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1. THE CONSTRUCTION INDUSTRY AND ECOMCMIC EVELOPMENT

Among the industries capable 2f facilitating the process
of economic development and industrialisation- the construction
industry holds a very important place by providing basic infras-
tructure and generating employment for all lavels of the workforce.
it typically contributes from three to eight per coernt of the gross
domestic product of developing countries.lj ‘The more dynamic and
wealthier the country becomes. the higher is the proportionalv'-
contribution of construction activities to grass domestic product,
The output of the construction industry tends to reflect the

upswing and downswing of the economy more stronaly than other

sectors.

Table 1.1 shows the contribution of the construction sector
toc Thailand's GDP between 1974 and 19B3. it graw from 3.9 per cent
in 1974 to 5.7 per cent in 1230 then declincd gilightly in the past

few years.

Censtruction also plays a dominant roi< in gross fixed
capital formation as indicated by the figures i. Fable 1.2. In
the past & years,; its contribution ranged Iron #0 to almost 50
per cent. In this rols, it produces the hasin inirastructurse
facilities required for trensportation; communications, water and
elect;iqity supplies, building structures for commercial uses and
factories for industrial activitias. Construction works therefore

provide the foundations on which living stand-rds ar<e established.

1/

- See the World Bank. The Construction Industry . iIssues and
Strategies in Developinyg Countries. Tabl: 1. pp. 12-17.




An important feature of the constructicn activities is
that it is highly susceptible to economic fluctuation. This is
mainly due to the specialised character of the product and the
seasonal nature of the work. The tendency of the construction
cutput to fluctuate is inherent in the demand structure of
capital goods industries where relatively small changes in demand
will cause the production capacity to expand or contract at a
considerably higher rate. Because of the high cost of the
product, stockpiling construction facilities is not possible,
therefore there is usually no buffer between production and

demandl/

In developing countries, the public sector usually
plays a dominant role in generating demand for construction.
For example, in African countries, the public sector share
o - 2/
accounts for about 80 per cent of the total zonstruction demand.—
The share is alse high in capital abundant countries such as
Saudi Arabia and Kuwait which are in the process of accelerating

the development of their basic infrastructure. However, the

share tends to declinz at a higher level of dzvelopment.

In Thailand, as in most developing countries; the
construction industry can be divided rougnly into two sectors.

The first is a modern, formal sector dominated by only a small

1/

Fred Moavenzadeh and Frances Hagopian. “The Construction Industry
and Ec¢opomic Growth" in National Development, June/July, 1984.
p. 36.

E/ The World Bank, op.cit.,p. 39.




fable .1

Gross Domestic Product by Industrial Origin, 1974 to 1983 (in percentage) '

Mﬁﬁ&hﬁ““““-~‘hﬁfear 1974 1975 1976 1977 1978 1979 1980 = 1981 1982 1983

——

Industry e —
Agricul ture 29.89 30.4 29.2 26.9 27.8 25.8 24,8 24.9 24.2 23.7
Mining and guarrying 1.5 1.2 1.3 1.5 1.6 1.6 1.6 1.5 1.4 1.3
Manufacturing 18.1 18.2 19.5 20.7 20.1 20.9 20,7 20.7 20.8 21 .1
Construction 3.9 a2 1.5 5.0 5.2 5.2 5.7 1.9 4.7 4.5
Electricity and water supply 1.5 1.5 1.6 1.7 1.7 1.8 1.9 2.0 2.1 2.1
Transportation and communication 6.4 5.1 6.1 6.3 6.2 5.4 6.4 6.5 6.7 6.8
Wholesale and retaii tradc 18.0 17.7 17.5 17.2 16.7 16.4 16.5 18.4 16.3 6.1
Bangking, insurance and real _

estate 4.7 A& 4.7 4.9 5.1 5.6 5.9 6.2 6.6 7.1
Cwnership of Dwellings 1.8 1.7 1.7 1.6 1.5 1.5 1.5 1.5 1.5 1.3
Public administratien and defence 4.1 4 4.0 4.2 3.9 4.2 4.2 4.2 4.3 4.2
Services 9.9 8.9 9.9 10.0 10.1 10.4  10.6 10.9 11.5 1.4

Total 100.0 100.0 100.0 100.0 100.0 100.0 103.0 100.0 100.0 100.)

Source : Bank of Thailand.



Table 1.2

Percentage Distribution of Gross Fixed Canital Formation

by Type of Capital Goods at 1972 ¥Irices. 1379-1984

1979 1980 1981 1982 1983 1984

Construction 40.3 44 .4 43.9 47.8 £7.0° 48.4

- Private 23.9 21.8 20.1 22.0 23.4; 24.2

- Public 16.4 22.6 23.8 25.8 ©23.6° 24.2

Machinery and

equipment 59.7 55.6 56.1 52.2 53.0 51.6
Grogs fixed capital

formation 100.0 100.0 108.0 100.0 100.0 100.0

Source: National Income Account,; NESDB.



number of firms, including fofeign onés, that use advanced techno-
logies and management methods. These firms are respagéible for
the construction of major infrastructure wbrks: as well as major
commercial and industrial buildings. The second is én informal
sector comprising many very small concerné, operating in rural
areas or on the periphery of big cities. fhess smail buildersr
provide assistance to local efforts in buiiding shelters f;r

their families. They are usually small enéugh to escépe most.
government regulation and statistical enumaration.,There has been
a rapid proliferation of construction firms in the informal sector
to satisfy the need for private housing with the subsequent

improvement in skills and building techniques.

One aspect of the construction indusiry which makes it
an important agent for development is its ability to provide
gainful employment for a large number of workersn. Demand for
labour is often met by taking unskilled workers from rural areas.
These workers may not have the benefits of job security, promotion
and training but in many ways construction jobe arc suitable for
the seasonal migrants who only intend to stay in the cities for
a few months, earning extra cash during the slack period on the
farm.;lésr these farm labourers, construction is ofifen their only
significant employment alternative. Those who stay longer can
usually upgrade their skills through on~the~jop tra;nipg and

gradually take up more demanding, higher pay jobs.



Table 1.3 shows the proportion of emplovad persons in
the construction industry. These data cams from the Labour force
Surveys conducted by the National Statistical Office twice a year,
during the peak {(July-September) and slack (Januarnyarch) agri-
cultural periods. There is a significant increase in the proportion
of labour force engaged in construction activitiss during the slack
agricul tural period. For example,; an increase frowm 1.92 per cent
to 4.48 per cent was observed in 1981, which showsd the ability

of this sector to absorb seasonal migrants.

Stages of development

The construction industry in developing countries

generally proceeds in five stages.l/

Stage one: foreign firms handle most construction of the
larger projects, particularly in civil engineering and large scale

infrastructure.

‘Stage two: as a result of experiences gained from
subcontract work on stage aone prejects, indigenous subcontracting

firms begin to develop.

Stage three: small local contractors exccute the small
projects and the maintenance and repair of »rojccts completed in

stage one.

1/

Moavenzadeh and Hagopian, op.cit., p. 59.



Stage four: domestic contractors take over most local
work, regardless of magnitude. Foreign contractors find it
increasingly difficult to compete with local firms és the latter
become stronger; taking on tasks of higher level of complexity.
Joint ventures between local and foreign firms can be formed if

necessary, which allow technology transfer to occur.

Stage five: local contractors may gd abroad. Foreign
firms now supply highly specialised services or work only on

proiécts which exceed the capacity of domestic companies.

It is most important tﬁat the construction capability
of the couhtry be improved continuously. In the early years of
development, the basic infrastrucﬁﬁre i1s built up at high cost,
possibly with the assistance of organizations like the World Bank,
and the contracts awarded to foreign firms through international
bidding procedure. The maintenance and revair 2f this infras-
tructure should be handled by local contracters. not by bringing
back foreign firms. In any case, many oI the new investments are
in small works that are not suitable for larg. multinational firms
but can be exccuted much more efficiently using the skills and
technology of local firms. In the fifth stege of construction
industry development, exp&rts of construction services can become

an important source of foreign exchange earnings.

Purpose of the Study

The construction industry in Thailand has undergonz the

development from stage one through stage four successfully and for



Table 1.3

Employed Persons in Construction Industry as a Percentage
of Total Employmsnt, 1978-1982,; during the Slack (January-

March) and Peak (July -~ September) Agriculitural Periods.

1978 1979 1980 " 1981 1982

slack peak slack peak slack paak slack peak

2.42 1.44 3.44 1.93 1.94 A.40 1.92 3.98 2.10

Note: " In 1980, the census vyear, only one round of the Labour

Force Survey wos undertaken,

Source: Report of the Labour Forece Surwvey, Whole Kingdon,

1978 ~ 1882,



the past several years has been struggling to climb uprto stage
five but many serious obstacles lie in its path. The purpose of
this study is to look at the role of the.cons ructidn industry as
a foreign exchange earner; analyse the probiums faciné fhéi con-
struction. firms in obtaining overscas contracts and suggest the
proper role of the Thai governmeht in prohoting the construction
industry. Chapter 2 provides a description of the migration of
censtruction workers to the Middle East. Chapter 3 discusses
major problems constraining the export of construction services;
while the future proépects for construction exports are described
in Chapter 4. Chapter 5 looks at the role of qoﬁernment in
promoting construction service exports, and the summary and

~

conclusions are given in Chapter 5.
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2. OVERSEAS MIGRATION OF THAI CONSTRUCT{ION WORKERS

After the formation of the Organisation of PFetroleum
Exﬁorting Countries (OPEC), most of the Middle Eastern countries
became extremely wealthy as a result of the rapid increases in
011 price impeosed by the cartel during the 1970s. With the massive
inflow of oil revenues they embarked on highly ambitious economic
and social development nrogrammes. The emphasis in the first
phase of the development plans was on building infrastructure,
offices; housing and factories. Uowever; the indigegnous labour
force in those countries was relatively small and lacked the
necessary technical skills. and had an aversion to manual labour.
Furthermore, Islamic religious beliefs resulted in a very low

labour force participation rate for women.

It was necessary, therefore, to cmploy foreigners for
those construction projects. Workers were first brought in from
the poorer Arab countries such as Jordan and Egypt. but later
political necessities caused the OPEC countries to seck their
workforce from developing countries in Asia. wostly from India,

Pakistan, Korea, Philippines and Thailand.

The Thai government has always been in favour of labour
migration cverseas. The fifth five-year plan specified measures
to promote the migration of workers. Reducing unemployment and
underemployment in the couwntry were important rsasons behind this

support; but workers' remittances were saeen as the most attractive



11

aspect of overscas migration, particularly wher tho country has
been experiencing a chronic balance of paymants dzficits and the

government needed all the foreign exchange it could cobtain.

Rrief History of Migration to the Middle Rast

Although Thailand did not enter the iddle Eastern
labour market until around 1971, the migration of Thai workers
actually startgd longbefore that with U.S.A. as tha main destina~
tion. That first group of migrants, however, was tha very skilled
and highly educated - doctors, nurses and engineers, while the
migration to the Middle Eastern countries was for a much shorter
period and consisted mostly of construction woerkers. - At first
the humber waore small . and then increased very rapidly. The main
attractions were the high wages, and the demonztration effect from
friends and nesighbours who were able to increase their standard of

living substantially after only one year of working abroad.

In the early period, 1971 - 1974, migration was relatively
smocth; demand was high and workers did not have to pay any commis-
sion. The agent who arranged their travel coulé usually claim his
management fee after a period of about three months. The major
problems encountered by the workers were adjusting to the climate,
the lonelirness and the Islamic customs. Wages were very good as
most of the employers were European or Americah companies who not
only paid well but were generous with other welifarc benefits as

well.,
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During the next pericd, 1975 - 1372, o©il prices rose
dramatically causing worldwide repercussions. tha il importing
developing countries were particularly harc hit. growth ratés
slowed down considerably while the unemployment rates soared.

For Thailand, there was also the withdrawal Qfléﬁerican troops

from their bases during 1974 - 75, resulting in mass lay-off of
about 50,000 workers, most of whem worked in and arcund the military
bases in the Northeast. This group of workers was relatively well-
trained with experience and skills in construction techniques and

a good command of English. The skills they pcssessed.fitted in

well with the type of jobs available in the Middle Fast.

It was at this time that new employment agencies began
to flourish, charging sometimes exorbitant fees.from the appli-
cants as expenses for application, skill testing, passport and
viga, medical check-up and s¢ on, The situation became serious
enough to warrant government's interventicn. Tﬂe announcement
made in July 1977 on “The Sending of Thai Workurs to Overseas
Employers" warned the workers to contact aaly licensed agencies
and those agencies were required to submit datails of job position,
employment contract and agreement between placement agencies and
job applicants to the Department of Labour. Officials from the
Labour Department wers also sent out to inspect the agencies and

arrest those which operated without a licensec.

The period since 1979 saw the opportunities becoming

scarcer. Demand from overseas employers was still increasing but
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more and morc workers was competing for the Zobs.  Many of them
had to go into debt in order_tc raise the money for the agency's‘
fees. The problem of illegaL or dishonest agencizs became worse
despite the etfforts of the Labour Department to publicise the
situation. 'The large wage diffe;ential betwzon Thailand and the
Middle East ensured that there were always large numbers of

workers willing to take up contracts.

Estimates of Thal Workers Oversceas

The egtimates of Thai workers oversez: vary widely
among the various sources. There are no reliabl-. data either
on the annual flow or the stock of workerz. Part of the problem
ig that many workers did not go through offic:ial channels, and
some of the receiving countries are not wiliing to reveal data

on migrant workers for political reasons.

Official ﬁabour Department figures in iable 2.1 shows
the annual outflow of worksrs to the Middle East and other
countries between 1976 and 1984. Table 2.2 shows various esti-
mates of the stock of Thai workers in the Middie East. The stock
estimate made by the Labour Department recently indicates that
the number of Thai workers overseas in 1983 was 367,352"persons;
80 per cent of whom were in the Middle Easf. .About 60 per cent
of laﬁﬁur migrants from Thailand went to Saudi Arabia; other major

countries of destination are Iraqg, Libya and Fuwait.
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Bnefits to the Workers

The principal cause of this migration was the net
economic benefit to be earned. Considering the large wage
differential between Thailand and the Middlatﬁaﬁt; these workers
were behaving rationally. As Table 2.3 indicates, workers on
the average zarn 4 times more than they would in Thailand. Those
who were previously employed recesived an average monthly wage of
2,251 baht while the average wage abroad was 5,522 baht. A jajo-
rity of migrants came from rural areas of the MNortheast. A
comparison of their overseas wage with the average wage for
construction workers in the Northesst shown in ‘Pable 2.4 points
out even more clearly the economic benefit these workers stand

to gain from migranting.

Furthermore,; the figure in Table 2.4 sitiil undsrstates
the true earning differentials since almost all workers are
provided with free food and accommodation. anl thoy also receive
about 50 per cent of their basic monthly income as overtime

1/ o
payments and an end of contract bonus.—  When adjustments are
made to account for overtime and bonus payments, the earnings

would ‘amount to more than 12,000 baht peor month.

7

Peerathep and Suchai estimated that overtime payment is about
43:per cent of basic salary and the workers =21s0 receive a
one-month bonus at the ond of the year. Scec Deerathep
Roongcheevin and Suchai Fiyaphan, "Gold Digging in the Desert
by Thai Workers" , paper prescnted at the clewventh NIEQ Workshop
on Thai Worksrs Abroad, 27 April 1982, ». 19. (in Thai)



Table 2.1

18
th

Number of Thai Workers Sent Overseas through the Department of Labour
' ' by Country, 1976-1984

Country 1976 1577 1978 1979 1980 1981 1982 1983 1984
Bahrain 960 776 - 75 306 380 10 198 S70
Saudi Arabia 327 2,855 8,502 7,657 9,990 9,862 88,271 51,955 48,395
Libya - - - - 6,497 10,189 9,034 5,084 7,215
Kuwait - - 2,178 188 958 631 611 2,573 2,617
Jordan - - - 10 33 - 580 1,833 232
Irag - - - 175 %88 1,979 3,140 1,472 5,900
Qatar - - 76 165 1,017 1,538 2,825 1,020 821
United Arab

Emirates - - 262 146 757 59 310 161 540
Algeria - - - - - - 150 228 799
Oman - - - - - - - 109 736
Yemen - - o 6 215 - 20 - 4
Ethiopia - - - - - - - 35 21
Israsl - - - 100 - - 362 - -
Iran - - 3,199 - - - - - -
Malaysia - - - - - 73 199 1,871 2,214
Singapore - - 500 1,911 723 1,594 1,975 1,437 2,921
Brunei - - - - - 261 960 240 494
Macau - - - - - 15 31 14 1
Japan - - - - - 150 41 152 325
Other - 239 w 134 - 9 - - 816
Total 1,287 3,870 14,715 10,567 21,484 26,740 108,519 68,482 75,021

Office of Overseas Employment Services, Department of Labour.

Source :
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Table ‘2.2

Some Estimates 6f the Stock of Thai Workers in the Middle East

(1) (2) A3

Thailand

Philippines

Korea

Indonesia

159,000 367,352

342,300
116,400
182,400

20,000

£

P R B R W e R e e I e I I ST

Notes: (1)
(2)
(3)

Source: {1

Estimates baged on origin-country sources.

Interpolation of World Bank Projections.

1983 estimates by Department of Labour, Thailand.

This estimate was based on:

a) statistics on ngmber of contracts approved by the
Department of Labour;

b) number of the bank accounts maintained by overseas
workers and the amount remitted through the banking
system; _

¢) information attained from the Labour Attaches of

Thai embassies in the Middlie East.

) and (2).from Demery (1983).
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Table 2.3

Wages in Thailand and the Middle East

fi?ht per month)

— ——————
" position ' Wages in Thailand Wages in the Middl@ East -
e — M.

Labourer 1,404 . 5,135 .

Carpe_ntér - 2,540 . | 8,273

Mason 2,548 8,199

Mechanic | 2,251 12,004

Hel.dér 2,600 9,13

Electrician 2,236 9,691

Fainter 2,080 9,015

Driver 2,392 11,295

Foreman _ 4,379 11,416

Othars 3,849 9,133

Avarage Wage 2,251 8,522.

Source: Nipon Poapongsakorn, "“Thai Workers Abroad:Causes,
Congequences, Problems and Policies" paper presented at
the Eleventh NIEO Workehop on Thai Workers Abroad,

27 April 1982, Faculty of Eccnomics, Thammasat University,
Bangkok (in Thai).
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Average Monthly Earnings ’ro_ﬁ Unskilled Workers
in Construction Industry, Northeastern Region

voRE" . Salaried..... Regular wage .. . Temporary wage . Contract
. workers ’ carnays . sarnars workers.
1986 1,115 1,203 962 1,835
1981 1,426 1,316 1,312 1,499
1982 1,589 1,495 1,313 1,660

1983 1,689 1,528 1,592 1,516

Source: The Survey of Wage Structure in Thailand 1979/80¢ - 1982/83,
organised by the Bank of Thailand and the Department of

Labour.

. . E T L e e
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In order to secure these well paid jobs, however, the
Workers have to incur large amount of expenses such as commission
fees charged by recruiting agencies, passport and visa fees, cost
of transportation and accommeodation during the- job application
process. The largest proportion of these expenses. ig the
commission fee. The legal amount is 25 per cent of the worker's
first month salary,l/ which means it should come to only about
2,130 baht, given an average wage of 8,522 baht per month. Bt -
in fact, the average charge was much higher than that; a survey
iq 1980 found it to be almost 20,498 baht.g/ Since there is

excess demand for the available jobs,; the recruiting agencies

usually have noc trouble collecting the fee.

Benefits to the Country

The benefits to the cpuntry as-a.result of workers -
overseas migration are not easily measured except for the foreign
exchange earned from the wo;kérs:remittanceé. The remittances are
shown in Table 2.5 growing from 485 million baht in 1976 to 19,315
million baht in 1983.  These figures represent only the moneéy

remitted through official banking channels. It is well known

among those who are familiar with the financial behavior of migrant

v In March 1984, this regulation was revised.” The overseas
empiﬁyment agent can now legélly charge a fee for his services
at the rate equivalent to no mora. than a worker's first month
salary.

2/ This amount does not include intexest payments and opportunity
cost of wages foregone. If these two items are included, the total

costs become 52,966 baht, see Peewathep and Suchai, op.ecit.,p. 26.
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workers that upon their return to Thailand at the end of the
contract, the workers normally bring with them the bunus and the
1ast‘few months' wages. What is still being dc¢bated is the
proportion of total earnings that was brought back with the workers,
either in cash or in kind, and the propertion that was sent through
informal channels. One survey estimated that on avéragelsz per
cent of total receipts was remitted through efficial bankihg
channels or brought back in the form of cash.l/ The Labour
Department added a figure of 25 per cent to the official remittances
to represent earnings brought back in the last column of Table 2.5
raising the total remittances by overseas Thai workers during the
year 1983 from 19,315 million baht to almost 24,144 million baht,
which amounted to 16.6 per cent of merchandise exports iﬁ that

year compared to 13.3 per cent calculated in Table 2.6.

Effects on Domestic Labour Market

Al though the number of workers migrating to the Middle
East was high, it represented only a small percentage of the
demostic market labour force. For example;, in 1982, the number
of migrants to all countries was omly .05 per cent of the labour
force. It has often been debated whether this migration has led
to shortage in the domestic supply of skilled workforce. When we

consider that the migration progess is selective, that is, workers

1/ See Charles W. Stahl, "International Labour Migration and the

ASEAN Economies*, ASEAN-Augtiralia Working Paper, No. 1, 1984,
Table 11, p. 18,
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Table 2.5

Remittancés Sent by Thai Workers Abroad -through the Banking System by Country, 1976-1983

Unit : Million baht

Amount of Remittances

Country 1976 1977 1978 1979 1980 1981 1982 1983 1984 1983*
Bahrain : - - - 0.4 0.1 - 17.5 . 28,1 23.8 35.1
Cyprus - - - - 0.3 0.7 0.2 1.2 0.5 0.6 0.7
Jordan - L - - 0.1 - 1.6 4.3 8.7 10.3 - 2.6 12,9
Kuwait - So0.2 2.7 10.8 29.6 57.2 177.2 280.6 639.2 350.1
Libya. - - 0.1 - 21.2 231.3 286.3 264.6 251.9 331.2
Qatar - T - 5.8 7.1 22.2 - 39.9 39.5 29,7 20.9 37.1
United Arab Emirates 0.1} 2.2 16.5 5.4 14.6 10.6 20.2 26.9 37.1 33.7
Oman - - 0.9 7.6 16,2 27.7 23.4 32,2 29.7 40.2
Egypt - - 0.2 2.3 - 3.8 g.9 7.8 5.7 9,1 7.2
Iran 3.0 9.3 16.5 36.56 8.8 0.6 0.3 1.2 2.3 1.5
Israel 0.3 - 0.1 1.3 181.1 358.0 40.2 3.8 4.4 4.7
Lebanon - - 0.2 0.1 0.7 1.8 14.1 20.9 11.6 26.1
Saudi Arabia 11.6 76.0 468.4 1,212.2 3,874.5 5,8l4.4 9,243.0 14,666.5 15,252.3 18,333.1
Syria - ' - - - 0.3 .1 - o 0.02 - 0.03 6.0
Yemen ~ - - - 11.6 7.1 3.8 0.5 0.1 0.7
Algeria - - - - - - - ‘ - - -
Iraq : - - 0.2 11.6 47.2 190.5 443.6 175.6 121.5 219.5
Total remittances from L i
the Middle Eastern. -~ S ' } L
Countries 15.0 87.7 511,7 1,296.0 4,234.0 6,753.5 10,326.8 15,57.1 '16,407.5 19,434.7
" United States . 367.4 591.7 1,189.0 1,842.4 2,164,9 2,358.5 2,206.7 2,071.7 2,383.0 2,389.7
Singapore 8.1 12.%1 25,0 37.5 -~ 107.3 . 111.7 - 211.6 380.9 546.7 476,1
Brunef - - - - - 9.9 24.6 9.9 30.7
Others . 94,6 220.3 385.9 642.4 1,196.8 1,204.5 1,466.7 1,290.3 1,604.0 1,612.9
Total 485,1 91i.6 2,11i.6 3,818,3 7,703.0 10,428.2 14,221,7 19,315.0 20,951.1 24,144,2

Source 3 Bang of Thailand
Note: The figures in this column are calculated By adding 25 per cent to the figures in the third last

) column. This additional 25 per cent represents an estimate of cash and commodities ' ought back imto
- Thailand by the return workers. . : '

R PR
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who go overseas are usually in their prime, possessing skills

and experiences, and that the existing situation of excess supply

for overseas labour market means only the ones with higher skills

will be selected, there is a possibility of a negative effect on Py

the deomestic market.,

Most contracts for Middle Eastern jobs are only for the
duration of one year. The "Circulating” migration does not
result in a permanent loss of human capital; but it can still
represent a temporary removal of skilled manpower from domestic
labour market, with subsequent shortage of certain skills. A
1980 survey in Thailand identified construction sector skills

as being in short supply,l/

but executives of major construction
firmg interviewed in 1985 did not consider labour shortage to be
a gignificant problem, nor did they foresee it becoming serious

in the.near future. A slight adjustment problem may occur while

new workers or workers of lower skill levels are being trained

to take up the positions vacated by migrated workers.

Wage indices in Table 2.7 can be used to identify whether
there are any general skill shortages. BAlthough evidence for
Thailand indicated that construction wages increased more rapidly
than the average for all occupations, it was considerably milder

than the conditions in Korea.

-
I\

Peerathep and Suchai, op.cit., p. 37.
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Table 2.6

Comparison of Exports and Remittances Sent through

The Banking System, 1976-1983

Unit : wmillion baht

Year Exportsl/ Remittancesz'-/ Remittances as a
proportion of exports
1976 60,797 485 .1 .80
1977 71,198 911.6 1.28
1978 83,065 2,111.6 - 2.54
1979 108,179 '3,818.3 | ' 3.53
1980 133,197 7,703.0 : 5.78
1981 153,001 10,428.2 - ' 6.82
1982 159,728 14,221.7 ; - 8.90
1983 145,079 19,315.0 13.3

Source

Bank of Thailand.
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Future Demand for Thai Construction Workers

~ The Middle East, which has been absorbing almost 80
per cent of migrants from Thailand and probably as much as 90
per cen?woﬁgmigrants in construction services does not repre-
sent a bright pfospect for future migration. Declining 0il
revenueg anq'ya;‘in some countries resulted inh a slowdown of
government expenditures in most development projects and
particularly in construction. This has had negative repercus-—
sions on the employment of foreign labour. In February 1985,
a study published in Bahrain reported that employers'in the
Gulf area laid off 700,000 foreign workers during the brevious
year and would send home a further 300,000 workers in 1985 as

the combined oil output and income of the arca continued to

decline.l/

In.most of the Gulf countries, foreignérs-butnumber
local workers. The fast growing presence of Asian workers has
been causing official concern for some time, since the locals
felt that their cultural identity was being swamped. Migrants
are often blamed for social ills including the rising crime
rates. A number of Thai workers had been arrested and punished
for violating Islamic law by drinking and gambling. This behaviour
can have a detrimental consequence on furure demand for workers

from Thailand.

l-/Jcmat:ham Wright, "Job opportunities are fast dwindling as Gulf

Economies Shrink, "in The Bangkok Post, 14 March 19853, p. i1.
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Among the many Asian naticnals migrating to the Middle
East, Thai Workers have a good reputation for their honesty, .
skills and efficiency. As shown in Table 2.8, employers in
Saudi Arabia ranked Thai workers above workers from the

Philippines, India and Pakistan, and slightly below the South

Koreans.

Constru?Fion firms in the Middle East have shown
themselves to be guite sensitive to wage changes. When the
cost of Korean workers rose sharply in the late 1970s,; Korean
compénies quiékly switched to noﬁ—Koréans, mostly from Southgast
Asia, whﬁse wéges were arcund 60 per cent of the Koreans. 1In
the future Thailand will face tough competition from China
whose workers are both hard working and inexpeﬁsive. 'indonesians
also have an advantage because the Saudi government emphasised

that it preferred to recruit Muslim workers.

Seeing the tough competition coming ahead, the
Department of Labour has agreed to decrease the minimum wages
that employment agencies were required tc observe. The new

levels are as follows.
Monthly Wages in U.S. Dollar

Categories of Workers Former level Current level

Unskilled 200 180
Semi-skilled 200 - 340 200 - 280
Skilled 350 - 390 300 - 350

Specialist 450 - 500 420 - 480
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Government Policy towards Overseas Employment

The migration of Thai workers oversecas has received
strong support from the government, which specified in the Fifth
National Economic and Social Development Plan (1982 - 1986) that

its employment objectives included the following:

1. To promote surplus Thai workers to work overseas,
especially in the Middle East and South Asia without creating

any problem of manpower shortage in the country.

2. To promote and support registered employment agencies
so that they can serve their overseas employment function effici-

ently and provide equal bencfits to everyone concerned.

3. To promote and support Thai construction companies
to gain more opportunities to be contractors. or sub-contractors

abroad, especially in the Middle East and South Asia.

4. To serve, supervise and solve the problems of Thai
workers who were deceived by private employment agencies as well
as to protect them in order that they can be treated fairly and

receive fair wages while working overseas.

5. To promote and help Thai workers to remit their

1/

income to the country as much as possible.—

- See Vichitra Prompunthum. “Overseas Employment Policy in
Thailand", paper presented at the Conference on Asian Labour

Migration to the Middle East, 19-23 September 1583, East-West

.t

Population Institute, East-West Center, Nonolulu, Hawaii.
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Selected Money Wage Indices in Asian Labour Exporting Countries

»
) 1971 1972 1973 1974 1975 1976
Korea
Non-agricul tural - 100 - - 382 -
Manufacturing - 100 - - 3g2 -
Construction - - 100 - - 418 P -
Philippines
Skilled - 100 - - 151 -
Unskilled - 160 - - 126 -
Thailand
All occupations - - 100 - - 173
Construction - - 100 - - 194
Pakistan
Agricultural 100 - 100 287 - -
Manufacturing 100 - - 324 - -
. Construction ‘ (20-30% (20-30%
p.a.) p-a.)
™

Source: Demery (1983). Table 10 p. 23.
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Table 2.8
Evaluation of the Efficiencies of Asian Workers by

Saudi  Employers’

Efficiency hours

Nationality Number of hours worked
equivalent

Korean 8 8
Thai 8 71

2

iq s 1

Filipino 8 65 -7
Pakistani and Indian- 8 2 -3

Source : Labour Review in Thailand, Department of Labour, Ministry

of Interior, January - March 1983, p. 46.
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As stated above, the Fifth Plan specificaily recognised
that the promotion’ and support of Thai construction companies to
obtain overseas contracts should be an intégral part of promoting
Thai workers to go overseas. Apart from expanding job-opbortuni—
ties for the workers, other benefits inclddé reducéd éxpénses
which would have gone to pay commission fees for the recruiting
agencies, as the construction firms may conduct the recruitment
themselves. On this issue, the existing regulation of the

" Department of Labour will have to be revised. The current
regulations do not allow firms with overseas projects to bring
out workers directly. Rather, they have to use the services of
the registered agencies. The problem concerning remittances
would also be substantially reduced. Instead of workers indivie
dually sending their money from abroad. the employer can arrange
to have most of the wages paid directly to the workers families

in Thailand.

Thai employers are also less likely to be caught in a
situation where their skilled workers have just gone off to the
Middle East and they are left with the task of training new
workers for replacement or hiring trained workers away from other
firms at high cost. If a Thai contractor obtains an overseas
project, he willrknow in advance what type of skilled workers
will be required for the job, how many and when. He can accord.

ingly plan his training and hiring programmes sc that no shortages

occur .
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As the various benefits to be drived by both the
workers and employers, plus the obvious benefits to the country
in the form of increased foreign exchange are clear, the rest
of this study will address the issue of the role of government'

in promoting the export of construction services.
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3. MAIN ‘PROH.EMS CONSTRAINING THE EXPANSION

OF THAILAND'S CONSTRUCTION EXPORTS

The last Chapter showed that Thai construction workers
havé been“much in-deménd_by o?érseas employers; and in the past
several years they have sent back an increasingly large amount
of remittances, providing our-cduntry with the much ﬁeeded
foreign exchange. These workers, unfortunately, face quite a
few probléms both in the process of applying for the jobs and
in the course of their employment overseas. It haé often been
con;ended that if Thai construction firms can get more énd larger
contracts overseas, not only will there by an increase in embloy-
ment opportunities for Thai workers but they will also receive
better treatment than working with foreign employers. Furthermore,
additional benefits for the country will arise from an increase
in the export of construction materials. food and other related
goods and services. This chapter will look at difficulties
facing Thai construction firms in their efforts to obtain

overseas contracts.

Thai contractors havé shown by their performance
domestically that they are capable‘éf handl ing constructi&n
projects of various kinds at a standard éqﬁélrto that of othér
Asian firms, such as Korea, Pakistan and:#ﬁ; ﬁﬁiiipﬁinés which
have all been awéraéd a laréé number of consiruction contracts

in the Middle East. However, up to the preseﬁt time, Thai firms
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have not been able to compete sucqessfully for those contracts.
The major reason was the lack of goﬁerpment‘support in the form

of guarantees and fiscal incentives.

Requirements for Undertaking Overseas Construction

Pe Contracts

In order to understand the obstacles facing Thai
construction firms, it is necessary first to cutline the various
steps and requirements involved in bidding for an undertaking

i ) . 1
overseas construction contracts.—/

1. Pre-qualification: for most major projects, the
client will hire an_internationally reputable firm of consulting
engineer to select a‘short—list of construction firms:which will
be eligible to tender their bids for the contract. Factors
that are considered by the consulting engineer usually include
recent experience of the construction firm in similar projects,
the guality of i;s personnel and equipmeént, the readiness to

undertake the project and the strength of its financial position.

2. Bid quarantee: in making a bid, the contractor is
required to have a bid guarantec or a bid bond deposit amounting
up to five per cent of the contract value. This bond has to be

guaranteed by a bank of the country in which the project is located

+

Y Sub-Committee on Overseas Contracting Relating to Financial
Matters, "Proposal to EstabliSh a National‘Construction Company

for Overseas Projects"”, June 1978, pp. 1 - 3.
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and counter-guaranteed by a bank in thé home country of the

contractor. The contractor forfeits the bond if he wins the

bidding but does not accept the contract.

‘3. Performance guarantee: at the time Qﬁlsigning the
contract, the contractor has. to provide a‘perférmancg;bopd
amounting from 5 to 10 per cent.of the value of;the contract;

This performance bond has to be guaranteed in the‘same wéy as
the bid bond deposit. The performance bond isyﬁg;fg}?gd if thg:;_
contractor fails to complete the project in accordance with the

specification of theg contract.

4. Advance payment guarantee: at the beginning of the
project, the client usually makes an advance payment to the: -
contracting company amounting from 10 to 20'per cent of the
contract price to cover mobilisation costs such as buying:
capital éguipﬁent. This advance payment also needs a guarantee
similar to the performance bond but the period of coverage-is
considerably shorter since the cliént:gepqrally.;ecovers the -
advancelpayyent by dedqctions from tﬁg monthly_payment to the

contractor. .

J+5. Retention guarantee: in some cases the client

retains a portion (usually 10 per cent) of the monthly_paymenpg

R

to the contractors as a retention fund to p§y;for pqssible_ L
damages or faults arising from completed wogkg. If ;pg coptrag?or
prefers to have. the cash available. for ope:@?%ng ggpepseqéj;he
retention fund can be substituted.by an acceptable bqg@ or bank

guarantee.



Other Financial Needs

Apart from the fees charged by the banks at sach
stage of the guarantee, an additional financial cost associated'j
with this guarantee pracﬁice is that in most,cases, the Middle
East client insists on an unconditional demand guarantee which
means it can be called on by the buyer without the need to prove
any breach of contract. Since the Middle East was such a lucrative
market, foreign contractors have had to accept this burden, taking
out insurance to cover the risk. In the 1970s when oil revenue
was flowing steadily into the reserves of the Middle Eastern
countries, the -insurance premium was reasonable as the risk of
the client unfairly calling the bond was small. However, now
that these countries are suffering from declining revenue as
result of the oil glut, the risk that they may .call the bond
unfairly becomes greater and consequently the insurance premium
has increased.l/ aAll this means that the cost of doing business

in the Middle Bast is rising all the time.

The requireménts that.contréctgrs have to meet inrfheir
Middle Eastern business dealings can become very burdensome when
it is considered that each project involves a large amount of
money, about $100 million on the average, therefore the financial
exposure of the contractors often prevent them from even attemp-
ting to enter the bid. For example, a firm c¢an find that the
guarantee it has taken out with its bank has reduced its ability

to borrow for other purposes since outstanding guarantees are

1/ Middle East Review 1584 "Bonds and Guarantees: Hidden Costs

of Doing Business", pp. 37 -~ 38.
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usually considéred as part of a firm's credit. Furthermore, if

a firm is bidding for several projects at the same time, all the
bid guarantees put together can make it very difficult for the
firm to obtain financing for the'ﬁérfcrmance bond of the project
awarded. Some banks have a policf that they will not issue a
bid bond if the subsequent performahcé bond would breach a fifm's
credit ceiling.l/ Large companies dealing with several banks
therefore have an advantage over small ones and they cén also
negotiate for lower fees. The fee curréntly paid by Thai con-

struction firms is about 1 - 1.5 per cent.

We have just seen that bid bonds, covering lees than
5 per cent of contract value, can impose a severe restriction
on small firms. Performance bonds which cover 5 - 10 per cent

of contract value will therefore involve much greater financial

exposure and the advance payment bond can be even more serious

since advance pa gnt sometimes covers as much-as 20 per cent

of the contract vélue. The guarantee required is consequently
very large, often more than the.capadity of any one bank‘fé gqvgr
fully. In such a case, the common préctice ié a "syndicated
guéfaﬁﬁee“ which spreads the risk among se§eral-banks, soﬁetimeg

from many different countries.

Besides the various bonds and guarantees, there are

other basic financial needs of construction companies: in undertaking

1/ mid.
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overseas contracts. These consist mainly of short-term funding
for working capital and medium-term funding for equipment

purchases.

Contractors need short-term financing on a project by

project basis to meet the costs incurred prior to receiving
.any payment under the contract for work executed. These costs
occur in the process of bid preparation; mobilisation of labour
and equipment, advance payment to material suppliers, and so on.
In addition, during the period before receipt of payment for any
work done, overdraft facilities may be required to meet day—to-day
operating expenses. Furthermore, contractors need medium-term
financing for their fixed assets and permanent working capital

requirements.l/

Reasons for Financing Difficulties

It is extremely difficult for Thai contractors to get
financing from commercial banks in the country where the construc-
tion projects are located since the banks have no information. on
their credit worthiness. BAny loan or overdraft application. to
the banks in the project country will have to.go through the same
procedure as the guarantee discussed in the previous section,
that is, require endorsements not only from a Thai bank but also
from at least one other iarge fofeign bank aéceptable to the local

bank of the client.

1/

—" Sub-Committee on Overseas Contracting Relating to Financial
Matters, op.cit., p. 4. '
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Even the largest. Thai contrgctors have found that
Thai commercial banks are-not willing to finance overseas
construction projects. The reason for this bzhaviour is simple.
There is no denying that the risk involved in lending or guaran-‘
teeing construction activities is greater than most types of
economic activity such as manufacturing or services. A cons£ruc-
tion firm does not operate at a fixed location bq;.moves f;qm N
sitg to site wherever and whenever work ig available. Contractors
genérally have a small officewbuilding and a plant yard, located
on cheép industriai 1and. Tﬁé-machinery and eguipment, their
principal physical asset, have to move with site of work and
are cqnstantly subject to rough treatmenﬁ. They have a useful
lifg_of‘ﬁust five to seven years. These assets provide a narrow

collateral base.l/

There are various risks the coﬁstruction entrepreneur
must face. His main task involves the organisation of men;.
machines and material inputs. Each job involves alnew bid and
the cost can vary greatly for products that are similér. depending
on location, weather condition, inflation, labour and éqﬁipment
productivity, gnd thé timé reQuired for the delivery of output.

In some countries sﬁch aé those in the Middie East or Africa,
political conditiéhs.prevailing at the time the project is being '
uﬁdertaken can be crucial factor-in determining the cost and

consequently the success of the project.

l/ The World Bank, op.cit., p. 73.
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With the various risks mentioned above, commercial banks
in many developing countries are reluctant to finance construction
firms except when loan applications are backed by real assets as
collateral. Eveﬁ then, loans issued aré often for a small fraction
of the assets' Qorth. Therefore, contractors frequently have to
obtain additional financing from non-bank sources and pay very

high interest raﬁeé.gf

8 Thai commercial banks do not have gtaff who are qualified
enough ﬁo monitor construction projects efficiently.eyen when the
projects are located in Thailand. For overseas projects, the
gupervigion becomme practically impossible. The expected rate of
return. from extending credit facilities to overseas contractors
is thus very low which is the major reason for their reluctance
to supp?{t the contractors or will only do so at fees high enough
to compensate for the risks in§olved. The cost to the contractor
rises accordingly, reducing his competitivenesé in the world
~market, especially against contractors who receive strong support

and subsidies from their governments.

In sum, Thai construction companies have not been able
to compete overseas for large projects because of their inability
to obtain the necessary guarantees and financing or can only do
so at a high cost. Therefore, they were forced to be satisfied

with the status of subcontractors or with projects of small value.

2/
Ibid., p. 76
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Ha%ing considered the préblems constraining the expansion of
overseas construction exports on the supply side, the next chapter
will discuss the conétraints on the demand-side- by looking at

future prospects, of overseas demand for construction services

HER T O
srtw mdoana il LIS s

and the competition that Thai firms are likely to face in the

wot flneonne

world market,

Gy rdmaads o T ST
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4. FUTURE PROSPECTS FOR CONSTRUCTION SERVICES EXPORTS

This chapter will‘consider future prospects for Thai
contractors in securing overseas projects in'the Middle Eastern
and .ASEAN countries; It will discuss thg difiiculties that Thai
firmg may encounter in some countries that-have been important
markets iﬁ the past, both in the form of comﬁetition from!foreign
construction firms and in the form of the govoernments' protectionist

maasures.

Prospects in the Middle Eastern Countries

Saudi Arabia

The 1970s were the boom years for overseas contractors
in Saudi Arabia. Since then declining oil prices and revenues
have caused the market to contract considerably. The third
development plan (1980 - 85) is coming to an end while the fourth
plan has just been cutlined; therefore the future trend of the
construction sector in this important market has not been analysed

in much depth.

The general indication, however, is that the Saudi
construction markét may recover in 1985 but the period beyond
that does not look too promising. High level Saudi officials who
in the past had advocated a freewheeling business approach now
tend to be more conservative and begin to support protectionist
measures. New policies were announced which favour Saudi Rasiness-

men over foreigners.
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“The construction sector in Saudi Arabia was first
dominated by Eurbpean and Bmerican multinational firms and then
later by South Korean firms. The stage now belongs to Saudi
contractors who were once confined to the bottom end of the
market but when their government embarked on an accelerated
development path,. they have had the opportunity to gain
experience over the years, first as sub-contractors but later in
an increasingly significant role as prime contractors. MNot only
are they new winning contracts for public buildings, roads and
plant engineering but they are also competing for cpqratiqn and
maintenance contracts which foreigqrcontractors had thought they
could fall back on after a longﬂperiod of dominancz in building
and road construction. South Korean contractors which used to
draw around 60 per cent of their business from Saudi Arabia found
their new orders dropped from S 5 billion in 1983 to $ 3.9

billion last year.l/

Furthermore, there have recently been some changes in
contracting practices openly favouring local companies. For
example, in cqnsi@eration of the local firms® small capacities,
whenever possible the Saudi government has trieq to break big .
p;ojects into small parts. The average project size is nor around

i3 20-30 million, compared to $ 150-200 million in the past.Z/

1/

—' Paul. Ensor, "Sinking Foundations", in Far Eastern Economic

Reviéé, 7 Febfﬁary 1985, p. 91.

2/ mia.
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This practice has increased overhead costs for the contractors
and reduced profitability. Net profit per project declihed
rapidly, for example, the profif rate for Korean construction
companies dropped by nearly half between 1980 and 1581, from 10

per cent to just over 5 per cent.l/

An additional protectionist measure was introduced in
March 1983 by the Saudi government. BA decree was issued requiring
contractors with majority foreign ownership to sub-contract at
least 30 per cent of their government contracts to local companies.
This "30 per cent rule" means that foreign contractors are now
seeking new Saudi partnerships, often on conditions obviously of
great advantage to local firms. Another move which seems to be
motivated by Saudi Arabia's concern for the transfer of technology
was the requirement applied to defense contractors wherehby they
were required to invest 35 per cent of the valus of project in
high technology industries in Saudi Arabia. This ocffset invest-.:

ment may also soon be applied to contracts in other fields.

The cost of entering the Saudi construction market is
now even further beycnd the capacity of small firms. Bid documents
are priced oufrageously and with many more firms competing in the
Saudi market, rebidding is now a widely accepted practice, rasulting

in bids that are often "suicidal®. A few contractors went bankrupt

1/

Shin Jae Hoon, "Tough at the Top", in Far Eastern Economic

Review, 12 March 1982, p. 98.
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as a result of projects on which they had bid too low. When a
cash flow problem develops, they bid lower still for other
projects in an attempts to use advance payments to céﬁpieté

outstanding projects.

The failure of Sou;h Korean contractors results in
financial loss to the banks that provided them with guarantees.
Realising tne possibility of serious problems in the future, the
Korean Construction Ministry was prompted in 1981 to set up a
s 500 miilion:fﬁnd, to be contributed by construction companies
over a 10 year périod. The fund will help cover logses from

penalty claims,l/

Since 198é, constru;tion companies were encountering.
difficulties in receiving progress payments from their Saudi
Arabian customers. Bt since most of them have made large
investments in machinery and equipment in the country, théy
could not afford to 'leave. In 1984, Saudilélients owed‘ $ 3
million to South Korean firms in back payments. E&sputgs ovar
purported defects in completed works have been used as an excuse
to stall on payments. There wag one case where the élient took
two years before issuing the final certificate of completion to

2/
the contractor.=

‘After the completion of her basic infrastructural

development, Saudi Arabia has embarked on the next phase of her

Y Ibia.
2/

- Paul Ensor, op.cit., p. 91
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drive to industrialisation, involving the development of petro-
chemical, steel, and shipbuilding industries. Large South Korean
companies, which have been under a great deal of pressure from
local and Turkish firms have started to move out of labour-intensive
into technclogy-intensive worg. An executive of the Hyundai con-~
glomerate commented that for South ﬁorea to stay on in the Middle
East; the only way is to handle“plant operation and high technology
work. Since South Korean companies have had great experience in
building power statinns. nuclear plants, gas separation plants
and s0 on, they stand a better chance than contracteors from the
Philippines, Pakistan or furkey who have recently been trying to
gain a footheld in the Saudi market by tendering bids as much as

20 per cent lower than South Korean firms.l/

With large foreign companies now competing in the Saudi
market, it is clear that.the smaller projects and maintenance and

service works seem to hold out the best prospects for Thai firms.

Kuwait

Elsewhere in the region such as Kuwait the ¢onstruction
sector has also been:somewhat depressed since 1982 when . the
country's unofficial stock exchange collapsed. The government
responded to reduced oil revenues by economising, for example, by

cutting down on government payrolls for civil servants. Overall,

1 . .
—/ Shim Jae Hoon, op.cit., p. 97,
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however, Kuwait is still in a much better position than most of
her neighbours. The discovery of new oil fields in 1984 has.,_

added more than 23 billion barrels to the country's known reserves.

The Kuwait commercisl seétor was hard hit by recent-
setbacks from the Iran-Irag war and stock market crisis. ®The:
private sector has put préssure on’' the g0verﬁment and thisg: i
pressure will have some impact on the contracting scene, at least
in the short run. Thgre has already been seripps concern about
placing more emphasis on local coﬂtractors, f6£ e%ampie, the Kuwait
Chamber St Commerce apd Industry has started lobbying to award
more contracts to Kuwaiti companies wherever possible.” Tt also -
proposed that when foreign firms were awarded the contract, 40
per cent of the work should be allocated to local ‘éompanies. In
April 1984, the cabinet'dpproved measures to bar foreign contractors
from taking part in public sectof conistruction work except in cases
where the overseas company has certain kinds of expertise that
Kuwaiti firms lack. In such cases, foreign confrééféré are still

obligated to buy all their construction materials locally and

must sub-contract work to Kuwaiti companies.’

Oman

Oman is one Middle East ‘country that still seams to
provide good prospects for construction firms. Its third five-year
development plan (1985-89) includes for example;, .a 5115 . million

sewage programme, a $290 million extension to the main ports
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and a $131 million water -catchment project,l! The plan also
continues toc emphasise rural development. The contracts for
these programmes are likely to be broken down into small packages
to give local firms a better chance of winning them. However,
since there are no specifications favouring local firms, thege'
small projects also mean that there should be a better chance for

Thal contractors to compete with other foreign firms.

Opportunities in the ASEAN Countrics

With the prosgpects in Middle Eastern countries becoming
dimmer, many Thai contractors have already begun turning towards
ASEAN markets. Bit there again, they haye to be prepared to
face protectionist measures from the host country and fierce
competition from multinational contracting firms returning from

completed projects in the Middie East.
Mal aysia

In Malaysia, even though large projects will continue
to be undertaken, such as the '$1.6 billion rapid transit
project and the ' $54.8 billion to upgrade the country's rail
transport system, there are several factors that could complicate
contracting work in that couA!ry. Foremost among them is the New

Economic Policy, inaugurated in 1970. The policy was designed to

-

1 . .
1/ Worldwide Projects,; Vol. 9, No. 5, October-November 1984,

Intercontinental Publications, Inc. p. 28.



47

reduce poverty and ensure that the country's wealth and job
opportunities are evenly distributed within this.ﬁulti-racial
society. Its goal is to place ownership of at least 70 per cent
of the nations's corporate wealth in the hands of Malaysians,.
with at least 30 per cent owned by indigenous Malays, the

Bumiputras. And this goal is expected €o be achieved by 1990.

In practice, this means that a foroign firm must have
a local partper, preferably with a Bumiputra at its heaa, t§
stand a chance of winning a contract. Malaysian contractors,
however, are reluctant to acquire joint-venture partners unless
the partner has a specialised skill required in a particular
project. The governments of South Korea and Malaysia signeﬂ an
agreement in 1981 to undertake major gobernment projeéts. The
agreement which was signed with the countries' construction
association provides for “most favoured" treatment of Soﬁth
Korean joint ventures. In exchange for this commitment, South
Korea will providg on-the-job traininq to Malaysian skilled

workers.

Furthermore, the government has been following the
*Look East Policy" which aims at reducing the country's dependence
on the West and instilling Japanese and South Korean work ethics
and management style. The policy has resulted in Japanese and
Korean contractors taking the lion's share of projects. Recently’
however, there have been signs that fhe government is reassessing

this policy.
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Singapore

In Singapore, the property glut has resulted in a
slow-down in the progress on several construction projects.
This surplus supply of office, retail, residential and hotel

space is expected to last until 1987.

In mid-1984, the Singdpore government created a
Construction Industry Development Board; which aimed to promote
the modernisation of the local building industry by importing,
adapting and transferring foreign building technology and by
nurturing a stable pool of Singaporean construction workers.
A Constrpction Industry Training Center has been set up with the
objective of turning out two to three thousand skilleé wo;kers
each year to replace the hundred thousand foreign workers currently

employed in construction.

The government has resolved to phase out Indian, Sri
Lankan, Filipino, Indonesian and Thai workers by 1991. At the
gsame time, it has reclassified work from Hong Kong, Macau, an
Economic Island, Socuth Korea and ethnic Chinesc from Malaysia as
.“traditional-source“ labour, with the possibility of asgimila- h

tion and citizenship,

A list of "super builders" has also been drawn to
regigter firms that can produce work of uniformly high standards.
Foreign firmg may ragister with the board, detailing their net

worth and work experiences. Except for the Mass Rapid Transit
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Project, contractors not on the register will not be allowed to

. 1
tender for govaernment projects.—
o Brunei

Al though the overbu11d1ng of offices, hotels c'md
shopp:.ng complexes is ocourring throughout most of A31a from
Singapore to Hong Kong, not to ment}.on Eangkok J.tself th:.s
problem is less acute in countr:.es that have started the:.r
drives td'de\';eloﬁ'tne'nt only recently,where there are still
significant amount of infrastructural facilities to be completed.
One example is the tiny, ocil-rich Brunei which has juat gained

its independence from England in December 1983.

while Imost oil-expérting countries are scaiing d;bwn
their development budget, Brunei is launching a 1argé economic
development programme, whic.:h is financed by the governr;ent's
&unei Development;_' rfund, focuses on d:;.versifying t'he écoﬁomy nby
developing agriculture, forestry and fisheries, it élso :.ae;ek-s |
to improve Runei's road, sea and air communications. This means
a steady flow of projects, the bulk of which will be contracted
out té foreign firms, using foreign labour and imported materials.
Foreign cént.ractors interested in undertaking projects in B:'ﬁne'i
have to be regiéféred with the ..Legal Department by submitt:iﬁg

a letter of intention, stating their qualifications. The Public

Works Department who oversees the bidding of all ‘construction

1/ For further details on upcoming construction projects in

various countries, see Worldwide Projects, op.cit.
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projects will then classify the contractors into one of ‘the four
levels, which will determine the size of the projects they are
qualified@ to undertake. This process takes about éi# ﬁonths.
The registratién‘can be in the form of setting up a branch
office,‘a néﬁ‘company with 100 per cent foreign ownership or as

a joint venture with a local firm.

Thé invitations to bid are announced weekly in an
official malay publication about 15 days beforeband excépt for
large size, highly techniecal proﬁact which will be giveﬁ more‘
time. Bidding documents are all in English énd the bid guarantee
is usually 5 per cent of the contract vélﬁe. Tha guarantée haa
to be from local banks only but many projects do not require a
bid guarantee. Instead there has to be a letter from a local
bank confirming that it will issue a performance bond if the

contractor wins the bid. o L e

Even though the wealth of the government énd tﬁe laék
of brotectionist measures make the construction oppoftunities in
I:unei look the most promising among the Asian éountries, thg
small size of the country and ifs pépﬁlation means that the
process of building up ba51c 1nfrastructure, offices and hou51ng

will soon reach its saturation point, and the government is also

very careful with its spendlng.
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Foreign Competition

At the same time that construction activities in most
Asian countries are taking a downturn. Competition among the
builders has been made more keen by the return of several firms
from completed Middle East projects. The Asian constructicn
industry has undergone a rapid growth during the 19705 when there
were opportunities for masgive contracts in the Middle East with
Forean, Japanese and an Economic Island's firms receiviﬁg most of
the benefits. However, now that Saudi Arabia, the largest market,
has completed most of its infrastructural works, Iran and Irag
are engaging in a war, and oil price is declining,the Middle
East area is no longer as profitable, and Southeast Asia is seen
as the next obvious choice. Korean, Japanese and an Economic
Isiand's %irms begin appearing on the tender lists of contracts
in Asia in increasingly larger numbers. These firms brought
with them advanced management techniques, large capital reserves,
high technology construction methods and a sophisticated bidding
system. All these factors enable them to un@ercut local contrac-

tors and win major contracts.

From the situation described thus far, it is clear
that Thai contractors are facing more serious competition fhan
ever before in a market that is declining. If the Théi government
is to rely on construction firms as a source of féreign exchange
earnings and employment generator, some form of support will be
needed. In the next chapter we shall look at past attempts at
cooperatidn between the-government and the contractoré, the reasons

for their failure and a possible course of acticn for the future.
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5. ROLE OF THE GOVERNMENT IN FROMOTING CONSTRUCTION

SERVICES EXPORTS

For many years there has been an ongoing dialogue
between Thal contractors and the government about the appropriate
role‘and support of the Thai government in promoting overseas
contracting business. The government has maintained an interest
in this matter since it considers that Thai firms possess exper-
ience and skills on the same level as those of other Asian
countries. Appropriate support could help them to be more
flexible and reduce their costs to a leval competitive with other
Asian firms. It will also create opportunities to expand Thailand's
economic base which is in line with the government's general policy.
Onice the construction industry has gained a foothold, the contracts
gextablished could lead to the promotion of other businesses, such
ag supply of materials, maintenance and repair, shipping and

other services.

Review of Past Efforts

The interest in promoting overscas construction started
in 1977 when Prime Minister Kriangsak Chamanan, sesing the export
of construction services as a means to earn needed foreign exchange
to ease the country's balance of payment problem, issued an order
tc several government agenciesg to consider policies and measures
supporting the attempts of the private contractors to bid for
overgeas construction projects partieularly those in the Middle

East.
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In January 1978, the Presidént of the Thai Contractors’
Agsociation submitted a report to the government Qetailing the
problems and obstacles facing Thai contractors in bidding fqr
overseas contracts. The problems could be summarised under three

categories:

+
One. Most construction projects in the Middle East

were very large, involving around one billion baht. Bidding or
undertaking a proijsect required of such scale the submission of
various types ¢f bonds or guarantees. Those guarantecs in agara-
gate could amount to 25 per cent of total project value which
made it virtually impossible for any one private company to

find a financial institution which would ba interestsd or willing

to- take the very high risk of supporting the project.

Two. There were no tax exemptions for overwmeas
businegss, unlike in other countries such as Korea and the
Philippines. This meant that Thai companies had to bear much
higher costs than their competitors, resulting in higher bids

and therefore reduced their chance of winning.

Three. Many of the existing rules and regulations did
not facilitate private firms to undertake overseas contracting

business.

Soon after that, the Council of Ministers éppointed a
comittee chaired by the Minister of Commerce to study measures

to support overseas business. Two sub-committess werse sat up to



invéétigate and report on the possible measuras raelating - to
finance ‘and labour respectively.: The main area of focus was the
Middle Eastern countries which were enjoying a period of construc-

tion boom at that time.

. . 1
Proposal of the Finance Sub-Commlttee—/

The Finance Sub-Committee proposed that in order to
be in a stronger position to qualify and conpete for congtruction
contracts in the Middle East, it would be necessary to form a
National Construction Company to pool capital as well as construc-
tion and marketing capabilities. The objectives of the company.

waere:

1. To issue the various guarantees raguired for the

construction contracts.

2. To arrange loan financing up to 25 per cent of.
the value of the contract, which will be secured only by assigning

the right to receive payment under a contract to the company.

In addition, it was expected that the company will

also perform the following functions:

l/ Sub-Committee on Overseas Contracting Relating to Financial

Matters, "Proposal to Establish a National Construction Company
for Overseas Projects", June, %978, pp. 4 -5.
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(i) Maintain high professional standards by ensuring
that only fully cpmpetent and reliable Thai
contractors are its memsers,

{ii) Bid for overseas contracts on behalf of its
members.

{iii) Allocate contracts amoné its members or form
congortium of members if necesséry, but retain
responsibility for the satisfaéfory completion
of the contract.

(iv) Assist members who have problems fulfilling
their contract.

(v) Provide training facilities for construction

skills and professions.

A number of Thai contractors later agreed to
cstablish the Thai Contractors consortium (TCC) with stated
purposes similar to those listed above but with no direct
financing or guarantee function. It has a registerad capital of

100 million baht and office was set up in Riyabh, Scudi Arabia..

Existing financing facilities available Thailand
were considered to be adequate for the requiremant of the overseas
and limited in their capacities to provide guarantees for.overseas
contractors. The finance sub-committee therefore recommended the
following alternative guarantee schemes which would be essential
in order to enable Thai construction companiaes to compete on an

equal basis with those from Korea.
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1. Direct government guarantes through the Ministry
of Finance. This method, although direct and simple, would
require revision of existing legislation in order to empower the

Ministry of Finance to guarantee private firms.

2. The government could set up a guarantee corporation
which would provide guarantees for high priority arsas, including

the overseas construction industry.

3. Private sector financial institutions could form
a guarantee corporation with the specific purpose of providing
guarantee for the overseas construction industry. This corpora-
tion should be established under a special law to ¢nable the

government to guarantee its obligations.l/

Additional supportive measures recommended by the
sub-committee include reduction of duties levied on machinery
and equipment used in overseas construction projects, exemption
or reduction of taxes on income earned overscas and permission to

open foreign currency accounts.

In the meantime, however, although the contractors had
indicated their seriousness in going overseas, the government
moved extremely slowly. The proposal submitted by the finance.

sub~committee received many objections from the several related

1/

~  Sub-Committee on Overseas Contracting Relating to Financiai
Matters, "The Promotion and Support of Overseas Construction

Work by Thai-Contracting Companies, October, 1378.
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government agencies especially regarding financial support.
Officials of the Ministry of Finance and Bank of Thailand ware

very reluctant to extend assistance as the financial situation

of the Thai government during that period (1978-79) was very

tight. They also felt that the setting up of special financial
institutions was not yet necessary and existing private institutions
should be used to the fullest extent first. Bt it was difficult
for contractors to obtain support and guarantces from Thai Commer-
cial banks which at that time were not famiiiar with this form

of extending credit plus the fact that ecach project was of

extremely high value. The risk involved would have been too

great for them.

After the committee headed by the Minister of Commerce
was dissolved in September 1979, a new committee was again formed
to consider policy measures to promote the overseas construction
business. This new committee never had a chance to do much and
was automatically abolished when the government resigned in early
1980. The Thai Contractors Consortium, secing no help coming
from the government and incurring a large amount of expenses in
maintaining a Riyadh office, finally gave up and closed down its

office in July 1980.

Recent Attempts

The new government headed by Prime Minister Prem
Tinaul anond, however, continued to be interested in this issue.

Again a committee, and sub-committees were set up to suggest
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policies and measures towardé overseas contracting business.
In March 1981, the Governor of National Housing Authority led a
group of representatives from the Thai Contractors Association
to meet the Prime Minister and asked his gobernment to reconsider
made three years earlier by the committee chaired by the Minister
of Commerce in which a National Construction Company was to be
set up with government heolding a majority sharc. The National
Housing Authority proposed to play an active role such as sclec-
Ling eligible companies to undertake the bidding and arranging
joint-ventures when appropriate. The provision of guarantees
was to be the responsibility of the Krung Thai Bank, the
Government Housing Bank and the Industrial Financs Corporation
of Thailand. That meeting did not provide any fruitful result
either, except another announcement by the Prime Minister that
his government strongly supported private contracteors' effort to
bid for overseas contracts. Two years later, the Committee to
Coordinate Thai HBusiness Abroad and the Cocordinating Center for
Promotion of Bugsiness Abroad were set up. The function of the-

centre was to:

i. screen overseas business projects that request the
government 's support and submit them to the committes:

ii. coordinate the process of solving the problems
relating to business abroad both on the public and

private sides;
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iii. coordinate work which concern the creation of
opportunities toc expand the market for construction
and other business abroad;

iv. coordinate with foreign government and busincssmen
both in Thailand and abroad in relation to bidding
and contractual arrangements with foreign govern-

mentgs and companies.

Since its establishment, the centre has directed its
major.effort towards solving the guarantee problem as this is
considered to be the most important cbstacle preventing Thai
contractors from expanding their overseas markets. It has also
coordinated the formation of jointventures between Thai firms

which enables them to bid for projects of high value.

Lessons from South Korea

When the issue of government promotion measures towards
the export of the construction industry was brought up, one example
that was always referred to was South Korea which had given various
kinds of support to her construction industry. But were all those
meagures really appropriate? Were there any problemg encoutered
by the government after the support has been granted? Can Thailand

draw any lessons from the Korean experience?

There have been some doubts whether the Korean govern-
ment measures were necessary and welfare-improving. Given that
Korea was_éxperiencing very large current account deficits,

rising unemployment and excess capacity in the construction industry,
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those measures may have been the expedient solution. The o0il
crisis may have justified the all out support given at that time,
but there was evidence which indicates that the support was
maintained well beyond the crisis and might have had an adverse

effect on the Korean economy.l/

The government of Kérea began taking measures to promote
an "Advance to the Middle Eagt" since 1975. The Overseas Construc-~
tion Promotion Act was established in December 1975 - two years
after a Korean company won a gonstruction contract in the Middle
East. ~The Act.requires a.construction company to be licensed py;
the Ministry of Construction. The licensed company needed to
obtain a permit to bid for a construction project. The Mini$§92
of Construction was also empowered. to arrange for the formation.
of a joint venture among Korean companies if he considered that
to be necessary such as in the case ;f a largé'scale'construction
project. Eurthermore,‘the%Migister may restrict some firms to
the.stams of subcontractor.to work. only with other Korean

companies that have obtained overseas construction contracts.

The stated purpose of the Act was to support and manage
the export of construction services and the requirements above

werdg meant to increase the professionalism of the construction .

1/

See Chung H. Lee, "Government Promotion Measures for Construc-

. I R AN R
tion Service Exports to the Middle East", Department of Economics,
University of Hawaii, 1984, and Byung Ho Park, “Economié

Consequeneges of Middle East Advance in Overseas Migration of

qu,KoreanS: Seoul National University, Institute of Population

and Development, 1983, pp. 11-51 (in Korean).
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industry, to improve its technical competence and thereby strengthen
the international competitiveness of the Korean construction
industry. Wha; it‘has done, however, was to reduce competition
among Korean coﬁpanies abroad and in so doing korea may have been
able to retain some of her monopely rent. Lastly, since the
Ministér of éonstruction has the authority to issue licenses,

to specify which company will have the status of prime or
subcontractors, it is very likely that the opportunity is open

for the rent to be shared by some officials in the government.

Another important supportive measure of the korean -
government is in the form of varicus subsidies. both direct and
indifeé%? fhfough thé provision of bond and guarantee services
by govérnméhé controlied banks. The banks posted bonds on behalf
of ﬁhé constfﬁéﬁion companies and the cost of these services is
borne by ﬁhe'banks which also provide the coatractors with a
stahdéby leﬁter of credit in case they p?ed to borrow funcs in

the Middle East.

The government also provided insurance on losses that
could occur to the companies as a resultloflforeign exchange control,

war or”abrogation of the contracts by the Middle Eastern clients.

Another subsidy given to the contractors was in the
form of a lower tax_rate. In 1975, the corporate income tax on
earnings from ovérseas construction activities was reduced by
SO.per cent. But in 1982, the government announced that only
2 per cent of foreign exchange earned from construction activities

will be tax-exempt.
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Al the above subsidies and supports were rooted in
the Korean government's desire for foreign exchaﬁge, therefore,
in return for the support given, the government fquired that
80 per cent of wages and salaries of constructiﬁﬁ ehpioyees be
paid in Korea and the companies may keep only up to 3 per cent
of foreign exchange earnings on site, the rest having to be

remitted to Korean within thirty days.

Have all these measures achieved the. desired result ?
Has the balance of payment deficit and unemployment rate been

reduced ?

It has been contended that the policy was ‘appropriate
when it was instituted, that is, when Korea was suffering from
the effects of the oil crisis. The country was facing high oil
prices and ﬁeakening world demaﬁd for her manufactpred exports.
The obvicus answer to the problem of the current account deficit
and ﬁnemployment was thought to be the promotion of construction

service exports.

Given that the Korean economy was experiencing labour
surplus and excess capacity in the construction industry, the
initial effects of the measures outlined above were very positive;
the current account deficit improved trémeﬁadusly and the unemp-
loyment rate went down. However, only a few years after the
measures were in use, the labour surplus condition disappeared,
and the expansion of construction service exports was made at
the expense of the other sectors of the economy. This éctibn

cannot be justified by the usual infant industry arqument since
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The Korean construction industry in 1975 was not at an infant
staéé needing support in order to be able to compete with
contréﬁtofs from developed countries. iOn the cecuntry; at the
time of government intervention, some Korean firms haﬁ_already
been.wo:king in the Middle East, although they had not ygt_peen
operating with highly advanced technology and management know-how.
The éxternal'effect argument cannot be supported ei;her, Korean
firms 'did not seem to be:acquiring any technology which they
othérwise could not obtain at home. The technology they possessed
was already quite adequate for undertaking most of the projects

‘in the Middle East.

If is difficult and probably not relevant to try and
draw implications from the Korean experiénce in our discussion
of the proper role of the Thai ggvernment towards the exports of
construction servicéé. Mést ofrthe arguﬁénts ébout'the adverse
effééﬁs of construction exﬁorts'in Korean' focus on macro variables
s;chvaé‘ééonomic stabjlity and the structure of the economy. Bit
the situation in which Korea found herself when all those suppor-
tive measures were instituted was not likely to be repeated again
ésﬁécially thé demand side factor; that is, the construction boom
of the sort that occurred in the Middle Eastern countries in the
1970s. Korean's construction industry had the capacity to take
advantage of it and the government was desperate enough for foreign
exchange to attempt those measures‘which required very strong
political will. Under the leadership of . President Park, and the

very controlled nature of the Korean economy where the government
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already has large amount of intervention in the market, the
measures proved to be successful in achieving its primary objec-

tives of reducing the balance of payments deficit and unemployment.

When th; Thai Contractors Asspciation made ites urgent
request to Prime Minister Kriangsak eight years ago, the demand
for construction services in the Middle East had already begun
its downward trend. The present market conditions, as described
in chapter 4, indicates very tough competition for Thai firms.
Therefore, we cannot simply pick up the measures that the various
government committees and sub-committees and the contractors
themselves have spent go much time and effort devising but we need
to consider -the practicality of those measures given the market

conditions that have drastically changed.

Appropriate Role of the Thai Government

In order to analyse and recommend what could bhe the
appropriate role of the government and the proper measures to be
undertaken in promoting construction service exports, it is first
necessary to discuss the government's objectives, then we can -
discuss whether these objectives can be met without direct govern-

ment intervention in the private market.

The two most important objectives of government in
promoting construction exports are to reduce the balance
of payment deficit and domestic unemployment. Thai construction
workers have proved themselves in the past decade to be capable

of earning increasingly large amounts of foreign exchange and the
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contractors have also shown themselves to be capable of undertaking
various kinds of construction projects at a standard equal tqﬁthat
of foreign'firﬁs Qho have in thg p?St been awarded projects of

very ﬁiéhrvalue in thé Middle East; The contractors have maintained
that the main feaéén they were not able to compete successfully in

overseas market was the lack of fiscal incentives and guarantees.

wWhy should the government undertake financing responsi-
bility for construcﬁionufirmé ? One argument is that it should
assume that role in the early stages when the industry was trying
to break into the new market. It in effect performs the function
of.screening thé qualified contractors for potential clients
overseas. During the early period in any market; a seller of

goods and services should provide as much information as possible
to potential buyers (that is, if he sincerelf believes that his
product is as good as or better than those of his competitors).
Some goods and services, however, have verylhigh inforﬁation costs,
Information about the performance‘éf a particﬁlar construction
company can best be obtained by the potential buyer oniy throﬁgh
the experience of using it. The next best alternative iélto find
out the firm's reputation from a reliabl;-sburce, such as from the

person that has recently used the service.

Bzing newcomers, Thai firms have to bid against well-known
foreign companies with many recently_c;mpleted ovarseas projects.
In addition,_ those foreign firms often have strong support from
their own governments in ithe form of subsidies which lower their

.gogts and thus their bid price. Thai tirma, going en their own,
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do not stand much chance in the face of such competition. There-~
fore, the case for government support seems to be valid on this
ground. Construction firms should be given support in the early

stage of trying to gain a foothold in new markets.

An issue to be faised here is : how long does this
support have to go on ? If other foreign governments continue to
proﬁide éﬁbsidies and incentives to their construction.firms, must
the Thai government up its éupport also? These are not sasy
questions bu£ ones that seriéusly need to b? considered‘before any

measure is instituted.

The next isgue involves the nature ef- the guarantec
itself. If the government is to assume the role of a guarantor,
which will have to be the gase if the guarantee is to be of equal
status ﬁq_@hose received by most foreign firms, it is in effect
removing the risk for both the buyers and sellers of construction
seryices, which implies that the government may be encouraging
more contracts to be signed than they would be if the risk is
considered by both priyate parties as part of the costs of doing-
business. 1In view of the increasingly high risk of contracting
in the Middle East, as discussed in section 4, this issue should
be analysed carefully. An analogy can ﬁe ma&elﬁith the massive
amount of foreign debt now held by many‘goﬁernmént agencies and.
state entefbrises. There is no doubt that:aliarge proportiqn of

those loans would never have been made by overacas financial
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institutions if there were not guaranteed by the Thai government.
There has recently been heated debate.on the potentially crippling
effect ‘these loans can have on the Thai economy; will the guarantee

for construction firms ultimatelyzéause the same problem ?

Foreign exchange earnings and increased employment that
will result from the expansi;;‘of construction services can certainly
be of great benefit to the Thai economy. BRut the risk invelved
should be properly evaluated and after all careful deliberations
are made, it is likely that Thailand may find that for the time
being it will have to be contented with the role of exporter of

construction workers.
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6. SUMMARY AND CONCL USIONS

This study has discussed the construction services in
Thailand with special reference to the proper role of the Thai

government in encouraging the export of the services.

For the past decade, the exports of construction services
from Thailand have been in the form of sending workers to partici-
pate in construction projocts overseas, mostly under the employment
of foreign firms. Remittances sent back by these workers represent::
an increasingly larger proportion of foreign exchange earnings.
Recentiy, the Thai government which has been trying to find measures
to alleviate thé domestic unemployment probleﬁ hag alsoc been facing-
the problem of reducing the balance of payment deficit. Expanding
the construction services by encouraging Thai contractors to bid
for overseas projects is seen as a convenient way to solve the two

problems simul taneously.

Direct economic benefits from promoting overseas
construction industry will be foreign exchange earnings in the form
of remittances of wages and salaries by the workers. Another
benefit is the increased income of Thai workers who are already
being hired by foreign firms. Since the current employment procedure
whersby employers use the services of recruiting agencies, workers
have to pay a large proportion of their income as commisgion fees
to the agent, these fees will presumably be eliminated or reduced
substantially if Thai firms undertake the projects and recruit

workers directly. An additional benefit to the workers is that
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they will be better treated and feel more secure if they could

work for Thai firms.

Although a number of Thai construction firms have
alreadylbeen_wquing overseas both in the Middle East and ASEAN
countrigs, tbey have either been working as subcontracters or
obtaining only projects of small value. The major reason was their
inability to secure the required guarantees and necessary funding;

or only at high cost.

The Thai contractors and the government havé held several
discussions over the past eight years concerning various forms of
supportive measures that could be provided by the Thai gové;nment
in order to allow Thai firms to compete with other Aszian firﬁs.on
an equal basis. The construction situation has now changed consi-
derably both in Thailand and overseas and the focus of the government's

proper role should be changed accordingly.

Overseas Construction Situation

In the 1970s when there was a.constructionlboom in the
CPEC countries, it seemed that the main problem constraining the
expansion of Thai firms into overseas market was the lack of
guarantee facilities. A proposal was made to the government to
consider setting up an institution that could provide the hecessary
guarantees required by overseas construction contracts. BHet since
such a proposal would necessitate the legal backing of the government,
it had to gain tbg approval of the various ministries and institutions

concerned. The financial risk involved for the government was
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considered too high and the proposal was suspended, with a
suggestion that credit facilities available at commercial banks

should be used to the fullest extent first.

Thai commercial banks have up until now been unable
to provide guarantee for Thai firms directly to clients in Middle
Eastern countries since only financial institutions on the
guarantee list approved by the clients can do so. Thai contractors
have tried to encourage the government to endorse Thai banks to
the Middle Eastern governments but have not been successful. In
early 1985 when a Thai Mission led by the Minister of Foreign
Affairs visited Saudi Arabia, this problem was brought up and the
Saudi authorities merely éonfirmed their previous stand, that is,
in order to be approved on the guarantee list, Thai commercial
banks ﬁeed to submit theirrintention together with detailed
information of their financial pqsition and past performance.
The Saudi also emphasised that Thai commercial banks should try
to inecrease their dealings with Saudi Banks which could lead to

mutual trust and understanding.

‘The feeling of Thai banks and Thai contractors regarding
this matter is that unless the Bank of Thailand provides its
endorsement, the chance. of Thai banks getting on that list will
be small. Hit even if they manage to do so: it is doubtful that
commercial banks will be willing to take the risk or absorb the
expenses of the monitoringﬁsuch loans. In any case, the physical
assets of construction businesses provide too narrow a collateral

base for the banks to be willing to grant large loans or guarantees.
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The recent decline in oil prices and revenues has meant
a substantial cut back in Middle Eastern construction projects.
Bagic infrastructural facilities were alsoc mostly near completion.
The future demand is likely to be in maintenance and repair which
wouldlbe.handled mostly by iocal firms. ASEAN countries do not
provide bright prospects either. With the preference given to
locéiwfgfms or joint ventures and the strong competition from
other Asian firms particularly the Korean, Japanese and
Taiwanese , ﬁhe chance for Thai firms securing projects of
high value is minimai.

It is expected, however, that there may soon be an
upturn in the Middle East market. An end to the ;rannlraq war
will bring about immensg opportunities for constrqctioﬁ contracts.
In Agia, China is seen as the future hope for contractors. Even
though the Chinese is likely to try and use local labour and
materials as much as possible, there ig still a prospect for a
sizéaﬁié amount of construction works becoming available to
outsidelcompanies. Many of these works will inveolve the building

up of basic infrastructure which Thai firms can handle guite well.

There will be the usual financial requirements in the
form of bonds and guarantees although they will probably be less
stringent than the situaticn in Saudi Arabia. If the government
is keen on encouraging the overseas expansion of the Thai construc-
tion industry in order to serve the twin goals of easing domestic

unemployment and earning foreign exchange, scome form of government
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involvement in the guarantee procedure is necessary. The proposal
made several years ago by a government committee which was discussed

in detail in section 5 should be brought back into consideration.

In essence, it involves a close cooparation between the
government and financial institutions in ThAiland and the contrac-
tors. The Thai Contractors Association should take an active role
in screening the construction firms to undertake the bidding and
contracting overseas. For projects of high value or comblicaﬁe&
technical réq;irement which are beyond the capability of any firm,
the aseociation should encourage and arrange joint-ventures to
ensure that the contracts are fulfilled efficientiy. These
arrangements should make it easier for contractores to obtain
guarantees either from privaté commercial banks or from fihancial
institutions such as the Government Housing Bank, thé'Krung Thai

Bank or the Industrial Finance Corporation of Thailand.

Information on the important foreign construction markets
should be gathered and distributed to interested contractors. The
relevant information includes upcoming projects; business laws and
customs, ana S0 on. .This could be a major function of the Coérdi-

nating Center for Promotion of BRusiness Abroad.

Domestic Construction Situation

Thai contractors are not only facing increased competition
in the weakening overseas market, but domestically they also find

that foreign firms are taking larger share of the construction
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ma;ket than ever before. These firms eithercome in as joint ventures
with the local partner or ceme in directly for srojects financed

by loans from organisations like the World Bank, the Asian
Development Bank or the Overseas Economic Cooperation Fund. Thai
firms have lost almost all the large contracts to the foreign

firms who bid as much as 40 per cent lower than the estimated value,
causing them to be accused of the practice of “dumping", having a
loﬁb—run plan to ultimately reduce Thai firms to the rol; of sub-

contractors.

The accusation of dumping is not easy to prove. Large
multipational firms do by nature have many kinds of advantage
over local firms, and thus are able to submit lower bids. For
example, for large civil projects using specialised equipment,
multinational firms with large capital and equipmént backing will
naturally have an advantage over smaller local firms that need to
purchase new equipment on short notice for a particular job. For
large structural work such as bridges or plant erginearing,
foreign firms can often buy large amounts 6f materials and
equipment directly from the manufacturer or through their own

trading firms which give them much better payment terms.

. The most obvious advantage that foreign firms possess
was in the ability to obtain financing for the projéct. Jaﬁanesé
firms, for example, can obtain a loan at only 5 per cent interest
rate -- 3 times less than what Thai commercial banks charge local

firms.
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For large~-scale government projects financed by foreign
borrowing which_generally require international bidding, local
firms are often not even gqualified to enter the. bidding since
the specifications drawn up by foreign consulting. engineers often
reqguire a large amount of registered capital and revenue or recent
experience in similar projects. ©On this issue, the government has
been requested to negotiate with_thé lending agencies that Thai
firms at least be allowed to submit their bid even though they

may have failed to meet all the specifications.

Another request made by_Thai contractors to the govern-
ment is that a 5 per cent price priority be instituted, that is,
Thai firms are allowed fto bid as much as 5 per cent above their
competitors and stil; be awarded the contract. ‘This practice is
common in many deyeloping countries and is accepted by lending
agencies such as the World Bank. In fact, the priority is sometimes

as high as 15 per cent.

On the issue of competition from foreign firms, there
are again certain problems that may block any government support
measures. For government projects financed by the annual budget
and most of the private projects; the contracts are still awarded
mostly to local firms, partly because theqe projects are too small
to be considered attractive by multinational firms. Almost all of
the large scale projects that go to foreign firms happen to belong
to the government, and the low bids result in substantial savings

to the government. The immediate benefits are therefore large and
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obvioug, and enjoyed by the government itself, while the long run
cost are not only unclear, but are also seen-only és remotely

concerned with the government.

~ Furthermore, the projects won by foreign firms are
implemented efficiently, using the Latest available tephnology and
employing large nqmpgrs of local workers at all skill leve;s and
with subcontracting work for local firms. Thus there can be a
counter-argument that whatever costs local firms have to bear now
are the costs that they must incur in the learning process, by
working as subcontractors to these highly efficient multinational
firms. As construction techmnology is also constantly moving upwards,
and a considerable amount of time will elapse before Thai firms can
catch up with it, the presence of foreign contractors should be
accepted as suppliers of specialised services for projects that

exceed the capacity of domestic companies.

However, instead of Thai firms remaining only as
subcontractors, more joint-ventures should be encouraged. The
recent offer by the Finance Ministry of tax exemption for profits
derived from jeoint-venture between Thai and foreign engineering
firms -~ a privilege not available to foreign firms that merely

subcontract to Thai companies -- ig a step in the right direction.

Technology transfer should be the major respongibility
of the foreign partner to enable the Thai companies to stand by

itself as soon as possible. Such transfer should be done on the
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basis of on-the-job training. Well-educated engiﬁeers are already
plentiful in Thailand, but they have difficulty keeping up with

new technology. Local-foreign cooperation on an equal basis should
lead to the ultimate goal of technology transfer. The know-how and
experience géined in high technology works will also be an important
stepping stone for;Thai contractors for eligibility in the increas-

ingly competitive overseas construction markets.
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