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Executive Summary

Governance of the Stock Exchange of Thailand

Against the backdrop of globalizing trends in capital markets which enable investors
to invest globally more conveniently than ever before, but at the same time also make local
capital markets more exposed to market failures and systemic risks in other markets, good
governance of stock markets is a crucial prerequisite to a fair and well-performing market in
which market failures such as market misconduct and information asymmetry are minimized.

Since the 1997 financial crisis, the Thai government and various government and
semi-government agencies have collectively played an increasingly substantial role in
Thailand’s local bourse in many dimensions. It is simultaneously a major investor that owns
shares worth at least 22% of total market capitalization in listed companies, a key originator
of significant capital market policies such as tax incentives for newly listed companies, and
the ultimate controller of the Stock Exchange Commission (“SEC”), Thailand’s stock market
watchdog, which in turn has controlling power over the Stock Exchange of Thailand (“SET”).
Managing the conflicts of interests that are inherent in these different roles alone is already a
difficult task, but in the context of the prevailing “money politics” structure of Thailand’s
current political economy in which many politicians are often accused of misusing state
authority for personal gains, good governance of the stock market is imperative for the
sustainable growth of Thailand’s capital market and its stability.

Key findings in this paper and policy recommendations can be summarized as follows:

Governance structure

= Organizational structures of the SEC and SET are prone to political intervention, as high-
ranking public officials such as deputy ministers also serve as ex-officio SEC
commissioners, and the SEC has controlling power over the SET, which remains a non-
profit organization.

= Several high-ranking officials who sit on the SEC board of directors have conflicts of
interests that can be exploited. For example, the Deputy Minister of Finance serves both
as an SEC commissioner, and director for several government-owned listed companies
that the SEC regulates.

Requlation

= Violations of the Securities Act are considered criminal offenses. The prosecution of
severe offenses that cause great harm to the market, such as large share price
manipulation cases, is extremely cumbersome and difficult to lead to real indictments
due to the requirement of Thailand’s criminal justice system that all proofs of guilt must
“beyond the shadow of a doubt” — a near-impossible requirement in complex fraud cases
in the stock market.
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= Thailand has inadequate protection of minority shareholder rights and insufficient legal
channels through which minority shareholders can conveniently sue wrongdoers for
damages caused by false disclosures or share price manipulations.

Enforcement

= Between 1999 and 2005, total fines levied and criminal prosecutions in share price
manipulation and insider trading amounted to 36 cases, or only 3.6% of all fines and
criminal cases the SEC handled during this period. This low ratio is indicative of
regulatory limitations mentioned above.

= The SEC’s enforcement powers are much more limited than its counterparts in the U.S.,
Taiwan, South Korea, Malaysia, Hong Kong, and Singapore, some of which have quasi-
judicial powers.

= The SET’s use of H (Trading Halt) and SP (Suspension) measures to temporarily
suspend trading between 2003 and the first 10 months of 2006 was reasonable and in line
with international averages.

= However, the fact that there were many more speculative stocks than those that were
treated with H or SP sign may mean that a considerable number of retail investors still do
not base their investment decisions on public information. Rather, they rely on rumors
about when the key stock manipulators will manipulate what stock, in order to jump on
the bandwagon to make profits.

= Penalties (fines and jail term) in Thailand for false disclosures are still significantly
lower than that of stock markets in the same region. Furthermore, in practice the SET
and SEC still do not yet seriously penalize those who propagate false disclosures:
between 1999 and 2005, the SEC fined only 18 cases relating to false disclosures, and
filed criminal charges for only 1 case of this type.

Recommendations

= The organizational structure of the SEC should be reformed to minimize the risk of
political interference and conflicts of interest, by replacing political appointees with
qualified independent directors who may be nominated by an independent nominating
committee or the Senate.

= The SEC should be equipped with a greater range of enforcement powers, such as the
authority to levy heavy fines in criminal cases, in order to circumvent Thailand’s
cumbersome criminal prosecution process.

= Because frauds in the market are sometimes perpetrated or assisted not directly by listed
companies but by other stakeholders such as large shareholders and financial
intermediaries who often have access to inside information, the SEC should broaden the
scope of regulatory enforcement to these players.

= Due to the predominantly speculative nature of Thailand’s local bourse, the SEC and
SET should enforce disclosure rules more stringently, especially on rumors that have
material impact on the share price, but are later proven to be false rumors propagated to
mislead investors. In addition, Thailand should enhance legal channels to enable
minority investors to protect their interests, such as enacting class action and
whistleblower protection laws.
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