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Flection to be held after coronation, Finance Minister tells fund managers

WICHIT CHAITRONG
THE NATION

" FOREIGN FUND managers posed

~several questions to Finance
Minister Apisak Tantivorawong
after he gave his keynote speech at
the CLSA Asean Forum 2017 yes-
terday.

One member of the andience
asked Apisak when the general elec-
tion would take place, adding that
investors really wanted to know.

Apisak assured the audience that
the eleetion would be held next year
after the Royal cremation of late
King Bhumibol Adulyadej and the

coronation of HM King Maha
Vajiralongkorn later this vear.

Political instability caused by
prolonged political protests and the
current military rule have deterred
new investors who are not familiar
with Thai politics from investing in
the Kingdom.

After thejuntatoppled the elect-
ed government in 2014, it promised
to quickly return the country to
demoeracy but so far the pledge has
not been implemented.

Apisak said the government had
planned reforms that would bene-
fitthe country in the long run as the

next government could follow the

20-year strategy put in place by the

present government.

He added that the government
had plans to invest about Bt1.7 tril-
lion in infrastructure over the next
few years, while a range of state

enterprises had plans to spend -

about Bt500 billion on varius proj-
ects this year.

“Funding is not a problem, We
have adequate liquidity and we can
borrow at a cheap cost,” Apisak told
investors.

However, he admitted that many
projects had been delayed due to
regulatory changes. For example,
five double-track rail projects will be

delayed by three to six moths before
bidding can take place.

Government invesitment will
drive economic growth this year as
the country relies more on the
domestic market than external fac-
tors, he said.

High risk comes from outside
forces, such as a slowdown of
China'’s economy, Brexit and the
policies of US President Donald
Trump, Apisak added.

Meanwhile, Prinn Panitchpakdi,
managing director of CLSA
Securities Thailand, said interna-
tional fund managers were looking
for investment opportunities in the

Thai banking sector due to its rela-
tive cheaper market valuation. They
also look at construction-related
infrastructure businesses and the
consumer goods sector.

The CLSA predicted the Thai
stock market index could surpass
1,600 by the end of this year. It pro-
jected the economy would expand
by 4 per cent this year compared to
the 3.5-per-cent growth estimated
by the National Economic and
Social Development Board.

Prinn said he believed that high-
er economic growth would also be
driven by an unexpected export
growth.
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BoT: No push from US rate hike

MPC expected to hold
rate steady this year

PAWEE SIRIMAI | |

Even if the US Federal Reserve raises
its policy rate at next week's meeting —
sooner than expected — itwill not putany
pressure on the Bank of Thailand’s eur-

" rently accommodative monetary policy,
says a central bank executive.

“If the Fed lifts its policy rate at the
coming meeting as the market expects,
it will be outside of our forecast, hut we
still expect the Fed will raise the rate two
or three times in the second half of the
year” said Mathee Supapongse, the Bank

of Thailand's deputy goveinor
overseeing monetary stability.

“However, even if the
Fed does raise the rate, it
will not put pressure on the
Bank of Thailand’s monetary
policy, but it will cause the
haht to depreciate [against
the US dollar), which should
he a boon to our eco-
nomic recovery.”

The market's forecast of the
probability of the Fed raising
its policy rate at the next Fed-
eral Open Market Commitiee meeting
March 14-15 is almost 100%.

A strong private payroll reportin Feb-
ruary from the US made a rate hike a
near certainty.

The Bank of Thailand's Tate-setting

panel has heid the rate steady
al 1.5% since April 2015, and
economists forecast it will be
left unchanged throughout
the year to accommodate the
COUNtTY’S ECONOmIc recovery,
which is gaining pace.
Thailand's

(%
Mathee: Fund outflows
shouldn't be an issue

1o review its 2017 economic

an outlook for 2018 at its next
meeting on March 29.

The central bank estimates
GDP growth at 3.2% this year — well below
the 3.8% projecied by the Finance Minis-
try’s Fiscal Policy Office, but within the
3-4% range forecast by the National Eco-
nomic and Social Development Board.

Mr Mathee said the market has pricedin

Monetary
Policy Committee is slated !

growth forecast and reveal -

the prospect of a Fed rate hike for a while,
so capital outflows from Thai markets the
next week should not be a big issue.

“We are not worried about outflows,
because they started a few days ago and
fund outflows are still less than inflows
from earlier in the year,” he said.

Net offshore inflows to the Thai bond
market earlier this year accounted for
around US$2 billion, Mr Mathee said.

Don Nakornthab, senior director
in the macroeconomic and monetary
policy department at the central bank,
has said foreign investors have moved a
high amount of short-term capital to the
Thai bond market because they consider
the baht a safe-haven currency, giver its
relative stability.

Mr Mathee said that even though
the baht has weakened, the decline is

unlikely 10 be severe because Thailand's

external front remains strong, as shown
by a high current account surpius and
foreign reserves.

“These strong external factors will help
ensure that the baht's value does not skip
much further" he said.

If the Fed raises the policy rate this
month, the possibility remains that the
1S central bank will continue to increase
the rate in the second half of the year,
reflecting a healthy US econcmy, Mr
Mathee said.

“Hawever, we still have to continue 10
monitor the US stimulus measures and
the protectionist trade stances of President
Denald Trump,” he said.

US rrade protectionism could affect
Thailand, since exports make up 66-70%
of the country’s economic value.
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TARISA WA_'_I'ANAGAS_E

he world is getting older. The United
Nations estimates that the propor-

! tion of people aged 60 and above
will more than double to 2.1 billion in
2050 from 901 million in 2015, with accel-
erating ageing in developing economies
acting as a key contributing factor to this
trend.

Low fertility rates and higher life expec-
tancy, which are the major driving forces
behind population ageing, are gaining
momentum in developing economies.
This is thanks to improved employment
opportunities, family planning and medi-
cal services.

Population ageing has significant social
and economic implications. Finane-
ing expenditure in old age can present a
major challenge for households. Businesses
may face higher costs from labour short-
ages and employer contributions to social
security funds. Business and tax revenues
may also be squeezed by the elderly’slower
spending.

FISCAL BURDEN OF OLD-AGE
SOCIAL SERVICES

Pensions, healthcare and other social ser-
vices related to old age are likely to become
a major fiscal burden with lower contribu-
tions and higher expenditure. There will
undoubtedly be behavioural and market
adjustments to the changing demographic
structure, such as increased household
savings and labor-capital substitution.
However, population ageing remains a
significant challenge. Itis important thata
country attains growth and fiscal sustain-
ability while its population ages.

Globat growth has been stagnant for
more than a decade, partly as a result of
popuiation ageing and the shrinking work-
force. Productivity has also been weak, in
part ue to lower private investment, a con-
sequence of smaller trickle-down impacts
of new digital technologies and the growing
services sector. Government investment
has also siowed in the light of fiscal con-
straints. Fiscal sustainability in a number of
countries is threatened by higher pension
expenditure and healthcare costsasa result
of improved longevity.

EMERGING MARKETS MUST ADAPT
QUICKLY

The challenges of population ageing
are even more critical for developing

Ageing in developing economies at a critical stage

economies. These economies must adapt
at a quicker pace, often with inadequate
social services and Jower incomes, Small
and open developing ecanomies that
are dependent on exports are especially
affected by stagnant global growth.

Disruptive technologies will substitute
employment both in advanced and devel-
oping economijes, but are likely to have
more significant impacts on the unskilled
segment of the workforce. This segment
is proportionately bigger in developing
economies compared with advanced ones.
Less sophisticated education systems in
these markets also make it more challeng-
ing to train or retrain populations to adapt
to disruptive technologies. :

Fiscal sustainability is a serious con-
cern. On the expenditure side, developing
economies have a bigger gap to fill between
their current level of social services and
what is required for their rapidly ageing
populations. There will also be competition
between resources for continued economic
development, such as in infrastructure, and
old-age related services.

On the revenue side, developing econo-
mies generally have a small tax base with
inefficient tax collection. Furthermore,
a large segment of their ecconomies is
often comprised of small- and medium-
sized enterprises, where employers and
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employees may have limited ability to con-
tribute to social security funds. Households
likewise may have poorer financial literacy
and lower ability to plan for old age and put
aside long-term savings.

POPULATION AGEING RESPONSES
Developing economies can learn from
the extensive studies on policy responses
to population ageing. These range from
encouraging higher fertility rates to pen-
sion and healthcare reforms. However, I'd
like to add a few more suggestions.

There must be serious efforts to create
common understanding and acceptance
that, although population ageing may look
like a distant challenge, action needs to be
taken now since behavicural and structural
changes take time. About half of the 20,000
public schools in Thailand have less than
120 pupils each due to the lower fertility
rate, Parents also prefer to send their chil-
dren to better schools in cities, thanks to the
much improved road and transportation
systemns. This illustrates the lack of govern-
ment efforts to convince local communities
that these schools should be consolidated
and cost savings shifted to benefits for
the elderly.

Equally important are efforts to bring
about changes in behaviour to deal pro-
actively with population ageing. A major

building material company in Thailand
is developing soft bathroom tiles and fix-
tures to prevent injuries from falls. A Thai
medical equipment company has started
exporting robots for elderly care 1o Japau.
Such development will support growth and
sustainability as the population ages.
Developing economies must establish
policies that fit their own contexts and

constraints. Incentivising support for the
elderly by extended families or communi-

ties is likely to be more cost effective than
operating nursing homes. The approach
also fits the culture of extended families in
most developing economies. Hospice and
palliative cares may need to be made widely
accessible to provide a more cost-effective
option than life-sustaining treatments.
Lastly, although governments should
play the biggest part in providing adequate
social services and maintaining fiscal sus-
tainability, most are focused on the short
term. International organisations such as
the World Bank, IMF and regional devel-
opment banks must play a role in provid-
ing technical assistance and pushing for
policies that respond to population ageing.

Tarisa Walanagase is former governor of the
Bank of Thailand. The original article
appears in the Official Monetary and
Financial Institutions Forum Bulletin.
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