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I. INTRODUCTION

Imperfect capital market:

• Agency Theory –Principal vs. Agent Relationship–

• E.g. managers vs. shareholders/ shareholders vs. debtholders/ among shareholders.
• Existing “information asymmetry” problem and agency costs.

• Conflicts in the contracts between shareholders & bondholders

• From managers’ views (acting on shareholders’ behalf), creditors benefit more compared to 
the owners when the cash will flow from some potential investment to the creditors. 

• Resulting in ..
↙ Firms abandon/ reject a positive NPV project.
↙ “AN UNDERINVESTMENT PROCESS” .
↙ “Debt overhang” reduces investment levels by 1-2% for each percent increase in leverage 

ratios (Hennessy et al., 2007).
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https://go.microsoft.com/fwlink/?linkid=2006808&clcid=0x409
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I. INTRODUCTION (CONT.)

Real economy:
• Market failure:

• E.g. financial constraints, uncertainty, dynamic externality. 
• Then,     in capital investment (CAPEX), e.g. R&D expenditures (Choi & Lee, 2017).

• Economic stimulus—government subsidies—after the financial/pandemic crisis.
• Corporate income tax deduction/exemption (via significant spending).
• Import duty relief, etc.
• Permission for experts/workers/foreigners.

• Pros: Revival of the economy.
• Cons: Unfair competition and possible corruption.
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Advantages

Schwartz & Clements (1999)
• Overcome market imperfections.

• Capitalize on economies of scale. 

Deng et al. (2021)

• Allowing lower-growth firms to: 

• Easily undertake unaffordable 
projects.

• Gain competitive advantages.

Knetsch & Salzmann (2022)
• Firms in countries with a higher 

level of societal trust are less 
prone to underinvestment.

Disadvantages

Datta-Chaudhuri (1990); Han 
et al. (2019)

• If government subsidies 
were misused (improper 
incentives & inaccurate) 
information.

• Inefficient resource allocation.

• Unfair market competition.

• Corrupt practices.
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GOVERNMENT 
SUBSIDIES
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ANALYST FOLLOWING

• He & Tian (2013): Analysts make a firm 
forego valuable long-term investments 
to meet short-term targets.

• Lee & Mo (2020): Earnings forecasts & 
stock recommendations by analysts 
affect investment decisions 

• Bae et al. (2021): Analysts improve 
investment efficiency 

• Jing et al. (2023): The monitoring role of 
analysts enhances environmental 
policies of pollution abatement 
investment.

ANALYTICAL SKILL AND 
PRIVATE KNOWLEDGE

“EXTERNAL 
MECHANISM”

to correct 
Market failure 
(To et al. 2018)

Add a Footer 6
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OBJECTIVES
T o  e x a m i n e  w h e t h e r  

( 1 )  i n v e s t m e n t  i n c e n t i v e s ( g o v e r n m e n t  
s u b s i d y )  a n d ( 2 )  a n a l y s t  f o l l o w i n g  
r e d u c e  u n d e r i n v e s t m e n t .

Add a Footer 7
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WHY THAILAND SHOULD BE STUDIED ?

1. The 4.0 new economic model -- escape from the 

middle-income trap

2. The BOI endeavors to promote direct investment 

and boost private investment over 50 years.

3. Recently, the SET shown its improved performance

4. Political unrest in Thailand

5. The two major financial crises

Add a Footer 8

Incoherent 
&
ineffective 
policies 

https://www.ceicdata.com/en/thailand/government-
finance-fiscal-sustainability/capital-expenditure-
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INVESTMENT BACKGROUND AND 
PROMOTION 
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II. LITERATURE, HYPOTHESES & FRAMEWORK
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BOI in five decades 
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FUNDAMENTAL 
INCENTIVES 

Technology- and 
activity-based 
incentives

E.g. businesses in 
advanced 
manufacturing, 
high-value 
services 

ADDITIONAL 
INCENTIVES 

(1) Merit-based 
incentives

E.g. for firms 
spending on value-
creation activities

(2) Area-based 
incentives 

E.g. for firms 
located in the 
specified areas
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The Office of the Board of Investment, “A guide to the Board of Investment 2021,” The Office of the Board of Investment, Bangkok, 2021.
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The Office of the Board of Investment, “A guide to the Board of Investment 2021,” The Office of the Board of Investment, Bangkok, 2021.
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INVESTMENT SUPPORT

Authors THEORY

Modigliani & Miller (1958); 
Stein (2003); Yoshikawa (1980) 

NEOCLASSICAL FRAMEWORK
- Investment opportunities drive firms’ investments.
- Investing when marginal benefit of the capital investment equals its marginal cost.

Myers & Majluf (1984); Fazzari et 
al. (1988)

AGENCY FRAMEWORK
Market frictions, e.g. informational asymmetry, cause moral hazard and adverse 
selection that lead to underinvestment problems.

Authors Results of government subsidy

Deng et al. (2020, 2021); Hu et al. 
(2019)

Encourage long-term investments only for the 1st stage subsidy/excessive investment.
Ameliorate underinvestment concerns.

Howell (2017); Li et al. (2019); Lee 
et al. (2014)

Greater access to finance & undertake positive NPV projects.
Pursue highly risky projects. 
Encourages the creation of products and provides brand. 

Hu et al. (2019) Increase the moral hazard of the management & negative NPV projects.

Add a Footer 13
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• T h a i l a n d ’s  i n v e s t m e n t  g r o w t h  h a v e  b e e n  h i n d e r e d  b y  
i n t e r m i t t e n t  p o l i t i c a l  u n c e r t a i n t y  &  e x p o s u r e  t o  t h e  r e g i o n a l  
a n d  g l o b a l  e c o n o m i c  c r i s e s .

• G o v e r n m e n t  s u p p o r t  h a s  n o  e f f e c t  o n  c o m p e t i t i v e n e s s  a n d  t a x  
p l a n n i n g  e f f i c i e n c y  ( P r e m p a n i c h n u k u l ,  2 0 2 0 ) .

• I n e f f i c i e n t l y  a d m i n i s t e r e d  i n v e s t m e n t  a s  p r a c t i c e s  ( e . g . t a x )  i n  
t h e  h a n d s  o f  t h e  t w o  g o v e r n m e n t  e n t i t i e s  ( D u s i t n a n o n d ,  2 0 1 1 ) .

H 1 :  I nv e s t m e nt  s u b s i d i e s  h av e  n o  i n f l u e n c e  o n  
u n d e r i nv e s t m e nt  p r o b l e m s .
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ANALYST FOLLOWING

Authors THEORY & Results of ANALYST FOLLOWING

Jiraporn et al. (2012); He & 
Tian (2013); Barth et al. (2002)

As information intermediaries and business performance monitors.
Reduce the undervaluation & misprice of businesses with high intangibility.

Irani & Oesch (2013)
By the agency theory, it disseminates information to outsiders, allowing the 
discovery of management misconduct, e.g. EM, compensation plans.

Bartov et al. (2002); Guo (2019)
Pressure firms to concentrate on short-term activities to generate profits.
Manage R&D, acquire innovative firms, and invest in start-ups.

To et al. (2018)
Spend more on human capital expenditures and productive capital 
equipment.

Add a Footer 15
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https://market.sec.or.th/public/orap/IC06.aspx?lang=th

https://www.settrade.com/th/research/iaa-consensus/main

ANALYST COVERAGE
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• A n a l y s t s  p re fe r  t o  fo l l o w  b u s i n e s s e s  w i t h  e f fe c t i ve  
c o r p o ra t e  g o ve r n a n c e  ( Yu ,  2 0 0 9 ) .

• C A PX  p ro j e c t i o n s  c a n  a s s i s t  c a p i t a l  p ro v i d e rs  i n  
e va l u a t i n g  b u s i n e s s  i nve s t m e n t  p ro s p e c t s  m o re  
a c c u ra t e l y  ( C h o i  e t  a l ,  2 0 2 0 ) .

• In the emerging market, firms with analyst followings endeavor to align principal-
agent interests and keep analyst attention.

• Improvement of investment efficiency by e.g., rising inadequate investment. 

H 2 :  A n a l y s t  fo l l o w i n g  m i t i ga te s  u n d e r i nv e s t m e nt  
p r o b l e m s .
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III. METHODOLOGY

SAMPLE SELECTION

1. Thai listed firms from 2000-2019.

2. (1) agro and food; (2) consumer product; (3) industrials; (4) 
property and construction; (5) resource; (6) service; and (7) 
technology.

3. Richardson (2006)’s the investment model to identify the 
observation’s investing behavior (over- or under-investment). 

4. The sample: observations with negative residual value from the 
investment mode (underinvestment).

Initial sample 5,610 obs. (100%)

Less: incomplete data 1,352 obs. (24.1%) 

unusual data 56 obs. (1.0%) 

The final sample 4,202 obs. (74.9%)

Add a Footer 18

DATA

• The Market Analysis and Reporting Tool 
(SETSMART), the SEC, the SET, the 
SETTRADE and the companies’ 
websites. 

• Data about investment promotion 
certificate was hand-collected from the 
firms’ annual reports. 

• As signs of good news, granted firms 
prefer to disclose the BOI investment 
benefits and privileges



SEC Classification : ใชภ้ายใน (Internal) 19

• BOICARD, the BOI investment subsidies, DUMMY VAR.
• ANALYST, analyst following, DUMMY VAR.
• GROWTH, growth opportunities, is calculated by the ratio 

of the market value to the book value of total assets. 
• SLACK, financial slack, is measured by the ratio of cash to 

property, plant and equipment. 
• AGE, firm age, is estimated by the number of years that 

the firm has been listed in the Thai stock market. 
• SIZE, firm size, is measured by the natural logarithm of 

total assets at the end of fiscal year. 
• LEV, firm leverage, is measured as the ratio of total 

liabilities to total assets. 
• ROA, performance, is calculated by the ratio of net profits 

to total assets. 
• Year fixed effect, 19 DUMMY VAR.
• Industry fixed effect, 6 DUMMY VAR.

19

MODELS AND VARIABLE MEASUREMENT 

INV.MODLE = f(lagged growth opportunities, leverage, cash flows, firm age, firm size, stock returns, and capital investment). 
The negative residuals were multiplied by negative one. The lower values→ lower degrees of underinvestment. 

https://go.microsoft.com/fwlink/?linkid=2006808&clcid=0x409
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• ~ Private firms in 
China

• 1/3 firms received 
the BOI card

• 1/3 firms followed by 
analyst(s)

• ~ Shanghai and 
Shenzhen Stock 
Exchanges

• ≠ US innovative firms 

DESCRIPTIVE STATISTICS 

20
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HYPOTHESIS TESTS
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SENSITIVITY TESTS

❑ Using a leading dependent variable, the underinvestment levels in the 
next year. 

❑ A UNDER variable in year t+1 was regressed on a BOICARD variable 
and the control variables in year t.

❑ Results:
❑ The coefficient for BOICARD is still statistically insignificant.

❑ No connection between the present investment subsidies and the subsequent 
reduction in underinvestment problems. 
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V. CONCLUSION AND DISCUSSION

❑ The BOI investment support fails to enhance investment levels of 
the underinvested firms. 
❑ Náglová (2018): investment subsidies  competitiveness due to no 

improvement in performance for subsidy recipients.
❑ Ziga-Vicente et al. (2012): no relationship between R&D subsidies and private 

R&D investment due to the heterogeneity of firms (e.g. innovation dynamics, 
financial restrictions, amount of public subsidies). 

❑ The firms have a different incentive to pursue government subsidies.
❑Market forces thought that analyst following could mitigate 

underinvestment.
❑ He et al. (2019): analysts function limits management’s negative news hoarding 

behaviors and minimizes future stock price crash risk.
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ACADEMIC CONTRIBUTION

❖ T h e  m a j o r i t y  o f  t h o s e  s t u d i e s  u t i l i z e  
C h i n e s e  f i r m .
✓ Han et al. (2019): no improvement of underinvestment for the China 

subsidized firms.

❖ R e l i e d  o n  t h e  n o n - B R I C S  e m e r g i n g  
m a r k e t l i k e  T h a i l a n d .

❖ S u p p o r t i n g  e v i d e n c e  o n  i m p r o v e m e n t  i n  
u n d e r i n v e s t m e n t  f o r  t h e  f i r m s  f o l l o w e d  
b y  a n a l y s t s  f r o m  v a r i o u s  e c o n o m i e s
✓ To et al. (2017): higher productivity & more efficient employment

✓ Guo et al. (2019): engage in the acquisition of innovative firms & business 
venture 

Add a Footer 25
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❑ Increase in a variety of investment incentives to quickly enhance 
investment in private sectors. 
❑ Provided to recipients who lack financial resources, otherwise capital spending 

will be made redundant, resulting overinvestment problems. 

❑ The overlapping powers of the Revenue Department and the BOI 
should be addressed as it causes the firms trouble in profit and loss 
calculations. 
❑ the BOI should be free of political pressure to avoid the selection of recipients 

with little impact on public prosperity.

❑ Levered firms may not prefer some benefits from tax shelters.
❑ E.g. short-term loan and loan guarantee programs 

❑Market participants/regulators.
❑ Evaluate the effectiveness of investment. 
❑ Introduce external corporate governance mechanisms. 

PRACTICAL CONTRIBUTION
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Limitations Future research
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Thank you
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