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Developing Monitoring System

for Real Estates Sector in Thailand

In addition to the being a mode of accommodation, real estate
is often viewed as a form of profitable investment that could generate
income from rent and/or capital gain in value. Speculation in real
estate markets can cause the price to deviate from the fundamental
value of the asset, as well as high volatility in the market. Over
valuation in real estate market, or real estate price bubble, has been a
major cause in several financial crises, which later on led to prolonged
economic crises with damaging effects on real sectors. This study aims
to develop a real estate market monitoring system in order to track
signs of bubble in Thai real estate market which would be useful to
regulating agencies in determining when to introduce preemptive
interventions to prevent significant over valuation in Thai real estate
market. Theories about real estate crises, as well as past researches on
real estate price bubbles and effect from those bubbles. The paper
also traced 4 major financial crises that were caused by real estate
bubble: the Japanese economic crisis in the early 1990s, the Asian
financial crises in the late 1990s, the Thai Financial crises in 1997, and

the American Financial crisis in 2008.
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Developing Monitoring System

for Real Estates Sector in Thailand

As for Thailand, one of the major causes of the 1997 Economic
Crisis was the real estate price bubble. Higher wealth, coupling with
large inflows of capital, had led to higher demands for investment,
which had caused real estate prices to soar above the fundamental
prices. Similarly, we have observed high growth in real estate prices in
the past few years. The price increase had raised concerns and the
needs to create tools to monitor the real estate market.

In this research, stability and bubbles in Thai real estate market
are monitored through a compilation of related descriptive statistics, as
well as developing early warning models to detect bubbles in the real
estate market.

In the part of descriptive statistics, the following indicators are
monitored:

1) Price comparison

1.1) Price increase. The growth rate of price is compared with
historical trend of growth and when growth rate is significantly higher
than the trend without fundamental changes, there could be a signal
of real estate bubbles.

1.2) Price increase vs. inflation. The growth rate of price is
compared with inflation and when price increase is significantly higher
than inflation, there could be a signal of real estate bubble.

1.3) Price increase vs. income increase. The growth rate of
price is compared with the growth rate of consumers’ average income

and when price increase is significantly higher than the growth rate of
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average income, there could be a signal of real estate bubble.
2) Unsold Units
When supply is significantly higher than demand, the over-supply
could lead to price deterioration. A large number of unsold units may
cause liquidity crunch in real estate sector and in the extreme case
could lead to a domino effect in financial sector and real economy.
3) Absorption Rate
Absorption rate, which gives an estimation of the time needed
to sell outstanding stock of real estate, is compared with its historical
trend. Extremely low absorption rate could be a signal of high speculation
while extremely high absorption rate could be a signal of sluggishness
in real estate market.
4) Real estate loan growth
The growth of real estate loan, both pre - and post - finance,
is monitored against its historical trend and economic growth. High loan
growth, especially when higher than economic growth, could be a signal
of over borrowing and increase the credit risk in financial market.
5) NPL growth
The non-performing loan ratios (NPL ratio) of both pre - and
post - finance are monitored as indicators of stability and risk in the real
estate and financial sector. Economic condition could deteriorate debt
service ability of borrowers. Moreover, NPLs of pre-finance could
indicate the sluggishness in real estate sector as liquidity problem

arises with higher number of unsold units.

71



Developing Monitoring System

for Real Estates Sector in Thailand

Most literatures put emphasis on detecting bubbles in real estate
market, but there are not many literatures that put emphasis on the
actual bursting of bubbles. Therefore, in addition to descriptive
statistics, two different early warning models were develop in order to
detect both the formation of bubble and the signs of tipping points
that would lead to the burst of real estate bubbles.

Using Quasi-Maximum Likelihood Estimation for Binary Logit with
Huber/White Standard Errors and Covariance model, the effect of each
indicator is estimated through the quadratic hill climbing algorithm until
coefficients give the highest likelihood of predicting a bubble in the
next year. The two early warning models are composed of different
indicators as follows:

Model 1: Bubble Early Warning Model: The indicators used in
this model are the average annual growth of GDP in the period from
the previous quarter to the same quarter of the previous year; the
return of stock market; the interbank rate; the growth of money supply
(M2) in the previous quarter; the growth of mortgage loan; ratio of post
- finance real estate loan to total real estate loan (Mortgage Ratio); the
growth rate of approved construction area; the change in legal fees on
real estate transactions; the quarterly growth in land and property sale;
and the quarterly growth in house furnishing price index.

Model 2: Bubble Burst Early Warning Model: The indicators
used in this model are the annual growth of domestic demand in the
same quarter of the previous year; the acceleration of stock price index
(Bubble in stock); the change of interbank rate when compared the
current quarter to the same quarter of the previous year; the difference

between mortgage loan growth in the previous quarter and in the same
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quarter of the previous year; and the growth of land and property sale.

Both models were able to effectively predict the formation of
bubbles and the bursting of bubble in the real estate market with the
likelihoods of correct prediction very close to 100 percent. The
likelihood of correct prediction of the bubble early warning model is at
98.25%, while the likelihood of correct prediction of the burst early
warning model is at 98.53%.

The models use econometric method to generate a composite
index of real estate bubble or the burst of real estate bubble, which
can be used as a tool in monitoring the real estate market and as

additional data in drafting of real estate market regulation policies.
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Inclusive Asset Building and Savings Policy

for Low Income Households in Thailand

The proposal of Children Savings Accounts (CSAs) responds to
the idea of inclusive asset building policy for the low income
households and human capital development. The CSAs policy relies on
government matching fund rather than grants, in order to induce more
household savings in the long term.

The purposes of the policy are to enhance children’s education
and health development in low income households, including physical
development, health care, learning skills, entrepreneurship as well as
providing startup funds for businesses. An increase in household savings
will also promote economic stability. An investment in children education
will increase the quantity of skilled labours and promote the country
competitiveness in the long run. In addition, this policy will support the
pro-active roles rather than passive roles of the households in promoting
children’s education development.

The survey result of 405 households, representing the sampling
group of low income households in Bangkok Metropolitan, shows that
children’s education development in households is ranked as the
second in priority, which follows household backup use ranked as the

first need. Approximately, 95.6 percent of sampling groups are willing to
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Inclusive Asset Building and Savings Policy

for Low Income Households in Thailand

participate in the pilot project of CSAs due to the potential high expenses
for higher educations. They claim that the government subsidies, under
the Free Education policy, might not be sufficient for such extra
expenses.

The multiple regression model is also performed with such
Bangkok dataset to indicate the potential factors determining
household savings amount. The statistical results confirm these eight
determinants: household income, use of financial institutions,
household assets, monthly household debt repay, household leader’s
education level as well as occupation and household expense on
children’s education and healthcare.

This paper proposes that CSAs policy should first be
implemented as a pilot project in Bangkok Metropolitan area to
estimate the numbers of potential participants and assess any problem
that may arise before the program is extended to nationwide. The
maximum matched saving is 400 baht per month per child. This rate is
similar to that proposed in the project of Children Development Grant
(born during 1 October 2015 - 30 September 2016). The matched rate
will be 25 percent, 50 percent and 75 percent for children between the
age of 1-3 years, 4-6 years and 7-9 years respectively, and it will reach
100 percent for children that are 10-15 years old. It is estimated that
the overall savings amount will be 122,400 baht per child at the end of
year 15, consisting of 72,000 baht from household’s contribution and
50,400 baht from the government’s matched scheme. This amount of
savings will obviously help to reduce the expenses in children’s higher
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educations. This paper estimates the budget for 100,000 children
(based on the average birth rate in Bangkok 2015) to be around 5
billion baht for the assumption of 15-year period of participation.

The CSAs policy might be another alternative to reduce the
flaws of Student Loan and to construct the basic financial knowledge
and savings behavior for the new generations and their households.
This policy will be a useful platform for introducing other government
savings tools to low income households in the later stage. Nonetheless,
it is necessary to consider the conditions of economic situations and
government’s fiscal stability before implementing the CSAs policy. To
reduce the potential implementation problem, some frameworks of
CSAs policy can be adjusted from the pilot project of Children

Development Grant as well.
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A Study in Building an Analysis System of

Thailand’s Structural Fiscal Balance

“A Study in Building an Analysis System of Thailand’s Structural
Fiscal Balance” aims to study and establish a calculation guideline for
structural fiscal balance, also to analyze the effects of discretionary
fiscal policy on the economy in order to identify the impact from
temporary economic cycle and price cycle on fiscal balance. The result
should be used to form a set of guidelines for improving fiscal structure
and publishing relevant reports.

Structural fiscal balance is an analytical tool that differs from
normal fiscal balance with many benefits, such as assessment of
discretionary fiscal policy, evaluation of fiscal policy’s impact on the
economy and comparing national fiscal policy to the international
standard.

Calculation of structural fiscal balance in this study comprises 3
steps which are 1) Adjusting for the effect of one-off measures
2) Adjusting for economic cycle by aggregated and disaggregated
methods and 3) Adjusting for price cycle.

The study found that one-off measures tend to distort fiscal bal-
ance in both magnitude and direction depending on each year’s situa-

tions. For instance, Fiscal Year 2007 and 2010 saw an increase in fiscal
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A Study in Building an Analysis System of

Thailand’s Structural Fiscal Balance

deficit when adjusted for one-off measures, such as extra revenue from
the disband of Exchange Rate Stabilization Fund and confiscation of
former Prime Minister Thaksin’s asset. These extra revenues exaggerated
the fiscal position beyond the actual role of each year’s fiscal policy. In
some years, like 2009 and 2011-2014, extra expenditures from govern-
ment policy, such as Rice Pledging Scheme, First Car Buyer Tax Rebate
and Village Funds, worsened the fiscal position without reflecting the
actual long term fiscal policy.

After adjusted for economic cycle by both aggregated and  dis-
ageregated methods, the study found that fiscal balance changed con-
sistently between the two methods, by size and direction. When further
adjusted for price cycle, the study also found that such cycle affected
revenue collection only marginally, except for the excise on oil where
the changes in tax rate explain a critical part in the variation of excise.

The analysis of structural fiscal balance was parted into 4 periods
according to the output gap, as follows

1) Fiscal Year 2003-2008: Thai economy experienced a continuous
growth and structural fiscal balance was at an average of 0.65%/GDP
per year.

2) Fiscal Year 2009: Thai economy faced a contraction and
structural fiscal balance was at -1.77%/GDP per year.

3) Fiscal Year 2010-2013: Thai economy recovered and structural

fiscal balance was at an average of 0.78%/GDP per year.
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4) Fiscal Year 2014: Thai economy slowed down and structural
fiscal balance was at -0.13%/GDP per year.

According to the aforementioned result, the structural fiscal
balance has been in surplus for most of the time. Meanwhile, the fiscal
deficit was mainly due to economic cycle and extra items. This can be
well concluded that the government has conducted counter cyclical
fiscal policy in the past.

Even though the government has followed the international
principle in running counter cyclical fiscal policy, there is still a need for
improvement in revenue and expenditure structure in order to prepare
for coming critical duties and changes, such as public services and
welfare provision, which tend to increase continuously and seem
impossible to cut down, as well as contingencies for any emergencies
that may occur.

This study proposed a set of recommmendations, mainly focusing
on the restructuring of revenue and expenditure in medium to long
term. Those recommendations can be summarized as follows:

1) Revenue Structure

1.1) Enhancing tax collection effectiveness. For example,
transaction and business record database in a supply chain should be
shared and connected between involving agencies, knowledge,
information and technology can be transferred through international
cooperation, tax collection procedure should be tightened to mitigate

tax avoidance, and tax measures regarding income tax base should be
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reviewed in a way that lessen the deterioration in tax structure.

1.2) Expanding tax base. For instance, wealth based or immobile
based tax such as land and property tax should be carried out. Expansion
in consumption based tax should also be conducted, such as emission
or environmental tax.

2) Expenditure Structure

2.1) Budget items should be prioritized, alongside a cancellation
of unnecessary or populist expenditure.

2.2) The government rather focuses on potential growth  en-
hancing expenditure, such as education, research and development and
infrastructure. This can be done by establishing a continuous growth
target for these expenditures.

2.3) The government should evaluate expenditure structure
on a cost effectiveness basis, and increase the level of public
participation for such activity.

2.4) The budget and other source of financing should be pre-
pared and allocated in order to cope with future structural changes
including global warming and aging society.

3) Government agencies, especially those who involve with fiscal
policy formulation, should pay more attention to the structural fiscal
balance. This will give them a better foresight in trend and impact of

fiscal policy on the economy.
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4) Fiscal policy should be formulated and conducted on
counter cyclical basis, which means the government should run
expansionary  fiscal  policy during economic slowdown and

vice versa.
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Monitoring Household Debt in Thailand
and Developing Economic Models to Assess

its Impacts for Inclusive Growth

The main objective of the research program "Monitoring
Household debt in Thailand and Developing Economic Models to
assess its Impacts for Inclusive Growth" is to study and monitor the
household debt situation in Thailand in the context of inclusive growth
and equitable income distribution. The models to be constructed
include Computable General Equilibrium Model (CGE Model), which
links macroeconomic and sector-based models and Micro-simulation
model assessing the inequality and income distribution. Currently, there
is still no research directly applying CGE Model to study the household
debt situation. In addition to the current line of researches there is still
no direct link for such impacts of macro and micro characteristics.

The CGE Model in this research program titled THAGE-FPO' (or
THai Applied General Equilibrium model for Fiscal Policy) constructed in
the research project, the Situation of Household Debt and Its
Macroeconomic Impact Assessment Using Computable General
Equilibrium Model, is aimed to study and monitor the situation of
household debt in Thailand in terms of macroeconomic and sectoral
economic analysis. In addition, this project aims to assess the policy
impact on household debt and macroeconomic status of the country

utilizing CGE model. For micro-simulation model (or so called Micro-FPO),

85



Monitoring Household Debt in Thailand

and Developing Economic Models to Assess

its Impacts for Inclusive Growth
the aim is to study the effect of debt on income distribution in
Thailand through compiling a database of related to household debt
and income distribution data from the socioeconomic survey by National
Statistics Office, and to study the effect household debt on income
distribution and vice versa, as well as effect of important government
policies on household debt and income distribution. Moreover, in the
research project about estimating the elasticity, the aim is to comprehend
the elasticity to be determined for the household behavior in those
economic models abovementioned. This will help the models better
reflecting the real characteristic of the economy.

For the research program in the first phase (first 10 months), the
economic models have been constructed as the crucial framework as
the tool to evaluate the impacts of the policy measures. Simulations
have been carried out to validate the models with some policy
measures to understand the limitation and the future path for
development. For the next phase, apart from improving the models
and updating the database, there will be the study of the new scheme
of policy measure such as Nano-finance.

In all, any policies enacted would affect economic growth but
also create vulnerability of the economy and long-run income distribution,
which are also regarded as important economic goals beside short-run
macroeconomic growth. The economic models constructed in this
research program, CGE model, in particular, is practical for policy

evaluation on macroeconomic and sectoral impacts on economic
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growth and other economic variables, while the micro-simulation model
would represent the impacts on income distribution. As the important
tools for the organization such as Fiscal Policy Office, which has its main
duty on policy recommendation for the government, it will greatly help
fulfill the assessment of any policy as the information on how each
policy measure impacts the economy as well as any specific sector is
crucial for policymakers. As a result, the policy enactment would be

more efficient.
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The Situation of Household Debt and Its
Macroeconomic Impact Assessment Using

Computable General Equilibrium Model

The main objective of the research plan "The Household debt
monitoring in Thailand and its impact on the economy in the context of
inclusive growth using economic models" is to study and monitor the
household debt situation in Thailand in the context of inclusive growth
and equitable growth distribution. The models to be utilized include
Computable General Equilibrium Model (CGE Model), which links
macroeconomic and sector - based models and Micro - simulation
method assessing the inequality and income distribution. Currently,
there is still no research directly applying CGE Model to study the
household debt situation. In addition, current line of researches do not
there is no direct link impact on such macro and micro characteristics.

This research project, the Situation of Household Debt and Its
Macroeconomic Impact Assessment Using Computable General
Equilibrium Model, is a part of the above mentioned research plan. The
main purpose is to study and monitor the situation of household debt
in Thailand in terms of macroeconomic and sectoral economic analysis.
In addition, this project aims to assess the policy impact on household

debt and macroeconomic status of the country utilizing CGE model.
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Impact Assessment Using Computable General Equilibrium Model

The CGE Model in this project titled THAGE - FPO' (or THai
Applied General Equilibrium model for Fiscal Policy Office) is a dynamic
Australian style system of linear equations computed by GEMPACK
program. The researchers have augmented the Financial Module to the
THAGE-FPO to create the real-financial linkage, which is at the forefront
of the CGE model in Thailand. The model can also analyze the impact
of simultaneous change in policy variables and produce scenario
analysis. In order to achieve that, this project has created and updated
Social Accounting Matrices (SAM) with historical simulation technique in
order to make the baseline forecast. Then, the baseline forecast was
benchmarked for comparison of policy impacts in 2016 - 2020.

This research intends to measure the impact of two government
measures, namely the first car policy and the Nano - finance policy on
household debt, macroeconomic, and sectoral economy.

The main findings of this research are as follows.

(1) The first car policy results in a 0.9% increase in Thailand’s
GDP in 2016. Private consumption increases 0.8%. Investment increases
1.9%. Exports increase 2.8%, while imports increase 3.2%. The impacts
on these variables diminish overtime. The first car policy raises
employment in manufacturing sector by 1.21%, while employment in
other sectors, for example, agriculture, restaurant, retail and wholesale
trade, and real estate, drops in 2016 and decline even further at an
increasing rate every year. Employment in manufacturing, financial, and

construction sector, on the other hand, rises at a decreasing rate over
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the years, while employment in service sector increases at an increasing
rate. The expansion of employment in manufacturing sector is consistent
with the expansion of manufacturing activities, which increases at
a decreasing rate over time. Likewise, employment in service sector is
consistent with the expansion of activities in service sector, which
increases at an increasing rate over time. Moreover, the first car policy
contributes to the expansion of household debt at an increasing rate
every year.

(2) The Nano - finance measure results in a 0.8% increase in
investment in 2016. On the contrary, this measure reduces exports by
0.04%, while raises imports by 0.02%. Private consumption slightly
decreases at the rate of 0.0011%. In total, GDP expands 0.11% as
a result of this measure. The activities in construction sector expands
0.22% and the employment in this sector increases 0.54%. Employment
in other sectors, retail trade and logistics for example, increases slightly.
In contrast, employment in manufacturing, agriculture, real estate, and
hotel and restaurant sector declines. Nonetheless, employment and
production level stabilizes in the long run. Moreover, Nano - finance
measure directly contributes to the growth of household debt, which

expands slightly over the time.
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The Situation of Household Debt and Its Macroeconomic

Impact Assessment Using Computable General Equilibrium Model

The findings are summarized as follows

Policy and Assumption Variable Result in 2016
Demand side: Excise tax GDP growth +0.9%
subsidy at 5.0%

Total investment +1.9%
Plus

) ) Export + 2.8%

Supply side: Production
preference change at 5.0% | Household debt +
Demand side: Nano-finance GDP growth +0.11%
900 million baht or 0.6%

Total investment + 0.8%
Plus

Export - 0.04%
Supply side: Investment

Household debt +

These findings reaffirms that the government can utilize
governmental policy to stimulate economic activities. However,
the impact on both macro and sectoral levels varies from policy to
policy. Also, some policies could result in unintended adverse economic
impact, such as an increase in household debt. Therefore, it is
important for policymakers to contemplate policy impact thoroughly
and holistically.

Policy recommendations that can be drawn from these findings
are as follows.

(1) The first car policy results in an expansion of both demand
and supply side. The effect is quite significant. This means that if the

government aims to stimulate the economy immediately, this policy is
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suitable because it can generate noticeable growth in the short run, as
well as in the long run. However, this policy could result in unintended
adverse economic impact which is the increase of household debt
level. Thus, policymaker needs to take into account all the unplanned
negative impact that could happen when designing each and every
policy.

(2) The Nano - finance measure also results in an expansion of
both demand and supply side, mainly through higher investment as
well and services. Although this measure helps improve access to
finance, it also contributes to an increase of household debt. Hence,
policymaker needs to carefully balance the positive and negative
impact of different policies, as well as to consider possible responses
of different economic agents before putting a policy into implementation.

In sum, both policies are successful in stimulating growth but
both policies also elevate household debt level. This could result in
the vulnerability of household - level economy and long-run income
distribution, which are also regarded as important economic goals
beside short - run macroeconomic growth. Therefore, policymakers
should consider an implementation of income - gap - reduction
measures or policies that promote equitable income distribution.

Moreover, the CGE model that was development in this research
is practical for policy evaluation. It can be used to evaluation the
possible impacts of a particular policy measure on economic growth
and other economic variables. The information obtained from this CGE
model will be useful for policy assessment, which will fulfill the
feedback loop in the final stage of policy process. Knowledge about
how each policy measure impacts the economy as a whole as well as

any specific sector is crucial for policymakers.
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Modeling Micro - Simulation to Study
Household Debt and Its Role concerning

the Income Inequality of Thailand

Income inequality is one important that many countries,
especially developing countries, face. In the case of Thailand, the
socioeconomic survey by the National Statistics Office shows that
income inequality has been a persistent problem in Thai economy.
Since 1988, the ratio of income of households in the top decile to
income of households in the bottom decile has continuously been
above 20 times and in 2013, the ratio was as high as 25 times.

At the same time, household debt in Thailand has increased at
exceptionally high rates in the past recent years. Household debt level
has increased from 4.7 trillion baht in 2009 to 10.6 trillion baht in 2015.
Or when compared to GDP in the respective years, the debt has
increased from 57.9% of GDP in 2009 to 79.9% in 2015. In household
level, socioeconomic survey by the National Statistics Office in 2013
shows that 10.8 million households, or 53.8% of total households, are
indebted. The average debt level of Thai households is at 163, 097

baht or 6.5 times of income.
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Modeling Micro - Simulation to Study Household Debt
and Its Role concerning the Income Inequality of Thailand

This project aims to develop micro-simulation models to study
the effect of debt on income distribution in Thailand through compiling
a database of related to household debt and income distribution data
from the socioeconomic survey by National Statistics Office in 2013,
developing micro-simulation models to study the effect household
debt on income distribution and vice versa, as well as effect of
important government policies on household debt and income
distribution.

In the initial phase of the project, we have compiled and
analyze socioeconomic survey data in 2013. The statistics shows
noticeable different characteristics between indebted and debt-free
households. Data shows that indebted households tend to have higher
income and expenditure than debt-free households. Regarding the
source of debt, 92% of total households use formal debt as their
source of finance. In addition, households that use formal debt tend to
have larger borrowing value than households that use informal debt.
Moreover, households with male leader have more probability to be
indebted and households with a leader who has higher education have
more probability to have debt.

To further analyze the effect of debt on income distribution,
and vice versa, 2 micro-simulation models were used in the study.
In Model 1, Binary Logit Model was used to estimate the effect of
different factors, including income, on the probability of being indebted

of a household. And in Model 2, Multinomial Logit Model was used to
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estimate the effect of different factors, including debt, on the probability
of being in each income level by using the 3" quintile as a reference
point.

Model 1: Effect of factors on debt

In order to estimate the effect of different factors on the

probability of being indebted of a household, Binary Logit Model was
used. Demographic, social, income and history of receiving a government
policy factors were used as independent variable, while the probability
of being indebted was used as in a dependent variable. Among the
demographic, social and income factors, holding other factors equal,
income has the most effect on the probability of being indebted. As
higher income reflects higher ability to service debt, households have
more access to finance and have more chance to have debt. Another
factor that has significant effect was the geographic region of residence.
Different geographic region leads to different income and expenditure
pattern. With uneven pattern of income, living in the North-Eastern
region has the highest probability of being indebted. Another factor
that has a significant effect on probability of being indebted is the
education level of the household leader. The model shows that lower
education level has a negative effect on the probability of being
indebted. Among the factors of government policies, student loan
program and direct government transfer have positive effects on the

probability of being indebted, while village fund has a negative effect.

97

Ne—
@
WA

2



Modeling Micro - Simulation to Study Household Debt
and Its Role concerning the Income Inequality of Thailand

Model 2: Effect of factors on income distribution.

In order to estimate the effect of different factors on income
distribution, Multinomial Logit Model was used. Demographic, social,
and loan purpose were used as independent variable, while the
probability of being in each income level, using the 3" quintile as a
reference point, was used as in a dependent variable. Among all
factors, education level of the household leader has the most
significant effect to the income inequality. Primary level of education,
when compared to university level, significantly increases the
probability of being in the lowest quintile, while significantly decreases
the probability of being in the highest quintile. Secondary education
also gives the same direction, at a lower degree of effect. Another that
has significant effect on income distribution is the geographic region of
household. Holding other factor constant and compared geographic
region with Bangkok and vicinity, living in the North-eastern and North
regions significantly increases the probability of being in the lowest
quintile, while significantly decreases the probability of being in the
highest quintile. Moreover, the number of working members also has
significant effect on income distribution, while age of household leaders
and members has little effect on income distribution. When looking at
the effect of loan purpose and source, different loan purpose has
different effect. Business loan increases the probability of being in the
highest quintile, and lowers the probability of being in the lowest

quintile. In contrast, agricultural loan and informal loan decrease the
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probability of being in the highest quintile, and increase the probability
of being in the lowest quintile

Conclusion

Micro-simulation models show that income distribution and
household debt have two-way relationship. Uneven distribution of
income cause household to have unequal access to finance. Model 1
shows that low-income households has lower probability to be
indebted than high-income households. On the other hand, Model 2
shows that inability to borrow leads to higher probability of being in
lower income group. As low income households lack asset that would
be collateral, they are not able to borrow and therefore cannot invest
in productive projects that can lift them up to higher income group. In
contrast, high income households have more access to credit and can
borrow to invest in projects that led them to have even higher income.
Moreover, loan purpose plays a big role in income inequality. When
households that borrow to do business have lower probability to be in
the lowest quintile, while households that borrow to do agriculture has
higher probability to be in the lowest quintile.

The relationship observed in this study reinforces the need for
improvement in financial access and financial management knowledge.
Financial access is important for income enhancement as observed in
the effect of access to business loan to income level. However, not all
type of investment results in income enhancement as observed from

the effect of agricultural loan. Therefore, financial management is also
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Modeling Micro - Simulation to Study Household Debt
and Its Role concerning the Income Inequality of Thailand

important to help lift household up to higher income. Moreover, as
different government policies have different effect on debt, statistics
analysis should be matched with qualitative study in order to learn how

factors of each policy affect debt and income.
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Survey of Household Behavior
on Indebtedness in Thailand

and Estimation of the Related Elasticities

The objective of this research study, the household debt
behavioral study and elasticity estimation in Thailand, is to estimate the
elasticity of demand of households in Thailand in order to be able to
analyze the impact of the government policy to the consumption
behavior of households in Thailand. The estimated elasticity in this
research study could be used as the parameters in the computational
general equilibrium (CGE) model and the micro-simulation model. This
research study focuses on estimating the elasticity of demand for
households classified by the distribution of income and the regions.

In this study, we use the Quadratic Almost Ideal Demand System
(QUAIDS) model in estimating the elasticity in the demand system. The
elasticity will show the how the change in prices, income and
household debt impact the change in consumer behavior.

The findings from this study can be divided into three parts,
namely the income elasticity, the price elasticity and the household
debt elasticity.

1) For the income elasticity, the households in Bangkok tend to
have the highest income elasticity relative to other regions, especially in

processed food, clothes, public transportation, and automobiles and
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and Estimation of the Related Elasticities

fuel. Whereas, households in the southern region have relatively higher
income elasticity in luxury goods such as alcohol and tobacco. Moreover,
households with the lowest income have relatively higher income
elasticity in education, automobile and fuel, entertainment, and
processed food. Whereas, the households with the second lowest
income have relatively higher income elasticity in necessary goods such
as medical care, clothes and shoes, and communication.

2) For the debt elasticity, which shows how the household
consumption changes as the household debt increases, we found that
changes in the level of household debt does not affect much on the
consumption behavior of households. The household with the lowest
income have relatively higher household debt elasticity in the processed
food, home-cooked food, utilities, automobiles, entertainment, and
education.

3) For the price elasticity, which shows how the household
consumption change when the prices changes, we found that the
household in the northeastern region have relatively higher price
elasticity in medical care, communication, and entertainment. Whereas,
the household in the central region have relatively higher elasticity in
tobacco and alcohol. Households with the lowest income have relatively

higher price elasticity in communication and entertainment.
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However, this study has some limitations regarding the data used
as we only use the socio-economic survey data in 2013, which is
compiled by the national statistics office. The estimation may be
biased due to the lack of the variation of the data in the time horizon.
Therefore, in order to improve the quality of the research study in the
future, the socio-economic survey data of more than one year should
be used in the estimation. Moreover, in recent years, the government
imposed the expansionary fiscal and monetary policies in order to
stimulate the Thai economy, therefore the survey about how the
households react to the major public policies would be very useful.
The panel survey, which survey the same household as in the previous
survey, would also help us understand the change in the behavior of

the household in the following year.
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A study on international legislations and legal
standards in relation to the supervision of
insurance companies and a proposed revision

of the Thai insurance laws

For the past century, there have been many cases of insurance
companies facing both operational and prudential problems. The reasons
for these instances could be said to have risen from the nature of
insurance industries, at both domestic and international levels, to have
evolved continuously through globalization and competition within the
market, the nature of financial service businesses that merge together
in order to increase their market shares, natural disasters within the
country and the current development of free trade zone within the
ASEAN region. For these reasons, insurance companies in Thailand have
felt the need to adapt themselves in order to maintain competitiveness.
Those who find adapting more challenging therefore struggle to keep
up with the operational and prudential standard required by law which
in turns affect the confidence of both the consumers and the insurance
industry. For these reasons, the laws and regulations that are related to
the supervision of insurance industry in Thailand has the need to be

revised.
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A study on international legislations and legal standards
in relation to the supervision of insurance companies
and a proposed revision of the Thai insurance laws

The current laws and regulations relating to insurance in Thailand
have been criticised in some areas. For example, the supervision of life
insurance companies in comparison with supervision of other insurance
companies needs further revising — the two laws are, for the most part,
a repetition of one another. For other parts, there are some measures
that the current laws have not covered in substance, such as the
principles governing risk based capital requirements, and requirement
for corrective measures of companies that are found to be failing to
comply with prudential standards and are likely to affect policy holders
or consumers.

With these problems at hand and the changing nature of the
international insurance businesses, the Thai insurance industry is called
to make changes in many areas. However, there remain other instances
which may not be in the best interest of the policy holders or consumers.
This research will consider the relevant rules for supervision of
insurance businesses in Thailand, the Insurance Core Principles : ICP by
the International Association Insurance Supervisors: IAIS, and the relevant
laws in the United Kingdom (UK) and Singapore. The information, once
gathered are analysed and concluded with a proposition on further
development of supervision of insurance industries in Thailand to be
more efficient and effective by proposing a new draft law.

From studying the ICP and the relevant laws of the UK and
Singapore, this research has found that there are differences in some

areas of the relevant laws in Thailand such as, the transparency of
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supervision of insurance businesses, consolidated supervision, the
sharing of information between supervisors, the freedom of supervising
body, information disclosure and confidential information, changing of
persons in power and mergers, corporate governance, preventive and
corrective measures, measures relating to investment of insurance
companies and risk management for financial groups.

The draft law which this research proposes to amend the current
Insurance Act, Life Insurance Act and the Office of Insurance
Commission Act as follows :

1. Proposing a new set of objectives and powers of the Office of
Insurance commission (OIC) in the Office of Insurance Commission Act
BE 2550.

2. Allow more freedom of supervision and to clarify the supervision
power between the Ministry of Finance and the OIC. The Minister of
finance shall be responsible for licensing and supervision of insurance
businesses in the macro-level.

3. Introduce provisions on group-supervision, such as, defining
the term “group-supervision,” stipulating powers and duties of the OIC
and the insurance commission in supervision of insurance companies
and their subsidiary companies and the OIC’s powers and duties to
coordinate with other relevant supervising authorities.

4. Revision of the current legal requirements relating to appointment
process of expert persons in the insurance commission. Expert persons

acting as a member of the commission are to be appointed by a selection

107



A study on international legislations and legal standards

in relation to the supervision of insurance companies

and a proposed revision of the Thai insurance laws
committee.

5. Introduce provisions relating to the exchange of information
between supervising authorities, such as, the Bank of Thailand and the
Office of the Securities and Exchange Commission.

6. Revision of the insurance business licensing process. The OIC
shall be responsible of preliminary examination of firms seeking for a
business license. The Ministry of Finance is responsible for licensing
following the OIC’s advises.

7. Introduce provisions on the OIC’s powers and duties to issue
additional requirements in relation to shareholders, directors or persons
acting in a position of power, executive or high ranked officers in an
insurance company relating to their business conduct. The OIC may
implement these requirements for the purpose of its preliminary
examinations of firms seeking for a business license or in its consideration
for giving advises to the Ministry of Finance to issue a license.

8. Introducing a wider ambit in construing of the terms “changing
of managerial power,” and “management,” while empowering the
insurance commission for authorizations of insurance companies seeking
to change managerial powers whether through mergers or takeovers.

9. Empowering supervising authorities to issue rules on risk
management, conduct of businesses for insurance intermediaries,

corporate governance, disclosure of information and information reporting.
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10. Enacting measures relating to preventive and corrective
requirements for insurance companies in the same standards as posed
by the Bank of Thailand in supervision of financial institutions as under
the Financial Institutions Businesses Act B.E. 2551, including prompt
corrective measures and capital resources requirements.

11. Introducing a new chapter on “investment of insurance
companies,” as an integral part of the new insurance law and any
further supervision in relation to investment shall be under the
consideration of the insurance commission to encourage flexibility
in supervision process.

12. Updating and renovating the current laws through consolidating

Life Insurance Act B.E. 2535 and Insurance Act B.E. 2535.
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A Study on the Legal impact of
Foreign Account Tax Compliance Act (FATCA)
for providing suggestions to the Specialized

Financial Institutions (SFI)

The United Stated enacted Foreign Account Tax Compliance Act
(FATCA) in 2010 to requires Foreign Financial Institutions (FFls) to report
the Internal Revenue Service (IRS) information about financial account
held by U.S. person. FATCA is the revenue-raising portion of the Hiring
Incentives to Restore Employment Act, and the Act added a new
chapter 4 (Section 1471-1474) to the Internal Revenue Code. The United
States enacted FATCA to make it more difficult for U.S. person to have
financial assets which are not located in the U.S., FATCA therefore
requires FFls to search for the suspected U.S. person and reporting their
assets and identities to the IRS. In the case that the FFls fail to comply
with FATCA obligations to disclose information about their U.S. Account
holders, they will be imposed 30% withholding tax on payments of US
source income.

In complying with FATCA, the U.S. released several model
intergovernmental agreements (IGAs) to facilitate FATCA compliance in
certain countries. For Thailand, regarding the FATCA IGA (initial text) that

was signed with the US Treasury, Thailand entered into the reciprocal
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for providing suggestions to the Specialized Financial Institutions (SFI)

Model (Model 1A). Under Mode 1A, it consists of 3 main parts which are;

1. FATCA main agreement: Under this part, it sets out the main
body of the agreement such as definitions of FFls and related key
terms, obligations to obtain and exchange information with respect to
reportable accounts, time and manner of exchange of information,
application of FATCA to Thai financial institutions, collaboration of
compliance and enforcement and mutual commitment to continue to
enhance the effectiveness of information exchange and transparency.

2. Annex I: This part sets forth the due diligence obligations for
FFls in Thailand such as the obligations for indentifying and reporting on
US reportable account and on payments to certain nonparticipating
financial institutions.

3. Annex II: This part describes certain categories of nstitutions to
be treated as exempt beneficial owners such as government entity and
Central Bank, certain categories of institutions to be treated as deemed-
compliant FFls such as Fls with a local client base and Fls with only low
-value account, and certain categories of accounts or products to be
carved out of the definition of reportable financial accounts, and thus
exempt from FATCA.

Regarding the definition of FFIs under FATCA, most of the = Spe-
cialized Financial Institutions (SFls) and some of the Thai Credit Unions
are under the term of Depositary account, since this term broadly
defined to include most of financial institutions and other related financial

companies in Thailand. The term Financial Institution includes any
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commercial, checking saving time, or thrift account, or an account
evidenced by a certificate of deposit or other similar instrument
maintained by a financial institution in the ordinary course of a banking
or similar business. As a result of this definition, SFIs and Saving and
Credit Cooperative and Thai Credit Unions (assets more than $175
Millions) are required to perform certain due dilisence, withholding and
reporting obligations under FATCA.

Therefore, the key objective of this research is to study on appli-
cation of FATCA to SFIs and Thai credit Unions. The result of this re-
search will suggest the guideline of due diligence procedures and
obligations for SFls and Thai credit Unions in identifying and reporting
on U.S. reportable accounts and on payments to certain type of

financial institutions as described in FATCA agreement.
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The Development of the Securitization
to fundraising in the project management

of Government property

The objective of this research is to suggest ways in which the
securitization transaction in Thailand could be appropriately developed,
including the use of securitization transaction in the Ministry of Finance,
Department of Treasury social project. The finding of this study such as
feasibility, issues concerned and public clarification would be available
for all Public Sectors and relevant agencies.

The structure of Securitization transaction is the process of issuing
the asset referred debt instrument which could be the right of claim or
any other right that resulted the inflow of future income. The said
transactions are well-known and widely used in many countries
particularly, the sizable economic volume countries and facing the
budgetary difficulty as well as the public debt. The Securitization is the
important tool for the development of Mortgage loans market and fund
raising for large basic infrastructure project. In Thailand, even though,
the securitization transactions were used for the development of the
secondary mortgage market and the construction of Government Com-
plex, Chaengwattana Road, and supported by the legal framework and
the tax incentives, the use of securitization transaction is still limited.

After the study researchers are of the view that the securitization
transaction would benefit the economy as a whole. In order to enhance

the use of the securitization transaction for the effective economic activities,

115



The Development of the Securitization to fundraising

in the project management of Government property

the followings are the suggestion for development of the securitization;
1) in overall the mortgage loan markets in Thailand has been strictly
regulated by the authorities. Under the new capital accord, the financial
institution would give more attention to the securitization transactions.
In addition, the growth of Non-Bank business would also increase the
chances in conducting the securitization transactions. The public sector
budget and public debt constraints would enhance the use of the
securitization as a fundraising tool for infrastructure investment projects.
The State owned enterprises and the State financial institutions which
normally rely on funds provided by Government through the direct or
guaranteed  Government loans could use the securitization as a tool
for fundraising instead. The amendment or revising of the Secondary
Mortgage Corporation (SMC) legal framework to enable SMC to conduct
financial advisory business as well as conducting the variety guarantee
scheme. 2) To promote and motivate the investors, risk weights for debt
instrument of the securitization transaction should be reduced and able
to treat as part of liquidity provision of financial institutions. Tax
incentives should be the same as others investment in the similar
maner.

For the two case study projects, first the Extension Government
Complex project or Zone C project which value approximately
Bht 20,000 million. The purpose of the project is to build the Office
Building for rent to Government Agencies, State owned Enterprises and

Autonomous Organizations which similar to the previous projects.
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Therefore, it is more than likely that the securitization transaction
will be used and in order to cope with the high cost and the delay of
the project activities, the Electronics Auction will be used for all
procurements by Dhanarak Asset Development Company limited (DAD).
All construction risks will be transferred to private sector. The capital
raising will be the responsibility of DAD, while SMC play the role of
Advisor and Credit enhancement. However, the SMC could execute
these activities only the enabling instrument of SMC is amended.
Regarding the issue on the worthiness of budgetary expenses, the study
suggests that the economic maximization of the building space layout
and the increasing of commercialize income generating activities are
necessary. Presently, there are many sources for interest rate reference
and the investors pay more interest on the securitization debt
instrument than in the past. Therefore, the interest of C zone project
securitization debt instrument could be fixed at 0.5 - 1.00 percent.
In order to reduce the administrative cost, the institutional investors
should be priority target group. The bond should be medium term
range and be able to rollover as well as could be amortized over time.

The renovation and construction of Chiang Mai University
student dormitory project is the second case study for this research.
The project worth approximately Bht 1,000 million. The project will be
financed by the securitization debt instrument. The future inflow
income from rental activities will be the backed asset for the bond. The

structure of the project bond consists of medium term duration and
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the new bond will be reissued when matured which would reduce the
interest burden and avoid the long term interest. The expected paid
off would be 22 years. The project bond yield will be coinciding with
the Government bond plus credit spread. The investors will be paid
back both principal and interest. The researchers are of the view that
there are some of the risks involve in executing this project such as
the managing of the inflow income from dormitory and commercial-
ized spaces renting as well as the construction risk. For the investors,
there should be the mechanism to accommodate the liquidity of the

holders of debt instruments.
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