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Informal Loan Managerial Process as a Case Study of the Boundary

of Maha Sarakham Municipality, Maha Sarakham Province.
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ABSTRACT

The purposes of this research are (1) to study the situation that facilitates loan shark
businesses in MahaSarakham municipality, MahaSarakham province, (2) to study the background
of loan shark business owners and borrowers in MahaSarakham municipality, MahaSarakham
province, and (3) to study the process of loan shark including lending criteria, borrowing approach
(with and without collaterals), loan repayment, debt follow up process, debt composition
strategy, and process of judement in general. Both quantitative and qualitative methods are used
in this study. The data used in this study are from 170 survey questionnaires and 20 interviewees.

The findings reveal that 57.06% of borrowers contact lenders by face to face. In
addition, 78.82% of borrowers have signed paper contracts with lenders and 72.35% of the

contracts are without collaterals. In the case of debt default, 53.53% of borrowers can reach a
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compromise with lenders, but they still have to pay interest rate. There is 25.29% of borrowers
whose collaterals are seized, and only 1.76% of them are intimidated by lenders after failure to
repay debt for several times. However, 87.06% of the borrowers are never impleaded. Most of
the borrowers prefer to borrow money in the period between April and June. Based on last year
information, most of them borrow money three times and about 78.82% borrow money on a
monthly basis, with the maximum amount that can be used is 10,001 - 30,000 Baht (60%), and
the rest is the amount less than 10,000 Baht. For the interest payment, about 60% of borrowers
pay at rate of 6% - 10% per month, 33.53% pay at rate of 2% - 4% per month, and only 0.59%
pay at rate of 16% - 20% per month. There is pretty much of 89.41% of borrowers who are never
defrauded by lenders. Once the borrowers get the money, 59.41% of them use it for consuming
convenient goods, and 37.06% use the money for repaying another debt. About 95.88% of
borrowers who have experience using the loan shark service have a tendency to use the service
again. Moreover, 95.88% of borrowers never think to defraud lenders, and only 4.12% of them
may defraud lenders because of high interest payment.

For the lenders side, many of them have no connection with local politicians, but they
have well connection with policemen. They think that the loan shark is a flourishing business in
general, because most people do not have enough money to spend in daily life during economic
downturn. Recently, the lenders have to be more cautious in doing the business since the
government has stepped in to crack down on business. Most of the business owners have started
running their business for a period of time. The motivations of doing the business are that
they could have high return from interest payment. The owners do not need specific skill or
knowledge to run the business, and they can do it along with their permanent job, since the loan
shark business require less time. Moreover, they also feel that they have the power over
borrowers.

When asking about lending approach, most of the lenders will lend out money in the
form of mortgage and sale with right of redemption, and the payment method will be calculated
on a monthly basis. In addition, the borrowers who want to borrow money on a monthly basis
have to sign a paper contract and pledge collaterals for instance, title deeds, certificate utilizations
(NS. 3K.), personal cars, motorcycles, mobile phones, and other liquid assets with the lenders. In
addition to use their own capital for lending, some lenders have borrowed money from financial
institutions or another capitalists for their business, in order to make a profit from the interest
rate differentials.

It is worth noting that most of the lenders will not make a loan beyond their living
area due to travelling cost, time waste, debt follow up, and inconvenience. Furthermore, many
lenders would never defraud their clients because the trust is very important for their business

to survive in the market. From the results of the case study interview, the lenders indicate the
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ways that they negotiate to reach a compromise with their debtors. They emphasize that respect

and gentleness are very important when asking for debt repayment. Moreover, the lenders

should provide options to borrowers or listen to their opinions in order to find possible solutions

for them. However, some lenders would threaten borrowers that they will sell their collaterals

or disclose their information to the public.

Keywords : informal loan managerial process, the boundary of Maha Sarakham
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