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Gaps on the Ground in Financial 
infrastructure, Featuring Thai Application
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Missing an opportunity for regional risk sharing,  
need more insurance
Low risk premium for idiosyncratic shocks due 

to pooling, gift giving in networks 
(Samphantharak and Townsend, 2015)
High risk premium for aggregate shocks 
Yet aggregates differ across villages, could be 

pooled, but so far are not
Cash management: Huge welfare losses, potential 

gains from reforms
Incomplete contracts, limited financial regimes



Interventions helped, but limited to informal 
trust systems, missing cross-village formal 
Interventions such as Million Baht Fund
Who got the money – “corrupt” village committee and those 

connected to that committee (Vera-Cossio 2018) 
Costly state verification regime – costs are lower if have kin in 

the village (Ru and Townsend 2018)
Village partitioned into with/without kin (Kinnan et al 2018)-

contagion
With: almost perfect insurance for illness/expenditure shock
Without: More vulnerable in consumption fluctuations, but also 

production impact spills into input providers (laborers who lose 
work), inputs are others’ outputs, lower sales (build inventory),
Contagion, as in financial crises

Networks especially limited across villages: Wider geographic 
infrastructure, markets and mechanisms are still missing, need 
designs for these



Financial Infrastructure: The Needed Smart 
Contracts and Optimized Competition
Innovation in two forms
Individual smart contracts, overcome obstacles (each 

individual contract can be quite useful)
oEscrow with non-banks; savings products for 

automated deposit and portfolio management; 
securitized waterfall payments along the path of 
supply chains from buyer to seller; seller to 
employee loans; capitalize wage payments. All with 
commitment, immutable

A platform for contract competition 
oAs in general equilibrium models with an 

intermediary broker sector (Prescott and Townsend 
1984a, 1984b)
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EvryNet for SEA: Featured example of 
innovation
Provide open-source banking services and financial contracts to 

unbanked and underbanked populations 
An interoperable smart contract platform that enables not only 

traditional banks but also micro-finance institutions and others to 
initiate and execute banking products and financial contracts, with 
KYC and other regulatory links































Some Limitations
Makowski (1980)

 Xandri (2010) “Notes on ‘Perfect Competition, the Profit Criterion, and the Organization of Economic Activity’ 
by Louis Makowski (1980)”



Some Limitations
Pesendorfer (1995)

 Xandri (2010) “Notes on ‘Financial Innovation in a General Equilibrium Model’ by Wolfgang Pesendorfer
(1995)”
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