5,329.3 6,188.2 6,188.2 8,930.7 10,577.3 12,590.7 14,630.7 16,179.2

Source: Thai Investment Review, 1969 Edition, p.28
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b. Stock Market
The stock market in Thailand is in its early stage of development. 

There is at present one stock exchange — the Bangkok Stock Exchange, 

which was founded in 1962 and functions as a market for dealing in 
government bonds and treasury bills, together with sotcks, shares, 

debentures and other securities issued by companies incorporated in 
Thailand.^ it has 32 resident members and 18 non-resident members, 

and 32 listed companies with 38 stocks and 5 debentures. The business 

of the Bangkok Stock Exchange has remained very limited. Most of 
the members are not really active seriously in the securities business; 

only 5 or 6 can perhaps be said to be active traders. Since the 
number of listed companies is small, the value of shares and debentures 

traded by the members of the Bangkok Stock Exchange has not been 
truly significant. Furthermore, practically all transactions are 

carried out over the counter.
Nevertheless, the volume of business on the stock market seems 

to have gorwn. A number of new companies have been added1 to the list 

of stock exchange members— such as TISCO, BFIT and other financial 

institutions that were mentioned in the first part of this chapter. 

They have been operating in the field of investment banking. Also 
the authorities are taking steps to help promote public ownership of 

shares and also stimulate the activities of the stock market.
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TABLE 4

Bangkok Stock Exchange : Trading Figures

Year Shares Market Value

1962 7,277 1,241,803
1963 72,544 16,172,535
1964 122,187 26,046,172
1965 514,030 105,344,856
1966 405,360 72,336,762
1967 875,055 147,206,037
1968 981,689 218,510,322

1966 1967 1968 1969

January 491,601 7,595,190 12,711,153 12,449,044
February 3,294,874 3,712,961 17,756,930 12,288,771
March 6,132,316 7,247,056 12,693,120 23,721,873
April 2,481,330 3,196,479 31,812,130 14,161,770
May 5,702,760 4,877,806 25,118,474 14,027,785
June 3,171,602 4,004,795 4,992,136 12,475,496
July 2,485,146 9,707,277 12,301,200 10,233,036
August 6,383,285 7,654,470 4,228,826 5,453,796
September 16,343,960 7,618,435 10,338,039 2,885,053
October 8,074,219 32,676,761 32,054,702 4,431,691
November 6,461,953 9,441,156 7,996,205 n. a.
December 11,313,716 49,990,997 46,507,407 n. a.
Total 72,336,762 147,206,037 218,510,322 n. a.

Source : Thai Investment Review, 1969 Edition, p. 9

Source : Thai Investment Review, 1969 Edition, p. 9

TABLE 5

Bangkok Stock Exchange : Monthly Trading Figures

(In Baht)
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c. Insurance Companies
Insurance business in Thailand is beginning to be fairly 

widespread but it has not reached the level of sophistication and 

soundness of the banking system. There are at present 56 Thai 

insurance companies and 10 foreign. Many of the local insurance 

companies are very small; and some companies have not been operating 
on a sufficiently sound basis. Two new laws— one on life insurance 
and the other on casualty insurance— were thus enacted to deal with 
the latter problem. The authorities are also introducing certain 

new measures to prevent future unsound practices of insurance companies.

d. Finance Companies
Financial companies in Thailand may be defined as those institu

tions which are engaged primarily in sales finance or consumer finance, 
and also auto finance. Their basic funtions are to issue promissory 

notes, and the main source of funds is from bank loans. If we con
sider the trend of increasing demand for sales and consumer credit, 

finance companies will become more numerous, larger in size, and wider 

in the scope of their operations in the future. However, the financial 
companies in Thailand are still few in number and limited in their 

operations and influence in the financial market.

e. Development Bank
Like other countries concerned with encouragement of private 

capital to aid in the expansion of industrial enterprise, Thailand 

has its development bank, the Industrial Finance Corporation of 

Thailand (IFCT). This was established in 1959, and was designed to 

operate principally as a private development bank. Its funds are 

derived mainly from the Government, through issuance of shares and
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debentures and through loans from the World Bank, the Asian Develop
ment Bank, and the Kreditanstalt fur Wiederaufbau. The financial 

operations of this institution are not important in the capital market 
area. The IFCT offer only medium and long-term loans, and it does 
not work in equity finance. The IFCT has made no contricution to the 

creation of a capital market in Thailand,
f. Other Non-Bank Financial Institutions

A variety of non-bank financial institutions are operating in 

Thailand. These may be divided into those that have Government 

backing in one way or another, and those that are truly institutions 

in nature, origin and operations. ^
Those that have Government backing include:

1. The Government Saving Bank. This has numerous branches
\throughout the country and is attracting a substantial amount 

of savings from the public. The funds accumulated are employed 

almost wholly in financing the Government, i.e., in buying and 
holding, Government Securities.

2. The Bank for Agriculture and Agricultural Cooperatives.

Its function is to provide credit to farmers, but the scale of 

its operations is still rather limited. Funds are derived mainly 
from deposits and Government sources as well as through rediscount 

facilities at the Bank of Thailand.
3. The Loan Office for Small Industries Development (or the Small 
Industry Finance Office). Its function is the provisions of loans 

and other financial services to small industries. Funds are 
furnished by the Government, but there is also a scheme for 

participation from commercial banks in its granting of credit.
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The private non-bank financial institutions are at present 

few in number but the chances are that the number will increase 

in the near future. These institutions are in one way or an

other associated with the capital market and may be divided into 

two groups. The first group comprises the Thai Investment Fund—  

the only mutual fund operating in Thailand— and a number of 
offices and agents of foreign off-shore funds such as I.O.S. 

(Investment Oversea Services) and Gramco. In the second group 
are institutions which may be classified as investment banks or 

development banks but which tend, at least at the beginning, to 
be engaged in a wide range of financial operations and services 
in the investment, securities and other related fields. Three 
such institutions came into being within the past year; they are:

1. Thai Investment and Securities Company (TISCO)

2. Bangkok First Investment and Trust (BFIT)

3. First National City Development Finance Corporation 
of Thailand (FNCDF)
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CHAPTER V

Planning the Development of the Capital Market in Thailand 
The lessons of history and the trends already apparent in Thailand 

suggest that eventually an active capital market will appear. Without 

adequate controls, however, its development may be impeded by the problems 

associated with excessive speculation and inadequate protection to 
investors. Now, in the mature countries, these problems contributed to 
major economic setbacks that were eventually overcome and led to the 
introduction of regulated markets that function more efficiently. The 

impact of similar problems in a small, developing country like Thailand 

could be disasterous. Even if they are resolved, such problems could 
halt the progress of a capital market and setback by many years its 
ability to contribute effectively to the industrial advance of the 

country.
To develop the growth of a capital market in Thailand, therefore, 

and to insure that it makes a contribution to the national economy, 

requires careful planning. A delicate balance must constantly be 
maintained between fully encouraging aggressive efforts on the part of 

the institutions to direct public interest towards the profit potential 

of securities and placing a lid on misleading activities.
Recognizing the above fact the effective planning will be established 

by emphasizing the coordination of the following institutions:
1. The Government - If the government takes no action to create a 

frame work of policy and regulation to provide direction, this 

responsibility will be assumed by private sources, who are not 
likely to be motivated by the same degree of overall objectivity as 

an agency of the government. Guidance from a government source should



26

be more fully geared toward the national interest. An underlying 
operating principle is that in respect to the needs of industry the 
overall planning direction will be to establish a self regulatory 

process in which both governmental and private sources will partici

pate. The candidates within the government who make the laws of 
responsibility for guiding development of the capital market 

constitute an inter-govermental agency, a development bank, the 
control bank or the ministry of finance.

2. Intragovernmental Agency - In Thailand, there is already an intra- 

go vernmental agency, embodied in the sub-committee on Financial 

Institutions for Private Sector Development, which not only includes 

representatives from various government agencies, but also private 
financial institutions. This sub-committee has done splendid work

Iin accomplishing the preliminary planning and encouraging interest 
in the formulation of a capital market. The stage has been reached, 
however, where the direction that is required must be continuous, 
detailed, and concentrated. For this purpose, it appears preferable 

to centralize the directional responsibility in a single agency.

3. The Industrial Finance Corporation of Thailand (IFCT) - This 
sub-committee unit could be attached to the IFCT. In theory, such

a step appears logical because IFCT already represents varied interests 
since it is a publicly sponsored institution that operates pre
dominantly in the private sector and has ties with both the local 

and foreign financial communities. Despite the fact that IFCT has 

the responsibility of encouraging the development of a capital 

market, it has been seriously derelict in this area, probably be

cause of the domination of conservatively oriented commercial bankers
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on its board of directors. Eventually, this condition might 
change but an effort to stimulate the capital market must be 

inaugurated swiftly and aggressively.
4. Central Bank - The Central Bank is a high-level organization 

with a high degree of prestige and overall concern within the area 
of finance. Accordingly Central Bank would provide an appropriate 

place for policy decisions concerning internal conditions and 
relations in Thailand. There is at the moment a bias in the 
direction of the Central Bank because it has already taken the 
initiative to provide a program and has attached to it a staff—  

individuals who have been gaining knowledge and experience in the 
capital market area. So, Bank of Thailand is given administrative 
responsibility for progress in the capital markets. (At a later

I

date, when the markets move toward an active stage, this decision 
will be reviewed to determine the the advisability of creating a 

separate agency.)
Because of the reason that was mentioned above, a working group 

has been established at the Central Bank to administer the capital 

market which will be discussed in the next chapter.
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CHAPTER VI

Role of the Capital Market Working Group 

There are now only four members of the working group and a senior 
supervisor. The program to be introduced is extensive and therefore a 
careful allocation of time and responsibilities must be made. The 

program is being described in five stages. It is realized that such a 
neat demarcation is difficult to draw and even more difficult to im

plement in fact. It is likely, therefore, that there will be much 

overlap in the different stages as the program unfolds. In general, 
however, the stages might be outlined as follows :

Stage 1 - Registration of all financial institutions, review of 

registration forms and on-the-spot examinations of 
their records.

Stage 2 - Development of continuing reporting procedures and 

issuance of statistics and studies to the public.

Stage 3 - Through the broker-dealers, registration of newly issued 

corporate securities and securities currently being 
traded.

Stage 4 - Issuance of preliminary rules and regulations to govern 
the activities of financial intermediaries.

Stage 5 - Continuation of prior stages and conduct of other phases
of the program as indicated above and more fully discussed 

throughout the report.
Stage One - Registration, Review and Examination

In accordance with the translation available, the new Amendment 
provides that "No person shall undertake in Thailand the business of 

---  (financial institutions) --- unless the provisions of the acts
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governing such business have been complied with." To permit some 

insights into the activities of these institutions, the first pro

vision for which compliance is necessary should be registration.

By this means, all financial institutions will be brought within 

the direct surveillance of the government, and the working group, 

as the administrative authority, will be able to study more intimately 
their activities. Once registration is obtained, the working group 
will have the responsibility of reviewing the registration forms in 
order to become fully familiar with the operations of the capital 

market in Thailand as currently practiced. Supplementing the program 
of review will be on-the-spot examinations conducted at unannounced 
intervals in order to study more intimately the activities of the 

institutions.
Stage Two - Continued Reporting by Financial Institutions and Issuance 

of Public Studies
When the working group has become familiar with the financial 

institutions through the registration, review and examination pro

cedures, arrangements should be made for the continued reporting of 

other information that may be considered necessary for control pur
poses. Therefore, on the basis of both the initial registration and 
subsequent continued reporting procedures, the working group will 
be in a position to prepare statistics and studies for public 
distribution. Continued reporting by financial institutions - it 

will be remembered that a major purpose of the information provided 
in the initial registration process was to permit the working group 

and the public to learn more about the financial institutions. Based 

upon the knowledge thus gained, the working group will be in a
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position to determine the statistics that should then be provided 

through creating a system of further reporting. This further re

porting may take the form of special purpose reports designed to 

obtain specific information on a particular problem.
Therefore, there will be a greater emphasis in this second 

stage reporting on the information necessary for control purpose.
It will be noted that in the initial registration process, no 
information was requested about the prices at which transactions 
actually were executed. For control purpose, this information may 

be desirable.
Issuance of Public Studies - When the registration and con

tinual reporting procedures are working smoothly, it will be highly
desirable to provide information to the public. This step is

\
important as part of the process of both public education and public 

relations. Information can be released on volume of new offerings, 

volume of trading, amount of capital raised by industry and so forth. 

Special studies can also be prepared on the significance of these 
data for the financing of companies, the allocation of capital and 
the economy of Thailand. The nature of such studies, of course, will 
become more apparent after data and information compiled are avail

able.
Stage Three - The Registration of Corporate Securities

This stage at the least, will be taken simultaneously with 

Stage Two, and may even precede it. New securities are currently 
being offered to the public and both listed and over-the-counter 

trading is occurring. There is no current regulation over the 
degree to which the issuers of these securities register them, pro
vide for prospectuses to buyers or give reports to their stockholders.
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As a result, to the extent prospectuses and annual reports are 

furnished, their quality varies widely.
It is clearly desirable to bring these practices within the 

purview of the government as soon as possible in order to assure 
that the public is given suitable information concerning the 

securities that are distributed and traded. Unfortunately, the 
current Amendment does not give the government this authority and 

therefore, efforts to obtain compliance will have to come through 

the broker-dealers if such practices are to be brought within 
government jurisdiction. For this purpose, a distinction may be 
made between securities offered to the public for the first time 

and those already outstanding and being traded.
Registration of Corporation Securities Offered to the Public

|

for the First Time
It is expected that the new issues will be coming to the market

in larger amounts, particularly as a result of the efforts of the

Board of Investment along these lines and hopefully as a result 
of the efforts of the working group to stimulate sales by govern
ment - owed companies as well as by private companies. Accordingly, 
it would be highly desirable to have a program of regulating such 

sales in order to assure that they are made in an effective manner.
The Degree of Regulation - The general procedure would be for

the company to file the registration statement and prospectus with 
the Central Bank. The working group would review the information 
filed. If changes were necessary to eliminate misleading items or 

to obtain fuller disclosure of other items, the working group would 

forward a letter of comment containing the suggested modifications
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to the company. During this period, the company may send represen

tatives to the working group to discuss the registration. After the 

company resubmits a new statement with the appropriate changes, the 

working group would give its approval. As soon as such final 
approval is provided, the company can establish the price of the new 

issue and make the final offering to the public. The working group 
will have issue rules governing the type of advertising permissible 

although at first the rules should be relatively liberal yet designed 

to prevent use of misleading claims.
After reviewing the prospectus, the working capital group may 

feel it important for the company to highlight special factors that 

should be specifically called to the attention of prospective investors. 
Thus, descriptive statements can be provided concerning the com
petitive nature of the industry, the role occupied by the particular 
company, the lack of past earnings and dividends, if such be the 

case, and so forth. Outright warnings concerning the risky nature 

of the securities may even be required. But it probably would be 

unwise to insert the extreme warnings in any prospectus issued to 

the Thai public.
To prevent undesirable issues from coming to the market, reliance 

more appropriately might be placed initially upon the underwriter 
using his own judgement in making suitable selection.

Selecting an Auditor - To ensure adequate disclosure and honest 

statements, the financial information must be certified by a registered 
accountant. Accordingly, the working group, as a result of its 

delegated authority, might issue a rule that the auditors selected 

to certify a statement must be approved by it. In granting approval,
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full-time personnel available to do the audit, training and so forth. 

Without such a requirement, an audit might be meaningless.
Enforcing Regulation of new issues - While the eventual new 

public law will cover this process, the present Amendment limits 
government jurisdiction to only financial institutions. Therefore, any 
regulation undertaken will have to apply to the intermediate broker- 
dealer underwriter who will have responsibility for insuring that the 

issue is registered and a suitable prospectus is prepared. The 

argument might be raised that such a requirement might induce issuers 
to go public directly and thus bypass the intermediary. Such an 
eventuality does not seem probable. For one thing, the issuer probably 

will have to rely upon an underwriter to effect a public distribution 

of securities. Also, both issuer and underwriter are likely to 

realize that there is a real mutual benefit in the form of the greater 
public confidence generated through this registration process. That 
should engender greater interest in the securities and a better public 

price.
The working group probably will have to help create this under

standing through discussions with broker-dealers and issuers. More

over, with respect to certain types of public distributions, such as 
those arising from the efforts of the Board of Investment, registration 
can be imposed by the Board as part of its requirement for investment 

benefits.
Registration of Securities Being Traded (Listed) - For listed 

securities, the responsibility for obtaining compliance may be placed 

upon the stock exchange. The chances are that such "listed" cor
porations will be sufficiently interested in having their stock traded

33
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on the exchange. Thus, it should be fairly easy to impose requirements.
Through the stock exchange each issuer of a listed security will 

have to register the stock with the central bank group (presumably, the 
same information will be filed with the exchange). In addition, for 

listed shares, this information will have to be updated annually.

Also, for listed shares, an annual report, in a form similar to the annual 
report filed with the bank and which is prepared by the same auditor, 

will have to be mailed to shareholders.
Registration of Securities Being Traded (Over-the-Counter) - Each 

broker-dealer who buys or sells securities over-the-counter will have 

a similar responsibility with respect to such securities as the stock 
exchange has for listed securities. This means that the broker-dealer 
who trades in unlisted stocks will first have to insure that it is 

properly registered or to effect compliance with registration pro

cedures .
Stage Four - Issuance of Preliminary Rules and Regulation Concerning 

Financial Institutions
From the information that was mentioned above, it seems apparent 

that the working group may discover that the subject institutions are 
slow in effecting improvements. Therefore, in the early stages it may 
be desirable to enunciate formal preliminary rules, such as the 

following :
1. The stock exchange will assume self-regulatory responsibilities 

in the securities field.
2. Eventually, all trading in the securities of public companies 
will be on the stock exchange; there will be no over-the-counter 

trading in these issues. However, over-the-counter trading would
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be permitted, for the present, until a more effective capital 
market is created.

3. To insure liquidity and that the public gets the best possible 
price, trading on the stock exchange will be done at one time, 
and in one place and at auction.

4. The public will be given the maximum protection against 
manipulation and fraud.

5. The public will be charged fair costs.

6. The existing exchange will be given the opportunity to demon
strate its ability to produce the type of institution that is 

desired. Otherwise, it will be eliminated and the Government 
will create new institution(s).

The Government may decide to issue some rules to provide even 

firmer and more clear-cut guidelines than the simple statements listed 
above. Accordingly, the working group should try to create the rules 

that will cover all of these areas :

a. Rules applicable to the stock exchange.

b. Rules applicable to broker-dealers in securities.

c. Rules governing broker-dealers in commercial and similar 
short-term paper.

Stage Five - The Continuing Program
This step concerns the need to stimulate a demand and supply of 

securities in Thailand, and the creation of the Public Corporation 
Law. To achieve this purpose, considerable work has to be done both 
in creating actual recommendations and in coordinating action with 

other interested parties in the private and public sector. These 
functions must be carried out by the working group in the Central Bank. 
The activities of the working group will have to be carefully allocated 

and the program initiated step by step.
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To provide the basis for a capital market, there must be an 

adequate demand for and supply of securities. These two elements 

must increase at about the same rate to prevent either major specula- 
ti\ie bursts or serious declines from occurring. As a result, high 

among the continuing responsibilities of the working group is the 
formulation of measures to bring about an adequate and reasonably 
parallel growth in the demand for and supply of stock as will be dis

cussed in the next chapter.
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CHAPTER VII

Creating and Providing a Demand and Supply of Stock 
for the Capital Market in Thailand 

1. Creating Demand
The responsibility of the working group in creating a demand for a 

stock tends to fall into three categories :
1.1 Providing an environment thàt will encourage such a 

demand.
1.2 Directly stimulating interest on the part of certain 

groups.
1.3 Supervising the efforts of the private sector to direct 

attention towards stock.

This phase of the program should be launched as a separate undertaking 

only after the working group has been able to complete the initial step of 

"registration-review" of information. The degree of effort attached to 
these- categories will vary with the sources of demand, which are as follows :

a. The Public
Ultimately, the basic demand for securities to support a capital market

comes from the public. In general, a society where a high national income

is relatively equally distributed in a strong middle class provides a

desirable base for a capital market.
On an overall basis, Thailand's gross national product is probably

running at about $170.00 per capita. Although this level appears low
to support a capital market, it has been growing at a steady rate.^~* 
Moreover, much of the agricultural population is probably self-sufficient

while in the metropolitan areas, such as Bangkok, individual income

levels are undoubtedly substantially higher. Indicative of these
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tendencies, the reported rate of savings in Thailand appears unusually 
high even when compared with mature economies.^ Thus, it does not 
seem unreasonable to assume that, at the least, a basis exists in 
Thailand for the creation of a capital market that could help in the 

country's industrial development. The emergence of such a market 

appears particularly desirable because it is probable that the absence 
of suitable investment opportunities prevents the efficient application 

of the savings of the upper income classes. A well-established 
capital market would help remedy this condition and provide opportunities 

leading to a higher overall level of income.
An important initial responsibility of the working group would be 

to develop a program that would help divert a portion of the savings 
now moving to non-productive outlets, such as land speculation, to the 

capital market. In part, such a diversion is likely to be generated by 

creating an efficiently functioning stock exchange that provides a 

greater choice of securities than now exists, affords more liquidity, 
and insures increased protection to investors.

It is hard to outline the scope and extent of a full blown public 

relations campaign, because this effort would require carefull planning 
and consultation. Part of the program might include an integrated indus

try campaign under the supervision of the working group.
Hopefully, direct interest in stocks would also be created by offering 

tax inducements through special treatment of capital gains and dividend 

income. At the same time, tax restrictions would be imposed on land 

speculation. This use of the tax power to shift investment from non
economic to productive outlets appears desirable.

Further impetus to the purchase of stock would be provided by the 
efforts of the growing number of institutions that are becoming active
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in the capital market. Indeed, here part of the responsibility of the 

working group will shift to ascertain that the promotional efforts of 
the brokers, dealers and other professional participants do not take 
on a misleading hue.

Finally, a public demand from outside Thailand might well appear 
as the stock exchange assumes stature and a greater variety of securities 

becomes available. Ease of communication has facilitated the foreign 
demand for the securities of prospering countries with established 
capital markets. As has occurred in Japan, Thailand's steady economic 
expansion, moderate price fluctuations, history of relative political 
stability, and considerable opportunity for industrial growth are the 
ingredients that could really attract outside funds if a well-organized

exchange were available. It is entirely conceivable that in such
1

circumstances, Thailand could become the capital market center of 
Southeast Asia,

b . Employee Benefit Funds
Throughout the world, plans for the retirement of employees are 

among the most rapidly growing means of mobilizing a nation's savings. 
Apparently, the condition is also true in Thailand, where according to 

the Rozental Report employee benefit funds have been increasing at a 

compound annual rate of over 10 percent (at the end of 1966). Much 
work probably has to be done in Thailand with respect to establishing 

these plans on an actuarial basis, insuring adequate funding, instituting 

appropriate principles of taxation, providing for past service benefits 
and creating uniform bases for vesting benefits in employees and effecting 

payments on retirement.

Based upon Rozental's data (Table 6), which are incomplete and 

probably understate the actual state of affairs, the value of these funds,
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allowing for their indicated rate of growth, is about $1.7 billion 

baht. Of this amount, some 45 percent represents the Government 
provident funds, 40 percent state enterprises provident and pension 
funds and 15 percent private provident and pension funds.
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TABLE 6

Employees Benefit Funds* in Thailand : 

Liabilities, 1960-1966 (Million Baht)

Type of Fund 1960
Amount of 

1964
Liabilities

1965 1966

Provident funds, government 335 492 551 615

Provident funds, state enterprises 268 407 463 524

Provident funds, private 52 114 135 163

Pension funds, state enterprises 15 46 52 56

Pension funds, private 19 39 44 51

TOTAL
■ -_____________________________— -----------------------1---------------------- ---

689 1,098 1,245 1,409

* Does not include non-funded government pension payments which amounted 
to 143 million baht in 1960, 242 million in 1964, 273 million in 1965, 
and 296 million in 1966.

Source: Rozental A. Alek, Finance and Development in Thailand, Praeger 
Publishers, New York, 1970, p. 333.
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In Thailand, the employee benefit funds will almost certainly 

continue to expand, particularly in the private sector where the 
formation of such plans is still in the initial stages. Accordingly, 
their future investment policy is of considerable importance to the 

capital market. As an illustration, if only 15 percent of the 1.7 
billion baht conservatively estimated to be in employee benefit plans 

at present were placed in common stock, the resulting amount would 
approximate the total market value of all the shares traded in the 

Bangkok Stock Exchange in 1968.
Therefore, an important responsibility of the working group would 

be to explore the investment restrictions and policies of the employee 

benefit funds in order to determine the extent to which the managers 

of these funds could be encouraged to place more of their assets in 

equities.
c. Financial Institutions

Of the various financial institutions in Thailand, commercial banks 

and insurance companies appear to be the most logical candidates to ex

pand their demand for shares.
At present, the most important direct participant is the Thai 

Investment Fund. To help this development, the working group will have 
to give attention to the tax features affecting the funds and to the 
requests for freedom to invest internationally. As an important future 

element in the capital market, consideration will also have to be given 

to overall legislation to regulate their activities.

The part that the banks will play in the capital market requires 
another balancing act. Theoretically, there is ample justification to 
limit the scope of their activities because their liabilities are largely 

of a demand nature.^  In Thailand, the dominant position of these
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institutions not only precludes barring them from the stock market 
but also suggests the desirability of encouraging their participation.

At present, the commercial banks hold very little stock in 
their own portfolios. For example, out of total assets of 5.6 billion 

baht at the end of 1968, about 5 percent were in "other assets" and 

only a small portion of this amount may be in stock.
Although life insurance companies are among the giant financial 

intermediaries in other countries, in Thailand they occupy a relatively 

minor position in the economy.
Over the short run the life insurance companies are not likely to 

be in a position to contribute significantly to the demand side of the 
stock equation. Over the long run, the future of the industry is much 

brighter as it lives down its past difficulties, assumes a more efficient 

management, and surmounts some of its legal obstacles. There is 
greater theoretical justification for the life insurance companies, 

which have long-term liabilities, to become buyers of stock than for 

the commercial bank,

d. Other Sources
In the process of executing transactions, the security dealers may 

find it necessary to take positions themselves and thereby contribute 

to the demand for stock. The degree to which the dealers are willing 
to hold inventories in turn, depends upon both the activity and their 

confidence in the market.
A potential securities dealer that could exert an influence on 

demand is the planned combination of Bangkok Bank and Nomura Securities. 

This firm would initially seek to obtain equity interests in joint 
ventures, particularly these involving a Japanese partner, and then to 

dispose of these shares to the public. It plans to provide brokers'
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loans to potential investors in an effort to stimulate buying interest.

2. Providing a Supply of Stock for the Capital Market
One of the limitations to the creation of a viable capital market in 

Thailand at present is the absence of a suitable supply of stock from which 
the investor could choose. 18 Thai investors in the upper income classes 

would be interested in buying Thai securities if a greater variety were 
available and if the market were more liquid, as indicated by several in
dividuals with large incomes during the course of the interviews. Developing 

the interest of such individuals, in turn, will be an important step in 
creating a broder based investor class. Accordingly, provision for a suit
able supply of stock is an imperative requirement for the capital market.

The potential sources are as follows :

a. The State Enterprises
The Second Five-Year Plan states :
"To accelerate private industrial investment, private economic 

activities will be strongly promoted and stimulated by the pro
vision of necessary economic infrastructures and healthy environ

ment within which private enterprise can prosper. The Government's 

role will be to assist but not to interfere or compete with private 

business activities"«
By transferring the Government companies to private hands, the 

managerial role in Thailand would be broadened and further incentives 
would be provided to the private sector. Moreover, such a policy would 

be the best way of demonstrating that the Government is serious about 
moving out of the private sector and would undoubtedly be an encouraging 
sign to foreign investors whose interest the Government is trying to 

attract. For those reasons, the working group may be in a position 
to persuade the appropriate Government officials to proceed with dis
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posai of the state-owned enterprise on a planned basis that concides 

with the development of the capital market.
b . Companies approved by the Board of Investment

The large number of promoted companies, their size and the implica

tions of Board of Investment approval to their eventual success, all 
indicate the potential of these enterprises to the capital market. 

Accordingly, it is vital that the working group develop close relations 

with the Board and encourage it to apply stronger pressures to induce 
the public distribution of the shares of promoted companies.

In order to be most effective, the working group has cooperated 

with the Board of Investment in establishing as a uniform policy that 
all promoted companies effecting a public distribution will receive 

extra promotional benefits. Thus, no company would be discouraged from 
applying for a certificate because of the necessity to offer a portion 
of its shares to the public, but there would be inducements to do so.^ 
In addition, the working group should attempt to have the minimum per
centage distribution tied in with the eventual standards established

20for a public company. This would mean that in order to obtain the 

additional promotional benefits, a company would have to offer a 

sufficient number of shares to the public to meet the size tests of a 

public company.
c. Joint Ventures and Wholly-Owned Foreign Enterprise

In 1958, there were 54 promoted companies, of which only one was 

wholly foreign-owned, while 22 were joint ventures with a foreign 

partner. Moreover, companies with a foreign affiliation tend to be 
larger than the wholly-owned Thai promoted firms. The average amount 

of registered capital of the 23 promoted companies with some foreign 

ownership that began in 1968 was about $9.7 million baht per firm.
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This compares with the 5.1 million baht figure for the 31 wholly- 
owned Thai firms that commenced operations that same year and the 

2 million baht figure for the 861 firms that registered stock in 1968. 
From another point of view, of the 23 promoted firms with foreign 
ownership that began business in 1960, there were 10 with a registered 

capital of 10 million baht or more, while of the 31 wholly-owned 
Thai companies that began business in 1968, only 6 had a registered 

capital of 10 million baht or more.
In addition to the larger sixe of the companies with non-Thai 

ownership, the foreign interest is likely to represent an established 
organization with a record of demonstrated management behind it. 
Accordingly, if such a company offered some of its shares to the public, 

the investor might not have the same worries about its management as 

it probably would display to a lesser known local enterprise that went 

public.
It is possible that, when the investors become accustomed to the 

shards of these enterprises with foreign ownership, their interest is 

likely to spread more easily to wholly-owned Thai firms. Accordingly, 

in the long run, redirection in the flow of funds is likely to provide 
greater financing gains than any loss in the amount of new foreign 

funds that might otherwise occur. Finally, if capital shortages later 

develop in Thailand, consideration could be given at that time to 
measures requiring the transfer of new capital for expansion purposes 

either through equities or parent company loans,
d. New Companies that will be formed

The financial risks involved in purchasing the stock of a company 

with no operating history behind it are particularly great and therefore 

such shares may not be suitable for the average investor.
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There may be instances in the conditions underlying the formation 
of a new company, such as the characteristics and background of the 

organizers or the highly attractive area in which the new company will 

operate, that are sufficiently good to offset the inherent risks and 
justify tapping investor funds.

The number of newly authorized limited companies has risen steadily 
in Thailand from 426 in 1963 to 861 in 1968. This upward trend suggests 
a growing interest in the formation of such ventures. Some encourage

ment to this movement through providing an additional source of financing 

may come from the recently formed financial institutions in Thailand.
Similarly, TISCO has indicated a willingness to provide equity 

financing under certain circumstances. Presumably, if these financing 
institutions bought stocks in a new venture, they would eventually 

make a market in the shares. And finally, the new public company law, 
when passed, may encourage the promotion of new companies through a 
public offering.

However, the working group will have to discuss with the financial 
institutions their possible participation in the equity market. Along 

the same lines, they could explain, through public speeches and in their 
writings, the moderate potential to promoters that the capital market 
could be as a source of funds for newly formed companies,

e. Increases of Capital of Companies Already Public
A more effective capital market is likely to induce companies that

already have publicly held stock to attempt to raise more funds in this

fashion. An incentive for shareholders would occur if higher market
prices developed and companies followed the policy of offering stock to

their sharholders at a discount from market price. 21
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f• Private Companies going Public

A large eventual potential supply of stock resides in the privately 

held companies. It will be of interest for the working group to ascer

tain more clearly the financing avenues and their costs for the privately 

held company. Such studies might suggest methods that could be adopted 
to channel these financing efforts to the capital market. One thing 
that will have to be stressed is that public goals may be achieved with

out endangering the position of the control group. It may even help 

cement Thai position because widely held shares are less likely to be 
grouped for the purpose of adopting any opposition tactics.

this point, creating and providing a demand and supply of stock 
for the capital market has been considered. To make the planning 

effective, it is necessary to create a law for Public companies, which 
will be discussed in the following chapter.
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CHAPTER VIII

Creating a Law for Public Companies

An appropriate appraoch for Thailand in creating a law for public com

panies is that of gradually developing provisions within existing pro
cedures to the extent possible. For this purpose, therefore, the general 
program will be developed as the following steps:

a. Develop regulations applicable to financial institutions 
under the new Amendment.

b . Formulate a new public law applicable to corporations 

that have a sufficient number of public stockholders ; this 

law will embrace the routine provisions of the existing code, 
amendments to the existing code, and some new provisions 
including suggested tax changes.

c. Keep the present working group at the central bank as the 
delegated representatives to administer the Financial Institu

tion Amendment and the new Public Corporation Law.

d. As experience is gained and regulations accumulate, formulate 

whatever new law may be necessary for the issuance of new securities 
in the trading markets.

e. As these new laws are drafted the supervisory responsibility 

will be shifted from the working group at the central bank to a 
new securities agency.

1. The General Content of the new Public Company Law

The purpose of the new law will be to emphasize the significant
features that are important in encouraging the development and
facilitating the operation of the public corporation, as well as to

22afford suitable protection to the shareholders. The features of the
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new code will include :

a. Incentives to becoming a public company. The principal 
incentives will take the form of tax benefits that involve 

changes in the revenue code ; reference to these tax features 
might also be mentioned in the new code in order to keep the 

major items effecting the public corporation in one law. The 
tax benefits may either be to the corporation or its stock
holders .

b. Obligations assumed by the corporation in return for in
centives. Such measures are discussed for inclusion in the code. 

One is disclosure, which could also be accomplished or at least 
supplemented through the regulatory structure. The second is 

provision for improved stock transfers in order to facilitate 

transactions in securities. The third is a requirement that
all public corporations must list their stock on the exchange.

The fourth is affording more protection to minority stockholders.

c. Facilitating changes. These are designed to make easier 

the trading of the subsequent issues of securities.

d. The definition of a public corporation. The underlying 
principle will be to establish a definition that permits the 
retention of control over a corporation by an existing group 

or persons and at the same time creates a sufficient, floating 
supply of stock to provide for an active trading market. In 

adhering to these items, the Public Corporation Law will be in 

the form of both new provisions and indicated amendments to the 
existing commercial and revenue codes.

2. Tax Incentives to the Stockholder
The major issues in these areas are comprised of the taxation of
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capital gains, cash dividends, stock dividends and stock transfers.

Of these, the most important question involves the degree to which 
preferential treatment will be given in regard to taxation of capital 

gains and of cash dividends.
231. The taxation of capital gain. According to section 42(9), 

the reference to "not with a view to trading or profits" will 

be clarified so as to have it refer to the profits of brokers
or dealers engaged in trading in securities as a business. Thus 

an individual may buy and sell a security within the same day 

and not pay a tax on any resulting capital gain but a dealer who 
did the same thing in the course of his business would be subject 

to taxation.
Included among expenses that may be deducted from assessable 

income are capital! losses from securities (up to 20 percent of 

assessable income).
2. The taxation of dividends paid on stock and on interest of 
Government bonds and bank deposits. According to section 40(4) (b) 

of the Revenue Code, dividends are fully taxable.
The possible change would provide that exemptions will be given 

to the stockholder or the corporation will be exempted from paying 

taxes on earnings distributed as dividends.
Section 42(8)^ excludes interest from assessable (personal) 

income. Similarly, practices vary with respect to taxing interest 

received from various sources. Either partial or complete exemptions 
will be provided.
3. The Tax on Stock Dividends. According to section 40 (4)(e) of 

the revenue code, if a corporation distributes a dividend in the 
form of additional stock ot its shareholders, this would constitute
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additional income to the holder on which a personal tax would 

be levied.
The possible actions that may be planned are:

1. If a capital gain tax ixists, a stock dividend might 
be treated as an adjustment in the cost value of the stock 

to be taxed later as a capital gain when the stock is sold.
2. If the capital gains tax is eliminated, the preceding 
method of treatment would not apply. In these circumstances, 

a stock dividend might be handled in the same way as a cash 

dividend.
3. No tax would be levied on a stock dividend.

4, The tax on stock transfers.
1. Section 104 of the Revenue Code provides that "the in
strument specified in the schedule to this chapter shall be 

duly stamped at the rates set forth therein".
2. According to the schedule for the transfer of shares, 

debentures, bonds and certificates of indebtedness, there is 
levied on the transferor a stamp duty of 10 stamps applicable 

to "every 100 baht or fraction thereof of the paid-up value of 
the shares, or of the nominal value of the instrument, which

ever is greater".
Because this is a small tax, and is not a significant item-, 

the public interest might better be served by its elimination 

to help the capital market.
3. The Incentives to the Corporation. The areas for possible 
change include a reduction in the corporate tax rate, some kind 

of exemption related to dividend payments, creation of tax-free 

mergers, and a tax exemption applicable to intercorporate dividends.
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Additionally, reference is made to the provision for tax-deductible 

bad-debt allowances, retirement contributions, and depletions.

1. Reduction in the corporate tax rate. The present income 

tax code states that an income tax will be levied as 15 percent 

on net profits not exceeding 500,000 baht, 20 percent of the 
portion of net profits exceeding 500,000 baht but not exceeding 
1 million baht, and 25 percent on the portion of net profits 
exceeding 1 million baht. The alternative considers varying 
reduction in rate.

2. Corporate tax exemption related to dividend payments. At 
present Section 1202 of the commercial code states that "The 

company must appropriate to a reserve fund, at each distribution 

of dividend, at least one-twentieth of the profits arising from 

the business o£ the company, until the reserve fund reaches one- 
tenth part of the capital of the company or such higher proportion 

thereof as may be stipulated in the regulations of the company".

Since this reserve is required by law, there may be more 
justification for providing tax-exemption on earnings ploughed 
back into the company. The fund thus saved could be used for 
growth; there would be no reduction, since the reserve is required.

Provide a tax exemption for public corporations on earning 

re-invested as required by law in the reserve fund up to a 
maximum of one-tenth the capital of the company.
3. The tax on mergers. Even though the recipient of new 

securities with a higher valuation has more wealth, the capital
of the corporation would not be increased until the new securities 

were actually issued. Therefore, provision may be made to pro

vide for tax-free mergers in which the shareholders of the
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acquired company pay no capital gains tax at the time of the 
merger if they are given in exchange stock of a public cor
poration. The shareholders would pay the capital gains tax only 

when the new "merger" stock is sold. If the capital gains 
tax is eliminated for the public corporation, no capital gains 
tax would ever be paid in this type of transaction. However, 

it might be desirable to indicate that a merger is specifically 

covered since it could involve an exchange of the stock of a 

public corporation for that of a closely-held corporation. The 

test is that the surviving corporation is public held. In these 

circumstances, the holder of the shares of the non-public cor
poration would still get this exemption provided be received 

in exchange shares of a public corporation. To cover corporated 

stockholders, if the shares of a publicly held corporation are 
exempted from the capital gain tax, a statement might be inserted 

in the Section of the Code dealing with the tax on companies 
that this exemption applies to corporations as well as to individ

uals .
4. The tax on intercorporate dividends. Since we are in a 
stage of economic development in Thailand, it seems desirable 
to encourage intercorporate relations that are not monopolistic 

in character. Therefore, to avoid the extreme double taxation 

that could occur as one corporation pays to another and the 
last pays to the stockholder, it seems appropriate to eliminate 

completely any tax on the dividends received by one corporation 
from another. When the corporation that receives the dividend, 

in turn makes a payment to the individual shareholder, he would 
pay the tax at the stipulated rate. For this purpose, an appro-
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priate amendment would have to be introduced into the 

Revenue Code.
5. Deducting bad debts from business profits. Bad debt 
allowance based upon experience and within reasonable limits 

should be permitted for the public company. To this end 
Section 65 bis-(a)25 will be amended to make this accounting 

procedure possible.
6. Contributions to a retirement fund. According to the 
proposal, Section 6526 may be amended to permit contributions 

to a qualified plan to be deducted as a business expense. The 

Revenue Department will develop suitable qualifications for 
those contributions that may be used to buy a retirement policy 

with a life insurance company or to be placed into a trust fund 

administered by the company.
7. The treatment of depletion. There is substantial economic 

justification for considering depletion as a tax-deductible. 

Therefore, such a deduction may be permitted.

In general, it probably will be based on allowing a de

duction related to the decline in the cost value of the wasting 
asset as the product is removed from the land and sold. De
pletion will be treated in the same manner as depreciation.

If the government develops regulations applicable to 

financial institution as well as to stockholders under the 
new amendment so that all get more benefits, it will encourage 
them in buying and selling their stocks in the capital market.
In this way the demand and supply for the stock will be increased 

which is the requirement for this program.
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CHAPTER IX 

Conclusion

Recognizing the need for improvement in Thai regulation, the National 
Executive Council (NEC) by 1972 considered the control of commercial under

takings involving public safety or welfare. The NEC reviewed the law 

specifying the authoritative ministries in charge of the aforesaid and 
issued new laws about the Regulations Governing Finance Companies and 

Regulations Governing Securities Companies.
According to the new laws, one can predict that an effective capital 

market may be realized in the near future. Standardization of companies 

that sell and buy stock in the capital market has been or will be established. 
Also, the demand and supply for stock securities will have a tendency to 

increase because more benefits are to be provided to institutions and 

stockholders.
The working group is of major importance in implementing and integrating 

the new measures with the retained features of the current system. Since 
the working group will play the dominant role in this program and, at the 

present time, there are only four members ; the government should establish 

more members. Criteria relating to interest, knowledge and experience in 

the capital market field should be considered in the selection and seating 

of all members constituting the new working group. To make them more 
effective, the Government should provide an appropriate budget for improving 

their ability by letting them study in detail the capital markets in other 

countries,. such as the U.S.A. or Japan. From the ideas that they gain in 
studying in other countries, they can develop methods and procedures for 

improving the capital market in Thailand.
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As a final point, one can conclude that before an effective capital 

market can be fully developed, a comprehensive and extensive program will 

have to be established. This will require new legislation; the formation 
of a revitalized stock exchange ; providing for new supplies of securities ; 

creating an investor class ; extension of selected provisions into related 
areas, such as accounting and taxation; and, strengthening institutional 

participation in the markets. To complete a program of this scope requires 
vigorous and positive action.
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Section 42(9) states "proceeds of sale of the property acquired 
by bequest or acquired not with a view to trading, or profits, subject, 
however, to the rules laid down by the Director-General with approval of 
the Minister".

23Section 40(4)(b) of the Revenue Code states "Assessable income shall 
be any income of the following dèscription: dividend, share of profits or 
any gains derived from a juristic company or partnership".

24Present status of Section 42(8), excludes from assessable (personal) 
income interest on: Thai Government bonds, provident funds paid by the 
Government and on deposits with Thai banks.

25Section 65 bis (9) of the Revenue Code states that "Computation of 
net profits or net loss under this Division shall be subject to the following 
conditions: a bad debt may be written off from the debtor's account only 
after reasonable action has been taken for recovery....".

^Section 65(2) of the Revenue Code includes among the items not allowable 
as an expense "Contributions to any fund, except contributions made by a
juristic company....carrying on business in Thailand to the provident fund
set up exclusively for the benefit of its employees. Such latter contribu
tions may be deducted as expense only in the accounting period in which 
they are definitely paid out to employees....".

22
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