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ABSTRACT

TE1560933

The 1997 financial crisis had inflected severe damage to the Thai economy.
As a result, the Government used its fiscal policy to accelerate economic recovery.
New policies were initiated to stimulate the economy particularly through fiscal deficit
and popuiist programs. However, these policies resulted in increasing level of public
debt and populist policies may lead to greater fiscal risks in the future. Meanwhile,
the Government is obliged to allocate 35 percent of the total government revenue to the
local governments by the fiscal year B.E.2006. Fiscal decentralization policy means that
the Government would have a heavy burden to subsidize the local governments’
revenue and this may impact the fiscal sustainability. Considering these developments,
this study shall examine the implicaticns of policies on fiscal sustainability. This study
uses the fiscal sustainability model to forecast the medium-term fiscal stance, revenues,
expenditure as well as the public debt. The outputs will be further analyzed for fiscal

sustainability over the medium and long-term.

The objectives of this research study are as follows:

1. To examine the public debt situation of the Government

2. To analyze the implications from fiscal decentralization particularly the
requirement to set aside 35 percent of the total government revenue to the local
governments by fiscal year 2006 on fiscal position and sustainability.

3. To study the outcome from the populist policies of the Government on

fiscal sustainability.
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4. To study the fiscal sustainability over the medium and long-term as

a result of the Government's overall policies.

The research study has concluded with the following findings:

1. The public debt to GDP ratio has gradually declined. The Government is
able to maintain the debt service to the budget ratio and the capital expenditure to the
budget ratio within the Fiscal sustainability Framework. Moreover, the fiscal balance of
the Government will be zero (balance) by FY B.E. 2005 and is expected to achieve
surplus from FY 2005-FY2009 in accordance with the Fiscal sustainability Framework.

2. If the Government allocate 35 percent of the total government revenue
to the local governments in FY 2006, Fiscal sustainability Framework will still be
maintained (Public debt to GDP less than 55 percent, debt service to the budget less
than 15 percent, capital expenditure to the budget more than 25 percent, and balance
budget by FY B.E. 2005). However, such allocation will increase the fiscal burden in
term of heavy subsidies to the local government. This fiscal pressure could be lessened
by increasing governments’ capacity to collect their own revenues by introduring the
new Land and Property Tax Act in 2005.

3. In considering the populist policies, it was found that the financing of
these policies does not cause the breach of Fiscal sustainability Framework under these
policies. In monitoring the implementation progress by the Specialized Financial
Institutions (SFls) undertaking the quasi-fiscal programs, it was found that most SFls
record low NPLs level and there is no sign that the quasi-fiscal programs will affect the
fiscal position over the medium-term. Therefore, it is concluded that the populist policies
wiil not cause fiscal burden to the Government in the future.

4. The research study found that Thailand’s fisca! position is sustainable in
the medium and long terms. It is evident that the 3 key indicators in the Fiscal
sustainability Framework do show that the fiscal outlook remained sustainable and
strong with declining public debt to GDP and debt service to the budget; and the capital
expenditure to the budget above the threshold; and the budget will be balance budget
by FY 2005 and cash surplus is forecast for FY 2005 to FY 2009 in accordance to the

Fiscal sustainability Framework.





