CHAPTER 3

Thailand’s Capital Inflows Experience
This chapter states about capital inflows general character which
isdividedintusmumdislﬂmﬁmmd distribution.The explanation will

show the nnpoﬂmutsounnu hnmpmg irirﬂﬂnuhnd and the main sectors
ribes nd:mlsm 1976.

economy. Moreover, Thai’s financial
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agricultural neﬂnr—' ~urban _workers. 1his in various policy
mmmﬁmhmofpnbﬁMM beén to create conditions for
private industrial accumulation. Thal atiempt has taken three main forms. The first
was through direct subsidy. to industry in the form of investment incentives such as
tax deductions: A second policy feature has ‘been the affeipt to shift relative prices
in favor of industrial activities. Tariffs and import controls protected the domestic
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imported inputs, were kept low.

Food prices were also kept low, so that the real wage level did not
need to be increased. In addition, trade union activity was repressed. The tariff
structure and the overvalued currency helped to control the cost of imported inputs
to the industrial sector at the expense of the exporting agricultural sector. A third
form of public policy favoring industrial accumulation was the country’s
macroeconomics policies.Short-term monetary and fiscal policies were, for the most
part, left to the technocrats, who executed rather conservative policies. the fiscal
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deficit was generally small and monetary policies were restricted to defending the
exchange rate, With the exception of some periods, these policies were highly
successful inflation was generally low as largely determined by world inflation.
These conditions helped to create an economic environment of investment.

Besides Thailand’s development strategy has been its strong reliance
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until it reached 248,303 milfion balit or, 28.9 percent of total in 1995. For foreign
ws Biasthe amount of 3,064 million baht of 41.4 percent in
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apan. NICs come into Thailand Thus,the
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Thailafid has promotion policies for foreige investment in form of tax
or privilege by Board of Investment for a long time. This make Thailand maintain
foreign direct investment through times. The last three years have sharp decline of
foreign direct investrient beGasé bf Gomie (readons. Firstly, there were delays in
investment for 2 nimber of major-infrastriicture projects. Secondly, foreign affiliates
mmmmglypmdbmklomtnthﬂrparentwmd:mdtnmahmuf
the Bangkok international Bangkok Facilities |(BIBF), Thirdly, many foreign firms
usedihﬁpmﬁtsﬁnmﬂ:enopsnhmsmﬁmlandformmmﬁmﬂpmpous in
place of new borrowings. Other factor contributed such as the sluggish economic
conditions in major investing countries,especially in Japan and Europe, and the fact
that Thailand is steadily losing its comparative advantage in labor intensive
actrvities.

:N. Akrasanee, K. Jansen and J. Pongposanupichit International Capital Flows and Economic
Adjustment in Thailand. Research Monograph No.10,BangkokThe Thailand Development Research
Instituie, 1993,
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In carly August 1990 Iraq invaded and quickly conquered small but
oil rich country, Kuwait. Iraq under controlled by Saddam Hussein’s forces overran
and annexed Kuwait, which led to UN-back economic sanctions against Iraq and
U.S. military intervention to protect Saudi Arabia. This events scared the rest of the
world of being World War. This situation lasted for several months. The amount of
investment in form of portfolio decrease in 1991. From the amount of 87,642
million baht in 1990 decreased to the amount of 58,586 million baht in 1901,
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foreign loans haven’t decreased the amout of inflows(Table 3.1)
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have the power to cosirol ove mmg;mmt. Foreign direct investment has 2
components which “are Jeqait ,mw.s%nql and dwect investment loans.Equity

investment includes foreiga capital. whﬂr is used for working capital, registration
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Foreign diréot idvestent equities inflows has the amount of 1,565.5
million baht of 51.1 percent of FDI wm&mgndmlumhasﬂnmmtof
1,488.4 million baht 'or 48.9 percent of FDI. During 1926-1092 the ratio of equity
and foreign direct loans doesn’t have much change in overall look. But since 1993 ,
umpmmﬂm@wmmmymumm
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service are higher (Table-3.2) and) this caused the downward trend of amount of
foreign direct loans.

Fotthe ' foreign ‘equity investmént mflotvs, USIAL has the highest
foreign equity investment during 1976-1885 except in 1981 which has the closely
amount of inflows. Since 1086 Japan became the investors who has the highest
foreign equity investment almost every year while Hong Kong has just had the high
sharing since 1988 and some year the amount of foreign equity investment is high
such as 1092 and 1064 has the amount of 12,041.3 and 7,962.4 million baht

respectively.

Singapore is the country which has the highest amount of equity
inflows in ASEAN and that is the highly amount of investment. In 1995 the



Table 3.1 The inflows of Foreign Direct Investment, Portfolio Foreign
Investment and Foreign Loans during 1976-1995

Millions of Baht
Year FDI % PFI % | Loams | % | Total %
1076 3,064 | 41.4 66| o09] 4277| 578] 7407 100
1077 4,286 | 8,978 | 100
1978 6,365 16,452 | 100
1979 6,000 24,043 | 100
1080 9,259 40,624 | 100
1981 8,342 42,647 | 100
1082 9,540 62,779 | 100
1083 13,944 49,101 | 100
1984 16,970 89,840 | 100
1985 10,166 65,367 | 100
1086 10,526 61,664 | 100
1987 12,536 57,343 | 100
1988 32,738 105,779 | 100
1089 | 53,079 221,003 | 100
1090 77,267 - /350,555 | 100
1991 93,935 "] 499,731 | 100
1002 | 135028 | 228] 86,375 968,376 | 64.6| 589,779 | 100
1993 66,768 | 8.3] 277,253 460,950 | 57.3] 804,071 | 100
1094 61,600 | |a8] 225816 440,006 | 6055) 721,611 | 100
1995 | 75,901 “ao| 48,305 533,703 | 62.2] 858,087 | 100

Source.: Bank.of Thailand,



Table 3.2 Inflows of Foreign Direct Investment Components

Millions of Baht
Year | Equity |% of FDI | Foreign Direct loans|% of FDI | Total
1976 1,565.5 51.1 1,498.4 48. 3,063.9
1977 1,325.4 2,960.7 55. 4,286.1
1978 1,111.9 12.5 5,253.0 82 6,364.9
1979 1,4127 28 4,586.8 7 5,999.5
1980 3,703.8 40.0 5,556.2 9,259.0
1081 | 41222 442 g\\\l ,/ 14.6 9,341.8
1982 3,822.5 ' = /iju 59 9,540.0
1983 7,255.4 2 m 48 13,944.2
1984 7,612.5 Sﬁ_ ss.1|  16,970.2
1985 6,339.9 a‘.ﬁ!ﬂ,_‘ 10,166.4
1986 | 63045 | \ 4221 ¢ 10,525.6
1087 | 10,621.0 - - 12,636.0
1988 | 23,0659 | 3 32,791.8
1989 | 38,2504 \ 53,079.3
1990 | 45,1862 N\ 77,266.4
1991 | 92,7551 93,934.6
1992 | s4476.0 195,028.4
1993 | 51,4410 66,768.0
1994 | 47,620.0 227 61,5990
1905 | 5896003 £f 22. 75,991.0
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amount of equity investment of 3,515.5 million baht out of 4,190 million baht in
all ASEAN countries(Table 3.3). Most of foreign equity inflows always goes in
Industrial sector and followed with trade sector. But since 1989 real estate has
became the high amount of foreign equity(Table 3.4)

In the part of foreign direct loans, the important countries causing the
inflows of foreign direct loans are Singapore, Japan, Hong Kong and U.S.A.
Singapore has the highest amount in forgign direct loans during 1976-1984. Even
Mghhmymithummp@geoﬂmdmhmmmn
is still one of three countries that have high foreign direct loans inflows. Singapore
hnsﬂzhlghutmmmtﬂf‘mmﬂSEﬁHmmdﬁmﬂzmlymmh-ym
ASEAN investing in foreiga-dir lq.ansmman}r}umasltwwfurexmphm
1994 and Iﬂﬂﬁ.ﬂnhh‘;/n

Most of freifn dircct logus | always goes to financial institutions ,
industrial and trade . In A waz.&umcul institutions has the amount
of foreign direct loass isflo unfd!mﬂmﬂ‘hmzzmﬂnﬂfmmdm

73 and 88.6 in 1991 and ‘zm mdmns,ﬂ:m isn’t any amount of
foreign inflows(Table 3.6). This is mhmm&mmmd
mmememmwmmmmmmh
amount of foreign direct loans share in equity loans'ratio as it has been shown in
Table 3.2 4 - M
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Sources Distribution of Foreign Direct Investment

In1976, the United States and Singapore are the,major sources of
fund and followed. it Japan and Hong Kong, Singdpore seernis)to have the highest
amount of foreign direct investment until 1883; then Japan has the highest amount
instead since then except in1881 and 1892 that Singapore is back to be the muost
important source at amount of 32,808.4 and 51,982.3 million baht while Japan has
20,161.6 and 11,021.4 respectively. During 1990-1992, Japan has the domestic
political problem that is the recruit scandal, the nation’s worst political scandal since
World War II. It involved illegal political donations and stock trading, led to the
resignation of premier Noboru Takeshita in May 1988. A series of scandal rocked
Japan’s financial sector in1881 and it also caused the decline of foreign direct
investment inflows to Thailand.



Table 3.3 Inflows of Foreign Equity Investment in Thailand Classified by Country

Milllons of Baht
1978 1977 1978 1979 1980 1981 1062 19m) :lu'i 5; } 1988 19ES 4090 1601 1BG2 1893 194 109
Jepmn 3 IS M 4184 TOSD 1190.8 10889 1435 (7884 | f 41558 10709 160043  1BZN0 1IMAD  E2034  TEIG1  TIIRE 12864
L84, BIL1 4203 M44  IRT 10821 17085 12623 13410 JME3S 1391 IATEI  4BELT  4TI0E 4481 11BETA  S1B08  AT414  eES0
Cansda (13 4 ET 1.9 1 18 & TR 1008 ’;‘u.r—-ﬂ.n 625 1Mo M 1019 U T T 113 172
BongKomg 1308 1834 0B 146 PIMI 2088 40nd B30 emms m;l',—ﬁ'z'f':' 4602 43789 6IERT  MELI 120413 BA333 79624 STHOS
Talwan 08 18 12 1.9 28 (328 GEES 0179 AST0B 018 IMTE  ITTIA 21363 29338 1878
Switzeriend 88 488 187 812 3060 #0931 T T4 8718 10TBa ™l ITea A TR
Australia 44 e 14 43 1778 T8 4.7 [ 1) P41 10818 isa 1381 4387 Ti0.8
New oaland 0.3 LX) o 6.2 [ %] L2 N k3 na me 109 1a a5 L2 1.8
8. Korea ] o 104 288 48 213 3048 W4T BB I9Ta 2TR D464 WA B
China o o [ ] 7 108 178 .. 434 417 e ™3 e
ASEAN 1852 204 s 208 Ges 9937, e wser 13ae 1na3 IeTR1 1913 2MED 4190
Singupors 1605 11.7 15 208 . Ti3E MB4 19020 18344 21000 25198 1626 19TR.8 18185
Muley s 4.3 1.8 59 55 I a.l wa 198 BES 3913 .1 1525 30.1 1188 3803
Prilippinss X 0z 08 o1 (1] o4 a8 B4 83 ] 78 i3 BT 1"
Indonssin =12 a9 4.2 a1 = f.‘! 3 1.8 853 889 1278 130.8 1978 3008
Brumal o 0 0 L] 13 a7 [T 0.7 1.3 w7 L&) 1 [T
L1 1203 M4 W7 1933 :11‘.: IT8L.E 30088 37202 ITI.T 1S 8881  IWLA so1a
LE 1 183 BdA B 724 TET8 18388 38882 m ea
Germay 2.3 el 474 1724 708.7 10859 T8 BATA B 8.7 1011
Francs 1] B 8 1.8 ISR GRS 12920 1PISE  199L3  BERE 4dR
Netheriands 18 384 48 12.7 M. 812 0.1 1118 B2 MTe I1I0da
haly 188 189 1ma 23 T2 . 587 s ™ 1.8 ..
I.Il'l'l a1 ] ] 0.8 158 88 8.7 1123 8.7 84 258
Dermrk 1.8 T4 18 40T M 719 SRS IM 1161 2ORT 118
Blghum o8 34 o4 W4 e azmd as22 w2 %4 183 end
Spuin ] [ %] [] ‘03 713 a8 ] 14 e
Portogsd [ o o 0 o a o o 1
Ireland L] (] [] r L L0 o xr 157 L] ° 8
Qroscs 0z o o 04 A I (1 ACLE L | Y| '} &1 4 13 o
Others 31 408 108  MA 384 549 1088 3 1995 2323 1383 1615 4808 13803 EEBRE 199984 153881 181108
Total IB55.5 13354 11119 14127 37038 41272 38375 TIS54 TSIL5 63300 63045 10631 230659 INISOA 481807 YTTSS  B44T8  S1441 47620 06D
Source. Bank of Thailand
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Table 3.5 Inflows of Foreign Direct Loans in Thailand Classified by Country ;

Millions of Babt
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Singapore is the major source of foreign direct investment inflows
among ASEAN countries and is also the major foreign investors countries in
Thailand among other countries the same as Japan. Hong Kong has the dominant
role in foreign direct investment inflows since 1984. in1991 and 1992, it has the
high amount of foreign direct investment which are 20,779.6 and 35,184.2 million
baht. This amount is the second country which has highest inflows of foreign direct
investment from Singapore.

Taiwan a]sohasﬁehiﬁ:’f;é‘)ﬂwndmiug 1988-1991 because of the
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The amount.of Japan and the United States foreign direct investment
inflow togethér has the large ratio. The reason for Japanese investment in Thailand
is that Thailand is another interesting country to invest further from China.
Furthermore, Thailand has low_cost_of production and situates in growing market

In1888 and 1989, only Japan direct investment was almost 50 percent
of all inflows. That is 15,698.3 and 22,375.8 million baht out of 32,737.8 and
53,079.3 million baht.The amount of the United States inflows is fluctuated through
20 years. Since 1993, the United States has , however, high amount again (Table
3.7).The United States views Thailand as one of the most growing and stabilizing
economy in Southeast Asia. Thus, the United States is still investing in Thailand.
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Sectoral Distribution of Foreign Direct Investment

The sectors which foreign investors invested in Thailand can be
divided in 10 groups.These are financial institution, trade, construction, mining and
quarrying, agriculture, industry, services, investment , real-estate , and others. During
1876-1885, financial institutions has the highest amount in foreign direct investment
inflows share and it folloed by industdal sector. The foreign direct investment
inflows for the financial instifutions '_,men.m.amuumumm
1992. This amount is about 50 times frof #8976 which has the amount of 1,324.7
mlﬂzmbahthnmlﬂﬂ)g,mﬂum from 71,721.6 to 1,944.6 million baht

i bahtinlﬂﬂt:mdiﬂﬁﬁ, respectively. This

defed from, table'3.6, thit the inflows of foreign direct
Wmm 1893. The amount of mdustry

rogranm: whwhymwdaunmsmnﬁvﬁtomm
ne. it ‘md:mug’l‘-.j BOI promoted manufacturing
mdmﬁnswﬁh:mgmﬁomp?éﬁéﬁmnEﬁugnﬁemmmmthEmh
chemical products, hasmmﬁt!:m&mm?waﬂdu‘anspmt,:m
and electrical appliatbes, and petroleum products. %

-_,.Jr 2

Mmyﬁmhdbnnmdmu@ﬂsmbyﬂnﬂﬂl Those
incentives from BOI is the motivation for foreign investors to invest more in

industrial secfor uring that ‘tithe, though BOI Has’ Begn| founded since the 70’s.
Such incentives includé privilege &nd profit in taxation which will reduce import tax
of machinery in the regional aria 6f investment-The area are separate in 3 regions
whichohave, different privikges (Appendix |B). BOI promioted” activities are |
howevef, not only confined to industrial sectors, but also cover agriculture, mining
and quarrying, hotels, trade, other services, and other sectors.

The real estate sector which include housing and real estate, hotel and
restaurant , and other services enhance its role in the last 7 years. Especially in
1989, 1991 and 1882 of housing and real estate , it has increased the amount of
inflows from its previous year up to 1.5 times, for example, in 1889 the inflows
accounted for 4,027.6 million baht increased from 865.7 million baht in 1888 or it
is about 5folds. In 1891 and 1992, the foreign direct investment inflows of housing



and and real estate has doubled from its previous years. This may explain that
housing real estate is a fast growing business during that time and there has been a
speculation in this business. After 1993, it has a slightly change (Table 3.8)

3.3 The Structure of Portfolio Investment

mnhmhuﬂunnll’nrtfdiolmﬂp?/ﬂ
The countries which m’;’u—/jm the substantial portfolio
investment in Tlmlnnd’__S Hoag Kong, United Kingdom, the United
swmrapmlnm-' nited States used to have the highest amount in

' ' 'bahtfﬂﬂowdbyﬁmgapm:mdﬁmg
. Singd m has geared up their investment since 1884
while Singapore has stafted’a | ,'mvgtmnum 1987. In 1987, Hong Kong is

io igvestmént at amount of 8597.6 million baht, followed by
: meunnédsm“ﬂuma 2,536.8 and 1,213.3

..1'."-:,, L]

J-JJ"- 3 .l':".h

Sl
Then in 1985, Smmah!é:ﬁmmﬂnhl&Imth:mporﬂohu

investment at amount of 88,827.7 million baht , followed by United Kingdom, Hong
Kmmmumg&smmma m&nzmzmﬂmm South
Kmahaspmtsmﬁdﬂmmlnuﬂm iMMh’lmymﬂrpmtfohu
investment inflows of south Korea equal zero. Up to 1996 south Korea has small
amount in this kind of capital inflows. Besides Singapore which is the country in
ASEAN, othef: ‘oduntfics Such/ s’ Millaysia, (the (Philippines; Indonesia have very
small amount  of portfolio investment in Thaitand whefi they compared with
Singapore (Table 3.9)

3.4 The Structure of Foreign Loans

Sources Distribution of Foreign Loans

The major sources funding for foreign loans are Singapore, Hong
Kong, Japan and the United States. Since 1976, Thailand has borrowed from 3
sources in the nearly amount. Those are Singapore, Hong Kong and the United
States. Japan has become the major Debtor country since 1989 while the United
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States has decreased the lending amount since 1992. The United Kingdom, member
of the EU, has the most dominant lending role in the EU countries. In 1976, United
Kingdom foreign loans inflows was accounted for 243.3 million baht and in1985 it
has the amount of 18,824.8 million baht Singapore, Hong Kong and the United
States has the double up point in 1990 which double the amount from 1989 and in
1891 which is twice of the amount from 1990. In 1990, Singapore, Hong Kong and
the United States is change from 46,871.9 to 94,797.8, 29,656.7 to 47,286.1 and
4415.4!n110505mﬂ1mhnh1m§uﬁ7: and in 1991, these 1990 amount went
up to 182,726.4 , 89,006.8 and 22.410.1 baht respectively. During that time
Wmﬂuhmﬂm&mlnfhnmﬁﬁfj.emﬂnﬂuwsoffmmhm
mm'l‘haﬂmdfmm‘__.gml, ’ﬂmﬂyﬁammjmmmsﬂ‘abkﬂlu)

—

?l%ﬂajorumabsorbin; foreign loans from
h:ss‘mb@ymgﬂnhighutfmmlmmm&umul
y and trade at amount of 171,186.7 , 147,562.8 ,
| ﬁlﬂlmmluntlmtluuhlsﬂal:hlghut
amuuntnffm:gn lumam—_&n.h:lﬂﬂmdlﬂﬂﬁ the amount of financial
institution fm:;n!umsmﬂuWEEmﬂﬂ«“ﬁr&nmﬁ_smdm.ln 1994,
the amoun of 180,670.8 million baht and the
n:nmmmmgmmmmnfuiﬁmumandmmss,
financial institution has the amount of mflows of 242,761.5 million baht and the
next sector is trade which has the amount of 82,522.1 million baht(Table 3.11)
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