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|. INTRODUCTION

Imperfect capital market:

* Agency Theory —Principal vs. Agent Relationship—
* E.g. managers vs. shareholders/ shareholders vs. debtholders/ among shareholders.
e 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” . ?
K “Debt overhang” reduces investment levels by 1-2% for each percent increase in leverage
ratios (Hennessy et al., 2007).



https://go.microsoft.com/fwlink/?linkid=2006808&clcid=0x409

|. INTRODUCTION (CONT.)

Real economy:
* Market failure:
e E.g.financial constraints, uncertainty, dynamic externality.
. Then,@in capital investment (CAPEX), e.g. R&D expenditures (Choi & Lee, 2017).

* Economic stimulus 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.
e Cons: Unfair competition and possible corruption.



https://go.microsoft.com/fwlink/?linkid=2006808&clcid=0x409

GOVERNMENT

SUBSIDIES

Datta-Chaudhuri (1990); Han

et al. (2019)

Schwartz & Clements (1999)

* Overcome market imperfections.

* |f government subsidies

* Capitalize on economies of scale.

Deng et al. (2021)

were misused (improper
incentives & inaccurate)

information.

* Allowing lower-growth firms to:

* Easily undertake unaffordable

projects.

* |nefficient resource allocation.

e Unfair market competition.

e Gain competitive advantages.

Knetsch & Salzmann (2022)

* Corrupt practices.
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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.




OBJECTIVES

"To examine whether

(1) investment incentives(government
subsidy) and (2) analyst following
reduce underinvestment.




W H Y TH AI LAN D S H O U LD B E STU D I E D ? View Thailand's Thailand Capital Expenditure % from 2018 to 2022 in the chart:
[ ]
max 1y S5y | 0y  aea v Septemberl 2018 | Septemberl 2022 | [N

1. The 4.0 new economic model -- escape from the
middle-income trap N

20.25

2. The BOI endeavors to promote direct investment

20
2019 2020 2021 2022

Il Capital Expenditure %

and boost private investment over 50 years.

https://www.ceicdata.com/en/thailand/government-
finance-fiscal-sustainability/capital-expenditure-

3. Recently, the SET shown its improved performanc

— Incoherent
&

—

5. The two major financial crises ineffective
— policies

4. Political unrest in Thailand

Add a. Footer,




HYPOTHESES & FRAMEWORK

LITERATUR

INVESTMENT BACKGROUND AND

PROMOTION

CHACHOENGSAO

--CHONBURI

HIGH-SPEED TRAIN
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FUNDAMENTAL ADDITIONAL
INCENTIVES INCENTIVES

1978 : Revised the scope of the 1983 : The Board's headquarters
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1977 : The Investment Promotion

L e o o St & Technology- and (1) Merit-based
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at Chamchuri Square Building.



A Guide to The Board of Investment2021 ——— A Guide to The Board of Investment 2021

Criteria for Granting Promotion Incentives

1 Basic Incentives
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Criteria fi

* Activiiss in Groyp 81 shall recehs oddifional thres-pear corporats iNComs Tax Sxamplion on e rewenus in cass of:

- imvestment in gufomation or robatic system, the cgp on cop income fax an the revenwe of the profsct shal
mmmammmrmmawmmm

in T ST, the NCOMS fox Sxsmption cap will be raked fo 100% of the imastment
sxchuding iond cost and working capital if the value of inkogse fo the Tha aulomation indusry reaches of least 0% of the
total vake of the automarion system. Applicarion i submitted by D 2022 (Annoe of the Board of
ImeesTment No. 2/2654 Measuras for Additional Rights and Benefits for Acihties in Group B thar Uiilze Modem Moachinery
e with A of Rob System)

** Non-iax incentives - Permif to cwn kand, Pemit fo Bring info the Kingdom skiflsd workers and sxperts fo work in invsstment
promated actiities, Femnit for forsign nafionals fo enfer the Kingdom for the pupcss of studying invesment apponunifies,
Permit fo fake ouf or remir monsy abroad in foreign cursncy.

Thiz complimentary guids book iz not for cale Thiz camplimentary guids boak iz nat for cale

The Office of the Board of Investment, “A guide to the Board of Investment 2021,” The Office of the Board of Investment, Bangkok, 2021.

SEC Classification : Tdanalu (Internal)




Additional incentives based on ratios

[

@ . .

£ Additional Incentives of capital o expenditure to total sales

= [Merit-based Incentives)
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g 2 Merit-based incentives for Competitiveness onatin of Swesiment pn "“m!‘“!mm

o » 0 Enhancement in the first 3 years

DL. <1%or Baht Ho iti #n period
o (additional CIT exemption limit only)
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5 addtional CIT = 2% Or 400 million Bait 2year
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o sawmption limits = 3% or 600 million Baht 3
- s parcontages o or milfion D = year
= invecrtment or axpansas| - Thie 7ol comined  CiT GeemEmon penod must
=

K.

-

[

=

=

o

In case of application for additional incentives only

T G & e
( o === 300%

on investment capital or expenditure

:.__.__. 100% on R&D for technology and innovation

Ratio of investment capitsl | Additionsl corpomte income tax
200% ar expenditure to total sales | exsmption period
i the firzt 3 years
S —— 200% 2 1% 0r 2 200 million Baht 1year
5 Of investment/
;“q':,}hm qualified 2 2% 0r 2 200 million Baht 2year
e 200% 23%0r = 600 milion Baht D = year
= 4% 0r = 800 milion Baht R - oo
200% = 5% Or = 1,000 million Baht I .-
The ToTd COMERe ST Gwampnon Dendd MulT Nor seoeded 1 oo,
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=
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This c= mplimantary guae baak is ot b el Tha complrertary ks bock o rol ke s

A Guide to The Boerd of Investment 3821 —m — A Guide to The Board of Investment 20121

2 1 Additional Incentives for Competitiveness
¢ 1 Enhancement [continued

- Additional Incentives for the Menit
Activity Group of Competitiveness Enhancement

g

Criteria for Granting Promotion Incentives e,

The Office of the Board of Investment, “A guide to the Board of Investment 2021,” The Office of the Board of Investment, Bangkok, 2021.

SEC Classification : Tdanalu (Internal)



INVESTMENT SUPPORT

Modigliani & Miller (1958); NEOCLASSICAL FRAMEWORK
Stein (2003); Yoshikawa (1980) - Investment opportunities drive firms’ investments.
- Investing when marginal benefit of the capital investment equals its marginal cost.

AGENCY FRAMEWORK
Myers & Majluf (1984); Fazzari et GENC . 0 : :

Market frictions, e.g. informational asymmetry, cause moral hazard and adverse
al. (1988) . :

selection that lead to underinvestment problems.

m Results of government subsidy

Deng et al. (2020, 2021); Hu et al.  Encourage long-term investments only for the 15t stage subsidy/excessive investment.
(2019) Ameliorate underinvestment concerns.

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

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

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

Add.a: Footer,




e Thailand’s investment growth have been hindered by

intermittent political uncertainty & exposure to the regional
and global economic crises.

 Government support has no effect on competitiveness and tax
planning efficiency (Prempanichnukul, 2020).

e |Inefficiently administered investment as practices (e.g. tax) in
the hands of the two government entities (Dusitnanond, 2011).

H1l: Investment subsidies have no influence on
underinvestment problems.




THEORY & Results of ANALYST FOLLOWING

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

Irani & Oesch (2013)

Bartov et al. (2002); Guo (2019)

To et al. (2018)

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

By the agency theory, it disseminates information to outsiders, allowing the
discovery of management misconduct, e.g. EM, compensation plans.

Pressure firms to concentrate on short-term activities to generate profits.
Manage R&D, acquire innovative firms, and invest in start-ups.

Spend more on human capital expenditures and productive capital
equipment.
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* Analysts prefer to follow businesses with effective
corporate governance (Yu, 2009).

e CAPX projections can assist capital providers in
evaluating business investment prospects more
accurately (Choi et al, 2020).

* |Inthe 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.

H2: Analyst following mitigates underinvestment
problems.

Investment subsidies
Analysts following

Underinvestment

Fig 1. Conceptual framework




lHl. METHODOLOGY

SAMPLE SELECTION DATA

1. Thailisted fi f 2000-20109.
atiistedirms from * The Market Analysis and Reporting Tool

2. (1) agro and food; (2) consumer product; (3) industrials; (4) (SETSMART), the SEC, the SET, the
property and construction; (5) resource; (6) service; and (7) SETTRADE and the companies’
technology. websites.

3. Richardson (2006)’s the investment model to identify the

observation’s investing behavior (over- or under-investment). * Data about investment promotion

certificate was hand-collected from the

4. The sample: observations with negative residual value from t firms’ annual reports.

investment mode (underinvestment).

e Assigns of good news, granted firms
prefer to disclose the BOI investment
benefits and privileges

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,




MODELS AND VARIABLE MEASUREMENT

Model (1):
(3]
UNDER;, = f, + [;BOICARD;, + Z Control variables
19 ! 6
+ Z Year fixed ef fect + Z Industry fixed ef fect
1 1
Model (2):
6
UNDER;, = a, + a;ANALYST;, + Z Control variables
1
19 6
+ Z Year fixed effect + Z Industry fixed ef fect
1 1
Model (3):
6
UNDER;; = & + & BOICARD;; + &ANALYST; ;. + Z Control variables
1

19 6
+ Z Year fixed effect + Z Industry fixed ef fect
1 1

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.

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



https://go.microsoft.com/fwlink/?linkid=2006808&clcid=0x409

G Lof Lol o o /,//// f A T
f4 )4 )

/

NN 2Ly Ly
\ / '/, /DESCRIPTIVE T/TI
TABLE L ; // Vi /1 Y|

DESCRIPTIVE ANALYSIS

Variables Mean SD Q1 Median Q3

UNDER 0.060 = 0.080  0.022 0.042 0.067
BOICARD 0.339 | 0473  0.000 0.000 1.000
ANALYST 0.324 | 0.467  0.000 0.000 1.000
GROWTH 2416  6.611| 0.690 1.900 3.430
SLACK 0882  1.157  0.036 1.267 2.450
AGE 26457  6.951  18.000 25.000 34.000 ~ Shanghai and

SIZE 22116 1466 21.028  21.930 22.969 Shenzhen Stock

Exchanges
LEV 0.172  5.852  0.000 0.101 0.461
ROA 0.074 | 7.817  0.019 0.056 0.097 # US innovative firms

1/3 firms followed by
analyst(s)

Note: The sample consists of 4,202 firm-year observations during the studied
periods.
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T -%B]—_E II. PEARSON CORRELATION ANALYSIS

W ariables

1.

2.

3. 4.

-UNDER
BOICARD
ANALYST
.GROWTH
SLACK
AGE

SIZE

LEWV

ROA

WM =

&

5
(&)
7
8
o

AGE
SIZE
LEWV
ROA

MNotes: The sample consists of 4. 202

-0.025
-0.032%**
0.106%***
0.095***
-0.068***
-0.046***
0.063 ***
0.04 g F**

-0.000
-0.007
-0.170*=**
0. 533 %*%*
0.056%**
0.006

S.

7.

0.019
-0.04 7 F=*
-0.009
0.16]***

-0.028%*
-0.021
-0.016

0. 126%***

-0.035%%* -0.021

firm-vear observations during the studied

periods. ¥, ¥* and **¥* represent the statistical significance at the O.1. O.05, and

0.01 level. respectivelyw.

Add a Footer




TABLE H. HYPOTHESIS TESTS

Variables Coefficients (t-values)

(1) (2) (3)

-0. 0{]4*** -0.004%*=*

Intercept 0.143%%* 0.112%%%* 0.114 T
( 6.55) (4.65) (4.68) P (318 (359 ______._G332) _
BOICARD 0,001 T 0,026 SIZE -0.030%%* -0.017 -0.018
(0.76) ( 0.96) _ o360 - oo LD oo 169 -
ANALYST -0.089 %k -0.09 1 %% LEV i : “: Zg? : 2?{_}? (? ?{;}
(-2.75) (-2.81) L e 2 A
GROWTH CTO00TRFTTTTO00rRE o001+ | <04 o0 000 om0
L (7.05 7.08 7.07 I
SLACK i (0.0{}6)*** (0 {}0()3*** (0.0{}()3*** E ;fea" ﬁ:'fed etfect = = i
| (5800 __ S8 f.f’.-fiﬁ}___} ndustry fixed effect Yes Y e_s Yes
F-value 7 4GF** 7.69%** T 4QkEE
Adjusted R? 0.047 0.048 0.048

Observations

Note: *** represents the statistical significance at the 0.01 level.
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 Using a Ieadmg dependent varlable, the underinvestment levels in the £
next year. :

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

J Results:
[ The coefficient for BOICARD is still statistically insignificant.

1 No connection between the present investment subsidies and the subsequent
reduction in underinvestment problem:s.

Add a Footer



V. CONCLUSION AND DISCUSSION

LN O\ S S ST S L I P Fad &
1 The BOI investment support fails to enhance investment levels of

the underinvested firms.
O Naglova (2018): investment subsidies &J 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.
(J 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.

Add a Footer



ACADEMIC CONTRIBUTION

“*The majority of those studies utilize
Chinese firm.

v" Han et al. (2019): no improvement of underinvestment for the China
subsidized firms.

“*Relied on the non-BRICS emerging
market like Thailand.

“Supporting evidence on improvement in
underinvestment for the firms followed
by analysts from various economies
v" To et al. (2017): higher productivity & more efficient employment

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




Add.a: Footer,

PRACTICAL CONTRIBUTION

[ 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.

1 The overlapping powers of the Revenue Department and the BOI
should be addressed as it causes the firms trouble in profit and loss

calculations.
J 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

J Market participants/regulators.




Future research

imitations
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