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Introduction

During 2006, the Baht/US$ exchange rate appreciated by some 15%, making Thai exports less competitive on the world market. Evidence of speculation on the currency was also detected by the Bank of Thailand. On 18 December 2006, the Bank of Thailand (BOT) issued a regulation imposing capital reserve rules on inbound payments of foreign currency for a variety of transactions. Due to protests and a record fall in the SET index, the Bank relented and removed the reserve requirement for certain transactions. In this article, we examine the rules, and try to assess their impact, particularly on foreign investment and foreigners doing business in Thailand.
Reserve requirement for inbound capital payments
Under the regulation, all financial institutions in Thailand must withhold 30% of all foreign currency brought into Thailand and converted into Thai Baht, related to certain specified transactions. The reserve must be remitted to the BOT, where it will be held for one year without interest. After one year, funds held can be released. A request for release before expiry of one year can be made, but only two thirds will be released, one third will be retained.  

Revision of requirements
On 19 December, after protests and a 10% fall in the SET index, the BOT announced that the rules would be modified, so that payments for investment in the equity markets and foreign direct investment would be permitted. On 22 December, BOT issued further clarification of the transactions caught by the rules.

Excluded transactions 
The following transactions are exempt from the 30% reserve requirement:

· Foreign exchange transactions related to current account activities including transactions related to the exchange of goods, services, income, transfers and aid. 
· Inflows for equity investment in companies listed in the Stock Exchange of Thailand (SET), and the Market for Alternative Investment (MAI) (excluding mutual funds and warrants), the Thai Futures Exchange (TFEX), and the Agricultural Futures Exchange of Thailand (AFET). Funds destined for such investments should be deposited in a Special Non-resident Baht Account for Securities (“SNS account”). 
· Foreign direct investment meaning investments by non-residents in resident entities, provided the investor owns at least 10% of the capital and has managerial power. 
· Investment in property, such as land and condominiums (excluding listed property funds). 
· Foreign currency borrowings transacted prior to 19 December 2006. 
· Currency swap transactions associated with rollover of existing exchange rate hedging contracts with the original financial institution. 
· Foreign currency bought or exchanged against Baht up to a maximum limit of US$20,000 or equivalent. 
· Foreign exchange bought or exchanged against Baht from clients or authorized money changers in the form of travellers' cheques or cash. 
· Foreign currency bought or exchanged against Baht from (a) foreign embassies, foreign consulates, agencies of the United Nations, international organizations or institutions incorporated in Thailand; and (b) Thai embassies, consulates or other Thai government entities located outside Thailand. 
· Foreign currency borrowings of government entities. 

Included transactions

The following transactions are subject to the 30% reserve requirement:

· Investments in debt securities transacted from 19 December 2006 onwards.
· Foreign currency borrowings transacted from 19 December 2006 onwards. 
· Foreign currencies bought or exchanged against Baht for purposes other than those specifically exempted, as set out in the preceding section. 
Rules for non-resident Baht accounts
Non-resident Baht accounts are subject to the following rules:
Deposit into Non-resident Account 
Any Baht deposit into a Non-Resident Baht Account by a resident individual or Thai company, for payment for goods, service fees or overseas investment, as evidenced in documents, must be converted into foreign currency and remitted out on the same day.
The rules do not affect transfers from a non-resident Baht account to another non-resident Baht account, or transfers from a non-resident Baht account to a resident Baht account. 
Maximum balance permitted 
The balance in a non-resident Baht accounts may exceed Baht 300 million only until 8 January 2007. After that date, the balance in such accounts in Thailand must not exceed Baht 300 million. This applies to non-resident accounts of every type.

Special account to be opened
Funds for investment in the equities markets must be deposited in a Special Non-resident Baht Account for Securities (SNS) opened with banks in Thailand, before making any payment for investments. Sale proceeds must also be deposited into SNS accounts only. Sale proceeds can be converted and remitted into foreign currency or used for reinvestment in the equity markets. Funds in SNS account cannot be used to pay for other investments, or transferred to other non-resident THB accounts.
Non-residents, who wish to transfer Baht from non-resident Baht account to SNS accounts for equity investment without being subject to the 30% reserve requirement, must effect such transfer before 8 January 2007. After that date, balances in SNS accounts must not exceed 300 million baht, disregarding the balance limit on a non resident Baht account. 
Comment
Both the original announcement and its revision have caused protests from foreign investors. Although inbound payments for purchases on the securities markets or for property purchase are now exempt, as are payments in connection with increases in capital, many other payments are subject to the rules. This includes loans from foreign lenders to Thai borrowers in Baht, and loans from a Thai company to its subsidiaries or associates in Thailand. Listed property funds are also subject to the rule which will likely cause foreign investors to be less interested in this sector. It may be that if the measures have the desired effect of reducing the Baht/US$ exchange rate, there will be further relaxation of the rules. We shall have to wait and see.
POSTSCRIPT: On 29 January 2007, the BOT announced that commencing on 1 February, foreign currency loans, including intercompany loans, bank loans and funds raised from debt issues, will be exempted provided they are fully hedged for at least one year. Foreign investment in the bond market and in mutual funds remain subject to the reserve rule.
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