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Chapter Four

The Collapse of Bangkok Bank of Commerce:

Bankers, Politicians and Regulators
To demonstrate how Thailand’s democratic transition in the late 1980s planted the roots of macroeconomic policy outcomes in the 1990s, three policy case studies will be presented.  This chapter, the first, is concerned with the insolvency of Bangkok Bank of Commerce (BBC), a medium-sized financial institution among Thailand’s hitherto protected 15 domestic banks (see table 4.1).  It should be noted that, prior to BBC’s collapse in 1996 and its liquidation two years later, financial distress was a longstanding feature of Thailand’s commercial banking scene (see table 4.3).  What sets the BBC case apart from other banking crises, however, were the extent of mismanagement at the bank by its top executives in cahoots with elected politicians, the degree of collusion between bank executives and the supervising Bank of Thailand (BOT) authorities, and the total cost of the insolvency to the public.  Most important, unlike the preceding banking difficulties, the BBC bust dealt a crippling blow to the Thai financial system, setting the stage for the nonbank financial crisis during 1996-97 and the economic collapse that was witnessed in July 1997 with the devaluation of the local currency, the baht.

Apart from BBC’s mismanagement, unprecedented collusion with BOT officials and elected politicians, and costly insolvency, this chapter contends that the bank’s failure differed from previous banking crises in one additional facet, which is fundamental to the arguments of this thesis.  On the surface, it appears to be common sense.  The banking crises of the mid-1980s, unlike BBC in the mid-1990s, were managed by the BOT in such a way that their damages were contained and did not infect the entire financial system and overall economy.  In other words, the preceding banking crises did not lead to a general breakdown of Thailand’s financial system and macroeconomic management, but BBC did.  Why was the BOT able to withstand previous banking crises but not BBC?  What accounts for the difference?  How did the BBC crisis unfold, and how did it affect macroeconomic management and the Thai economy?  These questions are addressed in the present chapter.  As will be seen, the difference between the two periods was not simply a matter of size but was a by-product of the BOT’s politicisation from 1988 onwards, which laid the basis for the central bank’s mismanagement of BBC.  In turn, the BOT’s mismanagement of BBC produced deleterious ripple effects for the financial system and thereby shaped the macroeconomic crisis that followed.

The July 1988 period of democratic transition enabled elected politicians to acquire the reins over the macroeconomy, particularly the control of the Ministry of Finance (MOF).  With the MOF taken over by politicians, top BOT officials increasingly ingratiated themselves with the ruling Chart Thai Party (CTP) in order to ensure career advancement and, in certain cases, personal financial gains.  In doing so, the BOT officials compromised the central bank’s policymaking autonomy.  These post-democratisation developments stand in contrast to the previous military-technocratic arrangement during 1947-73 and to the “semi-democratic” status quo, which began in 1977 and hardened during 1980-88.  The BBC case will show that, with the BOT politicised and beholden to political and financial vested interests, and with elected politicians newly empowered and emboldened by the post-1988 democratic transition, the space for financial mismanagement on a large scale expanded and became fertile for a financial crisis.  Unscrupulous commercial bankers, like the BBC’s top management, were not at all uncommon in the spotty history of Thai banking.  Nor were Thailand’s bribery-prone elected politicians.  But the BOT’s complicity in the nexus of corruption between BBC bankers and elected politicians in the 1990s was unprecedented both in its impact and in its magnitude.

The specifics of this chapter are pitched in three broad sections.  To lend a context to the BBC crisis within Thailand’s financial system, a limited background of the country’s commercial banking experience is first laid out, with reference to BBC.  This part sketches the historical development of Thailand’s banking industry, leading to the establishment of BBC.  The second section revisits Thailand’s most severe postwar financial crisis that transpired during 1979-87, beginning with the finance companies’ crisis during 1979-84 and then the ensuing banking ordeals in the 1984-87 period.  This section sets up the backdrop for the BBC case during 1992-96 period as well as for the 1996-97 crisis among finance/securities companies, which is the subject of the next chapter.  The central importance of this section lies in the technocratic autonomy of the MOF and BOT in their handling of the financial sector crisis during 1979-87.  The last section homes in on the BBC case from its heyday to its insolvency.  Intertwined in this section is the collusion between BBC executives and CTP politicians, abetted for the first time in the country’s banking history by mutually beneficial ties between BBC bankers and senior BOT officials.  This section also focuses on the central bank’s supervision of the commercial bank, and how such supervision was consequential for financial stability and macroeconomic management.

BBC within Thailand’s banking industry
Like many of its counterparts, BBC can trace its ascent to the Second World War.  From the late 19th century to the 1940s, commercial banking in Thailand was practically an exclusive domain of foreign bankers, dominated by European and overseas Chinese banks.  These banks had been set up mainly to facilitate trade with Thailand.
  Only four indigenous Thai banks operated alongside the likes of Hongkong Shanghai Banking Corp, Chartered Bank, Banque de L’Indochine, and Mercantile Bank.
  According to Suehiro (1989) and Krirkkiart (1993), the dominance of foreign banks was attributable to the country’s growing overseas trade throughout the decades following the 1855 Bowring Treaty, which ushered Thailand into the international commercial world.
  Although the domestic banking industry was rudimentary in the early 1900s, it was boosted in 1928 when a law was passed to prevent foreigners from setting up financial services without prior permission from the Thai government.
   In a similar move towards nationalism, the liberal foreign trade regime favouring foreign banks, as mandated by the Bowring Treaty, was supplanted in 1932 by nationalistic policies intended to promote Thai national sovereignty.  This was the year constitutional rule was introduced in Thailand for the first time in lieu of absolute monarchy.  Such economic nationalism to promote local banking continued throughout the 1930s, and intensified during the war when the Thai government joined the Axis alliance on the side of Japan.  The immediate Second World War period, in retrospect, spawned the bulk of Thailand’s domestic banking industry.

Taking advantage of its war efforts against the Allied powers and promoting its nationalist agenda, the Phibun government nationalised five foreign banks.
  Concurrently, it encouraged Thais to set up their own, placing utmost importance on the country’s monetary sovereignty and the development of a local banking industry.  By the time the war ended in 1945, the country’s central bank and five new commercial banks had been established, including BBC.
  In the aftermath of joining the losing side of the war, Thailand faced severe economic problems, particularly runaway inflation and substantial war reparations.  Due to the country’s defeated status, the Thai authorities were compelled by the Allied powers to re-open the local banking industry to foreign operators once again.

The immediate postwar decade witnessed the establishment of around a dozen new banks, international and domestic (see Naris 1993:231-235).   The resulting competition for deposits among the newly created commercial banks soon led to systemic instability and bank runs, which were aggravated by the ongoing economic difficulties.  But the Korean War in the early 1950s, and the Vietnam conflict throughout the decade thereafter, attracted a massive influx of foreign money, predominantly from the United States.  The new money shored up the Thai economy and banking industry.
  By 1970, the domestic banking industry appeared firmly erected and solidified, revolving around 16 Thai commercial banks altogether.
  Moreover, these banks enjoyed a protective domestic legislation enacted in 1955 that prohibited the creation of commercial banks without explicit government approval.  The 1955 legislation effectively halted the expansion of new banks, domestic and foreign alike.  The policy to limit the number of commercial banks was to remain in place until after the 1997 economic crisis, which forced the authorities to sell nationalised insolvent banks to foreign investors.  But until the late 1990s, Thai banks had a virtual monopoly power on domestic banking.  Not surprisingly, the Chinese-Thai families who owned the banks grew into a cartel, concentrating much of the country’s accumulating wealth in their hands.

Table 4.1: Selected Indicators of Thai Banks (as of 31 October 1997, in Bt million)

	Bank
	Size of Deposits and

Market share (in %)
	Total assets and

Market Share (in %)
	Loans extended and

Market share (in %)
	Capital funds

	BBL
	941,581
	(23.55)
	1,420,387
	(23.86)
	1,008,475
	(21.82)
	136,047

	KTB
	579,262
	(14.49)
	788,841
	(13.25)
	643,156
	(13.92)
	62,205

	TFB
	566,890
	(14.18)
	794,837
	(13.35)
	581,862
	(12.59)
	71,886

	SCB
	527,511
	(13.19)
	679,969
	(11.42)
	525,082
	(11.36)
	48,705

	BAY
	373,857
	(9.35)
	484,409
	(8.14)
	385,911
	(8.35)
	39,616

	TMB
	238,557
	(5.97)
	374,263
	(6.29)
	286,458
	(6.20)
	28,963

	FBCB
	141,162
	(3.53)
	311,394
	(5.23)
	270,568
	(5.85)
	25,193

	SCIB
	158,513
	(3.96)
	262,686
	(4.41)
	218,379
	(4.73)
	19,242

	BBC
	98,581
	(2.47)
	160,508
	(2.70)
	135,609
	(2.93)
	14,048

	BMB
	94,601
	(2.37)
	207,102
	(3.48)
	178,029
	(3.85)
	17,278

	BOA
	78,173
	(1.96)
	148,566
	(2.50)
	125,816
	(2.72)
	11,860

	TDB
	82,595
	(2.07)
	127,419
	(2.14)
	110,742
	(2.40)
	14,342

	NTB
	44,306
	(1.11)
	71,908
	(1.21)
	57,728
	(1.25)
	6,403

	UBB
	49,245
	(1.23)
	72,830
	(1.22)
	56,043
	(1.21)
	6,376

	LTB
	23,815
	(0.60)
	48,520
	(0.81)
	37,774
	(0.82)
	400


Note: BBL—Bangkok Bank; KTB—Krung Thai Bank; TFB—Thai Farmers Bank; SCB—Siam Commercial Bank; BAY—Bank of Ayudhya; TMB—Thai Military Bank; FBCB—First Bangkok City Bank; SCIB—Siam City Bank; BBC—Bangkok Bank of Commerce; BMB—Bangkok Metropolitan Bank; BOA—Bank of Asia; TDB—Thai Danu Bank; NTB—Nakornthon Bank; UBB—Union Bank; LTB—Laem Thong Bank.  The abbreviations represent their share-price references in the Stock Exchange of Thailand as of October 1997.  TDB became DTDB after it was purchased by Development Bank of Singapore in 1998, and NTB was changed to SCNB following Standard Chartered Bank’s takeover in the following year.  BOA’s initials remained unchanged after it was sold to ABN Amro in 1998.

Source: SCB Research Institute.
Table 4.2: Size of Deposits and Loans of BBC Among 16 Domestic Banks (in Bt million)
	Year
	Deposits (market share in percentage)
	Ranking in size
	Loans (market share in percentage)
	Ranking in size

	1961
	370 (6.4)
	4th
	194 (5.4)
	5th

	1969
	1,356 (4.9)
	7th
	1,002 (4.6)
	8th

	1979
	7,672 (4.0)
	7th
	6,929 (3.3)
	8th

	1983
	21,923 (4.9)
	5th
	15,893 (3.7)
	7th

	1990
	51,185 (3.5)
	8th
	53,523 (3.6)
	8th


Source: Calculated from figures in tables 4.1 and 4.4 in Krirkkiart (1993).
BBC’s family ties and political connections
As a core member of the banking community, BBC encountered a huge growth in size during the decades since its founding in November 1944.  By 1966, for instance, it became the second largest among the bunch of 16 in terms of bank branches (Rozental 1970).  But for the most part, BBC should be classified as a medium-sized bank.  Table 4.1 shows BBC’s place in terms of deposits, assets, and loans among the banking pack, whereas table 4.2 traces a history of the bank’s place in Thailand’s banking industry in terms of deposits and credit growth.

Like most of the other Thai banks, BBC was initially dominated by the country’s élite Chinese-Thai families.  Its founders were led by the Wanglee, Kiangsiri and Boonsuk families, along with a few other prominent overseas Chinese businessmen such as Sahat Mahakhun and Mee Kasemsuwan.
  These Chinese entrepreneurs, many of whom were second-generation offspring of mainland Chinese forebears who had settled in Thailand in the early 1900s, thrived in the country’s formative period of capital accumulation.
  As the large Chinese-Thai family businesses customarily invited high-ranking members of the ruling military/police clique of the day to sit on their boards to gain political protection, BBC’s founding members included in their ranks Police General Pinit Intaradhut.
  Pinit was a rare overseas Chinese descendant in that he had flourished in the civil service rather than the traditional merchant and trading enterprises.  In taking up his shareholder position on the board of directors, Pinit brought in his wife, M.R. Boonrup, and her brother, M.R. Kukrit Pramoj.  Both Boonrup and Kukrit had hailed from the prominent, blue-blooded Pramoj family, two of whose members later became prime minister in the mid-1970s, namely Kukrit himself and M.R. Seni Pramoj.  Thus it should be noted here that the Pramoj family was intimately involved in BBC’s affairs from the outset.  Kukrit’s association with BBC was to intensify from 1981 until his death in October 1995
, a period when he held the bank’s board chairmanship.  His role in the bank deserves early mention because his vast political clout was to subsequently help shield the bank from the impact of official scrutiny in the banking crisis of the mid-1980s.  This point is elaborated below in the context of the 1984-87 banking troubles.

Prior to his marriage to Boonrup, Pinit had had nine children with his former, deceased wife, M.L. Arun Snitwongse.
  It was this group of Pinit’s children who would run the bank in the 1990s.  They were fondly reared by Boonrup, and became close to Kukrit over the years, looking up to him as an uncle.
  While BBC’s management control was initially spread out among the principal board members,
 Pinit began to exert a firmer grip over the bank after he became chairman of the board in 1949.
  He was succeeded in 1970 by his wife, Boonrup, whose death effectively passed on the board’s family-controlled baton to Kukrit in 1981.  In the course of Pinit’s and Boonrup’s reigns over BBC, their offspring and in-laws gradually gained control of BBC’s levers.  By the mid-1970s, Khatavudh Intaradhut, a respected banker and Pinit’s anointed heir (from Arun’s side), rose to the helm of the bank.
  But Khatavudh died an untimely death in 1985, at 57, from heart failure, leaving no one from the Intaradhut family sufficiently qualified to take over BBC’s rudders.  Thanit Pisalbutra, a son-in-law of the Wanglee clan and a close friend of Kukrit, filled in the gap.
  When the bank’s financial status deteriorated sharply in early 1986 as a result of the economic slowdown and financial sector crisis, it gave rise to a critical boardroom tussle between Thanit and Pinit’s children.  The latter prevailed.  Indhira Jalichandra, a second-generation Intaradhut, was installed at the top of management as the new president in March 1986.
  Prompted by family ties, she soon brought in a string of close relatives into the bank’s senior management.  These included Krirkkiat Jalichandra, her son, who had been a mid-level BOT regulator at the time, as BBC’s vice president and director of branch operations.
  Not steeped in banking expertise herself, Indhira soon stepped aside in favour of her son.
  Hence Krirkkiat’s rise to the top and his management of BBC during 1988-96.

The leading protagonists in BBC’s rise and demise during the decade from 1986 were thus set in place.  They pivoted around the Jalichandra, Pramoj and Intaradhut families, Pinit’s direct descendants and in-laws.  The Jalichandras looked after day-to-day operations, and Kukrit provided political guardianship.  These familial ties are critical to any understanding of the forces that were at work in BBC’s undoing in the crucial 1986-96 period.  Indeed, it was only after Kukrit’s departure in October 1995 that the Thai authorities were able to take firm action against the bank’s growing insolvency.
  But Kukrit’s considerable political weight was only a minor part of the story.  As will be shown, Krirkkiat acted mostly on his own initiatives in running the bank during the late 1980s and early 1990s, egged on by his lieutenants and advisors, with collusion from elected politicians and BOT regulators.  By the time BBC’s debilitating crisis burst onto the scene in the mid-1990s, Kukrit’s waning health had precluded any protective role he might have played in shoring up the bank.

Recounting the personalities involved in BBC’s affairs over the years may seem an unnecessary transgression.  However, the bank’s path towards insolvency in 1995-96, and its consequences for Thailand’s macroeconomic management, cannot be fully appreciated without recognising the role of key individuals, such as Krirkkiat Jalichandra and his BBC colleagues.  The interplay and behind-the-scenes manoeuvrings of the individuals above may reveal much of the story where political and institutional underpinnings cannot.  But before we delve into the contributing factors that led to BBC’s bankruptcy, it is instructive first to probe the finance companies’ crisis during 1979-84 and the banking crisis during 1984-87, particularly the failed Asia Trust Bank.  This will give us a telling contrast as to why the BOT was able to weather the financial sector crisis in the mid-1980s but not its sequel a decade later.

Thailand’s finance companies’ crisis, 1979-84

While the BOT had legal jurisdiction in the regulation of commercial banks from 1945 onwards, it did not have the same authority over finance and securities companies until the 1970s.
  The lack of supervision of the finance/securities industry meant that any entrepreneur wishing to operate a finance and/or securities business merely had to file an application with the commerce ministry.  As a result, during the decade after the first finance companies came into existence in 1966, the total number of finance and securities companies mushroomed from a handful to 117, as few license applications were rejected.  In 1978, this number rose to 130.
  In addition, there were also 33 credit fonciers involved in mortgage and property development lending (Nukul 1996:128).
  As the number of the finance/securities companies and credit fonciers proliferated alarmingly, the authorities tried to exert control over them. The first formal supervision came by way of a military decree in January 1972, known as the National Executive Announcement No. 58 (see BOT 1992:260).
  Although the decree empowered the BOT in conjunction with the MOF to oversee finance/securities firms and credit fonciers for the first time, it proved vague and ineffective.  Its central mandate was that finance/securities companies and credit fonciers merely had to “safeguard” public welfare.  It was not until 1979 that the MOF and BOT were able to formulate and implement tougher legislation to govern non-bank financial institutions.
  Accordingly, from 1966 until 1979, the supervision of finance/securities firms and credit fonciers was lax and inadequate.  This period thus gave rise to a speculative and volatile financial milieu, which culminated with the financial crisis during 1979-87, besetting first a string of finance/securities companies and later a handful of commercial banks. 

The financial turmoil during this period was triggered by the insolvency of a rogue financial outfit, namely Raja Finance.  Owned and managed by Seri Sapcharoen,
 Raja had exploited the speculative capital market environment during 1977-78, when the Securities Exchange of Thailand (SET) was relatively raw and untested.
  The finance firm had made substantial loans without collateral to affiliated companies and associates, who in return bought Raja’s shares and thereby inflated its share price.  The higher its share price, the greater Raja’s ability to attract new money by issuing promissory notes (P/Ns), a common practice among the finance companies at the time.  The new money, in turn, was channelled to Raja’s affiliated companies and individuals, and eventually wound up in Raja stocks.  From a par value of Bt100, its share price peaked at Bt2,470 in November 1978.  This meant that the firm’s financial health vitally rested on its share price (BOT 1992:263-264).  When investors became wary of Raja’s managerial performance and began to dump its stocks in December 1978, the firm and its associates tried to intervene in the stock market, but they were unsuccessful.  Raja’s share price plunged precipitously, reaching Bt360 on 2 May 1979, when it was suspended from trading.
  Nine days later, the BOT and MOF moved in and took control of the company.

Overall, Raja’s demise stemmed primarily from incompetent management and outright fraud, characterised by stock punting, share price manipulation, and insider trading (Tipsuda and Prasarn 1989:5).  As it lent to clients who used the loans to purchase its stocks, Raja’s long-term viability was essentially dictated by its share price.  Moreover, by early 1979, the Thai economy was beginning to encounter balance of payments problems, compounded by the creeping effects of the second oil shock.  Interest rates abroad were rising, while domestic rates remained legally capped at 15 per cent (Nukul 1996:108-109).  The consequent liquidity crunch in 1979 dealt a further blow to Raja’s already slumping balance sheets.  Most important, Raja’s major shareholders and management, particularly Seri himself, prevaricated and defied the BOT’s supervision (see footnote 33).  The arrogance and intransigence of Raja’s owners/managers frustrated the authorities’ attempted rehabilitation of the firm, and the MOF and BOT were left with no other choice but to close down Raja in August 1979 (Tipsuda and Prasarn 1989:4-5; BOT 1992:263-264).
  In dealing with the aftermath of Raja’s closure, the BOT issued Bt100 million in soft loans to state-owned Krung Thai Bank to redeem Raja’s P/N holders at 20 per cent of face value (BOT 1992:264).  The heavy discount adversely affected the cash-flows of the P/N holders, who had extensive interests in the SET.  At the same time, some of Raja’s investors had been a host of other finance companies, whose balance sheets suffered along with Raja’s downfall.  As the economic downturn from 1979 to the mid-1980s picked up pace, these unstable conditions in the local capital market became increasingly volatile.  Following in Raja’s footsteps were two real estate companies, which failed in 1982, with three additional mortgage lending firms collapsing in October of the following year.  By then, the problems that began at Raja had spilled over to many of the other finance/securities houses, setting the stage for the second round of the 1979-84 crisis among finance/securities companies.

The finance company that faced the gravest difficulties in the post-Raja period was Equity Development Trust and Finance (EDT), also widely known as the “black building” (see Nukul 1996:133).  Similar to Raja’s unscrupulous lending, EDT by 1983 had accumulated loans extended to affiliated firms to buy shares in Rama Tower Hotel, in which it had a large stake.  At that time, Rama Tower held shares in the Hong Kong-based Carrian Group, and vice versa.  As the Carrian Group was rocked by financial and cash-flow problems in 1983, the cross-shareholding also affected Rama Tower.  Its share price plummeted, prompting EDT to step in to buy up Rama Tower’s stocks.  The accrued interest burdens from EDT’s borrowings to boost Rama Tower’s share price, in turn, led to EDT’s own cash-flow shortfall (Tipsuda and Prasarn 1989:6).  Their confidence shaken, holders of EDT’s P/Ns began to redeem their debt paper in droves, adding to the company’s liquidity shortage.  At this stage, BOT Governor Nukul Prachuabmoh was under the impression that only EDT was in trouble, and he therefore enlisted the co-operation of Bangkok Bank to take over the company.  In return, Nukul pledged a soft loan of Bt800 million to Bangkok Bank for the takeover (Nukul 1996:133-134).
  Ten days later, however, Nukul was told by Rerngchai Marakanond, the then-director of financial institutions supervision and development department at BOT, that the black building was no longer the sole rot.  A host of other finance/securities companies also were illiquid, verging on the brink of insolvency.
  Characteristic of Raja and EDT, these non-bank financial institutions had been plagued by profligate lending, unsound investment and unprofessional management, having channelled depositors’ funds to affiliates, associates and shell companies (Ibid.:134-135).  These finance/securities companies were soon confronted with the problem of deposit runs, as more and more panicked investors withdrew their deposits and redeemed their P/Ns.
  The entire finance/securities sector was thus shaken to its core.

In resolving the deep-seated problems in the finance/securities sector, the MOF and BOT in April 1984 implemented a comprehensive rescue package known as the “4 April Lifeboat” scheme, modelled after the Bank of England’s financial bailout plan in 1973 by the same name.  The linchpin of the Lifeboat Scheme was the BOT’s provision of liquidity support in return for management control of the participating finance/securities companies for up to five years (see chapter five).
  To participate, the companies must agree to write off their losses, provide reserves for doubtful debts, strengthen credit and collection procedures, suspend dividends, and submit a rehabilitation plan (World Bank 1990:95).  All told, 25 finance/securities companies took part in the scheme.  In undertaking management control, the BOT sent some 60 of its own senior and mid-level personnel to take part as board directors and managers of the participating companies.
  Ultimately, 15 finance/securities firms and credit fonciers had to be closed down immediately, and their licenses were withdrawn because their financial positions were deemed to be beyond rescue.  The rest were resold to the original owners and/or to fresh investors (BOT 1992:270-271; see also chapter 5).  But just as the MOF and BOT were coming to grips with the finance/securities sector’s endemic and widespread mismanagement and fraud, the banking sector encountered teething difficulties of its own.

A precursor: The banking crisis of 1984-87
Thailand’s banking crisis in the mid-1980s began with the Asia Trust Bank (ATB).  Prior to its nationalisation by the MOF and BOT in August 1984, ATB was relatively a small bank, ranking 12th among the 16 commercial banks in terms of assets.  It was controlled by the Tarnvanichkul family, and headed by Wallop Tarnvanichkul, who also went by the alias name of Johnny Ma.  ATB’s financial status had been deteriorating steadily since Raja’s collapse in 1979.  By the time it had to be taken over, the bank’s bad and doubtful debts had reached more than Bt1 billion, eventually totalling several billion baht.
  Wallop and his management team had misallocated depositors’ funds and foreign borrowings by extending massive amounts of imprudent loans to affiliated companies in the finance/securities sector as well as in the entertainment, cement, and property industries.
  Most of these loans were extended without adequate collateral.  To circumvent official inspection, ATB’s management first shifted the money to their Hong Kong-based ATB Finance, a separate entity from its Bangkok-based parent bank, which then relayed the funds back to the bank’s affiliates in Thailand.  The bank also took out foreign loans, which did not appear in its books, and then lent the funds to an assortment of shady outfits and paper companies connected to Wallop.

Table 4.3: Banking distress in Thailand
	Bank
	Total assets

(Bt million)
	Size relative to financial system
	Major causes of crisis
	Intervention methods

	Agriculture Bank (1959)
	600
	3.2%
	-- Excessive growth

-- Mismanagement

-- Loan losses
	-- Liquidity assistance

-- Financial assistance (low-interest loans)

-- Ownership and management takeover by the authorities

-- Eventual merger with another government-owned bank

	Asia Trust Bank (1984)
	11,293
	1.5%
	-- Mismanagement

-- Exchange losses from large foreign borrowings

-- Fraud

-- Loan losses
	-- Reduction of capital value

-- Financial assistance (low-interest loans and equity injections

-- Ownership and management takeover by the authorities

-- Absorption by state-owned Krung Thai Bank in 1987

	First Bangkok City Bank (1986)
	25,057
	2.9%
	-- Mismanagement

-- Exchange losses from forex trading

-- Fraud

-- Loan losses
	-- Reduction of capital value

-- Financial assistance (low-interest loans and equity injection)

-- Management change

	Siam City Bank (1987)
	28,564
	2.6%
	-- Mismanagement

-- Fraud

-- Loan losses
	-- Reduction of capital value

-- Equity increase (subscribed mostly by the public)

-- Financial assistance (low-interest loans)

-- Management change

	Bangkok Bank of Commerce (as of 31 December 1997)
	181,880
	2.6%
	-- Excessive growth

-- Mismanagement

-- Fraud

-- Loan losses
	--Equity increases (no capital reduction) subscribed by state-owned financial institutions

-- Financial assistance

-- Closure and liquidation


Source: Updated from Tipsuda and Prasarn (1989).
From 1982 until it seized control of ATB, the BOT repeatedly instructed ATB’s managers and major shareholders to tidy up their loan portfolios, but its order was invariably spurned.  The bank’s controlling family members evaded meetings with BOT regulators, and never really tried to clear up their problematic balance sheets, while continuing to pursue vested interests by misappropriating depositors’ funds for personal benefits.  Moreover, ATB directly violated BOT’s regulations by buying into a small American bank, Community National Bank, located on Staten Island, New York.  Wallop, who was ATB’s chairman, had accumulated 75 per cent of Community National’s shares, which was illegal due to strict foreign exchange controls at the time.
  In December 1983, as it faced growing repayment demands from foreign creditors, ATB tried to polish its image to buy time and hang on.  At the behest of the BOT, ATB’s major shareholders installed Nopporn Bhongsvej, a respected international banker who had been spearheading Citibank’s representative office in Bangkok, to the position of senior vice president in an attempt to revitalise the bank.  Believing that Nopporn had the solid qualifications required to put ATB’s house in order, the creditors backed off.

However, Nopporn’s efforts to infuse professionalism into ATB’s operations went nowhere due to the lack of co-operation from the Tarnvanichkuls, and his contract was abruptly terminated in July 1984.
  A few weeks later, as the local liquidity crunch tightened further, exacerbated by foreign debt repayment pressures and deposit runs at two ATB-affiliated finance companies, the bank’s growing insolvency forced it to turn to the BOT for assistance.  BOT Governor Nukul conditioned ATB’s rescue on the transfer of 51 per cent of the bank’s shares to the MOF, along with a 24 per cent voting right.
  This allowed the BOT to fully control ATB’s rehabilitation.  Grudgingly, the Tarnvanichkuls complied.  To punish the existing shareholder, the BOT imposed a stringent condition that entailed the reduction of ATB’s capital from a par value of Bt100 to Bt5 (see Tipsuda and Prasarn 1989:9).
  The BOT then undertook ATB’s re-capitalisation by subscribing to freshly issued shares, channelling funds through the newly established Financial Institutions Development Fund (FIDF), as well as granting the bank “soft” loans.
  The bank’s name was changed to Sayam Bank.

Although the ATB debacle was the nastiest and costliest as a bailout operation, it was not alone.  Soon after order was restored at ATB, the MOF and BOT in 1986-87 had to grapple with liquidity problems at First Bangkok City Bank (FBCB), Siam City Bank (SCIB), Bank of Asia (BOA), and state-owned Krung Thai Bank (KTB).  The threat of insolvency at FBCB and SCIB was much more severe than at BOA and KTB.  In 1982, the BOT found that FBCB’s balance sheets had damages amounting to Bt5 billion, including Bt2 billion in loans to its president’s associates in Hong Kong and another Bt2.8 billion in foreign exchange losses from speculation (Tipsuda and Prasarn (1989:9-10).
  FBCB’s owners/managers were told to clean up their balance sheets, but the bank’s problems went on unabated.  In early 1986, as public confidence in the bank sagged, deposit runs ensued, while foreign creditors recalled their loans (Chaicharn 1998:65).  The BOT initially altered the management, and placed its official on the board.  But FBCB’s insolvency risks persisted.  In July 1986, the MOF and BOT moved in, and replaced the entire management with central bank officials.  FBCB’s shareholder equity was reduced from Bt100 per share to Bt5, thereby wiping out the bank’s capital base from Bt1.365 billion to Bt68.25 million.  A similar rescue operation was put into effect, similar to ATB’s, including the FIDF’s subscription of newly issued shares and the extension of soft loans.

Likewise, SCIB was characterised by mismanagement rooted in connected lending to individuals and companies associated with the bank’s major shareholders.
  In 1982, the BOT found that SCIB had accumulated large loan losses of more than Bt200 million.  In the following year, the bank was technically insolvent, with a negative net worth of Bt380 million (Tipsuda and Prasarn 1989:10).  As the financial crisis of the early 1980s worsened, the BOT first tried to work with SCIB’s managers and major shareholders for fear of having to inject more public funds into bank rescues.  Between 1983 and 1986, the authorities advised the bank to increase its capital to cover loan losses.  However, internal wrangling and infighting among the bank’s major shareholders and management precluded a re-capitalisation.
  Soon after SCIB was unable to fulfil the central bank’s directive to raise its capital by Bt1.5 billion, the BOT ordered a reduction of the bank’s shareholder capital down to five per cent.
  This was akin to the BOT’s tough treatment of ATB and FBCB previously.  However, SCIB’s mandated capital increase of Bt1.5 billion following the write-down of shareholder equity was subscribed entirely by the public, unlike the ATB and FBCB rescue packages.  This was because the extent of damages at SCIB were deemed relatively less severe than at ATB and FBCB.  In addition, by early 1987 when SCIB’s new shares were issued, the public had been significantly reassured by the BOT’s intervention and the new direction SCIB was taking (see Ibid.).

Whereas the restoration of FBCB’s and SCIB’s financial health entailed the reduction of shareholder equity and a complete managerial replacement, the case of BOA did not.
  As with ATB, FBCB and SCIB, BOA’s financial damages stemmed from the bank’s reckless lending to associated firms belonging to the three controlling families, namely the Euachukiarts, the Tejapaibuls, and the Kanthamanonds.  In 1978, a fierce battle to control the bank arose among these major shareholders.  Colluding with the Tejapaibuls, the Euachukiarts were able to push aside the Kanthamanonds and seized management control of the bank (see Rangsan 1998:414-423).  But the Kanthamanonds did not go away quietly.  The family feud between the Kanthamanonds and the Euachukiarts went on for more than three years, highlighted by scathing personal attacks in newspaper advertisements.  The conflict came to a head in 1982 when the Kanthamanonds were able to expose that most of BOA’s bad debts had belonged to the Euachukiarts.
  In the BOA episode, the MOF and BOT did not get involved directly.  The central bank ordered both the Euachukiarts and the Kanthamanonds to repay their debts to BOA in ten instalments, spread out over five years (Ibid.).  The authorities did not have to take a more drastic step, as was the case with ATB, FBCB and SCIB, because BOA’s major shareholders complied with the BOT’s directive.  In return for the co-operation from BOA’s owners/managers, the BOT granted the commercial bank a soft loan of Bt1.5 billion, and arranged for the FIDF to partially subscribe to BOA’s capital increase.
  During the 1987-92 period, BOA’s balance sheets were cleaned up as profitability was restored.  The BOT’s liquidity support and the FIDF’s re-capitalisation assistance were later recouped with profits.  By 1993, BOA had repaid all of its BOT debts, and the FIDF had resold all of its BOA shares to the public (Chaicharn 1998:66).  Accordingly, in the BOA case, the BOT was not forced to intervene as far as having to replace management or reduce the bank’s capital funds, because the controlling shareholders were able to cover their loan losses over time.

The other major banking scandal of the 1980s emanated from KTB, a state-owned bank.
  In 1982, the MOF and BOT found that substantial financial damages were afoot at KTB, and tried to replace the bank’s management.  However, Tamchai Kambhato, KTB’s president at the time, was politically connected to a major party in the opposition.  Each time the MOF moved to oust Tamchai, the opposition threatened to launch a no-confidence motion against the finance minister (see Rangsan 1998:348-349).  KTB’s mismanagement under Tamchai’s guidance was so gross and blatant that the bank was sued by and subsequently lost the case to a local insurance firm, resulting in the foreclosure of KTB’s assets at one of its provincial branches.
  More alarmingly, most of KTB’s loan portfolios were concentrated in three large business groups.  Tamchai had supported massive credit extension, in the tune of Bt6 billion to Bt10 billion, to businesses owned by Sawang Laohathai, Col. Phol Rerngprasertwithya and Sura Chansrichawala without adequate collateral (Nukul 1996:142-143; Rangsan 1998:349).
  As these businesses turned sour, so did KTB’s balance sheets.  By February 1986, KTB’s mounting loan losses finally gave the MOF and BOT a pretext to replace Tamchai with Thienchai Srivijit, then an executive vice president at the bank.  KTB was then put under a rehabilitation program.  Its merger with Sayam Bank’s good assets in August 1987, along with the country’s economic boom in the 1988-90 period and onwards, effectively propped up KTB’s asset quality and restored the bank’s profitability.

Lessons from the 1979-87 financial crisis

Both of the crises among finance/securities companies during 1979-84 and among commercial banks in the 1984-87 period offer several valuable and revealing lessons for the subsequent financial crisis of the 1990s.  First and foremost, it should be pointed out at once that Thailand’s financial system has been congenitally unstable.  To argue that the 1988 democratic transition somehow marred an otherwise immaculate financial system and brought about the financial collapse of the late 1990s would betray the evidence.  Since insolvency risks surfaced at Monton Bank in 1959 and at Agricultural Bank a few years later, there has been a steady queue of crises in the country’s chequered banking sector, not to mention those in the non-bank sector, as alluded to in the earlier sections.  On the whole, the instability of the financial system was rooted in flagrant mismanagement and fraud.  The major shareholders of the financial institutions in question tended to manage their own outfits.  These owners/managers typically channelled depository funds from their banks and finance companies to their associated businesses without adequate collateral or prudent credit analysis.  Consequently, after a period of deposit growth and dubious credit extension to connected businesses, the financial institutions examined thus far inevitably ran into asset quality and cash-flow problems.  Bad debts began to mount, and loan losses exposed, thereby setting the stage for intervention by the MOF and BOT in one form or another.  Mismanagement and fraud that ended with loan losses and insolvency risks, necessitating rescue operations by the authorities, were thus the most pronounced characteristics of the longstanding systemic instability of Thailand’s financial system.

Moreover, in the cases of Raja and EDT, as well as many of the participants in the Lifeboat Scheme, their profligate credit extension was also tied to share price manipulation in the local bourse.  The finance/securities companies that foundered, for example, had been heavily exposed to the bourse, and had granted excessive margin loans to speculative stock investors.  As long as the stock market index stayed on an upward slope, the balance sheets of these non-bank financial entities appeared robust.  But once stock prices fell to levels commensurate with their share-price fundamentals, some of these finance/securities companies quickly paled to the point of insolvency.
  The catalyst for the sharp stock market correction in 1979-84 was the second oil shock and the consequent downturn in the early 1980s, which ushered in a period of high interest rates and tight liquidity.  Accordingly, insofar as the 1979-84 crisis among the non-bank financial institutions is concerned, much of it had to do with the vulnerable and fragile nature of Thailand’s stock market at the time, which had been proliferating without adequate regulation since the mid-1970s.  The Finance, Securities, and Credit Fonciers Act of 1979 tightened non-bank supervision considerably, as did the Act’s subsequent amendments in 1983, 1985, and 1992 (see also fn 29).  While the Thai experience in this regard was not at all unique, it was clear from the examples listed that financial regulation was always playing catch-up to the misdeeds of the non-bank financial sector.

The story is similar on the banking sector side, although its wayward activities were more varied and more serious because of the vastly larger liabilities involved.  All of the commercial banks that ran amok – namely ATB, FBCB, SCIB, BOA, and KTB – directed loans to their related businesses both in and outside the financial sector.  At ATB and FBCB, the practice was more blatant, because some of the loans were allotted to shell companies and shady individuals linked to the bank’s owners/managers, and more costly to rectify due to the foreign exchange losses from speculation that were involved.  At SCIB and BOA, the authorities tried to resolve the loan losses with the major shareholders.  SCIB’s owners/managers were uncooperative and unable to cover the provisioning requirements, and hence the MOF and BOT intervened directly, albeit the bank’s re-capitalisation was later subscribed by the public.  At BOA, on the other hand, the authorities were more successful in their persuasion tactics.  BOA’s owners/managers agreed to repay their debts over time in return for a soft loan and temporary re-capitalisation help, and thus a comprehensive public rescue was averted.  KTB’s case was noteworthy because it had already been a state-owned bank.  Its management problems were reminiscent of Monton Bank and Agricultural Bank in the 1950s, whose politically powerful managers basically used the banks as their private purses to approve loans at will to themselves and their associates.  Essentially the same practice was employed by KTB’s Tamchai, whose close ties to the opposition thwarted several attempts by the MOF and BOT to remove him.  From a regulatory viewpoint, the law was once again hard pressed to keep up with the wrongdoers.  Agricultural Bank’s precarious balance sheets came to the fore only after the 1962 Commercial Banking Act was promulgated, setting out stricter capital-adequacy rules.  The Act then had to be amended in 1985 to add enough teeth to deal with the 1984-87 banking crisis.

Whether among banks or non-bank financial institutions, the behaviour of owners/managers was consistent over time.  First, many of the loans they granted were intended to line their own pockets and those of their associates.  When the loans turned non-performing and the authorities began to probe their books, the unscrupulous owners/managers usually denied and, in some cases, camouflaged their loan losses by doctoring their accounts.  In addition, they often obdurately refused to co-operate with the MOF and BOT.  This was evident at ATB, FBCB, SCIB, and KTB.  At ATB, in particular, the owners/managers were overtly contemptuous and hostile towards the BOT.  Given the hardened attitudes that accompanied such illicit practices, the authorities ultimately resorted to forceful measures, backed up by the amended Commercial Banking Act of 1985.  BOA was a prominent case where negotiations between the authorities and the owners/managers succeeded in restoring financial health without a loss of state funds.  In the process of keeping the authorities away, the owners/managers of troubled financial institutions also mobilised political support to varying degrees.  At ATB, lobbying for more lenient terms was done through BOT Governor Nukul’s deputy (see fn 44).  SCIB’s owners/managers brought in a former finance minister, an elected and respected MP from the Social Action Party (see fn 49).  Tamchai, at KTB, colluded with politicians in the opposition.

In its summary of the 1983-84 crisis among finance/securities companies, the BOT cited four principal causes (BOT 1992:268-276).  First, the Raja fiasco had convulsed the entire finance/securities industry.  But instead of fixing their financial and operational shortcomings, the precarious finance/securities companies merely clung on to the status quo, pinning their hopes on an overall economic upturn that would somehow turn up and ameliorate their balance sheets.  Second, such misplaced complacency became more costly due to the second oil shock and the concomitant recession in the world economy during the early 1980s, which resulted in higher interest rates and a liquidity crunch in Thailand.
  Third, many of the non-bank financial institutions had been inefficient and unlawful, “having made a substantial amount of loans to directors and subsidiaries without collateral and to clients whose financial positions were not stable” (Ibid.:269).  The BOT’s fourth and last observation on the early 1980s crisis was most damning: “The management [of finance companies] themselves committed fraud by channelling funds to illegitimate activities and by lending to dummy clients in order to profit from making such loans” (Ibid.).  As for the banking crisis during 1984-87, the same forces were at work.  “During the finance companies’ crisis, several banks also faced problems with similar traits to those of the finance companies.  [The banks’] financial status deteriorated as a result of inefficient management, aggravated by the knock-on effects from the economic contraction.  In some cases, the management [of banks] were fraudulent in pursuit of vested self-interests” (BOT 1992:273).

As we shall see in the financial crisis of the 1990s, the pattern of fraudulent business operations in finance and banking has remained remarkably unchanged.  In the 1980s, as in the 1990s, the perpetrators of Thailand’s financial crisis acted in a uniform fashion.  They mismanaged depository funds through insider lending, in some cases involving outright embezzlement, and then tried to thwart and elude regulators as much as possible.  The critical difference between the two periods therefore rests not on the malpractice of commercial bankers, but on the responses from the authorities.  The concluding section of this chapter shall look at the policy contrasts between the two periods, as they are central to the argument that the 1988 democratic transition was consequential for the macroeconomic management of the 1990s.  The next chapter will then tackle the concomitant crisis among finance/securities companies during 1996-97, which will be followed by the currency crisis in chapter six.

A sequel: Bangkok Bank of Commerce in the 1990s
This chapter thus far has covered two broad sections.  It began by briefly sketching the development of commercial banking in Thailand, with particular reference to the Bangkok Bank of Commerce.  From there, a limited background on the BBC was laid out, highlighting the important personalities who controlled the bank since its founding.  The chapter then harked back to the financial crisis of the 1980s, first among the finance/securities companies and then among the commercial banks, to demonstrate that BBC’s crisis in the subsequent decade was neither unique nor surprising.  The evidence so far has shown that unscrupulous bankers who wreak financial havoc sufficient to spark systemic instability have been around for decades.  Although the scale of BBC’s financial damages dwarfed all other bank bailouts combined, its pattern bore a striking resemblance to the aforementioned examples.  Put another way, BBC’s mismanagement and fraud in the 1990s basically mimicked the preceding banking crises. But why, given all the similarities between the two periods, was the management of the 1980s crisis ultimately effective, whereas its sequel in the 1990s was not?

While ATB, FBCB, SCIB, BOA, and KTB have been cited as banks that ran into trouble in the 1984-87 period, they were not the only ones.  BBC also was beset with balance-sheet problems arising from poor loan portfolios.  As it treated the other banks, the BOT chose to work with BBC’s major shareholders and management.  Instead of intervening directly, the central bank issued regular warnings to the commercial bank’s executives to clean up their loan accounts.  The consultations between BOT and BBC’s owners/managers culminated with the May 1986 secondment of Krirkkiat Jalichandra from BOT to help run BBC (see also footnotes 21 and 22).  The BOT’s top management thought it more preferable to send one of their own division chiefs to help nurse BBC back to financial health than to have to bail out the bank at a later time.  After all, it was a common practice to help manage distressed banks by planting BOT officials on the banks’ boards of directors.  This way, BOT could accomplish its goal of resuscitating BBC without having to put together yet another bank rescue package.  Hence Krirkkiat entered BBC as a third-generation family banker.   When he left the central bank, Krirkkiat enticed two BOT colleagues to move with him, namely Ekachai Atikomnantha and Praphat Prapasnobol.
   After two years at BBC, Krirkkiat became the bank’s president on his mother’s elevation to the post of board chairwoman.  By this time, Ekachai was in charge of the credit department.  As Krirkkiat’s right-hand man, Ekachai rose to become assistant vice president in 1990 and executive vice president in 1991, supervising the credit department, among other newly added responsibilities (MOF 1997).
 As will be shown, the duo drove the bank to greater woes in the 1990s, eventually winding up with the nationalisation of BBC in 1996 and its closure and liquidation two years thereafter.

Table 4.4: BBC’s Income Statement Before and After KrirkiartJalichandra’s Involvement in 1986

(All figures in Bt million unless otherwise indicated)

	
	1984
	1985
	1986
	1987
	1988
	1989
	1990
	1991
	1992
	1993
	1994
	1995

	Deposits
	24,207
	26,039
	28,535
	29,315
	32,403
	39,207
	51,185
	63,135
	79,534
	98,428
	108,648
	132,965

	Credit
	NA
	NA
	22,043
	23,755
	27,510
	37,014
	53,647
	66,061
	82,749
	94,622
	112,296
	NA

	Loan-loss reserves
	NA
	NA
	88
	104
	104
	128
	130
	172
	304
	652
	1,744
	3,243

	Registered capital
	400
	440
	495
	800
	800
	1,200
	4,400
	2,400
	3,189
	3,189
	4,000
	10,700

	Assets
	27,355
	29,279
	31,544
	33,651
	38,219
	47,619
	65,539
	79,484
	101,157
	120,974
	144,113
	183,874

	Total income
	3,486
	3,732
	NA
	3,122
	3,153
	4,083
	6,383
	9,485
	10,131
	11,284
	14,026
	21,280

	Interest income
	NA
	NA
	NA
	2,534
	2,408
	3,259
	5,518
	8,648
	8,860
	9,775
	11,004
	NA

	Fees/Services income
	79
	66
	28
	62
	87
	109
	185
	218
	292
	474
	673
	NA

	Net profit
	89
	30
	44
	62
	78
	65
	103
	148
	243
	240
	525
	860

	Net earnings per share (Bt)
	29.76
	7.36
	9.24
	1.02
	0.97
	0.63
	0.85
	0.61
	0.86
	0.75
	1.39
	1.39


Source: Poojadkarn rai duen, April 1996.

The road to insolvency

When they first arrived, Krirkkiat and Ekachai did seek to clean up BBC’s balance sheets.  They chased after bad debts, and sought to build up interest income for the bank.  Between 1988 and 1990, for example, BBC’s interest income was reported to have grown more than twofold (table 4.4), as credit extension expanded briskly.   However, many of BBC’s loans had been granted to firms related to the major shareholders and management

(Suthee Committee’s Report 1997).  Attempts to bring these debtors into line were mostly unsuccessful.  In one spectacular clash between the bank’s management and Euawithaya Equipment, a large debtor, BBC ended up being counter-sued for a vast sum.
  While BBC’s income statement appeared ostensibly sanguine, its mounting non-performing-loans (NPLs) were being masked.
  Its reported income statement (table 4.4), for example, stood in marked contrast to the BOT’s audit of the bank (see below).  In other words, BBC’s NPLs were becoming unmanageable, and the bank was unable to set aside adequate loan-loss provisions.  According to the BOT’s report on 18 November 1992, based on the central bank’s examination of BBC’s books in April of 1991, it was discovered that NPLs at the medium-sized commercial bank had topped Bt18.2 billion, or 26.7 per cent of total assets.  This ratio was about 3.6 times the banking industry’s average of 7.4 per cent at the time (Sor Por Ror I 1998:103).  Consequently, BBC was ordered to increase its registered capital immediately by Bt800 million, to be completed in the following year.  In addition, the BOT told BBC to come up with a clear re-capitalisation plan for the 1992-94 period.

Although BBC initially was able to raise new capital as the BOT directed, its NPLs became even more unmanageable.  In its audit of BBC in March 1993, whose report was completed almost a year later, on 1 February 1994, the BOT found that BBC’s NPLs had reached Bt38.5 billion, the equivalent of 39.6 per cent of total assets.  The alarming increase in NPLs was due to substantial credit committed to a stock market manipulation ring, as will be described below.  Still, the central bank treated the BBC case as a routine matter.  It merely told BBC’s management to fix their balance sheets.  Another central bank audit on 31 March 1994, reported on 18 April 1995, revealed that NPLs had risen further.  The increase stemmed from BBC’s continuation to finance the takeover frenzy in the stock market, underpinned by questionable collateral appraisal.  The BBC management’s approval of uncollateralised overdrafts to themselves and their associates was also responsible for the rise in NPLs.  While it was aware of BBC’s shady lending practices, the BOT undertook reactive rather than preventive measures.  It ordered BBC to raise Bt3 billion in additional registered capital by June 1995, and another Bt3.7 billion by the following year.  However, the 1995 round of re-capitalisation was sluggish because BBC’s existing shareholders could not mobilise the required money.  The BOT consequently encouraged the Tantipipatpong business group to buy into BBC.  The group consented, and ended up with 14.69 per cent of paid-up capital.  Nonetheless, BBC was able to raise only Bt1.97 billion in 1995, although it initially claimed to have generated Bt5 billion.

As a result, the central bank in mid-1995 ordered its financial bailout arm, the FIDF, and simultaneously asked the state-owned Government Savings Bank (GSB), to subscribe to BBC’s newly issued shares.  The FIDF spent Bt750 million for 50 million shares for Bt15 apiece, representing 6.25 per cent of paid-up capital.  The GSB paid half as much, Bt375 million, for 25 million shares also at Bt15 each, for a 3.13 per cent stake.
  In March 1996, BOT Governor Vijit Supinit ordered BBC to raise another Bt5.4 billion by issuing 500 million new shares.  Concurrently, he instructed the FIDF to subscribe to all of the 500 million shares, some for Bt12 apiece and others for Bt10 each, with buyback options for BBC’s original shareholders at Bt10 apiece.
  The new capital, however, could not sufficiently cover BBC’s multiplying loan losses.  Finally, during 8-10 May 1996, BBC’s endgame was played out in a parliamentary no-confidence debate.  The Democrat Party, then leader of the opposition, exposed BBC’s elaborate networks of corruption between elected politicians of the then-ruling Chart Thai Party and BBC’s top management, particularly Krirkkiat and Ekachai, revolving around an intricate stock market racket financed by BBC loans.  After the debate, panicked depositors rushed to withdraw their money from the bank.  As a result, the MOF was compelled to take over BBC a week later under its authority as vested in the Commercial Banking Act, and appointed a control committee to run the bank.
  Three weeks later, Krirkkiat was officially ousted from his post as president of BBC.  On stepping down from the bank, he faced what later amounted to 20 criminal cases of embezzlement and fraud filed by the BOT (see table 4.13).

Following Krirkkiat’s departure, BBC’s status deteriorated further.  In August 1996, almost three months after BBC’s insolvency became public, the BOT undertook yet another round of capital increase to the tune of Bt22.5 billion, or 2.25 billion newly issued shares at Bt10 par value.  The FIDF was ordered to subscribe to all of the shares.  As NPLs ballooned inexorably in the latter months of 1996, the bank’s financial position spiralled out of control.  As of end-December 1996, BBC’s NPLs stood at Bt45,648 million, more than 50 per cent of total assets, and were still rising (MOF 1997).  By early 1997, the FIDF was shouldering more than Bt60 billion of BBC’s NPLs.  To resolve what by then had become an incipient systemic banking crisis, the BOT in February 1997 enlisted the service of the state-owned Industrial Finance Corporation of Thailand (IFCT) to run BBC and revitalise its balance sheets.  By the time the MOF approved IFCT’s management takeover on 17 February 1997, the FIDF had become BBC’s largest shareholder, with 2,312,828,357 shares, or 65.07 per cent of the bank’s paid-up capital.  IFCT’s efforts were unsuccessful.  BBC was subsequently closed and liquidated on 14 August 1998 as part of Thailand’s financial restructuring package.  The bank’s license was revoked.  Its good assets were assigned to KTB, while an asset management company, named Bangkok Commerce Co., was set up to reclaim non-performing assets.

Table 4.5: Selected Financial Indicators (in billion baht)
	
	1986
	1987
	1988
	1989
	1990
	1991
	1992
	1993
	1994
	1995
	1996

	GDP nominal

(% growth)
	1,133.4

(-)
	1,299.9 (14.7)
	1559.8 (20.0)
	1,857.0 (19.1)
	2,183.5 (17.6)
	2,506.6

(14.8)
	2,834.7

(13.1)
	3,179.5

(12.2)
	3,634.8

(14.3)
	4,202.8

(15.6)
	4,689.6

(11.6)

	GDP real (1988 prices)

(% growth)
	1,257.2

(-)
	1,376.8 (9.5)
	1,559.8

(13.3)
	1,750.0

(12.2)
	1,945.4

(11.2)
	2,111.9 (8.6)
	2,285.9

(8.2)
	2,481.3

(8.5)
	2,702.1

(8.9)
	2,941.2

(8.8)
	3,117.7

(6.0)

	M1

(% growth)
	103.4

(-)
	132.4 (28.0)
	148.5

(12.2)
	174.7

(17.6)
	195.4

(11.8)
	222.4

(13.8)
	249.7

(12.3)
	296.2

(18.6)
	346.4

(16.9)
	388.3

(12.1)
	423.7

(9.1)

	M2

(% growth)
	672.8

(-)
	808.5

(20.2)
	956.1

(18.3)
	1,207.1 (26.3)
	1,529.1

(26.7)
	1,832.4

(19.8)
	2,117.8

(15.6)
	2,507.1

(18.4)
	2,829.4

(12.9)
	3,310.6

(17.0)
	3,726.7

(12.6)

	M3

(% growth)
	810.9

(-)
	952.1

(17.4)
	1,146.8

(20.4)
	1,477.5

(28.8)
	1,873.8

(26.8)
	2,246.4

(19.9)
	2,662.8

(18.5)
	3,187.1

(19.7)
	3,748.0

(17.6)
	4,449.6

(18.7)
	5,045.5

(13.4)

	M1/GDP (%)
	9.1
	10.2
	9.5
	9.4
	8.9
	8.9
	8.8
	9.3
	9.5
	9.2
	9.0

	M2/GDP (%)
	59.4
	62.2
	61.3
	65.0
	70.0
	73.1
	74.7
	78.9
	77.8
	78.8
	79.5

	M3/GDP (%)
	71.5
	73.2
	73.5
	79.6
	85.8
	89.6
	93.9
	100.2
	103.1
	105.9
	107.6

	Financial Assets

(% growth)
	1,123.2

(-)
	1,333.0

(18.7)
	1,611.6

(20.9)
	2,022.3

(25.5)
	2,553.8

(26.3)
	3,078.0

(20.5)
	3,714.1

(20.7)
	4,725.6

(27.2)
	6,031.5

(27.6)
	7,653.3

(26.9)
	8,736.3

(14.2)

	Financial Assets/GDP (%)
	99.1
	102.5
	103.3
	108.9
	117.0
	122.8
	131.0
	148.6
	165.9
	182.1
	186.3

	CB Deposits

(% growth)
	627.1

(-)
	752.6

(20.0)
	893.4

(18.7)
	1,135.1

(27.1)
	1,440.8

(26.9)
	1,751.5

(21.6)
	2,035.1

(16.2)
	2,427.3

(19.3)
	2,760.9

(13.7)
	3,250.0

(17.7)
	3,683.1

(13.3)

	FC Deposits

(% growth)
	89.8

(-)
	99.4

(10.7)
	135.5

(36.3)
	192.9

(42.4)
	260.1

(34.8)
	337.7

(29.8)
	415.4

(23.0)
	542

(30.5)
	747.4

(37.9)
	914.6

(22.4)
	1,040.1

(13.7)

	CB Deposits/GDP (%)
	55.3
	57.9
	57.3
	61.1
	66.0
	69.9
	71.8
	76.3
	76.0
	77.3
	78.5

	FC Deposits/GDP (%)
	7.9
	7.6
	8.7
	10.4
	11.9
	13.5
	14.7
	17.0
	20.6
	21.8
	22.2

	CB Credit

(% growth)
	543.7

(-)
	672.9

(23.8)
	853.5

(26.8)
	1,110.6

(30.1)
	1,481.9

(33.4)
	1,789.4

(20.8)
	2,161.9

(20.8)
	2,669.1

(23.5)
	3,430.4

(28.5
	4,230.5

(23.3)
	4,825.1

(14.1)

	FC Credit

(% growth)
	102.2

(-)
	116.2

(13.7)
	154.2

(32.7)
	238.5

(54.7)
	314.9

(32.0)
	415.5

(31.9)
	547.7

(31.8)
	733.1

(33.9)
	1,008.0

(37.5)
	1,301.4

(29.1)
	1,488.2

(14.4)

	CB Credit/GDP (%)
	48.0
	51.8
	54.7
	59.8
	67.9
	71.4
	76.3
	83.9
	94.4
	100.7
	102.9

	FC Credit/GDP (%)
	9.0
	8.9
	9.9
	12.8
	14.4
	16.6
	19.3
	23.1
	27.7
	31.0
	31.7

	CB+FC Credit/Deposit (%)
	90
	93
	98
	102
	106
	106
	111
	115
	127
	133
	134


Source: Bank of Thailand. Note: CB-Commercial Banks; FC-Finance Companies.

Table 4.6: The SET Year-end Indices and Average Daily Trading Volume, 1980-97

(Volume in Bt million)

	
	1980
	1981
	1982
	1983
	1984
	1985
	1986
	1987
	1988
	1989

	Index
	124.67
	106.62
	123.50
	134.47
	142.29
	134.95
	207.20
	284.94
	386.73
	879.19

	Volume
	26.41
	10.21
	23.89
	36.93
	42.72
	62.59
	101.19
	494.49
	633.43
	1,526.43


	
	1990
	1991
	1992
	1993
	1994
	1995
	1996
	1997

	Index
	612.86
	711.36
	893.42
	1,682.85
	1,360.09
	1,280.81
	831.57
	372.69

	Volume
	2,539.40
	3,237.01
	7,530.65
	8,984.28
	8,592.89
	6,465.48
	5,275.81
	3,763.40


Source: Stock Exchange of Thailand.
Table 4.7: Property Loans at Financial Institutions
	Financial Institutions/Year
	1993
	1994
	1995
	1996

	Commercial Banks
	303,801.4
	364,208.0
	403,242.0
	414,119.7

	Government Housing Bank
	1,857.2
	1,837.6
	2,141.2
	2,259.0

	Finance and Securities
	163,757.1
	239,925.8
	283,542.8
	348,995.7

	Insurance Companies
	--
	--
	--
	--

	National Housing Authority
	--
	--
	--
	--

	Credit Fonciers
	1,385.0
	1,974.7
	2,289.3
	--

	Total
	470,800.7
	607,946.1
	691,186.3
	767,743.5


Source: Bank of Thailand, Quarterly Bulletin, various issues.
Table 4.8: Rakesh Saxena’s Network of Paper Companies and Their BBC Loans
	Network of Companies
	Loans from Bangkok Bank of Commerce

	62 companies registered in Thailand
	Bt16,116.3  million

	12 companies registered Abroad
	Bt6,586.0 million

	Nine individuals associated with Rakesh
	Bt780.0 million

	BBC Loans Associated with Rakesh Saxena
	Bt23,482.3 million


Source: Matichon database.  For the breakdown of the companies both in and outside Thailand, as well as the identity of the various individuals associated with Rakesh, see Matichon, 20 June and 23 June 1996.

Table 4.9: BBC and the SET manipulation ring, 1993-95
	Take-over Target
	Buyer Groups
	Financial Advisors/ Lenders/Brokers/

Representatives
	No. of Shares
	% of Registered Capital
	Share Price (Bt)
	Transaction Date
	Actual Sales (in Bt million)

	1. Jalaprathan Cement Co. Ltd. Plc. (JCC)
	First Round
1. Thavornsawad Chavanotai

2. Zilar International Trading

3. President Entertainment

4. P&A Holding

Second Round

1. Adnan Khashoggi

2. Silver Star Investment

Corporation
	BBC (Advisor)

BBC (Advisor)
	910,142

9,882,874
	20.00

21.70
	500.00

200.00
	17-31 January 1994

20 December 1994
	455

1,977

	2. Asia Footwear Co. Ltd. Plc. (AFL)
	First Round

1. P&A Holding

2. Somporn Wankitcharoen

3. Sunanta Harnvorakiart (MD of MORKOT)

Second Round
1. Tianjin Hua Real Estate

2. Mr Lu Jian Dong

3. Mr Xiao Jun
	Thai Rung Reung Trust (Broker and Lender of Bt121 million)

Thai Fuji Finance and Securities (Broker) 


	1,777,620

2,072,514
	21.36

37.60
	55.00

43.00
	21 February—7 March 1994

9—22 December 1994
	65

89

	3. Morakot Industries Co. Ltd. Plc. (MORKOT)
	First Round
1. Chattawat Muttamara and associates

Second Round
1. Adnan Khashoggi

2. Silver Star Invest. Corp.

3. Sakkraphand Eiam-ekdul (MD of EWC)

4. Chantana Sukumanond (MD of JCC)
	Thana Thai (Broker)

BBC (Broker and Lender of Bt2,500 million)

Cathay Trust (Broker and Lender of Bt290 million)
	3,352,210

9,965,000
	33.52

99.65
	115.00

280.00
	3—17 May 1994

17 April—2May 1995
	386

2,790


Table 4.9 (cont.)
	Take-over Target
	Buyer Groups
	Financial Advisors/ Lenders/Brokers/

Representatives
	No. of Shares
	% of Registered Capital
	Share Price (Bt)
	Transaction Date
	Actual Sales (in Bt million)

	4. Semi-Conductor Venture International Co. Ltd. Plc. (SVI)
	First Round
1. The M Group

2. Sondhi Limthongkul

3. Cherdsak Kookiartinant

Second Round
1. Cherdsak Kookiartinant

2. President Entertainment Co. Ltd.

Third Round
1. Adnan Khashoggi

2. Silver Star Investment Corporation

3. Martin Wenzel

4. Sunanta Harnvorakiart (MD/MORKOT) 
	CMIC (Broker)

ITF (Lender of Bt170m)

ITF (Broker)

BBC (Lender of Bt296m)

BBC (Representative and Lender of Bt148m)

Thai Fuji Finance and Securities (Broker)
	3,700,116

12,804,163

29,968,177
	46.32

40.38

94.50
	36.00

18.56

50.00
	27 January—11 February 1994

8—21 August 1994

6—20 February 1995
	133

238

1,498

	5. Earth Industrial Co. Ltd. Plc. (EI)
	1. Ekachai Atikomnantha (Executive VP of BBC)

2. Chavalit Atikomnantha

3. Ma Khine Zaw

4. Sunanta Harnvorakiart

(MD of MORKOT)
	Thai Rung Reung Trust (Broker and Lender of Bt156.5m)

BBC (Lender of Bt150m)

Thana Thai (Lender of Bt100m)
	22,109,400
	73.70
	13.55
	19 December 1994—3 January 1995
	300

	6. Phoenix Pulp and Paper Co. Ltd. Plc. (PPPC)
	1. Globex Corp. Co. Ltd.

2. Jalaprathan Cement Co. Ltd. Plc.

3. Grand Forest International Ltd. PTE. (Singapore)

4. Mr Sora-at Klinpratum
	CMIC (Broker)

BBC (Lender of Bt1,300m to Globex)

Thai Rung Reung Trust (Lender of Bt390m to Grand Forest)

Thana Thai (Lender of Bt260m to Sora-at Klinpratum)
	3,808,114
	3.17
	86
	21 June—5 July 1994
	327


Table 4.9 (cont.)
	Take-over Target
	Buyer Groups
	Financial Advisors/ Lenders/Brokers/

Representatives
	No. of Shares
	% of Registered Capital
	Share Price (Bt)
	Transaction Date
	Actual Sales (in Bt million)

	7. Indhara Insurance Co. Ltd. Plc. (INSURE)
	1. Chuchart Harnsawat and associates

2. Sakkraphand Eiam-ekdul (MD of EWC)

3. Chantana Sukumanond (MD of JCC)
	Thai Rung Reung Trust (Broker)

BBC (Lender of Bt759m)
	136,948
	1.37
	95.00
	23 May—6 June 1994
	13

	8. Technology Application (Thailand) Co. Ltd. Plc. (TATL)
	First Round
1. Vinivate Co. Ltd (70 per cent owned by Suchart Tancharoen’s family)

2. Cherdsak Kookiartinant

Second Round
1. Skoda (Pacific) Pte. Ltd.
	ITF (Broker)

BBC (Representative and Lender of Bt424m)

BBC (Advisor)
	14,896,240

12,890,000
	27.65

23.93
	20.96

38.00
	11—26 July 1994

6 July 1995
	312

490

	9. Inter-Life Assurance Co. Ltd. Plc. (INLIFE)
	1. P&A Holding

2. Ban Chang Group Holding
	CMIC (Broker)

BBC (Lender of Bt564m)

Thana Thai (Lender of Bt113m)

Chiang Mai Trust (Lender of Bt135m)
	10,756,317
	30.73
	65
	1—15 August 1994
	699

	10. Thai Kriang Textiles Co. Ltd. Plc. (TDT)
	1. Da Zhong Hua Rubber (Tianjin Plant)

2.  Charunand Rujanarong
	Wall Street Finance  and Securities (Broker)

BBC (Lender of Bt1,710m)
	64,525,500
	92.18
	28.00
	13—27 September 1994
	1,807

	11. Nakornluang Synthetic Fiber Co. Ltd. Plc. (HTX)
	1. Pisarn Settho

2. Tseoka Ming Anthony

3. Ng Hiu Kwong
	Thai Rung Reung Trust (Broker and Lender of Bt150m)

Thana Thai (Lender of Bt150m)

BBC (Lender of Bt1,660m)
	47,636,125
	95.27
	38
	23 September—10 October 1994
	1,810


Table 4.9 (cont.)
	Take-over Target
	Buyer Groups
	Financial Advisors/ Lenders/Brokers/

Representatives
	No. of Shares
	% of Registered Capital
	Share Price (Bt)
	Transaction Date
	Actual Sales (in Bt million)

	12. Eastern Wire Co. Ltd. Plc. (EWC)
	1. Jalaprathan Cement Co. Ltd. Plc.
	Thai Fuji Finance and Securities (Broker)
	9,652,500
	62.30
	73
	25 October—7 November 1994
	705

	13. Thai Agri Foods Co. Ltd. (TAF)
	1. Wiwat Industrial Co. Ltd.

2. Pace International Co. Ltd.

3. J.M. Rajan Pillai
	Thai Fuji Finance and Securities (Broker)
	25,864,000
	61.00
	103.00
	6—21 February 1995
	2,664

	14. Phuket Island Co. Ltd. (PIC)
	1. Prince Zourab Tchkorous

2. Charnchai Lekvichitrathada (Executive VP of BBC)
	Thai Fuji Finance and Securities (Broker)

BBC (Advisor and Lender of Bt36m)

Union Finance (Financial Advisor of Seller)

Baker and McKenzie (Legal Advisor of Buyers)

Gilleke and Gibbons (Legal Advisor of Sellers)

First Asia Securities (Advisor of shareholders)

Capital Management Co. Ltd. (Sales Coordinator)
	21,500,000
	61.43
	40.00
	7 September—11 October 1995
	860

	15. Seahorse Co. Ltd. Plc. (SH)
	1. Western Commercial Investment Ltd. BVI (Direct purchase from major shareholders)
	BBC (Advisor)
	4,320,000
	24.00
	58
	8 May 1995
	250

	TOTAL  STOCK MARKET TAKEOVER ACTIVITIES INVOLVING BANGKOK BANK OF COMMERCE
	17,868


Source: Subcommittee on Fiscal Affairs, Banking and Financial Institutions, The House of Representatives.

The role of BBC bankers and financiers

Where did BBC go wrong?  Like its distressed counterparts which were rescued during the difficult 1984-87 period, BBC had its fair share of soured loans.  Prior to Krirkkiat’s entry into BBC, there had been nine large debtor groups, which altogether had more than Bt10 billion in NPLs outstanding.
  The data suggest Krirkkiat and his BBC managers did try to shore up the bank’s balance sheets at first during 1986-88.  In fact, it has been noted that their efforts showed some promising signs early on (Suthee Committee’s Report 1997).  In retrospect, had Krirkkiat and his BBC lieutenants concentrated on debt recovery, consolidated their loan portfolios and emphasised quality lending from around 1988 onwards, BBC’s crisis in the 1990s would not have come to pass.  But this hindsight may be moot in any case.  The bank’s financial position and operational performance were chronically weak (MOF 1997; Suthee Committee’s Report 1997; Sor Por Ror I 1998).  BBC had long been seen as a servant of a handful of elite, blue-blooded 

families, some of whose members are mentioned above.  As such, Krirkkiat ultimately

steered what was already a weak bank into insolvency.  Most importantly, he appeared to have done it with reckless abandon and at a level never before witnessed in Thai banking history.  The financial transgressions under the management of Krirkkiat and his associates ran the gamut, from connected lending and creative accounting (compare table

4.5 with tables 4.7 and 4.9-4.13) to stock market manipulation and outright embezzlement through the fabrication of paper companies (see table 4.13).

When the recovery of its doubtful debts became bogged down in the late 1980s, BBC began to shun traditional banking activities, which had relied on interest income between the differentials in deposit and loan rates, in favour of other sources of wealth.  In so doing, Krirkkiat and his BBC colleagues raised the bank’s exposure to high-risk loans on a massive and unprecedented scale (see below).   Their object of attention was the Stock Exchange of Thailand (SET).   The late 1980s coincided with the onset of Thailand’s economic boom when the financial sector grew at a breakneck pace.  Growth in gross domestic product (GDP) was in double-digits annually during 1988-90, averaging 9.96 per cent per annum for the 1988-95 period (see table 4.5).  As a percentage of GDP, financial assets during this economic boom almost doubled in less than a decade.  Table 4.5 illustrates the rapid growth of the financial sector from 1988, when the ratio of financial assets to GDP was 103.3 per cent, to 1995, when it bloated to 182.1 per cent of GDP.  From 1988 until the BBC crisis began to emerge in 1995, financial assets as a percentage of GDP were expanding at a rate of 24.4 per cent on an annual basis.  Much of the financial sector growth can also be gleaned from the substantial increases in commercial banks’ credit extension.  Whereas total deposits slightly exceeded credit in 1988, total credit extended by domestic commercial banks had outstripped deposits by almost Bt1 trillion by 1995.  For the same 1988-95 period, commercial bank credit as a percentage of GDP was 54.7 per cent at the outset and 100.7 per cent when the economic boom began to sputter.  The SET rode on the coat tails of this financial sector expansion (see table 4.6).  It experienced an unparalleled growth which closely tracked the financial sector’s boom.  The bourse’s index more than quadrupled in five years, rising from 386.73 in 1988 to a peak of 1,682.85 in December 1993.
  For the same period, trading volume grew more than 14 times.  In 1994-95, however, the SET’s bull run began to lose steam.  In 1996, the SET’s slowdown worsened into a bear market in the run-up to the economic crisis of 1997.

BBC was an instrumental player in both the financial sector’s and the SET’s rapid growth during 1988-95.  The turning point for Krirkkiat and BBC appears to have been associated with the initiation of Rakesh Saxena into the bank’s management hierarchy, first as an informal (and later formally) treasury advisor to Krirkkiat himself.
  Unlike Rakesh, both Krirkkiat and Ekachai had not been seasoned with the more sophisticated international financial products and activities.  Nonetheless, BBC’s first conspicuous financial foray involving Rakesh’s input turned out to be the familiar game of stock market manipulation being played out once again during the SET’s 1988-95 boom, merely a decade after the first wave of scandals beset the bourse in the 1979-84 period.  This time, it centred on a share punter named Song Watcharasriroj, alias Sia Song.
  Song and his associates had surreptitiously accumulated a large number of BBC shares, having built up a 37 per cent stake.  As BBC claimed that Song’s intention was a hostile takeover of the bank, Rakesh spearheaded a defence by buying up as many of the bank’s shares as possible.  However, the evidence later revealed that both Song and the Krirkkiat/Rakesh pair may have colluded to ramp up BBC’s share price for mutual gain (Handley 1997:104-105).  BBC’s claim of the hostile takeover rang hollow because Song had built up his position at the bank by using the services of Thai Fuji Finance and Securities, a local broker and leading subsidiary of BBC.  The bank’s management apparently knew what Song was doing, and acquiesced.

After the Song share manipulation scandal, the BBC executives deepened and widened their SET-related businesses.  This time, the bank itself engaged in takeovers and acquisitions of listed companies, financed by BBC funds (see table 4.9).  On Rakesh’s initiative, Krirkkiat and Ekachai, who vested themselves with the authority to extend unlimited overdrafts to clients of their choice, lent substantial sums to their own and Rakesh’s associates in Thailand as well as abroad.
  In turn, these associates used the loans to buy up shares of certain companies in the SET, as enumerated in table 4.9.  As these frenzied stock purchases drove up share prices, the speculators were supposed to sell for profit.  But as the SET’s boom slowed down in 1995 and more drastically in 1996, many of the loans for takeover purposes became non-performing.  In some cases, as the episode of elected Thai politicians below indicates, the overdrafts were also used to purchase obscure provincial land plots, whose prices were then inflated and put up as collateral at BBC for yet more loans.  The overvaluation of land was a by-product of the country’s property boom at the time (see table 4.7).  In other cases, such as the City Trading Corp. below, BBC loans were simply redirected to off-shore personal bank accounts.  During the three years after the Song scandal until late 1995 when BBC’s problematic balance sheets came into the public spotlight, the bank’s financial schemes both on-shore and off-shore developed into a complex web of bank loans extended to questionable local and foreign individuals and companies for the share price manipulation of the SET and other fraudulent transactions both in Thailand and abroad.  Many of the loans involved outright embezzlement by both lenders and borrowers (see tables 4.9 and 4.13).

Given the intricate linkages among BBC’s top management and their local and foreign business associates, it is worthwhile to sample some of the bank’s profligate loans for takeover schemes in the SET.  According to records of the BOT’s commercial banks examination department, one protrusive case of these takeovers was that of Rajan Pillai and associates.  Krirkkiat had approved a large credit line to Pillai’s company, Pace International, to take over Thai Agri Foods (TAF), a listed firm in the SET (see tables 4.9 and 4.13).
  To qualify for the overdraft, Pillai pledged TAF shares as collateral, in addition to vacant land plots in Buriram province, valued at Bt1,857 million.  These land plots, in turn, had been purchased by other debtors of BBC using Krikkiat-approved overdrafts.  Thus, the land plots Pillai put up as collateral did not belong to him.  When the BOT ordered the land appraiser to conduct the valuation again, the same plots were worth only Bt97 million, revealing an overvaluation of Bt1,760 million.
  Moreover, several months after Pillai had made the tender offer for TAF’s stocks at Bt103 each, their share price slumped to Bt23.50.  As a result, by end-December 1995, the Pillai group owed the bank a sum of Bt3,272 million.

Another noteworthy case was that of Adnan Khashoggi, a well-known businessman and arms dealer from the Middle East.  Krirkkiat had granted substantial credit to Khashoggi and his investing arm, Silver Star Investment Corporation, for the takeover of Jalaprathan Cement (JCC) and Semiconductor Ventures International (SVI).  As collateral, Khashoggi and Silver Star pledged bills of exchange (B/Es) worth US$50 million (or Bt1,233 million at the time), guaranteed by the National Credit Bank of Russia.  In addition, shares of SVI and Morakot Industries (MORKOT) were also used as collateral worth another Bt2,167 million.  However, SVI shares by 16 February 1996 had traded at Bt12.50 apiece, whereas the pledged value was based on their tender offer price of Bt50 each.  On the other hand, MORKOT shares had seen no trading activity since 24 July 1995.

Apart from the pledged B/Es and stocks, Khashoggi also put up his New York City and Paris apartments as collateral valued at Bt1,136 million, as well as unattractive land plots in Buriram province for another Bt914 million.  The BOT later found that the Buriram land plots were overvalued much like the Pillai case, while Khashoggi’s NYC and Paris properties had already been mortgaged with other banks abroad.  To deal with Khashoggi’s problematic collateral, BBC on 23 November 1994 set up an off-shore company, Ashley Venture Corporation, on the British Virgin Islands.  Ashley Venture was registered with US$10,000 start-up capital (roughly Bt250,000), and was managed by two BBC executives.  The company was given a credit line of US$4 million (Bt1 billion) to purchase the transfer rights of all of Khashoggi’s pledged assets to BBC.  However, the Ashley Venture scheme only succeeded in increasing BBC’s liabilities to the Khashoggi group.  As of end-December 1995, Khashoggi and Silver Star were altogether responsible for Bt3,628 million of BBC’s dud loans.  The BOT’s commercial bank examiners criticised BBC’s management for their malfeasance in overestimating Khashoggi’s assets, especially the NYC and Paris apartments.  According to the BOT examiners, BBC had also misplaced its trust on Khashoggi’s empty words to invest his own funds in the takeover deal, a promise he never kept.

The third example was an off-shore manipulative takeover ring, centring on City Trading Corporation.  Krirkkiat had approved an overdraft of Bt1,658 million to City Trading, a Cayman Islands-registered company with just US$1,000 (Bt25,000) paid-up capital, to take over three subsidiaries of Swift Global Communications.
  Nominees acted on behalf of Krirkkiat at City Trading, whose management included Sunanta Harnvorakiart, Rakesh’s sister-in-law.  As collateral, the shares of the three subsidiaries were to be used, along with land plots in Pichit and Prachinburi provinces estimated at Bt1,165 million and Bt185 million, respectively.  In a subsequent assessment ordered by the BOT’s examiners, however, the land plots were worth only Bt27 million altogether, leaving an overvaluation of Bt1,323 million.  The authorities also found that only part of the loan was used to buy the intended shares, with the rest paid to reduce the BBC debts belonging to Rakesh and Da Zhong Hua Rubber (Tianjin Plant).
  These debts had stemmed from earlier overdrafts Rakesh and Da Zhong Hua had taken out to acquire the land plots in Pichit and Prachinburi, among other provinces.  Moreover, Thai public prosecutors later discovered that about half of City Trading’s loans found their way into the Swiss and Italian bank accounts of Rakesh-owned off-shore paper companies as well as into the bank accounts of his associates.
  At the end of 1995, the BBC debts accountable to City Trading totalled Bt1,136 million (see also table 4.13).

The preceding paragraphs are but three of the more protrusive cases of BBC-financed share price manipulation and of embezzlement and fraud.  In all, the authorities pinpointed 15 fraudulent cases of BBC-related stock takeovers in the SET during 1993-95.  Table 4.9 lists the 15 takeover targets along with the various financial intermediaries and key players involved, including the transaction dates and total BBC loans expended.   Apart from the illicit manoeuvres cited in table 4.9, there were a host of other embezzlement vehicles and illicit financial tentacles stemming from Rakesh’s extensive network of individual nominees and paper companies, which were fed by Krirkkiat’s overdraft orders.  As of mid-1996, Rakesh himself, his associates and paper companies accounted for more than Bt23 billion of BBC’s loans (table 4.8).

Prominent among these loans was the case of Somprasong Inter-Communication, to which Krirkkiat provided a large overdraft so that Somprasong could take over a Canadian-listed firm named International Consolidated Engineering (ICE) from one of Rakesh’s paper companies.  Registered with only Bt1 million in paid-up capital, Somprasong put up ICE shares and overestimated land plots in Srakaew province as collateral.  At the end of 1995, Somprasong owed BBC Bt1,990 million and ICE another Bt1,272, totalling Bt3,262 million of BBC’s NPLs at that time (Suthee Committee’s Report 1997; MOF 1997).
  In a similar fashion, Krirkkiat extended a credit line of US$12 million (Bt300 million) to Weser Investment A.V.V. to take over Allied Strategies Inc., another listed firm in Canada.  Set up by Rakesh in Aruba with a paid-up capital of just US$6,000, Weser Investment also received an overdraft from BBC worth Bt1,404 million, this time authorised by Ekachai, to make a tender offer for MORKOT shares belonging to the Chuchart Harnsawat group (see tables 4.9 and 4.10).  As collateral for its takeover move on Allied Strategies, Weser Investment used Allied Strategies shares and land deeds in Buriram province, which had been overestimated at more than 18 times their market value.  As for the overdraft to buy MORKOT shares from the Chuchart group, these same shares were promised to be used as collateral but were never delivered.  As both takeover schemes eventually failed when shares of Allied Strategies and MORKOT later plummeted, Weser Investment’s NPL tally from the takeover of Allied Strategies and MORKOT shares from the Chuchart group came out to Bt1,892 million by the end of 1995.

Another of Rakesh’s BBC loan concoctions concerned the now-defunct National Credit Bank of Russia (NCB), an intermediary also associated with the Khashoggi case above.  With Krirkkiat’s collaboration, Rakesh arranged for BBC to lend US$50 million (about Bt1,250 million) each to NCB, Essex Corporate Holding & Finance Inc., Arcadia Capital Partners Inc., and the Savings Bank of Russian Federation.  As collateral, the latter three companies issued P/Ns to BBC, guaranteed by NCB.  Shortly before the loans were arranged, Rakesh had registered Essex Corporate Holding & Finance and Arcadia Capital on the British Virgin Islands with paid-up capital of just US$50,000 each (Bt1.25 million).  While a part of BBC’s money that was funnelled to these four companies was used to subscribe to BBC’s newly issued common shares in 1995, another portion appears to have been siphoned off.  This took place when Rakesh conspired with NCB’s manager, Oleg Boiko, to shift more than US$80 million of the BBC loans into his and the Russian banker’s private off-shore accounts.  The BOT’s bank examination report on BBC’s NPLs shows that Rakesh and Boiko issued an additional B/E to BBC in the name of Essex Corporate Holding & Finance, also guaranteed by NCB.  The Essex B/E was then used to open a US dollar account at BBC.  Within a span of one week in July 1995, BBC applied the perfunctory discount on the Essex B/E and credited NCB with US$80 million before the entire account was withdrawn and closed.  Consequently, at the end of 1995, NCB owed BBC US$214 million (more than Bt5,350 million).  The recovery prospect for this particular loan was dimmed further when NCB subsequently became bankrupt.

Given such flagrant abuses of BBC’s managerial authority, it is evident that the bank’s road to insolvency during the 1992-95 period was paved primarily by its own managers, advisors, and associated financiers.  As with the banking mismanagement and fraud of the 1980s, especially the ATB case, BBC’s management relied on a labyrinthine network of paper companies and individual nominees, fuelled mainly by Krirkkiat’s and Ekachai’s overdraft authorisation with inadequate or altogether without collateral.  This financial labyrinth of BBC managers and their associates appears to have embezzled funds and extract financial benefits at the bank’s expense.  One major arena of their operations was the SET, especially during 1993-94, as table 4.9 attests.  In their activities both in and outside the Thai bourse, the bank’s management took advantage of Thailand’s speculative property boom to channel several billions in US dollars worth of BBC loans through bogus property appraisal schemes to designated recipients.  By 1995, as the bank’s status became increasingly untenable, the BBC managers’ focus notably shifted to off-shore operations involving hostile takeovers in capital markets abroad, such as Canada’s.  Their focus also turned towards straight embezzlement by routing BBC funds to secret personal accounts in Europe, North America, and other havens known in the past for money laundering, such as Aruba, the British Virgin Islands, and the Cayman Islands.

Nevertheless, on closer scrutiny, what transpired at BBC was not fundamentally new or different than the mismanagement and fraud that led ATB and the other financial institutions astray in the 1979-87 period.  The order of magnitude of BBC’s financial damages, of course, is many times greater compared to, say, ATB.  Indeed, the BBC’s rescue package alone more than doubled the combined value of all the bailout packages of the 1979-87 period.
  That the sheer size of BBC’s insolvency was that much more severe is partly attributable to the changes of the Thai economy, which by the 1990s had become much larger and more open (see chapter six for comparative macroeconomic components between the 1980s and 1990s).  What is new and different in the BBC case was the extent to which elected politicians and central bankers abetted and participated in the commercial bank’s mismanagement and fraud.  Let us now turn first to the politicians’ role.

The role of elected politicians

At the height of the authorities’ crackdown on the 1992 share price manipulation syndicates, a group of opposition MPs rose up to defend Sia Song, criticising Finance Minister Tarrin Nimmanhaeminda and the SEC for alleged selective enforcement.  These MPs became known as the “Group of 16”, mainly comprising elected politicians in their 30s and 40s from the Chart Pattana Party (CPP) and the CTP.
  Their nominal leader, by

Table 4.10: The Founding Members of the Group of 16 and Their Party Affiliations

	Member of Parliament/Party
	12 Sept. 1992 Election
	2 July 1995 Election
	17 Nov. 1996 Election
	Member of Parliament/Party
	12 Sept. 1992 Election
	2 July 1995 Election
	17 Nov. 1996 Election

	Sompong Amornwiwat
	CPP
	CPP
	CPP
	Yongyot Arunvessaset
	CPP
	CPP
	CPP

	Suchart Tancharoen
	CPP
	CTP
	Thai
	Banchong Kositjiranand
	CPP
	CTP
	CPP

	Chamlong Krutkhuntod
	CPP
	CPP
	CPP
	Itti Sirilattayakorn
	CPP
	CPP
	CPP

	Pairote Suwan-nachawee
	CPP
	CTP
	NAP/

Lost
	Newin Chidchob
	CTP
	CTP
	SP

	Prawat Uttamote
	CPP
	CPP
	CPP
	Sora-art Klinpratum
	CTP
	CTP
	NAP

	Thanee Yisarn
	CPP
	CTP
	CPP
	Chuchart Harnsawat
	CTP
	CTP
	NAP

	Sonthaya Koonpluem
	CPP
	CTP
	CTP
	Varathep Rattanakorn
	CTP
	CTP
	NAP

	Vithaya Koonpluem
	CPP
	CTP
	CTP
	Songsak Thongsi
	CTP
	CTP
	NAP


Source: Matichon database. Note:  CPP—Chart Pattana Party; CTP—Chart Thai Party; Thai—Thai Party; SP—Solidarity Party.  Other MPs who flocked to the group during 1993-95 included: Chattawat Muttamara of Solidarity Party; Somchai Petchprasert and Yutthasilp Thapanakul of CPP; Kasem Rungthanakit, Piraphan Palusuk, and Chalermchai Ularnkul of NAP; Udomdej Rattanasathien of Palang Dharma Party; and Panida Kasemmongkol of Seritham Party.  At its peak, the group commanded more than 30 MPs.

Table 4.11: Politicians and Bankers: BBC Loans and Takeover Activities  (As of 31 December 1996)
	Name
	Vehicles for BBC Loans
	Takeover Targets in SET
	Outstanding Debt at BBC

	1. Suchart Tancharoen and associates
	--Tayang Consumer Co. Ltd.

--Zilar Group Co. Ltd.

--Zilar International Service Co. Ltd.

--Zilar International Trading Co. Ltd.
	--Jalaprathan Cement Plc.

--Phoenix Pulp and Paper Plc.

--Earth Industrial Plc.

--Swift Global Communication Group

--Allied Strategies Plc.
	Bt4,666 mil.

	2. Chuchart Hansawat and associates
	--Siam Mass Construction
	--Indhara Insurance Plc.
	Bt1,204 mil.

	3. Chattawat Muttamara and associates
	--Profit Earth Development Co. Ltd.

--Mengrai Country Club Co. Ltd.

--Chiangsan Country Club Co. Ltd.
	--Jalaprathan Cement Plc.

--Hantex Plc.
	Bt4,821 mil.

	4. Newin Chidchob and associates
	N/A
	N/A
	Negligible

	5. Sonthaya Koonpluem and associates
	N/A
	N/A
	Cleared

	6. Chamlong Krutkhunthod
	N/A
	N/A
	Negligible

	7. Thani Yisarn
	N/A
	N/A
	Negligible

	8. Sora-at Klinpratum
	N/A
	N/A
	Cleared

	9. Pairoj Piempongsan and associates
	--Ban Chang Group Holding Co. Ltd.

--P&A Holding Co. Ltd.
	--Inter-Life Plc.
	Bt1,952 mil.

	Total Debt at BBC
	
	
	Bt12,881 mil.


Source: MOF (1997).  Note: The sum owed by the Suchart, Chuchart, Chattawat, and Pairote groups was Bt12,643.  Given that the Group of 16’s total debt at BBC was Bt12,881 million, this leaves the difference of Bt238 million belonging to the Newin, Chamlong and Thani groups.

dint of being the oldest, was Sompong Amornwiwat, a senior CPP executive.
  At its zenith, the Group of 16 could count more than 30 MPs among its ranks (see table 4.10).  The Group grew in prominence during 1992-95 due to their common stance in checking government performance.  They also benefited from their relative youthfulness, which yielded a positive image.  And their sensational and scathing style of verbal attacks against government MPs and cabinet ministers attracted public attention, capturing a sizeable following.  The Group was also associated with a handful of prominent businessmen, such as Pairoj Piempongsan of the Ban Chang group (see also item number 9 in table 4.9).  When CPP switched sides and joined the government in December 1994 and Sompong became minister of labour and social welfare, the Group’s cohesion did not loosen.  If anything, they stepped up their co-operation.  In one instance, they actually used Sompong’s ministerial position to their benefit.  When Sam Nunn, a high-ranking US senator, visited Thailand, Sompong and Pairoj arranged for the senator to meet with Group members.  The encounter enhanced the Group’s prestige locally.  In addition, Pairoj acted as liaison for the Group’s regular informal meetings to map out political strategies and talk business.

By early 1995, three members of the Group had emerged as its de facto representatives, namely Newin Chidchob of CTP and Suchart Tancharoen and Pairote Suwan-nachawee of CPP.
  When the DP became embroiled in the Phuket land reform scandal around that time, which allegedly involved nepotism and corruption favouring certain DP MPs and their associates, the Group’s members launched a verbal assault on the government in a no-confidence debate in May 1995.  With the absence of support from the Palang Dharma Party (PDP), a senior coalition partner, Chuan Leekpai, the DP leader and prime minister was compelled to dissolve the House of Representatives and called a general election for 2 July 1995.  The Group naturally claimed credit for bringing down Chuan’s coalition government.
  In the lead-up to the July 1995 polls, the Group’s leading members hopped from the CPP to the CTP.  The CTP came out on top in the election, and it put together a seven-party coalition government, headed by CTP leader Banharn Silapa-archa.
  Six of the Group’s members became junior ministers in the Banharn government during 1995-96.  They were: Suchart Tancharoen, deputy interior minister; Newin Chidchob, deputy finance minister; Pairote Suwan-nachawee, deputy commerce minister; Sora-at Klinpratum, deputy public health minister; Chamlong Krutkhunthod, deputy education minister; and Sonthaya Koonpluem, deputy communications and transport minister.  But not long after they took office, the Group’s wheel of fortune increasingly spun the other way.  Just as they had capitalised on the DP’s land reform mishap for their meteoric ascent, the Group, especially Suchart, Newin, and Pairote, was taken to task for a raging land-related scandal of their own.  In the event, their downfall was intimately tied to the BBC’s stock market manipulation activities.

As BBC’s endgame previously depicted, the DP revealed in the May 1996 censure debate that elected politicians of the CTP actively participated in the SET’s share price manipulation schemes in co-operation with BBC’s management.  Moreover, their means of financing the stock takeovers familiarly employed Krirkkiat’s loan authorisation based on inflated land price collateral. Suchart and his associates had acquired more than 30,000 rai
 of unremarkable land plots in Nongkhai province, much of which had laid under water during the monsoon season.  They then put up the land title deeds of these plots as collateral to secure a Bt400 million loan from BBC.  Instigated by DP and Seritham Party MPs of the opposition, an investigation later found that the prices of the land plots had been overestimated more than tenfold above their market value.  What is more, the land title deeds, known as Nor Sor 3 or ownership rights, were issued illegally.  Many of the deeds had been manufactured by Suchart’s associates, using fake documentation and forged signatures of local villagers.  Such fraud was facilitated by Suchart’s Bt42 million bribery of local interior ministry officials, especially those of the land department.
  The ample BBC funds deriving from this land-for-loan scam were then turned into ammunition to ramp up certain share prices.  According to table 4.9, Suchart himself, his Burmese business associate, Ma Khine Zaw
, along with the Tancharoen family’s Zilar International Trading Co. Ltd. and Vinivate Co. Ltd. engaged in the takeover of Jalaprathan Cement, Earth Industrial, and Technology Application.  In addition, as table 4.11 illustrates, the MOF’s key assessment of the BBC situation also found evidence linking Suchart to the takeover of Phoenix Pulp and Paper and two Rakesh-related companies, specifically Swift Global Communication Group and Allied Strategies.  At the end of 1996, the outstanding BBC debts of Suchart and his associates amounted to Bt4,666 million.

In all, according to a parliamentary probe in early 1996, the Group’s part in the SET’s takeover racket involved more than half of the 15 targets mentioned in table 4.9, specifically Jalaprathan Cement, Asian Footware, Morakot Industries, Earth Industrial, Phoenix Pulp and Paper, Indhara Insurance, Technology Application, and Inter-Life Assurance.  These should be juxtaposed next to the ones in table 4.11, which the MOF updated a year later.  The comparison suggests that between the 1993-95 period and the end of 1996, Sora-at Klinpratum’s and Sonthaya Koonpluem’s debts at BBC had been settled, whereas those of Suchart, Pairoj, Chattawat Muttamara, and Chuchart Harnsawat expanded substantially.  On the other hand, BBC debts owed by Newin Chidchob, Chamlong Krutkhunthod and Thani Yisarn had been reduced to manageable levels by the end of 1996.  These differences appear to indicate that, throughout 1996, Newin, Chamlong, Thani and, especially, Sora-at and Sonthaya, were able to extricate themselves from the BBC loan quagmire.  Conversely, Suchart’s, Pairoj’s, Chattawat’s, and Chuchart’s much greater liabilities reflected the extent of their much-deeper involvement in the share price manipulation scandal from the beginning.

Overall, the May 1996 censure debate revolving around the BBC affair irreparably discredited the Group’s political standing, thereby prompting Banharn to reshuffle his cabinet to demote the Group’s members.
  This debate also claimed another high-ranking cabinet casualty, Surakiart Sathirathai, the finance minister who was pressured to resign.
  As the May 1996 debate reached a crescendo, the prime minister had to resort to a parliamentary technicality to abruptly end the debate and cut off the opposition’s onslaught against him and his ministers.  Clearly embattled after the three-day debate, Banharn only gained a four-month reprieve from his cabinet reshuffle before the opposition followed up with a heavier blow in a second censure round.

Indeed, the September 1996 no-confidence debate traced BBC’s money trail all the way to Banharn himself.  To win the 2 July 1995 election, the opposition alleged in the second censure debate of 1996, Banharn and the CTP accepted Bt300 million from Rakesh mostly for vote-buying purposes, a receipt which would have been in violation of a Thai law banning political parties from receiving donations from foreign nationals (Rakesh was an Indian national).  The Bt300 million sum apparently came in three lots of Bt220 million, Bt40 million, and Bt20 million.  In return for the Bt220 million and the Bt40 million payments, Rakesh was supposed to gain permission to open BBC branches overseas.  The timing of these two payments took place two weeks before the 2 July 1995 polls when the CTP felt that its prospects of winning the election outright needed to be secured by a final round of blanket vote-buying, particularly in the Northeast region which harboured the largest number of MP seats (see Callahan and McCargo 1996).
  The CTP did edge out the DP in the 2 July contest, thanks to a decisive delivery of MPs from the Northeast (see tables 3.5 and 3.7).  This victory, in turn, catapulted Banharn to the premiership for the first time.  As the BBC crisis grew worse in the second half of 1995, culminating with the May 1996 censure debate when the bank’s untenable position was laid bare, Rakesh allegedly paid another Bt20 million to Banharn and his associates so that the government would delay the prosecution of the BBC case long enough for him to flee.  Rakesh’s flight from Thai law thus transpired shortly after May 1996.  Full of sound and fury, this tale as told in the September 1996 debate would have been no more than mere intrigue and innuendo had the opposition stalwarts lacked concrete proof.  This they apparently did not lack.

Aided by three of its members who travelled furtively to Vancouver, Canada, to interview the fugitive financier, the opposition produced in the September parliamentary debate a 15-page statement signed by Rakesh, detailing the above story.
  According to the signed statement, accompanied by a taped recording of the interview, Rakesh had activated much of the Bt300 million by selling his shares in several listed companies, including Support Systems, Special Assets, and Mae Hong Son Ventures.  The money was then relayed to bank accounts of three individual CTP “nominees” who were employees of the Suchart-owned Zilar International Service and who lived at Suchart’s house at the time.
  The opposition’s interview and Rakesh’s comments were bolstered by independent confirmation from local journalists who talked to Rakesh on their own.
  Opposition MPs in charge of the financial linkages between Rakesh and Banharn/CTP were also able to produce copies of cheques, originating from Rakesh’s stock interests, which had been deposited into the bank accounts of the CTP nominees.  These included the Bt20 million cheque Rakesh claimed he had provided in May 1996 to secure his flight.  According to the evidence laid out by the opposition, it was said that Rakesh went as far as boasting that he had “made Banharn prime minister”.
  But despite the documentary and audio evidence presented, these allegations ultimately had a limited in value in proving the Rakesh-Banharn link unless they were given in a Thai court of law, in which case Rakesh’s personal testimony would have been indispensable.  However solid the evidence of collusion and corruption between Rakesh’s BBC-related funds and the Banharn/CTP coalition, it only implicated Banharn and his crew implicitly.  Banharn, for his part, denied in the September debate that he had ever known Rakesh.  Nor had he been aware of the Group of 16’s and BBC’s financial malpractice.

Still, the opposition’s allegations were sufficient to force the Banharn government out of office.  After the three-day debate in September 1996, Banharn was so beleaguered that he promised on 21 September to resign “within seven days”.
  This promise was induced by a threat from the New Aspiration Party, the second-largest coalition partner, that it would not support the prime minister in a show of hands in the no-confidence vote.  During the seven days, frantic negotiations and haggling over cabinet portfolios took place.  The quid pro quo for the NAP’s support was that its leader, General Chavalit Yongchaiyuth, would replace Banharn as prime minister, and CTP secretary-general Snoh Thientong would take the omnipotent interior ministry portfolio from Banharn, who had been doubling as prime minister and interior minister.
  Unsatisfied with his portfolio losses and unable to pick his own cabinet replacements, Banharn decided to dissolve the House of Representatives, calling a new election for 17 November 1996.
  

As it turned out, the dramatic exposure of BBC loans for stock takeover and vote-buying activities of CTP’s MPs had far-reaching implications.  It led to the demise of the Group of 16, the fall of the Banharn government, the dilution of the CTP, and the subsequent ostracism of a host of CTP members.  For the November 1996 election, Snoh and his wing of CTP MPs defected to the NAP, paving the way for Chavalit to become prime minister.  The latter’s government, however, fared no less poorly as far as macroeconomic and financial sector management was concerned (see chapters five and six).  As for the Group of 16, Suchart was expelled from the CTP.  He was so tarnished by the BBC scandal that no other party accepted him to run in the November 1996 election.  Facing political wilderness, he set up his own party, namely the Thai Party (table 4.10).  It returned only his seat, and he was not made welcome in either the resultant government or opposition.  Pairote Suwan-nachawee joined the NAP, but failed to recapture his provincial seat.  Newin Chidchob faced the same consequences as Suchart.  Though he had commanded a squad of seven MPs, mostly from Buriram, Newin was unable to find a party banner under which to contest the November 1996 election until the very last day.
  The Group’s name and members were since tainted, and they were unable and unwilling to coalesce again.
  Banharn’s setback from the BBC fallout was no less acute.  His party in November 1996 returned just 42 per cent of its MP seats from 1995, ranking fourth behind the NAP, DP and CPP (see table 3.5).  The BBC saga and the Rakesh link also became a permanent political scar in Banharn’s subsequent political life.

The role of senior central bankers

While the role of BBC’s bankers and financiers and CTP’s elected politicians was financially costly to the bank’s insolvency, that of the supervising central bankers superficially appears much less egregious.  Table 4.12 illustrates a string of senior BOT officials who enjoyed overdraft (O/D) facilities at BBC.  These O/Ds were relatively meagre, a few million baht here and there.  Three O/D accounts were covered by collateral; four were not.  The latter group significantly included two successive BOT governors, Vijit Supinit and Rerngchai Marakanond.  As the BBC crisis reached fever pitch in early 1996, Rerngchai took care to extinguish his BBC liabilities.  Vijit, however, still had more than Bt1.6 million owed to the bank after it collapsed.  His personal financial link to BBC is an important dimension in Vijit’s overall supervision of the commercial bank.  In itself, Vijit’s O/D at BBC did not exactly link him to the BOT’s mismanagement of the commercial bank, but it did increase the possibility of bias and impartiality.

In the case of the assistant governor whose O/D facility was Bt6 million, he ended up owing BBC more than Bt3.6 million after the bank had entered the IFCT’s reorganisation program.  His O/D also drew in a BOT director and a deputy governor, who acted as guarantors, thereby increasing the number of BOT officials personally involved in BBC’s internal affairs.  In the cases of the BOT’s directors of personnel and

of its training institute, these two guaranteed each other’s debt.  One still had more than Bt1 million to repay after BBC was taken over.  A former assistant governor, like Rerngchai, eliminated her Bt2.5 million in July 1996.  In terms of size, the O/D account

of Viparadi Phuvanat-naranubala, a sister of the financial institutions supervision and development director, was most glaring.  The O/D was drawn without collateral, and more than Bt8 million was owed after BBC was nationalised.  In addition, this particular debtor took out another hefty loan from a BBC subsidiary to operate a family-owned and -managed real estate company.

Table 4.12: Senior BOT Officials and Their O/Ds at BBC (As of 28 March 1997)

	BOT Official
	BOT Position
	Overdraft at BBC
	A) Collateral

B) Debt Outstanding

	Mr Siri Garnjaroendi
	Assistant Governor
	Bt6 million
	A) Bt4 million personal savings account used as collateral; Bt500,000 guaranteed by Thanasak Chantarovas; Bt1.5 million guaranteed by Deputy Governor Jaroong Nookwan

B) Bt3,658,692

	Mr Techapit Sangsingkaew
	Director of Personnel
	Bt1 million
	A) Guaranteed by Chittipant Sukakij

B) Bt451

	Mr Chittipant Sukakij
	Director of Training Institute
	Bt1 million
	A) Guaranteed by Techapit Sangsingkaew

B) Bt1,027,726

	Mr Vijit Supinit
	Former Governor
	Bt2 million
	A) No collateral

B) Bt1,669,042

	Ms Viparadi Phuvanat-naranubala
	Sister of Thirachai Phuvanat-naranubala, Director of Financial Institutions Supervision and Development during the BBC affair
	Bt5 million
	A) No collateral

B) Bt8,119,053 (loans taken under Phuvanat Company Ltd., a real estate firm).  Excludes more than Bt100 million of debt owed to Thai Fuji Finance & Securities, a major BBC subsidiary.

	Mr Rerngchai Marakanond
	Governor
	Bt2 million
	A) No collateral

B) O/D terminated on 16 July 1996

	Ms Prapapim Sakultapai
	Former Assistant Governor
	Bt2.5 million
	A) No collateral

B) O/D terminated on 2 July 1996


Source: Matichon database, based on data from the Suthee Committee’s Report (1997).

Because the BOT had their own in-house loan facilities to meet the financial needs of its personnel, these O/D accounts are worthy of mention.  Viewed in the context of the BOT’s mismanagement of BBC (see below), these O/D privileges are at once suspect.  Moreover, if we recall Vijit’s acceptance of shares from a finance firm which he helped to list in the SET and Rerngchai’s purchase of land on behalf of the central bank from Banharn’s family at an inflated price to ease his way into the BOT governorship (see chapter three), then it is reasonable to argue that the BOT’s supervisory environment was less than water-tight.  Indeed, their personal financial interests at BBC may have hindered the BOT authorities in their commercial banking supervision.  At minimum, the senior BOT officials had a conflict of interest in their management of the BBC affair due to their O/D perquisites.  More than that, however, the O/Ds may well have increased the likelihood of the BOT regulators’ mismanagement of the rogue commercial bank.  In other words, some of the BOT managers may have been hamstrung in their dealings with BBC’s management because the BOT officials involved had a stake in seeing BBC weather its financial storm and in keeping the commercial bank’s difficulties hidden.  This possibility is easier to extrapolate when we delve into the next section concerning the BOT’s lenient and questionable treatment of the commercial bank.

The BOT’s mismanagement of BBC
At this stage, it is instructive to cast a few observations on how the authorities dealt with the 1979-87 financial crisis and how they handled the BBC case.  From the standpoint of the MOF and BOT, the financial crisis during 1979-87 was utterly messy, prolonged and protracted.  It was not as if, after the crisis had erupted, the MOF and BOT waltzed in and took decisive actions in one fell swoop, thereby restoring order in the financial sector once and for all.  On the contrary, the authorities managed the 1979-87 crisis on a more or less trial-and-error basis.  They encountered a host of daunting setbacks before successful resolutions could be brokered.  These setbacks are most evident in the Raja and ATB fiascos.  As a first recourse, the MOF and BOT always tried to use their power of moral suasion.  Dialogues and negotiations with some leeway on both sides appeared to be the their preferred method of dealing with the mismanagement and fraud among the finance/securities firms and commercial banks.  Such persuasion tactics were evident across the financial landscape from the demise of Raja in 1979 and EDT in 1983 through the banking crises during 1984-87.  The owners/managers of precarious financial institutions were requested to improve their lending practices and clean up their balance sheets.  Only when talking failed due to the inability and/or refusal of the owners/managers did the authorities applied tougher measures based on available legal means.

It is crucial to delineate a few common features in all cases of direct intervention by the MOF and BOT during the 1979-87 period.  First, all direct interventions entailed a reduction of the capital base of the rescued party.  This was a way of punishing the existing shareholders.  There was not one single instance in the 1979-87 financial crisis that the authorities re-capitalised an insolvent financial institution without a write-down of shareholder equity.  In other words, the shareholder equity of previous owners was first substantially wiped out and used to write off bad debts before the authorities injected fresh funds.
  That no financial institution was re-capitalised by the authorities without a capital reduction was essentially a quid pro quo during the 1980s crisis. Equally important, the management of the rescued financial institutions was also invariably replaced.  That the management of financial institutions receiving official assistance was replaced was the second most important trade-off in the 1980s crisis.  No rescued party was bailed out without a change of management.  Typically, the new management included senior BOT officials and/or non-BOT managers hand-picked by the central bank.  The third important attribute of the 1980s crisis was that the BOT’s supervision of finance/securities companies and commercial banks was relatively more vigilant.  That is, once the authorities discovered insolvency risks, they tracked and tried to remedy those risks earnestly.  Reports of such risks were relatively more timely and frequent.  Lastly, the inner-workings of the MOF and BOT in the 1980s were concerted, acting in unison insofar as they rectified financial sector problems.  When Raja or ATB had to be taken over, for example, the two primary supervisory agencies saw eye to eye.
  While they might have disagreed over certain details of a given rescue plan, such as in the ATB case, both agencies concurred on the plan’s necessity and on the need for capital reduction and management replacement in the process, which was crucial for minimising moral hazard.

The authorities’ handling of BBC, however, was markedly different.  First, the previous consensus for financial supervision broke down.  This was evident in the lack of co-ordination between the finance minister and BOT governor.  As the BBC crisis exacerbated in 1994, Finance Minister Tarrin Nimmanhaeminda ordered BOT Governor Vijit, in writing, to evaluate and report the true extent of BBC’s financial status.  However, Vijit later argued he had never seen Tarrin’s written order, that it had been “lost”.  But Vijit’s deputy at the time, Jaroong Nookwan, said that he did see Tarrin’s order and actually read it in Vijit’s office.
  Second, the BOT’s supervision was decidedly infrequent.  As “the road to insolvency” section above highlighted, the BOT’s audit of BBC’s growing negative worth took place only on an annual basis as a routine matter.  After it inspected BBC, the BOT took from several months up to a whole year to produce a corresponding report.  Because of BBC’s dire financial position, the BOT’s intervals between the audits and between the audits and their write-ups raised the issue of negligence and incompetence (Sor Por Ror I 1998).  The third blunder was that the BOT under Vijit’s order re-capitalise BBC without a capital reduction and management change.  This policy concurrently left the ineffective managers in place and preserved their financial interests at the bank, thereby accentuating moral hazard.

According to the impartial commission of academics and former technocrats tasked with finding the causes of Thailand’s economic crisis, headed by ex-BOT Governor Nukul Prachuabmoh, Vijit had at least two obvious opportunities to reduce BBC’s shareholder equity and change its management before re-capitalising the bank.  When it found that BBC’s NPLs had reached 26.73 per cent in May 1992 and again when the NPLs had doubled in February 1994, the BOT could and should have written down shareholder capital and replace the bank’s management (Sor Por Ror I 1998:109).  The capital reduction would have slashed the NPLs significantly, and made the bank more attractive for new investors to get involved.  Similarly, a new management at the rudder may have allowed the bank to operate in more productive and profitable avenues.  But Vijit neither reduced BBC’s capital nor changed its management, but instead enticed a group of investors to inject money into BBC, including the state-owned GSB.
  In short, he facilitated the continual infusion of good money chasing after bad.

Vijit’s argument was that he had been afraid of taking such drastic steps of capital reduction and management change for fear of a public panic.  Furthermore, he asserted that he needed Krirkkiat’s co-operation if the BOT were to remedy BBC’s financial ills.  Vijit also claimed that the FIDF’s large financial lifeline to BBC had a precedent in KTB and BOA in the 1980s. The former BOT governor suggested that a capital reduction would also make the central bank liable for lawsuits by original shareholders.  As the commission pointed out, however, the tougher measures of capital reduction and management replacement would actually have had the opposite effect by boosting the public’s confidence because press reports on BBC’s mismanagement and questionable operations had already been so dismal.  As for the KTB and BOA comparisons, the commission emphasised that KTB had always been a state-owned bank, much unlike the privately-owned BBC, whereas the circumstances surrounding BOA in the 1980s were entirely different than BBC’s in the 1990s (Sor Por Ror I 1998:110-111).

Accordingly, the commission’s overall opinion was thus: “In its unwillingness to reduce [BBC’s] capital base and change its management adversely affected the BOT a great deal.  The BOT used to be an important economic institution, with great potential and prestige.  Over the years, the BOT has been able to maintain its status as a professional and impartial institution, devoid of political influence.  But recently, high-ranking members of the BOT have obviously been involved in politics, performing their duties with a lack of transparency” (Sor Por Ror I 1998:113).  Significantly, the Sor Por Ror commission’s assessment was in utter consonance with the findings of another committee which had been set up six months earlier to evaluate Thailand’s financial sector management with reference tot he BBC crisis.  That committee explicitly concluded that there were “abuses of power” by senior BOT officials in their management of BBC (Suthee Committee’s Report 1997).

Table 4.13: The BOT’s outstanding embezzlement charges against BBC’s management and associates (As of 30 June 1997)
	No.
	Cases (Debtors)
	Plaintiff
	Defendants
	A)  Criminal Allegations

B)  Basis of Allegations
	Financial Damage

	1
	City Trading Corporation
	BOT
	Mr Krirkkiat Jalichandra

Mr Ekachai Atikomnantha

Mr Rakesh Saxena

Ms Pojanee Chollampee

Nr Piset Panitchsombat
	A) Embezzlement in violation of the criminal code and the Securities and Exchange Act

B) Approved excessive credit based on inflated value of collateralised land
	Bt1657.5 million

	2
	Violation of BOT directive
	BOT
	Mr Krirkkiat Jalichandra

Mr Ekachai Atikomnantha

Mr Rakesh Saxena
	A) Violated BOT’s order under the Commercial Banking Act of 1962

B) Violated BOT’s order regarding re-capitalisation, income statement manipulation, illicit international business activities, and loan fraud
	Not available.  Due to the expiration of the one-year statute of limitations, the Attorney-General ordered the case closed

	3
	Pace International Ltd.

Mr J.M. Rajan Pillai

Weser Investments A.V.V.

Cha-am Fairview Ltd.
	BOT
	Mr Krirkkiat Jalichandra

Mr Ekachai Atikomnantha

Mr Rakesh Saxena

Miss Suvimol poompaisarlchai

Mr Anand Noombunnam
	A) Embezzlement in violation of the criminal code

B) Approved excessive credit based on inflated value of collateralised land
	Bt5,885.0 million

	4
	Mr Adnan Khashoggi
	BOT
	Mr Krirkkiat Jalichandra

Mr Ekachai Atikomnantha

Mr Wanchai Thamthitiwat

Mr Rakesh Saxena

Mr Adnan Khashoggi
	A) Embezzlement in violation of the criminal code

B) Approved excessive credit based on inflated value of collateralised land
	Bt2,003.3 million

	5
	Support Systems Co. (Thailand) Ltd.
	BOT
	Mr Krirkkiat Jalichandra

Mr Ekachai Atikomnantha
	N/A (legal paperwork in progress)
	N/A

	6
	National Credit Bank of Russia (NCB)
	BOT
	N/A, paperwork in progress
	N/A
	N/A

	7
	Somprasong Inter-Communication Ltd.
	BOT
	Mr Krirkkiat Jalichandra

Mr Anand Noonbunnam
	A) Embezzlement in violation of the criminal code

B) Approved excessive credit based on inflated value of collateralised land
	Bt1,817.3 million


Table 4.13 (cont.)
	No.
	Cases (Debtors)
	Plaintiff
	Defendants
	C)  Criminal Allegations

D)  Basis of Allegations
	Financial Damage

	8
	Newton Consultant Ltd.
	BOT
	Mr Krirkkiat Jalichandra

Mr Ekachai Atikomnantha

Mr Wanchai Thamthitiwat
	A) Embezzlement in violation of the criminal code and the Securities and Exchange Act

B) Approved excessive credit based on inflated value of collateralised land
	Bt1,395.3 million

	9
	Profit Orient Ltd.
	BOT
	Mr Krirkkiat Jalichandra

Mr Ekachai Atikomnantha

Mr Wanchai Thamthitiwat
	A) Embezzlement in violation of the criminal code and the Securities and Exchange Act

B) Approved excessive credit based on inflated value of collateralised land
	Bt1,622.1 million

	10
	I.G.A. Property Ltd
	BOT
	Mr Krirkkiat Jalichandra
	A) Embezzlement in violation of the criminal code and the Securities and Exchange Act

B) Approved excessive credit based on inflated value of collateralised land
	Bt420.0 million

	11
	Chiangsan Country Club Ltd.
	BOT
	Mr Krirkkiat Jalichandra

Mr Ekachai Atikomnantha
	A) Embezzlement in violation of the criminal code and the Securities and Exchange Act

B) Approved excessive credit based on inflated value of collateralised land
	Bt1,090.0 million

	12
	Profit Earth Development
	BOT
	Mr Krirkkiat Jalichandra
	A) Embezzlement in violation of the criminal code and the Securities and Exchange Act

B) Approved excessive credit based on inflated value of collateralised land
	Bt1,320.0 million

	13
	Da Zhong Hua Rubber (Tianjin Plant)
	BOT
	Mr Krirkkiat Jalichandra
	A) Embezzlement in violation of the criminal code and the Securities and Exchange Act

B) Approved excessive credit based on inflated value of collateralised land
	Bt1,425.6 million


Table 4.13 (cont.)
	No.
	Cases (Debtors)
	Plaintiff
	Defendants
	E)  Criminal Allegations

F)  Basis of Allegations
	Financial Damage

	14
	Oki Industries Company Ltd.
	BOT
	Mr Krirkkiat Jalichandra

Mr Wanchai Thamthitiwat
	A) Embezzlement in violation of the criminal code and the Securities and Exchange Act

B) Approved excessive credit based on inflated value of collateralised land
	Bt205.5 million

	15
	Star Luck Footware (B.V.I.) Ltd.
	BOT
	Mr Krirkkiat Jalichandra

Mr Ekachai Atikomnantha
	A) Embezzlement in violation of the criminal code and the Securities and Exchange Act

B) Approved excessive credit based on inflated value of collateralised land
	Bt135.0 million

	16
	Zilar International Service Company Ltd.
	BOT
	Mr Krirkkiat Jalichandra

Mr Wanchai Thamthitiwat
	A) Embezzlement in violation of the criminal code and the Securities and Exchange Act

B) Approved excessive credit based on inflated value of collateralised land
	Bt798.4 million

	17
	Vinivate Company Ltd.
	BOT
	Mr Krirkkiat Jalichandra

Mr Ekachai Atikomnantha

Mr Wanchai Thamthitiwat
	A) Embezzlement in violation of the criminal code and the Securities and Exchange Act

B) Approved excessive credit based on inflated value of collateralised land
	Bt103.0 million

	18
	Mr Somchai Chansrichawala
	BOT
	Mr Krirkkiat Jalichandra

Mr Ekachai Atikomnantha
	A) Embezzlement in violation of the criminal code and the Securities and Exchange Act

B) Approved excessive credit based on inflated value of collateralised land
	Bt200.0 million


Table 4.13 (cont.)
	No.
	Cases (Debtors)
	Plaintiff
	Defendants
	G)  Criminal Allegations

H)  Basis of Allegations
	Financial Damage

	19
	Siam Mass Construction
	BOT
	Mr Krirkkiat Jalichandra

Mr Ekachai Atikomnantha

Mr Wanchai Thamthitiwat
	A) Embezzlement in violation of the criminal code and the Securities and Exchange Act

B) Approved excessive credit based on inflated value of collateralised land
	Bt806.0 million

	20
	Silver Star Investment Corp.
	BOT
	Mr Krirkkiat Jalichandra
	A) Embezzlement in violation of the criminal code and the Securities and Exchange Act

B) Approved excessive credit based on inflated value of collateralised land
	Bt1,250 million

	Known Total Financial Damages From the BOT’s Embezzlement Charges Against BBC, As of June 1997  =  Bt22,134 million  


Source: Matichon database, based on data from the BOT and Economic Crime Investigation Division of the Central Investigation Bureau, The National Police Office.  Initially, 23 embezzlement charges were pursued, but three of these had not had enough evidence for indictment as of end-June 1997 (see The Bangkok Post, 22 June 1997, p.1).  As investigations continued after June 1997, more evidence of embezzlement and fraud at BBC involving the bank’s former management and associates surfaced.  As of May 1999, two full years after the BBC insolvency became public and nine months after the bank was closed and liquidated, the number of legal charges filed by Economic Crime Investigation Division were approaching 40 in total (see Bangkok Post, 27 May 1999, p. 1).

Concluding remarks

Clearly, then, the BBC case appears to have foreshadowed Thailand’s economic adversity in 1997.  As The Wall Street Journal put it, BBC was “patient zero of the Asian contagion”.
  To a senior BOT official, the BBC collapse “was the beginning of the snowball, which rolled into the 1997 economic crisis”.
  Indeed, BBC brought together

an alliance of commercial bankers, elected politicians and senior central bankers who collectively undertook gross lending risks to benefit themselves and their associates.  The elected politicians of the CTP, including its uppermost echelons, participated on a wholesale basis and on an unprecedented scale.  This particular connection between bankers and politicians was not a novelty in such developing economies as Thailand, where the financial system has been fragile, the legal system congenitally weak, and law enforcement poor.  But with the active involvement of the BOT’s senior management, the banker-politician alliance took on a third and brand-new dimension.  This three dimensional alliance, as this chapter posited at the outset, was enabled by the politicisation of the MOF and BOT as a consequence of the democratic transition in 1988.  With the MOF and BOT no longer working in tandem in the 1990s and with the BOT politicised and penetrated by vested interests, in relative contrast to pre-1988 years, Thailand’s financial system was ripe for a crisis of BBC’s proportions.

Admittedly, the Thai economy had become much larger and more open in the 1990s (see chapters five and six), thanks to a series of financial liberalisation policies and a large influx of foreign capital, particularly the “short-term” variety.  This made financial regulation and its related macroeconomic management a more daunting challenge than previously.  But the larger economic base and substantial capital inflows arguably only worsened the scale of Thailand’s financial crisis (see also chapter five).  They did not act as a catalyst for the crisis to take place at a particular time.  The critical spark was ultimately ignited by individuals and/or institutions.  To see how such crises can develop and how they can spiral out of control, one should look at how the BBC crisis transpired.

� For a more in-depth background of commercial banks in Thailand, see Sitthi-Amnuai (1964); Rozental (1970); Rattanavadi (1981); Pannee (1985); Suehiro (1989); Hewison (1989); Krirkkiart (1993); Naris (1993); Pakorn 1994; Samran and Charind (1998); World Bank (1990).  Naris (1993), in particular, provides a concise listing of the various domestic and foreign banks, their dates of establishment, and their relative importance in the financial system.


� The four native Thai and Chinese-Thai banks were Siam Gammachol Bank (dated back to 1906), Wang Lee Bank (1933), Tan Peng Chun Bank (1934), and Bank of Asia for Industry and Commerce (1939).  The four later became, in respective order, Siam Commercial Bank (SCB), Nakornthon Bank (NTB), First Bangkok City Bank (FBCB), and Bank of Asia (BOA).  All four still operate today, but under very different guises in the aftermath of the 1997 economic crisis.  SCB remained Thai-owned after receiving official financial assistance, but ABN Amro took a majority stake in BOA in 1998 and Standard Chartered Bank in NTB in 1999.  FBCB is due to be sold to foreign investors in 2000.  With regard to the foreign banks operating in Thailand between 1888 and the Second World War, Chartered Bank subsequently became Standard Chartered Bank and Bank de L’Indochine became Banque Indosuez.  Mercantile Bank was later replaced by City Bank, which is now known as Citibank (see Naris 1993).


� For more on the the effects of the Bowring Treaty, see Sompop (1989); Suehiro (1989); Terwiel (1991).


� Prarajjabanyat kuabkum kijjagarnkhakhai unkratobteung kwamplodpai lae pasukkhongsataranachon, B.E. 2475 [Restrictions on Trade Affecting the Safety and Welfare of The People’s Act of 1928]  The Royal Gazette.


� The five foreign banks were Hong Kong Shanghai Banking Corp, Chartered Bank, Si Hai Tong Bank, Canton Bank, and Mercantile Bank.  See Krirkkiart (1993).  As the Allied victory was imminent, the Phibun government resigned in 1944.  Phibun himself, who had been a core member of a reformist group that introduced constitutionalism to replace Thailand’s absolute monarchy in 1932, returned to power again after the 1947 coup.  For more details on Phibun’s two stints as prime minister, see Kobkua (1995).


� The five were Monton Bank (10 August 1942), which was later merged with Agricultural Bank and became state-owned Krung Thai Bank in 1966; Bangkok Bank of Commerce (17 May 1944), which was folded by government order in August 1998 due to its unmanageable insolvency; Bangkok Bank (1 December 1944), which became the largest bank in Thailand and Southeast Asia in terms of assets; Bank of Ayudhya (1 April 1945); and Thai Farmers Bank (8 June 1945).  The central bank first saw the light of day on 11 December 1942.  Prior to this, the government’s central banking functions were performed by the Finance Ministry.  For a background on the lead-up to the BOT’s establishment, see BOT (1992:49-56).


� For more details on US development and military aid to Thailand during the Vietnam conflict, see Muscat (1990) and Fineman (1997).


� There were 16 Thai commercial banks until 1987, when Asia Trust Bank, whose name had been changed to Sayam Bank in December 1985, was merged with and absorbed into state-owned Krung Thai Bank.  At the same time, 14 foreign commercial banks also had representative offices, but they commanded less than five per cent of market share categorically in terms of assets, deposits, and loans, with just a handful of branches.  See Naris (1993: tables 7.3 and 7.4).


� Krirkkiart (1982) concluded implicitly that economic growth in Thailand had been accruing to only a small number of elite Chinese-Thai families.  Their intermarriages and personal ties, together with their joint, extensive business interests in leading industries and financial services, perpetuated and enhanced their collective wealth.  The concentration of wealth widened the country’s income disparity.  This view was corroborated by other studies, including Suehiro (1989); Hewison (1981, 1989); World Bank (1990).  In particular, the World Bank’s study of Thailand’s financial system discerned the risks of having such massive financial wealth controlled by the top five banks and of allowing these banks to set up non-financial affiliated companies, although it was not uncommon for top commercial banks in developing or developed countries to hold a certain degree of monopoly power (1990:80-82).


� Poojadkarn rai duen, January 1993.


� Before engaging in financial services, many of the overseas Chinese families had prospered in the rice trade.  For a history of the leading Chinese-Thai families and their intimate ties by way of intermarriages, see Krirkkiart (1982, 1993); Hewison (1989); Suehiro (1989).  For more details on specific overseas Chinese individuals, see Chupong (1984, 1986).


� Police General Pinit Intaradhut was popularly known by his royal title as Phra Pinitchonkhadi.  Prior to reaching the pinnacle of his career as the Commissioner of Bangkok’s metropolitan police in the 1950s and eventually as the deputy director-general of the national police force, Pinit had risen to prominence when he was a lead investigator probing the mysterious death of King Rama VIII in 1946.


� Kukrit was an extraordinary political personality in Thailand.  After studying in secondary school in Britain, he went on to graduate from Queen’s College, Oxford University, in 1934 with a Bachelor’s degree in Politics, Philosophy, and Economics.  When he returned to Thailand in the mid-1930s, Kukrit worked for the MOF and later BOT, where he headed the note-printing department during the war years.  In 1945, he set up Thailand’s first political party, the Progressive Party (Pak Kao Naa).  In the following year, with the help of his brother Seni and a handful of like-minded young civilian political reformers, the Progressive Party changed its name to Democrat Party, with Kukrit as its first secretary-general.  He later quit the Democrat Party and founded the Social Action Party (SAP), which he led throughout the 1970s and 80s.  For a glance at Kukrit’s extensive and illustrious biographical data and obituaries, see Chupong 1986:42-49; Bangkok Post, 10 October 1995 and 15 October 1995; The Economist, 21 October 1995.


� The royal title M.L., or Mom Luang, denotes one rank below that of M.R., or Mom Rajawongse.  Offspring of a male M.R. take on M.L. titles, but this rule does  not apply if a female M.R. marries a common man, in which case their children become ordinary people.  All individuals with M.L. and M.R. titles trace their ancestry to past kings and princes.


� Pinit’s children with Arun called Kukrit, their step-uncle, Naa Kuk, a Thai reference to a maternal uncle or aunt younger than mother.  See Chupong (1986:174-180).


� BBC’s first president, for instance, was nominated by the Wanglee family.  He was Yom Tantasetthi, a son-in-law of the Lamsam family, who were tied to the Wanglees by intermarriage.  Yom was chosen to run BBC because he had had banking experience from Singapore.  See Poojadkarn rai duen, January 1993.


� Tan Siew Meng Wanglee, one of the bank’s founders, died at the hands of a local Chinese crime syndicate in 1945.  Another Wanglee founding member, Tan Jin Keng, was persecuted and driven into exile by anti-communist laws during Field Marshal Sarit Thanarat’s regime.  The demise of both Tan Siew Meng and Tan Jin Keng facilitated Pinit’s control of the bank in the 1960s.  For Tan Siew Meng’s untimely death, see Chupong (1986:59-64).  Tan Jin Keng’s persecution by Sarit’s men is alluded to in Poojadkarn rai duen [Manager Monthly], January 1993.


� Poojadkarn rai duen, January 1993.


� Thanit had been a trusted friend of Kukrit.  He was once Kukrit’s star pupil from the latter’s days as a lecturer at Thammasat University’s faculty of commerce and accountancy.  See Chupong (1986:48).


� Indhira had married Nitibhat Jalichandra, and hence the change from her maiden name (see Chupong 1986:174-180).  The conventional English translation of “kammakarn poojadkarn” has been inconsistent,  sometimes president, other times managing director.  This chapter follows the former translation; hence the “kammakarn poojadkarn” of a bank is its president.


� Poojadkarn rai duen, January 1993.  Krirkkiart joined BBC in May 1986.  He was reported to have liked his job at the BOT so much that he asked for a leave of absence from the central bank.  The leave was renewed for three consecutive years before his job at the BOT was officially terminated.  Other relatives whom Indhira embraced into BBC included her sibling, Mom Orapin Diskul na Ayutthaya, and sister-in-law, M.R. Rayathip Dhevakul, Khatavudh’s widower.  Orapin became director of administration and personnel, while Rayathip took over the credit department.


� Indhira herself had graduated with a degree in home economics from an American college named Martha Washington (Chupong 1986:177).  Prior to joining the BOT, Krirkkiart was trained at the University of Wisconsin, Madison, where he received an MBA in Finance.  His last position at BOT before he joined his family’s bank was chief of the financial institutions supervision and development division within the department of financial institutions supervision and examination (Yodthong 1988:146; see also BOT Quarterly Bulletin, Vol. 25 No. 4, p. 81).


� Author’s interview with a senior BOT official (no. 3), February 1998.


� He died on 9 October 1995.


� The BOT’s legal mandate over commercial banks began with the Commercial Banking Act of 1945, which was replaced and strengthened by the Commercial Banking Act of 1962.  See BOT (1992:259-265).


� In 1976, the composition of these companies was: 14 in finance, 20 in securities, and 83 in both finance and securities.  In 1977, the totals were: 28 in finance, 17 in securities, and 85 in finance and securities.  See Nukul (1996:128).


� Although they had long existed, mortgage and property development lenders officially adopted “credit fonciers” as the name of their business in 1928.  Nonetheless they did not come under the formal supervision of the MOF and BOT until 1972.  See Nukul (1996:128); BOT (1992:259-265); Pakorn (1994:42-43).


� From November 1971 until October 1973, Thailand was under military-authoritarian rule.


� The Commercial Banking Act of 1979, which superseded the earlier version from 1962, was promulgated on 8 March.  It had four main objectives:  1) to increase share divestiture; 2) to prevent commercial banks from engaging in the businesses of their executives and associates; 3) to limit exposure on contingent liabilities; and 4) to improve the flexibility and effectiveness of bank supervision (Pakorn 1994:32).  This Act had to be amended again in 1985 and 1992 to bolster the BOT’s bank supervisory authority.  In May 1979, the MOF and BOT implemented a new law to govern non-bank financial businesses for the first time, namely the Finance, Securities, and Credit Fonciers Act of 1979.  Its four mandates were: that the finance/securities firms and credit fonciers had to be public companies; that their credit extension had to abide by official economic policies; that their operations must comply with the BOT’s supervision; and that the scope of their operations had to follow strict guidelines as drawn up by the authorities (see BOT 1992:264).  The Finance, Securities, and Credit Fonciers Act of 1979 was amended by a royal decree in 1983, adding tougher punishment for fraudulent practices, particularly liable jail sentences for both auditors and management of any convicted company (see Nukul 1996:128-130).  Royal decrees refer to cabinet resolutions on extraordinarily urgent legal imperatives that warrant speedy passage.  If the House of Representatives fails to reject them by a simple majority, the cabinet resolutions automatically become law, promulgated as royal decrees.  In Thai, they are called “pra raja kamnod” as opposed to “pra raja banyat”, which refer to ordinary acts of parliament.  In 1985 and 1992, the 1979 Finance, Securities, and Credit Fonciers Act was further amended to strengthen the supervision of non-bank financial businesses.  As the financial business community’s opposition to these successive prudential measures was fierce, it is telling that the technocrats at MOF and BOT went ahead time and again despite the private sector’s remonstration.  For example, on the 1985 amendments to the Commercial Banking Act and the Credit Fonciers Act, as well as the Bank of Thailand Act to institute the Financial Institutions Development Fund, the decision-making process was furtive and confined only to the prime minister and two MOF technocrats, Sommai, the finance minister, and Suthee Singsaneh, the non-elected deputy finance minister.  Amnuay Yossuk, the other deputy finance minister and an elected politician, was kept in the dark (see Anek 1992:141).


� Raja Finance began as a holding company in 1966, and was listed on the stock exchange in September 1976.  It had three majority shareholders, namely Hygiene Co. Ltd., Raja Marketing Co. Ltd., and Econ-thai Co. Ltd.  All three companies were owned and managed by Seri.  Prior to his Raja venture, Seri had already been an infamous figure in finance/banking circles for having managed Thai Development Bank to near ruin in the late 1960s before an official bailout together with the Thai Bankers’ Association gave it a new lease of life as First Bangkok City Bank.  See FEER, 18 May 1979 and 21 September 1979, pp. 100-103.


� The SET was established in April 1975.  Its predecessor was the Bangkok Stock Exchange (BSE), which had been established in 1962.  Due to the lack of both supply and demand for shares, the BSE fizzled out several years later, and was shut down in 1974 in order to pave the way for the SET’s establishment.  For more details on the SET, see World Bank (1990:146-150); Sommai (1993:83-84); BOT (1992:259-261); Pakorn (1994:27-28).


� FEER, 18 May 1979.


� In seizing Raja’s operations, the authorities awaited the Finance, Securities, and Credit Fonciers Act of 1979, which was promulgated just one day before the Raja takeover.  In the course of dealing with Raja, the MOF and BOT encountered open hostility and intransigence from the company’s owners and management.  Raja’s steadfast refusal to cooperate played a major role in the authorities’ decision to freeze and, subsequently, liquidate its operations.  The new legislation, in fact, was designed to bring wayward finance and securities firms, such as Raja, into line.  Charges were filed against Seri, Raja’s owner and manager, but he ultimately eluded the law and remained unaccountable.


� It was said that the systemic risk arising from Raja’s collapse was so severe and worrisome that it caused Nukul’s predecessor, Dr Snoh Unakul, to fall seriously ill and resign in September 1979 (Nukul 1996:130). 


� During 1979-83, Nukul’s preferred approach in dealing with sagging finance/securities firms was to merge them with the commercial banks which were their largest creditors.  The BOT reciprocated the banks by granting them soft loans at below-market interest rates.  This happened, for example, with International Capital Finance and Securities, Nava Thanakit Finance and Securities, Lee Kuang Ming Finance and Securities, Dhana Siam Finance and Securities, and Commercial Trust Finance and Securities (see Nukul 1996:132).  In the case of EDT, it was eventually deemed irreparably insolvent, and was shut down in December 1983, along with four related companies (Tipsuda and Prasarn 1989:6).


� In his autobiographical account, Nukul wrote that during the ten days he was away at the IMF/World Bank Annual Meetings in Washington, DC, he was accompanied by Amnuay Viravan, Bangkok Bank’s chairman of the executive board.  The central banker was able to persuade the commercial banker on Bangkok Bank’s takeover of EDT.  Hence Nukul was flabbergasted when Rerngchai suggested that a bunch of other finance/securities houses were suddenly facing insolvency in addition to EDT.  According to Nukul, he had previously instructed Rerngchai in writing to come up with a list of potential finance/securites failures, but only EDT’s name had been forwarded.  See Nukul (1996:132-135).


� The situation was not as severe at the handful of finance/securities companies, which had been affiliated with commercial banks.  Ibid.; Tipsuda and Prasarn (1989:6).


� The comprehensive scheme was launched after other measures of financial support failed to stem the tide of the failures of finance/securities firms, including the Security Purchase Fund, the Promissory Note Exchange Program, and the Liquidity Fund, which was called the Fund for Rehabilitation and Development of Financial Institutions.  The latter fund was legally codified in 1985, and later became known as the Financial Institutions Development Fund (FIDF).  It was Finance Minister Sommai’s preferred choice over the BOT’s proposed deposit insurance scheme.  For more details on the Lifeboat Scheme and the preceding financial support programs, as well as the amount of soft loans and capital injections involved, see World Bank (1990:93-95) and chapter five.


� For a list of the BOT officials and their respective seconded posts in the finance/securities firms, see Table 5.4 in chapter five.


� The rehabilitation of ATB, whose name was changed to Sayam Bank following the nationalisation in 1984, was inconclusive because the bank was dissolved and merged with state-owned Krung Thai Bank in 1987.  Sayam Bank’s good assets amounted to Bt7 billion, whereas its total liabilities came out to Bt14.4 billion.  The good assets were transferred to KTB, and the Bt7.4 billion difference was booked as liabilities of a newly created asset management company, Thipayasin Co.  As of November 1998, Thipayasin was still chasing after Sayam Bank’s bad debt which has been incurred by ATB’s management.  The legal tussle between the authorities and ATB executives reached the supreme court in mid-1997.  The final verdict went against Wallop and his associates.  Wallop’s whereabouts have remained unknown, although Thipayasin’s managing director speculated in November 1998 that he may actually be living in Thailand.  See “Collectors learned the hard way,” Bangkok Post, 30 November 1998.  In March 2001, Thipayasin filed bankruptcy suits against Wallop, his son Tinnakorn, his daughter Methinee, and several other associates for damages of more than Bt17 billion.  Only Wallop’s wife, Lalinthip, was able to reach a settlement, agreeing to pay Thipayasin Bt300 million of the Bt515 million demanded.  See “Asia Trust Bank – New Turn in 17-Year Saga”, Bangkok Post, 26 March 2001.


� “Time to restore trust”, FEER, 13 September 1984, pp. 67-68.


� With the view that ATB’s balance sheets were weak, the BOT had advised the bank against buying the majority stake in Community National, but the well-connected Wallop proceeded nonetheless.  His refusal to heed the BOT’s recommendation was documented in then-BOT Governor Nukul’s memoir (1996:136-137).


� Among other measures, Nopporn tried to have outside investors subscribe to ATB’s newly issued shares, which would have diluted the shareholder stake of the Tarnvanichkuls.  He also advised the BOT to alter regulations so that the bank’s managers would have less influence over day-to-day management.


� During the final negotiations between the BOT and ATB’s management, Wallop and his wife, Lalinthip, tried to lobby through then-Deputy BOT Governor Sompong Thanasophon in order to maintain management control.  Sompong recommended to Nukul that ATB should transfer only 25 per cent of its shares to the BOT.  When Nukul insisted on a majority control of ATB, Sompong resigned.  Subsequently, Nukul tried unsuccessfully to reinstate Sompong to his previous deputy governor post, which had already been filled by Chavalit Thanachanan.  In his memoir, Nukul was emphatic that BOT regulations allowed only one deputy governor, and thereby implicitly questioned how there could have been a second deputy post from the time of Vijit Supinit in 1990 (see Nukul 1996:138).  After the 1997 economic crisis, the BOT undertook an internal management overhaul, resulting in three deputy governor posts.


� Under the Civil and Commercial Code at the time, a share must have a minimum par value of Bt5.  Accordingly, ATB’s capital was written down from Bt600 million to Bt30 million.  See also FEER, “Snub to the World Bank”, 19 June 1986.


� In supporting financial institutions, the authorities have long resorted to the issuance of soft loans.  At interest rates ranging from 0.1 per cent to 8 per cent were extended for periods ranging from six months to five-years and eight months (in cases of loans with a five-year maturity).  The proceeds of these loans were used to buy government securities, which were then put up as collateral.  This arrangement effectively provided the participating financial institutions a subsidy derived from the interest rate differential between the interest earned on securities and the interest paid on the borrowings.  These “soft” loans were a principal feature of financial assistance to the finance/securities companies in the Lifeboat Scheme, as well as to the distressed commercial banks, during 1979-87.  See World Bank (1990:96).


� In 1986, the authorities injected Bt1.5 billion into the bank, two-thirds of which were used to absorb loan losses.  An additional Bt2 billion was provided as a soft loan (see World Bank 1990:96).  Sayam Bank was dissolved in August 1987.  Its good assets were merged with state-owned Krung Thai Bank, and an asset management company took over its bad assets (see fn 40).  While the official line from the MOF was that the country should only have one major state-owned commercial bank, Nukul suggested that Sayam Bank’s good assets were used to cover the mismanagement which had occurred at Krung Thai Bank during the mid-1980s.  Had it continued in operation, Nukul claimed, Sayam Bank would have returned to profitability, eventually attracting revenues for the state once it is listed in the stock market. Waree Havanond, a BOT director who was seconded to head Sayam Bank as president, echoed Nukul’s view.  As she commented, “In another two years we will make a profit”, quoted in Business Review, August 1986.


� FBCB started out as the Tan Peng Chun money exchanger, located in Bangkok’s Chinatown.  It engaged mainly in trade financing and foreign exchange, servicing Chinese businessmen in and outside Thailand.  Tan Peng Chun became a bank in 1932, although the nature of its business remained the same.  In 1960, after its paid-up capital was increased from Bt2 million to Bt20 million, Tan Peng Chun’s name was changed to Thai Development Bank.  A decade later, the bank faced liquidity shortages (see also fn 30).  The MOF, BOT and the Thai Bankers Association provided liquidity support in return for the replacement of the bank’s board of directors and management.  In 1977, after its rehabilitation, the bank became FBCB, headed by Kamron Tejapaibul.  Like Raja’s Seri and ATB’s Wallop, Kamron fled to reside abroad following FBCB’s nationalisation in 1986.  By the time the 1997 crisis emerged, Kamron was reportedly back in the country, fighting the remaining handful of criminal cases against him after most of them had expired due to the statute of limitations (see Samran and Charind 1998:53-54; Chaicharn 1998:65-66).  In the course of the 1997 crisis and its aftermath, FBCB ceased operations in August 1998, when it was merged with Krung Thai Bank.


� SCIB was founded in 1941 by senior government officials and members of the royal family.  Two large capital increases were undertaken by the bank in 1965 and 1971, along with several ownership and management reshuffles.  Having outmanoeuvred Visit Srisomboon, who was the managing director in the early 1980s, the Mahadamrongkul family took full control of the bank in 1983.  In the process, the Mahadamrongkuls also sidelined Boonchu Rojanasathien, a former finance minister from the Social Action Party, who was involved in restoring SCIB’s profitability.  When the authorities tried to prosecute Visit for the loan losses with which he had been involved, he escaped the law by fleeing to live in the US.


� After he was sidelined, Boonchu staged a comeback and wrestled with the Mahadamrongkuls for the control of the bank.  In the 1983-86 period, SCIB also misled the BOT by hiding its actual losses and doctoring its accounts.


� The capital reduction order came out on 12 January 1987.  Shareholder equity was reduced from Bt800 million to Bt40 million.  Several stringent conditions were also attached to the BOT’s order.  The central bank temporarily prohibited SCIB from issuing letters of credit, extending credit to staff and management, and destroying or removing the existing collateral of debtors.  (See Yodthong 1988:614-615; FEER, 22 January 1987, p. 64 and 7 May 1987, p. 10).


� BOA came into being in 1939 as the Bank of Asia for Industry and Commerce after Pridi Bhanomyong, the then-finance minister and rector of state-owned Thammasat University, bought out the Overseas Chinese Bangkok Corporation.  Thammasat University then held 76 per cent of the bank, with domestic retail investors holding the rest.  In 1963, private investors, led by the Euachukiart family, invested in the bank and became major shareholders.  In 1976, the bank’s name was changed to BOA.  In the aftermath of the 1997 economic crisis, ABN Amro, a Dutch bank, purchased and gained control of BOA.  For a brief background of BOA, see Samran and Charind (1998:60-61).


� The Euachukiarts had built up more than Bt1 billion in bad debts, while the Kanthamanonds’ were in the Bt100 million range (see Prachachart Turakij, 3 July 1982).


� For a list of the soft-loan recipients, see World Bank (1990:38).


� KTB was set up in 1966 from a merger between two state-owned financial institutions, namely Monton Bank and Agricultural Bank.  Both had been established in 1942 and 1950, respectively.  Because foreign banks had ceased operations during the war years, Monton Bank was created primarily as their substitute for certain banking functions, especially trade financing.  (The Thai word “monton” means “provincial”.)  Although it was owned by the MOF from the outset, Monton’s directors and managers throughout 1947-57 were linked to Prime Minister Phibun and the Soi Rajakhru clan, led by Field Marshal Phin Choonhavan.  While in office, Monton’s directors and managers lent substantial money to themselves and their associates, while maintaining inadequate reserve requirements.  The 1962 Commercial Banking Act, with more stringent capital adequacy rules, forced Monton to own up to its loan losses, which led to its merger with Agricultural Bank four years later.  The original aim of the Agricultural Bank was to serve the farm sector.  But due to mismanagement and fraud, whereby the bank’s managers extended uncollaterised loans to themselves and their associates, Agricultural Bank’s financial status plunged.  It was rescued by the MOF and the ministry of agriculture in 1959, and thereby became a state-owned financial institution.  It underwent capital increases in 1962, 1964 and 1965, almost wholly subscribed by the MOF.  In June 1965, the government decided to have only one state-owned bank instead of two, and hence the merger to form KTB in early 1966.  For more details, see Ransan (1998:336-355); Sommai (1993:78-81).


� The firm in question was Pipat Insurance, which successively won the lawsuit against KTB in the lower, appellate and supreme courts.  The foreclosed assets were at a KTB branch in Nakorn Pathom province.  This was the first time a state-owned bank had its branch assets foreclosed.  See Matichon, 19 December 1985.


� The loan figures came from an unnamed, senior BOT regulator, who was cited in Rangsan (1998:349).


� See also fn 47.  Another reason it took such a long time to get rid of Tamchai was the lack of viable alternatives.  The MOF and BOT faced difficulties finding a qualified banker could replace Tamchai at KTB (see Matichon sudsapda, 2 February 1986).  After the MOF and BOT ousted Tamchai and installed his successor Thienchai, the authorities also sent in their own executives to steer the bank, including Rerngchai Marakanond as deputy managing director and Prayoon Poopat as assistant managing director.  Rerngchai had been the BOT’s director of financial institutions’ supervision and examination, whereas Prayoon’s BOT position had been deputy director of the banking department.  In the aftermath of the official probe into KTB’s financial dealings, Tamchai was indicted and convicted of fraud.  He was the only major culprit in the whole financial crisis in the 1979-87 period who actually saw jail time.


� This issue is discussed in greater detail in chapter five.


� The Emergency Banking Decree Amending the Bank of Thailand Act, which was enacted in 1985, additionally empowered the MOF and BOT to:  1) order a financial institution to suspend all or part of its operations for a temporary period of time, in which case the finance minister may also prescribe rules, procedures, or conditions as deemed necessary; 2) order the closure of a branch; 3) place the financial institution under control; 4) prohibit the payment of dividends or other distribution of profits; 5) prohibit or restrict the lending of money or making of investments; 6) require a financial institution to reduce or increase its capital; 7) remove and/or appoint directors or other persons; 8) require a financial institution to take or omit certain actions within a specified time frame; and 9) impose any other conditions necessary to rectify the condition or operation of a financial institution.  These stipulations are listed in the World Bank’s financial sector study (World Bank 1990:90-91).


� As in other countries, Thailand’s interest rates went up during the economic slowdown of the early 1980s.  The baht’s value, which had then been tied to the appreciating dollar, rose correspondingly.  The BOT undertook two relatively small devaluations in 1981 and a much larger one in 1984 (see chapter six).


� Ekachai had been the assistant director of the research department at the BOT and Praphat the chief of the public relations division.


� Praphat became the director of the president’s office, looking after public relations.  As a reflection of their early potential to turn BBC around, Krirkkiat, Ekachai and Praphat were dubbed the “three musketeers from the BOT” by the local press (see Poojadkarn rai duen, April 1996).


� In instances involving BBC’s dollar/baht transactions, the baht figures in the Suthee Committee’s Report (1997) are cited when provided.  Where the dollar figures are mentioned in the report without their baht equivalents, the baht figures broadly assume an exchange rate of US$1:Bt25, which roughly approximated the baht’s value before the forced devaluation in July 1997.


� The Thai name for this debtor is Euawithaya Krueng Uppakorn [Euawithaya Equipment], which had been a trading company.  In response to BBC’s attempt to take control and liquidate some of its assets, the company launched a counter-suit, claiming Bt501,190 million in damages.  The case became protracted, and BBC’s efforts to reclaim its loans had to be stretched out from 1992 to 1999.  See Poojadkarn rai duen, November 1990; Suthee Committee’s Report (1997).  As BBC was closed and liquidated in 1998, its bad assets, including Euawithaya Equipment’s debts, are to be collected by the bank’s asset management company, named Bangkok Commerce Co.


� A local auditing firm was investigated and later cleared for certifying BBC’s financial statements.  The investigation, however, clearly brought BBC’s creative accounting to light.  See Bangkok Post, 24 August 1996, p. 8.


� Unless otherwise indicated, this paragraph and the next two draw on Sor Por Ror I (1998:103-107).


� See also Bangkok Post, 7 July 1995, p.17.  Remarkably, prior to the FIDF’s and GSB’s subscription at Bt15 per share, BBC’s management had resolved to issue new shares at a par value of Bt10.  This indicates that BOT helped BBC not only by re-capitalising the bank but also at a relatively high price.  Apart from the FIDF, GSB and the Tantipipatpong Group, other major shareholders of BBC as of end-August 1995 included ICB Holdings (nominee for 4.75 per cent on behalf of the Savings Bank of Russian Federation), US institutional investors (4.75 per cent), Cathay Finance (3.61 per cent), Thai Fuji Finance and Securities (3.31 per cent), and Krirkkiat Jalichandra (3 per cent).  The Tantipipatpong group was headed by a major shareholder of the Bangkok Bank, the country’s and Southeast Asia’s largest financial institution at the time.  Thai Fuji was a BBC subsidiary.  At the time of the FIDF’s and GSB’s purchase in 1995, BBC shares were trading in the Bt20 range in the SET.


� This round of re-capitalisation by the FIDF effectively diluted GSB’s stake down to 2.39 per cent.


� See also Bangkok Post, 18 May 1996, p. 1; Nation, 18 May 1996, p.1; Matichon, 18 May 1996, p.1.


� The nine debtor groups were:  Southeast Asia Tobacco, Euawithaya Equipment, Rungrueng Sai Ngam of Chiang Mai, Wang Kanai Sugar Co. Ltd., Vatana Asavahame, Euawithaya Commerce Co. Ltd., Sathiraphab Industries, Viradej Songchaikul, and Khon Kaen Canned Foods.  See BOT commercial banks examination department’s report as incorporated in the Suthee Committee’s Report (1997).


� The SET index topped 1,700 in January 1994.  Its momentum at the time was such that the 2000 mark appeared well within reach.


� After moving to Thailand in 1985 following an unsuccessful currency trading career in Hong Kong, where he faced a civil suit for unauthorised trades, Rakesh was said to have met Krirkkiat on a golf course.  An offspring of an Indian-government bureaucrat, Rakesh was educated at the University of Delhi’s elite St. Stephen’s College.  He attained a Master’s degree in English literature before learning how to trade currencies.  After Rakesh joined BBC, the bank’s businesses were carved into traditional banking, which focused on interest income, and “new” fee-based services, which included foreign exchange and derivatives trading, mergers-and-acquisitions, and investment banking (see Poojadkarn rai duen, April 1996).  In his work at BBC, Rakesh later tapped into international contacts he had around the world, including such prominent names as the arms dealer Adnan Khashoggi and the late J.M. Rajan Pillai (tables 4.9 and 4.13).  The latter was a well-known financial swindler, who was convicted in and fled from Singapore in 1991.  Pillai was subsequently recaptured by the authorities in India on 4 July 1995, three days before he died (Suthee Committee’s Report 1997).  Soon after the BBC debacle became public in 1996, Rakesh also fled and ended up fighting extradition proceedings in Vancouver, Canada.  About two years later, his name gained greater international notoriety when it was reported in a British parliamentary investigation that Rakesh had provided US$1.5 million to ousted Sierra Leone President Ahmad Tejan Kabbah to stage a counter-coup, involving a British mercenary firm, Sandline International.  During Kabbah’s tenure, Rakesh had held diamond concessions in Sierra Leone through his company, Africa Resources Corp., which has remained active despite Rakesh’s extradition trial (see the firm’s website: <www.africaresources.com>).  The so-called Arms-for-Africa affair became a political scandal for Britain’s Labour government because it had violated an existing United Nations arms embargo (see The Guardian, 9 May 1998, p.1). Wanted by the Thai government, Rakesh is still contesting Thailand’s extradition request in Canada’s courts as of September 2001.  See FEER, 30 May 1996, p. 52; 14 November 1996, pp 80-81; 5 June 1997, pp. 53-54; The Wall Street Journal, 7 May 1999, p. 1.  Note: The first-name reference to Rakesh Saxena is an exception to maintain consistency with source materials.  Other non-Thai names refer to their surnames.


� In Thai, the honorific “Sia” is conventionally translated as “tycoon”.  It denotes individuals, usually but not always with direct Chinese ancestry, who have attained a sufficient degree of wealth deriving from profitable business ventures, legitimate or otherwise.


� Song’s share syndicates were indicted by the Securities Exchange Commission (SEC) on four counts in late 1992 (see Nattawut 1996).  One of the four cases, with reference to the BBC share manipulation, went through the lower, appellate, and supreme courts, all resulting in acquittal verdicts.  The final ruling was not that the manipulation did not take place, but that Song’s victims had known the risks when they joined in the frenzied buying spree.  For more details, see Bangkok Post, 6 July 1996, p. 13; FEER, 5 November 1992, pp. 62-63 and 3 December 1992, pp. 63-64.


� BBC’s president and executive vice presidents were permitted to approve unlimited overdrafts, while assistant vice presidents had the O/D limit set at Bt50 million.  Such an authorisation contravened the BOT’s regulation, which required that liabilities from loans exceeding Bt30 million must be vetted by the bank’s board of directors and must be reported to the BOT (MOF 1997). 


� Remarkably, at the time of his involvement with Krirkkiat and BBC, Pillai was a convicted fugitive wanted by the Singaporean authorities.


� Colliers Jardine (Thailand), which had appraised many lots of BBC’s property collateral, later admitted to the BOT authorities that its staff had deliberately inflated the land prices (MOF 1997).  The staff had since been terminated.  Another appraisal firm that was responsible for many other collateralised land plots at BBC was American Standard Application Co. Ltd., owned by Rakesh Saxena and managed by Pairoj Seungsin.  See Bangkok Post, 20 February 1997, p. 1.


�The discrepancies between the figures of this section and those in tables 4.9 and 4.13 reflect the ongoing nature of the cases, as well as their legal technicalities.  In cases where figures in table 4.13 are lower than those mentioned in this and the next two paragraphs, they reflect partial debt recovery.  Conversely, if table 4.13 shows higher numbers than the ones in this paragraph and the next two, they suggest that more bad debts had been discovered in 1996 and the first half of 1997.  In Pillai’s case, the TAF shares pledged as collateral were much more than what Pillai owned, a fact that BBC’s management overlooked.  More precisely, Pillai pledged more than 25 million shares, but only 10 million shares actually belonged to him.  The rest belonged to other investors, some but not all were associated with BBC’s loan-for-shares schemes.  See Suthee Committee’s Report (1997).


� The three subsidiaries were Swift Global Communication Inc., Vitel International Holding Co. Ltd., and Comwave Communication A.G.


� The owner of Da Zhong Hua Rubber in Tianjin was Wu Xiao Hua, a Mauritius national and a Rakesh associate. 


� For a list of Rakesh’s paper companies and his associates who profited from the City Trading scheme, see Nation, 18 November 1998.


� A Thai government inquiry into BBC’s embezzlement and fraud later revealed that Rakesh during 1992-96 had swindled more than US$297million (Bt7,425 at that time) into his own personal bank accounts in 22 countries, including Canada, Russia, China, Australia, Britain, Italy, Switzerland, and several countries in Eastern Europe.  In August 1998, acting on the request of the Thai government, the Swiss authorities froze US$40 million in a bank account belonging to Rakesh.   A member of the inquiry, who requested anonymity, was reportedly quoted in Nation, 22 October 1998, p. 1.


� A director of the Somprasong Inter-Communication’s board was BBC’s director of personnel, Anant Noonbunnam.  The appraisal firm for this particular loan was American Standard Application Co. Ltd., owned by Rakesh.  See Bangkok Post, 20 February 1997, p. 1.


� Unless otherwise noted, this paragraph and the next draw on the Suthee Committee’s Report (1997), specifically on the appendix outlining the BOT’s commercial bank examiners’ report on BBC.


� Figures for BBC’s financial damages, and the final cost will not be available for years as it depends on the performance of the bank’s asset management company in the reclamation of bad assets.  Around the time Krirkkiat was ousted and IFCT began to manage BBC, the bank’s NPLs were reported to be about Bt80 billion, or more than US$3 billion.  They consisted of Bt53 billion in substandard and Bt27 billion in doubtful debts, apart from another Bt19 million in unrecoverable debts (MOF 1997).  This figure increased during the rehabilitation process as more BBC loans became delinquent.  The IFCT initially calculated that BBC’s entire rescue program would cost upwards to Bt178 billion (see “BBC rescue will hit Bt178 bn”, Bangkok Post, 26 April 1997; “Final shareholders’ meeting seals fate”, Bangkok Post, 8 October 1998).


� Prior to their membership in CPP and CTP, most of the Group of 16 originally had belonged to the Therd Thai faction of the Samakkhi Tham Party, which was formed to institutionalise military rule following the 23 February 1991 coup.  Samakkhi Tham won the largest number of seats in the March 1992 election, and propelled General Suchinda Kraprayoon to the premiership.  Two months later, Suchinda was forced to step down due to a popular revolt.  Samakkhi Tham consequently disintegrated (see chapter seven).  Most of its MPs, including those of the Therd Thai faction, later won seats under CPP and CTP banners.


� Following the September 1992 election in which the Democrat Party (DP) won the largest number of seats in the House of Representatives, Chuan Leekpai forged a five-party coalition government.  The five parties were:  DP, New Aspiration Party (NAP), Palang Dharma Party (PDP), Social Action Party (SAP), and Solidarity Party.  These coalition parties had previously opposed military rule in 1991-92, and campaigned on that platform.  The Chuan government during 1992-95 featured several appointed individuals who were deemed experts in their fields, including Tarrin Nimmanhaeminda, Supachai Panitchpakdi, General Vijit Sookmak, and Squadron Leader Prasong Soonsiri, who respectively became the finance minister, deputy prime minister, defence minister, and foreign minister.  These four non-elected ministers were appointed to the cabinet on the DP’s portfolio quota.  Although the NAP was later replaced by CPP in December 1994, whereby Sompong became minister for labour and social welfare, his leadership of the Group of 16 continued on an informal basis.  The CPP members of the Group of 16, in fact, intensified their co-operation and collaboration during 1994-95 in the run-up to the July 1995 election.


� Unless otherwise stipulated, this paragraph and the next draw on Matichon database, 1995-96, various issues.


� In Thai, the given names of Pairote Suwan-nachawee and Pairoj Piempongsan are spelled identically.  They are transliterated differently here for reasons of convenience so that the two can be differentiated.  Their given names also have been transliterated both ways in the local English-language press.


� While the Group played a palpable role in exposing the Phuket land re-distribution scam, the role of the local press was arguably more decisive in forcing the House dissolution.  See Thitinan (1997).


� The seven ruling parties under Banharn were: CTP, NAP, PDP, SAP, Prachakorn Thai Party (PTP), Muan Chon (MC), and the Nam Thai Party (NTP).  The latter was disbanded in 1996 due to lack of political support, and its MPs joined the other parties, with most ending up at NAP (see also table 3.5 in chapter three).  Banharn’s July 1995—November 1996 government initially had two non-elected ministers, namely Surakiart Sathirathai as finance minister and Kasem Kasemsri as foreign minister.  The former came in on the CTP’s quota and the latter the NTP’s.  Surakiart was later replaced by non-elected civil servants (for the occupants of the finance portfolio in this period, see chapter six), and Kasem was replaced by Amnuay Viravan, then-leader of the NTP.


� One rai is equalled to 1,600 square metres, 0.16 hectare, or two fifths of an acre.


� Perhaps more than other newspapers at the time, Matichon made much of its reputation on the muckraking of the Group of 16 in particular and the BBC case in general.  For an extensive coverage of Suchart’s land-for-loans at BBC, see Matichon, 1-15 April 1996, all front pages.  For a breakdown on which interior ministry office was paid and how much, see its 9 April 1996 edition, p. 2 and p. 15. 


� Since the Group of 16’s political crisis and consequent break- up in 1996, Ma Khine Zaw has not been heard of again on the local scene.  Her origins remain unknown.  In January 1998, she was named as a co-defendant in a lawsuit filed by BBC against Zilar International Trading Co. Ltd., of which she was a director of the board (Nation, 13 January 1998).  Zilar International Trading had defaulted on P/Ns worth Bt400 million at 12.75 per cent interest rate.  The Bt400 million in P/Ns was used to obtain a BBC loan of the same amount, which was then channelled to the SET for takeover purposes (see also item 1, table 4.9).


� Although it primarily focused on the BBC scandal, the opposition also cited other abuses of power against Banharn in particular.  These included: illegal land grabs and logging; the dubious granting of mining concessions and licences for new insurance companies; the collusion to evade taxes.  In addition, Banharn was alleged to have plagiarised in his dissertation for an M.A. degree.  See The Economist, 18 May 1996.


� Surakiart said Banharn had asked for his resignation on 26 May 1996.  In his defence, the former finance minister suggested that, when he took office in July 1995, the BBC problems had already become overwhelming.  See Bangkok Post, 3 August 1996, p. 2.


� The vote-buying for the 2 July 1995 election was exceptionally pervasive, especially in the Northeast.  In one instance of the vote purchase, a handful of canvassers for Newin Chidchob, a Group of 16 member who won in Buriram province of the Northeast and became a deputy finance minister, were arrested prior to the election with more than Bt11 million (US$440,000) in small cash attached to the pictures of Newin and his running mates.  Though his canvassers were later convicted, Newin got off by denying his role in the incident.


� See Bangkok Post, 20 September 1996, p. 1 and 21 September 1996 pp. 1-2; Nation, 20-21 September 1996, both on p. 1.  The signed statement was written in English, as Rakesh’s Thai had always been rudimentary.


� The three were Aree Chuchom, Petcharin Siriwatako and Sarika Chuemsamphan.  The bank accounts were located at the Lad Phrao 25 branch of Thai Farmers Bank in the Bangkok metropolitan area.


� See, for example, a telephone interview with Rakesh in Bangkok Post, 21 September 1996, p. 1.


� Bangkok Post, 20 September 1996 p. 1.


� See The Economist, 24 August 1996.  The Palang Dharma Party had already withdrawn from Banharn’s coalition after an additional scandal emerged in early August over a minister’s alleged extortion of $30 million for a banking license.  With a slimmer majority of just 209 out of 391 seats due to the PDP’s pullout, Banharn had to retain the NAP’s allegiance in order to survive the no-confidence vote.


� The Economist, 28 September 1996; FEER, 3 October 1996, pp. 14-15.


� Ibid.  The candidate Banharn proposed as his replacement at the top was Pramarn Adireksan, the 82-year-old co-founder of CTP.  Banharn’s lieutenants also tried to woo Chatichai Choonhavan, leader of the CPP in the opposition, to take over the premiership.  But Chavalit and Snoh did not go along, and hence Banharn wiped the slate clean rather than give in.  See FEER, 3 October 1996, pp. 14-15; FEER 10 October 1996, pp. 19-20.  A remarkable side note to the Banharn government’s dying, lame-duck days was its final cabinet meeting on 12 November, when the presiding ministers approved 2,661 public expenditure projects, an unmatched feat before and since.  See The Economist, 23 November 1996.


� He was spurned successively by the NAP, SAP, and MC before the small Solidarity Party took him and his colleagues in.  His faction won only four seats in the November 1996 election.  As the Chavalit administration resigned in November 1997 during the aftermath of the economic crisis, Chuan and the DP retook government and brought Solidarity along with them.  Newin then got a new lease of cabinet life as deputy minister of agriculture and cooperatives (see Matichon sudsapda, 4 January 2000, p. 13).


� For the January 2001 election, several of the Group’s members were effectively reunited under the Thai Rak Thai party (TRT), which was formed in 1998 by telecommunications billionaire Thaksin Shinawatra.  These TRT members, however, were quick to dissociate themselves from their now-infamous Group of 16 identity.  Suchart was categorically denied membership in the TRT.  See Nation, 9 August 1999, p. 1.


� After it joined the opposition benches for a year following the November 1996 election, the CTP became part of the ruling coalition when the DP recaptured the government after Chavalit resigned in early November 1997.  Banharn’s poor image was such that he had to forego a place in the cabinet.  When Banharn’s loyalty to the DP-led government was subsequently suspected, the DP’s secretary-general Sanan Kachornprasart rehashed Banharn’s past association with BBC and Rakesh in an attempt to keep the CTP leader in line (see Matichon sudsapda, 21 December 1999, p. 12).


� In actuality, because of the existing regulation at the time, a share’s value was set minimally at Bt5.  Due to this rule, the authorities were only able to dilute the capital base of failed financial institutions by 95 per cent at maximum.  In its seminal study of Thailand’s financial sector, the World Bank (1990:100-101) suggested that the minimum threshold hindered the authorities from altogether eliminating the existing shareholders.  As they hung around, some of the previous shareholders later re-built their equity base, having benefited from rehabilitation.  In the financial crisis of the late 1990s, the authorities reduced share value at some financial institutions by more than 99 per cent.


� This of course does not mean that the finance minister and BOT governor always got on well.  The personal conflict between Finance Minister Sommai and BOT Governor Nukul, infact, led to the latter’s dismissal.  That Nukul was ousted, however, had more to do with the baht devaluation and the proposal for a depository insurance.  Their schism was not rooted in the need for tough actions against troubled financial institutions (see Nukul 1996).


� Bangkok Post, 25 December 1997, p. 2.  The Suthee Committee’s Report (1997), which was assigned to examine the BBC scandal, also indicated that Tarrin’s order had been registered as delivery at Vijit’s office.  


� The GSB’s share subscription of BBC became a scandal when it was revealed that the GSB Chairman Nibhat Bhukkanasut had received four cheques of Bt4 million each from Rakesh.  See Nation, 11 September 1997, p. B14; Bangkok Post, 30 April 1998, p. 2; Matichon sudsapda, 13 January 1998, p. 16 and 20 January 1998, p. 24.  The latter two references include the copies of the four cheques in question as well as Rakesh’s bank transfer order from a Swiss bank account.  Nibhat argued he received the money from selling a rare Buddha amulet.  Around the time of GSB’s subscription of BBC shares, Nibhat was also embroiled in another scandal over collusive bidding in the development of a major Bangkok bus terminal.  The MOF-appointed investigation committee later found Nibhat guilty of the Bt30 million kickback, recommending his dismissal from the civil service.  Criminal charges were also filed against him.  See Nation, 9 April 2000, p. 1A.


� The Wall Street Journal, 7 May 1999, p. 1.


� Author’s interview with a senior BOT official (no. 6), March 1998.





