Bank of Thailand rescinds capital reserve rules
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Background

In December 2006, the Bank of Thailand imposed capital reserve rules on inbound payments of foreign currency. Unless the payment was made in respect of an exempted transaction, 30% of the inbound payment had to be held back by the receiving bank and placed in a non interest bearing account for a period of 12 months. If the recipient entitled wished the payment to be released before the expiry of the 12 month period, a tax of 10% of the original payment had to be paid and deducted, before the balance was released.

Since the rules were originally announced, the transactions exempted from the rules have increased substantially. The day after the regulation was announced, payment for shares in companies listed on the SET or MAI, were exempted. Several other exemptions were announced during 2007. Most recently, in December 2007, small loans of up to US$1 million repayable for a period exceeding one year were exempted from the regulation. 

Rescission of the regulation

On 29 February 2008, it was announced that with effected from 3 March 2008, the whole regulation has been abolished. Accordingly, no retention applies to any inbound payments of foreign currency into Thailand, regardless of the reason for remittance. 

Comment

The newly elected coalition government has announced its keenness to pursue expansion of the Bangkok skytrain network and other major infrastructure projects, as part of its plans to stimulate the economy. The rescission of the capital reserve rules may be seen as part of an effort to encourage foreign banks to lend to Thai companies in connection with these projects, and to encourage foreign lending and investment generally. 
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