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Chatchunya Anukokvitaya 2007: The Effect of Government Budget Deficits on
Private Consumption and Investment. Master of Economics, Major Field: Economics,
Department of Economics. Thesis Advisor: Assistant Professor Arunee Punyasavatsut,

Ph.D. 101 pages.

The objective of this study is to examine the effects of government-deficits financing
on the private expenditure. The study compares two methods of deficits financing which are
borrowing from the Bank of Thailand (i.e. printing money) and borrowing from commercial
banks. A small macroeconomic model was employed to clarify the relationship between
government deficits and the private expenditure. The model shows that the deficits financing
affects the private expenditure by passing-through interest rate, wealth, and money supply
channels. The two-stage least squares method was used to estimate the coefficients of the
model. The model was simulated to study the effects of deficits financing. The data are quarterly

data during 1995:1 to 2005:4.

The study found that the government deficits have statistically significant relationship
with the private expenditure, the interest rate, and money supply. When the government
finances its budget deficits by borrowing from the Bank of Thailand, it is found that the money
supply increases while the interest rate drops. Declined interest rate results in investment
slowing down, while increased money supply causes inflation. So, the consumption does not
increase as much as expected. On the other hand, when the government borrows from the
commercial banks, the interest rate increases. This will result in a drop of investment, while

consumption goes up because of the increases in wealth
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wa/lasina (@1uM) (Wudmn) (@111M) Gudwum)  (Sewaz)
2545/1 621497 1355115 168213 1088377 99.30
2545/2 561064 1325184 227679 1034733 100.00
2545/3 602511 1343999 202764 1056267 100.00
2545/4 659604 1426345 186917 1120950 100.60
2546/1 678880 1471707 199410 1162096 101.20
2546/2 675425 1424519 252872 1090505 101.70
2546/3 697130 1457881 230612 1132990 101.90
2546/4 765345 1563261 219684 1227901 102.20
2547/1 763416 1583823 223159 1276471 103.20
2547/2 760862 1569039 285600 1235870 104.40
2547/3 790881 1606089 280669 1262938 105.30
2547/4 844416 1730896 269706 1340276 105.40
2548/1 854902 1712686 286926 1474154 106.10
2548/2 841121 1690831 392195 1441565 108.30
2548/3 857827 1783540 376340 1345538 111.20
2548/4 911115 1900603 276686 1587936 111.70
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= '
MITNHNUINN V1 (71D)

rb rd onbot Dg Eg
w.a/lasina (3owaz) (owaz) @MUM) (@ Mum) (@11UIN)
2538/1 10.50 13.00 38835 -13341 151708
2538/2 10.50 13.50 36393 -59975 156683
2538/3 10.50 13.75 34669 -34638 187360
2538/4 10.50 13.75 29694 -18163 146973
2539/1 10.50 13.75 34050 -16016 189749
2539/2 10.50 13.75 35833 -56974 186507
2539/3 10.50 13.50 39951 -13120 226971
2539/4 10.50 13.25 33474 42807 215856
2540/1 10.50 13.00 37621 45879 264360
2540/2 10.50 12.50 34340 -21418 222002
2540/3 12.75 14.25 40074 19870 242255
2540/4 12.50 15.25 35001 26720 203088
2541/1 12.50 15.25 33713 -133 190313
254172 12.50 15.25 141638 -6665 194299
2541/3 12.50 14.50 90997 95331 247863
2541/4 12.50 11.50 138638 40759 210386
2542/1 7.00 10.00 204883 42161 183502
2542/2 5.50 9.00 165565 45732 212187
2542/3 4.00 8.75 131863 47829 215482
2542/4 4.00 8.50 116331 60689 221893
2543/1 4.00 8.50 113097 18880 194237
2543/2 4.00 8.50 114732 12705 217888
2543/3 4.00 8.25 116375 24347 216573
2543/4 4.00 8.25 119418 53941 224495
2544/1 4.00 7.75 146231 35380 204627
2544/2 4.00 7.75 167626 -6263 219783
2544/3 4.00 7.75 162268 24849 227082
2544/4 3.75 7.50 152878 69028 257121
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= '
MITNHNUINN V1 (71D)

rb Rd Onbot Dg Eg
w.a./lasina (3owaz) (3ouay) @) (@) (@11UIN)
2545/1 3.50 7.25 137197 70726 259816
2545/2 3.50 7.25 133024 -35811 220838
2545/3 3.50 7.25 130229 14728 234404
2545/4 3.25 7.00 132819 27172 240446
2546/1 3.25 6.75 126663 -11575 207391
2546/2 275 6.50 127911 -35501 249966
2546/3 275 5.75 134842 -14425 240576
2546/4 2.75 5.75 135956 37503 298265
2547/1 2.75 5.75 140823 -9367 249869
2547/2 2.75 5.75 137170 -39903 272509
2547/3 3.00 5.75 146957 -5421 285147
2547/4 3.50 5.75 136526 46359 301807
2548/1 3.75 5.75 139640 17310 287604
2548/2 4.00 5.75 145076 -81802 298455
2548/3 4.75 6.50 154708 1218 314688
2548/4 5.50 675 1431237 109038 328580
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= '
MITNHNUINN V1 (71D)

Gbot Gceb KK ncg nfa
w.a/lasina (@117M) (@111N) (@1uM) (@1UIN) (@11UIN)
2538/1 -4638 -2196 -12343 -209243 744282
2538/2 -2320 -256 -53690 -265240 861073
2538/3 -6290 -5322 -14038 -287658 898117
2538/4 -1909 -1550 -10601 -298768 931644
2539/1 -8912 -8085 -10391 -302367 982425
2539/2 -6914 -6414 -48877 -351120 1008968
2539/3 -4711 -4335 -11545 -366709 1003919
2539/4 -3070 -2486 56298 -308245 990653
2540/1 -663 -230 45598 -260149 987498
2540/2 -250 -7 -17097 -278567 833424
2540/3 -241 -171 23836 -249706 914687
2540/4 -1726 -588 38832 -251469 935903
2541/1 -443 -708 -691 -230122 719054
254172 -950 -201 -2608 -88651 724891
2541/3 -300 -157 96876 -74699 666743
2541/4 -873 -569 43136 74078 672312
2542/1 -1240 -965 -4351.839 81204 701482
2542/2 17238 1065 -11670.537 69109 719220
2542/3 17450 14016 32420.5 63084 805364
2542/4 20722 5635 2574 58200 822851
2543/1 -5157 -9171 28353 57491 739111
2543/2 6434 6317 6464 52416 764931
2543/3 58970 42940 -29767 24471 837361
2543/4 16695 -14169 38040 63220 875579
2544/1 3509 5442 6469 74358 932378
2544/2 -9851 -15515 -12470 107475 942059
2544/3 41272 20951 -32511 86467 855499
2544/4 42075 4673 47985 108298 862221
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= '
MITNHNUINN V1 (71D)

Gbot Gceb KK Ncg nfa
w.a./lasina (@11N) (@1u7M) (@11UIN) (@11UN) (@11UIN)
2545/1 52338 57775 6073 120304 868942
2545/2 57936 22865 -67023 38003 875663
2545/3 26215 48232 2521 28544 882384
2545/4 12252 -20448 21805 55701 889105
2546/1 -26786 -13322 14182 70113 895826
2546/2 -10101 -34881 -20968 42276 902547
2546/3 44886 30133 -55527 -6565 1639036
2546/4 -31636 -49781 73583 75031 1664322
2547/1 -22202 -4609 19619 97827 1702177
2547/2 15337 4193 -53659 40174 1746390
2547/3 60476 32956 -63509 -12056 1799656
2547/4 -28158 -29629 96316 85186 1945015
2548/1 2086 4661 14154 106606 1938827
2548/2 -21220 -5309 -48856 63711 1994445
2548/3 20381 -5573 -19221 57918 2056812
2548/4 27141 -10517 87697 129539 2136641




MSNUINT V1 (919)

Ont cfis cnfpe
w.a/lasina (@111M) (@111N) (@11UN)
2538/1 274771 80483 2482
2538/2 293273 51234 4962
2538/3 284715 37483 6946
2538/4 295948 58961 8434
2539/1 300907 23472 8434
2539/2 315582 45957 7938
2539/3 299736 64677 10912
2539/4 309879 69224 17941
2540/1 303937 43461 20420
2540/2 325743 266019 23853
2540/3 503110 274266 58855
2540/4 600541 376007 71458
2541/1 233802 161650 74510
254172 408117 160781 74034
2541/3 290846 101735 75828
2541/4 418958 105145 75014
2542/1 548434 189984 73658
2542/2 512616 106796 70293
2542/3 500997 61851 65668
2542/4 456531 297278 64003
2543/1 444795 248046 60933
2543/2 498613 235994 58895
2543/3 552720 278001 55599
2543/4 582243 279722 48263
2544/1 614428 226818 42584
2544/2 627435 155998 41025
2544/3 658809 126676 39917
2544/4 617492.2 51486 33361
2545/1 633661.2 -63258 29179
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M HNUINT V1 (919)

Ont cfis cnfpe
w.a/lasina (@111M) (@111N) (@11UN)
2545/2 642684 -103277 26882
2545/3 1031844.9 194506 25769
2545/4 1105891.6 192006 22960
2546/1 1109522.2 130350 20759
2546/2 1047912.2 36718 18690
2546/3 989248.2 172379 16394
2546/4 989994.8 177939 14800
2547/1 991611.9 147434 9558
2547/2 976975.3 176922 7365
2547/3 1087656.1 273598 7366
2547/4 1132933.5 210635 5367
2548/1 1098021.7 197460 4257
2548/2 1048601.6 289418 1537
2548/3 1076212.3 313869 1537
2548/4 1081069.1 297198 1537
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—cp

Forecast. CP

Actual: CP1

Forecast sanmple: 2538:1 2548:4
Included obsenvations: 44

Root Mean Squared Error20575.4%
Mean Absolute Error 16078.64
Mean Abs. Percent Error 2.23336%
Theil Inequality Coefficient0.01375¢4
Bias Proportion 0.00015(
Variance Proportion 0.01026¢
Covariance Proportion0.98958]
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— IPF

Forecast: IP1F

Actual: IP1

Forecast sample: 2538:1 2548:4
Included observations: 44

Root Mean Squared Error 24323.78
Mean Absolute Error 19643.26
Mean Abs. Percent Error 1.567917
Theil Inequality Coefficient 0.009173
Bias Proportion 0.000085
Variance Proportion  0.004956
Covariance Proportion 0.994959
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Forecast: MDF

Actual: MD

Forecast sample: 2538:1 2548:4
Included observations: 44

Root Mean Squared Error 20642.33
Mean Absolute Error 16392.89
Mean Abs. Percent Error  3.287199
Theil Inequality Coefficient 0.017936
Bias Proportion 0.000072
Variance Proportion  0.002678
Covariance Proportion 0.997250
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Forecast: MSF

Actual: MS

Forecast sample: 2538:1 25484
Included observations: 44

Root Mean Squared Error 33361.4¢
Mean Absolute Error 25973.9(
Mean Abs. Percent Error 5.35936¢
Theil Inequality Coefficientd.02900(
Bias Proportion 0.00000(
Variance Proportion 0.01059%
Covariance Proportion0.98940%
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—RD

Forecast: RDF

Actual: RD

Forecast sample: 2538:1 2548:4
Included observations: 44

Root Mean Squared Error 0.546687
Mean Absolute Error 0.335987
Mean Abs. Percent Error 3.253688
Theil Inequality Coefficient0.026928
Bias Proportion 0.001689
Variance Proportion  0.001663

Covariance Proportion 0.996648
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MINAAdU Model Validity

IS A
MINATOU Model Validity tHumsnageniiain lannnsdszanams (Simulation)
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