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ASEAN has made a good progress in strengthening regional
cooperation to move towards ASEAN Economic Cooperation (AEC) in
2015. However, there are several questions raised by developed
countries regarding ASEAN position “Whether ASEAN will adopt single
currency learned from European countries for Euro currency?” In
accordance with ASEAN leaders’ agreement and commitment, while
ASEAN continues strengthening regional collaboration, single currency is
neither regional commitment nor ASEAN goal to achieve in the short
time resulting from different economic structures among ASEAN nations

and the lessons learned from European Debt Crisis.

This research contributes to the literature in several ways, for
instance, better comprehending economic structure of ASEAN, and
providing a broader view, the study focuses on ASEAN - 5 having similar
level of economic development including Indonesia, Malaysia, Philippines,
Singapore, and Thailand. The study aims to conduct quantitative and
qualitative analyses based top - down and bottom - up approaches to
answer research’s questions; first, more broadly, when it could be possible
for ACU?; second, how ACU would impact on Thai economy?.
The research also adds more value to the policy makers in the terms of
conducting policy recommendations to better prepare and design
viable and appropriate policies for future aspect of economic cooperation

among ASEAN nations.

With regard to ACU Readiness Index, the Index firmed that

ASEAN - 5 may need at least approximate 18 - 28 years from 2012
to be likely possible for ACU. In this sense, ASEAN - 5 needs to take

longer time for possible ACU than those of Euro, which is acceptable

reason resulting from different levels of economic development among
ASEAN.

13
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In comparison between Baht and ACU impact on Thai Economy,
Vector Auto Regressive (VAR) model and simulation process are adopted
to measure the impact. The result indicated that after controlling currency
fluctuation within the band, ACU performs slightly better than Baht
to contribute economic growth and promote capital market in
Thailand.

From bottom - up analysis, the survey of 3,000 people across 5
regions in Thailand, firmed that majority people accounting for 36.4
percent of observation have positive view on ACU. However, other
groups of people, accounting for 36.0 percent of total survey, reject
ACU, and the rest, accounting for 27.6 percent, show hesitate sign.
According to the question “is year 2015 as a good time for ACU?”,

majority, accounting for 41.1 percent, feel that Thailand has not

been ready for ACU in 2015; some people, accounting for 33.9

percent, support ACU in 2015, and the rest, accounting for 25.0
percent, cannot make decision. With regard to the question “which year

could be possible for ACU”, most of observation, accounting for 49.1

percent, agree on about 6 - 10 years after 2015 could be appropriate

time ; while others, 26.1 percent, go for about 1 - 5 years. Most people

view that the most supportive factor for ACU is high regional trade

within ASEAN, whereas the linkages among ASEAN members are
the second vote. The language barrier is the most concern, while lack

of knowledge and understanding ASEAN is second reason.

To go from academic view to policy aspect, policy recommendations
reflected research outcome are designed and divided into two levels
to, provide a broader view for the government to consider as follows ;
(1) the implementation on country level consisting of four sub policies

including (1.1) strengthening more inclusive growth and stabilizing
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capital market ; (1.2) providing capacity building for ASEAN comprehension ;
(1.3) enhancing languages skill for people, and (1.4) promoting country
competitiveness, and (2) the implementation on regional level
comprising seven sub policies: (2.1) enhancing growth and stimulating
economies for avoiding middle income trap (2.2) developing and
reforming regional capital market (2.3) conducting fiscal disciplines (2.4)
increasing trade volume within ASEAN region, (2.5) initiating Baht
Zone (2.6) establishing central units / organizations to facilitate ACU
process, and (2.7) creating common political view on ACU among
ASEAN.

15






NSANWILNDAATIZILUN LN 18778

AUEIEANISEIANVBINIAEISISUS LTS

RY]
4 L4
F9AUNEIDTY
TR 9

WIRANIA nsEna  Wamtlasenis
UEEAA lygassns N3y
WIEAUYINA W1edvTn  UnITeaeuen
weans I AseANNA  1n3JY
a3.ATa Widasauysal Unie
weaigna Amauisa Un3de
weaigna dn10ad in33e
WIHVIYUTIA  39AAASEY 1N

drunulaunenisaag



msAnwades st ldusiediaduadainsdiauvesninasisue

d v o v
LUALUGEAIAUNE DY
Y v 3

18

Tnssaduszvnsvesszimalnediindadigussimadsnudgaony
Usgnaufuulenieiuaiainisdinuuazlassnisussndonvesiguiaiiia
snFudruduanddyiidmalinsssulssanuuesisuialunisdalid
TassmsataRmsfinunsiintunnd wazinlumsuivan luvmeiivssansg
Foussnuitezfugrunsvesssnaiiuuliuanas Jaduvszifuiifnaty
anunsnidinannazdaanennudsumanisads wagililassareneld
uaza1edrevesisuiadanuldanganiniu adqelsfd Auuungelad
nsAnuAfeluFesindnegansssuifiu Ussneufumsnunuuas gy
edeiuatainisvesUssmalunmsnfiannsaagiouaniunsainisdng
Seangigeongiaideudiednin saufiwinnmsmiiysaunnissiesieves
AMAEsITUEdeUsENaUMe Y3018 sAnsUnATesdruTiosiy (aUn.) uaz
e Aetestuatafnisdsnuiomndnieiy

ey nmafinuifedfediagUssad Wenusumededuatainig
dpuveaniaasnny Usenaude 35una oUn. warigiamia tieTesgviuas
UsU1UN155188auUaTafn1s@IaNveInInas sugluie 20 Ve
@suuszanas 2557 - 2576) zldFunansynuannsiingdsnuggeeny wauiile
iueurlIN TN SUTUUT daseuvaadnisdinunirasnsarluninsidla
\inUseananngen

a

siadl nsfnwillniafusaunudeyatgund (Primary Data) Tngld
WUUARUNNAU aUN. UagsTiavmie uasfnwideyanfenil (Secondary Data)
MMUNANANNS wazienansdu 4 fiiertes uarliunAnfeiuveunves
afainsdsaniildfunansenuanniaidngdenuggeeny 3 nguwdn laun
a¥aRnsdumssnymeIua fMunsguadizeeny uasdiun1siny uenaintu
Felfuvsatannislufifvesniszavdszana ldud asenemIadsiifsuna
Fasulsznaseiennd Medeveiiainie fudmariunsidseld
1935 waw/vido M33uRuganyuaniy wagsedves eun. Msumselasneld

U89 BUN. 189



nswsandeuiuanunisaluszmauAsegivondeu “TenauwAa1uides”

ludiuresnsyseanunsTedeaiainisdiauaslddeyasedely
uiazsensvedlaseinsidediiy UszneufuadeiiAsades 1wy d1uou uaz
Arlddnesevvesnguiiuusslon 1wy wenain luduvesdoiauouuriin
yimsufsumsadsaslfunanientunsuimsanudsmmemseds msdaaiy
anudadumnanisads nsairditonianisads MsifinusavEaim wagainy
Wiy mudiumsedalssaunsaianndnyssma

nansfnwagUlai

1) Uszanaumsuseansluyasssesian 20 Ymt @ 2557-2576)
aflunltufiudusoiios Tneiiutuan 68.1 &waulul 2556 10u 73.6 &1
aulul 2576 uarlassairsenguesusznnsliivasuuvasluidudsanggeeny
wuvanysallul 2567 lnedndiuvesdsvainsioniau (e1g 20-59 U) de
Uszrinssanazanassoiilesainiosas 60.6 lull 2556 indoifissfosas
49.7 1ud 2576 lurneiidndutszinadgeeny (60 Touly) devssrngsay
wdiutunnoses 134 Huferay 25.8

2) A19ENNITATIAINATAANITFIANVDINIAAIT1 TN TUY9
SyeiIan 20 Yranin ﬁLLU’JIﬂNLﬁQJ%ﬂﬁ@Lﬁ@W}ﬂ% Tpeufiudiuan 707,724
Fruun Tt 2556 18U 2,221,945 &uum Tl 2576 Wit uadsdosas 5.9
Aol wazdrulngilusedievesssuia el mnuFeudfisusesieatanns
depnvessgurasie GDP ngldvaauufgiuinasegialveaiunsavenssialaty
sEAU 7.5 MIznansadsesigunaazdeglussiufiannsasesiuld uwdanu
Aoannaniseadagiiinuindu wan (1) nssgiaversdluszduiininiife
auufguiinely way (2) Spuaiidlsviadiunedeatannslufudu q

3) wdieatainsiunsguatasery Ysenaude ludeddn
ALY Ruaununeuuseiudeny 2 nsdl (Y5107 wagauAIIeiyns)
Sugavyunosunseemiend Subenta vimiia diung 415w uae
Guannuitinesuinmiadiugdissnig (nue) Suuldufisfueeis
fouiins Tnefinauann 249,429 Eruunlul 2556 18y 1,208,096 1uun
10l 2576 viaiiutuadssovay 8.2 fol

19



msAnwades st ldusiediaduadainsdiauvesninasisue

d v o v
LUALUGEAIAUNE DY
Y v 3

20

4) $79918aTAANITAUNITSNEINEIUE UTLNBUAIY LATINTS
wanUseiuaunImuiend Quaununemuuseiudeay 4 nsd (Judae
YNWANIN ARDAYAT LAzAE) warANInyINeTUIATTTIENS Suw ey
stharaiiios Tnewfiutuann 220,271 &ruum lud 2556 (Hulay 581,059
Fuum Tl 2576 videuiutundedosas 5.0 #el

5) s1ednglunguaiainisiunisfine Jsuszneufenisfne

TUNUFIY RuaununeuRulidduiensfine (ned.) waznawuEy
Tijgunyniuiusglsluemeg (nse.) wagRutewion1sinyiyns dwwildy

WnduseoLiios IngAinitazifinduain 110,341 a1uuin lud 2556 1y
198,083 a1uum Tl 2576 viSeLiuTuRdesaay 3.0 sat

JotausunurkuIn1stunsUsulTesruvataanisiundazngu
Usenausie

1) euadaan1sysnn leun msﬂ%‘uLﬁumqt,m?mmﬁuamswu AS
YFuunmsdnenalsglevivanamuusyiudny 2 n3dl lndlanuaenadesiu
e¥uanEuauny msUuindnstuauny wesmanuiuieuildlunis
AUMRUELIU Lazasasasuunumvsslssrrulieeniulutiiidwhay

2) afaRnssnuneuna : msaupuedelasdntieanninsyaiy
AU warn1sadienuiien ms%’mﬁamﬁﬂﬁﬂmaLﬁaﬁ’ﬁﬁ’uauamqmi
RuuaziasarosedlunsieUsmsanaauNeIUIasng WaEAITALATUAUN T
wagdosiulsa

3) &@T@ANTISANUANSTANYA miLﬁuQr:umwmmmiﬁﬂmmuﬁlﬂﬁv
MIVNURUNITNEAYAAINT AISAIUTIM Nefl. waz nse. Tilunewuies waz
aslyidaus1uns $g3aine uazneenau Sumurlunsfvunanydnidu
fioans



nswseuniansuanunisaiuszrauAsegivondeu “Tonduw-Aa1uies”

Fodialunsfinwuasdeiausiusilensfinw iy Ussnouse

1) manwAteillalldnsounquisatafnisdsnuilidonlosiudny
fasoy 1t Tassmadedsngfinns Tasmadeddngtheiond uaslnsenisd
muiiefuiFosesataanislusudy q 1wy atafnsiegendudmivgd
selitos NMsSuinimandamnisinuns nMsUseiuselaliuninumsns uaens
gavmuAnanssUlnauddiiseldos W uenaintiu n1sliasguar
Usgananisnsgmanisadsegneliteaunigiuiiiniguialisinisuiulgs
Wasuulasguuuuvesaianniseseildodndny salaifinafidulasenis
afainsiidoslosiudsnnggeongiinnanilagdy

2) mafnyAfeiirseunquinsrsznaiivssmdlnglduduiudng
dirnigeengudn ogalsiin nndsaudgeongassnsegseiodudnazezina
wils ey evsfnviduifalagvnesveznalumsinuliaseunquipinses
GENGHIAGRLRE

3) UENINEBINTENIMIAGILET AsazdinsAnwAiaTigiiFes
A musatafn1sie egiinislidneiuvesnaasisusduamiols
TasenaUisuifiaufudadiasig q 1y Fudnsiauuyud Wy saus
AnnevisziuesaiaRnisimnzaniudeslnesie

0) nsfnwideiilldasounquisnisussanuniegiugniemaiuly
surAnvesnasui LNt iIswnsduiesiu wazngammamILAS
Usgnoudu aun. f31uiunin wasdinuwandisiuludiugiugnisaas
foutraun fafu msiinnsfnuideifiubuludeesnissnanseds
afafnsdsaudidndunislag eun. GenufeanudBuvenomudunia
$ngdhsensaiutiesdudie

21



msAnwades st ldusiediaduadainsdiauvesninasisue

d v o v
LUALUGEAIAUNE DY
Y v 3

22

Nowadays, aging society in Thailand has gradually revealed.
Elder population is disproportionately expanding, while labor force is
shrinking. Demographically, Thailand will soon become an aged society
in which productivity tends to be eroded over time. At the same time,
larger proportion of elderly means fiscal burden for entitlement
programs, i.e. healthcare and pension, substantially increases. The fact
that the government continuously introduces several populist policies
exacerbates the problem. Hence, the issue of long-term fiscal sustainability,
as reflected by an imbalance between government revenue and
expenditure, arises. However, there are relatively few literatures
concerning the impact of aged society on public welfare expenditures
in Thailand.

Hence, this study is a pioneering work in an attempt to analyze
the Thai public sector’s burden derived from entitlement programs and
welfare expenditures. Such public expenditures are collected and
projected over the next 20 years (Year 2014 — 2033) given the change in
Thailand’s demographic structure. The ultimate goal of this study is
nevertheless, to give policy recommendations to enhance the effectiveness

of public welfare system.

Primary data used in this study are obtained from Comtroller’s
General Department’s database, as well as questionnaires filled by
state-owned enterprises (SOEs) and local authorities. In addition,
secondary data from various sources are utilized. This study categorizes
public welfare into 3 main programs; healthcare; elderly-related welfares;
and education. In addition, on the financial front this study attempts to
distinguish sources of funding for each type of welfare, i.e. government

budget, SOEs’ cash flow, or local authorities.
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Regarding the projection of fiscal burden, it is projected based
on current overhead expenditures for each program adjusted by number
of beneficiaries and inflation. Policy recommendations will then be
developed in line with fiscal risk management and fiscal discipline
framework in order to enhance efficiency, sustainability and equality of
public welfare. Furthermore, international experience proves very fruitful in

the regard.

The result of this study can be summarized as follows:

1) Number of population will steadily expand for the whole
period of study (Year 2014 - 2033) from 68.1 million in year
2013 to 73.6 million in year 2033. Demographic structures are
gradually changing such that Thailand enters the stage of
aged society in Year 2024. The ratio of population aged
between 20- 54 to total population drops drastically from
60.6% in Year 2013 to 49.7% in Year 2033. Meanwhile, that
ratio of population aged over 60 to total population almost
doubles from 13.4% of total population in Year 2013 to
25.8% in Year 2033.

2)  For the next 20 years, fiscal burden from public welfare system
continuously builds up from 707,724 million Baht in 2013 to
2,221,945 million Baht in 2033, equivalent to 5.9% average
annual growth rate, most of which will be financed by central
government budget. Assuming the Thai economy nominally
grows at 7.5% per year, the fiscal burden can well be
accommodated. However, if the economy grows at a slower
pace than assumed, and additional entitlement programs are
introduced, the government will be confronted with a riskier

fiscal perspective.
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3)

a4)

5)

Elderly-related welfare expenditures compose of (1) Elderly
Allowances Program; (2) contributions to Social Security
Fund; (3) subsidies to National Savings Fund; (4) Civil Servant’s
Pension; and (5) contributions to Civil Servant's Pension and
Retirement Benefit Fund are on an increasing trend. They are
expected to grow from 249,429 million Baht in Year 2013 to
1,208,096 million Baht in Year 2033 or 8.2% average annual

growth rate.

Healthcare expenditures consisting of (1) Universal Coverage
Healthcare Program; (2) contributions to Social Security Fund;
and (3) Civil Servant Medical Benefit Scheme will be expanding
from 220,271 million Baht in Year 2013 to 581,053 million
Baht in Year 2033, resulting 5.0% average annual growth rate.

Education - related expenditures welfare covering (1) compulsory
education and (2) subsidies to Student Loan Fund (3) Civil
Servant’s Child Benefits Scheme will be escalating from 110,341
in 2013 to 198,083 in 2033, which is equal to 3.0% average

annual growth rate.

Policy Recommendations

1)

Elderly-related welfares: extending the retirement age; matching
Social Security Fund’s pension benefit payments with flows of
contribution (to the retirement and child allowances fund under
Social Security Fund) by increasing the rate of contribution, as
well as lifting the restriction on income ceiling; and promoting
voluntary savings during the productive period in individuals’

life cycle.
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2) Healthcare: controlling growth in healthcare expenditures by
pooling risks; standardizing healthcare benefits among 3
state-financed healthcare schemes; setting up an overseer
organization to manage all state-financed healthcare
schemes’ financial resources including collective procurement;

and emphasizing health promotion and prevention.

3) Education-related welfares: improving the quality of education
system including manpower planning, combining the two
Student Loan Funds, and allowing all stakeholders including

the private sector to take part in designing academic curricular.

Limitation of the Study and Further Areas of Research

1) This study is mainly concemned on the impact of aging society
on public welfare expenditure. So non age-related welfares,
i.e. Disables Allowance Program, H.LV. Patient Allowance
Program, the rice pledging scheme and the housing scheme
for low-income people, are excluded from the study. Furthemmore,
this study assumes there is no new entitlement program for

the whole period of projection.

2) Although this study covers the period in which Thailand enters
the stage of aged society, the projection is not long enough
to reflect the whole cycle of aging cohort. Further study on
this issue is highly encouraged.

3) Apart from the fiscal burden issue, issues regarding the effectiveness
of public welfare expenditures would be interesting subjects

for further research. Human Development Index can be used
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to evaluate the effectiveness of such expenditures, as well as
the appropriate level of public welfare expenditures in Thailand.
4) This study excludes from the projection Local Authorities’ Pension
Fund, including BMA’s Pension Fund. Hence, a study conceming
LAQ’s fiscal burden arising from public welfare programs, as

well as the sustainability of LAO’s Pension Fund will substantially
contribute to the field.
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This research of Comparative Study on Domestic Regulation in
Relation to Liberalization in Banking and Securities Businesses to Establish
ASEAN Economic Community has 2 objectives: (1) to study, analyze and
compare relevant regulations governing the conduct of banking businesses
in 10 member countries of ASEAN and (2) to study, analyze and compare
relevant regulations governing the conducts of securities businesses in
10 member countries of ASEAN. The project is based on a comparative
study of laws, regulations and relevant agreements, which those member
countries have engaged upon and reflected in their respective
“Schedule of Specific Commitment” (SOC). The duration of this project
is 6 months and the method for this research is primarily based on documentary
research, including those available electronically on the websites of
respective government organizations, governing or supervision bodies,

and relevant international organizations.

The research team has studied and translated the SOCs, which
were agreed upon at the 5" round of the ASEAN Framework agreement
on Services or AFAS, due to the fact that they comprehensively consolidate
agreed commitments of financial services under the World Trade Organization
(WTO) and the commitments from the 1° to the 5" rounds of the AFAS.

In analyzing those relevant laws and regulations as well as SOCs,
this paper tries to indentify the restrictions on (1) Market Access (MA)
and (2) National Treatment (NT) imposed in conducting banking and
securities businesses in each of the 10 country members, which can be
divided into groups: ASEAN 6 - Thailand, Brunei Darussalam, Indonesia,
Malaysia, the Philippines and Singapore and; CLMV - Cambodia, Laos,

Myanmar and Vietnam.

Theories used in this research paper derive from WTO’s

liberalization of trade in services, which are also subsequently adopted
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by ASEAN. The result of which, for banking and securities businesses, is
the reduction/elimination of 7 limitations on MA and NT. The paper
also explains the principles of banking supervision by Basel Committee
on Banking Supervision, which is focusing on the minimum capital
requirement and risk managements, and the principles of securities
sector supervision by International Organization of Securities Commission
(I0SCO).

The paper reviews previous research projects including “Strategic
Plans to Enter Laos and Cambodia Financial Markets Under the Plan to
Establish ASEAN Economic Community (AEC) in 2015” commissioned by
Fiscal Policy Office in 2011, “Impact of Bilateral Trade Agreements” by
TDRI'in 2003, and “Liberalization of Thai Banking Sector under WTO and
the Financial Master Plan” by a group of economists from the Bank of
Thailand in 2003.

Financial services liberalization under ASEAN, which will eventually
be one of the core aspects of AEC, is important to the Ministry of
Finance. In responding to the resolution of the ASEAN Economic Ministers
(AEM) in 1999 requesting ASEAN Finance Ministers to advance the financial
services liberalization in line with the Roadmap for Monetary and Financial
integration of ASEAN (RIA-Fin) and the AEC Blueprint, a Working Committee
on ASEAN Financial Services Liberalization under ASEAN Framework
Agreement on Service (WC-FSL) was set up to serve as a main platform
for discussions on this issue. To date, WC-FSL has completed 5 rounds
of negotiation. The outcomes of each round were separately become
SOCs and were later endorsed by ASEAN Finance Ministers for
implementation. The research team has unofficially translated into Thai

the Consolidated SOCs of the 5" Round, appear as Annexes.
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This paper also summarizes the landscape of banking and securities
sectors in all 10 member countries and analyses legal structure relating
to liberalization of banking and securities businesses, specifically regarding

MA and NT in all member countries.
1. Banking Businesses
1.1 ASEAN 6

(1) Limitations on the number of service suppliers in
commercial banks are often found in term of a limit in number of
branches for foreign banks. These restrictions are found in Thailand,
the Philippines and Singapore. There are no such restrictions, however,

in Brunei, Indonesia and Malaysia.

(2) Limitations on the value of service transactions or value
of assets in commercial banks are found in the Philippines and
Singapore. The Philippines places restrictions on importing US dollars to
set up bank branches while Singapore has restrictions on whole-sale
banking and off-shore banking transactions. No restriction is found in

Thailand, Brunei, Indonesia and Malaysia.

(3) None of the ASEAN 6 has limitations on the quantity of

service output supplied by commercial banks.

(4) Restrictions regarding natural persons of foreign nationality
can be found in Thailand, Brunei, Malaysia and the Philippines, which
impose proportion between domestic and foreign personnel. No such

restrictions were found in Indonesia and Singapore.

(5) All of ASEAN 6 countries place a measure which restrict

or require specific types of legal entity in commercial banks.
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(6) Thailand, Brunei, Malaysia and the Philippines have
limitations on foreign capital in commercial banks by placing a maximum
percentage of shareholders with foreign nationality as specified in

the law. Only Singapore and Indonesia do not have such provisions.

(7) Brunei, Indonesia and Malaysia have provisions regarding
NT. Brunei has different provisions on the total number of registered
capital for foreign banks and local banks. Indonesia imposes extra charges
for foreign banks. Malaysia does not allow foreign banks to connect their
ATMs to the local system. No such requirements, however, are found in

Thailand, the Philippines and Singapore.
1.2 CLMV

(1) No CLMV countries have limitations on the number of

service suppliers in commercial banks.

(2) Limitations on the value of service transactions or value
of assets in commercial banks are found in Vietnam as a limitation for
geographical location of joint-venture businesses while none is found

for Laos and Myanmar.

(3) No CLMV countries have limitations on the quantity of

service output supplied by commercial banks.

(4) Cambodia and Laos have limitations on the number of
natural persons of foreign nationality in commercial banks by placing
a maximum percentage of such personnel in a bank. No such limitations

are found in Myanmar and Vietnam.

(5) All CLMV restrict or require specific types of legal entity

in commercial banks.
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(6) No limitations on foreign capital in CLMV countries.
This may reflect their need for foreign capital to assist further development

in banking sector.

(7) Laos, Myanmar and Vietnam have provisions regarding
NT. Laos and Myanmar impose special tax for foreign banks while
Vietnam has provision which restrict foreign banks from certain benefits

or subsidy.
2. Securities Businesses
2.1 ASEAN 6

(1) Only the Philippines has limitations on the number of
service suppliers by requiring securities brokers and dealers to be
a member of the stock exchange and limiting the number of stock

exchange members at 200.

(2) Only the Philippines has limitations on the value of service
transactions or value of assets by stipulating that broker/securities
underwriting companies have to conduct their business only on
“Best-Effort” basis.

(3) None of the ASEAN 6 countries has limitations on

the quantity of service output.

(4) Malaysia and the Philippines have limitations on natural
persons of foreign nationality in securities businesses. Malaysia places
a maximum number of persons with executive/director position in
securities, brokerage and future companies while the Philippines places
restriction for the total number of director with majority voting power in

a securities companies to be Filipinos.
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(5) Thailand, Indonesia, the Philippines and Singapore

requires specific types of legal entity in conducting securities businesses.

(6) Indonesia and Malaysia have limitations on the maximum
amount of foreign capital in securities businesses. Indonesia requires
securities companies in the country to operate as joint venture companies
and to have at least 85 percent of total capital from person with Indonesian
nationality. Malaysia places a requirement that any foreign shareholder
cannot hold more than 15 percent of the total amount of share in
a securities company and the total number of shares held by foreign
individuals may not exceed 30 percent. Foreign shareholders may not
hold more than 70 percent of total number of shares in underwriting

companies, asset management companies and securities brokering.

(7) Indonesia has provisions regarding NT by placing special

taxes for foreign securities companies.

2.2 CLMV (Information on Myanmar is unavailable due to

the development of securities market is still ongoing)

(1) No limitations are found regarding the number of

service suppliers in securities businesses of CLMV.

(2) No limitations are found regarding the value of service

transactions or value of assets in securities businesses of CLMV.

(3) No limitations are found regarding the quantity of

service output in securities businesses of CLMV.

(4) As same as in (1)-(3) above, no limitations are found
regarding the number of natural persons of foreign nationality conducting

securities businesses of CLMV.
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(5) Cambodia, Laos and Vietnam all have requirement for

specific types of legal entity in securities companies.

(6) Laos has restrictions on the maximum amount of foreign
capital by requiring foreign securities companies to be established as
joint-venture companies with foreign shares not exceeding 51 percent
of total number of shares. No such restrictions are found in Cambodia

and Vietnam.

(7) For NT, Laos collects special tax for foreign securities
companies while foreign companies conducting securities businesses in
Vietnam will not be entitled to benefits schemes provided to local

companies. No restrictions regarding NT have been found in Cambodia.

On the 16" of May 2012, the research team conducted
a seminar on this research paper. There were 65 attendants from financial
supervisory bodies, representatives from public sector and economists
from Fiscal Policy Office. Distinguished guest speakers include
representatives from the Bank of Thailand and Federation of Thai
Capital Market Organization (FERCO). The summary of the seminar

appears as Annex.

Comments made during the above seminar and results of

the study are summarized below.

3. Recommendations for financial firms and other financial

businesses interested in doing financial businesses in ASEAN countries

3.1 When conducting businesses in the ASEAN, restrictions on
market access are not the only issue to consider. Other factors in each
ASEAN countries, particularly political, regulatory, operational, and other
structural risks, should also be taken into account. One of the means

to solve these problems is by setting up a partnership with local or
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domestic person(s) who has better understanding and expertise in their

country.

3.2 Present policies to support Thai firms to invest overseas
provide opportunities to Thai financial institutions in expanding to

foreign markets, especially through “cluster investment” in CLMV.

3.3 Financial institutions should cooperate with regulatory
bodies and the Ministry of Finance to utilize governmental channels in
gaining more market access in interested markets than those already
provided in the SOCs under AFAS. Further, Thai private sectors should
adjust their traditional and conservative practices to a more “forward
looking” perspective to be able to identify their position in ASEAN and
play greater role in “rules setting” with regards to cross boarder settlement
in both the capital and financial markets, which will in turn help break

Singapore and Malaysia dominance in this process.

3.4 As set out in the AEC Blueprint, banking and securities
supervisions in ASEAN countries are required to adopt international
standards such as those set by Basle Committee on Banking Supervision
and 10SCO. Along this line, according to “Fit and Proper Basis”, banking
and securities firms meeting those standards will find their business be

generally accepted to operate in most ASEAN countries.

3.5 Recommendations made in this research paper are results
of analysis of relevant legislations that the research team is able to
access. There may be other relevant legislations governing MA and NT
in banking and securities sectors in ASEAN countries that are not published
or translated into English. Interpretation of some legislations is also
problematic for this research, especial those of CLMV, where financial

and capital market structures are still in the early stage.

47



=1 = = a a E o = a
n’]iﬂn‘\e}’]tﬂ%ﬁmmEJ‘UﬂJ;]iZL‘UEJUﬂ']EIIu‘Ui%WIﬁﬁﬁJ’]“Uﬂﬂ’]WEIuLnEJ']ﬂUﬂ"IiL‘UﬂLﬁi

v ¢ A v U

avsumsnidivduasndnnindinedansuszvauaseginandeu

48

4. Policy recommendations

4.1 Financial regulatory bodies and the Ministry of Finance
should adjust their roles from being a regulator to being service providers
for financial institutions in exploiting the wider opportunities available in
ASEAN market. Financial Institutions should, at the same time, be able

to clearly identify their needs to government sector.

4.2 Representatives from the business sector should be able
to join bilateral meetings of ASEAN Finance Minister, which would

enhance opportunities for business matching.
5. Recommendations for future works

5.1 Due to the fact that this paper is a documentary research, it
is therefore suitable only for initial-stage research or “loose research
question”. Since the information used in this paper may be superficial
and not update because of the different levels of accessibility in each
country, a further quantitative research by having in-depth interviews
and focus groups consisting of ASEAN financial regulators and representatives

from business sectors could be conducted for further study.

5.2 This paper is focused on a comparative study on the legal
and legislative dimension. Therefore, future works may include other
aspects needed to develop appropriate business models including analysis
of financial infrastructures, examination of associated risks in conducting
businesses and analysis of other associated factors such as political,

operational and financial risks.

This research project could serve as a consolidated information
source that would be beneficial for future operations of governmental

bodies in handling ASEAN financial services negotiations and be used in



nswssuniousuanunisaiszrauATegivandey “Tondu=A21udes”

consideration of strategic planning for future related negotiations.
Furthermore, since this paper contains most of the relevant legislations
in banking and securities businesses, the private sector could also use
this information for their planning and operation, where legal

information in other ASEAN countries are needed.
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The spectacular growth of Thai economy in the last 5 decades
has increased income of Thai citizen, which was partly attributable to
Trickle - down Effect. Accordinsly, absolute poverty decreased, but major
benefits reaped from economic growth were concentrated among

a small number of people.

In general, ‘moderate’ income inequality is acceptable, unavoidable,
as well as desirable. This is because income inequality acts as
an incentive for people to work harder which will contribute to higher
economic growth. Nevertheless, ‘high’ income inequality leads to power
concentration and undermines democratic capitalist system. For
instance, Alan Greenspan, former FED chairman, opines: “Income
inequality is where the capitalist system is most vulnerable. You can’t
have the capitalist system if an increasing number of people think it is
unjust.” (Greenspan 2007)

Due to the fact that Thai economic development has lacked
equitable and broadly - shared growth, there are widespread public concerns
as to how fiscal policy and measures can improve income distribution.
However, redistributive function of fiscal policy and measures usually
creates economic distortion by discouraging work, saving, and investment

incentives, which will ends up with deteriorated potential economic

growth.

This research paper tries to design tax policy and measures to
redistribute income with lowest impact to growth. The proposal is to
launch wealth tax. Since land holding in Thailand has 2 main characteristics.

First, concentration of land holding is very high. Second, household



nswseundansuanunisaiuszrauAsegivondeu “Tonduw:Aa1uies”

income relates to land holding (the richer the family, the higher
the land holding). Unfortunately, Thai tax system favour land holders ;
accordingly, in order to lessen poverty and inequity, Thai government

should consider using property tax.

Comparing property tax in 4 countries (South Korea, Taiwan,
Japan, and France), this paper found that property tax is a major source
of revenue in all countries. Furthermore, property tax and capital gains
tax are popular. In the case of Thailand, the government should launch
property tax in the form of wealth tax, which will be collected exclusively
by central government with progressive tax rate in relation to value of
land and building. It should also tax only households owning land and
building throughout the country worth higher than 5 million baht.

Under this condition, only a small number of households will be affected.
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The objective of this research is to study the possibility of
the financial sustainability of small credit guarantee schemes in order to
recommend in which the Small Business Credit Guarantee Corporation

(SBCGC) can operate with financial sustainability.

The SBCGC was established in 1991. Throughout those years
the SBCGC has been innovating new guarantee conditions that are proper
to the Thai environment as well as meet the needs of financial institutions
and small and medium enterprises (SMEs). Nowadays the TSCGC is one
of the best Specialized Financial Institutions in terms of ability to fill
the financial gap of SMEs caused by a lack of collateral. Moreover,
the Portfolio Guarantee Scheme (PGS), the current main product of
SBCGC, gets good responses from financial institutions as the SBCGC can
achieve the annual target of approved guarantee amount. However,
the scheme has to depend upon a large amount of government subsidy
and has to get the cabinet approval for the budget annually. Apart from
being a fiscal burden, that process also affects the SBCGC and financial

institutions” continuous operation sometime.

This research, therefore, concentrates on the study of the financial
sustainability of small credit guarantee schemes. The methodology
involves the study of the concepts of small credit guarantee operation as
well as international comparative study of which in four countries, Japan,
South Korea, Canada and Chile. This research will then analyze and
assess the operations of the SBCGC as well as suggest the possible way
to lead its operation to financial sustainability, which is practical and

appropriate for Thai contexts.

The followings are findings and recommendations from

the research
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1. Concepts of Small Credit Guarantee Operation

In spite of the existence of appropriate risk management, most
small credit suarantee schemes throughout the world still require
the external support in some ways since they cannot impose such high
fee rate that cover all risks of SMEs. Moreover, they need to take into
account all of the contexts and constraints of the countries, for
instance the development of financial market and legal procedures.
Also the guarantee conditions have to be attractive enough to provide
some benefits to financial institutions. As we can see in some countries
such as Romania, the credit guarantee schemes can generate profit on
one hand, but on the other hand it cannot satisfactorily meet the needs

of financial institutions and support SMEs to get loans either.

Therefore, in terms of small credit guarantee schemes, financial
sustainability may not mean that they can operate sustainably without
any government support, but in which they can operate depending

upon the least support from government.
2. The Small Business Credit Guarantee Corporation’s Operation

The SBCGC also emphasized the strict risk management at
the beginning of its establishment causing a lot of constraints. Firstly, to
select good quality customers it adopted an individual guarantee system
(not a portfolio one). As a result it took a long time in guarantee appraisal
process. Secondly, to prevent the moral hazard it set the coverage ratio at
only 50 percent, which was unattractive for financial institutions. And
lastly, to make financial institutions follow up on legal procedures
closely claims would be paid only when legal procedures had been
exhausted. Unlike those in developed countries, however, Thai legal

procedures function slowly so that claim payment condition was also

7
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unattractive. Due to those former guarantee conditions, the usage by

financial institutions was quite limited.

Recognizing those constraints, the SBCGC has been trying to
improve its guarantee conditions to more meet customers’ needs.
That led to the current main product, the PGS. The guarantee
appraisal process was changed from individual guarantee to portfolio
guarantee with one single annual guarantee rate, which requires less
time. The coverage ratio was raised up to 100 percent and claims are
paid immediately when the legal procedures are initiated. Simultaneously,
it also takes into account the risk management ; 30 percent of minimum
collateral is required and claims will be paid only if the non performing
guarantee ratio is lower than 15.5 percent per portfolio (15 percent for
the 4" PGS).

Those efforts make the PGS widely used by financial institutions.
Since its launch in 2009 the guarantee outstanding amount has grown
73 percent annually on average and reached 113 billion Baht at the end
of 2011. In terms of financial additionality, the PGS has generated 128

percent on average since its launch until May 2012.

Currently a problem left for the SBCGC is financial sustainability
since the PGS requires a large subsidy from the government. Essentially
there are three key characteristics of its financial structure. Firstly,
the SBCGC has no net guarantee fee income since the whole amount of
which has to be provisioned for future claims. And if the claim is over
the fee income, then it will be compensated by the government.
Secondly, its main income lies in investment generating 7 percent per year
of its capital for these 7 years on average. Even though it is not a core

business, this structure is a common characteristic of small credit
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guarantee schemes. And lastly, its operating cost does not increase in
the same proportion of that of guarantee volume since under the PGS
the SBCGC has no need to do risk analysis individually. At the end of
2011 its operating cost was only 0.19 percent of outstanding guarantee

amount.

3. International Comparative Study ; Japan, South Korea,
Canada and Chile

Government supports are required by all of the guarantee
schemes in some ways ; an initial capital, capital increase, claim payment
compensation, or reinsurance. In Japan and South Korea, even though
they adopted risk based fee system, they still need enormous financial
support from the governments annually since the objective of the system
is to reduce fee burden for SMEs with low risk as well as to expand
service to those with higher risk who never could be approved under
the single rate fee system, not to generate more fee income in order to
cover all risks. In case of Chile an initial capital was supported by
the government when it was established in 1980. Since then with using
a coverage ratio bidding system it can operate without government
support. However, it can generate financial additionality only 40 percent,

which is lower than acceptable ratio at 60 percent.

Furthermore, besides those commmon characteristic there are
a few points that are interesting and can possibly be applied to Thailand.
Firstly, in Japan and South Korea financial institutions have to pay
contributions to increase capitals of the guarantee schemes. Particularly
in Japan those contributions can be counted for tax deduction.
Secondly, in Canada apart from annual guarantee fees the scheme also

impose some amount of registration fees in the first year. And lastly, in

79



wumnslunisAiUsziududio SMEs agnediadu

80

Canada the customers’ performance after receiving guarantees are also
followed up, enabling the government to evaluate the tax revenue
increasing from better performance of SMEs with the existence of
guarantee. Satisfactorily it is revealed that the increase on the tax revenue

was over the subsidy used for the guarantee scheme.

4. Recommendations for the SBCGC’s Financial Sustainability

The researcher recommends three ways of leading the SBCGC’s
operation to the financial sustainability. Firstly, government should
support the SBCGC’s operation in form of increasing a capital instead of
the current form of claim compensation. As the SBCGC generates
income from investment of its capital for seven percent annually,
increasing a capital at the first place will also support the SBCGC to
generate additional income. Secondly, financial institutions should pay
contributions to increase a capital of SBCGC. Since with the existence of
guarantee they are able to expand loans to riskier SMEs and make more
profit, paying some portion of profit back to SBCGC does make sense.
Besides less government subsidy, it also making financial institutions
disburse and follow up loans more carefully, And thirdly, the SBCGC
should impose SMEs registration fees in first year of guarantees. That will
generate additonal income to the SBCGC and not be too burdensome
for SMEs.

5. Scenarios of Budget Requirement

This research also estimates budget requirement in the next

three scenarios.

Firstly, if the SBCGC continues operating the PGS with the current

form of claim compensation, assuming that the SBCGC approves 30
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billion Baht of guarantee every year, the subsidy will gradually
increase and eventually after the sixth year the government has to
support the PGS 1.875 billion Baht annually. Under 15 years operation,
the total budget used to support the PGS will be 22.5 billion Baht and
28.125 billion Baht in case of including all committed budget.

Secondly, if it operates the PGS based on the recommendations,
assuming that financial institutions have to pay contributions 0.1 percent
of new guarantee each year and the SBCGC impose the registration
fees 0.1 percent for first year of guarantees, increasing a capital five
billion Baht for five years, totally 25 billion Baht, will enable the SBCGC
to operate sustainably. Moreover, the budget used for 15 years operation
will be 3.125 billion Baht less than current form of support in case of

including all committed budget.

Thirdly, due to the too concentrated annual budget in
the second scenario, which may be impractical, the researcher also
estimates another scenario of increasing a capital based on the idea
that actual claims may not necessarily reach the maximum of
the coverage per portfolio at 15 percent. Under the assumption that
the expected claim is ten percent per portfolio, the gsovernment may
increase the SBCGC’s capital 2 billion Baht making it be able to operate
independently as long as the claim is less than ten percent. And if
the actual claim goes over ten percent, the government may consider
to subsidize the actual loss later. Under this case the maximum of
budget for 15 years operation is 20.425 billion Baht, which is still 2.075

billion Baht less than current form of support.
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6. Others

Apart from the financial sustainability point of view stated above,
there are also other few interesting points found from this research. One is
the SMEs support point of view. To support SMEs as much as possible
some guarantee schemes make efforts to focus the target on start - up
SMEs, to set the maximum of interest rates of guaranteed loans, or to set
the graduation condition for SMEs whose performances get better after
receiving guarantees. And the other one is the regulation point of view.
Sometimes the existence of guarantee makes new regulations born that
are more beneficial for financial institutions. For instance in case of
Thailand the Bank of Thailand has eased the risk weight criteria to be
zero for guaranteed loans whose losses are committed by the government

to be paid, which is one of the benefits from current form of support.

Therefore, the most important thing for designing the SBCGC’s
operation is that we need to consider all of the dimensions in parallel,
including the budget both in short and long term, the continuity and
independence of the SBCGC’s operation, the role of supporting SMEs as

well as the incentives for financial institutions to use the guarantee.

In conclusion, this research tries to study the possibility of
financial sustainability of small credit guarantee schemes in order to
recommend in which the SBCGC can operate sustainably. However, it is
revealed that to enable small credit guarantee schemes to support
SMEs satisfactorily the government support is inevitable. Accordingly,
most governments in other countries still support their guarantee
schemes with large subsidy. While some schemes in some countries,
such as those in Romania and Chile, can operate without government

support annually, they can never fulfill the role of supporting SMEs in
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terms of financial additionality. Therefore, the most important thing for
the financial sustainability of the SBCGC is in which they can operate
with less support from the government, not that they can operate
without any government supports. In order to achieve that, increasing
a capital, contributions from financial institutions and imposing registration
fee are the recommendations from this research. However, there are
also other dimensions that we have to take into account when we
design the guarantee scheme besides financial sustainability point of
view, such as the budget constraints, the role of SMEs support,

the incentives for financial institutions and the regulation aspects.
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