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FPO Research

Research and Development of Finance and
Fiscal Measures that encourage Thai insurance

service providers to access ASEAN markets

This research project namely “Research and Development of
Financial and Fiscal Measures to Encourage Thai Insurance Service
Providers to Access ASEAN Markets” is intended to answer the two main
research questions; (1) what factors are obstacles or barriers for Thai life
and non-life insurance service providers to enter into ASEAN markets,
and (2) what kind of fiscal and financial measures that can encourage
life and non-life insurance service providers to decide to enter
the ASEAN markets. Research methodology for this report is using
the analysis on strengths, weaknesses, opportunities, and threats (SWOT
Analysis) of insurance sector in Thailand and ASEAN member countries.
The researchers also gather information from insurance service
providers and stakeholders in both public and private sectors through
in-depth interviews and distribution of questionnaires to all insurance
companies in Thailand. The study also focuses on rules and regulations
related to life and non-life insurance businesses in ASEAN member
countries in which Thailand has competitive advantage. In addition,
the report also includes the study and analysis of obligations of ASEAN

member countries under bilateral and multilateral commitments.
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The recommendations on fiscal, financial, and other measures provided
in this report have been developed under the assumptions that such

recommendations can be implemented by the Ministry of Finance.

As a result of the study, which has undertaken the analysis on
internal and external factors Including comments from stakeholders,
the researchers view that new ASEAN member countries, CLMV
(Cambodia, Laos, Myanmar and Vietnam), are capable of being destinations
for Thai life and non-life insurance business expansion. These four
countries are emerging markets with high potential economic growth
and land-linked with Thailand. They also have connected infrastructure
and have similar culture with Thailand. Accordingly, the researchers
view that cross-border supply of services could be the first priority
because consumers in CLMV have been familiar with Thai products and
services and, Thai insurance service providers are strong and credible.
As for commercial presence in those countries, possible forms of
investment can be branches, joint venture with Thailand’s financial
institutions operating in those countries, and joint venture with local
partners. From the result of questionnaire, priority ranking as strategic
target for Thai insurance business expansion among the CLMV are Laos,
Cambodia, Myanmar, and Vietnam, respectively. However, after taking
into account factors on market size, economic growth, cultural similarity,
transparency, regulation and supervision infrastructure, and political
stability, the researchers set priority markets by ranking Lao PDR,
Vietnam, Myanmar and Cambodia respectively as target countries for
thai insurance investors. In addition, this report views that life
insurance, health insurance, and automotive insurance are sub-sectors

that Thai service suppliers have competitive advantages and expertise.
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On fiscal and financial measures to support Thai insurance
service providers to enter ASEAN markets, the researchers view that
public sector should introduce measures in two prongs which are,
enhancing the competitiveness of domestic insurance businesses along
with motivating domestic insurance businesses to invest abroad.
Measures which are recommended in the report will focus on encouraging
the private sector as the main driving engine and the government is

effective facilitator as follows;
1. Tax measures, which are described in two parts:

The first part comprises measures to strengthen Thai insurance
service providers by reforming tax structure that has not served
the nature of insurance business, i.e., the measure which allows
calculation of premiums reserve as expenses in accordance with
the actuarial principle, the tax relief measure to promote domestic
mergers and acquisitions, and the reform of life insurance taxation to be
compatible with those of other financial institutions. Further study
should be undertaken to find a practical way to make the tax system

more flexible to support new insurance services.

The second part comprises measures to encourage Thai investors
to invest abroad. These general measures, which can be used by Thai
insurance  service providers, are described into two parts:
(1) Pre-establishment measures, which allow Thai service providers
a double-deduction of the expenses on feasibility studies and
pre-establishment preparation cost, and allow home company to
include 20 percent of merger and acquisition expenses abroad as cost
of the home company for five years, and (2) post-establishment

measures, which can be introduced in two approaches, which are
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improvement of terms and conditions on tax exemption for dividends
repatriation to be in line with the changes of the business model, or
a fifty-percent reduction of corporate income tax for profit or dividend
repatriation to increase the return on investment for Thai investors. This
will strengthen the company’s competitiveness and promote capital

inflows.

2. Financial measures. The researchers suggest that the existing
life insurance fund and non-life insurance fund should be developed as
mechanisms to provide technical support and studies for the companies
that wish to access to markets abroad. In addition, this paper
recommend the government’s specialize financial institution,
the Export-Import Bank of Thailand, to explore possibilities of provide
low-cost fundings for companies that wish to invest abroad, including
forms of equity participation with Thai companies in acquiring insurance
businesses abroad. Such measures would help strengthen credibility of

Thai businesses and help reducing costs of doing business abroad.

3. Measures to enhance international cooperation as well as
closer economic partnership. Thai government officials can encourage
counter parties, especially the CLMV, to liberalize insurance sector
through negotiations in all levels and all related forums from policy

level to implementing levels to remove barriers to market access.

4. Other recommended measures and mechanisms of public
sector to support Thailand insurance business to enter the ASEAN

market, are as follows:

4.1 Assign an agency to be a center for development of
strategic policies to promote Thai insurance service providers to expand

their businesses abroad.
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4.2 Develop manuals for Thai insurance businesses by collecting
and publishing related laws and regulations necessary to conduct insurance
businesses in each of the ASEAN member countries. Also publish relevant
information on public websites so that those interested persons can

easily access to the information.

4.3 Conduct roadshows and business matching for Thai
insurance businesses that wish to invest abroad, or to expand their

businesses in ASEAN, by focusing on CLMV countries.

4.4 Conduct further studies on possibilities of introducing
additional measures to promote investment overseas such as a study
on possibilities to introduce political-risk guarantee mechanism for
Thailand businesses, and the studies on the regulatories reform to
facilitate Thai insurance service providers who wish to enter foreign

market.

4.5 Provide technical assistance and capacity building
programs to officials from Ministry of Finance and insurance regulatory
agencies of ASEAN member countries in order to standardize
the supervisory and regulatory practices as well as enhancing networking

between agencies.

The most important key factor that can turn Thailand into
the hub for insurance businesses in ASEAN is the integration of policies
and measures among relevant agencies. All strategic plannings, rules
and regulations reform, as well as policies development must be geared
towards the same direction and being implemented in concerted effort of
relevant agencies. Public and private participation and consultation
mechanism must be in place during policies development in order to

introduce the measures that can effectively respond to market demand
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and facilitating business expansion. Once barriers are minimized and
businesses are expanded overseas, the revenue and reputation earned
will help Thailand build strong and sustainable relationships with

ASEAN member countries.
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The Study of Factors Contributing to
Corruption Problems and the Methods to Deal
with and Prevent Corruption in Government

Agencies Under Ministry of Finance

Corruption has remained a major problem in Thailand for a long
period of time, as the ranking of corruption indicator for the first 20
position in the Asia Pacific region surveyed from the business sector and
general population showed that amongst the top 5 most transparent
countries in Asia Pacific, New Zealand has the most transparent image
in terms of corruption indicator followed by Singapore, Australia,
Hong Kong, and Japan, respectively. Thailand, currently ranking at 15th
in the region and 80th in the world demonstrate that corruption image
of Thailand is sub-standard when compared to neighboring countries
namely, Singapore, Hong Kong, South Korea, Macao, Malaysia, China,

Bhutan, and Brunei Darussalam.

It is therefore crucial that the problem has to be addressed.
Fundamentally, the root cause of the problem arises from the Monopoly
attribute of the Political Economic System, where the minority of
the people who substantially has the monopoly wealth and political
power to manipulate the news and information while the other has
limitation of access to financial, education and information. Moreover
the norm of the Thai culture is geared towards favoritism rather than
on a merits system. The civil service system is often criticised from
the media for its abuse of power and corruption and this has been on

an increasing trend. In light of this, Ministry of Finance, which one of its

59



The Study of Factors Contributing to Corruption Problems and the Methods to Deal with

and Prevent Corruption in Government Agencies Under Ministry of Finance

60

primary role is the fund and finance government agencies must
the active role in examine the rightful used of the national budget with

highest level of transparency and efficiency.

Fiscal Policy Office, as one of the Ministry of Finance agency
whose its role is to make fiscal, financial, macroeconomic and
international economic policies recommendation to foster sustainable
economic development with corporate governance has commence
the research on “What factor leads to corruption and remedy and
prevention measures to Ministry of Finance’s agencies corruptions.”
The scope of the research is to investigate the model of corruption and
the factor that leads to corruption of civil servant under Ministry of
Finance as well as civil service system from the neighbouring countries
and policy recommendation in terms of remedy and prevention

measures.

The research group used the combined research methods of
qualitative and quantitative and used 396 samples from Ministry of
Finance including in-depth interview the high ranking executives,
stakeholders and related agencies. The instruments used were
questionnaires and interviews where the results were processed with
statistical software and content analysis, respectively. The results can

be summarized as follows.

The factor that leads to the corruption can be include, addition
and abusive of power in high ranking status, insufficient income,
materialistic and desire to be accepted in the common society,
the mutual benefit culture between boss and subordinates relation,
political influence and favoritism, lack of proper investigation, other

factors including borrowing and gambling.



FPO Research

The common form of corruption of agencies is to abusive of
power from the official position to benefit the companies of individual
as well as friends and families, in terms of contract, License of mutual
benefits. The suggested solution and prevention measures include
education the general public of the means to corruption and how to
elect a moral leader in both local and national level to the administration.
In addition, to further reform rules and regulation, governmental,
educational and media system to enhance the transparency and

efficiency of information for the general public.

The interview from the high ranking official of Ministry of Finance,
private sector leaders do agreed that corruption problem under
Ministry of Finance do not occurred frequently and only happened to
minority of the official and are both intentional and unintentional. In
terms of the intentional corruption, tends to occurred from
the loophole of the rules of law and regulation. The primary root cause
is mainly arises from immoral human discretion to benefit themselves,
and their friends and families rather than to uphold what is best for
the country. Other factors include norms of commission taking, political

influence, and lack of corporate governance.

The preventive measures should begin at the personal level,
which is to recruit moral person to be civil servant, moral enforcement,
improve public sector returns to be on par with those of private
sectors, to use moral executive leader as role model. In terms of
organization level, the rules and regulation should be reformed to be
more simplified and clear, encourage the rotation of personnel, strict
punishment for those who corrupted, and improve the corporate

governance system and to allow for the general public to participate in.
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At the national level, corruption should be regarded as national agenda,
to raise the concern of corruption through the media, and social

punishment.

In term of private sector representatives, the findings showed
that there is no corruption in terms of construction projects at
the Ministry of Finance due to small size of projects but it was agreed
that there are many corruptions of the same nature taking place in
Thailand. Therefore the public sector must reveal all available
information for bidder and to ensure that the auction process be
considered fairly. Moreover, the private sector representatives agreed
that if prevention and suppression measure is to be successful then it
must begin with determined and discipline leader who does not
hesitate to impose maximum punishment to those who corrupt and to

alert the public awareness of the importance of the problem.

Policy Recommendation

1. Preventive measure against corruption at personal level is
to have a proper instrument to recruit honest and moral person into
civil service system and to Streamline Ethical and moral attributes of
the staff and apply as the best practice or the code of conducts of
the organization. At the organization level, high ranking official to lead
a good role model, and public sector returns should be increase to
the close level of private sector to truly reflect the cost of living. Each
agency should establish a division to supervise and suppress the problem
related to corruption. At the national level, creating a network of civil
service against corruption, awards the most transparent agency to promote

as role model to others and increase public awareness on corruption.
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2. Suppressive measure against corruption at personal and
organization level is to impose punishment against the corrupted
recardless of the relation, and to frequently rotate official at the post
susceptible to corruption (less than 4 years term), establish a proper
division to serve as a center for taking complaint on corruption. At
national level, restructuring the civil service system to reduce unnecessary
and repetitive roles and steps, increase flexibility to manage allocated
budget to reduce budget for audition on corruption. In addition,
establish a network of public, private and general public to act against
corruption as well as to establish a law against private sector donation

to the political party similar to the Political Funds Control Act of Japan.
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Proposal to Develop A Public Foreign

investment Fund

The purpose of this study is to examine ways to increase
the value of public assets through an establishment of a public foreign
investment fund. This study proposes a policy framework for developing
the public foreign investment fund (without requiring investment capital
from foreign reserves) by clearly specifying the sources of capital for
the fund, outlining possible financial securities for investment within risk
tolerance level and assessing the value-added from the development
of the public fund. The study also analyzes its pros and cons as well

as limitations and its impact on the overall economy.

The study found that large investment funds under the Thai
Government, namely, Social Security Fund and Government Pension
Fund, had been benefited from undertaking foreign investment in
the form of debt securities. The two funds had received benefits from
the investment in terms of higher returns in Baht as well as better
diversification in their investment. In the case of foreign bond investment,
these funds had hedged foreign exchange risk for the entire amount of

the investment or a very high proportion of the total investment allocation.

Moreover, it was found that the sources of state assets that can
be managed more efficiently were the deposits in financial institutions
by non-financial state enterprises, local authorities and extra-budgetary
funds. Thai Government now has over 100 extra-budgetary funds' and

7,800 local authorities in which most of them lack the financial management

"There are 110 extra-budgetary funds under the Thai Ministry of Finance such as Revolving Fund for Private
sector Higher Education Development, Agricultural Land Reform Fund, Skill Development Funds, and

Coin-mintage Funds.
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expertise and personnel to manage their capital efficiently. Thus,
modifying the treasury management system by reallocating some
excess money to a relatively safe and higher yield would increase

revenue to these government entities.

Non-financial state enterprises, local authorities, and extra-budgetary
funds had deposits with financial institutions (not including the checking
account deposits) worth more than 1 trillion Baht. In 2012, if these
government entities would have been able to earn additional return of
1 percent, this would mean increased revenue of 10 billion Baht per
year. In addition to generating higher retum for the government, this

would also benefit to the overall economy of Thailand.

Increasing investment flexibility to enable investment in both
domestic and foreign markets with investment-grade level instruments
could increase additional yields by 1.3 to 2.6 percent depending on

the duration of the investment.

This paper developed a medium-sized econometric model,
based on Macro-Fiscal Model B.E. 2549 (2006) and Capital Flow Model
developed by Wetang Phuangsup et al. (2009)2, to evaluate the impact of
investment flows on the overall economy. It is found that an increasing
in outward investment of USD 3 billion in foreign debt and equities

resulting in economic growth by 0.1 and 0.2 percent, respectively.

In assessing potential risks, strengths and limitations of the public

foreign investment fund, the study found that in addition to financial

2Wetahg Phuangsup et al. (2006) “Developing Macro-Fiscal Projections Project B.E. 2549” Fiscal Policy
Office and Wetang et al. (2009) “Capital Globalization and Thai capital markets” Fiscal Policy Office.
The details of econometric model is described in section 4.2 in which impact assessment was made on
capital outflows, not including impact from capital and profit repatriation, and only focus on equity and

debt investment.



FPO Research

benefits to the fund, the economy as a whole also gained by reducing
the imbalance of Thailand’s international investment position, reducing
pressure on Thai baht, and reducing pressure on property prices in
Thailand. However, there remained some restrictions on foreign investment,
the lack of overall foreign investment policy by the public sector,
regulatory limitations, lack of knowledge and expertise for international
investment fund management, general public holding negative views
on foreign investment, constraints in risk management and exchange

rate management.

For the risks from developing a large-scaled foreign investment
fund, the study analyzed liquidity of foreign currency of Thailand,
which can be estimated from the amount of the foreign reserves, and
estimated funding needs from abroad. The analysis found that foreign
reserves of Thailand was at a very high level at 13" of the world's total
reserves. If calculated as percentage of GDP, Thailand’s foreign reserves
was ranked 7" in the world, which was higher than those of China,

Japan, South Korea, the United Kingdom, France and Italy.

In addition, Thailand’s reserves was likely to continue increasing,
while the demand for capital from abroad had decreased. At the same
time, risk of the private sector from external debt had declined as well.
Thus, outward investment of USD 3 billion accounting 1.6 percent of
Thailand’s foreign reserves did not pose a measurable impact on

Thailand’s foreign liquidity.

As for public agencies’ liquidity, shifting from bank deposits to
investments in debt securities with similar maturities did not affect
the liquidity position of the agencies that provided the investment

money.

67



Proposal to Develop A Public Foreign

investment Fund

68

In formulating policy recommendations, the paper had studied
experiences of large public funds and analyzed the opportunities and
risks of investing in foreign investment and assessed investment needs
of various government agencies. Based on the study, the policy
recommendations for the development of public foreign investment

funds can be summarized as follows:
1. Source of funds.

1.1 Government agencies with emphasis on extra-budgetary
funds, non-financial state-owned enterprises and local authorities.
The principle is to shift from bank deposits towards more investment
flexibility in fixed income foreign investments with fully-hedged in

currency risk.

1.2 Government agencies can choose investment channel in
deposit (similar to bank deposits but a special depository window in
which depositors do not have to amend regulations, investment policy,
money management practices that offer higher returns than bank
deposits, but lower yields that unit trust investment) versus unit trust
investment (If the agencies are permitted to invest in their regulations in
unit trust that can offer high-yield). However, the analysis finds that
most government agencies do not have authority to make such
investment at the present, so it is expected that during the first phase
of the establishment of the fund, special depository window at

the state-owned banks can be used.

1.3 During the first 4 years of the fund establishment,
the investment channel will be special deposit windows of the state-owned

bank before considering the use of the unit investment trust channel.
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2. Investment policy and risk management

2.1 A flexible investment in both domestic and international
markets. The goal is to generate returns higher than those of Thai
government bonds, by investing in the form of deposits or invest in

investment-grade foreign fixed income with fully-hedged currency risk.

2.2 Foreign investment during the first 1-4 years should
emphasize safety with fixed return on investment grade securities with
fully-hedge currency risk. Thereafter, consideration can be given to
investment with safety, collateralized and higher yield such as property
fund or infrastructure fund in which the principal is preserved or

the principal can be clearly valued.
3. Size of the fund

Depending on the time period in which the first 1-2 years
may consider to have 30-40 billion Baht and afterward 3-4 years
the size can be increased to 90 billion Baht to ensure that the fund size

is not too small.
4, Duration of investment

There can be various terms of investments. For instance,

periods of 3 months, 6 months, 1 year and 2 years and longer.
5. Form of fund and supervisory oversight
5.1 Private funds under the SEC supervision

5.2 Supervision by the Investment Committee or investment
advisor that is tasked to give overall investment policy and strategy to
ensure the fund meeting the investment goals and objectives and to

undertake investment management as appropriate. Foreign investment
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fund management may be more complex so administration must be

transparent and can be independently monitored.

5.3 There are several sub-funds divided by the duration of
the investment to facilitate investment such as 6 months, 9 months, 12
months and over 12 months in which different funds will be launched

during the year with varying size of 10-20 billion Baht.
6. Management

Provide professional management. This may be Thai
management team such as the case of Vayupak Fund which is jointly
managed by KTB Asset Management Company and MFC Asset
Management Company Limited (Thailand) or foreign management team
that is reliable and offers innovative management approaches and

generate higher returns in the same level of risk.
7. Rules and regulatory amendment

7.1 During the first 4 years, the study proposes to use
the investment channel through special depository windows of
state-owned financial institutions which will incur associated cost on
these state-owned financial institutions as well as increasing reserve
requirement for the state-owned banks from accepting the invested
funds from the government agencies. The regulatory amendment
should be considered on capital reserve requirements to make more
lenient terms as it should be considered as pass-through investment to

state-owned foreign investment fund.

7.2 During the first 4 years focused on raising capital
from the government agencies through special depository windows

of state-owned bank which there is no need to amend existing laws or
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regulations. However, as a next step, consideration should be made to
amend rules and regulation3 allowing for direct investment in unit

investment issued by state-owned foreign investment fund.

In summary, the development of public foreign investment fund

offers major opportunities as follows:

1) Creating a new mechanism for the management of international

capital owned by the government.

2) Reducing the pressure of capital inflows. Also Reducing the
risk of the imbalance of foreign assets/liabilities of Thailand and thus

lessening pressure on Baht appreciation.

3) Enhancing the expertise of Thai public sector in managing

foreign investment funds.

4) Facilitating and adding new channel for foreign investment by
government agencies which may not have the resources to undertake
foreign investment on their own due to lack of experienced personnel
in the implementation of foreign investment. Moreover, this will allow
for the opportunity to earn higher yield. Marginal investment return
(net of expenses of any type) from investment of 90 billion Baht is
calculated to be 1,170 million Baht (management fee of 0.2%) for
a single year of investment or 4,680 billion Baht for four years of

investment.

5) Promoting a better understanding of the foreign investment

for general public.

*Different government agencies (i.e. state enterprises, extra-budgetary funds, local authorities) have their

own rules and regulations which are different from one another.
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On the other hand, there are important risks to be

considered as well:

1) If foreign investment encounters difficulties, it may adversely

impact the reputation of government and policymakers.

2) Lack of incentive to invest by government agencies.
The financial benefit is not significant to compensate for the operational

risks as it had not been done previously.

3) Negative view that this policy will help generate income for
the fund management or the relevant parties using the money coming

from the government budget or public money.

4) Impact on the exchange rate and currency swap as the size of
the fund is large, and is intended to affect the movement of capital and
exchange rate. Therefore, it is necessary to coordinate closely with the
Bank of Thailand to achieve the maximum benefit from the outward
capital investment in all aspects of duration of investment outflows,
hedging foreign exchange risk that affect exchange rate and currency
SWAP market.
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Global Economic and Financial
Sector’s Monitoring System

and its implication on Thai Economy

During the past decade, the global economy and the Thai
economy have coped with countless episodes of economic and
financial crises. Specifically, since the end of 2008, the global economy
has faced severe and prolonged volatilities stemming from
the subprime crisis in the United States which transformed into
the full-fledged global economic and financial crisis of 2009-2010. This
round of crisis significantly impacted economies around the world,
Thailand included.

The close economic and financial linkages of economies around
the world are the major international economic milieu that causes the
manifestation of crisis in one country onto others and  eventually to

the global economy.

This calls for this research on the global economic and financial
model and the impact on the Thai economy. The main purpose is to
build an economic tool in order to track and assess the global
economic growth and situations under the new global economic
context suitable for Thailand. Specifically, this paper monitors
the economic situation of Thailand’s major trading partners. This
enables economic policy makers and the public to be equipped with
tools to suitably set economic policies given the prospect of global

economic volatilities.
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This research models 13 countries and 1 region that are
important trading partners for Thailand which accounts for about 78
percent of Thai exports: 1) the United States, 2) Eurozone, 3) Japan, 4)
People’s Republic of China, 5) Hong Kong Special Administrative Region
of the People’s Republic of China, 6) Republic of Korea, 7) Republic of
China (Taiwan), 8) Republic of Singapore, 9) Republic of Indonesia, 10)
Malaysia, 11) Republic of the Philippines, 12) Socialist Republic of
Vietnam, 13) Commonwealth of Australia, and 14) Republic of India.
The research covers the period from the first quarter of 2000 to

the second quarter of 2012.

The research divides into 4 phrases: 1) compilation of data and
analysis of the current global economic and financial conditions as well
as analyses of the economic structures of each of the trading partner
countries; 2) development of econometric model for each of the trading
partner countries using Three Stage Least Square technique, which
helps making the model less bias, more efficient, and more consistent;
3) explicitly model trade linkages between the trading partners and Thai
economy through Trade Matrix of Goods, and 4) analysis of the impact

of changing trading partner’s economic condition on the Thai economy.

The Global Economic Model developed in this paper is
an extension from the previous one utilized by the Fiscal Policy Office.

The major improvements lie in 4 dimensions as follows:

1) Adding more countries and group of countries into Thailand’s
major trading partners to better reflect Thailand’s international trade
situation. Specifically, this paper adds more Asian trading partners,
namely ASEAN and ASEAN+3, that have gained its prominence in

impacting the Thai economy.
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2) Updating the Trade Matrix consistently with the international

trade structure

3) Improving econometric equations within the model with more

up-to-date data, and

4) Applying economic indicators in estimating econometric
equations for the model to be more flexible and better respond to
the ever-changing dynamics of the global economy. In addition,
the assessment of impact on the Thai economy would enhance
the estimation from the current Thai Economic Model, particularly in

terms of impact through the trade channel.

The Model developed by researchers in this project gives
a satisfactory result in estimating the global economic impact on
the Thai economy in the 2 scenarios, i.e. 1) China’s soft-landing, and 2)
Thai baht appreciation. The result from the model is highly consistent

with the theory in terms of both sign and magnitude.

Nonetheless, due to the scope of research and other limitations,
the Model developed in this paper focuses on the trade linkage. For
future research, the authors suggest including direct investment and
financial channels. More specifically, adding the relationship between
real sector and financial sector variables such as exchange rate, interest
rate, and capital flows would be beneficial in estimating the impact
from different global economic and financial conditions on the Thai

economy.
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A Study on Guidelines on Designing

Negative Income Tax in Thailand

Since the free market system could not solve poverty and
income inequality problems, sovernment has to play a role in income
redistribution. This study proposes a workfare program through current
personal income tax system where citizens earning below a certain
amount who are also actively working will receive supplemental pay
from the government instead of paying taxes to the government. This
system is called Negative Income Tax (NIT). Through NIT, tax system is
not just about collecting revenues but also about offering benefits to
the poor. If all citizens should have equal opportunities to live a better
life, NIT is a tool to guarantee minimum income for all citizens, as well

as to reduce poverty and income inequality problems.

In Thailand, although income inequality situation has been
gradually improved during the past 10 years, the government welfare
programs could not target at the poor due to limited database of who
the poor are nd where the poor live. Regrettably, the government has
spent enormous amount of money in welfare programs but has not yet
utilised an existing tool of personal income tax system in improving

the quality of life of low income people, which NIT is able to offer.

The methodology of this study involves researching secondary
data on NIT studies and experiences both domestic and international.
Nine countries (i.e., the United States of America, New Zealand,
Singapore, United Kingdom, Israel, Australia, South Korea, Sweden, and
Canada) are selected to represent various forms of NIT throughout
the World. This study then analyses and suggests the NIT system that is

appropriate for Thailand, considering our economic and social situations.
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From the international experiences, this study found that NIT
serves two major purposes. One is to increase labor supply and another is
to reduce income inequality. NIT systems of the nine selected
countries vary in eligibility requirements and payment structures.
Transfer rate depends on many conditions other than income such as
marital status, number of children, age of children, and disability. In
regard to NIT in many of these countries, level of income and rate of
transfer are categorised into Phase-in, Plateau, and Phase-out intervals
to create incentive for people to work more and to alleviate poverty
effectively. Sweden, however, has no Phase-out interval as the government
has a goal of promoting work incentive. Most countries implement NIT
equally across their countries using the same eligibility conditions

except Israel and Canada.

Main features of NIT in each country can be summarised

as follows:

Condition of NIT | USA New Singapore | UK | Israel | Australia | South | Sweden | Canada

Zealand Korea

1. NIT First 1975 2009 2007 2002 | 2008 2000 2008 2007 2007

Applied (Year)

. Eligible Age - - >35 [>25]>21 - - - >19

. NIT Partly - - v - - - - - -

Contributed
to Provident
Fund

. Linking NIT v - - v v v - - v

with Marital
Status

. Lingking NIT v - - v v v v - v

with Number
and Age of
Children
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Condition of NIT USA New Singapore | UK | Israel | Australia | South | Sweden | Canada

Zealand Korea

o

. Linking NIT with - - v - - - - - -
Age Differential

~

. Linking NIT with - - - v - - - - v
Physical
Disability

o]

. Linking NIT with - - v - - - v - -
Possession of
Land and
Building

O

. Phase-in v - - - - - v v _
Starting from
a Higher-than-

Zero Income
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This research suggests that the implementation of NIT in Thailand

should begin with a simple system. Since poor citizens still have very

limited knowledge about filing personal income taxes, eligibility

requirements and payment conditions should not be too complicated

for the ease of understanding and administration. The recommmendations

for Thailand’s NIT are as follows:

NIT should be transferred to each individual regardless
of marital status, number of children, or disability who are

working and have income lower than 50,000 Baht per year.

The person who will receive NIT must be older than 15 years

old according to labour protection law.

NIT should be implemented equally using the same eligibility

requirements across Thailand.

NIT should have all phase-in, plateau, and phase-out
intervals. Since poverty and income distribution problems are
still rampant, NIT should also have a phase-out period to

target low income people.
The suggestion for maximum transfer is 5,000 Baht per person.

NIT in Thailand will use the budget of approximately 70,000
million Baht per year, decrease the number of poor people in
Thailand by more than 2.4 million people or 28%, increase
GDP growth rate by 4%, and increase government revenue by
4.2%.
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NIT

i Poverty Line
(Baht/Year)

5,000

Plateau

Phase-in Phase-out

0 15,000 30,000 50.000 60.000

Annual Assesable Income (Baht)

( J | J | )
| | | |

1°* Interval 2" Interval 3" Interval 4" Interval

To conclude, this study recommends an implementation of NIT
for Thailand which is a system combining tax system with welfare
system. NIT will provide an incentive to the poor to work more instead
of just waiting for welfare benefits i.e. changing welfare to workfare. NIT
incurs low administrative costs as it uses existing personal income tax
filing system, which will help expand tax filing database to include poor
people. NIT is, therefore, an efficient and effective measure to alleviate

poverty and income distribution.
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Legal Measures for Consumer Protection

in Financail

Governments around the world are waking up to the challenge
of how to effectively protect consumers of financial products and
services. Since, at present, there are many factors driving the introduction
of new financial products and innovation in the marketplace, the range
of financial products and services that consumers can choose from
significantly increasing. Clearly, some new financial products and
services are complex in nature, and have become tremendously
difficult to understand. Thus, the need for consumer to access suitable
products with a full understanding of the features of financial products
is of critical important.

The international community has recently increased its focus on
financial consumer protection with the release of some recognized
guidelines on financial consumer protection principles. Thus, numerous
initiatives are also underway to strengthen financial consumer protection
by international organizations such as the Common Principle on
Consumer Protections by the Organization for Economic Co-operation
and Development (OECD) and the Good Practices for Financial Consumer
Protection (2011) by the World Bank. A set of guidelines on consumer
protections in financial services are helpful in strengthening the global
response to weaknesses in financial consumer protection. At the same
time, rapid increases in the use of financial services have pointed to
the need for strengthened financial regulation and consumer education

to protect and empower consumers.
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For Thailand, the country has experienced problems of
the enforcement of existing laws and regulations related to financial
consumer protection. In addition, government agencies do not have
a vital role in promoting financial literacy. The recent financial capability
and consumer protection surveys in banking, securities and insurance
sectors showed that many consumers especially in banking and
insurance sectors find financial service contracts difficult to understand
and there are no agencies that are clearly identified as being responsible
for addressing consumer complaints. The main investigation focuses on
what is the best legal instrument to protect the consumers in financial
sectors. To achieve this goal, the theoretical literature on consumer
protection standard, international good practice of the World Bank and
OECD, and legal principle in United Kingdom and United States will be
analyzed to identify the policy options for the Thailand. This paper will
also further study the roles of the government’s consumer protection
agency and conduct a financial consumer survey to suggest effective
policies in the implementation of financial consumer protection law.

This paper is applied research that aims to provide both quality
and quantity information. Primary source, which derived from
the interview with financial sector consumers, will be interpreted and
evaluated. The Secondary source, which derived from theoretical
literature and legal documents, will be analysed and discussed.
Moreover, participants in the survey sample of 600 people (which is
divided into 200 survey respondents in banking, investment and
insurance sectors) were sourced. Regarding the survey, it is possible to
assume that some of the Thai financial consumers do not fully
understand the terms and conditions of financial products and
the legal measures to protect their rights and interests, as well as

the financial enterprises do not provide consumers enough information
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about their products and services.

Thus, the key objective of this paper is to propose the development
of new legal and agency framework to draw specific regime on financial
consumer protection such as a clear consumer protection rules regarding
financial products and services, a rule that require financial institutions
to disclose information to consumers that is complete, accurate, and in
a format that they can understand, and affordable and efficient dispute
resolution mechanisms should be set up. Furthermore, the general
question for drawing the agency framework has been the choice of
either using the infrastructure of the present government agency or of
establishing a new specialized agency. This paper suggests the latter
option. The reason to support a new specialized agency is that a new
organization with specialized personnel is necessary to facilitate
the work between the consumers and private sectors. The new agency
should also be responsible for promoting a “knowledge-based
approach” to consumers in banking, securities and insurance sectors. In
connection with the promotion of knowledge, the new agency should
be committed to working with regulators to ensure financial
information is available to the public, also, to set up regulatory
framework to ensure effective resolution of disputes including lay down
rules on penalties applicable to infringements. To this end, improving
financial literacy among consumer could be the way to help improve

the state economy on the whole.
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A Study of Optimal Treasury Reserve Position

The fundamental idea of treasury reserve management focuses on
the cash adequacy for budget disbursement, as well as the cost of
maintaining cash at excess or shortage level. This study tries to develop
a model that factors in both accounting and economic factors into
consideration, in order to figure out a suitable level of treasury reserve.
Two types of management cost have been identified and considered in
this study, which are the cost of maintaining excessive cash, represented
by opportunity cost of government spending, and the cost of cash
shortage, represented by the cost of issuing securities to finance such
shortage.

This study was conducted on 3 alternative models, comprising
Baumol’s EOQ, Miller-Orr’s and Newsboy model, under two circumstances,
where the government can run either a deficit or balanced budget.
Result from Newsboy model was hold as a major finding for this study,
as it is the sole model that captures uncertainty in government’s
demand for cash.

Baumol’s EOQ model’s result, under a certain pattern of demand
for cash, suggests that the government should maintain cash enough to
fulfill 6 operating days should they run a deficit budget, and 8 operating
days in case of balanced budget. On the other hand, Miller-Orr’s model,
conducted under the uncertainty of monthly cash flow by identifying
an initial point of cash and variance of past trend, suggests that 13
operating days disbursement level of cash should be maintained under
deficit budget, and 14 days for balanced budget.

Accounted for fluctuations in both cash flow and demand for
cash, Newsboy model suggests that the proper level of treasury reserve
ranges from 2 - 15 operating days disbursement level within a year,

with an average of 6 days should the government runs a deficit budget.
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In case of balanced budget, the level of treasury reserve should range
from 4 -20 operating days disbursement level, with an average of
14 days.

The study also proposed 4 policy recommendations as the followings;

1) The government should set up a suitable level of treasury
reserve each year as a guideline for relevant committees within
the Ministry of Finance in order to enhance the efficiency of cash
management.

2) The result of this study should be applied to the medium-term
budget projection if the government pursues the intention to run
a balanced budget in fiscal year 2017. This will assist the government to
plan ahead for the cash management via various instruments during
the balanced budget year, since the restriction on deficit financing will
take place.

3) The government should manage the cost of cash management
in order to minimize it should the cash level slips from the suggested
one. This can be done via other financial instruments, such as a short
term overdraft account with commercial banks and replace this debt
with government bonds later.

4) A regular update on each cited model should be scheduled to
keep the projection up to date and efficient.

In addition, the study suggested 3 aspects for further development.
First, the models utilized in this study should be improved in order to
capture the dynamic of economic situation. Second, the variables
regarding cost of cash management can be investigated and expanded
further to represent the actual cost. Finally, the study on treasury
reserve investment or depositing in a remunerable account should be
conducted by considering effects on relevant laws and the economy

from such implementation as well.
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Analysis of Thailand’s Fiscal Sustainability
(Fiscal Space Approach)

This article employs the concept of “fiscal space” to examine
the Thai fiscal sustainability. The idea is to estimate fiscal response
function of public debt to fiscal balance, which can be used to
calculate the level of debt to GDP ratio in equilibrium together with its
ceiling. The results show that the equilibrium of debt to GDP in Thailand
is at 45.3% which is quite close to its current level. Moreover, it is found

that the ceiling of debt to GDP ratio is at 60% which is consistent with

the Thai Ministry of Finance’s policy framework on fiscal sustainability.
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