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SUBJECT: Thailand - Country Assistance Evaluation

After remaining stagnant for a century, Thailand's real GDP per capita increased six-fold from 1955
to 1995, without declining in any of these forty years. The economy was remarkably resilient to shocks both
external (oil shocks) and internal (military coups, riots and political crises). Suddenly, the miracle ended with
a crisis which took everyone, including the Bank, by surprise. A draft of this evaluation was discussed by
CODE on June 24, 1998 and a report of that discussion is attached as Attachment 1. This report is now being
re-issued for the purpose of public disclosure.

With GDP reaching double digit growth in the late 1980s and private capital pouring into the country
in the first half of the 1990s, the role of the Bank became marginal. During the decade preceding the crisis net
Bank disbursements to Thailand remained negative. Bank lending responded to the demand of the client, and
80 percent of Bank commitments went to infrastructure (power, transportation, and oil and gas). These
projects received excellent ratings. They were efficiently implemented by competent organizations and the
cost of lending per project was half of the Region's average. This type of lending contributed to ease the
infrastructure bottlenecks connected to double digit growth. But the Bank's impact on policy was very limited.

Although the number of poor fell drastically since 1975, income inequalities increased through the
1980s and the income gap between agriculture and the rest of the economy widened. Bank reports stressed
that most of the poor derived their livelihood from agriculture, but no agricultural project has been presented to
the Board since FY86 and the Bank lacked a coherent strategy to help Thailand alleviate rural poverty. Since
the mid-1980s Thailand had shown little interest in borrowing from the Bank for agriculture.

In the mid- 1990s, Thailand was expected to graduate soon to Part I status. Although concems over
the sustainability of the large external current account deficit had been growing since late 1996, the Bank's
strategy remained basically unchanged through June 1997. When the crisis occurred on July 2, the Bank held
a portfolio of pre-crisis projects with $1 billion undisbursed. These projects no longer fit with pressing needs.
In spite of the $0.35 billion disbursement of a financial adjustment loan in December, net transfers from the
Bank to Thailand in FY98 will not exceed $0.2 billion, or 0.1 percent of GDP. In FY98, the Bank focused on
financial sector restructuring since social and political pressures for reforming the system were at their peak
after the financial meltdown. Still, the Bank could have proceeded to a much more drastic restructuring of its
portfolio.

The crisis opened a window of opportunity for reforms which would not have been possible during the
boom years. To be effective, the Bank should concentrate its efforts in a few areas where it can have an
impact because there is strong ownership of reform. Strengthening the financial system, improving access to
secondary education, reducing corruption in customs services to improve Thailand's competitiveness and
reducing social suffering during the crisis may be quoted as examples. In view of the uncertainties, the present
strategy should be reviewed in a year or two.





Contents

Introduction I

1. The Thai Miracle, 1955-95 1
(1) Historical Background 1
(2) Social Achievements 2
(3) The Economic Miracle 4

2. The Crisis 7
(1) The Unfolding of the Crisis 7
(2) The Causes of the Crisis 8
(3) The Bank and the Fund in the Emerging Crisis 11
(4) A Precedent Overlooked: The 1982-83 Chilean Crisis 13

3. The Bank Assistance Before the Crisis 15
(1) Lending 15
(2) Non Lending Services 19
(3) Overall Evaluation 19

4. Bank Assistance During the Crisis 20
(1) The Bank in FY98 20
(2) The Bank in FY99 and FY00 23

Appendix Tables:
A. Thailand - Key Economic Indicators, 1989-98 26
B: Chilean and Thai Crises - Selected Indicators 27
C: Thailand - Yearly Bank Commitments, Disbursements and Transfers, FY84-98 28
D: Thailand - Rated and Non-Rated Loans 28
E: Thailand - Projects Rated 29
F: Thailand - Projects with Unsatisfactory Outcome 29
G: Thailand - Projects Approved from FY88 through FY97 30
H: Thailand - Projects Rated and Approved from FY88 30
1: Thailand - Quality at Entry (CY93, FY96, FY97 first half) 31
J: Thailand - Efficiency Parameters, FY88-97 31
K: Thailand - Evaluated Projects (through February 1998) 32
L: Thailand - Credits Open as of April 1998 36

List of Tables in the Text:

1.1: Thailand - Enrollment Rates in Secondary Education, 1989, 1994 3
1.2: Thailand - Population Aged 6 to 11 and 12 to 14 and School Enrollment, 1989-94 4
1.3: Thailand - Slowdown in Factor Productivity 6
2.1: Growth in Merchandise Exports and Exchange Rate Variations, 1995-97 11
3.1: Average Project Rating 16
4.1: Debt-to-Equity Ratio and Earnings over Interest Obligations, 1995-97 22
4.2: Growth in Thailand Merchandise Exports by Destination 23
4.3: FY98-00 Lending Program (Base Case) 23



Contents (cont'd.)

Box in the Text:

2.1: Spreading of the Crisis in 1997 8

Figure in the Text:

2.1: Chile 1977-95 and Thailand 1993-95 14
A: Real GDP growth
B: Budget surplus (+) or deficit (-) and external current account deficits

expressed as a percentage of GDP
C: Foreign capital inflow to the private sector: total and short-term capital

inflows as a percentage of GDP
D: Private over public external debt

Attachment
Attachment 1: Report from CODE 37

Louis Goreux was the Task Manager for this report. Julius Gwyer provided statistical assistance.
Geri Wise and Barbara Yale provided administrative assistance.



Introduction

The severity of Thailand's crisis and the speed at which it spread to the region came as a
surprise to most observers, and the Bank was no exception. The World Bank economic report
issued mid-December 1996 stated: "Despite a slowdown in export growth this year [1996], there
are no signs that the engine of economic growth is faltering with medium-term growth (in
1996-98) expected to average about 7 percent p.a." I This expectation was obviously too
optimistic. But, even if the World Bank had benefited from perfect foresight, it could not have
prevented the crisis; at the time, the Bank had virtually no leverage on government policies.

The World Bank followed a client-oriented strategy during the decade which preceded
the crisis. It delivered to Thailand what the country wanted, which was not very much. The
situation changed dramatically with the crisis and, when the World Bank agreed to contribute
$1.5 billion to the $17 billion rescue package arranged in August 1997, Thailand would have
been willing to borrow considerably more. If the recovery were delayed due to circumstances
beyond the government's control, Thailand would need large assistance from the World Bank for
several years. But, if private investors returned to Thailand soon and if the economy made a
strong recovery in the year 2001, the government might again feel that it does not need very
much from the World Bank a few years from now. In view of the uncertainty, it would appear
appropriate at this stage to concentrate on assisting Thailand in emerging from the crisis with the
understanding that, within a year or so, the assistance strategy will be reviewed in light of new
developments.

For assessing the quality of Bank assistance to Thailand, three issues are addressed.
First, was the World Bank assistance reasonably relevant and efficient in the pre-crisis period?
The answer is a qualified yes. Second, was the Bank well prepared to respond to the crisis? The
answer is no. Third, what is the appropriate Bank's response to the crisis now? How can the
massive assistance needed to restore growth quickly and minimize social suffering in the
meantime be harmoniously combined with reforms needed to promote inclusive growth in the
long term?

The report is divided into four parts. Parts I and 2 deal respectively with the Thai
miracle and the crisis. Parts 3 and 4 review the Bank's assistance to Thailand before and during
the crisis.

1. The Thai Miracle, 1955-95

(1) Historical Background

1.1 Thailand is virtually the only country of South East Asia which succeeded in avoiding
colonization in the 19th century by playing wisely one western power against the other. During
the Japanese occupation of 1942-45, the baht was fixed at parity with the yen; but Thailand
avoided loosing complete control of its currency by creating the Bank of Thailand (BOT) as an
independent institution in December 1942. As a result of high inflation during the war, real
wages of civil servants fell sharply, especially for top civil servants, which had two effects.

Thailand: Growth, Poverty and Income Distribution: An Economic Report, paragraph I .1, page 1, Report
No. 15689-TH, December 13, 1996, Country Operation Division, EAP, World Bank. [1996] added.



2

First, it induced some rent seeking practices, which have not disappeared.2 Second, the ruling
bureaucracy acquired a strong aversion to inflation. This may explain why part of the currency
was withdrawn from circulation to curb inflationary pressures when the war ended and why
inflation remained low in the post-war period. Before the float, the baht hardly depreciated in
relation to the US dollar which was worth 21.2 bahts in 1960 and 25.8 bahts in June 1997.

1.2 Although Thailand had been quite successful in dealing with the British, the French and
the Japanese, it had been less successful on the economic front until 1955. According to
economic historians, real GDP per capita was about the same in 1955 as one century earlier. By
contrast, real GDP per capita increased six-fold from 1955 to 1995. How did the change occur?

1.3 The major liberalization of trade policies initiated in 1955 seems to have led to the
miracle. The new policies included unification of the exchange rates, abolition of the state
owned rice company and a series of export promotion measures, such as tax exemptions and
concessionary credits to exporters, and establishment of export promotion zones. The World
Bank can claim some credit for the adoption of these policies. In 1957, it sent an advisory
mission which was well received and a number of the mission's recommendations were acted
upon.

(2) Social Achievements

1.4 With the spectacular economic growth, the number of Thais living with less than one
dollar a day fell from 6 million in 1975 to less than one million in 1992. But, while the number
of poor was declining, income inequalities were rising throughout the 1980s and, prior to the
crisis, poverty was essentially a rural problem. The income ratio between the top and the bottom
income deciles increased with the concentration of economic power and wealth. Income
disparity between agriculture and the rest of the economy also increased. But the impact of
income disparities on migration and changes in the nature of economic activities in rural areas
have not been well documented and analyzed in the Bank economic and sector work.3

1.5 With the rapid growth of formal employment in the Bangkok metropolitan region and the
sizable increase in real wages since the late 1980s, income inequalities declined in urban areas.4
For the country as a whole, the Gini coefficient increased from 1975 to 1992, but is reported to

2 "Not only did civil servants experience genuine economic hardship as a result of the rapid inflation of the 1940s, but
corruption also became entrenched. The public standing of civil servants was thereby permanently damaged by these
results." Last paragraph, p. 22, "Thailand's Macroeconomic Miracle, Stable Adjustment and Sustained Growth,"
World Bank/Oxford University Press, 1996.

The urban population is quoted as 20 percent of the total population in the 1998 WDI, against 45 percent (which
appears more reasonable) in the 1998 CAS. Conflicting estimates are also given regarding the size of the agricultural
labor force and the share of farmers income derived from non-farm activities.

4Thailand: Growth, Poverty and Income Distribution: An Economic Report, Report No. 1 5689-TH, paragraph 2.7.
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have declined afterward.5 Industrialization had the effect of increasing income inequalities
throughout the late 1980s, but inequalities may have declined in the 1990s.

1.6 Income disparities remain large between regions, with Bangkok at the top and northeast
at the bottom. Income disparities remain also large within regions, and-the education level is the
key factor explaining these disparities. Primary and lower secondary education, which is
widespread, has an income equalizing effect; but tertiary education, which benefits a fraction of
the population, has an income unequalizing effect.

1.7 Access to primary education has been quasi universal for several decades.6 By contrast,
the enrollment rate in secondary education remained low (about 30 percent) throughout most of
the 1 980s. But the situation changed drastically in recent years and most children completing
primary school are now moving into secondary. The transition rate from primary to lower
secondary education (first three years) increased from 47 percent in 1989 to 85 percent in 1994
and the overall enrollment rate for lower secondary almost doubled to 63 percent (Table 1.1).
With the transition rate from lower to upper secondary (last three years) rising to 96 percent in
1994, Thailand was well on its way to quasi universal secondary education, when twelve years of
publicly funded education was recognized as a constitutional right, in September 1997.

1.8 Higher education has been expanding, but remains elitist. The most prestigious
institutions are the two closed-admission public universities with 22 percent of the student
population; they are highly subsidized since fees cover only 10 percent of recurrent costs.
Although private universities are expensive, they have been expanding rapidly and they account
for 20 percent of the student population. The remaining 58 percent of the student population
attend two open public universities which provide lower quality education.

Table 1.1: Thailand - Enrollment Rates in Secondary Education, 1989,1994
1989 1994

Transition rate from:
Primary to lower secondary 47 85
Lower to upper secondary 80 96

Enrollment rate
Lower secondary 34 63
Upper secondary 23 34
Overall secondary 29 49

Source: "Thailand: Education Achievements, Issues and Policies," World Bank, November 18, 1997
(green cover).

The Gini coefficient relating to income reached a peak of 0.54 in 1992. The Gini coefficient relating to expenditures
is reported to have declined from 0.44 in 1994 to 0.41 in 1996. Since the saving rate increases with income, the Gini
coefficient relating to expenditures is lower than the one relating to income. The drop from 0.54 (for income) in 1992
to 0.44 (for expenditure) in 1994 may, therefore, reflect only a minor improvement.

6 The government made special efforts to provide adequate primary education in the poorest regions. In 1989, public
expenditures per pupil for primary education were slightly higher in the two poorest regions (Northeast and North) than
in the rest of the country, "which explains the higher enrollment rates found in Northeast Thailand", paragraph 48,
Poverty Assessment, July 30, 1993, Report No. I1 928-TH.



4

1.9 Gender discrimination is milder in Thailand than in most other developing countries.
School enrollment rates are virtually the same for girls and boys and the rate of female
participation in the labor force is exceptionally high.7 Moreover, the fertility rate fell
dramatically from over 5 thirty years ago to hardly 2 now. Quasi universal female basic
education may have contributed to this reduction. But a more important factor was probably the
massive migrations of young females from the farm to the city, where the opportunity cost of
raising children was higher. Because fewer children were born in the late 1 970s, the population
aged 6 to 11 reached a peak in 1987 and declined by 10 percent from 1989 to 1994, which
considerably released the pressure on primary education (Table 1.2). The number of children per
teacher fell to 17, which is the lowest pupil-teacher ratio in East Asia, and the class rooms not
anymore needed for primary school children became available for secondary schools. The
demographic changes were such that, from 1989 to 1994, enrollment rates could be raised by
72 percent for children aged 12 to 14 (lower secondary) and marginally for children aged 6 to 11
(primary) by increasing the total number of children enrolled in primary and lower secondary by
only 2.6 percent. Concurrently, the use of child labor declined with the labor participation rates
of children aged 13 and 14 falling from 37 percent in 1990 to 20 percent in 1993.

Table 1.2: Thailand - Population Aged 6 to 11 and 12 to 14 and School Enrollment, 1989-94
1989 1994 1989-94 1989-94

(in '000) (in %)

Population age 6-11 7,470 6,692 -778 -10.4
Children enrolled 6-11 6,992 6,291 -701 -10.0
Population age 12-14 3,749 3,468 -281 -7.5
Children enrolled 12-14 1,282 2,200 +918 71.6
Population age 6-14 11,219 10,160 -1,059 -9.4
Children enrolled 6-14 8,274 8,491 +217 2.6

Source: Annex 3, Table 1, "Thailand: Education Achievements, Issues and Policies," World Bank,
November 18, 1997 (green cover).

1.10 Infant mortality declined to the average level for upper middle-income countries. Health
expenditures account for over 5 percent of GDP, which is relatively high. But, with only one
third of these expenditures covered by public funds, the poor have limited access to health
facilities.

(3) The Economic Miracle

1.11 In some respects, it can be argued that there is no miracle. Thailand only shows that the
classical recipe for economic growth does work. Growth was generated by combining high
domestic savings with sound macroeconomic and outward-looking policies . Export was the
engine for growth, its share of GDP rose from 10 percent in 1970 to 20 percent in 1980 and over
30 percent in 1995. Growth was achieved in a non-inflationary environment: the rate of
exchange with the US$ remained virtually unchanged from 1960 to 1980.8 But, when Thailand's

In academic year 1993, females account for 49.8 percent of the student population for primary, secondary and tertiary
education combined. The rate of female participation in the labor force is estimated at 76 percent compared with 51
percent for the East Asian average.

8The value of the US$ declined from 21.2 bahts in 1960 to 20.4 bahts in 1980. and rose to 27.2 bahts in 1985. It then
declined to 24.9 bahts in 1995 before reaching 25.8 bahts by June 1997.
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terms of trade fell and the dollar strongly appreciated in the first half of the 1 980s, the currency
was depreciated by about 20 percent in relation to the dollar to preserve the Thai competitive
position. When the US dollar fell from 239 yen in 1985 to 94 yen in 1995, the parity between the
baht and the dollar hardly moved, which strengthened Thailand's competitive position and
induced an export boom. But, when the US dollar appreciated from 94 yen in 1995 to 124 yen in
March 1997, the Bank of Thailand did not let the baht depreciate in relation to the US dollar,
which proved to be an expensive mistake.

1.12 From 1955 to 1996, real GDP per capita did not decline in any single year, which shows
that the economy was remarkably resilient to shocks. Thailand suffered two severe external
shocks, but these shocks had only the effect of slowing down economic growth. After the first
oil price increase, the annual growth of real GDP declined in 1974-75, but only to 5 percent.
After the second oil shock and the world-wide increase in interest rates which occurred in 1980,
growth declined again; but annual GDP growth still averaged 5 percent in the 1980-86 period. It
was then that the Bank extended two SALs to Thailand: one in March 1982 and the other one
year later. Preparation was made for additional SALs but, by the time the programs were ready,
the economy had recovered. Annual GDP growth averaged II percent in the 1987-91 period and
private capital started pouring into the country. The Thai authorities felt that they did not need
policy advice anymore and the Bank assisted Thailand primarily in the form of traditional
investment projects during the decade which preceded the crisis.

1.13 During this forty-year period, Thailand went through numerous political crises, riots and
military coups. But, these domestic disturbances do not seem to have had much impact on the
economy. This surprising resilience has been attributed to the influence of a wise King who was
highly regarded and to the role of a group of competent and powerful civil servants, in particular
in the ministry of finance and the Bank of Thailand (BOT). This bureaucratic elite succeeded in
maintaining the economy along the right course in spite of political disputes. This was perhaps
the miracle which lasted for a long time.

The Stages of Development

1.14 From 1946 to 1973, Thailand was ruled by military governments, which were strongly
anti-Communist and the country benefited from the massive US expenditures connected with the
Vietnamese war. Among other things, an excellent road network9 linking Bangkok to the
Northern and Eastern provinces was established with US financial assistance for fighting
communist insurgencies more effectively. Although this was not their primary purpose, the new
roads provided Thai farmers with better marketing outlets and contributed to growth in an
economy which was still essentially agricultural. The growth of agricultural production
combined with the increasing level of business activities in Bangkok provided the needed initial
step for economic take-off.

1.15 Industrialization was the second stage in the 1970s. It proved very profitable, because
industrial wages did not increase in real terms. This was the classical phase of industrialization
in a labor surplus economy. With a good road network, rural migration to the Bangkok
metropolitan area was sufficient to provide the additional labor required in the first phase of

Government investments (mostly in the form of infrastructure and road construction) accounted for 5.4 percent of
GDP in 1970. The share declined to 4 percent in 1980 and 2.7 percent in 1990.
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industrialization. Demand for industrial labor increased less rapidly in the 1 970s than in the
following decade, because trade policies were biased in the 1970s in favor of capital-intensive
industries such as textiles, pharmaceuticals and automobiles. But, with the increase in the price
of energy and the rise in interest rates, this bias was corrected in the early 1980s, which led to the
next stage of the Thai industrialization.

1.16 The labor surplus disappeared in the early 1980s. In spite of foreign labor inflows (from
Myanmar in particular), real wages in manufacturing industry increased on average by about
5 percent a year from 1980 to 1995. In the early 1990s, the annual wage increase rose to
8 percent substantially exceeding labor productivity gains. Domestic investments reached the
record level of 41 percent of GDP in 1990-95, with the increase financed by higher private
savings originating from both nationals and foreign sources (Table 1.3). But in spite of higher
investments, the GDP growth rate declined and the incremental capital output ratio (ICOR)
doubled from its 1987-90 level.'0 Capital was, therefore, used less efficiently in the early 1990s
than before. This was partly due to some poor investment decisions, notably overinvesting in
urban real estate.

Table 1.3: Thailand - Slowdown in Factor Productivity
1987-90 1991-95 1996

(in percent peryear)
Real GDP 11.0 8.4 5.5
Real industrial wages 5.0 8.0

(in percentage of GDP)
Domestic Investments 34 41 42

of which: private 27 33 32
External current account deficit 4 7 8

(Ratio)
ICOR 2.7 4.8 6.1

Source: Annex Table A and World Bank.

1.17 Poor investment decisions were made, because the intermediation system was not fitted
to allocate large amounts of savings among the most profitable investments. Loans could be
contracted without having to satisfy objective profitability tests, because industrial corporations,
financial companies and banks were often owned by the same family. The financial companies
constituted the weakest component of the chain, because they were less regulated than banks and
engaged in more risky lending. Ironically, these companies grew from a government attempt at
strengthening the banking system by prohibiting co-ownerships between banking and borrowing
corporations. But the intended objectives of the new laws and regulations adopted in the 1 970s
were defeated by the creation of complex and opaque structures of cross-ownership between
banks, financial corporations and the corporations borrowing from them.

1.18 During the mini financial crisis of the early 1980s, many financial corporations became
virtually bankrupt, but they were kept alive by the infusion of public funds. The 1990 Bank
report on the financial sector notes that at "the end of 1989, 13 finance companies and several

The 2.7 level was very favorable by intermational standards. During the 1985-90 period, Taiwan (province of China)
was the only country of East Asia which did better with a 2.5 ICOR.
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banks were still supported through various subsidies such as soft loans,"1 I and that, at the end of
the 1980s, the annual "cost of the rescue operation was estimated at B 3 billion," equivalent to
some US$120 million. The weakness of the financial sector was therefore already well
documented in 1990, but no further financial study was conducted by the Bank until the crisis.
The financial companies remained the weakest link of the financial chain and 58 (out of 92) were
closed in 1997.

1.19 The elite corps of the BOT and the Ministry of Finance had managed to keep the
economy on the right track under difficult circumstances before, but was unable to do so in the
mid-1990s. Why? Several developments contributed to this change. First, with modest
increases in government wages, the remuneration of the elite corps fell far below what well
qualified civil servants could have obtained in the private sector, and this contributed to lower
the status of the corps and to encourage corruption. Second, political considerations became
more important in the climate of euphoria and greed generated by rapid wealth accumulation.
Third, Thailand-as other East Asian tigers-was considerably influenced by changes in the
Japanese economy and 1995/96 was the turning point for the dollar/yen ratio. The Japanese
currency appreciated from 239 yen per dollar in 1985 to 94 yen per dollar in 1995; since then, it
steadily depreciated and reached 146 yen per dollar by mid-June 1998. When the yen was
appreciating, labor costs in Japan were rising in dollar terms and Japanese corporations were
transferring the manufacturing of labor-intensive products from Japan to Thailand where the baht
was linked to the dollar.12 The Thai economy was thriving with 10 percent annual GDP growth
over the 1986-95 period. But, shortly after the yen started depreciating, the crisis came.

2. The Crisis

(1) The Unfolding of the Crisis

2.1 The crisis came as a surprise. In 1994 and 1995, real GDP was still rising by almost
9 percent a year and merchandise exports expressed in current dollars were increasing by
25 percent a year. The public sector budget had a surplus equivalent to 2 percent of GDP,
domestic saving was equivalent to one third of GDP and foreign investors were pouring money
into the country. During the first half of 1996, net short-term capital inflows reached the record
level of $7 billion (equivalent to 4 percent of 1996 GDP), which showed the market still had
confidence in the Thai economy.

2.2 Suddenly, the engine of growth stalled. Export earnings fell by 9 percent in dollar terms
from the last quarter of 1995 to the second quarter of 1996. The market sentiment turned from
bullish to bearish; the speculative real estate bubble burst and the stock market started a free fall.
Following the first attack on the currency in July 1996, Moody downgraded the sovereign short-
term debt from prime A to prime B in September and the currency was attacked a second time in
December. Investors lost confidence in the baht and the $4.1 billion short-term net capital inflow
in the first quarter of 1996 turned into a $0.7 billion outflow in the second quarter of the year.

Thailand: Financial Sector Study, Report 8403-TH, May 25, 1990, p. xii, paragraph 47.

12 "What Can Developing Countries Learn from East Asian Economic Growth" Takatoshi Ito, paper presented at the
annual Bank Conference on Development Economics, April 30- May 1, 1997, Washington. No paper alluding to the
emerging East Asian crisis was presented at this conference.
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2.3 The Bank of Thailand (BOT) resisted a third currency attack in February i997 and a
fourth one in May, but it did so at the cost of massive forward dollar purchases. Having virtually
exhausted its reserves (net of forward liabilities), the BOT had no alternative but to let the
currency float on July 2, 1997. Before two weeks had passed, the currencies of Malaysia, Hong
Kong and Singapore were under attack (Box 2. 1). On August 20, a $4 billion stand-by
arrangement with Thailand was approved by the IMF Board, as part of an overall $17.2 billion
rescue package to which the World Bank contributed $1.5 billion . By mid-October, a second
rescue package of $27 billion had to be arranged for Indonesia. Shortly after, the Hong Kong
stock market lost nearly 30 percent of its value within four days. It was followed on October 27
by a 7 percent loss of the Dow Jones index and similar losses worldwide. One month later, a
third rescue package of $57 billion was finalized in record time for South Korea. Containing the
spread of the crisis had become a major concern of the international financial community.

Box 2.1: Spreading of the Crisis in 1997

February 5 Thailand Somprasong Land, first Thai company missing foreign debt payment.

May 2 Thailand Collapse of Finance One, one of the largest financing companies.

July 2 Thailand The baht floats.

July 14 Malaysia Central Bank abandons defense of the ringgit.

July 17 Singapore Central bank allows depreciation of S$.

August 14 Indonesia The ruphia is allowed to float.

August 15 Hong Kong The HK$ is attacked.

August 20 Thailand US$17.2 billion rescue package

October 22-23 Hong Kong Stock market falls 17 percent.

October 27 New York Dow Jones falls 7 percent followed by similar falls in Europe.

October Indonesia US$27 billion rescue package.

November 4-10 Thailand Prime Minister Chavalit resigns and is replaced by Chuan Leekpay.

December 3 Korea US$57 billion rescue package.

(2) The Causes of the Crisis

2.4 Contributing factors to the crisis included the erosion of Thailand's competitiveness, the
full liberalization of the capital account in the 1 990s, which led to a massive short-term capital
inflow which the financial system was not equipped to handle, a tax regime which favored
borrowing through the BIBF (see paras. 2-5-2.8 below), lax Central Bank supervision and poor
corporate governance.

2.5 Through most of the 1980s, the banking system had been regulated in various ways,
notably by ceilings on deposit and lending rates, minimum credit allocations to priority sectors
and preferential reserve and tax treatments. Most of these limitations had been removed by 1990
when Thailand accepted the obligations of the IMF Article VIII. The next step was the
liberalization of the capital market, which culminated in 1993 with the creation of the Bangkok
International Banking Facility (BIBF), an offshore banking center. With this facility, Thai firms
were able to contract loans denominated in foreign currencies (out-in loans) and foreign banks to
extend loans, via Bangkok, to neighboring countries such as Myanmar, Cambodia, Laos and
Vietnam (out-out loans). In November 1996, full-branch bank licenses were granted to 7 BIBF-
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based foreign banks: three from Japan and one from each of four countries (Germany, France,
China and Canada).

2.6 The new facility, which benefited from favorable tax treatment,13 was very successful in
attracting foreign capital. By mid-1996, the stock of BIBF loans rose to $50 billion, of which
$30 billion were "out-in loans". Borrowing from the BIBF was very advantageous for Thai
banks and corporations, because interest rates were lower on loans denominated in US$ than on
loans denominated in bahts. Dollar liabilities remained generally unhedged, since it was widely
believed that the parity with the US$ would remain unchanged.

2.7 Direct foreign investment declined, while short-term borrowing by the private sector
increased sharply with most of the increase through the BIBF.14 As a result, Thailand's short-
term debt became virtually equal to its long-term debt by the end of 1995, while the former was
only half of the latter in 1991. The private sector was flooded with short-term capital inflows
borrowed at low rates and it could be argued that the Bangkok real estate boom was essentially
financed with short-term foreign loans. Financial companies were the main culprits. Their
lending more than tripled from December 1991 to December 1995 and, during this period,
26 percent of lending went to personal consumption and 28 percent to real estate ventures.15

2.8 The BOT became concerned with the overheating of the economy in 1995. It attempted
to sterilize part of the foreign capital inflow, but without much success. The BOT tightened
monetary policies; but it had a perverse effect by raising the'differential between domestic and
BIBF interest rates, which stimulated additional inflows. Raising the budget surplus was not
politically appealing, because the surplus already exceeded 2 percent of GDP and economic
activity was starting to decline in 1996. With weak supervision of the financial sector, full
liberalization of the capital market and a fixed exchange rate, the BOT had lost control of
monetary policies. One solution envisaged in 1996 by some members of the Thai administration
was to float the currency. But, with a large short-term private debt denominated in US$ and
unhedged, many corporations and financial institutions would have suffered major losses and a
number of them would have become bankrupt. This could have generated a financial crisis and
the weak political establishment was not ready to take such a risk.

2.9 The macroeconomic situation was not as good as it appeared at first sight for two
reasons. First, the external account deficit was high (8 percent of GDP in 1995) and almost
entirely financed by net foreign short-term capital inflows. A reversal in market sentiments
could, therefore, have disastrous consequences, and this is precisely what occurred when the net
inflow of short-term capital fell from plus $13 billion in 1995 to minus $13 billion in 1997, a
difference of $26 billion, equivalent to 15 percent of GDP. Second, although the financial
situation of the public sector appeared very sound with a budget surplus and no short-term

13 Profits were taxed at 10 percent instead of 30 percent.

The share of foreign direct investment in net long-term capital inflows fell from 53 percent in 1992 to 17 percent in
1996. Concurrently, private sector short debt contracted through the BIBF rose from zero at end-I992 to $6 billion at
end-1993 and $24 billion at end-1995.

President's Report, Thailand - Finance Companies Restructuring, Report P-72 1 1 -TH, December 16, 1997,
paragraph 24, p. 7.
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foreign debt,16 the external debt of the private sector constituted a heavy potential liability for the
government. Since the financial sector had already been bailed out in the 1980s, a new bail out
was credible and it is what happened. Public assistance to the financial sector already amounted
to 13 percent of GDP by end FY96/97 and it may exceed 20 percent of GDP by end FY97/98. A
public sector surplus equivalent to 2.7 percent of GDP in FY95/96 was deceptive, because it
excluded any provision for the rescue of the private financial sector.

2.10 As long as exports were increasing rapidly, financial problems could be solved. This
was still the case in 1995, when export earnings rose by $9 billion from the previous year. But,
in 1996, export earnings declined by 1 percent in dollar terms. 17 The sharp fall largely reflected
the appreciation of the dollar in relation to the yen and the DM (Table 2.1). But Thailand's share
of world exports also fell. 8 Export growth in 1996 was 5 percentage points lower for Thailand
than for the group of nine East Asian countries19 other than Japan and a 4 percentage point gap
remained when the first three quarters of 1997 are compared with the first three quarters of 1996.

2.11 While total export earnings declined by only 1 percent from 1995 to 1996, earnings from
labor intensive goods fell by 18 percent. The fall was particularly steep (27 percent) for
garments, footwear, travel goods, toys and artificial flowers. This fall was the continuation of an
earlier fall, since earnings from this group of products had already declined by 7 percent from the
first to the last quarter of 1995. Thailand had lost competitiveness in the production of labor
intensive goods against China, India, Indonesia, Vietnam and Cambodia.

2.12 Losing shares in the export of labor intensive goods would not have been a problem if it
had been compensated by increasing shares in the export of less labor-intensive goods with
higher value added; this is the normal pattern of any fast growing economy with rising wages.
This did not, however, occur for several reasons. First, the shift in the production mix was
hindered on the supply side by structural factors; notably, the shortage of skilled labor linked to
the low level of secondary school enrollment in the 1980s. Second, the import demand from
other countries of the region was weakening. Third, Thailand's overall competitiveness was
reduced by the virtual pegging of the baht to the US dollar, while wages were rising about
12 percent a year in nominal terms, without comparable gains in labor productivity. The problem
was exacerbated by the large depreciation of the Chinese currency in relation to the US$ in 1994
and the 15 percent appreciation of the US$ in relation to the Yen in 1996.

2.13 In 1995, half of Thailand's exports went to nine East Asian countries and one third to the
eight countries other than Japan. The export patterns of the nine East Asian countries other than
Japan were fairly similar, with two dominant product groups. The importance of the first group
(textiles and clothing) was declining for Thailand, while that of the other group (office
equipment, computers and consumer electronics) was rapidly rising. For the second group, intra-
regional trade was largely in the form of components within a given industry, which reflected

16 At end 1995, the external short-term debt amnounted to $41.1 billion, of which only $0.1 was due by the public
sector.

17 Imports by Japan valued in US$ increased by 13 percent a year from 1992 to 1995, but remained flat in 1996.

18 After rising by 70 percent from 1992 to 1995, the volume of manufactured exports remained flat in 1996.

19The nine countries are: China, Hong Kong, Indonesia, Korea, Malaysia, Philippines, Singapore, Taiwan and
Thailand.
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increasing specialization among more and less advanced countries. A large part of capital
inflows was also intra-regional. For capital inflows, Thailand depended mainly on Japan
followed by Hong-Kong, Taiwan and Singapore.

Table 2.1: Growth in Merchandise Exports and Exchange Rate Variations, 1995-97
(in percent per year)

1995 1996 1997 (QI-Q3)a

Exports valued in US$
Thailand 25 -1 3
China 23 2 24
HongKong 15 4 3
Six other countriesb 24 6 5
Nine above countries 22 4 7
Japan 12 -7 3
World 20 4 4

Exchange Rates
Yen/$ -8 +16 +12
DM/S -12 +5 +15
a. First three quarters of 1997 compared with same three quarters of 1996.
b. Indonesia, Korea, Malaysia, Philippines, Singapore, Taiwan (China).
Source: IFS.

2.14 The share of intra-regional trade among the ten East Asian countries had increased from
46 percent of their total trade in 1990 to 52 percent in 1996 and it was second only to intra-
regional trade among western European countries. Because of the large intra-regional flow of
goods and capital, the problems arising in one country were rapidly transmitted to the other
countries of the region and vice-versa. What started as the Thai crisis soon became the East Asia
crisis.

(3) The Bank and the Fund in the Emerging Crisis

2.15 The Bank was not well prepared for the crisis. Thailand was a successful middle-income
country that over time had reduced its reliance on Bank assistance. The share of the Bank budget
allocated to Thailand was low. For FY97, it amounted to $3.0 million against a norm of $5.6
million.20 The shortfall from the norm ($2.6 million) was the highest of any Part II country.
Moreover, the part of Thailand's budget devoted to economic work was cut to the bones, which
was in line with the strategy outlined in the 1994 CAS: "Assistance on macroeconomic, trade
and industrial policies...is not necessary at this juncture in Thailand's development."21 In spite
of these constraints, the Bank staff became conscious of the difficulties faced by Thailand in the
summer of 1996. An internal memorandum noted the rapid increase in unhedged short-term

2 0 The norm was calculated by regressing over the FY95-97 period country budget data against the five following
variables: Population, GNP per capita, Performance Rating and Lending per capita. One single dummy variable was
added for outlier countries. The norm was calculated from the regression equation without dummy; the regression
coefficients of the five variables are expected to reflect the Bank's criteria for allocating budgets among Part 11
countries. "Strategy Phase of New Planning and Budgeting Process" Memo 11/17/97, Annex 7, page 3.

21 Section 2 "The Bank's Assistance Strategy", first paragraph (43). Thailand: Country Assistance Strategy, Report
No. 13458-TH, August 9, 1994.
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external liabilities and raised concerns about the fragility of the financial system. It stressed the
decline in exports of labor intensive goods and expressed doubts about the sustainability of the
large external account deficit.22 These concerns were not, however, reflected in the economic
memorandum issued on December 13, which projected an annual 7 percent growth of real GDP
for the 1996-98 period.23 The Bank lending program was not modified either. The education
and power projects submitted to the Board in May and June 1997 did not refer to the emerging
crisis. As a matter of fact, the demand for power was calculated by assuming a GDP growth rate
"in the 6-7 percent range."24 When the power project was reviewed by the Board eight days
before the baht started to float, some questions were raised regarding the foreign exchange risk
attached to the dollar loan; the staff responded that the risk was there, but that it was not unusual.

2.16 It may also be noted that the staff's attention in FY97 was partly diverted by issues
relating to internal reorganization. From March 1996 through mid-1997, the managers who had
been dealing with Thailand at different levels left and were not replaced for extended periods.
The reorganization also affected the staff at the working level and some institutional memory
was lost. By August 1997, when the $17 billion rescue operation was put in place, an entirely
new team of Bank staff and managers was working on Thailand.

2.17 On its side, the Fund had not been heavily involved in Thailand since its last stand-by
ended in 1986. During the Article IV consultations conducted in 1993, 94 and 95, the Fund
expressed its concerns about the overheating of the economy and the loss of effectiveness of
monetary policies resulting from large capital inflows, but devoted little attention to the BIBF. In
the first half of 1996, the Fund's main recommendations were to raise the budgetary surplus and
to introduce exchange rate flexibility, the latter also with a view to discouraging short-term
capital flows. The Fund started to be seriously concerned only in the second half of 1996. It
expressed its concerns forcefully in December 1996 and, more strongly, in the first half of 1997.
But the Thai authorities were not ready for major policy changes. This lack of response reflected
the fragility of the political coalitions, which is demonstrated by the succession of four ministers
of finance in 1996 and two others in 1997, and by the resignation of two governors of the central
bank. It explains why the baht remained linked to the US dollar25 until July 2, 1997.

2.18 Although the Fund was already concerned in the latter part of 1996, it did not foresee
that the crisis would spread so rapidly to other countries nor that Thailand would be so severely
affected. When the Thai rescue package was arranged in August 1997, real GDP was expected
to increase by 3.5 percent in 1998. But, the 3.5 percent increase was replaced by a 4 percent to
5.5 percent decline for 1998 at the time of the third IMF review, nine months later.

Memorandum to the department director dated September 9, 1996.

23 The report had been discussed with the Thai authorities in the summer of 1996.

24 Memorandum of the President, Thailand - Metropolitan Distribution Reinforcement Project, paragraph 3, p. I.
Report No. P-7034-TH, May 29, 1997.

25 The baht was actually linked to a basket of currencies in which the US$ had a 79 percent weight. Masahiro Kawai
"East Asian Currency Turbulence" Table 3, October 1997; paper presented to World Bank seminar held 11/4/97.
"What Caused the 1996 Slowdown in East Asian Export Growth", World Bank mimeo, Dasgupta, Dipak and Kumiko
Imai.
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(4) A Precedent Overlooked: The 1982-83 Chilean Crisis

2.19 A recent Bank document noted that the East Asian crisis differed from the crises of the
1980s which had their roots in traditional macroeconomic problems and, in particular, high fiscal
deficits.26 But this is not quite true since the similarities between the 1997-98 Thai crisis and the
1982-83 Chilean crisis are striking (Figure 2.1). Chile had a sizable fiscal surplus during the
three years preceding the crisis, as Thailand did. Excessive short-term borrowing from abroad by
the private sector was the problem in both cases and this occurred for the same reasons. The
capital market was liberalized when the financial system was weakly regulated and supervised.
Borrowing from abroad became highly profitable, because interest rates were much lower for
loans denominated in dollars than for local currency loans. Dollar loans remained generally
unhedged, because the government's stated policy was to keep the currency peg with the US
dollar unchanged. Short-term capital was pouring in from abroad and the economy was
booming. Chile was advertised as a success story in 1980, as Thailand was in 1995.27 But the
large external current account deficit financed by short-term capital inflows was the catch.

2.20 When market sentiments changed, the speculative bubble burst and the foreign capital
inflow turned abruptly into an outflow. Within two years, the change in net capital flows 8 to the
private sector was equivalent to some 20 percent of GDP, with more than half of it on account of
short-term capital flows (Figure 2.iC). What started as a financial crisis with a collapse ofthe
real estate market and a free fall of the stock market led to the insolvency of many "financieras"
and industrial corporations. Soon it became a full fledged economic and social crisis.

2.21 The private sector was largely bailed out by the Chilean government and the cost of the
rescue operation over four years was estimated at 41 percent of GDP.29 The private debt was
reduced at the expense of the public debt (Figure 2. ID) and the budget surplus of 1979-81 turned
into a deficit in 1982-86. All this appears very similar to what is happening in Thailand now.

26,"The East Asia Crisis: The World Bank Group's Response," 3/24/98, paragraph 4.

27 "Thailand's Macroeconomic Miracle, Stable Adjustment and Sustained Growth," World Bank/Oxford University
Press, 1996.

28 Surplus in the year preceding the crisis plus deficits during the first two years of the crisis.

29 "Dealing with Bank Insolvencies: Cross Country Experience" by Gerard Caprio and Daniela Klingebiel. Annex 1,
page A3, PRD, World Bank, October 1995.
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Figure 2.1: Chile 1977-85 and Thailand 1993-98^
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2.22 The Chilean government proceeded to a massive restructuring of the financial system,
through liquidations, 30 recapitalizations and privatizations. The bank legislation was overhauled
by tightening capital requirements and bank supervision. The de facto overall deposit guarantee
was progressively replaced by a more limited one based on the principle of risk sharing, with a
fee to be paid by the beneficiary of the guarantee. Private pension funds were created to
stimulate private savings. The volatility of short-term capital flows was reduced by requiring
30 percent of loans or bank deposits originating from abroad to be placed for one year at the
central bank interest free.31 This meant that the tax expressed as percentage of the loan value
was inversely proportional to the length of that loan. As a result of all these measures, the
financial system became stronger after than before the crisis. This is also very similar to what
Thailand is trying to do now.

2.23 The Chilean economy made a strong recovery, but not without pains. Over the 1982-87
period, Chile made three rescheduling agreements3 2 with its foreign creditors and its external
debt reached 115 percent of GDP in 1986.33 Real GDP returned in 1987 to its 1981 level, but
real wages remained substantially lower in 1987 than they were in 1981. Since then, Chile's
economic performance may have been the strongest in Latin America34 with an annual GDP
growth averaging 7 percent in the last ten years. The Bank assisted Chile with a large lending
program in FY86-88, notably with three SALs of $250 million each. After reaching a
$0.3 billion peak in FY86-88, net annual disbursements from the Bank fell to minus $0.2 billion
in FY93-97 and the last loan to Chile was made in January 1996. Chile needed the Bank in the
middle of the crisis; but, when the crisis was over, Chile felt that it could do without the Bank.
Thailand might react in a similar manner.

3. The Bank Assistance Before the Crisis

(1) Lending

3.1 Over the 1989-96 period, the Bank was only a marginal source of financing for Thailand,
accounting for 2 percent of gross disbursements from abroad; other multilateral agencies
accounted for less than 2 percent and official bilateral agencies for 10 percent; private creditors
accounted for the remaining 86 percent. In the three years preceding the crisis (1994-96), the
share of private creditors rose to 88 percent, while that of the Bank fell to 1.2 percent. From
FY88 to FY97, repayment of principal was twice as large as gross disbursements and net Bank
disbursements remained negative averaging minus $179 million a year. Taking interest payments

30 From end 1981 to end 1983, the number of "financieras" (the Chilean equivalent of the Thai financial companies)
was reduced from 18 to 7 and the number of banks from 23 to 19. A Velasco, WP188/66, page 7, IMF, July 1988.

31 Foreign direct investments and new equity issues made abroad by Chilean companies were exempted from this
obligation.

32 New bank credits were associated with each rescheduling.

33 Thailand's external debt was lower. It was equivalent to only 50 percent of GDP at end-1996; it is expected to reach
a peak of 72 percent of GDP by end-1998 and to decline progressively to 35 percent in 2003, according to IMF
projections.

34 93 percent of Bank projects in Chile were rated with a satisfactory outcome.
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into account, Thailand transferred to the Bank $356 million a year on average during the decade
which preceded the crisis. It is clear that the Bank had no policy leverage from its lending.

3.2 By end-FY98, the Board will have approved 117 projects in Thailand with total
commitments amounting to $5.7 billion (Annex Table D). Out of the 86 projects evaluated,
outcome was found satisfactory in 90 percent of the cases and sustainability likely in 73 percent
of the cases, which ranks Thailand above the EAP regional average and much above the
Bankwide average (Table 3.1). For the 11 projects approved by the Board since FY88, the
ratings were even more favorable: outcome was found satisfactory for 95 percent of the amounts
committed, sustainability likely and development impact substantial for 94 percent of the
amounts committed (Annex Table H). Thailand has, therefore, been an excellent performer by
Bank's lending standards.

Table 3.1: Average Project Ratinga
Satisfactory Likely Substantial

Outcome Sustainability Impact Devt.
(Percentage by number ofprojects)

Thailand 90 73 44
EAP Region 83 67 43
Bankwide 72 44 28
a. As of April 30, 1998.
Source: All projects evaluated, see Annex Tables E and K.

3.3 Before the crisis occurred, that is through FY97, the composition of Bank lending
evolved along three lines: (i) The Bank ceased lending for agriculture after FY86. (ii) After a
14-year hiatus, the Bank made a comeback in the education sector with two loans in FY96 and a
third in the following year. (iii) In the decade preceding the crisis, 80 percent of Bank lending
went to power, transportation, and oil and gas.

(i) The Bank Ceased Lending to Agriculture After FY86.

3.4 Agriculture had been the sector receiving the largest share of Bank lending until FY86,
with irrigation accounting for almost 70 percent of cumulative commitments to the sector by
FY81. The major aim of irrigation projects was to help small farmers in raising rice production
and this objective was achieved, since Thailand became the major rice exporter accounting for
over 40 percent of world rice exports in 1989. But many public irrigation systems did not work
as well as expected. Outcome was rated unsatisfactory for four of the five irrigation projects
approved from FY75 to FY8 1.35 Fundamental questions started to be raised about irrigation
policies and the Bank conducted a review of its irrigation projects in Thailand.36 The study
concluded: "For climatic, cultural, political and economic reasons, free or nearly free irrigation
water and associated rent-seeking behavior by farmers are realities unlikely to be changed. To go
on designing public large-scale irrigation systems in monsoon Asia assuming this is not the case
is difficult to justify". Whether or not this judgment was too harsh, the fact is that no irrigation
project in Thailand was presented to the Board after FY81.

Out of the 86 projects evaluated, outcome was rated unsatisfactory for 9. Among those 9, were the 4 irrigation
projects which accounted for two-thirds of the amounts committed in for the 9 projects (Annex Table F).

36 OED Precis, Irrigation in the Humid Tropics: Indonesia and Thailand, No. 13, December 1, 1991.
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3.5 Five additional projects for the agricultural sector were presented to the Board in FY82,
FY83 and FY84. No project was presented in FY85 and the last agricultural project went to the
Board in FY86,37 although most of the poor were deriving their livelihood from agriculture.
Since the mid-i 980s, Thailand had shown little interest in borrowing from the Bank for
agriculture.

(ii) The Bank Stopped Lendingfor Education from 1982 to 1996

3.6 By FY82, the Bank had made six loans for education. But, between the sixth and the
seventh loans, 14 years elapsed. The sixth loan, which aimed at improving lower secondary
education in disadvantaged areas, raised problems with the Thai authorities. The physical
component of the project was satisfactorily implemented, but enrollment in the project-schools
was 34 percent below targets. The shortfall was attributed to: "(a) high tuition and opportunity
costs, (b) scarce employment opportunities following graduation, (c) low quality of schooling
compared to urban schools, (d) irrelevance of educational content as perceived by parents, and
(e) parents' preference for six-year secondary schools which have better chance of leading to
higher education." According to the PCR,38 the authorities were also dissatisfied with the
project costs and the closing of the loan came at a time when the government policy was to limit
its borrowing from the Bank.

3.7 After a hiatus of 14 years, the Bank made three loans which raised problems. The first
two dealing with secondary and technical education were approved in June 1996 and quality at
entry was rated by QAG as marginal. The 3 rating for the two Thai educational projects was
worse than the 1.66 average rating given to the three other Thai projects rated by QAG and worse
than the ratings given to China, Indonesia and Vietnam for educational projects (Annex Table I).
The purpose of the third loan approved in May 1997 for $143 million was to finance the
purchase of new equipment for the faculties of science and engineering. The third loan has not
yet been rated by QAG, but several EDs believed that the project did not comply with the Bank's
emphasis on quality at entry. The very purpose of the loan was also debatable. The latest
poverty assessment had identified tertiary education as the strongest income unequalizing
factor and the Bank's recommendation was to increase cost-recovery in public tertiary
education.

3.8 The problems encountered were largely due to the fact that the loans were made before
defining the Bank's strategy for the education sector. The staff study "Education Achievements,
Issues and Policies" was submitted to the government only in November 1997 and the authorities
have not yet reacted to the Bank's proposals. Several EDs "expressed concern about the lack of

37 Out of the 22 agricultural projects evaluated, outcome was found unsatisfactory for five. Four of them dealt with
irrigation. The fifth one was the National Rural Development Project approved in 1984; it was unfavorably rated
because achievements were not considered commensurate with the large amounts of Bank staff resources used. The
first land titling project approved in FY84 is recorded under the agricultural sector. The two following land titling
projects are recorded under Environment, because they deal not only with agricultural land but also with titling of
urban land and protection of forests and watersheds. The second and third projects had, nevertheless, a substantial
rural component. The demand for titles was strong because titled land could be sold at a higher price than non-titled
land. Moreover, titled land provided access to bank credit and this credit was often used for non-farm activities.

38 Overestimated costs resulted in high front-end fees and commitment charges; 42 percent of commitments were
ultimately canceled. Sixth (Secondary) Education Project - Thailand, PCR, Report No. 8363, February 12, 1990.

See paragraph 1.6.
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proper sequencing of the Bank's involvement with the Thai education sector, noting that no clear
policy framework had been developed to substantiate the project design."40

(iii) During the Decade Preceding the Crisis, 80 percent of Bank Lending Went to Power,
Transport, and Oil and Gas

3.9 Over the FY88-97 period, power accounted for 41 percent of Bank commitments,
transportation for 24 percent (with 5 highway projects out of 6 transportation projects), and oil
and gas for 15 percent (Annex Table G). Of the 22 projects made in these three sectors, 9 have
already been evaluated and their ratings were excellent (Annex Table H).

3.10 The Bank's experience with power and transportation was not the same. In the power
sector, no project had been presented to the Board over FY84-87. But, in the ten following
years, the Bank financed ten power projects. This change came with the appointment of a new
task manager who remained in charge of Thailand since FY88. He gained the confidence of his
Thai counterparts and the Bank participated in the formulation of power sector policies.

3.11 In the transportation sector, the Bank worked very efficiently with the Department of
Highways (DOH), a well organized and competent agency responsible for highways and,
indirectly, for about half of the work on rural roads. But the Bank did not succeed in gaining
access to the other part of the transportation sector which fell under the Ministry of the Interior;
this other part covered urban transportation and motorways and the second half of rural roads
managed by the Office for Accelerated Rural Development (ARD). The Bank attempted to work
with ARD in 1982; but the experience with the provincial road project was so bitter that it was
never renewed. The Bank's contribution to broad transportation policies was limited, since the
Bank had access to only part of the sector.42

3.12 Because projects were implemented efficiently by competent agencies dealing with
power, highways, and oil and gas, and because these projects accounted for 80 percent of Bank
lending, the average cost of lending was low in Thailand. In terms of staff weeks per project, the
cost was only half of the average for the EAP region during the decade preceding the crisis
(Table J). The comparison would have appeared even more favorable to Thailand if the cost of
dropped projects had been excluded. The cost of dropped projects accounted for 8.4 percent of
the Bank budget allocated to Thailand,43 which was twice the average for the EAP region.

Summary of Board discussion on 5/13/97. SD97-26, paragraph 28. Two EDs opposed the university project and
one abstained.

41' So bitter was ARD's first experience with consultants and contract construction that it never again considered
working with the Bank." OED, Performance Audit Report, Thailand - Provincial Roads Project, Report No. 8447,
March 16, 1990, Evaluation Summary, para. 9. After implementation of the Provincial Road Project was transferred to
DOH, everything ran smoothly.

42 OED audit of five transportation projects with $300 million IBRD financing. Report No. 16733, June 16, 1997.

The cost of dropped projects in FY88 was recorded as 261 staff weeks, which represented nearly 40 percent of the
entire budget allocated to Thailand for that year.
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(2) Non Lending Services

3.13 From 1985 until the crisis, the policy dialogue has been limited, partly because the
authorities felt that they could do without Bank's policy advice. In the mid-1980s, significant
resources went into the preparation of new SALs which never went to the Board, because the
Thai authorities did not want to be subjected to SAL conditionality anymore, especially as the
economy had recovered. On the Bank side, the budget for economic and sector work was
shrinking.

3.14 In a case where the interests of the Bank and the country seemed to converge, the
outcome was somewhat disappointing. Poverty was at the heart of the Bank's concerns and a
better distribution of the benefits from growth was also a concern in Thailand according to the
1994 CAS: "Several Royal Thai Government agencies have expressed interest in the Bank
devoting its next major piece of analytical work to an in-depth analysis of policy options and
issues regarding poverty incidence and income distribution."" The Bank response was
presumably the economic report issued in December 1996 and entitled "Growth, Poverty and
Income Distribution." But this report does not provide a strategy for rural development although
most of the poor live in rural areas. The 1993 Poverty Assessment had noted that "a better
understanding of the dynamics of labor markets and migration from rural areas is needed,"4 5 but
the 1996 report did not throw light on the issue.

3.15 In 1990, the Bank published a well documented Financial Sector Study which
highlighted some of the weaknesses of the financial system. The 1994 CAS did not recommend
any further work in the area and it did not give any warning signal of potential problems. As a
matter of fact, the evolution of the financial system and the liberalization of the capital account
were praised in the 1994 CAS, which stated: "This liberalization, and the recent launching of an
offshore banking center in Bangkok are intended to promote Thailand as a regional financial
center."46

(3) Overall Evaluation

3.16 During the decade preceding the crisis, an understanding was reached on what the Bank
could do in Thailand and it is what the Bank did: it financed power, highways and oil and gas.
Because these projects were implemented by competent and well managed Thai agencies, Bank
lending was efficient. Bank lending was also relevant, because it contributed to alleviate the
infrastructure bottlenecks unavoidable with double digit growth. Rural electrification projects
supported by the Bank provided electricity to one million rural households in the 1 980s, which
improved living conditions in rural areas. Rates of economic return on highway projects were
generally high. Most estimates made after project completion ranged from 30 percent to
40 percent, which was in excess of the estimates made at appraisal.

3.17 The 1994 CAS identified four focus areas. Regarding the first, support for the
development of physical infrastructure, the Bank did well; power accounted for 63 percent of
commitments in FY97, far exceeding the 34 percent CAS target. Regarding the second, human

44 CAS, paragraph 50, Report No. 13458-TH, August 9, 1994.

Poverty Assessment, paragraph xvii, page iv, Report No. 11 928-TH, July 30, 1993.

46 CAS, paragraph 10, August 8, 1994.
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resource development, the Bank made a come back in the education sector, but not with the right
product. Regarding the last two, poverty and environment, the Bank did not accomplish very
much. But, given the Bank's low profile in Thailand, it would not have been reasonable to
expect very much either.

4. Bank Assistance During the Crisis

4.1 There is a clear break in the magnitude and the nature of the Bank's assistance to
Thailand before and after the crisis. After averaging $0.18 billion in the 13 years preceding the
crisis, IBRD annual commitments to Thailand rose to $0.38 billion in FY98 and, in the base case
of the 1998 CAS, commitments would reach $1.32 billion in FY99. The following section
reviews what the Bank has done in FY98, and the subsequent one deals with FY99 and FY00.

(1) The Bank in FY98

The Disbursement Ratio Fell Sharply and Bank's Net Transfers to Thailand Will Not Exceed
$0.2 billion in FY98

4.2 In July 1997, the Bank inherited a portfolio of pre-crisis projects with $1 billion
remaining undisbursed. These projects had been designed for a fast growing economy benefiting
from a large capital account surplus. Since August 1997, the Bank has been building up a
pipeline of new projects designed for a country in the midst of a depression with a large capital
account deficit. The old and new Bank portfolios did not blend well and this has been reflected
in a fall of the disbursement ratio from a 44 percent average in the FY92-95 pre-crisis
environment to an expected 11 percent in FY98.47 In spite of the $350 million financial
adjustment loan fully disbursed at Board approval in December 1997, net disbursements and net
transfers from the Bank to Thailand are expected to remain, respectively, under $270 million and
$200 million in FY98. The amount disbursed to Thailand in the twelve months which followed
the float of the baht will be equivalent to about 0.3 percent of GDP, rather small when compared
for example to the $15 billion short-term capital outflow in FY98, or to the Bank disbursements
to Cote d'Ivoire in the month following the devaluation of the CFA franc which were equivalent
to 1.5 percent of GDP.

The Bank Was Right to Focus on the Financial Sector

4.3 The government which assumed power in November 1997 was determined to implement
structural reforms and, after the 1997 financial meltdown, social and political pressures for
improving the financial system were at their peak. The Bank was right in taking advantage of
this window of opportunity to concentrate its efforts on financial sector restructuring. This is a
field in which the Bank and the Fund have to work closely together, which was underlined by a
joint statement of the Heads of the two institutions in April 1997.48 Restoring the health of the

47 Ratio of disbursements during the year to the undisbursed balance of the Bank's portfolio at the beginning of the
year, including investments projects only. The II percent ratio assumes that disbursements would rise from
$98 million during the first 11 months of FY98 to $109 million by the end of the year (see Annex Table C).

"We have become increasingly concerned that problems in the financial sector and especially the banking system
...are disruptive to growth and macroeconomic stability, and can spill over regionally and internationally. In response
to these growing concerns, we are working intensively to develop a framework for cooperation in our financial sector
activities.. "Joint Statement by the President of the World Bank and the MD of the IMF on Collaboration in
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financial system is a major component of the rescue package. But the health of the sector is
dependent on the health of the borrowing corporations which, in turn, is dependent on economic
recovery. The Bank and the Fund are, therefore, embarked on the same boat. IBRD and IFC
should also work closely together; but IFC's activities in Thailand have been, unfortunately,
impaired by an ongoing dispute.49

The Bank Contributed to the Competitiveness Study

4.4 Officials in the Ministry of Finance had been concerned for some time by the erosion of
Thailand's competitiveness and, in October 1996, they invited the Bank to study the problem
with the Ministry of Industry. Among the various components of the competitiveness study was
a survey of changes in the business conditions since 1994. From the answers given by 800 firms
in the last quarter of 1997 and the first quarter of 1998, three points emerged:50 (i) The decline
in exports before the crisis was due to a sharp fall in profits from 1994 to 1996, which reflected
the real appreciation of the exchange rate and the large wage increase. Even after the
devaluation and in spite of the modest nominal wage increase which followed, all firms
complained about high labor costs. (ii) Exporters complained about customs, red tape and
corruption. (iii) The reduction in capacity utilization started before the devaluation, but it
became more severe after the devaluation; it was more pronounced for domestic firms without
foreign connections than for firms with foreign connections. A further decline in capacity
utilization was expected by a majority of the firms, in particular by those not producing for
exports and the reason given for this decline was the contraction of the domestic market.

4.5 The deterioration of the financial situation of the corporate sector is confirmed by a
study conducted by the stock exchange of Thailand (SET); the survey covered 65 corporations
accounting for one fourth of the non-financial private corporate external debt. For the sample
average, the debt-to-equity ratio tripled from 1995 to 1997, while the ratio of earnings before
interests and taxes over interest obligations fell from 3.7 in 1995 to 1.1 in 1997 (Table 4.1). The
1.1 average means that many corporations had a ratio below unity and could not service their
interest obligations from their 1997 earnings before taxes. In a larger survey conducted by Pharta
Securities, 30 percent of the corporations were in that situation.

strengthening financial sectors" April 27, 1997, SecM97-328. Bank-Fund Collaboration on Strengthening Financial
Sectors" August 5, 1997. R97-191.

The dispute relates to Finance One, a financing company which collapsed in May 1997. After reaching a peak of
$217 million in FY96, IFC's annual commitments to Thailand fell to $13 million in FY97. At end-January 1998,
IFC's disbursed portfolio in Thailand reached $0.5 billion, which was at par with Indonesia, but more than twice the
portfolios of Philippines, Korea and Malaysia combined. Many of the companies in which IFC had interests
encountered severe financial difficulties and IFC had to proceed to a number of reschedulings and restructurings.

50 "Crisis, Adjustment and Reforms: Results from the Thailand Industrial Survey" David Dollar and Mary Hallward-
Driemeier, World Bank, April 1998.
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Table 4.1: Debt-to-Equity Ratio and Earnings over Interest Obligations, 1995-97
1995 1996 1997

Ratios

Debt-to-Equity Ratio 1.6 2.1 4.5
Earnings before interest and taxes over interest obligations 3.7 2.5 1.1

Percentage increase

Earnings before interest and taxes -4 -27
Interest obligations 43 68
Source: Average calculated from a sample of 65 corporations accounting for one-fourth of the non-
financial private corporate sector's external debt. Information provided by the Stock Exchange of Thailand.

4.6 The good news was a greater than expected improvement in the external current account,
which permitted to raise the limit on the 1998 public sector deficit to 3 percent of GDP. But
there was also bad news. First, in spite of the relaxation in the fiscal constraint, real GDP was
expected to decline by 5.5 percent in 1998. Second, the improvement in the external current
account was entirely due to the sharp fall in imports5' caused by a recession more severe than
anticipated. Although the volume of Thai exports increased after the devaluation, the dollar
value remained about the same in the first quarter of 1998 as in 1995 (Table 4.2). In dollar
terms, the largest declines from the first quarter of 1997 to the first quarter of 1998 were
recorded for Thai exports to other ASEAN countries and Korea (-25 percent) and exports to
Japan (- 15 percent). Fortunately, most of this loss was compensated by gains to the EU (14
percent) and the US (18 percent). As a result, the share of ASEAN countries, Korea and Japan
declined from 37.2 percent of total Thai exports in 1996 to 31.6 percent in the first quarter of
1998, while the share of the US and EU increased from 34 percent to 38.7 percent over the same
period.

4.7 Substantial progress has been made in improving financial regulations and strengthening
the Financial Sector Restructuring Authority (FRA), but much remains to be done for
recapitalizing the financial sector. In the first quarter of the year two of the largest banks
succeeded in raising their capital by $1 billion and $0.85 billion respectively. But following the
devaluation, the increase in interest rates and the declining domestic demand, an increasing
number of enterprises became unable to service their loans. The increase in credit to the private
sector remains modest and part of it reflects roll-over operations used to prevent loans from
being reclassified as non-performing.

5 From 1996 to 1998, imports are expected to fall by 29 percent in dollar terms and exports to increase by 5 percent.
As a result, the current account would turn from a 7.9 percent of GDP deficit in 1996 to a 6.9 percent surplus in 1998.
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Table 4.2: Growth in Thailand Merchandise Exports by Destination
(1996-1998 first quarter)

1996 1997 1998a
(in percent per year)

Total exports valued in US$ -1.9 3.8 -2.9
Japan -1.1 -6.0 -15.3
ASEAN & Korea -1.0 5.4 -25.5
EU 8.7 3.9 13.7
US -0.5 12.9 18.0

Volume of exports -5.1 9.2 10-15

(in percent)

Share of exRort earnings 100 100 100
ASEAN & Korea & Japan 37.2 35.8 31.6
EU & US 34.0 35.3 38.7
Others 28.8 28.9 29.7

a. First quarter of 1998 over first quarter of 1997.
Source: Data provided by the Thai authorities, and IMF staff estimates.

2. The Bank in FY99 and FY00

4.8 In February 1998, a recovery was anticipated in the second half of the year. In mid-June,
it is generally believed that the recovery will be postponed due to a combination of internal and
external developments. On the domestic side, the increase in non-performing loans, together
with tighter regulations, will induce the banks to be very selective in their credit allocation. The
level of private investment and manufacturing activity may therefore decline further. On the
external side, foreign investors became bearish on East Asia after data recently released indicated
that Japan had officially fallen into recession.

4.9 During the three years preceding the crisis, multilateral and bilateral agencies accounted,
respectively, for only 3 percent and 9 percent of total disbursements to Thailand and the various
agencies were more frequently competing than cooperating. The need for cooperation was felt in
August 1997, when a $17 billion rescue package had to be quickly arranged. Cooperation
between the Fund and the Bank is satisfactory, but the border lines between the respective roles
of the World Bank and ADB regarding education and other social aspects could be clarified. The
most efficient way of avoiding duplication and conflicts among Thailand's development partners
is probably through the organization of thematic round-tables, as suggested in the CAS.

Table 4.3: FY98-00 Lending Program (Base Case) (in millions of US$)
Projects FY98 FY99 FYOO Total

Technical Assistance 30 20 50
Adjustment 350 800 400 1,550
Investment 500a 800 b 1,300
Total 380 1,320 1,200 2,900C
a. Social Investment Project SIP I ($300 million), plus Skill Development loan ($200 million).
b. Public Sector Reform ($400 million), plus SIP II ($300 million), and Urban Environnent Management
($100 million).
c. Plus $500 million for Guarantees.
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Restructuring The Old Portfolio

4.10 The projects-approved before the crisis differ basically from those prepared or
programmed afterward. In July 1997, approximately $1 billion of the Bank portfolio was
undisbursed. This portfolio should have been restructured to fit with the new crisis situation. For
example, the project presented to the Board in June 1997 aimed at satisfying a demand for
electric power in the Bangkok area which would increase by 8 percent a year from 1996 to 2001.
The demand for power had been projected by assuming a 6 to 7 percent annual GDP growth over
the period. With a 0.4 percent GDP decline in 1997 followed by a 5.5 percent decline in 1998,
the demand for power will be much lower than projected and the project has to. be adjusted
accordingly.

4.11 Other pre-crisis projects also need review and restructuring, as illustrated by the three
education projects for which no disbursement has yet been made. A $143 million loan was made
to import equipment which universities wanted to acquire when the economy was booming. The
$143 million amount could be better used now for sustaining the government drive to expand
access to secondary education. The drive was very successful before the crisis, but it is now
constrained by budgetary austerity and a fall in household incomes. The opportunity cost of
keeping children in school a couple of additional years would be very low now, since the crisis
greatly reduced the demand for unskilled labor. By contrast, the marginal productivity gain from
better training would be high when the economy recovers. The move would also come at an
opportune time socially to prevent an increase in child labor and keep young teens off the street.
Ideally, the move should have been initiated in September 1997, but the Region argues that
pressing demands resulting from the crisis precluded such work and that higher education retains
high priority. Moreover, although no disbursement has yet been made on the two loans dealing
with secondary and technical education approved two years ago for $114 million, a $200 million
skills development loan is scheduled in FY99. One may wonder whether these loans could not
be consolidated to fit the objectives considered as most relevant today.

Poverty Alleviation

4.12 A distinction has to be made between the new urban unemployment problem which is the
immediate concern of the government and the rural problem which needs to be solved within a
long-term horizon. With the real estate and financial booms becoming bust, hundreds of
thousands of construction workers and tens of thousands of employees in the finance sector lost
their jobs. A large number of small and medium size firms became bankrupt and many of those
which survived reduced employment because domestic demand was falling. As a result, the
labor market in the Bangkok metropolitan region turned abruptly from shortage to surplus. The
authorities want to avoid social unrest and they asked the Bank for help. The Social Investment
Project (SIP), which is scheduled to be submitted to the Board in July, is the Bank's response to
this request.

4.13 It has been reported that families went back to villages. But little is known about the
scale of such movements and most of these moves may be temporary. It seems clear, however,
that the terms of trade shifted in favor of agriculture after the devaluation and that the rate of
migrations from rural to urban areas was reduced by the recession. But these effects will be
temporary and poverty will remain concentrated in rural areas. A strategy to alleviate poverty
has to be based on a rural development strategy drawing a distinction between income derived
from farm and non-farm activities. The rural strategy should, in turn, be formulated in the
context of an economy-wide development strategy taking migrations explicitly into account.
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The Crisis Offers opportunities For Structural Reforms

4.14 The crisis opened a window of opportunity for reforms which would not have been
politically feasible during the boom years. Important policy areas, which remained off limits for
a decade, became suddenly accessible to the Bank. The new constitution contains measures
aimed at combating endemic political corruption. The Bank could take advantage of this opening
to assist the authorities in improving governance and legal provisions. The Bank should be
selective and focus its interventions in areas where there is a strong support for reforms.
Reducing red tape and corruption in customs services would improve Thailand's
competitiveness. Barriers which have now disappeared may, however, reappear when the crisis
is over. The risk of falling out of phase with the Thai agenda could be reduced by improving the
quality of the Bank's economic and sector work and conducting this work in close association
with Thai counterparts.

In View Of Present Uncertainties, the Bank's Assistance Program Should Be Flexible

4.15 The new CAS has been formulated at a time when considerable uncertainties remained
and the Bank may be approached in the not too distant future for assistance in areas which are
strategically important, but had not been considered to be so when the CAS was formulated. The
Bank's program should therefore remain sufficiently flexible and the approach proposed for a
series of adjustment loans could provide some of the flexibility needed. It might nevertheless be
desirable to return to the Board in a year or so with a CAS Progress Report.

4.16 Thailand needs considerable assistance from the Bank now. But it requested limited
assistance during the ten years preceding the crisis and the same situation may prevail when the
crisis is over. The case of Thailand is not unique, it applies to other countries that gain
substantial access to international capital markets. How should the Bank deal with such
countries? This is an interesting and complex issue but one that falls far outside the scope of a
CAE.





Table A: Thailand - Key Economic Indicators, 1989-98

1989 1990 1991 1992 1993 1994 1995 1996 estimated 1ro8ected

Real GDPgrowth (percent) 12.2 11.6 8.1 8.1 8.3 8.9 8.7 5.5 -0.4 -5.5

Consumption 7.6 8.3 7.9 7.3 6.7 0.1 -8.0

Gross Fixed Investment 6.8 10.6 12.3 13.2 6.0 -16.0 -24.0

Savings and investment (percent of GDP)
Gross domestic investment 35.1 41.1 42.0 40.0 40.4 41.1 42.3 41.7 35.0 28.2

Private, including stocks 29.6 34.1 34.0 31.9 32.5 32.9 33.1 31.5 23.5 16.4

Public 5.0 6.1 7.2 8.1 7.9 8.2 9.2 10.2 11.5 18.0

Gross national saving 31.6 32.6 33.7 34.4 34.5 35.5 34.3 33.7 32.9 35.0

Private, including stat. discrepancy 21.8 20.5 20.9 22.9 22.5 22.5 22.2 20.6 22.2 25.6

Public 9.8 12.0 12.9 11.5 12.0 12.9 12.0 13.1 10.7 9.5

Foreign saving 3.5 8.5 10.4 5.6 5.9 5.6 8.0 7.9 2.0 -6.9

CPI inflation (period average, percent) 5.5 6 5.7 4.1 3.4 5.1 5.8 5.9 5.6 10.5

Fiscal accounts (percent of GDP) /b
Central government balance 3.2 4.6 4.7 2.7 2.1 1.7 2.6 2.4 -0.9 -2.4

Revenueandgrants 17.9 19.1 19.3 18.3 18.3 18.9 18.8 19.5 18.3 15.5

Expenditure and net lending 14.7 14.6 14.7 15.5 16.2 17.1 16.2 17.1 19.2 17.0/c

Overall public sector balance 3.4 4.5 4.0 1.6 0.9 1.8 2.5 2.7 -2.1/c -3.0/c

Monetary accounts (percent)
Broad Money growth 26.2 26.7 19.8 15.6 18.4 12.9 18.1 12.7 3.1 5.1

Balance of payments (billions of US$)
Exports, fo.b. 19.9 22.9 28.3 32.2 36.6 44.6 55.7 54.7 56.7 57.5 a'

(volume growth) 24.1 12.1 19.5 12.0 13.0 17.8 14.3 -5.1 9.2 8.8

Imports, c.i.f. 25.3 32.7 37.9 40.1 45.1 53.4 70.4 70.8 61.3 50.5

(volume growth) 20.3 23.0 10.4 5.3 11.5 16.4 16.4 -1.0 -11.8 -13.6

Current account balance -2.4 -7.1 -7.4 -6.1 -6,1 -7.8 -13.2 -14.4 -3.0 8.5

(percent of GDP) -3.3 -8.3 -7.5 -5.6 -5.9 -5.6 -8.1 -7.9 -2.0 6.9

Capital account balance 5.6 9.7 11.3 9.7 10.5 12.2 21.9 16.5 -15.6 -16.0

Medium- and long-term 4.3 7.4 4.6 9.3 11.3 6.3 4.0

Short-term 1.3 6.3 6.7 5.4 3.1 7.6 12.6 5.8 -21.9 -20.0

Overall balance 4.0 3.8 4.2 3.0 3.9 4.2 7.2 2.2 -18.6 -8.0

Official reserves 10.5 14.3 18.4 21.2 25.4 30.3 37.0 38.7 27.0 26.0

(months of imports) 5.0 5.2 5.8 6.3 6.8 6.8 6.3 6.6 5.3 6.2

(percent of short-term extemal debt) 112 112 104 90 103 90 114

External debt
Total debt (billions of US$) 22.7 29.2 37.7 43.6 52.1 64.9 82.6 90.5 91.8 89.7

(percent of GDP) 40.2 49.8 46.8 50.6 49.9 59.6 72.5

Debtserviceratio/c 12.7 10.5 10.2 11 10.9 11.4 11.1 12.1 15.8 19.5

GDP 139 163 181 154 124
/a On a fiscal year basis (October I to September 30), excluding financial restmcturmng costs.
/b Percent of exports of goods and services.
/c The overall balance augmented by interest due on account of the assistance provided to the financial sector amnounts to -2.8% in 1997 and -5.7% in 1998.
Sources: Inormnation provided by the Thai authorities and IW staff estimates May 1998.
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Table B: Chilean and Thai Crises - Selected Indicators

B1. Chile, 1977-85
1977 1978 1979 1980 1981 1982 1983 1984 1985

(% per year)
GDP growth 9 8 9 8 5 -10 -4 8 7

(percentage of GDP)
Budget Surplus -1 0 5 5 3 -1 -3 -3 -2
External Current -4 -7 -6 -7 -14 -9 -6 -11 -9
Accounts Deficit (-)
Foreign Capital flows to the Private Sector

Total 15.9 3.5 -3.5 +4.1
Short-term 3.1 -3.0 -5.3 +3.1

(Ratio)
Private over Public 0.68 1.19 1.84 1.83 1.12 0.55 0.42
external debt
Source: IMF RED July 1986 and "Liberalization crisis; Intervention: The Chilean Financial system, 1975-85" by
Andre Velores. WP/88/66. World Bank "Chile Adjustment and Recovery", Report No. 6726-CH. 12/21/87.

B2. Thailand, 1993-98*
1993 1994 1995 1996 1997 1998

(% per year)
GDP growth 8.3 8.9 8.7 5.5 -0.6 -3.5

(percentage of GDP)
Budget Surplus 0.9 1.8 2.5 2.7 -1.5 -3.0
External Current -5.9 -5.6 -8.1 -8.1 -2.2 3.9
Accounts Deficit (-)
Foreign Capital flows to the Private Sector

Total 13.0 10.1 -4.3 -4.8
Short-term 7.7 0.0 -4.9 -7.0

(Ratio)
Private over Public 2.7 3.1 4.0 4.4 2.7 1.8
external debt
Sources: IMF, 1997 estimates, 1998 projections.
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Table C: Thailand - Yearly Bank Commitments, Disbursements and Transfers, FY84-98a
(in US$m)

FY Debt Commitment Gross Net Net
Outstanding Disbursement Disbursement Transfers

1984 1724 125.6
1985 2307 112.5 321.7 259.3 116.6
1986 2809 93.0 247.0 144.3 -50.2
1987 3524 21.0 168.9 17.1 -236.6
1988 2726 173.0 122.6 -151.1 -431.2
1989 2381 177.0 131.4 -393.8 -623.2
1990 2530 144.0 182.7 -229.8 -422.1
1991 2527 52.0 159.5 -56.4 -249.0
1992 2004 231.5 181.5 -48.7 -230.3
1993 2030 214.0 184.9 -433.5 -598.3
1994 1885 0.0 108.1 -305.9 -454.0
1995 1906 513.1 145.1 -48.1 -185.3
1996 1707 263.5 175.4 -28.0 -158.7
1997 388.4 97.6 -97.4 -211.0
1998a 380.0 448.0 275.0 193.0

a. As of May 31, 1998.
Source: World Bank.

Table D: Thailand - Rated and Non-Rated Loans
Number of Projects Commitment (US$ m)

Early Projects not rated 15 536
Projects rated 86 3,843

of which approved since FY88 11 2,193
Projects not yet rated approved by FY97 16 1,608

closed by 3/31/98 3 193
open on 3/31/98 13 1452

Projects approved in FY98 4 680
closed 1 350
open 2 30

Total: 117 5,728
Source: World Bank.
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Table E: Thailand - Projects Rated
Satisfactory Likely Substantial

Sector Projects Commitment Outcome Sustainability Development-
Impact

Number (US$m) (percentage by number of projects)

Agriculture 22 837 77 58 42
Education 6 142 100 1O0a Oa
Finance 3 67 100 0Oa 100a
Industry 2 90 100 1 OOa I 0oa

Mining 3 95 100 100 0
Multisector 2 326 100 -

Oil & Gas 4 242 100 100 100
Power 14 911 100 100 83
Telecom. 4 279 100 67 Oa
Transportation 17 617 88 75 11
Water 2 93 100 Iooa Iboa
Other 7 135 71 33 33

Total Thailand 86 3,834 90 73 44
EAP Region 83 67 43
Bankwide 72 44 28

(percentage by value)
Total Thailand 91 82 50
EAP Region 89 79 49
Bankwide _ 74 55 33

Based on evaluation of a single project.
Source: Table K for Thailand.

Table F: Thailand - Projects with Unsatisfactory Outcome
Sector No. of Projects FY ofApproval Commitment

(US$m)
Agriculture 5 262

Irrigation 4 76,77,80,81 226
National Rural Dvlp. 1 84 36

Transportation 2 56
5th Railway 1 79 16
Inland Waterways 1 81 40
and Land Ports

Urban - 3rd Shelter 1 87 7

Public Sector Mgmt. 1 91 18
Tax Computerization

Total 9 76-91 343
Source: Table K.
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Table G: Thailand - Projects Approved from FY88 through FY97
Sector No. of Projects Commitment

in US$m as percentage
Power 11 892 41
Transport 6 528 24
Oil & Gas 5 337 15
Education 3 256 12
Environ. (Land Titling) 2 148 7
PSM (Tax Computerization) 1 32 1
Total 28 2,193 100
Source: Table K.

Table H: Thailand - Projects Rated and Approved from FY88
Satisfactory Likely Substantial

Sector Projects Commitment Outcome Sustainability Devt. Impact
Number (US$M) (percentage by number of projects)

Power 4 348 100 100 100
Transport 4 200 100 75 75
Oil & Gas 1 92 100 100 100
Environ. (Land Titling) 1 30 100 100 100
PSM (Tax Computerization) 1 32 0 0 0
Total Thailand 11 702 91 82 82
EAP Region 91 84 44
Bankwide 72 53 31

(percentage by value)
Total Thailand 95 94 94
EAP Region 97 92 50
Bankwide 80 66 39
Source: Table K for Thailand.
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Table I: Thailand - Quality at Entry (CY93, FY96, and FY97 first half)
Sector Thailand China Indonesia Vietnam
Power

Number of projects 2 5 2 1
Average Rating 2 1.2 1.5 4

Transportation
Number of projects 1 7 2 1
Average Rating 1 1.1 1.5 1

Education
Number of projects 2 3 5 2
Average Rating 2 2.3 1.6 2.5

1: Good; 2: Acceptable; 3: Marginal; 4: Poor
Source: QAG.

Table J: Thailand - Efficiency Parameters, FY88-97
Index Units Thailand EAP TH/EAP

(in percentage)

Cost of country program SY 13.8 328 4.2
Lending Commitments US$ million 211 4,911 4.5
Number of lending operations 25 410 6.1
Number of projects under 18 297 6.1
supervision
Total cost of dropped projects SW 734 8245 8.4
Lending completion cost SW/project

Total (of which:) " 54 108 50
Energy, Mining 59 87 68
Infrastructure, Urban Devt. 48 105 46

Supervision (weekly) SW/project 7.3 12.1 60
Energy, Mining " 408 803 58
Infrastructure, Urban Devt. " 8.5 12.3 69

Econ. and Sector Work SY as % of 21.6 20.7 104
total resources

SW: Staff Weeks; SY: Staff Years
Source: PBD.



Table K: Thailand - Evaluated Projects (through February 1998)
Latest

Net Commit. Latest Report Latest
OED ID Approval date Project title (USsm) Outcome Sustainability ID Impact Report Type Number Report Date

Agriculture
C0379 4/3/73 Chao Phya first irrigation improvement 5.5 Satisfactory PAR 2850 2/14/80
C0461 2/5/74 Northeast Thailand irrigation improvement pr( 6.9 Satisfactory PAR 4203 11/29/82
C0929 6/12/79 Northem agricultural development project 21.9 Satisfactory Uncertain Substantial PAR 13565 9/27/94
L0514 9/14/67 Phasom dam project 25.8 Satisfactory PAR 2850 2/14/80
LI 149 7/15/75 Phisanulok irrigation project 88.4 Unsatisfactory Unlikely Modest PAR 7935 6/30/89
LI 198 1/27/76 Northeast rural development project 20.0 Satisfactory PAR 5990 12/27/85
LI 199 1/27/76 Livestock development project 4.8 Satisfactory PAR 4842 12/21/83
L1243 4/20/76 Rubber replanting project 50.0 Satisfactory PAR 4786 11/18/83
L1393 3/31/77 National agricultural extension project 28.0 Satisfactory PAR 6263 6/18/86
L1468 6/28/77 Second Chao Phya irrigation improve. 48.6 Unsatisfactory Uncertain Modest PAR 7935 6/30/89
L1630 11/14/78 Second Northeast Thailand irrigation 15.3 Satisfactory PCR 7524 12/9/88
L1752 8/9/79 National agricultural extension II project 34.6 Satisfactory Likely Modest PAR 10101 11/22/91
L1787 12/20/79 Eleventh irrigation project 54.4 Unsatisfactory Unlikely Negligible PAR 9205 12/21/90
L1816 3/20/80 Agricultural credit project 19.0 Satisfactory PAR 7354 6/30/88
L1922 11/25/80 National agricultural research project 29.7 Satisfactory Likely Substantial PCR 13119 6/7/94
L2022 6/23/81 Twelfth irrigation project 34.4 Unsatisfactory Unlikely Negligible PAR 9205 12/21/90
L2078 1/7/82 Second tree crops project 141.7 Satisfactory Likely Substantial PAR 10051 11/1/91
L2198 9/21/82 Land reform areas project 9.5 Satisfactory Likely Modest PCR 12297 9/7/93
L2310 6/9/83 Second agricultural credit project 70.0 Satisfactory PCR 7577 12/31/88
L2402 3/29/84 National rural development project 36.3 Unsatisfactory Uncertain Modest PAR 7958 6/30/89
L2440 6/12/84 Land titling project 33.5 Satisfactory Likely Substantial PCR 11896 5/21/93
L2691 5/13/86 Rubber Replanting 3 60.0 Satisfactory Likely Substantial PCR 11097 9/4/92

Education
C0369 3/13/73 Third education project 19.3 Satisfactory PAR 4574 6/27/83
C0913 5/22/79 Fifth (multipurpose) education project 31.7 Satisfactory PAR 7284 6/17/88
L0471 10/11/66 Vocational education project 5.9 Satisfactory PAR 770 6/13/75
L0822 5/2/72 Second education project 15.4 Satisfactory PAR 4563 6/17/83
L1271 5/27/76 Fourth education project 25.4 Satisfactory PCR 5710 6/14/85
L2178 6/10/82 Sixth (secondary) education project 43.9 Satisfactory Likely Modest PCR 8363 2/12/90



Table K: Thailand - Evaluated Projects (through February 1998)
Latest

Net Commit. Latest Report Latest

OED ID Approval date Project title (USSm) Outcome Sustainability ID Impact Report Type Number Report Date

Electric Power and Other Energy
L0655 1/13/70 First Egat power project 46.5 Satisfactory PAR 1142 4/20/76
L0790 10/26/71 South Bangkok thermal power (unit four) proj 27.0 Satisfactory PAR 1966 3/10/78

L0977 4/2/74 Ban Chao Nen hydroelectric project 72.5 Satisfactory PAR 3999 6/23/82
L1485 8/30/77 Pattani hydro-electric project 48.2 Satisfactory PCR 5607 4/17/85
L1527 2/28/78 Accelerated rural electrification project 25.0 Satisfactory PAR 6269 6/13/86
L1690 4/24/79 Bang Pakong thermal power project 66.4 Satisfactory PCR 6660 2/20/87
L1770 11/27/79 Khao Laem hydroelectric project 79.9 Satisfactory PCR 6157 4/25/86
L1871 6/12/80 Accelerated Rural Elec. 2 75.0 Satisfactory Likely Substantial PAR 10856 6/30/92

L2000 5/21/81 Power subsector project 91.8 Satisfactory Likely PAR 12251 8/13/93
L2312 6/9/83 Provincial Power Distribution 30.6 Satisfactory Likely Substantial PAR 10856 6/30/92

L2915 3/1/88 Power Transmission 110.0 Satisfactory Likely Substantial EVM 15503 12/29/95

L3027 3/21/89 Power system development project 90.0 Satisfactory Likely Substantial PCR 12935 4/5/94
L3138 12/12/89 Power System Dev. 2 94.0 Satisfactory Likely Substantial EVM 15503 12/29/95
L3423 12/10/91 Power System Development 3 54.0 Satisfactory Likely Modest EVM 12/31/96

Environment
L3254 9/4/90 Land Titling 2 29.4 Satisfactory Likely Substantial EVM 6/23/97

Finance
Second Industrial Finance Corporation of

L0992 5/21/74 Thailand project 11.6 Satisfactory PAR 5054 4/24/84
Third Industrial Finance Corporation of

L1327 9/14/76 Thailand project 25.0 Satisfactory PAR 5054 4/24/84

L1956 3/19/81 Fourth industrial finance corporation project 29.9 Satisfactory Likely Substantial PCR 7660 3/20/89

Industry
L1492 10/18/77 Minburi industrial estate project 4.8 Satisfactory PCR 4789 11/17/83
L2548 5/21/85 Bangkok Oil Refinery Restruct 85.0 Satisfactory Likely Substantial PAR 14757 6/28/95



Table K: Thailand - Evaluated Projects (through February 1998)
Latest

Net Commit. Latest Report Latest

OED ID Approval date Project title (USSm) Outcome Sustainability ID Impact Report Type Number Report Date

Mining
L1852 5/22/80 Mae Moh lignite project 72.0 Satisfactory Likely Modest PAR 11957 6/8/93
L1947 1/28/81 Potash engineering project 8.8 Satisfactory PCR 6738 4/16/87
L2407 4/24/84 Second Mae Moh lignite project 14.4 Satisfactory Likely Modest PAR 11957 6/8/93

Multisector
L2097 3/2/82 Structural adjustment loan 150.0 Satisfactory PAR 6085 2/28/86

L2256 3/31/83 Second structural adjustment loan 175.5 Satisfactory PAR 6085 2/28/86

Oil and Gas
L1773 12/1 1/79 Natural gas development project 107.0 Satisfactory PCR 5792 6/28/85
L2184 6/17/82 Liquified petroleum gas project 42.9 Satisfactory PAR 7201 4/13/88
L2639 12/3/85 Sirikit petroleum project 0.0 Satisfactory Likely Substantial PCR 9393 2/28/91
L3508 7/7/92 Bongkot Gas Transmission 91.7 Satisfactory Likely Substantial EVM 12/6/96

Population, Health and Nutrition
C0767 2/7/78 Population project 30.1 Satisfactory PAR 7335 6/30/88

Public Sector Management
L3294 2/12/91 Tax Computerization 18.4 Unsatisfactory Unlikely Negligible EVM 8/27/97

Telecommunications
L0864 11/14J72 Telecommunications project 37.0 Satisfactory PAR 4268 12/30/82
L1253 5/11/76 Second telecommunications project 26.0 Satisfactory PAR 4268 12/30/82
L1620 9/12/78 Third telecommunications project 98.5 Satisfactory Likely PAR 7943 6/30/89
L2143 5/13/82 Fourth telecommunications project 117.7 Satisfactory Likely Modest PAR 7943 6/30/89

Transportation
L0455 6/9/66 Second highway project 31.1 Satisfactory PAR 362 3/19/74
L0535 5/21/68 Third highway project 22.9 Satisfactory PAR 758 5/27/75
L0626 6/17/69 Fourth highway project 16.8 Satisfactory PAR 1634 6/15/77
L0702 7/28/70 Third Bangkok port project 11.9 Satisfactory PAR 2147 7/31/78
L0870 12/5/72 Fifth highway project 27.8 Satisfactory PCR 4476 5/9/83
L0898 4/24/73 Fourth railway project 14.5 Satisfactory PAR 2611 7/26/79
L1519 2/14/78 Sixth highway project 102.6 Satisfactory PCR 6205 5/20/86

Transportation cont.



Table K: Thailand - Evaluated Projects (through February 1998)
Latest

Net Commit. Latest Report Latest
OED ID Approval date Project title (US$m) Outcome Sustainability ID Impact Report Type Number Report Date
L1638 12/12/78 Bangkok traffic management project 7.6 Satisfactory PAR 7068 12/29/87
L1662 3/6/79 Fifth railway project 16.1 Unsatisfactory PCR 6163 4/25/86
L1889 7/8/80 Inland Waterways and Coastal Ports 39.7 Unsatisfactory Uncertain Negligible PAR 10672 5/22/92
L1918 11/18/80 Bangkok and Sattahip ports project 5.7 Satisfactory Likely Negligible PAR 7761 5/15189
L2035 7/7/81 Provincial roads project 28.8 Satisfactory Likely Substantial PAR 8447 3/16/90
L2872 9/15/87 Railway Efficiency Improvement 11.4 Satisfactory Uncertain Modest PAR 16733 6/13/97
L2894 12/15/87 Highway Sector 50.0 Satisfactory Likely Modest PAR 16733 6/13/97
L3008 12/13/88 Highway 2 86.8 Satisfactory Likely Modest PAR 16733 6/13/97
L3220 6/7/90 Highway Sector 3 49.1 Satisfactory Likely Modest PAR 16733 6/13/97

Urban Development
Bangkok sites and services and slum

L1556 4/27/78 improvement project 6.8 Satisfactory PCR 6174 5/7/86
L1870 6/12/80 National sites and services project 23.5 Satisfactory PCR 6816 6/1/87
L2520 4/23/85 Regional Cities Development 19.9 Satisfactory Uncertain Modest PAR 15685 5/31/96
L2795 4/14/87 Third shelter project 6.7 Unsatisfactory Uncertain Negligible PCR 13733 11/28/94

Water Supply and Sanitation 1

L1021 7/5/73 Bangkok water supply project 55.0 Satisfactory PAR 3735 12/28/81
L1863 6/3/80 Provincial Water Supply 38.1 Satisfactory Likely Substantial PAR 10855 6/30/92

Source: OED.
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Table L: Thailand - Credits Open as of April 1998
Proj. Project Sector Net Undisb. Board Effective Revised

ID Name Commit. (US$m) Approval Date Closing
(US$m) Date Date

4802 Clean Fuels & EA Qual Oil & Gas 90 78 5/23/96 1/18/96 6/30/00

42268 Distr. Autom & Relia Power 100 98 7/16/96 3/25/97 12/31/01

4796 Distrib. Sys & Egy E Power 109 29 4/27/93 11/29/93 6/30/98

4801 Distribut. System Rei Power 50 8 9/22/94 1/20/95 3/31/99

54799 Eco Mgt. Imple Assist Multisector 15 15 2/26/98 6/8/98 2/28/01

53616 Fin Sec. Impl Asst Financial 15 14 9/11/97 12/5/97 9/30/00

4787 Highway IV Transport. 164a 7 3/19/92 7/31/92 6/30/98

4800 Highways V Transport. 150 150 12/21/95 5/17/96 6/30/00

4799 Lam Takhong Pump Sto Power 100 63 5/9/95 1/3/96 12/31/00

4803 Land Titling III Environ. 118 72 9/22/94 1/9/95 9/30/00

37086 Metropol'n Dist. Rein Power 145 138 6/24/97 12/31/97 12/31/02

4791 Educat. Quality Improv. 2 Education 82 82 6/25/96 4/10/97 4/30/02

4797 Gas Transmiss. 2 Oil & Gas 112" 2 9/22/94 1/31/95 12/31/98

4793 Techn. Education Education 32 32 6/25/96 4/10/97 4/30/02

4805 Univers Sci & Eng. Educ. Education 143 143 5/13/97 10/27/97 12/31/02

1,425 921

a. After $13 million cancellation.
b. After $43 million cancellation.
All active projects. QAG rating as of April 7, 1998: Implementation progress and development objectives
satisfactory except for the two projects approved after August 1997 and not yet rated.
Source: QAG.
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team of Bank staff and managers was workingR eport from with the authorities to prepare the Technical
Assistance loan in response to the crisis. Several
speakers suggested that this reflected an
important general institutional issue about staffC O D E continuity and record-keeoing which needs to be
addressed.

Committee on Development Continuation of Policy Dialogue. From 1985
until the crisis, the policy dialogue with

Effectiveness Thailand has been limited, partly because the
authorities felt that they could do without the

Thailand Country Assistance Note Bank's policy advice. New SALs which were
under preparation in the mid-1980s were never
submitted to the Board because the Thai

The Committee met on June 24, 1998 to discuss authorities no longer wanted to be subjected to
the Thailand Country Assistance Note SAL conditionality. The Committee noted
(CODE98-40), prepared by the Operations OED's concluding question - how should the
Evaluation Department (OED). The Committee Bank deal with countries that limit or stop
welcomed the report and commended OED for their policy dialogue with the Bank as soon as
once again preparing an excellent and they acquire substantial access to
informative document. The opportunity to international capital markets? Some members
discuss the CAN in advance of the Country felt that the tone of the conclusion was too
Assistance Strategy (CAS) for Thailand, which negative, and suggested that, on the contrary, the
is scheduled for Board discussion on July 9, Bank should take some pride in the fact that a
1998, was appreciated. The Committee noted borrower knew what it wanted and took full
that the report was especially timely in light of ownership of its development program. Others
the recent crisis in East Asia. It concurred with said that the Bank should try to develop new
the report's recommendation that, in view of the products, and more carefully articulated
uncertainty with respect to the timing of the strategies geared towards countries which are on
recovery, the Bank's assistance program should the verge of graduation. It was agreed that this
remain sufficiently flexible, and that it may be was an issue which required further discussion.
desirable to review the CAS in a year or two in
the form of a CAS Progress Report. The Restructuring the Old Portfolio. Projects
following issues which emerged from the approved before the crisis differ basically from
discussion may be relevant as background those prepared or programmed afterwards. In
information for the upcoming review of the July 1997, $1 billion of the Bank portfolio was
CAS. undisbursed. OED recommends that this

portfolio should have been restructured to fit the
Bank Response to the Financial Crisis. The new crisis situation. The CAN points to an
Committee noted the report's finding that the electric power project and three education loans
Bank was not well-prepared for the financial as examples of pre-crisis loans which need
crisis in Thailand. Although the Bank had review and restructuring. However, the Region
become aware of the difficulties faced by the is of the opinion that preparing new adjustment
country in 1996, analytical work had focused on loans on a fast-track basis is a priority, and that
poverty and environment rather than macro existing education projects continue to have an
economics and the financial sector. Moreover, important role in helping enhance Thailand's
the East Asia crisis coincided with a competitiveness over the medium term.
reorganization and restructuring of the East Asia
Vice Presidency. By August 1997, when a $17 Education. The hiatus in Bank lending in the
billion rescue package was put in place, a new education sector, which lasted for almost 14
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years, was of interest to the Committee. World Bank-Asian Development Bank-IMF
Speakers wanted to understand what events led Cooperation. The Committee emphasized the
to the Bank's withdrawal from the sector and importance of strengthening these relationships.
what is the current situation. The speakers noted
management's response that the Bank's Generic Issues Related to Country Assisbtance
activities in Thailand's education sector ceased Notes (CANs). The Committee members noted
in 1986 after negotiations for a secondary that, while the report is of good quality, it is a
education loan broke down. The Government very long paper. It is important to keep the
was not prepared to borrow the amount distinction clear between Country Assistance
necessary nor was it willing to be subjected to Reviews (CARs) and CANs; the latter should be
the conditionalities. In 1996, Bank lending was a focused, short vehicle for extending the work
resumed at the invitation of the Finance Minister of the CARs. The Committee also stressed that
with the three loans for secondary education, to the extent possible, comments on CANs
technical education and university science. should be sought from the authorities concerned
Speakers referred to the apparent conflict and should be taken into account during the
between OED's recommendation that one of the preparation of the report.
education loans mentioned above be restructured
from a loan to import equipment for universities
to one that supports the Government's drive to
expand access to secondary school, and
management's view that secondary and Surendra Singh
vocational education retains a high priority in Chairman, CODE
Thailand.

Parallel with Chilean Crisis. Several speakers
commented on the usefulness of the comparison
between the Thailand situation and the Chilean
financial crisis and expressed the hope that such
cross-country comparisons will be more
common in the future.
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Executive Directors and Alternates
President
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