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ABSTRACT

The Bank for Agriculture and Agricultural Ceoperatives (BAAC)
is a government - ewned specializea bank, designed te be a seurce ef
fund te the”agricultural secter, which ié the backbene oﬁ Thailand's
" econemy. The secter however is curreatly faced with varieus preblems,
among which is the funding preblem. Altheugh presently there exist a
fairly large number ef financia: institutions in the country, they can
hardly be the answer-to the questien. The BAAC has thus been created
to be a direct .solution.,

As a bank, the BAAC's operatiens aré therefere similar te
tQ?se of commercialibanks.‘ Mofeover9 the .BAAC, has.to.Compete with
com;;}éiélxhapkslgn\attracting fund by offering the same level of
interest rates on dep;22€s§(§§ich}ﬁow stand at the maximum rate of 13%
per annum). However the BAAC,:ﬁhving been set up to provide cheap fund
to the agricultural sector, is allowe&‘te charge the interest rate on
leané af.the ma#imum éf only 15% p.ﬁ. -Qhéfeés comﬁercial banks ﬁré :

able to extend credit te a wide range of activities at the tep interest



k|

rate of 19% p.a. Given this constraint, the BAAC would not be able
te continue its operation if it relied mainly on deposits for its
fund mobilization. The BAAC could never go on with the interest - rate
diferential or the margin of only 2% p.a. if operational cost is taken
inteo account.

Upon this issue, this theéis thus aims to study and analyze
the sources of fund for the BAAC, the/cest of each type of fund (with
data during 1972 - 1982 being used), other operational expenses as well
as profits of the BAAC, The ilesis also gpﬁeavours to find whsther the
BAAC has fulfilled its méin opjective of being a lew -~ cost source of
fund te the 'T};ai far‘mérs. |

From thg study, 4t As found thaﬁ, acéording te the BAAC's
 actual fund management, the Bank has not depended chiefly on deposits
as a source of fund since depesii is considered the the most ekpensive
capital. In fact during the eafly years of its operation, the BAAD
obtained fund frem its own capital fund, berrewings and te some extent
from its customers'dépesits. Hewever, since 1975 the Bank of Thailand
has set higher target for cemmercial banks to extend more credit to
the agriculturel sector. ©:So commercial banks are required to put the
~amount of money failing to reach the set target as deposits with the
BAAC.QAsMh-consquence, the structure of the funding sources for the
BAAC has ever sinc;\chérged in"the way that deposit has a“greater share
in the BAAC's fund acquggitiqg. Such_a change has increased the BAAC's
funding cost while it is still hard for the Bank to adjust lending rate
accordingly to offset the higher ceost.

This created a difficuit situation fqr‘the BAAC, which has to

look also for other sources of low = cost fund so that its operation



could procecd smoothly. To support the BAAC, the Bank of Thailand:
reduced the interest rate on the loans it lent to the BAAC from 5%
to 3.5% pea. in 1979 and further to only 1% pe.a. in 1980, thereby
lowering fhe overall cost of fund for the BAAC..

As regards the uses of fund, the BAAC provides loans directly

et s e

to farmers as well as.indirectly through a few farmgrs' institutions.
Besides, the BAAC has attempted tovmanage its aoquifed fund to the
vhighest efficiency. To this end, during the,ex -~ cultivation period
when the demand for agricultural loan is less, the BAAC re — deposits-
pért of the fund with commercialJbaqkS‘and invests some other part in
the bond repurchase market.

The study also finds that as years went by, the difference
betweeé the Bank's total ecost and ftotal revenue became smaller due to
higher cost of fund as well as higher operational cost. Besides, when
compared with commercial banks, the BAAC's operational expenses are
higher while its revenue grew very slowly, and indeed more slowly than
the growth rate of the Bank's total cost itselfs

In terms of statistigs, a pqsitiye‘correlation between the
growté oﬁkﬁhe BAAC's credit extensiongand the growth of its operational

2 >
M
NN T
cost is obvious,. S0 the gxpansion ofy the BAAC's operation does not

A
result in more profitaﬁility. It could thus be concluded that the

BAAC has propeffy pegformed itsiduty as a low = cost source of fund

—~—~

taktﬁé”farmers, without profit incentive, until the BAAC is able to
A

efficiently adjust its interest rate structure.

\\\
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