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I. OVERVIEW

1. Thailand has made considerable progress since the 1997 crisis, and its external
vulnerability is much reduced, but there are still significant domestic risks. The progress
that Thailand has made in reducing external vulnerability by paying down external debt and
building up reserves and the recent upturn in the economy make this a timely moment to
examine in detail some of the domestic vulnerabilities which constrain growth and which
could pose problems for Thailand in the future.

2. During the recent Article IV Consultation discussions, the staff discussed with
the authorities four areas that are either already causing problems or pose risks for the
future. The following Selected Issues Papers reflect the staff’s continuing work on these
areas.

3. The first paper examines The Channels of Monetary Policy Transmission in
Thailand, Following the crisis, the Bank of Thailand (BOT) progressively eased the
stance of monetary policy. Short-term interest rates declined from over 20 percent in early
1998 to about 1.5 percent by mid-2001. However, bank-lending rates have adjusted only
slowly and private credit growth remains sluggish. This raises the question of whether the
transmission mechanism is working, and, if so, through which channels. The paper addresses
these questions by using vector auto-regressions to study the transmission of monetary
policy.

4. The main findings of the paper are that changes in monetary policy are
associated with changes in real output, and that the main channel for transmission is
not bank lending but asset prices. Changes in interest rates by the BOT only weakly affect
the supply of private credit, which in turn only modestly affects output. However, interest
rates have a stronger effect on asset prices and corporate balance sheets, which in turn affect
firms® investment decisions. The paper recommends an acceleration of ongoing reforms in
the financial sector that would allow the bank-lending channel to become more fully
operative and prevent supply side constraints,

3. The next paper, on Corporate Performance in Thailand, takes stock of the
performance of the Thai corporate sector in emerging from the crisis and discusses
remaining challenges and vulnerabilities. The unfinished task of corporate restructuring,
mirrored in the still high burden of distressed assets in the financial sector (on the order of

35 percent of GDP), has been a significant constraint on Thailand’s recovery from the crisis.
The paper notes some encouraging signs: debt levels, though high, have fallen from post-
crisis peaks, while returns and corporate cash flows have slowly stabilized, and many smaller
firms have succeeded in reducing their debt ratios to pre-crisis levels. At the same time, a
substantial subset of firms, especially larger firms, is still highly leveraged.

6. To address the remaining problems in the corporate sector, the paper
recommends a market-based process. The key is to set up an institutional framework and
incentive structure that facilitates price discovery of assets and an efficient sharing of the



costs associated with restructuring, whether through losses at banks or ownership changes
and exit in the real sector.

7. The third paper offers An Assessment of Thailand’s Fiscal Vulnerability. After
enjoying a decade of debt consolidation and fiscal surpluses, Thailand’s fiscal trends
reversed quickly during the 1997 crisis, which caused a surge in public debt and a sizable
widening of the fiscal deficit. The heavy debt burden inherited from the crisis is a source of
vulnerability and a constraint on economic management. High indebtedness limits the scope
for policy flexibility in the face of a cyclical downturn. This paper examines Thailand’s fiscal
vulnerability in a cross-country perspective. It contains a description of the current fiscal
position and its sustainability, including estimates of contingent liabilities, assesses the
impact of various macro shocks on the medium-term fiscal outlook, and explores risks from
debt management and other structural fiscal risks.

8. The paper finds that the main sources of fiscal vulnerability in Thailand relate to
the presence of sizable contingent liabilities; high sensitivity of the debt dynamics to
adverse economic scenarios; and significant near-term gross financing requirements.
These vulnerabilities would be reduced if the authorities succeed in placing the medium term
debt path on a firmly declining path. The ongoing economic recovery presents a timely
opportunity to reorient fiscal policy from stimulus to debt consolidation. Asset recovery and
privatization could also play a key role in containing the medium-term debt dynamics.

9. The final paper examines Fiscal Decentralization in Thailand, a process that has
the potential to improve the quality of public services, but also entails substantial fiscal
risks in itself. Since the enactment of the 1997 Constitution, Thailand has embarked on a
decentralization process that is expected to be fully implemented by fiscal year 2009/10. The
paper takes stock of the ongoing decentralization process, and notes some shortcomings,
which arise to some extent from institutional constraints, and which give rise to significant
fiscal risks. So far, devolution of revenues is preceding the devolution of spending
responsibilities, causing a bias in the central government budget toward higher deficits, and
jeopardizing national policy objectives. Decentralization carries the risk of making budgeting
a more fragmented process, reducing fiscal discipline and accountability. Since a large share
of local financing takes the form of transfers from the central government, local governments
also have incentives to overspend and to minimize local tax collection.

10.  The paper points to actions aimed at ameliorating some of the institutional
problems that have arisen and at putting financial relations between the central and
local governments on a firmer footing. Specifically, the paper recommends that the
authorities encourage consolidation among local governments and tailor devolution to the
capacity of different levels of provincial and local government, increase accountability, and
improve information flows and incentives. The paper also stresses the importance of
devolving expenditure functions in tandem with revenues, of improving local revenue
mobilization, and of developing a rules-based borrowing framework for local governments.
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I1. THE CHANNELS OF MONETARY POLICY TRANSMISSION IN THAILAND!
A. Introduction

Recent changes in monetary policy highlight the importance of understanding

the monetary policy transmission mechanism. Followin g the crisis, the Bank of Thailand
(BOT) progressively eased the stance of monetary policy. Short-term interest rates declined
from over 20 percent in early 1998 to about 1.5 percent by mid-2001. However, bank-lending
rates adjusted slowly and private credit grew sluggishly. Given continuing problems in the
corporate and financial sectors, an important question is whether the transmission mechanism
is working, and, if so, through which channels. This paper addresses these questions by using
vector auto-regressions to study the transmission of monetary policy.

2.

4.

The main findings of this paper are:

Monetary policy is associated with changes in real output. A typical shock to the
key policy rate of the Bank of Thailand (equal to 1.7 percent, as identified in the
model) has a peak impact of about 1 percent on real GDP after 4 to 6 quarters.

Bank-lending is not transmitting monetary policy—asset prices are playing an
important role. Changes in the policy rate weakly affect the supply of private credit,
which in turn only modestly affects output. However, interest rates affect asset prices
and corporate balance sheets, which in tumn affect firms” investment decisions.

The following policy implications follow from the analysis:

Accelerating reforms of the banking system will strengthen the transmission
mechanism. As the current economic turnaround unfolds and the economy picks up
steam, credit demand will likely rise. An acceleration of ongoing reforms in the
financial sector will allow the bank-lending channel to become more fully operative
and prevent supply side constraints.

While asset prices appear to propagate monetary shocks, monetary policy
should not target asset prices. Asset prices cannot be fully controlled by central
banks in general. Ineffective attempts at targeting asset prices can therefore
undermine the credibility of the monetary framework.

The paper is organized as follows: the next section briefly discusses the different

channels through which monetary policy affects economic activity; section C presents the
evidence; and the last section summarizes the results and discusses the potential for further

work.

' Prepared by Reza Bagqir.



B. The Channels of Transmission
5. The channels through which monetary policy works include the following:2

. Interest rate channel. This is the standard Keynesian channel of monetary
transmission. Contractionary monetary policy raises short-term nominal interest rates.
Real interest rates rise as well due to price rigidities in the short-term. The increased
cost of financing depresses expenditure on business investment, housing, and
consumer durables, leading to a fall in aggregate demand and output.

. Exchange rate channel. A rise in domestic interest rates attracts foreign capital
which appreciates the real exchange rate and leads to a fall in net exports. However,
the exchange rate can also have opposite effects on domestic demand when
substantial corporate debt is foreign currency denominated. A depreciated exchange
rate weakens balance sheets, leading to a fall in investment spending and output.

. The “credit” view. As one of the more recent contributions in the literature on
monetary transmission, the channels grouped under this heading emphasize problems
of information asymmetries in credit markets. Two channels under this heading
include the bank-lending channel and the balance sheet channel. The former arises
when problems of information asymmetries prevent some firms, especially small
firms, from tapping securities markets directly for their financing needs. Banks play a
special role in financial markets by maintaining close relationships with borrowers
and overcoming these information asymmetries. A monetary contraction which
reduces bank reserves causes banks to reduce the supply of loans. Since such firms do
not have access to other sources of borrowing, this leads to a fall in investment
spending. The balance sheet channel focuses on the weakening of corporate balance
sheets when interest rates rise and free cash flows fall. Lower net worth borrowers
create problems of adverse selection (borrowers in effect are offering lower
collateral) and moral hazard (borrowers’ have less stake in the firm) for creditors,
causing them to reduce the supply of lending. Balance sheet effects can also directly
affect firms’ planned investment spending by reducing retained earnings available for
financing investment.

. Asset price channel. This channel emphasizes the behavior of equity and other asset
prices. A monetary contraction is generally associated with a fall in equity prices, as
investors move from stocks to bonds. To the extent that firms compare the market
value of capital to its replacement cost (Tobin’s g theory of investment) in making
investment decisions, this reduces investment expenditures, and hence output.

? More elaborate discussion of the channels can be found in Mishkin (1995, 2001) and Taylor
(2000), amongst others.



C. Evidence

6. The channels of monetary policy transmission can be studied using vector auto-
regressions (VARs). A large empirical literature, primarily on the U.S., Europe, and selected
other countries, uses VARSs to study transmission issues.” This methodology has both
strengths and weaknesses. The key strengths are that it allows for flexible dynamic modeling
of the key macro series of interest and affords a useful graphical way to present the results.
Impulse response functions (IRFs), through which VAR results are generally presented, show
the dynamic response of the variables in the system due to a shock in one of the variables of
interest. The shape of the IRFs shows the magnitude and persistence of the effects of shocks.
The key weakness is that VARs, by their nature, are somewhat a-theoretic and it 1s difficult
to identify exogenous monetary policy shocks. Also, IRFs show the response to
unanticipated changes in monetary policy, as identified in the model. In using the results to
consider actual policy changes, due attention has to be paid to the extent to which the policy
change is not already anticipated.

7. This paper first estimates a baseline model and then considers extensions to
study the different channels discussed above.

Baseline Model

8. A baseline VAR consisting of real GDP, the consumer price index, and the policy
rate (14-day repurchase rate) was estimated on quarterly data from 1993:1 to 2002:1.
Output and prices are seasonally adjusted and expressed in log levels.” The IRFs can
therefore be interpreted as percent deviations from baseline. A measure of world interest

rates (the U.S. federal funds rate) was additionally included as an exogenous variable, since it
is likely to be one of the important determinants of domestic rates.’

? For a review of the empirical U.S. literature, see the Fall 1995 symposium in the Journal of
Economic Perspectives. Morsink and Bayoumi (1999) present evidence for the importance of
bank balance sheet effects in Japan. Clements et. al. (2001) find the interest rate channel to
be the most important in the Euro area. Related work on Thailand includes Kirakul (1996),
Sirivedhin (1998), Patrawimolpon et. al. (2001), and Santiprabhob (2001).

* This specification follows the convention in the literature. Unit root test for most of the
series do not reject. However, first-differencing often results in eliminating too much
information. Moreover, since there is likely to be at least one cointegrating relationship in
the series, and given problems in correctly estimating the cointegrating vector, estimating the
model in first differences can lead to a mis-specified model. This is the principal reason why
the literature generally uses a log-levels specification.

> Given the small number of observations, the smatlest possible lag order which adequately

captures the dynamics is preferable to preserve efficiency in estimation. Two commonly

used criteria to guide the choice of the lag order, the Akaike information criterion and the
(continued)



9. The VAR was identified by assuming a standard ordering of the variables:
output, prices, and interest rates. The identification scheme is important for computing the
impulse responses. If shocks to the different variables were uncorrelated the impulse
responses could simply be computed from the estimated coefficients in the undertying OLS
equations. However, in such macro models, shocks to one variable are likely to occur with
predictable changes in other variables. For instance, a negative aggregate supply shock would
cause both a positive price shock and a negative output shock. An identification scheme
imposes a partial structure on the model which allows for the extraction of the exogenous
component of the shock. The scheme used here, known as a Cholesky decomposition, is
common in the literature and recursively identifies exogenous movements in the variables
with the first variable in the ordering treated as the most exogenous and the last as the least.
Thus a monetary shock is identified as that part of the change in the 1nterest rate which
cannot be explained by contemporaneous changes in output and prlces

10.  The response of real GDP to a one standard deviation change in the policy rate
(1.7 percent) peaks at about a 1 percent deviation from baseline after about 1Y years.
The estimated 93 percent confidence interval shows that unantlc:lpated changes in the policy
rate produce statistically significant changes in the path of output. 7 Additional measures of

the monetary stance yield similar results.  .010
When the VAR is re-estimated using both Response of real GDP 1o one 8.D. shack o
Interest rate (+/- 2 standard errors) L
the repurchase rate and money base (M()  -005 L
as measures of monetary stance, a consistent //’
picture for the output response emerges. 000 —
Real GDP responds negatively to an N e
interest rate shock and positively to a ~0054 \\
money base shock. However, a variance .

o . ; -.0104 N\ L~
decomposition analysis—which seeks to \ e
determine which variable accounts for o015 . i
most of the forecasted variation in ‘\\ ,/
output—shows the interest rate to be a 020 e Quarters
more relevant measure of the monetary 1 2 3 4 5 6 7 8 9 10 11 12
stance,

Schwaz criterion, indicate use of one lag. The impulse responses of the baseline VAR
reported below remain qualitatively the same with two lags.

% Such an identification scheme can also be interpreted as a reaction function for the central
bank where the central bank observes information on output and prices in the current period
before deciding the stance of monetary policy.

7 A different scaling of the data, with output expressed as ratio of potential output (as in
Morsink and Bayoumi (1999), shows a similar response.



11, Impulse responses with respect to the othe
reasonable patterns. The price level declines imme

r variables in the system show
diately following an output shock,

reflecting a movement down the aggregate demand curve. Subsequently, as demand picks up,
prices rise, reflecting a movement along the aggregate supply curve. Impulse responses of the
policy rate are consistent with a Taylor-rule type framework: rates rise in response to a

positive output and price shocks. The price level rise

s following an increase in the policy

rate. This surprising response of prices to a monetary tightening is a frequent result in the
VAR literature on monetary transmission. It can arise if the central bank uses additional

information for judging inflationary pressures which

is missing from the model. As the

central bank expects an adverse shock it tightens rates while at the same time prices rise.

12.  Investment responds more than 01

private consumption to an interest rate Response to one 8.D. shock to interest rate

shock. Decomposing real GDP into private 00 '

consumption and total investment and

estimating similar VARs shows that the peak o1 Private consumption

response is one percent and 4 percent

respectively.® The greater impact on _o2]

investment is consistent with the greater role

of financing in investment expenditures, 03

compared to consumption. As the economy '

matures and consumer credit becomes more Investment

important, the contribution from consumption 4] Quarters
is likely to grow. i1 2 3 4 5 6 7 8 0 10 11 12
13. The crisis period complicates 004

interpretation of the results. However, a Response of manutacturing output to one S.D.
similar VAR estimated on post-crisis 0021 '.Irgg;emz,rgg? shock, manthly A e
monthly data shows consistent results. The [ .~

tumultuous movement of the key macro series 000 o = ]
during the crisis represents the operation of ~ _ggo ! T
other factors not inside the model. At the same !
tite, the limited number of time series data ~ ~0044} yd
available prevents dealing with the issue in a - 006 '1
sophisticated manner. One simple way is to !
examine if the output response holds in the -0084 N\
post-crisis period. A similar VAR was g Months
estimated on monthly data for 1999-2001. As 010 2 4 6 8 10 12 12 16 18 20 22 24

GDP is not available on a monthly basis, the

® The series used here is total investmeni—private investment which was not available on a
quarterly basis for the entire period. Annual data, however, show that private investment was

72 percent of total investment over the sample period.
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manufacturing production index was used as an indicator of activity. Since the large variation
in the series during the crisis may be complicating the estimated relationships, the start of the
post-crisis period was chosen late enough to allow for interest rates to have adequately come
down from the crisis highs. The accompanying figure shows a consistent output response.
Moreover, the price puzzle, discussed above, also disappears, indicating that it was driven by
the sharp rise of interest and inflation rates during the crisis period.’

Bank-lending channel

14. There is little evidence that monetary shocks are transmitted through bank-
lending. The baseline VAR was augmented to include private credit extended by commercial
banks, adjusted for debt write-offs and transfers to asset management companies.'® This
allows an examination of how the policy rate affects bank-lending, and in turn, how bank-

lending affects output.!

. There is weak transmission from the policy rate to bank-lending. In fact, bank-
lending rises immediately following a rate increase, and then declines. Such a
relationship could arise if the
policy rate may in part be reacting

Response of bank-lending to one S.D. shack fo

to developments in credit mfarkets. 01 interest rate (+/- 2 standard errors)
Indeed, when the bank-lending
variable is ordered first in the Vo8 P —— .

VAR, to measure the inferest rate
shock as exogenous to
contemporancous movernents in
private credit, the positive effect

-.014

disappears. Private credit reacts -02

very weakly and after a

considerable lag to changes in the -.03]

policy rate. As the figure shows, a S

one standard deviation change in t 2 3 4 5 6 7 8 9 10 11 12

® The impulse response peaks earlier with the monthly data. Part of this may be explained by
the use of the manufacturing production index which misses out on the lagged effects on the
services and other sectors of the economy. All other impulse responses are by quarter.

' Private credit was ordered last in the Cholesky decomposition as it is potentially one of the
channels through which shocks to the interest rate affect the economy.

' Bernanke and Gertler (1995) caution against interpreting movements in credit aggregates
as evidence for or against the credit view of monetary transmission. They point out that
credit flows are often counter-cyclical and that even though credit flows may not change, the
terms of credit can move in ways predicted by the credit view.
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the interest rate has a peak effect at a 10-quarter lag of roughly 1% percent. In
cumulative terms this amounts to a 5 percent reduction in bank-lending after two
years. When scaled by the standard deviation of bank-lending over the period, this is
equivalent to a 0.17 standard deviation fall in bank-lending—a small effect.

. Shocks to bank-lending have weak effects on output. On the other hand, bank-
lending reacts to output shocks. Taken together, these impulse responses imply that
demand side factors may be more important, than supply factors, in determining

credit flows.

15.

A useful way to demonstrate the significance of bank-lending in the transmission

process is to compare the impuise responses with and without the bank-lending channel
operating. The bank-lending channel can be “closed” by preventing shocks from

endogenously propagating through this
variable. Operationally, this amounts to not
estimating an equation for bank-lending, but
treating it as an exogenous variable in the
equations for the other variables. A big
difference in the impulse response would
indicate that bank-lending is an important
channel.'” The figure shows that this channel
contributes little to the output response. A
different criterion to evaluate the significance
of bank-lending is to decompose the
forecasted variance of an output shock into the
various channels—bank-lending accounts for
only 9 percent of the total variation in output
at a 2 year horizon.

Asset price effects

16.  Asset prices play an important role
in the propagation of monetary shocks. The
baseline VAR was augmented in a similar
fashion to include the SET stock market index
as a proxy for the movement in asset prices.
The impulse responses show that stock prices
react significantly to an unanticipated interest
rate shock and that output in turn expands
after an unanticipated rise in the stock market.

004

Response of real GDP to one S.D. shock to

interest rate
000

Without bank-lending
-804+ channel
-.0084
-012] With bank-lending channel
1 1 1 T 1 {

1 2 3 4 5 68 7 8 9 10 11 12
.0024 Response of real GDP to one S.D. shock to

interest rate
.000
-.002 Without asset price

channel

-.004
-.006-
-.008
~010- With asset price channel
012 T T ! T T T Y T T T

1 2 3 4 5 6 7 8 9 10 t1 12

"2 The interest rate channel is treated as a residual—it is assumed to account for the output
response which cannot be attributed to other channels.
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A one standard deviation interest rate shock leads to a maximum deviation of 4 percent in the
stock market index from baseline after about 6 quarters. The cumulative effect is a 18 percent
reduction in the index (equal to a 0.4 standard deviation fall), a much bigger effect than the
private credit response discussed above. In turn, a one standard deviation rise in the stock
market index is followed by a peak one percent rise in output from baseline, an effect similar
in magnitude to the direct effect of interest rate shocks on output. The figure shows the
impulse responses with and without this channel operating. The output response is
considerably muted and of a short duration. Asset prices account for about 30 percent of the
variation in output at a 2-year horizon.

17. Interest rate changes also directly affect firm balance sheets and hence the net
worth of firms. A rise in interest rates increasés the interest expense of firms, reducing cash
flow and net worth of firms. This can directly impact output by reducing investment
expenditure financed from retained earnings. The accompanying figure indeed shows the co-
movement between interest rates and three indicators of corporate liquidity: the interest
coverage ratio (defined as the earings before interest and taxes divided by interest expense),
quick ratio (ratio of liquid assets to short-term liabilities), and interest expenditure scaled by
total assets, These indicators can be incorporated into the VAR framework, although the
results have to be interpreted with caution since the small sample of firms may not be
completely representative.'

- 24 - 2.0
_ReS.UItS show thElF while Interest rates and corporate Liquidity indicators
indicators of liquidity do decline 2 | T e Lending Raie 1
1n response to an interest rate .l T
shock, the response of output to e e g

15 i —— Quick racin (right iy | 1.3

liquidity indicators is weak.
Closing the corporate balance 12 |
sheet channel produces some I s ’
impact on the impulse

responses—however, a variance -

......

L
decomposition shows that very 3N N T _— .’"\ - Jm 103
- . . . - e — i l—
little variation can be attributed I Y L W WA 00
to movements in the liquidity ’
3 0.3

lndlcators' Mar- Nov-  Jul- Mar- Nov- Jul- Mar- Nov- Ju Mar- Nov- Ju- Mer Nove

93 53 o4 95 95 96 97 97 98 9% 99 00 a1 1]

B To partially address concerns from use of an unbalanced sample, the median ratio is used
for all three indicators as it is less sensitive to outliers than a simple average.
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Exchange rate channel

18.  Evidence on the exchange rate channel is difficult to interpret and reveals mixed
results. Interpretation is complicated by 004
the change in the exchange rate regime Impulse response of real GDP to one S.D. shock to
during the sample period. Results therefore interest rate

have to be interpreted with caution. The .000
accompanying figure shows the impulse Without exchange rate
responses of output to the interest with and 5, ] channel

without the real effective exchange rate
and indicates significant impact of the
exchange rate channel. However, a
variance decomposition analysis shows
that the real exchange rate accounts for -0124
less than 10 percent of the variation in real

output up to a 10 quarter horizon. 1 2 3 4 5 6 7 8 9 10 11 12

-.008

With exchange rate
channel

Sammary Model

19. A direct comparison of the asset price and exchange rate channels shows the -
relative importance of asset price effects. A summary model was estimated to directly
compare the contribution of asset price and the exchange rate channels. The appropriate
metric to evaluate the relative importance of the channels is through a variance
decomposition of real GDP. Such an exercise revealed that the asset price channel accounts
for the greatest variation in output (40 percent) at roughly a 10-quarter horizon.

D. Conclusion

20.  The collective picture of the transmission mechanism which emerges from this
analysis is one where supply effects in private credit do not appear to be working,
Instead interest rate changes appear to directly impact firms’ investment decisions, either
through a Tobin’s g type channel as the market value of firms falls or directly by weakening
corporate balance sheets and reducing available retained earnings for financing investment.

21.  Resolution of financial sector problems will contribute to the importance of the
bank-lending channel. The current high levels of distressed assets on bank balance sheets
have made banks highly risk averse, focusing only on the best credit risks. Quick
restructuring of the remaining problem loans will allow the banking sector to support growth,

22. While the analysis has pointed to the importance of asset price effects, monetary
policy can be more effective if it focuses on the nature of the shocks. Changes in asset
prices can have important effects on aggregate demand and thus should be closely followed
to evaluate the stance of monetary policy. An examination of the nature of asset price shocks
and whether they are considered to be temporary or permanent would assist in devising the
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appropriate monetary policy respornse. ' In general, however, it is difficult for monetary
authorities to identify asset price bubbles. It is also difficult for them to control asset prices
since stock markets in particular are volatile and often move for reasons unrelated to
monetary policy. If the central bank is perceived as trying to target the level of stock prices,
in addition to other objectives, and is proved ineffective at doing so, it will likely undermine
the credibility of the monetary framework. For these reasons it is problematic for monetary

policy to target the level of asset prices.

23.  Although the analysis has provided useful insights into the transmission
mechanism, further work would enhance our understanding of different channels. One
particular area would be to further examine the demand and supply side factors in private
credit. Micro-data based evidence would nicely complement the findings in this paper.

' Mishkin (2001), amongst others, discusses the role of asset prices in the conduct of
monetary policy.
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ITI. CORPORATE PERFORMANCE IN THAILAND'
A. Introduction

I. Recent crises in emerging markets have highlighted the role of the corporate
sector in transmitting financial shocks to the macroeconomy. Prior to the Asian crisis,
growth in the regional emerging market countries was driven by private investment, financed
mostly by bank lending. In Thailand, growth accelerated in the 1990’s on the back of large
capital inflows, ultimately driving an investment and asset price bubble. The financial crisis
triggered by the baht devaluation in 1997 was followed by a slump in economic activity.
Firms found themselves unable to service their debt in an environment of weak aggregate
demand and a sharply higher cost of capital. Their crippled position was reflected in the
rising level of non-performing loans held by financial institutions, undermining the stability
of the financial system, and feeding back into an intensification of the downturmn.

2. This paper takes stock of the performance of the Thai corporate sector in
emerging from the crisis and discusses remaining challenges and vulnerabilities.
Aggregate economic growth resumed in Thailand in 1999. However, the rebound has not
been as strong as in other countries in the region. This reflects in part the unfinished task of
corporate restructuring, mirrored in the still high burden of distressed assets in the financial
sector {on the order of 35 percent of GDP).

3. The main findings of the paper are:*

° Debt levels, though high, have fallen from post-crisis peaks, while returns and
corporate cash flows have slowly stabilized. Profitability has recently picked up,
though cash flow remains weak and still volatile. Interest coverage ratios continue to
hover just above 1, the break-even point for firms on a cash flow basis.’

. The aggregate picture masks significant firm-level variation. Not all firms in the
sample are still highly leveraged. Indeed, more than half of the firms (mostly smaller
firms) have reduced their debt ratios to pre-crisis levels. At the same time, a
substantial subset of especially larger firms is stil} highly leveraged.

4. These findings support the following policy implications:

! Prepared by Vikram Haksar and Piyabha Kongsamut.

% The paper analyzes firm level data using companies listed on the Stock Exchange of
Thailand (SET) as a proxy for the broader corporate sector. Listed companies account for
about a quarter of total private non-household borrowing.

* The interest coverage ratio is earnings before interest and taxes divided by total interest
expenses. With a coverage ratio less than 1, a firm is unable to fully service all its debts.
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* Weakness in the aggregate corporate sector remains, and has substantial macro-
economic implications. But the strength of a broad base of firms is encouraging.
While the financial implications of dealing with big troubled debtors are of course
substantial, the coordination problems are much reduced.

. The true extent of excess capacity can best be found through a market-based
process. It is hard to gauge the full extent of the remaining debt over-hang, the
financial counterpart to excess capacity. The Key 1s to set up an institutional
framework and incentive structure that facilitates price discovery of assets and an
efficient sharing of the costs associated with restructuring,.

B. Background

5. Thai corporates borrowed heavily in the 1990’s, sustaining growth rates that
were very high by international standards. Thailand had grown fast during 1970-90
reflecting a pattern of export-led growth, high savings and stable macroeconomic policies. In
the early 1990’s, on the back of capital account liberalization, substantial foreign savings
were intermediated through the financial system leading to a surge in growth, investment and
asset prices. Investment by firms grew at an average of about 30 percent per annum during
this period, faster than most other countries in the region (Text Figure). While growth was
debt-financed across Asia, the resulting skewed capital structure was particularly pronounced
in Thailand, reflected in high debt-equity levels even before the crisis (Text Figure).’
Moreover, an increasing share of private corporate debt was denominated in foreign
currencies, and largely unhedged as firms bet on the stability of the baht peg.®
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# This was reflected by a clear upward break in the trend of real GDP as well as capital
output ratio during the period 1992-96, the so-called bubble years.

> The rapid growth of Thai debt during this period was evinced by the increase in the
leverage ratio from 71 percent at end-1992, to 155 percent by end-1996 (Pomerleano, 2001).

8 About 30 percent of corporate debt was foreign currency denominated at end-1996. The
share jumped to over 40 percent by end-1997 reflecting the devaluation, but has since
declined to just over 20 percent as of end-2001.
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6. Returns on investment were declining already before the crisis while corporate
liquidity was also coming under pressure. While there was a bona fide asset bubble
involving real estate and share prices, the factors driving the broader surge in corporate
investment have been widely debated. Much attention has fallen on weaknesses in bank
supervision, large capital inflows, and the exchange rate regime. From a corporate finance
perspective, the governance structure of family-owned Asian conglomerates is often cited as
a motivating factor behind a focus on growth through debt (see discussion in §9). In such a
model of corporate governance, there is little outside pressure for immediate return on
investment, This mode of organization may well have been appropriate at an early stage of
development and worked well in an environment of high growth. However, vulnerabilities
were growing insofar as firms borrowing externally without hedging their exposure were not
internalizing the true cost of capital. Meanwhile interest coverage ratios in Asia and
especially in Thailand were dipping to dangerously low levels.

28 . 25 25 - 25
i Return oo Assets, 1992-96 . Interest Coverage Ratins, 1992.96 Avge, 1
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7. The substantial depreciation of the exchange rate following the crisis effectively
bankrupted a large part of the Thai corporate sector. While debt levels were already high
prior to 1997, the doubling of the baht-
dollar exchange rate during 1997 wiped out
the capital of many firms. The cost of
servicing unhedged foreign currency debt
doubled, while the temporarily high interest
rates used to manage the depreciation of the |’ o
exchange rate also caused an increase in ) M
debt service on local currency liabilities.
Leverage shot up, while interest coverage
ratios for many companies dropped to levels |'; os
that would ultimately drive the large o |l992 oy e T e e D 00
increase in NPLs in the banking system.

L] 30
Leverage Ratlos, 1992-99

8 | 45

Diebt-ogquity {rh.s.}

8. The authorities initially opted for a more private sector-led approach to
corporate restructuring, and only recently established a central AMC. While direct state
intervention in the financial sector was substantial, the strategy for corporate debt
restructuring revolved around facilitating private party resolution, A first round of reforms of
the legal framework for debt restructuring was undertaken in the wake of the crisis. The main



measures included passage of an important new bankruptcy law and procedures to expedite
the foreclosure process. The voluntary Corporate Debt Restructuring Advisory Committee
(CDRAC) process (now winding down) was set up to help bring debtors and creditors to the
negotiating table. At its peak, CDRAC was advising on deals worth almost 50 percent of
GDP. More recently in 2001, the Thal Asset Management Corporation (TAMC) was
established. The TAMC has taken over most of the non-performing loans from the state-
owned banks, and has been granted special powers to speed up the asset resolution process.’

C. The Problem with Leverage

9. High leverage can reflect poor corporate governance. The theoretical literature on
choice of capital structure is wide ranging and points to different costs and benefits of issuing
debt (See Box H1.1). In general, the optimal capital structure depends on the specific
circumstances of the firm and overall development of the capital market infrastructure. From
the Asian perspective, a particularly relevant strand of the literature focuses on corporate
governance. It could be argued that “insiders”—in this case often the founding family—
exerted too much control over firms that outgrew family-based management. As such, Asian
conglomerates eventually focused more on size and market share while downplaying return
on investment. Further, insiders were more likely to use outside debt financing as opposed to
raising equity and diluting their ownership control. In this scheme, high leverage is
ultimately a symptom of weak governance.

10.  Leverage also exposes firms to risks in the event of economic volatility Another
important part of the literature focuses on financial fragility, especially arising from debt.
Pioneering risk assessment models by Altman (1977 and 1993) established 2 modeling
framework for assessing the probability of firms entering into bankruptcy. In particular, the
level, maturity and repricing structure of debt are considered to be important variables
affecting the credit-worthiness of companies. For example, ratings agencies apply standard

criteria when assessing Standard and Poors Reguired Financiat Ratios

companies, many of which (By rating level, percent)

center ar(?und 'the ns}q ness of YV PRETTEET 5

the firms’ capital stricture as

compared to average historical Interest coverage ratio 203 149 85 6.0 36 23

risk. The Text Table giVCS Long-term Debt/Capital 134 219 327 434 3539 659
Total debt/capital 236 297 387 468 558 689

some of the standards applied
by S&P in rating US
corporates, ‘While international Note: Ratios are caiculated as three-year medians (1994-96)

differences in historical Saurce: Pomerieana (2001)

volatility reduce the cross-country applicability of these standards, they do provide a flavor
of the relatively weak position of Asian firms.

7 For a discussion of CDRAC and the “Bangkok Approach™ to debt restructuring, see
SM/99/304. The main features of the TAMC are discussed in SM/01/232.
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Box IIL.1. WHY Do FIRMS ISSUE DEBT AND WHEN DOES IT BECOME A PROBLEM?

The literature on capital structure suggests that the issuance of debt carries both benefits and costs. Building on
the pioneering work by Modigliani and Miller (1958), some of the main strands of literature revolve around the
implications of agency costs, asymmetric information, and risk management.’

Agency costs illustrate the various possible conflicts of interest between managers, shareholders, and debt-
holders (Jensen and Meckling (1976)). Issuing debt to solve one agency cost problem may give rise to a different
incentive compatibility problem. Whereas the conflict of interest between managers and shareholders suggests that
issuing debt should be beneficial (add to firm value) by beiter aligning the manager’s interests with those of the
shareholders, agency costs of debt are also found in the conflict of interest between debt-holders and equity-holders.
This conflict may lead to suboptimal investment decisions (the underinvestment problem), as equity-hoiders may not
reap the full benefits from undertaking good projects. For example, when firms are close to bankruptcy, there is little
incentive for shareholders to inject more capital, as any improvement in performance will fully benefit the debt-holders
only (the debt overhang problem highlighted by Myers (1977)}. This line of models also suggests that firms with high
growth opportunities would issue less debt, while firms with well-established cash flow would have higher debt {Jensen
(1986)}. A related implication is that firms with more tangible assets can support more debt and have higher market
value, but would be more likely to default (Harris and Raviv (1990)).

Asymmetric information has also been identified as a motivating factor for firms to issue debt. This strand of the
literature is based on the assumption that managers know more private information about the firm’s investment
opportunities and future revenue stream. Debt may then be used as a signaling device for the quality of investment
opportunities to the firm (Ross (1977)). Alternatively, given the costly nature of raising finance, firms raise funds
according to a hierarchy, preferring first to undertake investments out of retained earnings, then to issue (riskless) debr,
and only 1o issue new equity as a last resort (Myers and Majiuf (1984)). This “pecking order” theory implies a negative
relationship between debt and firm value, as high profit firms can finance future growth internally without resorting to
issuing debt,

A related strand of the literature deals with risk management issues, including on the maturity structure,
currency composition of debi, and hedging decisions. Some of the agency costs identified above are actually
mitigated by the choice on the maturity structure of debt. For example, issuing more short-term debt can help eliminate
the underinvestment problem by giving debt-holders control over renewed financing at relatively short intervals (Myers
(1977)). This hypothesis implies that firms with high growth opportunities are likely to issue more short-term debt.
Signaling hypotheses suggest that high-quality firms (with higher credit ratings) will issue more short-term debt.? On
the other hand, the finance literature appears largely silent on the issue of currency composition of debi. It notes mainly
that firms that operate n many countries tend to issue foreign debt to better match asset and liability positions in their
different countries of operation. However, the accumulation of foreign currency debt by domestic firms has been
identified as an important contributing factor to some of the Asian crisis countries. By taking on external debt at the
prevailing lower foreign interest rates, these firms made savings on their interest costs but exposed themselves to
exchange rate risk (debt was mostly unhedged). After the shock hit, firms were unable to service their debt, with many

still be suffering from this legacy.

Other determinants of corporate performance have also been identified in the literature, including
diversification, ownership concentration, and corporate governance, Diversification may have advantages at certain
levels of financial development, but could also become a weakness as firms expand into non-core areas and lose focus.
Concentrated ownership has been seen as 2 method of control to help investors ensure some return on their investment,
as another approach to solving the agency problem. However, ownership concentration can also create problems of its
own, if majority shareholders try to expropriate resources for their own purposes to the detriment of the firm (Grossman
and Hart (1988}). Solutions to this problem reach into the field of corporate governance, including mechanisms for
investor protection (such as minority shareholder rights) and the legal and regulatory framework (such as information
standards and disclosure requirements). Thus, higher standards on corporate governance should induce better
performance.?

! For a more extensive survey of the varions strands of the literature on capital structure, see Harris and Raviv (1991).

* When the market cannot distinguish between good and bad borrowers, bonds will be mispriced (and the problem will
be worse for longer-term debt). As a consequence, high quality firms will prefer to issue (better priced) short-term debt.

* For a survey on corporate governance issues, see Shleifer and Vishny (1997).
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11.  In the wake of the crisis, the empirical corporate finance literature has begun to
explore the sources of weaknesses in the Asian corperate sector. Research has generally
focused on other possible weaknesses besides high debt, including the role of ownership
structure and concentration, or the strength of corporate governance. Alba, Claessens and
Djankov (1998), Wiwattanakantang (2001), and Suehiro (2001) focus on the ownership
concentration issue in Thailand. The first paper finds a weakly negative relationship between
ownership concentration and performance in listed companies, while the latter two papers
dispute this finding. Suehiro (2001) does not formally test this empirical relationship, but
provides stylized facts on ownership, debt, and performance within an extensive
classification scheme for ownership in a larger sample of firms. Claessens, Djankov and Xu
(2000} explore cross-country corporate performance of listed companies during the East
Asian crisis, and highlight the role of institutional weaknesses (e.g. property rights,
bankruptcy, and accounting procedures) in compounding the risk from weak firm financial
structures before the crisis.* While these papers do not focus in particular on the role of debt,
leverage often enters as a control variable in the regression analysis, and the estimated
coefficient on Jeverage is consistently negative (where the dependent variable is some
measure of performance).’ In a related vein, Klapper et al (2001) find that the level of debt,
but not its currency composition, is inversely correlated with performance.

12. Other studies have emphasized more strongly the impact of debt on corporate
fragility. Dollar and Driemeier (2000) highlight the role of pre-crisis borrowing for Thai
industrial firms, particularly short-term, even in the face of declining profitability. They also
note that enly a small proportion of firms were audited. Mulder ez al (2002) and Ghosh and
Ghosh (2002) explore the macroeconomic impact of shocks to corporate balance sheets,
finding evidence of feedback between weak balance sheets and economic activity. High debt
and weak governance are found to exacerbate the contractionary impact of currency crises.
Heytens and Karacadag (2001) analyze Chinese corporate data and find that true liability
levels are higher than apparent from bank and balance sheet data, reflected in low interest

coverage and correspondingly higher vulnerability.

® They analyze the role of non-financial firm-specific factors (e.g. sales growth, size),
financial structure (initial leverage and liquidity, ownership concentration), and institutional
environment (equity rights, creditor rights and judicial efficiency), as well as country and
industry effects.

? Some studies have focused on the determinants of corporate debt in various countries, for
example Wiwattanakantang (1999, Thailand) and Lee et al (2000, Korea).
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D. Recent Thai Corporate Performance

I3. The Thai corporate sector remains Distressed Assets, 1999 vs. 2001

({in peccent of 1olal laans)

among the most highly leveraged in the
region. The slow progress in debt
restructuring is mirrored in the continued
high level of toral distressed assets, which is
used here as an indicator of the amount of
troubled corporate debt that remains to be
resolved.'® A similar pattern is reflected in
measures such as debt-equity ratios, which
have fallen further in some other countries.

Indonesia ‘ThaHand Hores Phillppines Malaysiz

14, Debt levels, though high, have
fallen from post-crisis peaks, while returns and corporate cash flows have slowly
stabilized."" Debt has fallen in part reflecting the stabilization of the exchange rate, though
the overall level remains high. Fixed asset ratios also remain high, though these can be
distorted by valuation effects. However, the share of mnput costs to final sales, considered an
indicator of underlying profitability and efficiency, also remains elevated. Meanwhile,
corporate profitability has picked up, though returns and cash flow remain modest and still
volatile. Troublingly, interest coverage ratios continue to hover just above 1, the break-even
point for firms on a cash flow basis.
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" Distressed assets are defined here as on balance sheet NPLs, plus NPLs transferred to off
balance sheet AMCs, plus the written off portion of fully provided NPLs. The lack of
detailed information on restructuring means that this definition is likely an upper bound.
While banks already had adequate reserves for the write-offs, in many cases these have not
translated into debt reduction for corporates reflecting unfinished troubled debt resolution.

"' The focus of the firm level analysis here on the listed company sector introduces important
caveats {o generalizing from these findings. But data from other sources suggests that
performance among SMEs is not superior to that of listed companies (see SM/01/232),
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[5.  The aggregate picture presented above masks significant firm-level variation.
Figure HII.1 shows the difference between the medians and aggregated debt measures for all
firms. The charts suggest that not all firms in the sample are still highly leveraged. Indeed,
more than half of the firms (mostly smaller firms) have reduced their debt ratios to pre-crisis
levels, and have done so at a faster pace than the aggregated figures suggest. At the same
time, the large difference between the aggregate and the median figures that has persisted
since 1997 shows that a substantial subset of especially larger firms is still highly leveraged.

16. The difference between the aggregate and firm-level financial position is borne
out by looking at the distribution of key ratios across firms. The distribution of leverage
ratios through time (the text figures below show the debt-equity and debt-asset ratios) shows
the expected rightward shift during the crisis as the exchange rate depreciated increasing the
baht value of foreign currency denominated debt. The distributions have since shifted back
with current modes even lower than pre-crisis levels, However, the fatter tails at both ends of
the distributions indicate the increased dispersion in leverage arising in the wake of the crisis.
The increased number of highly leveraged firms is what drives the divergence between the
aggregate and median ratios. Moreover the distributions below are not weighted by size.
Thus the divergence between aggregate and median ratios shows that some large companies

remain troubled and highly indebted.
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17.  Debt held by firms that have been under rehabilitation appears to account for a
significant portion of this disparity between median and aggregate debt measures.
Figures III.2 and II1.3 show aggregate and median (respectively) debt ratios calculated for
various sub-samples of firms, with a clear dlvergence emerging across the different splits.
Firms that have been under SET rehabilitation'? (weak firms) have continuing high debt,
more volatile performance, and continued poor cash flow positions. They also hold higher

2 Listed companies that are experiencing financial difficulty and meeting some specific
criteria on profitability and net worth, can be moved to the so-called “Rehabilitation” board
of the SET. They are then removed from their specific industry sub-category of the SET
index. In principle, this would typically constitute a first step towards delisting. But most
companies under rehabilitation have continued to be listed.
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Figure I11. 1. Median vs. Aggregate Corporate Performance Measures
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1/ The figures are not annualized.

2/ Quick ratio = (current assets - inventory)/current liabilities.
3/ Earnings before interest and taxes divided by interest expense.
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Figure IIL. 2. Agpgregate Corporate Performance Measures 1/
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2/ The figures are not annualized.

3/ Quick ratio = (current assets - inventory)/curreat liabilities,
4/ Earnings before interest and taxes divided by interest expense.
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2/ The figures are not annualized.

3/ Quick ratio = {current assets - inventory)/current liabilities,
4/ Eamings before interest and taxes divided by interest expense.




-28 -

proportions of fixed assets (relative to sales), and have suffered from very weak interest

cover for some time. These firms accounted for around 25 percent of total debt in 2001, but

only 12 percent in assets and 10 percent in sales (Table ITL 1),

18.

High debt firms that have never been under rehabilitation status also play a role

in explaining the gap between the median and aggregate debt measures. High debt firms
are here defined as firms with debt-equity ratios in the upper quartile of the sample. Their
median performance has lagged that of the full sample, including on return on assets,
liquidity measures, and interest coverage (Figures IIL2 and II1.3). These firms are found in
sectors that would be expected to have more tangible assets (real estate, capital-intensive

manufacturing).'*

19.
dynamics. Again as expected, the
distribution across firms of returns on assets
shifted to the left during the crisis, with a
fattening of the negative tail (Text Chart).
(Indeed it is interesting to note that even in
1994, a sizeable number of firms were losing
money). With the economic pick up, the
distribution has shifted right again into more
positive territory, While the mode is similar
to that prior to the crisis, the slightly fatter
negative tail again points to the presence of
the still higher number of loss-making firms.
Aggregate profitability remains modest, at
about a 32 percent ROA in 2001,

20.  Analysis of data on interest
coverage suggests that the level of
corporate debt under stress remains
higher than reflected in the headline NPL
figures. An interest coverage multiple below
1 implies that firms are not generating
adequate net cash flow to service fully their
debt. This has typically been used by market

Similarly, the aggregate profitability data obscure interesting firm-level
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B The largest debtor in this category is Thai Petrochemical Industries (TPI), which accounted

for 8 percent of total debt in 2001.

4 . . . . .
' These include communication, entertainment and recreation, energy, household goods,
agribusiness, food and beverages, electronic components, chemicals and plastics, and

comunerce.
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analysts as a threshold to categorize all such firms’ liabilities as “implied NPLs”. The text
chart presents the value of total Habilities held by firms whose coverage multiple 1s less than
1, as a share of total listed company liabilities for the quarter in question. As can be seen this
ratio has not fallen since the peaks during the crisis, and remains above both NPL and
distressed asset ratios. While it is not possible to map directly from listed company data to
the broader sample of the financial sector data on NPLs/distressed assets, the analysis is still
sobering. Certainly a large portion of listed company liabilities are held by firms that still
face debt-service difficulties.

E. Progress on Corporate Debt Restructuring

21.  Financial institutions have reported restructuring a substantial volume of non-
performing corporate debt. Large portions Status of CORAC Target Debiors, June 2002

. . . (Total debt of baht 2.6 trillion)
of claims were negotiated under the auspices Pesforzing loans in CDRAC

% pmcni]’/

of the CDRAC process, with a completion
rate of over 50 percent. But this has still left
troubled debt worth about 25 percent of GDP
to be dealt with in the over-burdened court
system. Moreover, the sustainability of the
debt restructuring achieved under the CDRAC
process remains to be demonstrated. The Logal asion in process
continued re-entry of previously restructured 5 perem .
NPLs is a testament to this concern.

22, Still high corporate debt levels reflect that much debt restructuring has involved
debt rescheduling and less debt reduction. The difficulties in pursuing adversarial
bankruptcy proceedings and slow pace of foreclosure have undermined the ability of
creditors to convert debt into equity in the process of restructuring. While debt restructuring
is an inherently iterative process, creditors also face incentives to stretch out the process of
loss recognition and so conserve capital. As such, there has been little NPV reduction in the
face value of debt, whether through debt-equity conversion, or debt and debt service
reduction. Thus both corporate leverage and its financial sector counterpart, distressed assets,
remain high. This is evinced by available data on the terms of completed debt restructurings
shown in the following text charts.

Breakdown of Loan Restructuring Methods for Thai Banks, 2000 9 3
(perecnt af cases using alieast one of the halow methads} Average Write-offs on Debt Restruetured, 1998-2001
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23. Evidence on adjustment in the real sector is also mixed. There has certainly been
exit of listed companies, particularly in those sectors most clearly identified with the asset
price bubble—the finance companies and real estate related businesses. Also employment in
the industrial and service sectors has been reduced. Moreover, there has been substantial new
capital raised in the banking sector resulting in significant dilution of existing owners, though
in no case of the largest banks has there been any change in control. However, comparatively
little equity has been raised in the broader corporate sector and correspondmg anecdotal
evidence suggests that ownership remains mostly unchangcd Comparatively little exit has
been reported in the manufacturmg sector and most tellingly, capacity utilization remains
low when compared with pre-crisis levels.'®

Exit of Listed Companies s0 %0
Capacity Utilization Ratle, 1995-2002
{pereent)
Jan. 1997 Feb, 2002 Change wl 1m
Total Listed Companies 454 380 -74 » 0
Main sectors
of which: @ so
Finance and securilies 52 23 -20
Property development 44 24 -20 0 s
Building materials 35 i2 -23
Agribusiness 29 20 -9 ‘@ - - — 40
Food and beverage 29 22 -7 1995 1596 1997 1998 1999 2000 2001 002

'3 The TPI bankruptcy case, the largest in Thailand, remains important, but an exception.
Total new equity raised since the crisis by firms reporting to the SEC (Securities and
Exchange Commissibn) amounts to about $14 billion, some 35 percent of average market
capitalization. But of this, approximately $10 billion has been raised by private commercial

banks. This leaves a much smaller share raised by the private non-financial sector. Moreover,

merger and acquisition activity has been mostly absent. The value of mergers approved by
the SEC since the crisis has amounted to less than 2 percent of market capitalization.

'® The capacity utilization index must be interpreted with caution. Anecdotal evidence
suggests that the installed capacity of plants that are no longer producing is still included in
computation of the ratio. This would tend to bias downwards the utilization index. But it is
unclear whether the financial losses associated with the implied economic depreciation of
installed capital have been fully realized. In this context, the currently measured low level of
capacity utilization could still provide useful information on the extent of losses yetto be
realized to reflect the shutting down of defunct capital stock.
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F. Conclusion

24.  The corporate sector, while recovering, appears fragile and vuluerable to
potential adverse shocks in the future. Performance has improved but remains somewhat
volatile, debt levels are still high, and capacity utilization is weak, Many firms are still
exposed to shocks from a slowdown in demand, higher interest rates and a weakening of the
exchange rate, with adverse implications for macroeconomic and financial stability.

25, While the aggregate listed company sector remains strained, many firms appear
well on the road to recovery. The preceding firm level analysis suggests that the problems
in the Thai listed corporate sector are concentrated in some large troubled conglomerates that
expanded too rapidly in the bubble years, many with a capital structure particularly exposed
to foreign debt. Thus weakness in the aggregate corporate sector remains, and has substantial
macro-economic implications. But the strength of a broad base of other firms (including
many smaller companies) is encouraging and suggests that a targeted debt restructuring
strategy could have large pay-offs. While the financial implications of dealing with big
debtors are of course substantial, the coordination problems are much reduced.

26.  The true extent of the remaining need for a reduction in excess capacity can best
be found through a market-based process. It is hard to gauge the full extent of the
remaining debt over-hang, the financial counterpart to excess capacity. Despite recent gains,
the relatively low post-crisis rate of return on

capital in Thailand compared with some ® [ Retarn o Aovets, 198806 average s
international benchmarks is suggestive of # 1 et meian loal curenc) e
unresolved problems.17 But thisis a 7 17
fundamentally microeconomic restructuring |« {e
process that must work its way through in s 5
time. The key is to set up an institutionai s I
framework and incentive stracture that . ,
facilitates price discovery of assets and ) {2

facilitates an efficient sharing of the costs
associated with restructuring, whether ‘I S
through losses at banks or ownership Taiwan  Unied Staces Hosgow  Japn  Theiand
changes and exit in the real sector.

" While an inherently difficult comparison, the figure attempts to present benchmarks in the
form of longer run averages that smooth out cyclical effects. Thus, data on Thailand spanning
the post-crisis recovery are compared with data from other countries over a time period
spanning a global business cycle,



Table IIL.1: Cormposition of Corporate Balance Sheets Across Different Sample Splits

Ful! sample Healthy firms 1/ ‘Weak fums 2/ High debt, healthy firms 3/ High debt, weak firms Rehabeo fims 4/

#(yrend) |Percent Debt  Assets  Saks | |Number Debt  Assels  Sales Percent Debt  Assets  Sales Fercent  Debt  Assels  Sales Percent Debt Assels Sales
1992 337 78.0 32.2 81.3 B4.8 22.0 17.8 18.7 15.2 17.2 477 57 34,7 7 5.0 5.5 5.8 — - — -
1993 356 R4 79.5 80.1 85.) 216 0.5 19.9 14.9 177 2.7 319 37.% 7.3 10.7 6.2 5.9 — — - -
1954 360 8.1 772 782 839 219 228 21.8 16.1 15.8 384 284 27.8 9.2 116 103 G2 - - — —
1593 359 78.0 7585 713 2.9 22.0 24.5 227 171 13.4 309 232 278 1.4 5.0 11.5 84 - .- — —
1996 366 784 733 T76.6 833 21.6 267 23.4 16.7 13.1 3L6 252 28.2 11.7 14.4 11.1 S.6 -— waa - —
1997 360 718 68.0 73.2 813 222 320 26.8 12.7 16.7 32t 30.8 24.5 83 13.6 132 4.2 64 103 7.4 5.1
1998 346 801 706 784 884 199 294 216 114 179 421 2 329 69 B3 72 2.1 13.0 14.0 15 13
1999 327 81.3 69.4 81.5 88.3 18.7 3.6 18.5 i17 211 478 44.4 41.4 3.7 114 16.5 78 14 171 7.0 3.0
2000 323 B2.4 T B6.1 B3.1 17.6 29.5- 13.9 11.9 229 49.0 46.9 3590 L8 0.5 0.5 0.8 13.0 16.3 57 2.5
2001 300 85.0 75.5 88.0 90.3 15.0 24.5 12.0 9.7 22.0 49,7 44.1 34.1 3.0 B.7 6.5 6.9 13.3 24.1 114 2.1

1/ Healthy fitrns are those that have never been in "rehabilitation”, as defined by the SET.
2/ Weak firmns ate thoge that have been in "rehabilitation” at some point.
3/ High debt is defined as a debi-to-equity ratio it the upper 25th percentile of the sample.
4/ Companies that are curently in "rehabilitation”.

- ¢t
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IV. AN ASSESSMENT OF THAILAND’S FISCAL VULNERABILITY'

A. Introduction

L. After enjoying a decade of debt consolidation and fiscal surpluses, Thailand’s
fiscal trends reversed quickly during the 1997 crisis, which caused a surge in public debt
and a sizable widening of the fiscal deficit. The deterioration in the fiscal position was driven
by a combination of cyclical and structural factors, including a severe output decline, the
sleep depreciation of the baht, and large financial sector losses absorbed by the government.

2. The heavy debt burden inherited from the crisis is a source of vulnerability and
a constraint on economic management. High indebtedness limits the scope for policy
flexibility in the face of a cyclical downtarn. Also, aggressive measures to reduce
indebtedness can delay a nascent economic recovery. Historical data from other emerging
market economies uncover a general association between high public debt and weak
economic performance. Moreover, recent crisis episodes corroborate the view that high
public indebtedness, if not managed properly, may induce or propagate an external crisis.

3. This paper offers a fresh look at Thailand’s fiscal vulnerability in a cross
country perspective. Following Hemming and Petrie (2000), it begins with an assessment of
the initial fiscal position and its sustainability, including estimates of contingent liabilities
(see Section B). Central to the fiscal vulnerability assessment is the quantitative measurement
of the impact of various macro shocks on the medium-term fiscal outlook (Section C). Risks
from debt management and other structural fiscal risks are also explored below (Section D),
while vulnerabilities arising from ongoing fiscal decentralization are covered in Chapter V.

4. The main findings and policy implications of this paper are as follows:

. Thailand’s main sources of fiscal vulnerabiliry relate to (i) the presence of sizable
contingent liabilities; (ii) the high sensitivity of the debt dynamics to adverse
economic scenarios; and (iii) the significant near-term gross financing requirements.

) Policy efforts are needed to place the medium term debt path on a firmly declining
path. The ongoing economic recovery presents a timely opportunity to reorient fiscal
policy from stimulus to debt consolidation. Asset recovery and privatization could
also play a key role in containing the medium-term debt dynamics.

° An orderly rollover of near-term maturing public liabilities should be facilitated by
Thailand’s high private savings rate, high domestic liquidity, and low interest rates.
Moreover, moderate public external indebtedness reduces the chance that domestic
fiscal pressures may spill over into an external crisis.

: Prepared by Lorenzo Giorgianni. Part of the data was kindly provided by Teresa Dabén.
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B. Current Fiscal Position

Thailand’s current fiscal position is best described in an historical perspective and against the
experience of other emerging market economies—with caveats about data comparability.”

Historical and Cross-country Perspective

5. During the decade prior to the 1997 crisis, Thailand undertook a successful fiscal
adjustment. The primary balance rose by some 6 percent of GDP above its previous decade
average; and the central government debt ratio was brought down to around 5 percent, from its
earlier peak of 35 percent reached during the financial crisis of the mid-1980s. Thailand’s
successful fiscal consolidation was facilitated by high output growth (9%2 percent a year), well
in excess of the real interest rate (4Y2 percent). These achievements are striking, specially when
compared to the broad fiscal trends of other emerging market economies (Figure 1).

6. Thailand’s fiscal position deteriorated rapidly in the wake of the 1997 crisis.
Headline public debt tripled in just two years—an increase of exceptional size and speed by

Thailand’s own history and that of other " - - " - "
countries—and now hovers at around 60 ; : : :

_thi Po |  Percent change in Debt’GDP ratio
percent of GDPT (Text Char.t). Over two @rds Polind  1995.2001 svermgemines 1995:93 average
of the increase in the headline debt was driven |, b - (Excludes non fivancial public enterprises)
by structural factors, including large banking B

.. 5. Afri
system losses, and the limited rebound from Philippines
= . . SXICO
the initial sharp depreciation of the exchange Koren
i . . enhina
rate. The cyclical income decline and an Jlalaysia
accommodative reorientation of fiscal policy ﬁiﬁi‘g
. . . Thail:
also contributed to higher indebtedness. In Indanesia
fact, a comparison of the pre and post-crisis 3 20 10 0 10 20 30 a0 50 &

fiscal positions indicates that about 70 percent
of the actual deterioration in the central government fiscal balance (excluding the principal

costs of financial sector restructuring) was of a cyclical nature (Table 1).”

7. The budget ending in September 2002 builds a temporary rise in expenditures.
The comprehensive public sector deficit is targeted to widen to 52 percent of GDP (a 1Y% of

? The sample of emerging market economies comprises Argentina, Bolivia, Brazil, Chile,
Colombia, Czech Republic, Hungary, India, Indonesia, Korea, Malaysia, Mexico, Pakistan,
Peru, Philippines, Poland, Slovak Repubtlic, South Africa, Thailand, Turkey, Uruguay,
Venezuela. The fiscal data is not necessarily comparable, as country definitions vary. Thus,
the cross country evidence presented in this paper is, at best, illustrative of general trends.

* The size of the structural deterioration broadiy matched the observed increase in debt
service, with increases in other current expenditures offset by declines in capital spending.
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Figure [
Fiscal Developments in Thailand and Other Emerging Markets (1972 - 2001) 1/
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L/ All variables in pereent, except for public debt/revenues. The emerging markets sample includes 22

countries (see footnote 2 of main text).

2/ Excludes non financial public enterprises.

3/ Central Government pius FIDF,

4/ g = real GDP growth; r = average real borrowing cost.
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Table 1. Thailand's Fiscal Accounts, in percent of GDP

1]

{2]

(2]- 1]

£3]

(3] - [2]

FY 1996 FY2000-FY2001 FY 2002
Pre-cnisis Post-crisis average  Change Projections  Change
I. Central Government balance 1/ 24 -3.7 -6.1 -4.8 -1.1
Total revenues and grants 19.4 154 -4.1 15.5 02
Revenues ' 19.4 153 -4.1 155 0.2
Tax revenues 17.6 13.6 -4.0 135 0.0
Nontax revenues 1.8 1.7 -0.1 2.0 0.3
Grants 0.1 0.1 0.0 0.0 0.1
Total expenditure and net lending 17.1 19.1 20 204 13
Current expenditure 10.8 14.8 4.0 15.0 0.3
Interest payments 1/ 0.3 2.0 L8 24 0.4
o/w, financial sector restructuring 0.0 1.6 1.6 1.7 0.1
ofw, unfiscalized portion (FIDF) 0.0 0.8 0.8 09 0.0
Capital expenditure 6.0 43 -1.7 5.3 1.0
- Net lending 0.2 0.0 -0.2 0.0 0.0
II. Non Financial Public Enterprise balance 0.1 -0.5 -0.7 -0.6 -0.1
Retained earnings 32 2.8 -0.4 2.1 -0.7
Capital expenditures 3.0 3.3 0.2 26 -0.6
HI. Fiscal balance (=I+II) 25 4.3 6.8 -5.4 -1.2
IV. Other fiscal activities 0.2 0.3 0.5 0.0 -0.2
Extrabudgetary funds balance 0.0 0.5 0.5 0.7 0.2
Local government balance 0.2 01 0.4 0.3 0.2
Quasi-fiscal activities 2/ 0.0 0.4 -0.4 -1.0 -0.6
V. Overall public sector balance (=III+IV} 23 -4.0 -6.3 -54 -14
Memorandum items;
Structural revenues, central government 16.5 16.6 0.1 16.8 0.2
Structural balance, central government -0.6 -2.5 -1.9 -3.6 -1.1
Primary balance, central government 2.6 -1.7 4.3 24 0.7
Structural primary balance, central government -0.3 -0.5 -0.2 -12 -0.7
Headline public debt 14.5 579 434 61.0 31
Central government 3.9 249 210 2779 2.7
FIDF, financial sector restructuring 1.3 13.8 13.7 14.6 0.8
Neon financial public enterprises 93 19.1 9.7 18.7 -0.4

Source: IMF staff estimates based on authorities' data.

1/ Includes non-fiscalized portion of financial sector restructuring (FIDF) interest costs.

2/ Inciudes the non-fiscalized portion of the funding costs of the "village fund” and the debt suspension for farmers.
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GDP deterioration—most of which is structural—compared to post-crisis average deficit), on
account of a pick up in expenditures, including some undertaken outside of the budgetary
framework (Box IV.1). The envisaged recourse to quasi-fiscal financing reflects, to some
extent, difficulties in using budgetary spending flexibly to support economic activity. Based
on preliminary information, the budget draft for FY 2003 targets a reduction in the overall
deficit of over 1% percent of GDP, and is underpinned by significant expenditure cuts.

8. Despite its recent weakening, Thailand’s fiscal position does not compare
unfavorably with other emerging market economies (Figure 1). A caveat is in order:
cross-country comparisons are hampered by a different coverage of fiscal data in the sample
considered. As a result, the evidence presented should be interpreted with caution. This said,
a static cross-country comparison indicates that Thailand’s public indebtedness (excluding
Non Financial Public Enterprises (NFPE) debt for consistency with other countries debt data)
is of the same order of magnitude as that of other emerging market economies (both as share
of GDP and revenues). Thailand’s share of external indebtedness—a potentially significant

source of vulnerability——is generally smaller o ” " P % 0

than in other countries (Text Chart). However, Ttudand 1/ : .

Thailand’s revenue ratio is significantly lower o External Public Debt

than in other emerging market economies, and Meico [ ) ersent of Wit pabic iEI,

its primary balance weaker. As regards the o Twkey [ ] 1993-2001 average.

macroeconomic environment for fiscal Indoresia ] Z
. . . . . . Philppines i 1

sustatnability, Thailand enjoys hlghe;' private prgertie | |

savings, but a less favorable growth-interest Bulgatia |

rate nexus—a key determinant of debt 0 2 a0 o % .

Sustamabihty (See 11-1 1-1 2) 1/ Inchuding NFPE debt, Thailand's external debt share 5 30 percent. OW

0. In the sample of countries under consideration, higher indebtedness tends to be

associated with weaker economic performance. Based on data averaged over long time
spans, debt ratios tend to be correlated negatively with real output growth and with private
savings, and positively correlated with inflation (Figure 2). Moreover, high debt ratios have
been historically assqciated with greater volatility in output, inflation, interest rates and
private savings. More rigorous testing would be needed to uncover the causality of these
relationships, but regardless of the direction of this causality, once large public debt exists it
complicates economic management. Not surprisingly, countries with relatively higher debt
ratios appear to receive less favorable long-term sovereign debt ratings.

Is the Current Fiscal Position Sustainable?

10.  One central question to the fiscal vulnerability assessment is whether the initial
fiscal position is sustainable. The theoretical notion of sustainability refers to a situation

* Thailand has a tradition of underachieving deficit targets. During 1999-2001, outturns for
the comprehensive public sector undershot plans by between 2 and 2% percent of GDP,
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Box IV.1, PROGRESS IN THE IMPLEMENTATION OF THE GOVERNMENT FISCAL INTFIATIVES

Since coming to office in early 2001, the government has implemented a number of fiscal programs, which
aim to boost the incomes of the rural popnlation, increase the availability of financing for new enterprises and boost
capital markets. For most of these programs, financing is provided, at least initially, outside of the budgetary
framework. The eventual cost to the budget is in some cases uncertain, but given the non-recurring nature of the
majority of these programs, their costs should be manageable. A description of each initiative is provided below.'

Village Fund. Under this prograrm, each of Thailand’s roughly 75,000 villages and urban communities are
provided with a revolving fund facility of B 1 million ($23,000) to finance working capital needs and micro—
credit programs for small scale enterprises. Although, funding is initially provided by a government-owned
specialized financial institution (the Government Savings Bank, GSB), principal and interest costs are
reimbursed by the budget over an § year period. The interest rate charged to the budget is equivalent to the
market deposit rate plus 175 basis points to cover GSB's operational expenses. The funds are managed
independently by village-level committees, with only broad oversight exercised by a national-level committee.

By February 2002, B 70.4 billion (1.4 percent of GDP) in funds—nearly the whole amount of funds allocated to
the initiative—had been disbursed to the villages. Of this, about B 48.6 billion (0.9 percent of GDP) had been
on-lent to individuals. Under the program, each borrower’s credit limit is capped at B 20,000 ($460), and the
average loan size is estimated at about half of that. Loans to individuals are on a short term basis (less than 1
year} and the interest rate charged ranges from 0 to 12 percent, with an estimated median of around 6 percent.
According to a BOT survey, most of the loans (60 percent) are funding purchases of intermediate farm inputs
(such as fertilizer), with the rest equally split between investment in small scale projects, and refinancing of
high-cost debt. Since this initiative is at an carly stage, no reliable information on default rates is vet available.

Debt Suspension for Farmers. This program provides debt relief to farmers with outstanding credit from the
Bank for Agriculture and Agricultural Cooperatives (BAAC) of less than B 100,000 (82,300}, comprising

84 percent of BAAC debtors. Eligible farmers were given the choice of a three—year suspension of all principal
and interest payments, or a 3 percentage point reduction in the interest rate for three years. The total cost of this
program is estimated at around B 20 billien (0.4 percent of GDP). Losses resulting to BAAC are compensated
by the budget over a three year period (B8 billion has been allocated thus far). By February 2002, 98 percent of
the almost 2% million of eligible farmers, holding B 94 billion in debts, had adhered to the initiative, with
broadly equal participation in the debt suspension and interest rate reduction programs.

Universal Health Care. The objective of this plan is to make health care available at a fixed fee of 30 baht
(80.66) per visit to families not currently covered by other government-sponsored health insurance schemes.
The authorities plan to phase this plan over a three—year period, after initial pilot programs are completed.
Thailand has already a fairly extensive public health care system with a consolidated yearly budget of circa
B 75 billion. The incremental cost of the universal health care program will ultimately depend on the precise
details of the initiative and the cost savings achieved from the consolidation of existing programs. The
incremental cost of this program is estimated to be in the order of B 25 billion (¥ percent of GDP) yearly.

A number of other initiatives have been launched to stimulate credit and revive key economic sectors:

Measures to stimulate the domestic real estate market. The MOF has assigned the Government Housing
Bank (GHB) to extend loans to create demand for housing from state officials, statc enterprise employees and
members of the Government Pension Fund who have sound purchasing power. Under one scheme, the GHB
allows eligible individuals to borrow up to the appraised value of the house at below-market interest rates
(equivalent to 75 basis points above deposit rates). By April 2002, the GHB had approved B 12 billion in home
loans for 1,732 out of 37,600 applications received for loans worth around B 29 billion. Under a second pilot
scheme, the National Housing Authority has been charged to coordinate with the GHB, and Krung Thai Bank
the funding of the development of stalled (NPL) housing projects for sale to civil servants, state enterprise
employees and the general public. By end March 2002, 9 projects worth B 7 billion had been selected.

" A number of tax measures were also implemented in 2001. These measures aimed at promoting the listing of
companies in the Thai stock market (by lowering the corporate income tax rate for listed companies from 30 percent
to 25 percent), encouraging home purchases (by exempting down-payments from the calculation of the personal
income tax), mobilizing revenues and discouraging imports of consumption goods (by increasing selected excise
taxes).
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Box IV.1. PROGRESS IN THE IMPLEMENTATION OF THE GOVERNMENT FISCAL INITIATIVES (END)

Micro lending under the People’s Bank. The Tabie. Cost of Government Fiscal Initiatives
government has entrusted the GSB to establish the {Estimated Cumulative Financing Need over 2001-2003)
Peopie’s Banklprogr.am to provide.smali sce!le‘ ﬁ.n_anfzing B billions % GDP
{mostly to retail husinesses). Funding for this initiative Village Fund 77 15
comes from the GSB Wlt.h no explicit guarantecs by the Debt Suspension for Farmers 20 0.4
budget. Under the initiative, uncollaterajized loans are Uriversal Health Care 1/ 75 15
capped at B 50,000 (31,200), though the loan size could Equity Punds 2/ 18 0.4
be higher if collateral is p}cdgcd. Interest chuges are set Peoples’ Bank 4 0.1
at ] pen.'cent per momh,l WI1.'.h the rfapayrr?cn_t period not SME Bank 3/ io 02
exceeding 3 years. To instill credit dlscngllne, members Real estate lending 4/ i9 04
of the People’s Bank must open a deposit account, an_d Lending by SFis/state banks 3/ 22 0.4
loan repayments are automatically deducted from their Total 245 48
savings. The GSB expects to lend over B 844 billion of
funds to 600,000 individuals b)’ 2003. By end 2001, Source: IMF staff estimates on authorities' data,
loans for about B 3.8 billion baht had been extended to 1/ Three-year incremental cost of initiative (annual incremental
280,000 individuals, of which less than 1 percent had cost is B 25 million),

[umcd non_pcrforming_ Compiementing the People's 2/ Portion financed by state-run entities (additional B29 billion
Bank project, the BAAC is preparing to extend provided by private invelstors).
B 100 million in non-farm micro credits (of up to B 3/ Planed credit extension for year 2002. —

15,000 per applicant). The terms of the loans are similar 4/ Bstimated subsidized home loans extended by April 2002.

to those offered by the GSB under the People’s Bank. To
encourage good credit discipline, under this initiative borrowers who make repayments on time for six months

qualify for reduced interest payments.

Lending by state banks and Specialized Financial Institutions (SFIs). The MOF has assigned state banks
and SFIs to spearhead credit extensions to key economic sectors and SMEs.

The Small Industry Credit Guarantee Corporation (SICGC) established a B 10 billion credit guarantee
program covering up to 50 percent of SME loans extended by state financial institutions (the guarantee
covers also forgone interest payments). Fees levied by the SICGC range between 1 and 1.8 percent,

The EXIM bank and the Small Industry Finance Corporation (SIFC) established a credit program to
promote and support exports, with an operating budget of B 12 billion.

The role of the SIFC was expanded to allow it to become a special-purpose "SME Bank" with the mandate
to extend up to B 10 billion in soft loans and provide financial services to SMEs. Although details are still
being worked out, the proposed SME Bank will be allowed to accept deposits from its borrowers, but is not
expected to be supervised by the Bank of Thailand.

Equity funds. In an effort to support the capital markets and foster corporate restructuring, the government has
recently launched four special funds to purchase securities in listed companies. Altogether, these funds can
mobilize equity investments for up 1o $1.1 billion, of which less than 40 percent is funded from government-run
entities. The investment pool correspends to less than 3 percent of Thailand’s 2001 stock markel capitalization.

The Thai Matching Fund will invest $500 million mainly in ailing companies under restructuring with the
TAMC, and is contributed for 80 percent by a US-based fund (Cerberus), with the rest provided by state-
owned financial institutions (Krung Thai Bank, IEFCT and the SET).

The smaller Thai Opportunity Fund ($230 million) is instead contributed entirely by state-owned financial
instimtions and the Geovernment Pension Fund, and will focus its investments on listed companies which
are undergoing restructurings.

The Thai Equity Fund expects to invest $250 million in medium to large companies in high-growth
industries (manufacturing and services). Most of the funding comes from private investors and the
International Finance Corperation, with only a small share from the MOF and state-owned banks,

The smaller Thai Recovery Fund is {ully privately owned (including contributions from ADB, JBIC, and
US-based State Strect Corp.) and was established to invest $100 million in small and medium sized
enterprises and start-up companies.
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where the debt stock does not exceed the present value of all future primary surpluses (a
condition for solvency). This notion, however, does not always have immediate policy
implications—e.g., it does not rule out large persistent primary deficits, so long as these are
reversed in the distant future. The tests of sustainability offered in the literature have instead
-focused on the requirement that the change in the debt ratio is zero (see Chalk and Hemming,
2000). Three such tests, which are derived from the approximated accounting relation

Ady= (g, - r)*d,.; - pb, (Where d, pb, g, and r indicate, respectively, the debt ratio, the
primary balance ratio to GDP, real growth, and the real interest rate at time ¢), are used here:

U The primary gap indicator computes the permanent adjustment in the primary
balance needed to stabilize the debt ratio at its current level: ph*¥ = pb, -(g, — ro*d,.

. The debt-stabilizing revenue ratio is closely related to the primary gap indicator. It
computes the revenue ratio needed for a stable debt: 7% = nie, — (g, — r)*d,.;, where T
and nie are, respectively, the revenue and the non-interest expenditure ratios to GDP.

. The debt-stabilizing growth rate computes the real growth rate necessary to stabilize
the debt ratio at its current level for an unchanged primary balance: g = r,— (pb/d..;).

11. Based on these sustainability indicators, Thailand’s achievement of a stable debt
path depends on a stronger fiscal position and more favorable macroeconomic
environment. Over the past three -

years, Thailand’s sizable primary | Actust and Dbt Bra
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12. The sustainability indicators presented here provide a rough measure of the
needed fiscal offset (Table 2). For example, assuming 2002 growth and interest rates are
held constant in the future, the adjustment in the primary balance {or the revenue increase,
for unchanged non-interest expenditures) needed to stabilize the debt ratio ranges between
3 percent to 4 percent of GDP. Conversely, if the projected (FY2002) primary deficit of
22 percent of GDP at the central government level is not reduced in the future, the
economy’s growth rate will have to increase to over 5% percent to stabilize the debt ratio at
its current level. The degree of fiscal adjustment needed to ensuring a stable debt dynamics
would therefore be smaller in the event growth picks up and interest rates edge lower, as
shown in the alternative “long-run” scenario shown in Table 2 below.
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Table 2. Indicators of Debt Sustainability, in percent of GDP

Level of Government
Central 1/ Overall 2/
FY2002 Longrun 3/ FY2002 Longrun 3/

[. Debt-stabilizing primary balance 6.5 -0.3 L3 -0.7
Actual primary balance -2.4 -2.4 -3.0 -3.0
Primary balance gap (fiscal effort) -3.0 2.1 -4.3 -2.3

II. Debt-stabilizing revenue ratio 185 17.7 207 18.7
Actual revenues/GDP 15.5 15.5 17.6 17.6
Revenue gap (fiscal effort) -3.0 -2.1 -3.1 -1.2

1II. Debt-stabilizing real growth 5.7 3.5 5.6 3.4
Memorandum iterns
Real growth, in percent 34 4.5 34 4.5
Real interest rates, in percent 5.6 3.4 5.6 34
Debt/GDP, central government, end-FY(1 249 249
Debt/GDP, headline, end-FY01 37.8 57.8

17 Excludes non-fiscatized FIDF interest costs.
2/ Includes non-fiscalized FIDF interest costs and NFPEs.
3/ Indicators based on FY2005 - FY2010 average growth and interest rates as per IMF baseline.

13. The policy prescriptions emerging from the sustainability indicators need to be
interpreted with care. First, albeit “sustainable,” an unchanged, but high, debt ratio may not
necessarily be desirable, if the ability to mobilize savings and to raise revenues is limited.
Moreover, sustainability indicators are not useful in the event the deficit differs from (ie.,is
lower than) the change in debt—which has been the case in Thailand, due to the presence of
large principal costs of financial sector restructuring which were not recorded under the
headlined deficit figures. Finally, the usefulness of the sustainability indicators is limited in
the event the fiscal accounts do not capture the fult range of the government’s fiscal
activities. Under any of the above circumstances, the size of the fiscal adjustment required to
stabilize the debt to GDP ratio would be higher than that computed by the simple
sustainability indicators (see Section C for a further discussion on sustainability).

Coverage of Fiscal Statistics—Contingent Liabilities

14.  The coverage of Thailand’s debt statistics is broad. The headline debt covers not
only the direct liabilities of the central government, but also the debt of NFPEs and the on-
balance sheet liabilities of the Financial Institutions Development Fund (FIDF)—the arm of
the Bank of Thailand, which has financed the bulk of the bank restructuring costs.” The

> The definition of government debt under the 1986 Government Finance Statistics manual
excludes FIDF liabilities since they are considered to be part of the financial public sector.
(continued)
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headline debt figures are consistent with a notion of gross indebtedness, so that neither the
assets of NFPEs nor those of the FIDF are netted out from outstanding liabilities.

15, Some analysts and rating agencies contend that, despite their broad coverage,
headline debt statistics underestimate the full extent of the government indebtedness,
since they exclude a large stock of unfunded contingent liabilities.® Thailand’s gross
contingent labilities are estimated to be around 22 percent of GDP, with the bulk (19 percent
of GDP) connected with the gross costs of - - ——
financial sector restructuring (Box IV.2 Public Debt and Contingent Liabilities
Af of end FY 2001. In percent of GDP
and Text Chart). Including the total stock _
of contingent liabilities, gross public debt 22{
1s estimated at around 80 percent of GDP,
of which more than half is accounted for
by the gross costs of bank restructuring.
The net indebtedness is, however, smaller,
since most state enterprises have positive
net worth, and the FIDF controls a sizable
pool of assets, including equity holdings in
financial institutions and contingent claims on recoveries from NPLs, After deducting
prospective asset recoveries (mostly, FIDF’s contingent claims on NPLs), the ner public debt
1s estimated at around 68 percent of GDP, and could be even lower including privatization
receipts—here conservatively neglected.

Headline P, Headline
58 debt ratio 3 debt ratio

16.  The presence of contingent liabilities clouds the assessment of the fiscal stance
and the timing of its impact on the economy. From an economic standpoint, the
contraction of a contingent liability (i.e., not its later payout) may impact private agents’
behaviors by, inter alia, affecting actual or perceived private wealth and expectations about
future taxation (Lane, 1996). The provision of timely information on the scope of contingent
liabilities is therefore key to enable a fuller assessment of their impact on the fiscal stance
and, in turn, on the economy. Greater transparency would also reduce uncertainty over the
medium-term fiscal sustainability, and could bolster the credibility of the government’s
commitment to control the debt dynamics. Finally, transparent reporting of contingent
liabilities (as advocated in the IMF Manual on Fiscal Transparency) would improve the
cross-country comparability of debt statistics (Box I'V.3).

The Thai authorities have, however, included such liabilities in the headline definition of
public debt, recognizing that the financial sector restructuring activity by the FIDF is of a
fiscal nature, and that its liabilities are conceptually interchangeable with government
paper—indeed around 14 percent of GDP in FIDF losses have already been fiscalized.

® Fiscal accounting practices typically neglect contingent liabilities, including those that
explicitly commit the government to future cash outlays.
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Box IV.2. CONTINGENT LIABILITIES AND FINANCIAL SECTOR RESTRUCTURING COSTS

The buik of the government’s gross contingent

liabilities is linked to the costs of financial sector

restructuring, which are recorded as off-balance

sheer liabilities of the FIDF—in fact, its on-balance

sheet liabilities (which were incurred to fund
depositor payouts to honor the general guarantee)
are already included in the headline debt figures.
The FIDF’s off-balance sheer liabilities, which are
estimated at about 19 percent of GDP, have arisen

from the issuance of guarantees against losses from

(i) NPLs transferred to state-owned AMCs, (ii)
NPLs placed under, so-called, Covered Asset Pool
(CAP) arrangements, and (iii) private bank NPLs
acquired by the Thai Asset Management
Corporation (Table A). Additional contingent
liabilities, roughly estimated at 4 percent of GDP,
are linked to the government’s quasi-fiscal

activities (Box IV.1), including spending programs

funded outside of the budgetary framework (such

Table A. Thailand: Public Debt and Contingent Liabilities
As of end of FY 2001, in percent of GDP

A. Gross contingent Habilities (=A.1+A.2) 225
I. Fiscal initiatives I/ 3.9

a. Village Fund 03

b. Debt suspension for farmers 0.2

¢. Peoples' bank 0.1

d. Equity Funds (portion financed by state-run entities) 0.4

e. Guarantees on SFI borrowings 2.9

2, Bank restructuring 18.6

a. State-owned AMCs 12.7

b. Covered Asset Pools 36

¢. Thai Asset Management Corporation {TAMC) 2/ 13

d. Planned recapitalization of SFlIs 0.3

f.  Other FIDF off-balance sheet liabilities 0.6

B. Headline public debt (end FY 2001) 57.8
1. Central Government . 249

a. Of which: related to bank restructuring 11.5

2. Non-Financial Public Enterprises i0.1

3. Financial Institution Development Fund 13.8

C. Gross public debt, inclusive of contingent liabilities (=A+B) 30.3

=

Estimated contingent assets 3/ 12.3
E. Net public debt, inclusive of contingent fiabilities (=C-Dy 6B.0

Memorandum Jtem

Gross bank restructuring costs (=A.2+B.1.a+B.3} 4318
- Estimated bank asset recoveries 9.0
= Net bank restructuring costs 348

Nominal GDP, FY 2000/01 (billions of baht) 5069

The impact of FIDF bank restructuring activifies on
its balance sheet is best gauged by way of an example.
The state-owned Krung Thai Bank (KTB) was initially
recapitalized by converting FIDF-provided liguidity
support into equity, amounting Io about 3.7 percent of
GDP. Both the initial liquidity injection and its
conversion into equity are on-balance sheet items of the
FIDF, and therefore increase the headline public debt
staristics. At a second stage, KTB was indirectly
recapitalized through the transfer of its NPLs to SAM,
a newly-established AMC owned by the FIDF. SAM
acquired the NPLs by issuing a promissory note to KTB
which was, in turn, guaranteed by the FIDF. This
explicit guarantee—amounting to about 5.4 percent of
GDP—.is an off-balance sheer liability of the FIDF, and
therefore does not increase the headline public debt
statistics. Over time, however, losses from the NPLs
acquired by SAM will eventually be absorbed on-
balance sheet by the FIDF and, thus, increase headline
public debt. In the same vein, annual interest paymenis
on the promissory notes issued by SAM are borne by
the FIDF, affecting its profitability and, indirectly,
worsening the government debt position,

Source: IMF staff estimates on suthorities data.

L/ Excludes future projected funding costs for the SME Bank (0.2 percent of GDP),
subsidized real estate and other credits by state financial institwtions (0.8 percent of
GDP), and the incremental costs of the universal health insurance scheme (0.5 percent
of GDP yearly),

2/ Transfer value of NPLs acquired from private financial institutions.

3/ It assutnes a 40-45 percent average recovery rate from NPLs guaranteed by the
FIDF, no losses from SF loans or investments in equity funds guaranteed by the
government, Also, it conservatively neglects receipis from bank privatizations.

as the village fund and the debt suspension for
farmers), investments in joint-venture equity funds,
and guarantees on loans extended by specialized
financial institutions.

The extent to which existing contingent labilities
may give raise to future cash outlays is
uncertain. This largely depends on the likelihood
that implicit claims (such as guarantees on loans)
are called, but also on the success of NPL recovery
efforts, and bank privatizations. Assuming a 40-45
percent average recovery rate on NPLs, and
conservatively neglecting privatization receipts, the
expected future losses from contingent liabilities
linked to bank restructuring is estimated at around
10 percent of GDP {Text Chart).

Contingent Liabilities from Bank Restructuring
As of end FY 2001. In percent of GDP

—

Gross
Contingent

18.6 Liabilities




-47 -

Box I'V.3. CONTINGENT LIABILITIES COMPLICATE CROSS-COUNTRY COMPARABILITY OF
GOVERNMENT DEBT STATISTICS

By way of example, at end-2001, headline public debt stood ar 90 percent of GDP in Indonesia, and at

58 percent in Thailand. The different funding structure of the large costs of bank restructuring makes however
the swo debt ratios not directly comparable. In Indonesia, financing of these costs was largely met by issuing
straight government bonds (e.g., the largest stare-owned bank was recapitalized through the placement of about
12 percent of GDP in government bonds), resulting in a one-to-one increase in headline public debt. In
Thailand, instead, a sizable portion of bank restructuring costs was funded through the issuance of guarantees
and promissory notes by quasi-fiscal entities (e.g., state AMCs) and, as such, have not contributed to an
increase in headline debt.

17.  The recently announced plan to fiscalize the FIDF’s losses offers a transparent
and viable solution to finance the bulk of the government contingent liabilities. So far,
just less than one-third of the total gross costs of financial sector restructuring (amounting to
44 percent of GDP) have been fully fiscalized through the issuance of government bonds
(Text Chart). The residual gross costs (31 percent of GDP) are funded by the FIDF, either
explicitly on its balance sheet (12 percent of GDP), or implicitly, in the form of off-balance
sheet (contingent) liabilities. The announced fiscalization plan calls for the issuance of about
15%2 percent of GDP in government bonds, which after factoring in prospective recoveries
from NPLs and bank privatization receipts should provide assurances that the bulk of these
costs will eventually be funded directly by the government.

18.  The first phase of the fiscalization plan entails the floatation of 32 percent of
GDP in savings bonds to retail
investors. (At the time of writing, a large Funding of Costs of Bank Restructuring
share of these bonds had been In percent of GDP
successfully underwritten). The interest
~ cost on the bonds will be borne by the +19
budget, while principal repayments will
be funded by earmarking Bank of
Thailand’s prospective cumulated profits.
It is unlikely that the initial bond issuance
will have a disruptive impact on financial
markets or the banking system, since =44 Currently After Fisealization

" Asgel recoveries & bank 1
" privatization: authorities’ * 15
1

some of the FIDF liabilities to be
refinanced with the savings bonds are already held by retail investors.” Also, ample bank
liquidity should facilitate a switch from deposits to bonds. Moreover, the presence of a large
output gap and scant bank lending implies that, in the short term, fiscalization of the FIDF
liabilities is unlikely to crowd out private credit. The plan envisages additional bond

7 Market reception of the plan was positive, and the vield curve flattened on its disclosure.
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issuances in the coming years to meet the FIDF’s furure financing needs (see 920 for a
discussion of how these will impact debt dynamics).

C. Sensitivity of Fiscal Outlook to Economic Environment

Uncertainty over the future path of public debt, and its sensitivity to macroeconomic shocks

are key sources of fiscal vulnerability.

Medium-term Debt Projections

19.  Thailand’s headline debt ratio is expected to continue to rise in the near term,
driven by prospective deficits and the realization of contingent costs from financial sector
restructuring (Text Charts). In the baseline scenario, headline debt is expected to peak in FY
2005 at roughly 65 percent of GDP, and to be brought down to its current level by the end of
the projection period, or 8 years from now. The medium-term consolidation is expected to be
driven both by a gradually increasing growth rate (averaging 4’; percent) in excess of the real
interest rate, and a steady fiscal adjustment which closes the central government deficit gap
by FY 2008.% Underpinning the fiscal adjustment in the baseline scenario is the assumption
that the VAT rate will be increased back to 10 percent by the beginning of FY 2004-—a
measure which is projected to yield about 1% percent of GDP in additional revenues a year.”

70 Public Debt: Baseling Projections, percent of GDP -
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20. These medium-term debt projections incorporate the financing requirements
stemming from the FIDF’s contingent costs of bank restructuring. Following the
traditional cash-based accounting framework—according to which the contraction of a
contingent liability is not debt-creating insofar as it does not trigger a cash outlay—debt is

¥ The baseline projections assume a more conservative medium-term macroeconomic
framework than what suggested by Thailand’s own long-run history (e.g., growth is assumed
at 4% percent in the baseline, while it averaged 64 percent over the last 30 years).

? In the model, consolidation is also helped by the presence of a modest buoyancy in

revenues as the output gap is gradually eliminated. Detailed information on the forecasting
model for revenues, expenditures and financial sector costs which underpins the IMF staff
debt projections can be found in Barnett and Haksar (2001).
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increased when prospective losses from contingent liabilities are realized. The interest cost of
FIDF’s contingent liabilities are made explicit in the projections, since these are added to the
comprehensive public sector deficit. These projections are actuarially equivalent to those
produced by some analysts, whereby public debt is augmented up-front by the gross stock of
contingent liabilities, and reduced over time as assets are recovered.

21.  The aunthorities’ medium-term fiscal framework builds a faster reduction in the
debt ratio. Compared with the baseline projections presented above, the Ministry of Finance
model assumes (i) higher growth, reaching 7 percent by FY 2008; (ii) slightly lower central
. government deficits, including by allowing for
70 . " some compression in the nominal wage bill
i Public Deb, percent of GO growth; (iiIiJ) significantly lower NFPE yearly
60 F 1 e0| borrowing requirements (by about 0.5 percent
of GDP); (iv) somewhat lower borrowing
0| ‘. 1 g Trequirements to finance the financial sector
- = - MOF ‘e restructuring costs (Text Chart), Consistent
——IMF Bassline . T with the IMF baseline projections presented

T o o ' " above, in the authorities’ framework the VAT
rate is raised in FY 2004.

Sensitivity Analysis to Public Debt Projections

22. The medium-term debt projections are highly sensitive to the underlying
macroeconomic assumptions and the size of the fiscal effort. The sensitivity analysis
presented below (see Text Chart and Table 3 below) is illustrative of the likely evolution of
the debt ratio under various shocks to the

macroeconomic variables (growth, * Sensitivity Analisys, Debt/GDP in percent 1/ ”
inflation and interest rates).’® To provide  |gs | Inchides cenral government, NFPE and FIDE deb, 1 g5
a structure to the sensitivity analysis, the =D

size of the shocks was calibrated 75 ¢ . 175

drawing from Thailand’s own historical
data and that of other emerging market

economies (Table 4 below). This should s |
preserve the inherent co-movements
among macro variables (particularly 45 45
Wlth respect to gI’UWth and interest ratcs) 1/ Baszfli?i ando:hgmal?\?c sccngiios (A?? B C, gs E) arggdiscus]sgd in the text.

in the simulated values.

1 65

1 35

A. Unchanged policies. The first alternative scenario shows the impact on the debt ratio of
the failure from raising the VAT rate to 10 percent, with all other variables kept at their
baseline values. Lack of fiscal adjustment is expected to slow down the pace of debt

' The sensitivity analysis takes the end-FY2003 projected debt ratio as starting point.
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Table 3. Public Debt Sensitivity Analysis, in percent

Historical values Projected values
Average Average Alternative Scenarios 2/

1970-206) 1997-2001 FY200l  Baseline A B c D E
Debt/GDP, end FY 2010 317V 50.6 57.8 56.3 63.1 49.2 4.2 8013 60.8
Peak Debt/GDP . 65.1 67.0 62.8 742 80.3 65.1
Change in Debt!/GDP, FY 10 minus FYQ! -1.5 5.3 -8.6 16.3 225 39

Assumptions: (FY 2004 - FY 2010 averages)
1. Real GDP growth 6.3 -0.2 22 4.5 4.5 6.3 2.1 2.1 2.5
2. Real interest rate (avg. borrowing cast) 1.4 6.6 3.7 39 39 L4 29 4.9 0.8
3. Inflation (GDF deflator growth) 6.4 23 2.6 25 2.5 6.4 0.7 0.7 7.0
4. Stability condition (=1-2) 49 -6.8 -1.6 0.6 06 4.9 -0.8 -2.8 1.7
5. VAT rate 1.0 10.6 7.0 7.0 160 10.0 16.0
6. Primary balance, central government -0.2 -1.7 -1.7 0.8 -0.2 -0.5 -0.3 -0.3 -0.7

Source: IMF staff estimates based on authoritias’ data.

1/ Average over 1991-2001. 2/ Alternative scenarios as follows:

A, Same as baseline, excepl that the VAT rate is not raised to 10 percent.

B. Grownth, interest rates, and inflation ar Thailand's long-run average values {(see first column of the table), The VAT rate is not raised.

C. As in B, except thal growth and inflation are reduced by 1 standard deviation, and the real interest rate is increased by 25% of 1 standard deviation. The
VAT rate is increased to 10 percent as in the haseline,

D Thailand's 1990-2001 average growth, inflation and interest rates are perturhed by 1 standard deviation computed as the median of the growth, inflation
and interest rates standard deviations of a group of emerging market economies. The VAT rate is raised as in the baseline.

E. Uses the median of emerging markets' 1997-2001 average prowth, inflation and interest rates. The VAT rate is raised as in the baseline.

consolidation, with the debt ratio projected to be some 7 percent of GDP above baseline
by the end of the projection period.

B. Thailand’s long-run growth. This optimistic scenario mimics the pace of consolidation
which would be achieved if all key macroeconomic variables took on their 1970-2001
average values. Here discretionary fiscal measures are not required (i.e., the VAT rate is
not raised) to achieve a steady reduction in the debt ratio to below 50 percent of GDP.

C. Thailand’s low growth. This scenario shows the impact on the debt ratio of a 1 standard
deviation reduction in Thailand’s long-run growth. The real interest rate is concurrently
raised from its lon%—run average to preserve the observed historical negative correlation
with GDP growth.'" A fiscal adjustment of the magnitude achieved by raising the VAT
rate would not bé enough to prevent the emergence of a divergent path for the debt ratio.

D. Emerging market low-growth shock. A uniform negative shock is applied to Thailand’s
1990-2001 average growth, inflation and interest rates. The shock is calibrated o mimic
the “median” volatility observed since the Asian crisis among the samgled emerging
market countries. As in C, the real interest rate is raised concurrently.1 Despite the

"' The size of the shock to real interest rates is equal to one standard deviation times a weight
of minus 25 percent (equivalent to the historical correlation between growth and interest
rates).

12 As in footnote 11, using a minus 37 percent median emerging market correlation between
growth and interest rates.



-51-

increase in the VAT, the debt ratio follows an explosive path reaching over 80 percent by
end of the projection period.

E. Emerging market median growth. This scenario envisages Thailand’s macroeconomic
performance to match that exhibited by the “median” emerging market country during the
last five years, Lower growth compared to the baseline scenario (2% percent viz.

42 percent in the baseline) is partly compensated by lower real interest rates (1 percent
viz. 3% in the baseline) allowing for a stable debt dynamics. Despite the built in increase
in the VAT rate, the result is a slowly decreasing debt path, above the baseline scenario.

23. The debt projections are also sensitive to financial sector restructuring costs. For
example, if recovery rates on NPLs under state management are as low as 20 percent, or half
of what assumed in the baseline, resulting losses would cause the FY 2010 debt ratio to rise
by about 5 percent of GDP above baseline. By converse, a faster reduction in the debt ratio is
achievable provided asset recoveries exceed those assumed in the baseline scenario, or bank
privatization proceeds, which are conservatively neglected in the IMF baseline projections,
are realized. In fact, the FIDF expects that the sale of shares in state-owned banks could
generate over time around 4 percent of GDP in revenues.

Table 4. Macroeconomic Variables in Thailand and Other Emerging Market Countries

1570-2001 1990-2001 1990-96 1997-2001
Average St Dev. Average St.Dev.  Average St.Dev.  Average St Dev.

Real Output Growth (g)

Thailand 6.3 4.2 4.9 6.0 8.6 1.7 0.2 6.3

Emerging Markets median 1/ 3.8 4.2 32 4.5 4.0 32 2.5 2.8
Inflation (p)

Thailand 6.4 57 4.0 3.3 5.3 i1 2.3 46

Emerging Markets median 1/ 19.3 11.5 13.7 8.5 158 7.7 7.0 33
Real Interest Rate (r)

Thailand 14 5.9 3.8 3.9 1.8 1.3 6.6 4.7

Emerging Markets median 1/ 4.1 13 3.7 5.7 -5.1 34 0.8 3.0
Stability Factor (g - )

Thailand 52 B.3 11 8.4 6.7 23 -6.9 7.0

Emerging Markets median 1/ 9.9 9.7 8.5 8.4 16.9 4.6 3.0 53
Private Savings/GDP

Thailand 19.0 4.0 227 1.4 222 13 235 1.2

Emerging Markets median 1/ 17.9 4.8 18.7 2.7 17.5 1.8 202 1.6
Correlation (g, r)*100

Thailand -25.4 -36.8 -15.6 26.3

Emerging Markets median 1/ -10.7 -6.1 15.1 -373

Source: IMF staff estimates based on IFS and country authorities data.

1/ The sample of emerging market economies consists of Argentina, Bolivia, Brazil, Chile, Colombia, Czech Republic,
Hungary, India, Indonesia, Korea, Malaysia, Mexico, Pakistan, Peru, Philippines, Poland, Slovak Republic, South Africa,
Thailand, Turkey, Uruguay, Venezuela, Data was not uniformly available for all countries.



-52.

D. Structural Fiscal Vulnerability

Additional sources of potential vulnerability stem from the financial management of public
liabilities and other institutional constraints.

Debt Management Risks

24, A key source of fiscal vulnerability stems from the significant near-term gross
financing requirement. Despite successful efforts to lengthen the maturity structure of the
central government and state enterprise debt, the overall near-term refinancing need,
inclusive of FIDF’s explicit and contingent liabilities, remains substantial (Figure 3)."% It is
estimated that about 16 percent of GDP in domestic and external public liabilities fall due
during 2002 (equivalent to over 40 percent of issued domestic securities) and that roughly
half of this amount will fall due next year. Similarly, the gross financing requirement, which
is a more comprehensive measure of the government borrowing needs (i.e., it includes
borrowings to cover prospective deficits) is estimated at over 20 percent of GDP in 2002 or,
equivalently, 100 percent of 2002 public sector revenues,

25, Despite the large nominal amount of debt falling due, an orderly rollover of the
near-term maturing debt should be manageable. Various considerations support this
statement. First, over 50 percent of the (16 percent in GDP of) debt failing due in 2002
represents very short-term market borrowings by the government and the FIDF (T-bills and
repurchase agreements, respectively), which have been successfully rolled over during the
last few years (e.g., T-bill auctions are typically fully subscribed). Second, another 20 percent
of the debt falling due represents non-market based financing held by FIDF-owned entities,
which could be conceivably rolled over on the same terms. Third, about half of the remaining
4% percent of GDP in debt falling due is financed externally, and has good prospects for
being refinanced abroad. Therefore, a market-based rollover of the residual maturing debt
(2% percent of GDP, equivalent to less than 15 percent of central government revenues),
which is currently held domestically, should be manageable.'*

26. Another risk comes from the large costs of servicing an increasing debt burden.
Despite historically low interest rates (currently the yield on a 10-year government bond is
below 6 percent), interest payments, including the imputed servicing cost of outstanding
contingent liabilities, are estimated at just below 4 percent of GDP in 2002 and 2003

"> The weighted average maturity of central government domestic debt is Just over 5 years.
However, including NFPE and FIDF (on- and off-balance sheet) domestic liabilities, the
weighted average maturity drops to around 3.3 years.

¥ The treasury cash reserves, which are maintained at around ¥2 percent of GDP, provide an
additional, albeit limited, buffer.
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Figure 3
Thailand: Financing Structure of Public Debt 1/

Maturing Public Debt (Percent of GDF)
[1FIDF, off balance shest

20- B FIDF, on balance sheet
o 0 Central Government

15 E State Enterprises

10

02 03 04 05 06 07 08 09 10

Debt Service: Public Sector, Percent of GDP I
{Including FIDF off balance sheet liabilities)

PR

[ Principal

W Interest

02 03 04 05 06 07 08 09 10

Maturing Public Debt, billions of US §
{(Including FIDF off balance sheet liabilities)
201

Debt Service: Public Sector, Percent of revenues

(Including FIDF off balance sheet liabilities)
100, =

B
10 M Domestic 60 M Interest
40 |
2 : .
* 0
02 03 04 05 06 07 OB 09 10 02 03 04 05 06 07 0% 09 10
Public Sector Borrowing by Currency O Fx Debt Service, Percent of GDP
In billion US § B Baht (including FIDF off balance sheet liabilities)
40 100 20 O FIDF, off balance shest
N FIDF, on balance sheet
30 80 15 0 Central Government
60 B Siate Enterprises
20 40 10]
10
20 5
0 0
Central NFPE FIDF Contingent Total ~
Government ' (tight axis) 02 03 04 05 06 07 08 09 IO
Public Sector Borrowing by Coupen Type Repricing of Public Sector Borrowing
{Including FIDF off balance sheet liabilities) {Including FIDF off balance sheet liabilities)
Fixed
rate
54%
Floating
rate
46 %

Source: IMF staff estimates based on country authorities’ data.
1/ Debt service figures include the interest component on projected newly-contracted debt.
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(Text Chart). Although their magnitude does not compare unfavorably to other countries, it is

high when measured against the public T -
Interest payments: Centra! Govemment + FIDF

sector’s ability to generate I’GVGHU?S (total (Including FIDF off balance sheet liabilities)

Interest payments are roughly equivalent to

1/5 of public sector revenues). In fact, the Percent af central govermmment revernies

interest burden of the public sector could

have been higher were it not for the fact that

a significant share of indebtedness is funded

short-term or at below market yields. For - LN A I K .

example, the FIDF’s liabilities pay on 0% o0 57w % w0 m oo o

average a 3 percent interest rate, since most mem

of them are currently funded either in the short-term money markets, or at a small premivm

over deposit rates.”” The interest burden on external debt is also contained (about % percent

of GDP) since it is funded at an average rate of 4% percent,'®

27. Market risks could be another important source of vulnerability. Movements in
interest rates are a potential source of vulnerability, since just less than half of the gross debt
(including contingent debt) is financed at variable rates (the ratio is slightly higher if
prospective refinancing commitments are included). By way of example, each 100 basis
point increase in government borrowing costs (currently averaging 6% percent for market-
based placements of government securities) is estimated to raise up-front the debt servicing
costs by about 0.4 percent of GDP (and twice as much afier the repricing cycle of the
outstanding borrowing is completed). Risks stemming from a depreciation of the baht are
lower, in light of the relatively smaller share and longer-term nature of external public debt,
and Thailand’s limited recourse to international capital markets as a source of borrowing,'’"'*

'* The recently announced fiscalization plans would allow some refinancing of the FIDF’s
short-term borrowings with longer-term government bonds. As a result, the average
borrowing cost is expected to increase, though the rollover risk would be eased.

16 Currently, over % of gross public indebtedness (including contmgent liabilities) is financed
domestically, with the rest (roughly $21 billion) externally—of which, about half is in

U.S. dollars and the other half in yen. The low borrowing costs on external debt reflects, by
and large, the current low interest rates on yen-denominated debt.

17 Specifically, a 10 percent depreciation of the baht increases external interest payments
roughly by 0.1 percent of GDP, and raises the domestic currency value of external debt by

around 2 percent of GDP.

'® The share of external borrowing from international capital markets is around 14 percent.
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Other Structural Sources of Fiscal Vulnerability

28.

Fiscal decentralization, the revenue erosion since the crisis, and institutional

constraints for debt management are additional latent sources of fiscal vulnerability.

The constitutionally-mandated fiscal decentralization could be another potential risk
(see the paper on Fiscal Decentralization in Thailand). The main challenge, as shown
by international experience, is to ensure that decentralization is implemented in a
fiscally neutral way. This risk is tangible in the Thai context, since the transfer of
expenditure responsibility has so far lagged behind the devolution of revenues.

The erosion of central government revenues observed since the crisis could constrain
Juture policy action. Thailand’s revenue ratio is low by its own recent history and also
compared to other emerging market countries (Text Chart). Although the revenue
decline during the crisis was for the most part driven by cyclical factors, tax revenues
have been slow in responding to the economic recovery (an experience similar to that
of the Philippines). One factor at play has been the shrinking contribution of trade
taxes (currently accounting for about 12 percent of revenues) as a result of ongoing

trade liberalization. Looking forward, = =
; : s AT Revenue Shares in Selected Countries
increasing budgetary del:')t servicing costs | Ecbes on oot e s premot 0P| |
and further revenue erosion from the Yadey
ongoing fiscal decentralization process— |55 | Argentna Cl Y

in the face of only a limited offset by a
natural cyclical rebound in revenugsg—-

could constrain the government’s ability s It
to adjust its fiscal position in the absence o

. . . - y . . . . - 10
of discretionary measures aiming at 1995 1996 1997 19% 199 200 2001

broadening tax collections.

Institutional constraints for debt management expose the government to additional
fiscal risks. Despite the recent establishment of the Public Debt Management Office,
the government debt management
activity is still fragmented across a

Qutstending Value of Domestic Bonds
(In trillions of baht)

number of institutions and lacks the 2.0y

. . . . [ICorporate
ability to monitor effectively contingent 16 D10ther (FIDF)
liabilities. Further development of the | MGovernment

8 Suie Enterprises

domestic bond market infrastructure——
which was basically non-existent prior to
the crisis (Text Chart)}—would also 0.4
facilitate the government’s debt
management activities. Despite measures
taken so far, investor participation (especially by foreigners) is limited, and liquidity
in the secondary bond market remains low. Priority measures in these areas should
aim at promoting derivatives trading and hedging, issuance of asset-backed securities,
and the establishment of a modern settlement system.

0.8r
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E. Concluding Remarks

29, Thailand’s main source of fiscal vulnerability arises in connection with the
management of the large stock of public liabilities. Three related risks are (i) the presence
of sizable unfunded contingent liabilities linked to the costs of financial sector restructuring,;
(i1) the high sensitivity of the debt dynamics to adverse economic scenarios; and (iii) the
significant near-term gross financing requirements. Curbing these risks, and managing
effectively the ongoing fiscal decentralization process, would lay the basis for extending the
recovery currently underway in the periods ahead. In a worst-case scenario, increasing
interest rate risk premia driven by large rollover requirements, and higher than expected
prospective losses from contingent liabilities (induced by slow progress in NPL recovery)
may increase indebtedness, reduce the government’s ability to meet its gross financing
requirements, upset confidence and, ultimately, reduce growth.

30. However, favorable external conditions should allow Thailand to contain the
near-term fiseal risks. Thailand’s high private savings rate (22 percent of GDP), high
domestic liquidity (estimated at over 10 percent of GDP), and current low interest rates
should allow an orderly rollover of near-term maturing public liabilities, Moreover, moderate
public external indebtedness makes it less likely that domestic fiscal pressures may spill over
into a full blown external crisis—as seen in other emerging markets. In fact, Thailand’s
external vulnerability has been much reduced in recent years, and the flexibility of the
exchange rate is an important safety valve against unforeseen shocks.

31.  Policy efforts are needed to place the medium term debt path on a firmly
declining path. The ongoing economic recovery presents a timely opportunity to reorient
fiscal policy from stimulus to debt consolidation. In the short term, fiscal adjustment can be
supported by spending cuts (as envisaged in the draft FY 2003 budget). However, given the
limited room for further expenditure compression, sustainable fiscal adjustment may require
a structural increase in revenues. Additional efforts are needed in other areas: for example,
recovering value from NPLs under state control is paramount to minimizing the ultimate cost
of the banking crisis to taxpayers and containing the medium-term debt dynamics.
Accelerating privatization of state owned enterprises would also support debt consolidation.
Finally, further development of the bond market, greater transparency of budgetary
operations, and enhanced institutional capacity for public debt management would increase
confidence in the fiscal framework and reduce lingeting fiscal risks.
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V. FISCAL DECENTRALIZATION IN THAILAND'

A. Introduction

1. Since the enactment of the 1997 Constitution, Thailand has embarked upon a
decentralization process that is expected to be fully implemented by 2009/10. As
discussed in the literature of fiscal federalism, if appropriately designed and implemented,
decentralization can improve the quality and cost-effectiveness of public services.? This
paper takes stock of the ongoing decentralization process in Thailand, pointing out to some
shortcomings, discusses future perspectives and provides some recommendations.

2. The main findings of this paper are;

. The limited decentralization to date points to weaknesses in implementation.
Devolution of revenues is preceding the devolution of functions, In addition, limited
information on the decentralization process has been disseminated among the
concerned agencies.

o The efficiency gains from decentralization can be significantly reduced by
institutional constraints. Four issues stand out. The lack of clarity in expenditure
assignments could interrupt the delivery of essential services. Local governments do
not have the admmistrative capacity to meet their responsibilities. Jurisdictions are
not large enocugh to benefit from the economies of scale in the provision of some
public services. Finally, there is only limited accountability for local governments.

. Decentralization is likely to entail a bias in the budget towards higher deficit,
jeopardizing national fiscal policy objectives. Decentralization makes budgeting a
more fragmented process, so less fiscal discipline and accountability may be
expected. Since a large share of local financing takes the form of transfers from the
central government, local governments have incentives to overspend and to minirmize
local tax collection. An inadequate fiscal reporting system and the absence of a legal
framework to promote responsible local borrowing could increase these risks.

3. This paper is organized as follows. Section B presents an overview of the
institutional framework and reports on the recent decentralization experience. Section C

! Prepared by Teresa Daban.

? Drummond and Mansoor (2002), Oates (1999), Fornasari, Webb and Heng-fu Zou (2000}
Pisauro (2001), Tanzi (1995) and Ter-Minassian {1997) present excellent surveys on the
advantages and drawbacks of fiscal decentralization,
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describes local government financing (local taxes, revenue shares, grants, non-tax revenue
and borrowing). Section D discusses the transfer of expenditure responsibilities. Section E
discusses issues of local budgeting, accountability and fiscal reporting. The final section
sums up and makes some recommendations.

B. Background’

4. From a fiscal standpoint, Thailand is a highly centralized country. Out of the
consolidated government spending amounting to 19 percent of GDP in 2000/01, local
governments spend only 14 percent, accounting for 2.8 percent of GDP (Table 1).* In
addition, local governments have very limited administrative and legal autonomy.

Table V.1. Thailand: Revenues and Expenditures by Levels of Govenrment
(As a percentage of GDP)

Proj. Budget
1997/98  1998/99  1999/00  2000/01 2001/02 2002/03

Local Governments

Revenues 2.0 2.1 2.1 2.9 3.2 34
Of which: S ubsidies 0.7 0.8 0.7 1.2 1.4 1.2
Expenditures 2.1 2.2 1.8 2.8 2.9 3.3
Central Government
Revenues 16.2 15.5 15.5 15.2 15.5 14.6
Expenditures 18,7 19.0 18.4 18.1 19.5 17.7
Consolidated government 1/
Revenues 17.6 16.8 16.9 16.9 17.4 16.8
Expenditures 20.1 20.4 19.6 194 20.8 19.8

Sources: Thai authorities; and Fund staff estimates.
1/ Refers to the consolidation between central and local governments. Social Security and
extrabudgetry funds are not included.

3 For the institutional background and legal framework, this paper draws on Weist (2002),
Wegelin (2002), and World Bank (2000).

* The consolidation examined here refers only to central and local governments. Social
security and extrabudgetary funds are not included. In Indonesia and the Philippines, which
also implemented a decentralization process during the 1990s, local governments spend
about 1718 percent of the general government expenditure, representing 3.9 percent of GDP
in Indonesia and 3.4 percent of GDP in Philippines. See Ahmad and others (1999) for
Indonesia.
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5. Most of the local government entities in Thalland are very small in term of
financial resources, population served and area.’ Local governments exist in three forms:
Tambon Administrative Organizations (TAOs) (6,745) or Sub-districts; Municipalities
(1,129); and Provincial Administrative Organizations (PAOs) (75), which are divided into
Districts (811), TAOs are usually based around small villages in rural areas in charge of
basic public works (such as potable water supply, flood protection and rural roads), school
milk and lunch provision, and community health awareness issues. As regards municipalities,
many of the functions currently considered for transfer have been performed by the biggest
municipalities for some time. 8 These include the provision of primary health care and basic
education, traffic management, urban planning, and building control. Decentralized functions
currently handlied by the small municipalities are similar to that of the TAOs, and are limited
to basic municipal services. As deconcentrated bodies of the central government, PAOs are
in charge of supervision over the provincial field units of central government departments
(public health, education and public works), coordination among local governments, and the
provision of major public works across boundaries of local entities within a provmce

6. The 1997 Constitution calls for decentralization of powers to local governments.
Objectives envisioned in the 1997 Constitstion include increasing the share of local
government expenditures; assigning more revenue sources to local governments; revising the
system of intergovernmental transfers to provide grants in a more transparent and predictable
way; and promoting local accountability. The Constitution mandates the enactment of a
decentralization act and a Iocal personnel act, and the creation of a decentralization
committee, among other legal reforms.

7. The National Decentralization Act (NDA), which was approved in 1999, is the
pivotal decentralization legislation to put the constitutional mandate into practice. ® The

5 A more detailed description of the structure of governance in Thailand can be found in
Suwanmala (2002).

6 Municipalities in Thailand are of four types: the Bangkok Metropolitan Administration and
Pattaya city, that have special status; the 20 Tesaban Nakorn, which have population of over
50,000 and have metropolitan status; the 86 Tesaban Muang, which have population of over
10,000, and generally are provincial capitals; and the Tesaban Tambons, which are smail
towns or peri-urban areas on the periphery of larger municipalities.

7 Deconcentration refers to the delegation of central government responsibilities to its own
branch offices located in provinces or districts, with the functions remaining the
responsibility of the central government. Decentralization refers to the transfer of a
significant degree of administrative and legal autonomy for public expenditure and revenue
from the center to lower levels of government.

® Act Determining Planning and Staging of Decentralization B.E. 2542 (1999).
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NDA establishes that: (1) local governments shall be entitled to at least 20 percent of the
government’s total revenue in the year 2000/01, growing to at least 35 percent by 2005/06;°
(2) transfers of function to local governments will include infrastructure and planning,
education, health and social welfare, social order, promotion of investment, commerce and
tourism, environment, and local culture; and (3) transfers of functions to local governments
must in principle be made within four years from the enactment of the NDA, with allowance
for a transition period of six years, as a maximum, to enable local governments to improve
their administrative capability. Another important law is the Local Personnel Administration
- Act (LPAA) establishing that transfers of central government’s staff to local governments:
(1) will be flexible and should contain incentives for staff to be transferred; (2) will, in the
first instance, be based on a voluntary mechanism; and (3) will not imply a worsening in
labor conditions for any official.

8. The National Decentralization Committee (NDC) is in charge of the
implementation and the monitoring of the decentralization process.'® The Committee
operates through four Sub-Committees and nine Working Groups. As established in the
NDA, the NDC produced the Master Plan'! to decentralize administrative powers to local
governments, and prepared seven detailed operational action plans'? for the transfer of
specific functions. These plans were completed in January 2001. However, the new
government that took office following national elections revised the action plans, which were
finally approved by parliament in February 2002,

9, In practice, decentralization to date has been limited. Some functions, such as
public works and other delivery functions, have been decentralized through conditional
grants. However, the disbursement rate of these has been very low, as local authorities have
only limited discretion to make use of the funds. Also, although local governments’ share in
the VAT and excise proceeds and grants from the central government were increased
significantly in 2000/01 and 2001/02, as prescribed by the NDA, no additional devolution of

® This ratio was 14 percent in 1999/00.

' The NDC, chaired by the Deputy Prime Minister, is composed of officials from the local
and central governments. The Office of the National Decentralization Committee (ONDC)
serves as the Secretariat of the NDC. The ONDC currently is understaffed (it has

35 professionals), given the magnitude of the task assigned to the NDC. In addition, the staff
skills and experience levels are not fully consonant with the responsibilities of the office. In
particular, the ONDC is ill equipped to disseminate and explain the decentralization action
plans to the almost 8,000 local governments (and the central government line departments).

See Wegelin (2002).
Y Plan to Decentralize Administrative Power of Local Administrative Organizations (1999).

12 Operarions Plan Staging of Decentralization to Local Government Organization, (2002).
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mandated functions has taken place. Consequently, significant gaps between local revenue
and expenditure occurred in 2000/01, and are expected for 2001/02, resulting in large local
reserve funds. Finally, although about 2000 officials from the central governments were
transferred in 2000/01 for a one-year period on a secondment basis, considerable
disincentives should be removed there is still significant opposition from central government
officials to being transferred.

C. Local Government Finanecing

Local Revenues

10.  Local expenditure- and revenue-raising responsibilities of local governments
present a considerable vertical imbalance (Table 2).!% The most important local taxes are
the Building and Land Tax, the Land Development Tax and the Signboard Tax.' This is
consistent with the principle that lower-tier governments should be assigned taxes from
relatively immobile tax bases. However, these local taxes in 2000/01 represented only

8 percent of total local revenues, amounting to 0.2 percent of GDP (Table 3). Since other
local nontax revenues (such as license fees and fines) account for only 5 percent of total lacal
revenues, this imbalance must be covered by revenue sharing arrangements® or surcharges
on national taxes, and by grants or subsidies from the central government. These two sources
of revenues represented in 2000/01 47 percent and 41 percent respectively of total local

revenues (Table 3).

" Revenue and expenditure assignment among different levels of government give rise to
vertical imbalances (that is pre-transfer fiscal balances) when the own revenues and
expenditures of various levels of government are unequal.

" The Building and Land Tax and the Land Development Tax accounts for half of locally
collected revenues. The central government determines the rate and base of these local taxes.

'* Shared taxes included the VAT, liquor, excise, gambling, mineral and petroleum, motor
vehicle and specific business taxes. Their structure is determined and revenues are collected

centrally.
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Table V.2. Thailand: Vertical Imbalances
{Ratio between own revenues and own expenditures, transfers excluded)

Proj. Budget
[997/98  1998/99  199%/00 2000/01 2001/02 2002/03

Local governments 67.2 60.7 73.4 60.1 64.5 66.1

Central government 989 95.9 104.2 103.8 100.5 100.8

Sources: Thai authorities; and Fund staff estimates.

Table V.3. Thailand: Structure of Local Revenues
(percentages of total local revenues)

Proj.  Budget
1997/98 1998/9% 1999/00 2000/01 2001/02 2002/03

Own Local Revenues 67.9 61.6 65.4 58.7 58.0 64.8
Locally coliected 16.9 7.9 20.0 12.2 123 11.8
Taxes 1/ 9.3 2.6 i0.6 7.6 7.3 7.6
Nontax reveneus 7.6 8.4 2.4 4.6 4.0 4.2
Coilected by the central government 2/ 51.0 437 453 46.5 457 53.0
Subsidies/Grants 32.1 384 34.6 41.3 42.0 352

Sources: Thai authorities; and Fund staff estimates,

1/ Include the Building and Land Tax, the Land Development Tax, the Signboard Tax, the Staugther Tax,
Tobacco, Gasoline, and Hotel Taxes and the Swalow's Nest Tax.

2/ Shared taxes include the VAT, liguor, excise, gambling, and motor vehicle taxes.

11.  The central government exerts exerts considerable influence over how local
government revenues are spent. About three-fourths of local grants'® in 2000/01 and
2001/02 were allocated for specific purposes, according to ad hoc criteria, without
considering any equalization mechanism or any performance-based incentive {World Bank,
2000). This makes it very difficult to predict local revenues at the beginning of the fiscal
year, undercuts incentives for responsible fiscal decision-making, and gives rise to a very low

' Currently three types of subsidies are used: (1) general-purpose subsidies, which are
distributed according to local expenditures needs and revenue capacity (30 percent of total
subsidies); (2) specific project subsidies (40 percent of total), and (3) subsidies with transfers
of responsibility, allocated only to TAOs, and used as a fransitional tool to meet the

20 percent target for local revenues as prescribed by the NDA (30 percent of total),
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execution rate, since disbursements sometime depend on local government’s ex-post capacity
to plan and procure investment projects.

Local borrowing

12, The NDA grants local governments, under certain conditions and with the
permission from the Cabinet, the right to issne bonds and to borrow from the markets
domestically or externally. However, local government borrowing is relatively unimportant
in Thailand, since most local infrastructure projects are funded through transfers from the
central government or through local government saving.!” Although they are allowed to do
$0, local governments rarely borrow from the markets due to their limited experience, and
cumbersome approval processes. Nonetheless, as decentralization progresses and local
governments assume more responsibilities, especially in infrastructure, local borrowing may
become an increasingly important source of financing.

13. Legislation to promote a responsible borrowing framework is still being
prepared. The forthcoming Public Debt Management Law (PDML) establishes that the
ceiling for total annual external borrowing of the country includes local borrowing. In
addition, the PDML states that the central government will not bail out local governments—
¢.g. the central government will let bankrupt local governments. However, further issues may
need to be addressed, including aggregate limits on local indebtedness, local bankruptcy
regulations, bank provisions for local debts, and other mechanisms for promoting responsible

local borrowing.
D. Transfer of Expenditure Responsibilities

14, Decentralization of revenue has run ahead of the devolution of expenditure
responsibilities. The current expectation is that the decentralization of functions will proceed
in stages in tandem with the devolution of revenues. However, the need to modify legislation
covering each expenditure function will probably delay the full implementation of the
decentralization action plans. In addition, technical difficulties may arise in the transfer of
some functions such as education or health, and the local delivery of public works, as well as
in the transfer of staff. If by 2005/06 the central government has devolved to local
governments a considerable amount of revenues (to meet the 35 percent level required by the
NDA), but expenditure responsibilities are not devolved, the central government will face the
risk of assuming the resulting deficit. On the assumption that the devolution of expenditure
assignments to local governments does not occur in tandem with the devolution of revenues,
the debt-to-GDP ratio would peak at over 67 percent of GDP in 2004/05 and would remain at
that level for the rest of the projection period.

' Given that local governments have under spent significantly in the last few years, they
have built up large reserve funds. Local governments must submit 10 percent of their funds
to the Local Development Fund at the Ministry of Interior.
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15.  Given the impracticality of decentralizing health and education delivery to small
Jjurisdictions, the authorities are applying a board model as an interim arrangement.
The Ministries of Education and Public Health are testing decentralization service delivery
models through special intermediary agencies at provincial and sub-provincial levels through
Local Education Area Boards (LEABs) and the Area Health Boards (AHBs)." Local
governments will be represented on these, but they will not necessarily be coterminous with
local government geographical boundaries or responsibilities.”” The purpose of this approach
1s to maintain the integrity of service delivery, as well as ensuring adequate conditions of
employment for health care and basic education personnel. These boards will deliver health
and basic education until local governments are ready to assume these responsibilities. As a
pilot program, AHBs have been established in 17 provinces and the experiment may be
expanded to the rest of the PAOs.

'® Transfer of education will comprise primary and secondary education. Transfers of health
care services will comprise promotional/preventive and curative health care provided through
three layers of support: primary health care centers (at the Tambon level), secondary health
care center (at district hospitals), and tertiary health care centers (at provincial hospitals).

" This follows practice on other countries. For example, the United States and Canada have
formed boards to deliver services ranging from education to fire fighting and wastewater
management.
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16.  The transfer of central government staff along with functions has proved
difficult.”® The NDC is preparing an action plan for transferring personnel from central to
local governments to adjust the manpower balance between central and local administrations.
Since conditions of service for central government staff are much more favorable than for
local government staff, in terms of remuneration, allowances, career path opportunities and
pension benefits, the transfer of central government staff on a voluntary basis will be difficult
to achieve unless strong incentives are put in to place.

17. Transferring responsibility for delivery of public works to local governments
may result in a forfeiting of the benefits that arise from economies of scale. It is highly
unlikely that small local governments will be able to handle the technical delivery of ‘public
works in an efficient way. This could lead to a significant waste of resources. In this context,
it is notable that the public works functions transferred de-facto in 2001/02 had a very low
disbursement rate. Thus, there is a strong case to be made for implementing measures that
stimulate the coordination of neighboring local governments.

E. Local Budgeting, Reporting, and Accountability

18. The current set of regulations governing local budgeting, procurement,
governance, and reporting make it difficult for local governments to fulfill their
responsibilities in a planned, pro-active and accountable manner. Since local
governments are not given sufficient advance notice of future transfers and of functions to be
devolved,?! they usually are reluctant to expand their budgets in anticipation of higher
transfers, resulting in a buildup of unplanned reserve funds. These carry-over funds are
subject to less scrutiny, transparency and accountability and are often used for one off
projects, giving rise to a public works bias in local expenditure (Wegelin, 2002). In addition,
current budgeting regulations for local governments impose a maximum of 40 percent of
budgetary outlays for staff costs, which prevents the staff expansion needed to handle new
functions and reinforces the public works bias.

19. There are serious information problems that weaken local accountability, It has
been reported that local officials are not fully aware of their responsibilities and functions. In
addition, the central government is unable to assess the progress of fiscal decentralization.
Fiscal data from local authorities are reported 18 months after the end of the fiscal year,
Comprehenstve local data are not collected centrally and must be pieced together from

?® The NDC is preparing an action plan for transferring personnel from central to local
governments to adjust the manpower balance between central and local administrations.

2} Webster (2002) points out to some deeper norms, such as the passive culture of local
governance in Thailand. That is the opposite of other East Asian countries, such as the
Philippines, in which local governments are very aggressive in taking on new functions under
conditions of decentralization.
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various agencies. In part as a result from the great diversity and large number of local
governments, there is a great disparity in terms of the quality of data submitted from one
local authority to another. '

F. Conclusions and Recornmendations

20. Overall, the decentralization plans in Thailand are ambitious, but are quite rigid
in terms of timing, and risk being undermined by flawed implementation. Several
institutional reforms are needed to ensure that Thailand will benefit from the efficiency gains
from decentralization. In addition, reform of the fiscal relations between the central and the
lacal governments is needed urgently to reduce the vertical imbalance and to assure the fiscal
neutrality of the decentralization process.

21. The recommendations on the institutional front are as follows:

. The discretion of local government to tailor the provision of public services to
the needs of local populations should be strengthened. A capacity-building
program should be implemented to improve local governments’ ability to deliver
social services and to break the public works bias. A system of incentives should be
put in place to encourage the transfer of skilled central government officials to local
governments. The budgeting and accounting guidelines need to be simplified and the
specific-project grants should be replaced by general-purgose grants so that local
governments have more control over their own spending.** Subsidies shouid be
allocated according to a transparent and predictable formula to facilitate local
government budgeting.

. The potential for smaller local governments to consolidate to benefit from
economies of scale in the joint delivery of public services should be explored.
Many analysts have pointed out that decentralization is not feasible in Thailand unless
the building block is larger, at least at the size of current Districts or preferable
PAOs.? Comparative international experience also seems to suggest that most

* In 2002/03 and beyond direct and unconditional grants for local authorities will replace
most of the indirect specific grants, granting local governments more autonomy than
previously. However, it is envisaged that local governments will only be able to receive their
grants directly from the central government from 2005 onwards as this requires a change in
the Budget Act, which at present does not recognize local governments as being eli gible to be
budgeting heads.

= See Webster (2002) and Wegelin (2002). The current building blocks of Thailand’s
decentralization effort are TAOs. Webster points out that the problems with basing
decentralization on so many small and rural units of government are: (1) TAOs are too small
to be efficient, viable as autonomous cost-effective local government units in their own right
(for instance, TAOs can afford to pay only lower-level, less experienced, and more junior
{continued)
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countries 1n which decentralization is implemented focus on a much more
manageable number of larger units.”* Consolidation could be achieved through
voluntary coog)cration that leads to the formation of associations of neighboring local
governments. 5 The government could institute an incentive grant for associations of
local governments serving a certain amount of population. Another way of
encouraging the cooperation would be through a gradual and asymmetric assignment
of fiscal responsibilities among local governments, devolving responsibilities only to
associations of local governments that fulfill a minimum set of requirements
{economic size, population, land) and shifting them to the superior level of

government otherwise.

. Local accountability should be enhanced. Local governments should be better
informed about their responsibilities. Fiscal reporting by local governments should be
improved.

22. As regards intergovernmental fiscal relations, actions atong the following lines
would be useful:

staff, ensuring that the most needy rural groups are governed by the least experienced
people); (2) TAOs are too fragmented as to be accountable units of local government in
terms of meeting their responsibilities; (3) municipalities are not taking advantage of the
decentralization process although urban areas are expected to grow considerably in the near
term.

** In Indonesia, for instance, with a population of more than 200 million, decentralization
focuses on the Kabupaten (District), in the Philippines the Municipal level is the key building
block, and in Japan the Prefecture level.

* Consolidation could also be achieved through formal mergers into larger local government
units, although it may be politically difficult. This has been done in other countries such as
Japan, China and Canada. The Tambon Act states that TAOs that share the same boundary
within the District can be merged into one TAO with the consent of the citizens. The
Ministry of Interior also has a right to merge small TAOs with population of less than 2,000
into one bigger TAO. However, mergers have to be based on the consent of the residents in
the local governments concerned.

% However, in spite of the attracfiveness of this idea, some risks exist. The existence of local
government units with very different fiscal power can make the decentralization process very
complex. In addition, the asymmetric approach can introduce notorious differences in the
political influence of the local governments in national policy. In any case, the public
services affected by this asymmetric process of decentralization should be valued in order to
guarantee that the quality of the public services does not depend on the level of government
in charge of the provision.



- 609 -

. Devolution of revenues to local governments should be linked more closely with
devolution of expenditure functions. Given the technical difficulties in the
devolution of some expenditures, an escape clause in the time set for the devolution
of revenues could be introduced in order to ensure that financing is not preceding the
devolution of functions.

. Local revenue mobilization should be increased either through improved
administration of existing revenue sources, restructuring existing taxes,”’ or
developing new sources of revenues, since many local authorities have room to
increase local tax efforts.” As an incentive, the allocation of grants could include a
matching element related to the generation of local revenues.

. Debt ceilings and bankruptcy procedures for local governments should be
introduced, a no-baii-out policy should be strictly observed. In terms of borrowing
policy, there are problems with both the current administrative controls on local
borrowing, which reduce the scope of local governments to exercise discretion, and
the approach of relying on financial markets to impose the necessary discipline over
local borrowing.” An alternative approach, used by many countries, is to put in place

%7 For instance, the planned Property Tax that will replace the Land and Building Tax is
welcome, but there is typically more potential for such tax in urban than in rural areas. The
characteristics of the new Property Tax are as follows: (1) the base will be defined as the
capital value and not as the rental value, as it is now. That will increase tax collection since
rental values reflects mainly the current use of the property, while capital value, generally
based upon market values, is said to reflect the value of the property in the best alternative
use and, (2) some exemptions will be phased out, such the exemption of residential property.

s generally acknowledged in the literature that the most obvious candidates as “good”
local taxes are land or property taxes and, to some extent personal income taxes. Unless the
local jurisdictions are large such as in Canada, Brazil, United States, or India, consumption
taxes, as well taxes oh capital income, in particular corporate income taxes, are generally
considered less appropriate at the local level because of the mobility of the corresponding
bases. See Norregaard (1997) and Bird (1999) for a discussion.

*® The preconditions for purely financial market discipline to work are very demanding
(Ter-Minassian, 1997). First, adequate information on the local government’s outstanding
debt and repayment capacity should be available to potential lenders. Second, bank
provisions for local debts should not treat governments as privileged borrowers and
bankruptcy procedures should be clearly established. Finally, and perhaps the most
important, there should be no perceived chance of a bailout. On this last point, it should be
noted that in the recent international history of intergovernmental fiscal relations, there are no
examples of local governments allowed to go bankrupt (which would involve default on their
debt) in the more advanced federal states. On the contrary, there have been many cases, both
in developed and developing countries, where local government financial crises have been
(continued)
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rules that “mimic” market discipline (Ter-Miniassian, 1997), by linking limits on the
indebtedness of local governments to their debt service capacity, and by rules that
limit local borrowing to investment (golden rules), or that establish that short-term
borrowing for liquidity purposes has to be repaid by the end of each fiscal year. To be
effective, a rules-based approach would need to be supported by clear and uniform
accounting standards and fiscal reporting. It is also recommended that current
constraints on local governments should remain in place at least until 2006, i.e., at
least during the first phase of the decentralization process.

resolved through the intervention of the central government. Examples are the bailout of New
York City in 1975, and of the bailout of Bremen and Saarland in Germany in 1992, See
Pisauro (2001).
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Table 1. Thailand: Basic Data

1. Social and Demographic Indicators

Area (thousand sq. km.) 1/ 513,1%9.5 Labor force distelbution (2001} 5/
Percent of labor force in
Population (20{1) 1/ Apricultore 418
Total (million) 623 Tadustry 16.1
Annual rate of papulation increase (percent) 0.7 Services 421
Density {per sq. kilometer) 121.4
Urban population in percent of total pepulation 28.6 Education (2001)
Rural population in pereent of total population 714 Adult literacy rate, in percent 6/ w27
Population aped 12 and over (million) 514 Enrollment rates, in percent 7/
Primary ¢ducation 430
Population characteristics (2001) 2/ Secondary education 288
Lifc expectancy at birth, in years 3/ 0.2 Tertiary education 13.3
Crude birth rate {per thousand) 16.8
Crude death rate (per thousand) %.0 Heafth (2001) 8/
Infant mertality (per thousand live births) 286 Population per physician 3395
Under 5 mortality rate (per thousand) Population per haspital bed 445
Population with accesy to sale water, percent
Incore distribution (2001) af which: rural papulation
Percent of privale income received
by highest 10 percent of households GDP (2001)
by towest 20 percent of households In billicns of baht 50986
Average minimum wage (in baht/day) 4/ 163.0 In millions of U.S. dollars 114,658
Per capita, in U.S, dollars 1,822
1/ Department of local administration, Minister of Interior
2¢ Population projection for Thailand 1990 - 2020 NESDB
3/ Expectation of life at birth, projected for 2000 - 2005, Human Resource Planning Division, NESDR
4/ Rate of minimum wages in Bangkok and 3 provinces around Bangkok, Ministry of Labour and Social Wellure
5t The Tahour lorce survey, National Statistical Office
& The 2000 Population and housing census, National Statistical Office
74 Office of the Permaneant Secretary, Ministry of Education
8/ Health Informatien Division, Buteau of Health Policy and Planning
II. Economic Indivators
1995 1996 1997 1998 1999 2000 2001
{In percent of GDP}
Crigin of GDP
Agriculture, forestry and fishing 9.5 0.5 9.4 10.8 9.3 8.8 8.6
Manufacturing 209 29.7 302 30.9 327 3386 335
Conslruction 7.2 74 57 EX 3.6 3.1 2.9
Commerce 16,9 16.5 17.2 17.6 173 17.3 172
Transport and comununication 7.2 74 78 78 21 8.1 8.1
Financial services 71 71 8.3 5.1 3.4 3.0 30
Other servicey 22.1 223 231 24.6 25.6 262 26.8
Expenditure on GDP, Savings and Investment
Privale consumption 532 538 54.7 54.2 55.9 36.1 56.9
Private investment 322 0.3 222 12.7 iLe 13.9 157
Exports of goods and nonfactor services 41.8 3103 48.0 58.9 58.4 67.1 66.3
Imports of goods and nonfactor services 48.6 45.5 456 43.0 45.8 584 an.2
Current account of the balance of payments -80 8.0 -0.8 12.9 10.2 76 5.4
Gross national savings 24 316 30.3 299 28.0 2838
Gross domestic investment 42.§ 418 337 204 20.5 227 240
of which: public investment 8.9 10,2 11.6 9.7 9.3 8.1 7.6
1993196 1956/97 1997/98 19UBA9 1999700 2060/01
Public Finances 1/
Central government overall balance 24 2 -1.6 -10.8 -3.2 -2
Revenues 9.5 18.6 16.2 16.2 16.4 178
Expenditures 17.1 2046 238 26,7 19.7 206
OF which: Interest expenditures 0.2 03 0.2 L0 38 1.4
Nonfinancial public sector overall balance 2/ 2.8 -32 -8.4 =123 -4.1 -2.5
MNonlinancial public sectlor primary balance 3/ 30 29 -8.3 -11.4 -0.3 -1
Debt
Total public debt (end of year) 14.5 363 45.2 55.9 57.3 519
Central govemment (including FIDF debt) 5.2 241 318 38.7 388 388
Nonfinancial Public Enterprises 9.3 12,1 13.4 17.2 18.3 192




Table 1. Thailand: Basic Data (concluded)

1995 19%6 1997 1998 1999 2000 2001
Total external debt (end of year) 4/ 60.0 5.7 701 932 716 63.1 58.6
Of which : public deht 98 9.2 154 280 29.6 277 246
(Annual percentage change, unless otherwise indicated)
National Accounts and Prices
Real GDP per capita 8.0 4,8 -2.3 -11.4 34 36 £O
Real GDP 9.2 39 -1.4 -10.5 4.4 4.6 .8
Nominal GLP 153 10.1 16 -22 0.1 59 440
Nominal GDP (in billions of baht) 4,186.2 4,611.0 47326 4.626.4 46321 4,904.7 5,009.6
GDP dellator 3.6 4.0 4.1 uz -4.1 12 2.1
Consumer prices (average) 3.8 39 5.5 8] 0.3 1.6 L&
Consumer prices (end of period) 74 4.8 7.6 43 0.7 13 183
Core inflation 5.3 BA 47 7.2 1.2 0.7 i3
Unemployment rale 1.7 1.5 1.5 4.4 42 38 3.3
15995 1456 1997 Ly 1999 2000 2001
(Annual percentage change, unless otherwise indicated)
Moncy and Credit 5/
Private sector (adjusted, end of period) 6/ 14.2 23.4 9.7 -3.2 0.1 .7
Muoney and quasi-meney (M2a) (end of period) 18.1 12.7 2.0 21 L3 3.3 4.7
Stock in percent of GDP 1.0 1.0 1.0 i1 1.1 .1 Li
Money (M0} (end of period) 174 11 ug -4.7 48.4 -134 8.4
Real M2a (end of period) 12.3 6.8 -6 -6.0 1.0 1.9 3.1
Net domestic credit 243 142 i54 -129 -1.0 -14.2 -1.3
Credit to private sector 146 17.4 126 -4.4 6.6 -13.2 5.4
Credil 1o nen Gnancial public sector (net) 256 145 138 -185 9.6 -15.7 -9.2
Interest Rates and Exchange Rates
Overnipght interbank rate 10.3 12.1 217 2.6 1.2 1.7 21
Minirmum Lending Rale (average of five largest banks) 133 131 §53 118 84 T4 7.3
Bahvdollar (average of periad) 24.9 253 314 41.4 37.8 402 44.5
Nominal effective exchange rate {1994=100} §7.9 985 88.1 2.0 75.2 720 68,2
Real effective exchange rate {1994=100}) 91.4 104.7 96.5 83.7 B4.8 83.4 795
Terms of trade {deterioration -) nfa nfa 0.5 =59 1.3 -89 9.4
(In bitlions of U.5. dollars}
Balance of payments
Current account balance -13.2 -14.3 -3l 14.3 12.5 9.3 6.2
Merchandise Trade balance -1.6 21 1.5 16.3 14.0 117 8.8
Exports (f.a.b.) 58.7 547 56.7 329 568 67.% 63.2
Annual growth in percent 24.8 -1.9 38 -68 7.4 19.5 -6.9
imponts {f.o.b.) 63.3 63.8 552 36.0 4138 56.2 54.6
Annual growth in percent 3Ly 0.7 -133 -338 16.9 313 -8
Factor services and transfers (net) -3.6 -5.2 -4.6 -2.0 -1.5 -2.4 2.4
Capital and financial account balance 204 16.5 -15.5 -17.% -10.3 -1t0 -2.0
Direct investment 1.2 1.7 3.3 12 5.9 32 29
Other private capital (inchiding errors and omissions) 18.1 13.5 -14.1 -25.5 -194 -13.6 -6.8
Public sector 7/ 1.1 1.3 -4.7 038 3.2 -0.6 1.9
Wet official reserve change (increase -) -7.2 -2.2 18.6 32 22 1.7 -4.2
International reserves and external debt 8/
Central bank {nei)
Central bank {gross) 370 38.7 7.0 29.5 348 327 330
In monihs of imporis 6.3 6.6 53 8.7 8.8 63 6.5
Outstanding external debt 100.8 1087 109.3 1051 950 9.7 67.3
Gf which : public debt 16.4 168 241 3le 36.2 33.9 283
OF which: private, shorl-term 523 47.7 383 283 19.4 4.7 132
Ratio of pross resetves 1o privale short-lerm debt (in percent) 70.8 81.2 0.5 4.5 179.2 2227 2499

Sources: Information provided by the Thai autherities; and Fund statf estimates.

1/ On a cash (GFS) and fiscal year basis (October through September). Central government includes extra-budgetary funds, social

security funds, and the fiscalization of financial sector restructuring costs. Data from MOF sources.
2/ Includes extrabudgetary funds, local governments and nonfinancial public enterprises.

3/ Primary Balance is Overall Balance plus interest payments of central government.

4/ Data provided by the BOT.

5/ Excludes data from 56 closed finance companies.
&/ Adjusted for bad debt transfers to Asset Management Companies and write-offs,
7/ Includes offshore forward and swap transactions by monetary authorities.

8/ End of period.



Table 2. Thailand: Construction and the Property Market, 1995-2002

1995 1996 1997 1998 1999 2000 2001 2002 1/
Area permitted for construction
in Bangkok (thousand square metres)

Tatal 25,380 15,844 12,349 4,268 3,884 4,020 5,066 484
Housing 17,263 10,944 7,636 2,844 2,181 2,920 4,011 337
Commercial 6,411 4,191 4,742 1,064 1,432 807 718 87
Industrial 85 49 1i6 4 0 4 12 35
Services and transportation 410 264 205 259 102 138 1735 21
Other 1,211 396 150 97 169 151 150 4

Source: Data provided by the Thai authorities.

1/ First two months of year.



Table 3. Thailand: Promotional Activities of the Board of Investment, 1995-2002 1/
(In millions of baht; except where otherwise indicated)

1995

1996

1997 1998 1999 2000 2001 2002 2/
Nuinber of opplications received 1,407 1,198 808 891 w02 1,030 891 166
Value of investment 901,400 834,700 180,100 242 400 189,300 155,300 190,700 35,700
Number (_)f applications approved 1,205 974 868 648 680 1111 820 178
Value of investment 584,700 529,400 468,600 287,500 162,200 279,200 266,300 42,200
Number of promotion certificates issued 978 942 792 569 554 TR 766 218
Valug of investment 328,300 427,100 404,700 244 500 139,500 200,300 183,400 59,000
MNumber of firms starting operations 22 611 465 697 526 625 611 168
Value of investtnent 132,500 230,30 267 400 283,800 205,300 304,900 267,900 48,340
Number of Thai cimployees 43,563 Y7171} 133,882 160,086 100,073 141,376 129,529 40,759
Value of approved investments by sector
Apsicultire ad aghcultural products 20,429 17,984 19,1100 18,4G¢ 15,800 31.300 29,600 7800
Minerals, matals, and ceramics 150,244 09,124 30,600 1,300 1,000 11,000 6,000 500
Light indushry 10,656 6,737 7.600 10,800 10,600 36,700 14,800 6,100
Metal products, machinery, and transport 53,044 53,303 33,200 10,800 13,300 31,000 27,104 9,000
equipuent
Electronics and etectrical products 44,303 85,311 31,500 61,200 58,800 77,200 54,000 11,200
Chemiedl products, paper, and plastics 227.110 126,015 171,200 54,400 43,900 72,800 72,700 3,700
Services and public utilities 77,668 140,945 175,400 130,600 18,800 13,200 62,000 4,000
Direction of approved investments
Expori-oriented production
{over B0 percent exported) 67,450 98,700 94,800 111,200 120,600 171,400 123,700 27,100
Ownoership of approved investments v
Total 584,700 529,400 468,600 287,500 162,200 279,200 266.300 42,200
Dowestic 174,306 173,300 147,800 29,900 17,900 61,300 52,100 11,500
Foreign 35,200 15,800 36,000 §0,000 2,900 123200 106,700 22,008
Joint venture 375,300 280,100 284,800 177,600 61,400 94,7060 1()?,4@ 8,700

Source; Data provided by the Olfice of the Boasd of investment.

1/ From Tune 1999 onward statistics do nof include appliestions submitted for (a) relocation; (b) BOJ privileges wanferred; and (<) existing projects applying for

nonlax incenlives.
2/ Janvary-March 2002



Table 4. Thailand: Population, Labor Force, and Employment
by Major Economic Sectors, 19962001 1/

1996 1997 1998 1959 2000 2001
{In millions of persons}
Population 59,90 60.50 61.17 61.78 62.40 62.94
Labor force 1/ 3212 32.57 246 R 3322 33.92
Open unemplayed 2/ 0.11 G.14 0.46 0.39 0.32 G.29
Passive unemployed 3/ 0.38 0.35 0.96 0.98 0.88 0.81
Employment 1/ 30.98 31.52 30.10 30.66 3129 .17
Agriculture 14.03 14.20 13.45 13.88 13.89 1359
Non-agriculture 16.95 17.33 16.65 16.79 17.40 18.59
Mining 0.53 0.52 0.45 0.64 0.45 0.47
Manufacturing 4.63 4.62 4.56 4.60 4,99 5.68
Construction 2.63 2.49 1.63 1.40 150 1.58
Electricity & water supplies 0.15 0.18 0.20 L0 16 0.17 0.17
Commerce and banking 4,37 4.58 4,61 476 4.89 449
Transportation 100 104 0.99 1.0} 0.97 1.02
Services and others 411 4.37 4.61 479 433 5.60
{Changes in percent, except otherwise indicated)
Participation rate (labor force in percent 73.8 73.5 721 71.6 713 72.1
of population 15 years of age and over)
Rate of unermployment (as percent of labor foree) 1.5 1.5 4.4 4.2 3.6 32
Population n.a 1.0 1991 L. 1.0 09
Labor force 1/ n.a. 1.4 -0.4 0.8 1.5 2.4
Open unemployed 2/ .. 200 2346 -15.1 -17.8 -9.8
Passive unemployed 3/ .4, -7.1 1722 27 -10.5 iy}
Employment I/ n.4. 1.8 -4.5 1.9 2.1 2.8
Agriculture n.a. 12 -5.2 31 0.1 22
Non-agriculture n.4 22 -3.5 0.8 37 6.8
Mining n.a. 24 -14.6 44.3 -30.8 54
Manufacturing na. <01 ~1.3 4.7 8.6 13.7
Constructior n.z. -54 -34.5 -14.2 74 52
Electricity & water supplies n.a. 16.3 109 -19.7 5.6 5.1
Commerce and banking n.a 4.6 0.8 33 26 -8.1
Transportation n.a, 4.4 -4.8 1.9 -3.9 4.7
Services and others n.a. 6.2 5.6 18 0.9 158

Source: Data pravided by the National Economic & Social Development Board (NESDRB).

1/ Since 1996, covers fifteen years of age and above.

2/ Includes persons 15 years of age and above who were avaifable for work but did not work at all and were looking for work.

3f Includes persons 15 years of age and above wha were available for work but ¢id not work at all and were not looking for work,



Table 5. Thailand: Average Earnings, Classified by Manufacturing Categories, 1995-2001 1/

1995 1996 1997 1993 1999 2000 2001
(In baht per month)

Manufacturing (whole Kingdom) 5,733 5,950 6,589 6,504 6,524 6,496 7,103
Food, beverages, and tobacco 5,178 5,263 577% 5,917 5,701 6,014 6,512
Textiles, wearing apparel, leather, 2230 4,540 5,159 5,136 5,440 5,195 4,983

and leather producis

Wood and wood products including furniture 3,421 3,570 3,862 4,698 4,890 4,033 4,217
Paper and paper products, printing and publishing 7418 6,991 9916 7,074 7,165 6,976 12,531
Chernieals and chernical, petroleurn, 10,680 10,679 8,004 7,994 8,488 8,962 11,118

coal, rubber and plastic products
Non-metallic mineral products, excepl products 5613 5,861 6,390 7,370 6,959 7,748 6,508

of petrolesm and coal
Basic metal industrics 6,721 6,606 6,585 8,599 7,013 7,106 7,240
Fabricated metal products, machinery and equipment 4,929 6,676 6,782 7,275 6,031 6,363 6,544
Other manufacturing industries 6,079 6,028 7,630 7,355 7,346 7,079 8,720
Construction 5,775 5,528 7,572 5,512 5,528 7,498 11,808
(Percent change from year earlier)

Manufacturing (whole Kingdom) 14.9 3.8 10.7 -13 03 -0.4 93
Food, beverages, and tohacco 4.0 1.6 0.8 24 -37 5.5 83
Textiles, weartng appare] leather, 13.0 7.3 13.6 -04 59 4.5 4.1

and Ieatlier products

Wood and wood products including furniture C37 44 8.2 216 4.1 -17.5 4.6
Paper and paper products, printing and publishing 23.0 -5.8 4i.8 =287 9.8 -10.2 73.6
Chemicals and chemical, petroleum, 61.0 0.0 250 -0.1 6.2 5.6 24.1

coal, rubber and plastic products
Non-metatlie mineral products, except products 247 44 9.0 15.3 -5.6 11.3 -16.0

of petrofeum and coal

Basic metal industries 19.3 -17 -0.3 306 -184 1.3 1.9
Fabricated metal products, machinery and equipment -62 354 1.6 7.3 -17.1 55 2.3
Other manufacturing industries 2.0 -0.8 26.6 36 -0.1 -36 23.2
Construction -13.1 -4.3 37.0 -27.2 0.3 35.6 573

Source: Data provided by the National Economic & Social Development Board {NESDR)
1/ Famings are in the form of monetary value (daily, weekly, and monthly wages together with overtime, honus and other remunerations).



Table 6. Thailand: Selected Energy Prices, 1995-2002 1/

1995

1996 1997 1998 1990 2000 2001 2002 5/
Average import price of crude cil (baht/barre!) 17.51 20.71 19.97 13.21 17.42 28.59 24.48 21.27
Index (1994 = 100} 108.4 128.2 123.6 8L.7 107 8 176.90 151.5 131.62
Electricity (baht/kwh) 2/ 1.93 2.00 1.9¢ 2.16 2.09 2.34 251
Index (1994 = 100) 106.4 110.1 109.4 1189 1149 128.8 138.7
Premium gasoline (baht/liter} 3/ 8.87 9.23 10.48 11.86 11.98 15.63 15.48 14.15
Index (1994 = 100) 105.7 110.0 124.9 141.4 136.7 186.10 184.3 168.45
Tax (baht/liter) 2.59 2.68 2.84 394 4.05 4.05 4.05 4,05
High-speed diesel (bahtfiter) 3/ 7.60 8.62 9.49 9.19 8.96 12.95 13.51 11.88
Index (1994 = 1000 102.8 116.4 128.4 124 4 114.7 175.00 182.6 160154
Tax (baht/liter) 2.20 2.28 2.44 2.44 2.07 2.54 2.54 2.54
Fuel oi{ ¢baht/liter) 3/ 4.05 4.52 5.34 6.86 6.29 9.22 9.30 8.40
Index (1994 = 100) 96.9 108.1 127.8 153.6 137.8 263.40 265.7 240,00
Tax {babtfliter} 4/ 0.43 0.49 0.59 0.55 0.19 0.29 0.29 0.37
Kerosene (baht per liter} 8.70 10.02 11.17 11.7 163 15.10 16.03 14.79

Source: Data provided by the National Energy Policy Office (NEPG).
1/ Annual average of monthly prices.

2/ Average price of electricity sold (MEA, PEA) including VAT.
3/ Retail price for Bangkok; 1993 column reports the price of fuel oif grade 2 (1,500). ] .
4/ In 1992-97, tax rate of fuel off was 17 percent of ex-refinery value, in 1997-98, tax rate of fuel vil was 17.5 percent of ex-refincry value. Since 1999, tax rate of fuel oil is 5 percent of ex-refinery value.

57 Through Febroary.
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Table 7. Thailand: Central Government Fiscal Accounts, 1995/96-2000/01 1/

(In billions of baht}

1995/96 1996/97 1997/98 - 1998/99 1999/00 2000/01
Total revenue and grant 876.1 8734 757.8 743.1 795.0 9004
Revenue 873.0 870.4 753.3 739.1 790.8 896.6
Tax 792.4 7775 6635.7 641.0 691.0 741.1
Nontax 80.6 82,9 87.6 98.1 95.8 153.5
Grants 31 10 4.5 4.0 4.2 3.8
Total expenditure and net lending 767.9 9714 1114.3 1225.2 9472 1090.9
Current expenditure 485.3 530.6 5322 596.5 635.4 838.7
Capital expenditure 2727 4271 519.5 563.7 227.8 2239
Net lending 9.9 13.7 62.6 65.0 64.0 28.3
Overall balance 108.2 -98.0 -356.5 -482.1 -152.3 -190.5
Financing -108.2 979 356.3 4821 152.1 140.9
Exiernal 2.9 10.2 714 T 527 33.0 323
Domestic -11E 87.7 284.9 4204 1181 108.6
Bank 2/ -1204 39.8 204.6 260.7 89.6 100.9
Nonbank -38 2.1 116.6 93.4 29.5 1.7
Float 13.1 0.0 -36.3 75.3 0.0 0.0
(In parcent of fiscal year GDF)
Total revenue and grant 19.5 18.6 16.2 16.2 16.5 17.8
Revenue 19.4 18.5 16.1 16.1 16.4 17.7
Tax 17.6 16.5 14.2 14.0 14.3 14.6
Nontax 1.8 29 1.9 2.1 2.1 3.1
Grants 0.1 0.1 0.1 0.1 0.1 0.1
Total expenditure and net lending 17.1 20.6 23.8 26.7 19.6 21.5
Current expenditure 10.8 11.3 1.4 13.0 13.6 16.6
Capital expenditure 6.1 9.1 11.1 12.3 47 44
Net lending 0.2 0.3 i3 1.4 1.3 0.6
Overall balance 2.4 2.1 -7.6 -10.5 -3.2 -3.8
Financing -2.4 2.1 7.6 10,5 31 2.8
External 0.1 0.2 1.5 1.1 0.7 0.6
Domestic -2.5 1.9 6.1 9.4 2.5 2.1
Bank 2/ =27 1.9 4.4 5.7 19 2.0
Nonbank -0.1 0.0 2.5 2.0 0.6 0.2
Float 0.3 -0.3 -0.8 1.6 0.0 0.0
Memoerandum item:
Fiscal year GDP 4,503.0 4,705.9 4.673.5 4,587 .8 4.831.3 5,064.6

Source : Data provided by the Thai anthorities,

1/ The fiscal year runs from QOctober to September. Data are based on GFS definitions and the coverage

corresponds (o the consolidatated central government, which includes extra-budgetary funds, social security funds,

and the fiscalization of financial-sector restructuring costs.
2/ As recorded in the monetary survey.
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Table 8. Thailand: Central Government Revenue and Grants, 1995/96-2000/01

{(In billicns of baht)}
1995/96 1996/97 1997/98 1598/99 1999/00 2000/01
Total revenue and grants 876.1 8734 757.8 743.1 795.0 9004
Total revenue 873.0 870.4 753.3 739.1 790.8 896.6
Tax revenue 792.4 T77.5 665.7 641.0 691.0 741.1
Taxes on income and profits 2777 276.2 214.8 2137 235.4 253.6
Personal 105.3 111.5 118.9 101.2 87.4 970
Corporate 169.0 1594 90.7 1013 137.4 139.6
Petroleum income tax 34 5.3 53 11.2 10.6 16.9
Taxes on property 135 05 5.1 4.4 36 0.3
Taxes on consumption 349.2 353.1 354.1 3194 3220 341.5
Business tax/ VAT 148.4 139.0 162.7 132.1 138.0 144.2
Specific business tax 32.6 33.0 34.0 20.8 16.6 12.6
Excise taxes 168.2 181.1 1374 166.3 167.4 184.6
Beer and spirits 38.5 43.7 39.4 48.6 314 337
Tobacco 23.8 29.5 25.5 26.1 23.1 25.5
Petroleum products 60.4 66.3 68.1 69.0 65.7 62.8
Motor cars 37.0 32.0 8.9 14.2 241 0.9
Other 8.5 8.6 15.5 8.6 23.1 61.7
Profits on tobacco menopoly 0.0 7.1 1.9 7.7 5.3 5.2
Taxes on intemational trade 127.7 105.2 67.8 68.1 7.1 3.1
Import dutics 126.2 103.6 66.1 60.4 84.9 91.0
Export duties 1.5 16 1.7 1.7 22 2.1
License fees and other taxes 24.3 264 21.9 27.7 376 47.5
Nontax revenue 80.6 929 87.6 98.1 99 8 155.5
Profits 459 56.9 443 46.4 38.5 533
State lottery 4.0 4.7 7.3 73 94 4.9
Bank of Thailand 10.4 i4.5 0.0 0.0 0.0 00
State enterprises 315 377 37.0 39.1 29.1 48.4
Other 347 36.0 433 51.7 61.3 102.3
Grants 31 30 4.5 4.0 472 3.8

Source: Data provided by the Thai authorities.
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Table 9. Thailand: Central Government Expenditure by

Economic Classification, 1995/96-2000/01
(In billiens of baht)

1995/66 1996/97 1997/98 1998/99 1599/00 2000/01

Total expenditure and net lending 767.9 9714 1,114.3 i223.2 947.3 1,050.9
Total expenditare 758.0 957.4 1,051.7 1,160.2 883.2 1.062.6
Current expenditure 485.3 530.3 5322 594.5 655.4 838.7
Wages and salaries 1/ 241.6 262.3 281.1 298.3 298.9 3023
Interest 10.2 15.3 8.7 447 583 733
Other goods and services 179.5 192.8 179.3 173.7 183.2 243.4
Subsidies and cumrent transfers 54.0 559.9 63.1 79.8 115.0 219.8
Local government 6.0 6.3 6.8 12,9 13.3 15.1
Public enterprises 7.8 8.6 118 11.2 18.4 26.4
Heuseholds and others 2/ 40.2 45.0 44.5 557 833 178.3
Capital expenditure 272.7 427.1 519.5 563.7 227.8 2239
Acquisition of fixed assets 239.1 334.5 278.4 223.8 200.8 171.5
Capital transters : 33.6 92.6 241.1 339.9 27.0 524
Local government 19.6 23.6 24.4 328 17.8 40.4
Public enterprises 9.3 9.8 12.8 58 8.0 11.2
Households and others 4.7 392 2039 301.3 1.3 0.8
Net lending 9.9 13.7 62.6 65.0 64.0 28.3

Source: Data provided by the Thai authorities.

1/ Includes remuneration, annual salary adjostments, overtime, and travel expenses.

2/ Includes pensions.
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Table 10. Thailand: Central Government Expenditure, Classified by Purpose, 1995/96-2000/01

{In bilkiens of baht)

1595/96 199647 1997/98 1998/99 1959/00 2000/01
Total expenditure 758.0 957.7 1,051.7 1,160.2 B83.3 1,.013.0
Current expenditure 485.3 530.6 532.2 596.5 655.5 789.1
General public servicas 322 32.9 311 33.6 393 83.0
Defense 216 08.3 84.3 73.1 71.5 73.0
Public order and safety . 393 40.7 41.6 44 4 477 51.8
Education 133.1 146.4 1547 170.9 1747 1813
Health 48.4 517 5355 63.4 61.5 65.8
Social security and welfare 282 333 348 37.0 56.4 60.2
Housing and community amenities 6.6 6.3 6.0 54 14.1 18.8
Recreational, cultural, and religious 4.8 5.0 58 5.9 3 53
Heconomic services 612 62.7 61.5 72.4 934 140.4
Fuel and energy 23 24 34 1.7 9.1 84
Agriculmre, forestry, and fisheries 378 39.1 307 40.7 44.1 434
Mining and ruineral 2.6 3.0 33 4.6 4.6 115
Transportation and communication 9.6 9.7 14.0 10.4 133 4.1
Road transport 5.1 33 9.3 4.8 6.8 12.2
Water transport 0.4 0.3 04 0.7 04 0.0
Railway and other transport 2.1 1.8 19 24 34 1.9
Communication 20 2.3 2.4 25 2.6 0.0
Other 8.8 8.5 10.1 15.0 20.5 63.0
Other 38.9 53.5 569 84.4 96.5 1085
Interest payments 10.2 153 8.7 44.7 56.6 63.7
Darnestic 6.2 11.4 17 3151 46.1 na
External 4.0 39 7.0 96 10.5 na
Unclassified 299 38.2 48.2 397 38.9 45.8
Capital expenditure 2727 4271 519.5 563.7 2218 2239
General public services 10.1 11.5 89 51 7.0 3.9
Defense na n.a n.a n.a 22 1.9
Public order and safety 74 10.2 10.7 9.5 12 74
Education 259 48.5 41.8 29.8 239 198
Heaith 13.4 256 224 12,2 7.9 6.5
Social security and welfare n.a n.a n.a na 0.1 0.1
Housing and communiry amenities 342 45.5 34.6 383 311 325
Recreatianal, cultural, and religious 2.9 7.7 7.7 4.2 22 1.6
Ecanomic services 167.2 266.2 380.0 454.6 1353 120.9
Fuel and energy 0.7 1.0 14 0.8 0.8 1.3
Agriculmre, forestry, and fisheries 40.5 44.2 330 304 265 3.4
Mining and mineral 1.0 1.4 6.9 3.7 16 18
Transportation and cornmunication 10G.1 1334 121.8 94.7 02,2 71.2
Road transport 93.5 1236 1080 873 86.1 71.1
Water transport 0.8 2 3.8 2.6 33 0.0
Railway and other transport 31 6.4 8.3 4.1 2.5 0.0
Commanication 0.7 12 0.7 0.2 0.4 0.0
Other 24.9 86.2 2229 325.0 177 222
Other 116 11.9 134 10 6.9 20.5

Source: Data provided by the Thai authorities.
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Table 11. Thailand: Nonfinancial Public Sector Debt, 1995/96-2000/01
(In billions of haht)

1995/96 1996/97 1997/98 1998/99 1999/00 2000401
(In billions of baht)
Total public sector debt 652.6 1706.1 21145 2362.6 277¢.3 2931.7
Central government 1754 2419 500.1 958.5 1693.0 1263.7
Domestic 50.3 335 2272 598.7 697.8 8141
Bank of Thailand 2.5 3.6 54.5 1134 78.8 133.0
Commercial banks 12,5 8.1 96.0 226.8 325.5 316.0
Government Savings Bank 29.2 200 275 129.5 124.4 107.1
Other financial institutions 5.1 2.9 37.8 68.5 73.4 103.2
Other 1.0 0.9 11.4 60.5 95.7 154.8
External 125.1 206.4 2729 359.8 395.2 449.6
Non-financial public enterprises 420.0 571.1 6277 789.5 8959 970.6
Domestic ) 195.3 231.7 253.1 308.7 4248 5109
Guaranteed 167.4 194.0 2154 2507 345.1 411.6
Non-guaranteed 279 377 7.7 49.0 79.8 99.2
External 2247 330.4 374.6 480.8 471.1 459.7
Guaranteed 2247 022 339.5 4427 422.6 3848
Non-guaranteed 0.0 37.2 35.1 38.1 48.5 74.9
FIDF 1/ 57.2 893.1 986.7 8146 781.4 6975
{In percent of fiscal year GDP)
Total public sector debt 14.5 363 452 55.9 57.3 57.9
Central government 3.9 5.1 107 209 22.6 25.0
Bemestic 1.1 0.8 4.9 13.0 144 16.1
Bank of Thailand 0.1 0.1 1.2 2.5 1.6 2.6
Commercial banks 0.3 02 2.1 4.9 6.7 6.2
Government Savings Bank 0.6 C4 0.6 2.8 26 2.1
Other financtal institutions 0.1 0.1 0.8 1.5 1.5 20
Other 0.0 0.0 0.2 1.3 2.0 31
External 2.3 44 5.8 7.8 8.2 8.9
Non-financial public enterprises 9.3 12.1 13.4 17.2 185 192
Domestic 4.3 4.9 5.4 6.7 88 10,1
Guaranteed 37 4.1 4.6 57 7.1 8.1
Non-guaranteed 08 08 0.8 1.1 1.7 2.0
External 30 7.2 8.0 10.5 9.8 0.1
Guaranteed 5.0 6.4 7.3 9.6 8.7 7.6
Non-guaranteed 0.0 0.8 0.8 0.8 1.0 1.5
FIDF 1/ 13 19.0 21.1 17.8 16.2 13.8
Memorandum items;
Exchange rate (eop) Baht/USS 255 36.9 39.5 41.0 424 44.5
Nominal GDP (fiscal year) 4,503 4766 4,673 4,588 4,831 5,065
External debt (US$ billions) 13.7 14,8 16.4 205 205 20
Central government 49 56 6.9 4.3 9.3 1G.]
Non-financial public enterprises 88 8.2 9.5 117 11.2 10.3
Guaranteed 8.8 8.2 8.6 1.8 10.0 8.6
Non-Guaranteed 0.0 1.6 09 0.g 12 1.7

Sources: Data provided by the Thai authorities; and Fund staff estimates.

1/ Although included in this table, GFS classifies Financial Institutions Development Fund (FIDF) liabilities as
part of the financial public sector,
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Table 12. Thailand: Operating Profits/Losses of Nonfinancial State Enterprises,

1995/96--2000/01 1/

(In billions of baht)
1985/96 1996/97 1997/98 1958/99 1999/00 2000/01
Total 103.4 66.5 685.6 -35.4 74.4 7
Power 537 16.0 483 <287 435 418
Electricity Generating Authority 27.1 12.8 18.5 -24.3 227 15.3
Metropolitan Electricity Authority 4.8 4.1 27 -09 235 4.8
Provincial Electricity Authority 120 9.1 10.5 -1.4 9.0 5.8
Petroleum Authority 77 232 1.6 5.6 9.3 13.9
Other 2.1 -6.8 6 -1.7 0.0 -3.0
Transport and Cominunication 37.1 38.4 10.2 -15.4 182 270
Thai Airways International 34 238 39 53 74 19
Expressway and Rapid Transit Authority 0.6 0.6 -0.1 -4.2 0.7 0.2
State Railways of Thailand -1.6 -18 -32 -73 -54 -38
Bangkok Mass Transit Authority -2.1 -3 2.8 6.0 -2.7 3.7
Port Authority of Thailand 2.9 2.3 1.6 02 12 1.6
Telephone Organization 210 222 -2.7 ~989 72 132
Communication Avthority of Thailand 75 62 74 i 4.8 7.1
Others 2/ 54 5.6 6.1 32 6.4 10.5
Manufacturing 57 6.3 6 52 58 6.6
Tobacco Monopoly 49 5.5 32 33 52 56
Others 1.0 0.8 0.8 -0.3 0.6 1.0
Agriculture -0.1 -0.3 0.1 -(h1 0.0 0.0
Govemment Lottery Bureau 4.8 4.8 53 49 3.2 0.5
Others 22 1.3 -5.1 -13 1.7 1.8

Scurce: Data provided by the Thai authorities.

1/ After corporate Incoime iax.
2/ Includes Airport Authority of Thailand.
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Table 13. Thailand: Summary of Local Government Operations, 1995/96-2000/01

1995/96 1896/97 1997/98 1998/99 19599/00 2000401
(In billions of baht)

Total revenue and grants 837 94.5 100.4 107.0 97.1 1442
Taxes and other revenne 58.1 64.6 69.2 61.3 60.4 85.0
Transfers from ceniral government 15.6 20.9 312 457 36.7 553

Total expenditure 718 89.1 74.5 992 95.2 1417
Current expenditure 315 354 30.7 §3.1 41.6 63.0
Capital expendinure 46.3 537 438 46.2 336 78.7

Overall balance 59 54 259 7.8 1.9 2.5

Overall balance excluding transfers
from the central government -19.7 -24.5 -5.3 =379 -34.8 -56.7

(In percent of fiscal year GDP)

Total revenue and grants 18 2.0 2.1 2.3 2.0 2.8
Taxes and other revenue 1.3 1.4 [.5 1.3 1.3 1.7
Transfers from central government 0.6 0.6 0.7 1o 0.8 1.1

Total expenditure 1.7 1.9 1.6 2.2 240 2.8
Current expenditure 0.7 0.8 0.7 1.2 0.9 £2
Capital expenditure LG I.1 0.9 1.6 1.1 1.6

Overali balance 0.1 0.1 0.6 0.2 0.0 0.0

Overall balance excluding ransfers
from the central government -0.4 -0.5 -0.1 -G8 -0.7 -1.1

Source: Data provided by the Thai authorities.
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Table 14. Thailand: Consolidated Nonfinancial Public Sector Operations, 1995/96-2000/01

1985/96 1996/97 1997/98 1998/99 1999/00 2000401

(In billions of baht)
Overall Balance 1263 -152.2 -1948 -565.9 -198.9 -127.5
Total revenue and grants 1,060.7 1,036.7 936.0 888.5 966.5 1,115.3
Total revenue 1.057.6 1.033.7 9115 8345 962.0 1,110.8
Of which: Central govermment 8731.0 8704 7533 7301 790.8 896.6
Lacal government 38.1 64.6 692 g1.3 604 85.0
Public enterprises 126.5 987 109.0 84.1 110.6 129.2
Grants to central govemment 31 30 45 4.0 4.5 4.5
Total expenditure and net lending 934 4 1,1889 1,330.8 14544 1,165.4 12428
Current expenditure 5030 551.1 544.3 625.5 666.0 8106
Central government 471.5 5157 513.6 5724 6244 747.6
Local government 315 354 307 531 41.6 63.0
Capital expenditure 4272 624.1 7235 764.0 4354 4039
Of which: Central government 2438 393.7 482.3 5251 2108 172.4
Local government 46.3 537 43.8 46.2 336 8.7
Pubiic enterprises 137.1 178.7 197.8 192.7. 171.0 152.8
Net lending 4.2 11.7 62.6 65.0 64.0 283
Financing (net) -126.3 152.2 394.8 5659 198.9 127.5
External 15.8 14.8 632 106.0 405 B4
Domestic -142.1 1374 331.6 4399 1584 119.1
Banking system -143.9 166.4 238.8 247.0 614 91.8
Other 1.8 -29.0 928 2129 97.0 27.3

{(In percent of GDP)
Public sector overall balance 2.8 3.2 -84 -12.3 -4.1 -2.5
Total revenue and grants 23.6 2.0 20.0 194 20.0 22.0
Total reverne 235 22.0 19.9 i9.3 19.9 219
Of which: Central government 194 18.5 16.1 16.1 16.4 177
Local govetnment 13 P4 15 13 1.3 1.7
Public enterprises 28 21 23 1.8 23 26
Grants to central governiment 0.1 0.1 0.1 0.1 0.1 0.1
Total expenditure and net lending 20.8 253 283 317 241 245
Current expenditure 112 11.7 11.6 13.6 138 16.0
Central government 105 11.0 110 125 129 14.8
Local govemment 0.7 08 07 1.2 0.9 1.2
Capital expenditure 9.5 133 155 16.7 9.0 8.0
Of which: Cenlral govemment 54 8.4 10.3 114 4.4 34
Local government i0 1.1 0.9 1.0 11 1.6
Public enterprises 3.0 ER] 4.2 4.2 33 3.0
Net lending 0.1 0.2 13 14 1.3 0.6
Financing (net} -2.8 32 84 123 4.1 2.5
External 0.4 0.3 1.4 23 0.8 02
Domestic 32 29 7.1 ©10.0 33 24
Banking syslem <32 33 5.1 54 1.3 1.8
Other 60 -0.6 20 4.6 20 6.5

Sources: Derived from data provided by the Thai authorities; and Fand staff estimates.



Table 15. Thailand: Summary of the Central Government Tax System

Tax ' Natura of Tax Exernplions and Deductlon Rates

1. Taxes oni incarne and profiis

[.} Taxes on companies
{Revenue Code Act of 1938, last
amended In 1999)

1.1 Taxes on companies

a. Taxable net profits are determilned after business
are tzxed based ob the resiing principle.

expenses and depreciation allowances, ranging
from B% fn 20% of eriginal cost for most gpes of
assets. For the purpose of encouraglng Investment,
an mitial depreclation of 40% of cost vaiue for
machinery and accesserivs is allowed.

The depretiation may iake up to the whale residual
value at the #inal year. Nel losses may be carried
forward 1o Nlve consecutive years. No allowance

for carrying hack Josses to previens years.

a. General 30%.

- For BIBFs: 10%.

- For newly reglstered coinpany or partnership tn Stock
Exchange of Thalland: 25% [for 5 accounting periods)

- For newly refislered cotmpany ar partnership In Marker for
Altcrnative Investment (MAL): 20% (for 5 aceounting periods)

- For exlsting company or partnership In Stock Exchange of
Thailand: 25% on net proflit not over 300 million baht
lfor 5 aveounlng periods}

- For small entrepreneurs with registered capilal not over
5 mitlinn baht

50% of Intercorporate dividends are el Profit Tax Rate
exempt. For holding vompanies 1 - 1.000.000 haht 2%
and companles Hsted in SET, 1,000,001 - 3,000,000 baht 25%
dividernds are completely exempted, more than 3.000.001 balt 30%

provided the shares are held
3 mounths prior to and after the
recelpt of dividends.

Providing SMEs with pretindnary depreclation
deductlon at speelal rate for

- Computer atd its equiqmenl

- Plant

= Machinery

b. Companles incorporaled abroad are
alas subject to & whlikalding tax un
income [rom Thailand In the form of
dividends, property rights, reotals,
tnterest, aimd lees for cerain services.,

b. Withholdlag tex Is caleulated on,

b. Wwitliholding tax 1s 15% except on
£1055 (NCae.

dividends which are taxed at 109, same as (nlerest
pald to the Ananclal insdtutions in the trezty countries.

c. Forelgn companies In the fransportation c. 3% on passenger and freight fransport.
sEClor.

. Monproflt foundations and assoclations d. A tax of 108% s Jevied on grass

revenue before deduction of any

expenses. The rompulauan of gross
revenue dees net include registration
or subscription fees or any money or

~ 8T

e fm property received by way of donation
1.2.1. Wages and salares Resldents are sublet to tax on incorme The foliowing types of Income are Net income brackel Tax Rate
(Revenue Code Act of [938, Non-Tesidents are sublecl to tax only wn exempted; supcrannuation and Insurance
amended In 1997} Income from sources within Thailand. policies: gifts and bequests: 0 - B50,000 0%
All tax payers flle Income tax return. procesds from sakes of movable property 50,001- 100,600 5%
acqulred through inheritance or fora B100.001-B500.000 0%
purpese other than profit; incame received T500,001-B 1,000,000 20%
from companies operating under the H1,000,001-B4,000,000 20%
Fromolon of Invesiment Act; prizes, over B4,000 000 37%

awards, and inottery winaungs; workers’
campensatlon, insurance claims, medical
benellis; ncome from dee farming; proflis
recelved frorn buslness already subject to
individual Ineome tax.
Tax Allowances:

Personal allowance B 30.000

Spouse allowance B 30.000 -
Child allowance B 15,000

|per child, not exceeding B 45,000

per famlly}t

Eduecation zllowance B 2,000 (per chikd)
Conirfbutions fa life Insurance

Provident fund

Mortgage interest

Soetal Secunty

Charitable centdbutions ap to (0%

of taxable income

Gross ncome {for minimum tax)

BBGO0,000 or more 0.0%




Table 15. Thailand: Summary of the Central Government Tax System

Tax

Nature of Tax

Exemptlons and Deduction

Rates

t.2.2. Business income

1.2.3. Interest tncome

Tax on employment and business income
is Impesed at progreasive rates on net
Income (after deductons and allowances,
But # cannot be less than the mintmum
tax un gross income.

Diown payment for real estate
- B 200,000 icash)
- B 100,000 (nslallinent payment)

Rental income: 40% ef grass income or actual
eXpeENses

Lawyers, doctors, ete.: 4086 of

or actual expenses

All ather business fncome: 40%-85% of grass
Income or achhal expenses

Exemptions are piven on:

4. Demand deposits with Government
Savings Bark and savings deposils with
cooperatives ard the Bank for Agriculture
and Agricultural Cooperatives.

Same as above,

Final wilhholding 18x at a rate of [5%

1,2.3. Interest ineome [continued)

1.2.4, Tax on Income from the sale
of real estate

2. Saclal Securtty Cantributions

Payrall tax

3., Employers’ Payroll or Manptwer Taxes
None

4. Taxes on property
4.1 Real estate Imnsfer lox

Land Cude Act of 1954,
amended in 1973).

Tax on income {rom sale oy transfer of
Immeovable property. other than exempt.

Taxes on wages of employees. Mandatory for

employees In private firms with 10 or more workers.

Transler (whether by sale. gifi. or succession
at feath} of real zstate i3 taxed on the basls
of the assessed value of the property.

b. Bavings deposit with any banks (n Thatiand
not exceeding B20,000.

e. Two-year contraciual saving deposits
which are not exceeding B 600,000

Tax on dividends or shere of profit recetved
from domestic companies and mulual funds
when the income earmner does not clalm a
tax refund or tax credit,

A masdivurm of B15,600 per mont: [s sublect to tax.

Withholding tax at the rate of 10%.
Full Imputation system with personal Income
lax according to formala:

B

[1 - Corporate Income tax zate)

Final withholding tax of a gradualed male
structure with a maximum of 20% of sale
price aiter deduetions granted in
acrerdance with the malure of the transfcr
and years of awnershlp,

Soclal security
-ernployee: 1.0 percent
-employer: 1.0 percent
Penston and child allowance
-eraployee; 2.0 peroent
-employer: 2.0 percent

2% of the asseased vahe: ©.5% Il the

uransfer s made to parents, spouses, or children.
(Temporarily reduce from 2% to 0.0i%

effecttive from July 1], 2000-Dec. 31,2002)

_6]:_



Table 15, Thalland: Sumtmary of the Central Government Tax System

Tax

Nature of Tax

Exemptions and Deduction

Rates

8. Taxes on goods and servires

5.1 Valye-added Tax

[Revenue Code Act of 1938,

amended by 1991

5.2 Spectfic business tax

VAT replaced Business Tax on January 1.
1992, Ad valorem tax on goods
a1 seivices are sithject 1o VAT

Speclfle buslness ax Is mposed in Hey of
VAT on the Inllowing huasinesses:

- Banks

- Finance campaides

-LdiE tnsurance compaies

- Pawm shops

- Other business with simllar
aperalans as commerclal baiding

- Sales of real estate

- Stock exchange fransactlons

- Other 15 decreed [e.2.. Factorlag)

Exemplons include;

- Business with annual turnever not
more than HI.200,000
Agricultural products and related
inputs e, fertlizer, anlmat feed,
medtlcline and chemicats

- Newspaper magazines, textbooks
- Education

- Arls and crafts

Medieal proctices, anditing, lepal
practices and other pyofessionsd
services

- Tospltals

- Research ot tethnical services
Library, museam, zan

- Labor contract

Sports fnan professinnall

- Acting, performanee

- Domestic transport
Internationa) transpord
[excluding alr and sea transport}
- el

Fullowing businesses are exemted:

- Bank of Thelland, Government Savings Bank,
Guvertuient Housing HBank, BAAC,

- Intermational Finanes Corporation of Thalland
Saving Covperatives

- Providest Fund

- Malanal Housing Avthority

- Extm Bank

- Environmental Fund

- Sale of stocks in SET

- Others as decreed {e.g.. securitization

and real estate wittual fund)

5.3 Selectlve £xcises on goods

{Liguor Act of 1950,
Tohaceo Act of 1966,
PMaybyg Cards Act af 1923,
and Excise Tax Act of 15584)

Excises are levied on selected locally
produced and tnported poods. petioleum
products, elgarcttes, alcoholic beverages,
nan-aleolioke beveriges, playing catds,
electrical appiiances, automoblles, erysial
wares, yanit, perfiuues, wool carpels,
motor cycle, battertes, marlile,

horse racing course, and gelf.

The value of doanestic goars is hased on
ex-factory price plus excise duly but
surnelimes the value is hased on the price
which Director General has pnbhshed in
the Royal Guzelte from tUme to time.,

In the case of imported goods the valee

ts based on CIF price plus impoert duty
and axcise duty.

- Diplematic sales and sales of fucl tu ships
ungl lhiternutional airllnes are exempted.
- Tax ls refunded when an excisable item
15 exported,
- Unfernmetted Vegelable or Fruit juices with thelr
content are met by the Departmental Regulation
- Murble Is exemnpted.
- Diesel soid In the connected temitary area Is exempted
- Nlesel remalned by repudar tank of reglster
Ashinig staps s exernpted.
- absalute alenhal blened for fue!

Temporartly reduced from 104% to 7%
effective from Aprdl 1, 1999-Sepl 30, 2002

For export: Ob

- Hanking and financlal Institutions
= interest 1% eaming
- profit 4%
- Life Insarance
=interesl 2.5%
= premlumns 3%
- Paumshops 2.5%
- Sale of conunerclal real estare 345
Itermporarily reduced from 3% to (1.1%
efcctive frain July 5, 2006-Dec 31, 2602

Specific rates. Most excisable goods are
sutyect ta snecific or ad vaiorem rates,
1phichever (s higher.

1. Pelroteum and pelroteurn products

1.1 Gasoline
a} Unleaded gascline 3.GA50 baht /litre
b Other gasoline 4.5850 baht/litre
e} Gasoim! with ethanal conteut ot less than
1046 3.3185 bahe/litre

1.2 Kernsene 3.055 haht flitre
1.3 Fuel for |et alroraft

a) used directly in et alrcrafil 1% or Q.20 haht flttre
b used fur obliers 23% or 3 bantlitre

1.4 Diesel
a} Dicsel [sulfulie acid over 0.25%) 2.4050 baht /litre
hl DMesel (sulfilic ackt ol aver (.25%) 23050 balil/litye

1.5 LigueRed Petrolenm Gas [LPG) 2,17 bahl/ kg,

1.6 Natural Cias Liquid IWGL] 36% or 3.15 baht/lire
1.7 Fuel oil 5%

1.8 Petrumenf product 12%

1.9 1 lydrocarbon solvent 30%

- 0¢



Table 15. Thailand: Summary of the Central Government Tax System

Tax

Natrre of Tax

Exemptions and Deduction

Rates

2. Splrits

2.1 Fermented spirits
&) Beer 55% or 100 bzaht/Utre of purc alecohol
1 Wine and Champagne 66% or 100 baht /lrre of
pure aleohal
<} Other fermented Liguors 25% or 100 baht/litre of
pure aleohol
2.2 Distliled spirits
a} Whiskey 459 or 240 baht /lltre of pure ateohol
bl Brandy 30% ar 150 haht /litre of pure alcohnl
c} Other Spidts ¢5% or 240 bahl/litre of pure alcohol
2.3 Abzafute alrohat {(over B0%6)
a) In general 10% or 6 baht/iMre
b} used for Industries 2% or ! haht/Titre of pure alcohol
o] used for medicine, phrmacy. science
1.1% or 0.05 baht/litre of pure alcohel
2.4 White spifit 28% or 160 bahL/Ulre of pure aleshol
2.5 Blended spirlt 45% or 240 baht/ilire of pure alcchol
2.5 Speclal blended spiril 45% or 240 baht/Htie of pure alcohel

4. Tobacoo

3.1 Shradded Tobaceo 0.3% or 0.01 baht/ i 0 gramme
3.2 Tobacco
a) Clgarettes 75%
b Cigar 1084 or 0.50 baht fgrasmne
¢} Oiher Ralled Tobacco 0, 1% ar 9.02 baht/5granune
d) Blended Shredded Tobaceo §0% or 0.50 baht/gramme
e} Chewing Tobacco 0.1% or 0.09 baht fgramme

=

. Man alcohalic bevemges

4.1 Soda water 25% or 0.77 baht/440 c.c.

4.2 Sof drink 20% or 0,37 baht/44 c.c.

4.3 Unfermented vegelable, or fruit juices 20% ar
0.37 baht/440 c.c,

o

Electrcal Appliances

5.1 Air conditioners {capaclty not over 72,000
BTU/huur) 15%

5.2 Chandellers 15%

o

Automobile
6.1 Passenger cars with (he engine
a) nol over 2,400 ¢.c. 35%
b) betwern 2,401 - 3.000 ¢.c. or having the power
not over 220 H.P. 4%
¢} pver 3,000 c.c. or having the power
over 220 11.P. 484%
6.2 Off - Road Passenger Vehicle [(OPY) 20%
.3 Pich up Passenper Vehicle (PFV) 18%
6.4 Double cab 12%
6.5 Modified pickup 20% of modifled value .
6.6 Publle transport cars seated not more than 10 persen
a) rot over 2,400 c.c. 35%
b} over 2.400 c.e. 41%
6.4 PIck- sip
4] spectfled characteristic by Director-General 3%

b} others 18%

._'[Z_



Table 15. Thatland: Summary of the Centrat Government Tex System

Nature of Tax

Exemptions and Deduction

Lates

5.4 Profits of flacal monopolles

. Taxes on intematlonal trade
and transactions

6.1 Impart duties
[Customns Tanff Act of 193%,
amended [ 1987}

Centtal Goverunent Is reciplent of the
proflis of the foltowing Rscal monepeles:
the Thal Tobacco Munopoly, the State
Lottery, and Lhe preduriion of playing cards
by the Excise Department.

Ad valorem fon e.if. value) and for speciflc
dutles are imposed on Imperis, clssiNed
according to the lHamonkzed System.

In additlons, speclal dutles are levied on
cerlain cammadites.

None

Exempton Is granted o personnel of United
Nalions Organizations and of accredited
diplomalic inissions. Companies operaling
nnder the Promotien of Investment Act
(¥1301) are exempted on machinery. parts,
acressorles based on the Promeiional zone
and also thers are other exemptions by
granting the exemption on the import duty
Tor machinery of these 61 promoted activities
Lhat the board consldered as priodty activities
Jocated o zone 1 and zone 2, and lems to be
re-exporied. Aisa, {hey are gpranted reduction

6.1 Import dutles fcontiaued)
|Custoins Taniff Act of 1935,
amended ir 1987)

7. Lead crystals 159
8. Yachts 5%
9. Peifuines 15%
10. Weol carpets 20%
11. Molor cycle
2 strokes engine 506
4 strokes engine 3%
12. Batteries
12§ Batterles 10%
12.2 recycle 5%

13. Halngenated dertvertives of acycllc vdrocarbons
- fiom Feb 14 - Dec 31, 2002 is 15%
- from Jan 1, 2003 increased to 30%
14. Cards
td. 1 Poker cards 30 baht/ 100 cards
14,2 Others 2 bahi/ 100 cards

15, Service Places

15.1 Herse racing courses (from teket fee for the horse-
racing spectators and galn froin horse-racingl 200
15.2 Colf {from member fee and green fee) 10%

Rates are negotlated between the Ministry
of Finance and individual monapolies.

The current tarllt structure Is undergoing a
reform atmdng to lower tariff barriers and
reduce number of rates to 3 baste rates and having
protetled mate for sorne goods as follows:
- Raw material 1%
- Intermediate goods §%
- Flnished goods 10%
- Protected goods 20%
- Inputs cannot produce In domestle 1%

of up ta 90 percent of the duty on raw materials
for not more than one year. Re-exports of
agoods that have been tmported within the
precedbg twe years and bave not undergone
chanrge in character or fonm are exampted.
Compahics operating under the Petroleum Act,
and Industrial Authority of Thalland Acl
{honded warehouses and export processing
zones} are exempted. Crude ofl. fertiflzers,

jewelry, runilions of war, are zerd rated.

Duties on inputs used In the production of exports
are refunded,

- 7T



Table 15. Thailand: Summary of the Central Government Tax System

Tax

MNature of Tax

Exempfions and Deductlon

6.2 Exprort tuxes
[Custams Tariff Act of 1933,
amended in 1987}

7. Clher taxes

7.1 Stamp duties
[Revenue Code Act of 1938,
amended in 1973)

B. Local Governments

1. Municipalily { Munlcipal Inceme Act of 18354),
2. Provincial Adminlstrative Organization
iProvinclal Administration Organlzation Act af
1887], 3. Tarnbon Counell and Tambon
Administrative Organizaticn. (Tamben Councl]
and Tarmbon Adibdsietion Organization Act of
1994). and 4. the specla) elties which are Bangkek
Metropalltan Adminlstration and Clty of Pataya
{Banghkok Melropolllan Administralion Al of 1385

and City of Pataya Adminisiration Act of 1980)

Ad valorem or specific dutles on exports.

Stamp distles are lmpased on documents
(government forms, legal contracts, and
cther Instrumenlis), on an ad valorem Basis
or per transacUon.

Beeange of exporting prometion, masl
expart taxes are exempted, except raw hides,
and wood,

- Raw hides: B0.40 /g
- Wood 3-10%

Rates range from B1.0 per B1.000
{on lease of properly, confracior's
services, Insurance pelicy, transfer of
securides, arbilrator's award) to B100O

jon artcles of assoclation of a limtted company].

- £¢



Table 16. Thailand: Summary of the Locat Government Tax System 1/

Tax

Nature of Tax

Exemptions and Deduction

Rates

1. Taxes on property
1.1 Real estate taxes

of 1932)

of 1965)

Grgantzation]

2.1 VAT surcharge

1.1.1 House and rent lax

(Hlouse and Land Tax Act

1.1.2 Land development tax

[Land Development Act

1.1.3 Real estate transfer tax

[Foy Tamben Adminisivation

2. Taxes on goods al services

2.2 Specific Business Tax surcharge

The house and rent tax is l=vied annually on
buildings rented or used for other commercial
purposes. The Lax is allocated te all evels

of local government.

The land development tax is levied annually
on the value of unimproved land not subject
to the house and rent tax. The Lax s
allocated te all levels of local government.

“Transfer [whether by =ale, gift, ar suecession
at death] of rea! estate 1s taxed on the basis
of the assessed value of the property.

Surcharge on the VAT impaser by the Central
Govermpent {see A.5.1). The surcharge s
ctollected by the Revenue Departrment and
atlocated to alt levels of local gavernment,

SZurcharge on specific busineas tax imposed by
the Central Government. The surehange 18 coliected
by the Revenue Departmment and allocated to

ail evels of local government.

Owner-occupled dwellings are exempted.
Alse exempied are bulldings nsed by
governnent agencies, public hospitals,

Land occupied by owner or used for annual
crops is fully or partially exempied. A
person who owns land In severat pravinces
{& allowed exemption only on land in one
province, although his ke haldings are
taxed separately in each province, Land
owned by gavernment agencies, public
hospitals, schaols, publle utilitles, and
teliglous organizabons are also exempted.

12.5 9 of annual rent

34 different rates ranging from BO.SO per ral
with an assessed value of wnder B280 to B70
per ral with an assessed value of aver

B36,000 and B25 per rat for each addifonal
R10.000Q [one ral is equivalen! ta 0_16 hertare).

2% of the rssessed value;
0.5% if the transfer is made to parents,
spouses, ar children.

10 % of the total VAT, (Temperary VAT rate of 7%
is Ineclusive of the local surcharge of 0. 7%h)

except for Bangkok

1086 of the specific business tax

59 of the tolal VAT eollection In alt of the provincial jurisdicdens

—173_

1/ Local governments include: {. Municlpality (Municipal income Act of 1954), 2. Provinelal Administative Organization [Provincial Admnistration Organization Act of1997), 3. Tambon Councll and Tambon Administrative Organlzation {Tambon
Councll and Tambon Administration Organizatlon Act of 1994), and 4. the special cities whisli are Danglkok Metropoliten Administration and City of Pataya [Bangkok Metropolitan Admbnstration Act of 1985 and City of Pataya
Administration Act of 1980},



TFable 16, Thailand: Summary of the Local Government Tax System {continued) 1/

Tax

Nature of Tax

Exemptions and Deduction

Rates

5.3 SBurcharge on selected excises

1. Alcoholic and non-aleabinlic
heverages

2. Petraleurn and petroleum products

4. Electrieal appliances

4, Crystals

5. Automeblies

6. Yachts

7. Horse Racing courses

5.4 Prafits of Asral menopolies
Nene

5.5 Taxes on specific services
None

.6 Taxes an use of gonds and property.
and pertuission to perform activities

5.6.1 Licenses aru fess

b4 MATOT vehicie tax
tMotor Vehicle Act of 1979
lndand Transpart Act of 1979)

Surcharge on sclected excises impased by

the Central Government {Se= A_5.3).

‘The surcharge iz enllected by the Exclse
Departrent and allecated to local governments.

- Slaughtering, positing sigaboards, and
varfous other activities, are subject tn
taxes and lcense fees, which are
allocated to all levels of tocal government.

- Bird nwst, ground water, 8shery, foresnry,
peirelewm and mineral resoucces (For
Tambon Administration Organization)

Molar venicte |PASSEnNger cars, MOOTCyTies
and syecksl veldeles: buses and trucks) are
subjert to an annuai tax. The tax

is callected by the Central Government
findand Transpert Department] and
allocated to Bangkok Metropolitan Authority
(BMA} for the atnounl collected in BMA area.

The armount collected in other provinees are
auocated Yo LIE ioeal BOVErTImMENE 10 he

Inliowing proportions: 25% fo provinces;
50% to mundcipalities: and 25% to municlpalities
upgraded fron sanitary districts.

Automoblles belonging 10 government
departments and local authoribies are
exempied. Tractors used In agriculture,
ambulances and autamohiles belonging
to Red Cross are also exemipted.

10% of exeise Lax,

Multple

For passenger cars carrying 7 passengers or less,
the tax is based on cylinder capacity:

BO.50 per ot for portlon of the cylinder capacity
under 600 cc.

RB1.50 per o for the portion between
HUU ce - 180U CC.

B4.00 per ec for the porton over 1800 ce.
For passenger cars carrying wore than 7 passengers,

the fee Is based on weight ranging from
BI80 to B3.60K0.

...gz_



Table 16, Thailand: Summary of the Local Government Tax System 1/

Tax

KNature of Tax

Exemptions and Deduction

Rates

50% tn municipalitfes: and 25% to munlelpalities

upgraded from santtary districts.

For motarcycles, the fee is B100 per nnit

For passenper cars regisiered for more than 5 years,
the foe §s reduced at a rate of 10% Increments per year
e.g, 109 reductlon is given on the Gth year,

20% reducton ou the 7th vear to 50% raduction

afier the 9th yeur

B4.00 per e fur the portion over 1800 co.

For passenger cars carrylng more than 7 passengers,
Lhe fee i hased on welght ranging from
B150 to B3.600.

For motoreyeles, the fee is B10O per unit.

For passenpges cars registered lor mave than 5 years,
the fee is reduced at a rate of 10% Incretients per year,
v.g.. 10% reduction i given on the fith year,

20% reduction on the 7th year tno 50% reducHom

After the St year,




Table 17. Thailand: Financial Survey, 1996-2001 1/

(In billions of baht)

1996 1997 1998 1999 2060 2001
Dec. Dec. Dec Mar. June Sept. Dec. Mar Fune Sept. Dec Mar. Tune Sept. Dec.
Net foreign assets -30i.3 -B843  -121.1 1242 281.5 432.6 520.6 552.8 604.3 7357 887.7 10355 1088.7 11841 12155
Net domestic assets 53093 60540 57509 54831 53270 52111 51981 5170.7  5121.8 50965 50847 30223 49767 49931 50957
Domestic credit 6496.6 764377 74332 7359.3 714572  o6B584  6588.5 63953 63383 59204  5889.9 5951.0 56558 5760.8 S5635.1
Government (net} <5151 -467.1 0.6 40.0 55.8 108.7 144.1 173.0 1707 2168 2117 244.5 2206 2620 2843
Claims on govermment 83.8 66.9 431t 5217 5500 5517 573.6 5597 3812 6392 5937 6369 6126 6819 6809
Government deposits 598.9 5340 4305 487.7 4942 4430 4295 3867 4105 4224 3820 3924 3920 4199 3966
Nonfinancial public enterprises 2229 2654 280.4 2805 2972 3177 3i5.6 3398 3414 3569 3443 3447 3531 363.0 3687
Businesses and houscholds 6788.8 78454  7202.2 70288 67922 64320 061288 60825 58462 53467 53339 5361.8 50821 51358 4982.1
Capital and ather items -1187.3  -1589.7 -17323 -1876.2 -1818.2 -1647.3 -1390.4  -142446 -1236.35 -8239  -8052 9287 -679.1 7677 -5394
Capital accounts -1275.9 -17723  -21359 S22979 20635 22227 -19728  -1896.6 -17385 -16076 -1619.7  -1660.1 -1580.8 -16023 -1518.38
Other borrowings -1823 0 2112 2214 <2016 2020 -201.8  -217.0 -215.1  -217.2 2203 22247 2223 2249 2235 2253
Other items net 2809 3938 625.0 6233 6473 T 7994 687.1 7192 10040 10392 9537 11266 1058.1 12047
Liquid liabilities (M3) S008.0  5169.7  3629.8 56073 56085 36437 57187 57235 57261 58322 59724 6057.8 60654 6177.2  6311.2
Curtency 3023 3317 3157 3108 3026 3193 4661 369.6 350.1 3583 4017 3965 382.6 3927 4364
Demand deposits 91.2 77.0 85.8 83.5 852 948 89.83 105.4 100.6 1109 1055 1200 119.0 128.5 128.3
Saving, time, and other depasits 35744 42980 47720 47934 48116 48375 48074 48972 4921.8 50425 51617 52340 52553 53310 54222
Promissory notes 10340.1 4630 4563 419.6  409.1 3921 3554 3513 353.6 3205 303.5 3073 308.5 3250 3243

Source: Data provided by the Thai authorities.

1/ Consolidated balance sheets of the Bank of Thailand, commercial banks, finance companies and other state-owned {inanciaf institations.

L -



Table 18. Thailand: Bank and Finance Company Survey, 19962001 1/

(In billions of baht)

1995 1997 1998 1999 2000 2001
Dec. Dec. Dec ar Tone Sept. Dec Mar. June Sept. Dec. Mar. June Sept. Dec.
Met foreign assety -2104 -G81.6 26.1 262.6 414.9 5752 6d6.2 675.1 719.7 8511 1.002.6 1144.8 1,197.1 1283.2 1,300.5
Net domestic assets 4,935.6 55034 5.092.0 4.863.6 46592 45265 453063 44689 44163 4,3520 42944 42374 41953 41609 42179
Domestic credit 59578 e877.0 6.675.4 65254 62538 59387 56538 56424 53816 48791 48431 48890 45868 46442 44360
Government (net} -462.1 -424.9 na 54.6 209 627 88.3 117.3 1243 144.5 1532 182.4 1774 1853 195.2
Claims on goverament 577 439 356.7 4388 3481 397.5 4122 3954 4212 4678 43R4 4742 40688 506.8 486.1
Government deposits 5198 4738 326.4 384.2 3772 3348 3239 278.1 2969 3233 2854 2918 291.4 3215 2909
Nonfinancinl public enterprises 175.6 197 8 1923 196.8 198.8 2038 2018 2097 198.4 192.3 1753 1731 176.9 181.4 184.4
Businesses and households 6,244.3 T,004.7 6,432.% 6,2740 60341 36722 53637 33154 S0589 45353 45146 45315 472325 42775 4,1064
Capital and other Heras -1,022.2 0 -1,374.2 -1,583.4 S1,661.8 -1,394.6 -1412.2 -1,1175 -1,1735  -9653 5271  -5487 -651.6 -391.5  -4833  -248.1
Capilal accounts 12041 -1691.3 0 20313 L1771 -2,1340 -2,0906 -1.8223  -17428 -1578.6 -144R.0 -1457.6 -1488.6 -14159 -14303 -13306
Other borrowings -41.0 -44.2 =311 -28.5 -26.4 278 -2R.2 -311 -321 -32.2 -35.4 -335 -333 2322 =321
Other iterns net 2229 3613 485.6 543.8 5658 7062 7330 6004 6454 9531 9dd.3 g70.5 10577 9792 11146
Liabilities {M2A) 4,725.2 48218 5,118.1 51262 50741 51017 51825 §,143.9 5.136.0 52031 52070 53822 53924 54441 55384
Currency 304.2 3338 318.3 3134 365.0 322 472.4 3728 3539 362.4 406.8 399.4 386.5 397.4 440.9
Demand deposits 162.6 852 915 121.7 91.5 98.4 93.6 108 102.6 112.8 107.5 122 121.1 1293 130
Saving, titre, and other depaosits 32783 3,897.1 42519 4271.6 426835 42893 472611 4.311.8 43259 44073 44791 45535 45763 4,5923 464332
Promissory nofes 1.040.1 505.6 456.4 419.5 4009.1 392.0 3554 3513 353.6 320.6 3036 307.3 3085 3251 3243

Saurce: Data provided by the Thai authorities.

1/ Consolidated balance sheet of ths Bank of Thailand, commercial banks (including focal lending by BIBFs). finance companies. and finance and securities companies.
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Table 19

{In billions of baht)

. Thailand: Monetary Survey, 1996-2002

19596

1997

1998

1999 2000 it 20602
Dec. Dec Dec. Mar. June Sept. Dec Mar Tune Sept. Dec Mar, June Sept. Dec. Mar.
Net foretgn assels <787 -559.1 68.7 2936 4403 6029 672.7 700.6 743.8 878.9 11,0301 11,1735 1,2262 1,311.6 13263 1,410.5
Assets 1,170.7 1,683.7 11,5459 1,720,0 1,7440 19%633 1,871.2 I.834.6 11,8929 20306 2,133.2 226246 22677 22472 22275 22117
Liabilities 1,2494 22428 14772 14264 13037 1,3604 11985 1,134.0 L1471 1517 1,103.1 089 10415 935.6 901.2 801.2
Net domestic assels 38053 48984 46847 44955 43238 4,1837 41820 41239 40555 40286 40025 39400 3,896.2 38541 39173 3,958.6
Domestic credit 46386 62374 6,163.4 6,054.4 5949.1 60269 59052 59176 56449 54962 54663 54896 54293 53337 51350 5,234.6
Government (net) -466.1 -426.4 -1.0 -2.0 a5 45.3 65.1 94.0 99.1 1184 130.0 159.2 1549 162.9 173.7 2059
Claims on government 53.7 474 3254 3822 380.7 38001 389.0 372.1 3960.0 441 % 415.4 451 4463 484.4 464.7 528.1
Government deposits 519.8 4738 3264 384.2 2 3348 3239 278.1 206.5 3234 2854 2018 2914 321.5 291 3222
Nonfinancial public enterprises 130.7 1713 1B3.5 185.1 189.5 200.8 199.1 206.1 195.5 195.1 1721 172.9 1731 180.4 1834 178.0
Businesses and households 46896 57309 57301.1 53389 52469 51765 50160 49911 4,755.6 42232 42132 42232 39331 39528 37704 4.240.6
Gther financial institutions 284.4 761.6 679.8 532.4 509.2 604.3 625.0 62604 594.7 959.5 951.0 9343 11662 1037.6 10015 610.1
Capital and other itcms 8333 -1,3390 -14787 -1,5589 -1.6253 -1,8432 -1,723.2  -1,7937 -1,5894 -1467.6 -1,463.7 -1,549.6 -1,533.1 -14796 -1217.7 -1,276.0
Capital accounts 9779 -1493.9 -188L.7 20806 -2173.2 23640 -2175.5 21290 -1087.0 18565 -18764  -1895.2 -I824.9 -18387 -17364 -1828.7
Borrowing from other
financial institutions -96.1 -1959 2514 -266.9 -292.8 -350.2 -394.9 -453.4 -412.4  -408.1 -363.2 -364.2 -3315 327, -276.1 -233.5
Other 1tems net 240.7 350.8 654.4 788.6 840.7 871.0 847.2 T88.7 810.0 797.0 7759 709.8 6233 687.0 794.8 786.2
Broad money (M2) 3,726.6 43393 47534 47891 47641 47866 48547 48245 48013 49075 50327 51135 51224 51657 5,243.6 5,369.1
Narrow money (M1} 4237 428.8 4418 4581 439.2 431.% 575.0 495.0 463.1 4835 525.7 533.3 517.7 538.2 579.4 £00.2
Currency 304.3 3340 3183 3134 305.1 3220 4724 3.8 3539 162.4 406.8 399.4 386.6 3974 440.8 4437
Deposits 119.4 54 8 123.5 144.7 124.1 109.9 102.6 1222 109.2 1211 118.9 1339 131.1 140.8 138.6 156.5
Quasi-money 33029 39105 43106 4331.0 4,3349 43547 42797 43205 43382 44240 45070 4,580.2 4,604.7 46275 46642 4,768.9
Savings deposits 7437 755.2 851 928.1 9729 10497 995.3 10859 10706 11553 1,2195 13203 13482 14005 3,139 3,142.6
Time deposits 25464 31021 34125 3344.1 32998 32475 32230 31793 3207.1 32045 32204 31917 31878 31566 1461 I564.1
Other deposits 128 53.2 48.1 58.8 62.2 57.5 614 64.3 603.5 64.2 67.1 68.4 68.7 70.4 64.1 62.2

Source: Data provided by the Thai authorities.
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Table 20. Thailand: Accounts of the Bank of Thailand, 1996-2002 1/

{In bijlions of baht, end of period)

1996 1997 1998 1999 2000 2001 2002

Dec. Dec Dec. Mar. June Sept. Dec. Mar, Fune Sept. Diec Mar. Fine Sept. Dec. Mar.

Met foreign assets 9405 9359 @723 7013 7192 8054 8229 739.1 7649 8374 8756 932.4 9421 1,005.0 1.039.6 1,125.2
Assets 950.7  1,2743  1,0834  1,1262 11579 13261 13033 1,220.5 12574 13614 14132 14459 14291 14484 14792 1,474.2
Liabilities -0.1 3384 4111 42477 43877 -520.7  -4804 -4814 4925 -5240 -5376 -513.5 -487  -443.4  -4306 -349
Nert domestic assets -537.7 4818 1970 -2124 2869 -3M88 -201.1 2414 -3150  -3585 3484 -420.0  -4574  -4917  -4833 -560.4
Government (net} -308.2  -251.5 74.1 811 6%.1 63.0 582 57.5 52.4 244 632 4.4 107.5 86.5 1083 120.3
Claims on government 172 14.5 152.9 2175 1743 1329 120.7 95.1 88.6 93.2 88.3 106.7 138.8 1539 124.4 i42.1
Government deposits -348.0 2865 -1080 -171.9 1347 -998 -110.7 -71.5 -67.9 1002 -539 -660.8 -65 -99.5 -47.8 -56.5
Government currency holdings 6.3 i3.2 il.4 17,5 13.1 112 28.2 139 1.6 1.0 8.1 13.4 12.1 16.2 95 12.1
Treasury coin issue 16.3 173 i7.8 18.0 18.4 18.7 19.0 200 20.1 204 207 21.1 218 219 222 22.6
Claims on nonfinancial public enterpriscs 17.2 714 75.0 737 70.3 657 64.0 609 589 55.6 483 42.6 41 3.8 334 292
Claims on commercial banks (net) 265 2763 139.6 242.1 140.4 60.7 78.9 i 69.3 91.5 5B.8 9.5 -47.8 -20.7 -56.2 -46.1
Claims on other financial institutions (net) 36.7 42.5 -66.8 -60.9 54,1 -67.2 54.3 13.3 30 22.7 63.3 67.9 69.4 614 48.7 -30.2
Capital and other items -309.9  -600.5  -418.9 -548.4  .5124 -5010  -4565 -444.8 406 5527 -5822 -614.4  -6275 6588 6175 -633.6
Ohier assels 54.6 1644 4192 402.1 4392 3556 5446 5351 5392 5474 5572 5351 3315 544.1 300.7 4829
Capital accounts -377.8 -803.2  -814.0 -0d4.8  -933.9 -11150 -1,0132 9742 -1,044.6 -1,1204 -3,1597  -11599 -1,154.1 -1,191.8 -1,0924  -11029
Other liabitities 113 383 -24.1 -39 -179 58.4 121 5.7 88 293 2.3 104 -10.9 B3N -25.8 -13.6
Reserve moncy 4529  474.1 4753 489.1 4323 4266 6218 4977 4499 4789 5272 5124 4847 5133 556.3 564.8
Curmrency 3656 3877 3654 3518 3441 3610 5582 4139 3945 4055 4670 446.8 434.3 470 5029 497 .8
Held by commercial banks 6l.3 538 471 R4 390 39.0 85.7 41.1 40.6 431 60.1 47.4 47.8 49,5 61.8 54.1
Held by businesses and houschotds 3023 3316 3157 310.8 302.4 3193 467.4 369 3502 3589 4016 394.8 3826 3028 4366 4319
Heid by other financial institutions 2.0 23 26 26 2.7 27 5l 38 3.7 35 53 46 39 4.9 4.5 58
Depasits 87.3 86.4 109.9 1373 88.2 65.6 63.6 838 554 734 60.2 63.6 504 66.3 534 67.0
Held by commercial banks 74.0 78.2 803 114.7 358 54.5 553 714 50.1 66.9 544 60 438 582 47.7 509
Held by other financial institutions 10.7 54 28.8 21.7 314 92 6.7 1.5 4 4.7 4.5 42 5.1 52 33 3.6
Ileld by other domestic sectors 2.6 28 0.8 0. 1.0 R4 16 0.9 13 1.8 L6 1.4 1.5 20 2.4 15

Source: Data provided by the Thai authorities.

1/ At carrent exchange rates.
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Table 21. Thailand: Assets and Liabilities of Commercial Banks, 1996-2002

(In billions of baht)
1996 1997 1998 1999 2000 2001 2002
Dec. Dec. Dec. Mar. June Sept. Dec. Mar June Sept. Dec. Mar.  June  Sept.  Dec. Mar.
Total assets 5717 7.428 7,165 7,334 1,200 7,301 6,973 6,995 6,752 6,684 6,640 6,880 6,762 6,715 6,616 6,887
Cash and claims on the Bank of Thailand 183 466 502 453 394 369 238 232 206 271 268 321 313 340 316 421
Claims on commercial banks 41 36 15 36 30 56 46 70 54 65 53 69 62 78 47 58
Claims on other financial institutions 214 331 173 137 17 201 234 224 208 527 512 51 739 673 673 309
Foreign assets 180 409 463 594 586 637 568 614 635 669 720 817 839 799 748 738
Claims on Government |/ 20 16 155 147 188 229 249 257 287 3238 306 323 286 309 318 363
Claims on nonfinancial public enterprises 113 100 109 112 119 135 135 145 137 140 124 130 134 141 150 149
Claims on businesses and househoids 4,688 5,730 5,300 5,337 5,245 5175 5,015 4,990 4,754 47222 4,242 4,222 3931 3951 3775 4,239
Cther 278 340 450 518 521 500 489 465 471 462 445 437 435 426 590 610
Total liabitities 5717 7428 7.165 7.334 7,200 7,301 6,973 6,996 6,752 6,684 6,640 6,880 6,762 6,714 6,616 6,887
Credit from the Bank of Thailand 54 313 155 158 54 29 43 39 39 G3 26 34 18 51 17 27
Liabilities to commerciat banks 37 31 27 42 27 54 39 56 37 52 37 62 49 65 37 55
Liabiiities to other financial institutions 192 229 229 323 306 303 264 292 245 270 246 284 258 291 226 232
Total deposits of nongovernment sector 3,270 3,860 4,201 4,209 4213 4,260 47233 4,303 4311 4,400 4,491 4,576 4,585 4,614 4,667 4,715
Demand deposits 87 73 84 8i 83 90 87 101 98 106 102 117 116 123 124 139
Savings deposits 716 730 789 858 904 963 948 1,040 1,030 1,106 1,169 1,265 1,281 1,329 1398 1,486
Time deposits 2,455 3,005 3,281 3214 3,168 3,149 3,137 3,097 3124 | 3125 3,154 3,127 3121 3,093 3,08! 3,088
Foreign currency deposits 12 50 45 57 58 57 60 62 59 62 65 66 66 68 62 60
Marginal deposits ] 2 3 1 I i 1 1 1 1 I | | 2 i 2
Fareign liabilities 1,249 1904 1,066 1,002 865 840 718 653 635 628 566 576 553 492 462 452
Liabilities to government 178 191 230 2368 234 246 242 221 241 234 2440 238 239 232 253 278
Local governiment deposits i3 27 32 33 39 35 30 31 32 30 26 25 30 34 30 40
Capital account 604 691 1,068 1,136 1,239 1,249 1,162 1,155 942 727 717 735 671 647 644 726
Other 101 183 158 202 203 285 237 248 251 280 293 351 359 288 281 301

Source: Data provided by the Thai authorities.

1/ Includes claims on local government, which were zero, except for September 1996 (B 0.5 billion).
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Table 22. Thailand: BIBF Out-In Operations, 1996-2002 1/

1996 1997 1998 1999 2000 2001 2002 2¢
{In billions of baht)
Thai banks
Sovrces of funds 331 508.2 149.1 1694 64.0 387 19.4
Maturities of less than one year 0.0 51.8 342 11.9 16,5 17.2 17.3
Maturities of one year or more EXIN| 456.4 1149 98.4 47.5 2L.5 2.1
Memo item: Inter-office borrowing 3719 5282 149.1 109.2 63.5 38.7 194
Uses of funds 330.0 513.2 2135 100.1 62.2 346 336
Maturities of less than one year 1019 96.7 1.1 10.1 32 0.7 0.6
Maturities of one year or more 228.1 416.5 2024 20 i@ 33.9 330
Foreign bank branches
Sources of funds 2237 670.9 421.2 314.8 2395 201.6 196.5
Matarities of less than one vear 1043 320.1 145.4 66.7 53.6 90.9 79.1
Maturities of one year or more 1194 3508 2758 248.1 185.9 1107 1174
Memg item: Inter-office borrowing 1124 - 3554 280.7 2820 213.8 176.83 179.0
Uses of funds 222.8 091.5 431.9 304.2 253.1 194.8 189.2
Maturities of less than one year 1383 254.1 190.7 128.6 105.3 69.9 6l.4
Malurities of cne year or more 84.5 437.4 241.2 175.6 147.8 1249 127.8
Other BIBF units
Sources of funds 252.0 201.1 119.3 777 61.1 421 343
Maturities of less than one year 150.9 1023 42.5 332 0.0 3.8 2.4
Marurities of one year or more 101.1 98.8 76.8 44.5 61.1 38.3 319
Memo item: Inter-office borrowing 59.0 26.0 57.7 68.9 60.9 41.7 339
Uses of funds 154.6 2069 121.6 82.8 7.7 47.5 38.5
Maturities of less than one year 143.1 94.5 46.6 314 21.9 17.9 14.6
Maturities of one year or more 111.5 1124 750 514 493 29.6 239
Purpose of lending
Agriculture 6.2 9.3 42 2.5 1.3 08 0.8
Mining 2.9 21,5 124 10.3 56 2.6 2.6
Manufacturing 390.5 7353 459 2879 220.5 1474 1403
Exports 18.7 28.3 15.6 10.3 7.4 4.0 39
Wholesale trade in agricultural products 23 4.0 0.6 Q7 0.7 0.6 06
Services for entertainments 3.2 4.1 1.5 14 0.8 0.8 0.8
Import of luxury goods 2.5 4.9 22 0.1 0.0 0.0 0.0
Personal constumption 22 0.8 04 0.5 1.2 1.1 1.2
Luxury resident condominium 17.6 20,0 8.1 4.2 24 1.0 1.0
Construction 215 339 14.7 16.4 8.5 4.7 39
Commerce 92.0 161.0 80.6 50.6 334 22.5 239
Banking and finance business 119.6 160.2 57.9 28.1 26.2 235 22.8
Real estate business 237 33,1 11.2 7.5 5.8 34 i3
Public utility 39.8 82.9 55.8 50.9 61.5 54.4 54.3
Hotel and restaurang 323 4.1 16.3 5.6 29 1.8 2.3
General housing finance 0.1 0.1 0.0 0.0 0.0 0.0 0.0
Others 25.2 58.1 251 16.1 8.8 7.0 6.3
Total 807.4 14114 765.6 487.1 387.0 277.6 268.0

Source: Data provided by the Thai authorities.

1/ Total foretgn borrowings, on-lent to residents.
2/ Data on maturities are through March; data on purpose of lending are through February.



Table 23. Thailand: Flow of Credit from the Monetary System and Net Capital

Inflow to Private and Public Enterprises, 1996-2002

(In billions of baht)
1998 1997 1598 1959 2600 2600 2001 20061
I IH iH v 1 II Til v
Total credit 9927 1,5106 -383.F 4163 -58.1  -3465 -161.3 -762 -642.1 -19.0 357 -1349 -298.0 -487.6
Private businesses 09355 14633 -616.0 4527 -83.7  -29090  -167.1 -3t -583.8 -15.6 2269 -128.5 -289.3 -460.3
Public enterprises 372 47.3 329 36.4 276 -46.6 5.8 -45.1 -58.3 -34 -8.8 6.4 -8.7 -27.3
Financial 2098 6.8 131 -143 34 2000 0.0 -7.6 2242 -2.9 -1l 0.6 -19.6 <332
Nonfinascial 16.3 40.5 19.8 50.7 242 266 38 -31.5 2341 -0.5 ~1.7 3.2 [0.9 59
Credit from banking system 6426 1,5615 5033 -326.2 -16.8 -278.1 -169.2 -41.4 -505.5 -0.9 =517 -i03.3 -200.6 -363.5
{increase)
Private businesses 6217 15159 4955 -344.6 297 2479 -1703 -154 4633 1.1 <531 -1136 -200.9 -366.5
Public enterprises 209 456 -1.8 18.4 129 -30.2 1.1 -26.0 -42.2 -2.0 i4 10.3 -8.7 Lo
Financial 7.0 5.1 -199 27 58 -19.35 1.5 -3.0 -15.2 -2.8 -0.9 5.1 -11.6 -10.2
Munfinancial 13.9 40.5 12.1 157 7.1 -10.7 -0.4 -23.0 =270 0.8 23 52 29 112
Foreign credit (net inflow) 350.1 -50.9 -79.8 901 -41.3 -68.4 7.9 -348  -1366 ~18.1 6.0 -316 -88.4 ~122.1
Privale businesscs 3338 -526  -1205 1081 =56 -52.0 3.2 -15.7  -120.5 -16.7 262 -14.9 -88.4 -93.8
Public enterprises 163 L7 407 18.0 147 -164 47 -19.1 -16.1 -L4 -102 -16.7 0.0 -28.3
Financial 139 1.7 3k3e 170 24 4.5 -1.5 -4.6 8.4 -0.1 0.2 -14.7 -8.0 -23.0
Nonfinancial 24 0.0 1.7 350 7.1 -15% 6.2 -14.3 -1 -13 -10.0 -2.0 8.0 5.3

Source: Data provided by the Thai authorities.
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Table 24. Thailand: Foreign Investor Participation in the Securities Exchange of Thailand, 1996-2002

1996 1997 1998 1999 2000 2000 2001 2001 2002
i 1 o i m m ™ i
Turnover involving foreign investors
in billions of baht 9009 8042 3921 9469 2922 1270 1084 970 5946 1873 1237 1348 1417 5876 3015
In percent of tolul tumover 46 433 346 29.4 328 368 360 242 222 182 192 181 193 186 203
Net purchases by foreign investors 12.3 %4 362 -3.1 -17.1 -11.0 -3.3 -1.2 -331 -4 -1 2.3 -7.1 -6.4 18.6
Purchases (in billions of baht) 4566 4298 31LI 4719 1226 580 523 479 2808 930 6L8 685 673 2906 1600
Sates (in billions of baht) 4443 3744 2B09 4750 1396 690 560 49.1 3139 944 619 663 744 2970 1414

Source: Data provided by the Stock Exchange of Thailand.

__{75..
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Table 25, Thailand: Stock Market Indicators, 19962002

1996 1997 1998 1999 2000 2001 2002 I/
Number of quoted companies 454 431 418 392 381 382 381
Capitalization (billions of baht) 2/ 25596  1,1333 12682  2,1931 1,2792 16073 1,979.2
Percent of GDP 55.5 239 274 473 26.1 315
New capital raisings (billions of baht) 2/ 117.9 63.3 330.0 465.7 119.8 99.2 0.9
Trading value (billions of baht) 1,303.1 9206 855.2 1,609.8 9237 1,577.8 741.2
Percent of capitalization 50.9 82.0 67.4 734 0 722 98.2 374
Foreign/total turnover (percent) 3/ 34.6 43.3 34.6 294 32.2 18.6 20.3
SET index {1975 = 100) 8316 3727 355.8 481.9 269.2 303.9 374.0
Percent change -35.1 -55.2 -4.5 354 -44.1 129 28.1
Average dividend yield (percent) 35 6.0 1.4 0.6 1.8 2.1 2.5
Average price/earnings ratio 12.0 6.6 10.0 14.7 5.5 4.9 6.2

Source: Data provided by the Thai authorities.

1/ Through March 2002.
2/ At market prices.

3/ Including transactions through sub-brokers.
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Table 26. Thailand: Net Medium- and Long-Term Nonmonetary
Capital Flows by Borrower, 1995-2001

(In millions of U.S. dollars)

1995 1996 1997 1998 1999 2000 2001
Prel.
Total 8,470 11,270 11,454 5,976 2,032 -2,245 -3,884
Private sector 8,278 G941 10,522 5,743 1,474 -1,696 -2,933
Direct investment 1,232 1,658 3,347 ERVE 5,802 3,199 2,894
Foreign direct invesument 2,118 2,591 3,931 7,305 6,241 3,177 3,056
Equity capital 1,963 2,453 3,743 6,868 6,080 3,380 2,625
Bank 66 68 255 2349 2,529 537 35
Nanbank 1.897 2.385 3,488 4519 3551 2,852 2,570
Loans 155 138 188 437 161 =212 431
Thal investment abroad -886 -933 -584 -132 -349 22 -162
Bank -51 -117 -i37 -8 -5 74 9
Nonbank -838 -816 -447 ~124 -344 -52 -171
Portfolio invesiment 3,286 1,359 4,299 457 V44 280 -1,157
Bank 741 -6{14 -179 -70 106 -240 -287
Nonbank 2,545 1,963 4,478 527 338 330 -870
Equity securities 2,254 1,123 3,987 265 946 897 17
Enflow 7,162 7,261 21,376 6,741 5,114 4,766 1.492
Cutflow 4,908 6,138 17,389 6,496 4,168 1,869 1,475
Debt securities 291 340 491 262 -603 -3a7 -887
Inflow 300 Q09 543 375 G 189 519
Cutflow 9 69 52 113 608 3560 1,406
Long-term loans 3,817 6,899 2,630 -2.110 -4,978 -4 897 -4,277
Bank 1,081 1,707 1,773 22,219 -2.573 -1,194 -1.786
BIBF 830 1,528 769 -2.348 -1,960 -157 -994
Non-BIBF 251 179 1,004 129 -1,013 -437 =792
MNonbank 2,736 5,192 857 169 -2,005 -3,703 -2,49]
Drawings 5,255 7.478 4,271 4,198 3,347 2,430 2,436
Trade credits 1 0 63 328 22 6 37
Other 3,254 7,478 4,206 3,870 3,325 2,424 2,399
Repayments 2,519 2,286 3414 4,089 5,352 6,133 4,927
Trade credits 149 82 45 152 191 123 80
Qther 2,370 2,204 3,309 3,937 5,161 6,010 4,847
Qihers (net) -57 25 246 223 16 -288 -393
Bank 0 0 0 0 0 0 0
Nonbank .57 25 246 223 116 -288 -393
Public enterprises 810 878 188 356 236 -349 -881
Long-term loans 847 246 117 109 294 216 -416
Drawings 1,632 1,075 837 828 1,531 1,618 1,195
Trade credits 3 2 0 0 0 0 0
Other 1,627 1,073 837 828 1,531 1,618 1,195
Repayments 785 829 720 719 1.2537 1,834 1611
Trade credits 53 39 26 24 27 2 43
Other 732 790 694 6495 1,210 1,807 1,568
Portfolio investment (net) 1/ 52 600 -131 196 -140 -228 -242
Others (net) -89 32 -174 51 82 93 =223
Central government 2/ 382 451 1,129 -123 322 =200 -70
Long-term loans 180 586 630 -67 472 277 -3
Drawings 674 869 1,034 295 1,118 671 760
Repayments 494 283 404 362 646 Ta% 735
Other {net) 202 -135 450 -36 -150 -123 233

Source: Data provided by the Thai authorities,

1/ Includes bonds issued in Thailand and held by nonresidents,

2/ Bxcludes structural adjustment loans from the AsDB and the World Bank disbursed as part of the original financing package,
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Table 27. Thailand: Net Short-Term Nonmonetary Capitat Flows by Borrowers, 1995-2001

(In miltions of 1J.S. dollars)

1995 1996 1997 1993 1999 2000 2001
Prel.
Total 9,073 5,310 -12,365 -16,796 -12,126 -7.759 229
Private sector (net) 9,165 5,336 -12,333 -16,926 -12,106 -7,661 90
Borrowings 11,904 459 -9.672 -13,600 -10,422 -5,492 -153
Banks 12,141 -928 -4,768 -9,449 -8,590 -3,614 -286
BIBF 8,562 2,156 947 -7,040 -7.678 -3.410 -457
Non-BIBF 3,579 -3,084 -3,821 2,409 912 =204 171
Nonbanks 237 1,387 -4.904 -4,151 -1,832 -1,878 133
Trade credits 302 -63 -402 -587 788 =704 -428
Loans -1,414 =75 -4.574 -3,459 -2,673 -750 428
Debt securities 875 1,525 72 -105 53 -4324 133
Bank assets -2,739 4,877 -2,661 -3,326 -1,684 -2,169 243
Public enterprises (net) 0 20 0 130 -20 -130 0
Trade credits 0 0 0 0 0 0 0
Others 0 20 0 130 -20 -130 0
Central government (net) -92 -46 -32 0 0 32 139
Memorandum item:
Nonresident baht accounts 1/ 3,406 2,924 -5,812 -4.300 -2,909 -413 -1,376

Source: Data provided by the Thai authorities.

1/ Consists mostly of unidentified portfolio flows.



Table 28. Thailand: Gross External Borrowing by Nonbank Sector, 1995-2001 1/

{(In millions of U.S. dollars)

1995 1996 1997 1993 1599 2000 2001
Short-Term Total  Short-Term Total  Short-Term Total  Short-Term Total  Short-Term Total  Short-Term TFatal  Short-Termn Total
Prel. Prel.
Total 16,606 22,064 18,228 25,943 14,548 19,008 7,638 12,156 4,225 8,233 3,798 7,251 6,246 10,174
Financial institutions 8,528 0,685 7338 8,745 3.690 3,865 876 1235 678 693 425 429 571 1,658
Trade 3,147 3,460 3,806 4,148 4,944 5,625 2,398 3,630 851 1,605 771 1,241 1,612 2,574
Construction 110 145 200 791 44 331 17 19 21 31 72 116 10 17
Industry 3,331 6,174 4,178 6,216 4,618 6,538 3,770 5,877 2,335 3,701 2,101 3,981 2316 3,003
Fond 87 352 84 414 191 382 180 232 42 81 21 60 28 39
Textiles 145 282 125 252 209 309 64 248 66 20 26 61 38 72
Metal based and non-metallic 3i6 523 235 492 309 641 268 BS8 120 - 448 131 240 116 204
Electrical appliances 1,104 1,402 1,172 1,548 1,439 1,703 1,351 1,580 853 1,244 725 1,531 1037 L5
Machingry and transport equipment 937 1,079 1,990 2,015 1,955 2,133 1,250 1,908 1,082 1,298 933 1,483 613 782
Chemicals 237 922 264 506 208 722 233 681 55 367 104 289 114 435
Petroleum products 219 562 167 292 253 402 156 242 52 55 32 58 338 44%
Others 289 1,052 201 297 54 246 168 128 65 158 129 250 32 12
Servives 2/ 157 504 294 623 317 632 217 284 71 170 104 167 117 190
Others 1,333 2,006 2412 3,420 935 2017 360 Lill 269 2,033 325 817 1,620 2,132

Source: Data provided by the Thal autharities,

1/ Includes borrowing trom afliliates; excludes commercial banks and BIBFs.

2/ Fxcludes real estate.

_8€_



Table 29. Thailand: Borrowing Terms of Private External Loans, 1995-2001 1/

{In milkions of U.S. dollars)

1995

1996

1997 1998 1999 2000 2001

Amount of Borrowing Ampumt of Borrowing Amount of Borrowing Amourt of Borrowing Amount of Borrowing Amount of Borrowing Amounl of Borrowing
Millions of Percent Millions of Percent Millions of Percent Millions af Percent Millions of Percent Miliens of Percent Millions of Pereent
U.S. Dollars of Total  ULS. Dollars of Total  U.S. Doltars of Tolut 1S, Dollars of Total U5 Dollars of Taral - LS. Dnllars af Toral 1.5, Dollars of Total
Prel. Prel.
Total 22,064 100.0 25943 100.0 19,008 100.0 12,156 100.0 8,233 100.0 7,251 100.0 10,174 L0
Short-term 16,606 753 18,228 2 14,548 76.5 7.638 62.8 4,225 53 3,798 524 6,246 X
On demand and less than one month 4,486 203 4,546 173 3,930 2.7 1,543 160 1,145 139 1086 15.0 3232 320
1-3 months #.495 385 9,604 7o 7,060 ¥ 2,552 210 1,705 207 1232 17.0 1906 187
4-6 months 1,980 90 2,522 9.7 2,764 145 1,982 16.3 a9i6 111 1011 13.9 sa7 3.0
7-11 months 61 0.3 216 0.8 241 1.3 183 8.5 364 44 396 5.5 216 2.1
12 months 1,584 7.2 1,340 5.2 553 29 130 1l 95 1.2 13 1.0 365 36
Long-term 5,458 24.7 1715 297 4,460 235 4,518 372 4008 48.7 3453 47.6 3,928 8.6
No age 621 28 892 34 687 36 329 2.7 454 55 1059 146 915 9.0
Mare than 1-3 years 1,843 g6 2,404 115 1,534 81 794 6.9 1,613 19.6 671 u3i Q36 9.2
More thun 3-5 years 1.461 66 1.994 77 859 4.5 043 78 353 8.7 1122 15.5 1380 153
More thas 5-10 years 1,002 4.5 1,243 48 054 50 1,939 16.0 1,140 14.0 459 6.3 448 4.4
Muore than 10 years 48[ 22 592 23 426 22 513 42 237 249 142 20 49 0.3

Source: Data provided by the Thai atitherities.

1/ Includes borawings from affitintes; excludes commereial banks and BB,

bt
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Table 30. Thailand; External Debt and Debt Service, 19952001

(In millions of U.S. dollars; end-of-period data)

1995 1996 1997 1998 1599 2004 2001
Prel,
Total outstanding debt 1/ 100,832 108,742 169,276 105,062 95,051 79,715 67,330
Qutstanding medium- and long-term debt 2/ 48,434 60,999 70,982 76,641 74,512 65,021 53,980
Public sector 16,317 16,747 24,062 31,428 36,008 33,887 28,161
By lender 16,317 16,747 24,062 31,428 36,098 33,887 28,161
IMF il 0 2,429 3,239 3431 3062 1,679
Other intarnational institutions 2,477 2713 3,585 4,438 5,444 5,355 5,481
Foreign governments 8,387 8,003 9,038 12,580 16,354 14,805 12,815
Foreign banks 5,099 5,748 8,785 19,922 10,641 10,488 8,072
Suppliers’ credits 354 281 223 229 228 177 114
By borrower 6,317 16,747 24,062 31,428 36,098 33,887 28,161
Bank of Thailand 2 0 7157 11,204 12.817 12,019 8325
Central government 4,791 5,118 6,051 6,947 8,888 8,860 8,588
Public enterprises 11,526 11,629 10,854 13,277 14,393 13,008 11,248
WNonbank private sector 23,875 31,241 32,102 34 328 31,178 24,403 21,485
Loans 19,938 25172 25,695 27,244 24,473 19,116 17,407
Suppliers' credirs 87 183 206 . 437 271 162 117
Debt securities 3,850 5,886 6,201 6,647 6,428 5,125 3,961
Comimercial banks 8,242 13,011 i4,818 10,885 8,236 6,731 4,334
BIBF 3,799 10,697 10,895 6,945 5,269 4,151 2,569
Non-BIBF 4,443 2,314 3,923 3,940 2,967 2,580 1,765
QOutstanding short-term debt {disbursed) 52,398 47,743 38,294 28,421 19,539 14,694 13,370
Public sector 85 54 20 150 130 26 147
Nonbank private sector 18,616 18,531 13,871 10,834 9,043 9,242 8,203
Commercial banks 33,697 28,858 24,403 17,437 9,466 5,426 5,020
BIBF 23,704 20,450 19,183 14,891 7.837 4,085 3,523
Non-BIBF 9,993 8,368 5,218 2,546 1,629 1,341 1,497
Total debt service payments 8,253 9024 11,629 14,430 14,136 12,893 15,817
Amortization, medium- snd long-term debt 4,059 3,822 6,071 8,951 9,623 8,811 12,710
Public sector 3/ 1,125 987 1,077 906 1.373 1,682 4,752
Of which: IMF ¢ 0 ¢] .0 0 193 1289
Nonbank private sector 1,915 2,288 3,078 3,730 4,676 4,707 4,892
Commercial banks 1,019 547 1,916 4315 31574 2,422 3,066
BIBF 1,019 547 1,916 4315 2,048 1,709 2,309
Non-BIBF 9i4 713 757
Interest, medium- and long-term debe 2,651 3,095 3,447 3,701 3.410 3,286 2,514
Public sector 900 858 881 1,277 1,496 1,668 1,464
Of which: TMF 0 0] 15 122 129 175 124
Private sector 1,751 2,237 2,566 2,424 1,914 1,618 1,050
Nonbank 1,751 2,237 2,566 1,700 1,408 1,211 809
Banks 0 0 0 725 5136 408 241
Interest, shori-term debt 1,543 2,107 2.111 1,778 1,103 796 593
Of which: Commercial banks 1,539 2,107 2,110 1,232 646 332 275
BIRF 1,248 1,646 1,745 1,093 583 235 i87
Non-BIBF 20t 461 363 139 &3 77 88
Average maturity of medium- and long-term debt contracted (years)
Puhlic sector 4/ 203 19.6 19.2 20.1 19.5 19.3 19.1
Private sector 5.1 50 4.8 55 7.0 7.6 7.6
Average interest rate on medium- and long-tertn debr contracted {percent)
Public sector 4/ 49 4.5 4.6 4.5 49 4.6 36
Private sector 6.7 7.3 6.7 5.6 58 6.6 4.4
Total debt service ratio 5/ 11.4 12.3 15.7 21.4 19.4 154 204
Memorandum item;
Nonresident baht deposits 395 669 370 527 583 381.0 265.0

Sources: Data provided by the Thai authorities; and Fund staff estimates.

1/ Nonbank debt is based on BOT's external debt survey result as of end-2001. Historical series have been adjusted back 1o 1995 using flow data obtained through
ITRS.

2/ Debt with eriginal maturity of more than one year.

3/ Includes repayments of bonds locally issued by the Thai Government that are held by nongesidents.

4/ Excludes borrowing from the IMF and official bilateral creditors under the financing package.

5/ Percent of exports of goods and services (including workers' remittances).
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Table 31. Thailand: Average Effective Rates of Import Duties, 1995-2001 I/

(In percent)
1995 1996 1997 1998 1999 2000 2001
Total 7.1 7.0 4.7 33 3.6 3.5 34
Consumer goods 12.3 11.8 9.3 7.2 7.7 7.7 8.3
Nondurable 16.1 16.1 13.4 11.8 12.1 12.3 117
Durable 10.2 9.2 6.6 4.3 4.8 4.9 5.7
Capital goods 4.4 4.8 35 23 24 2.3 23
Intermediate goods 6.1 5.8 4.5 3.7 37 3.1 2.8
For consumer goods 0.6 6.2 5.0 3.9 3.8 3.1 2.7
For capital goods 5.0 49 34 32 3.7 32 3.2
Other 16.5 14.5 12.4 7.8 4.4 5.1 4.1
Motor vehicles and parts 23.0 244 229 237 21.6 24.6 207
Fuels, lubricants 2/ 4.1 38 54 5.9 37 2.6 1.4
Others 04 0.3 0.3 0.3 0.3 0.1 0.1

Source: Data provided by the Thai authorities.

1/ Calculated as import duties in percent of import value.

2/ Excluding crude oil,



Table 32. Thailand: Changes in the Trade System During 1995-2001

A. Exports and Export Proceeds
June 22, 1999

Regulations of exporting durian, logan and orchid to foreign countries took effect. The ex porters of these three fruits have to register at the Department
of Agriculture, the Ministry of Agriculture and Cooperatives,

B. Imports and Iinport Payments
January 1, 1995

Thailand opened its markets for 23 agricultural products, 2 measure that inchided the removal of surcharges on soya been cake imports. Tariff reductions
oft almost 4,000 products were begun, which reduced the average tariff from about 30 percent to 17 percent by January 1, 1997, Tariff reductions for
ASEAN members on over 8,000 products were also initiated and scheduled for completion by January 1, 2000.

March 1, 1955
Copyright Act took effect to better safeguard intellectual property rights. This Act covers the protection of computer software as literary work.

May 18, 1999 .
Thailand set the regulation to implement the protection measures on foreign preduets based on WTO's Agreements on Protectionism Measures.

Specific Tariff Changes in 1995

January 27, 1995
Dumpers designed for off-highway use (reduced from 40 percent to 5 percent).

March 1, 1993
Cement clinker (reduced from 10 percent to zero percent).

April 21, 1995
Raw materials imported for the production and assemble for export (reduced import duty or bank guarantee by 50 percent.

June 2, 1995
Catalytic converters imported for the production or assemble of automobile {(exempted from import duty).
Oxygen sensor used with catalytic converters (reduced from 5 percent to zero percent). Instrument and-apparatus for autornatically controlling foel-flow
Instrament and apparatus for automatically controlling fuel-flow system and spark-ignition system of automobile engine used with catalytic converter
(reduced from 5 percent to zero percent)

_217_



Table 32. Thailand: Changes in the Trade System During 1995-2001 (Continued)

Specific Tariff Changes in 1996

May 2, 1996
Suit-cases, exceutive-cases, similar containers (reduced from 100 percent to 20 percent).
Belts (reduced from 100 percent to 10 percent, 20 percent),
Objective lenses (reduced from 33 percent to 5 percent).
Sunglasses, corrective, protective or other (reduced from 60 percent to BS each to B1-1.75).
Photographic cameras, photographic flashlight, apparatus (reduced from 40 percent 1o 5 percent).
Waltches (reduced from 40 percent to 5 percent).
Pens (reduced from 40 percent to 5 percent),
Cigarette and other Lighter (reduced from 50 percent to 5 percent)

June 20, 1996
Certain chemicals. skin leather articles of base metal (reduced from 40 percent ta 10-20 percent).

September 10, 1996
Green cabbage in brine, bamboe shoot in brine (reduced from 60 percent to 20 pereent),
Ginger and ginger in brine (reduced from 30 percent to 20 percent or from B4.20 per kilogram to B2.50 per kilogram).
Cruise ships, excursion boats and similar vessels principally designed for the ransport of persons, ferry-boats of alf kinds,
fishing vessels.factory ship, tugs and pusher craft (reduced from 35 percent to 0-2{) percent).
Nuts (educed from 60 percent to 10 percent, or from B50 per kilogram to B8.50 per kilogram).
Certain inorganic chemicals (reduced from 30 percent to 1-10 percent).
Unwrought aluminum, aluminum waste, and scrap (reduced from & percent to 1 percent).
Parts and accessories of the motor {reduced from 60 percent to 17-42 percent}.

Specific Tariff Changes in 1997

March 8, 1597
Certain electronics components used in electronics industry such as electric motors, microphones, and printed circuits {reduced from 20-30 percent
to 1 percent) N
May 27, 1997
Scheol buses and their CEI3 (exempted from duty)

Angust 22, 1997
Duty rates on all imported goods used as raw materials for exports were reduced by
--50 percent for companies meeting certain requirements
--95 percent for companies classified as "customs special exporter”

_5{7_.



Table 32. Thailand: Changes in the Trade System During 1995-2001 (Continued)

September 5, 1997
Sodium dichromate {reduced from 10 percent to 5 percent)
Artificial ormament (reduced from 43 percent to 20 percent)
Paper used for printing postal and excise stamps (reduced from 45 percent to 20 percent)

September 15, 1997

Unrefiftable gas lighter and matches (raised from 5 percent to 20 percent)
Components for lighter (raised from 5 percent to 10 percent}

October 15, 1997
Completely built passenger cars (raised from 42 -68.5 percent to 80 percent)
Perfume, cosmetic, leather products (bag, belt, and shoes), sneaker, glassware and crystat accessory, and costume jewelry (raised from 20 percent
to 30 percent)
Lens, eye glasses and frame, camera, watch, pen, and lighter (raised from 5 percent to 30 percent)
A 10 percent surcharge all imports with the exception of the above products and those subject to import duties of less than 5 percent, raw materials,
itemns with special duties, items specified in accordance to international law or international agreements.

Specific Tariff Changes in 1998

January 1, 1998
Downstream petrochemical products which are locally produced (reduced from 27 percent to 23.5 percent)
Plastic products (reduced from 40.5 percent to 35.3 percent)

February 25, 1998
Clothes, ties, underwear, and crystal accessories (raised from 30 percent fo 60 percent}
Perfume, cosmetic, leather bag and shoes, and sneaker (raised from 30 percent to 40 percent).
Crystal ware (raised from 30 percent to 35 percent)
Jewelry, clothes, and tobacco (raised from 30 percent to 60 percent).
Wool cloths {raised from 10 percent to 40 percent)

March 12, 1998
Al machinery, electrical machinery and equipment used in garment industries (reduced from 20-30 percent to 5 percent)

March 28, 1998
All machinery and parts used in bonded warchouse (duty exemption)

_1717_.



Table 32. Thailand: Changes in the Trade System During 1995-2001 (Continued}

Specific Tariff Changes in 1999

January 26, 1999
Opening market of import soybean with non limited quality and timing within 5% for under quota and 119% for those out of guota,
Corn for animal feed within 20% for under quota of 53,253tons

February 23, 1999
Autoparts for passenger cars and small treck (increased from 22% to 33%)
Autoparts for not exceeding 150 cc. motorcycles (set to 33%)
Passenger cars (reduced from 32-50% to 29-48%)
Small truck (reduced from 5% 0 3%)

April 20, 1999
Vitamins used as ingredient in instant noodle (duty exemption}

July 5, 1999
Palm fruit (L.ook Chid) only imported from the People's Democratic Republic of Laos {redaced from over 5% to 5%)

August 10, 1999

Machinery and mechanical appliances and parts (Chapter 84) 155 items (reduced 153 items from 5% to 3% and 2 items from 20% to 3%)

Electrical machinery and equipment, electro-magnets, electro-mechanical appliance and parts (Chapter 85) 105 items (reduced 104 items from 5% to 3%
and 1 item from 20% to 3%)

Measuring, checking, precision instruments, microscope parts and accessories (Chapter 90) 66 items {reduced from 5% to 3 %)

Fish or crustaceans, mollusc or other aquatic invertebrates, for breeding (All breeding items in Chapter 03) (Exempt tarriff, which is currently
iinposed at 60%)

Lanolin, jojoba oil, dried glands and other organs for osgano therapeutic uses 3 items (reduced from 10% and 30% to 1%)

Essential cil, mixtures of odoriferous substances 17 items (reduced from 10% to 5 %)

Artificial waxes and prepared waxed 3 items (reduced from 20% to 10%)

Vitamin premix (reduced from 30% to 1 %)

Lupins seeds and dehulled tupins (reduced from 40% and 30% to 5 %)

Alfalfa (reduced from 10% and 30% to 5 %)

Canola meal (reduced from 10% to 5 %)

Tnorganic chemicals (Chapter 28) and organic chemicals (Chapter 29) 148 items (reduced from 5 % and 10% to 1%)

Fetilizers (Chapter 31) and miscellansons chemical products {Chapter 38) (reduced 69 items from 10% to 5 % and exempt tarriff of 4 items which is
currently tmposed at 5 %)




Table 32. Thailand: Changes in the Trade System During 1995-2001 (Continued)

August 10, 1999 (Continued)
Plastic (reduced 11 items from 20% to 10%)
Cotton (exerapted tariff on 5 items of cotton, which are currently imposed at 5% or not exceeding 1 baht per kilogram)
Precious metal comprising pearl, sitver and platinum 21 itmes (exempted tariff which are currently imposed at 1, 3, 10%)
Precious metal 2 items (reduced from 30% and 60% to 209%)
TMBP iron (reduced from 2% to 1% but valid until 31 December 2003, ther increasing 1o 10%)
Hi-carbon iron 10 items (reduced from 10-12% to 1% valid until 31 Dec 2003)
Copper cathode (reduced from 6% to 1%, valid until 31 December 2000)
Skin and other parts of birds 4 items (reduced from 20% and 33% to 10%)}
Waste and scrap of glass (reduced from 5% to 1%)
Rods of glass (reduced from 10% to 5%)
Plywood, veneered, panels, and similar laminted wood (reduced from 60% to 20%)
Analogue or hybrid automatic and data processing machine (reduced from 40% to 3%)
Wood or wooden parts for producing pipes (reduced from 60% to 5%)
All commodities, from which import duty surcharge has been collected since 15 October 1997 (cancelled of 10% surcharge imposed on top of the
import duties)

Specific Tariff Changes in 2000

January 1, 2000
IT products from Infarmation Technology Agreement-1 (duty exemption on 153 itemns of ITA-I products)

Febrary 3, 2000
Tomatoes, Young corn, Ground-nuts, Plywood, Veneered, Panels and similar laminated wood only imported from the People's Democratic Republic of Laos
(reduced from over 15% to 5%)

July 4, 2000
Inorganic chemical (Chapter 28} 141 items reduced from 5% and 10% to 1% and 14 items reduced from 10% t0 5 %
Organic chemical (Chapter 29) 160 itines reduced from 5% and 10% to 1% and 1 item reduced from 20% to 10%
Pharmarceutical products (Chapter 30) 2 items reduced from 10% to 1%; 5 itmes reduced from 15% to 10% and 17 itemns reduced from 20% to 10%
Tanning or dyeing extracts (Chapter 32) 4 items reduced from 10% to 5%
Soap; organic surface-active agents, washing productions (Charpter 34) 6 items reduced from 10% to 5%
Albuminoidal substances; modified starches; glues; enzymes (Chapter 35) 2 items reduced from 10% o 3%
Miscellaneons chemical produacts (Chapter38) 2 items reduced from 10% to 5%
Folding cartons, boxes and cases, of non-cormgated paper or paperboard (reduced from 10%, 20% and 30% to 5%
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Table 32. Thailand: Changes in the Trade System During 1995-2001 (Continued)

July 4, 2000 (Continued)

Paper and paperboard coated, impregnated or covered with wax, paraffin wax, stearin, oil or glycerol (reduced from 20% to 5%}
Paper and paperboard of a kind used for writing, printing or other graphic purposes (reduced from 20% to 1%)
Polyethylene having a specific gravity of less than 0.94 (reduced from 20% to 1%)
Aluminium foil {reduced from 10% to 1%)
Aseptic PM bag (reduced from 30% to 1%) and Aluminizm pouch (reduced from 30% to 15%)
Aluminium plates, made of alloys (reduced from 10% to 1%}
Coniferous {reduced from 5% to 1%)
Textile products and articles, for technical uses (reduced from 10% to 1%)
Chemical in rubber industry 4 itemns (reduced from 5% and 10% to 1%)
Synthetic rubber in plates, sheets or strip excluding SBR and BR 18 items (reduced from 20% to 10%)
Aluminitmm oxide, other than artificial corundum and Bariwm carbenate (reduced from 105% to 19%)
Vitrifiable enamels and glazes (reduced from 10% to 5%)
Ceramic wares for laboratory 3 items (reduced from 30% 1o 5%)
Flat-rolled products of iron non-alloy steel (TMBP type) 2items (reduced from 10% to 1%)
Bars and rods, hot-rolled, in irregularly wound ceils, of stainless steel | item (reduced from 10% to 1%}
Other bars and rods of other alloy stecl {reduced from 12% to 1%)
Waoven fabrics of carded wool or of cared fine anima! hair and woven fabrics of combed wool or of combed fine animal hair 10 items
(reduced from 40% to 10%)
Air or vacunm pump 3 items (reduced from 20% to 3%)
Appliance safety valves 13 items (reduced from 3% to 3%)
Motaor 7 items (reduced fromn 10% to 3%)
Factors of auto motive part production 59 items (imposad at 10%); 21 items (imposed at 5%) and safety seat belt and accesseries 2 items
{reduced from 30%, 35% and 42% to 10%)
Carboxipolymethelya (reduced from 20% to 5%)
Flours, meats and pellets, of meat or meat offal (reduced from 10% to 1%)
Walking-sticks, seat-sticks, whips, riding-crops (reduced from 30% to 0%}
Wood sawn or chipped lengthwise, sliced or peeled planed, sanded or finger-joited {reduced from 5% to 1%)
Choeolate and other foad preparation containing cocoa 5 items (reduced from 30 % and 10%)
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Table 32. Thailand: Changes in the Trade System During 1995-2001 (Concluded)

November 1, 2000

Raw materials of goods under Information Technology Agreement including computer parts, rubber gaskets, washer and other rubber seals, optical fibers,

rosin and resin acids, non-ionic organic surface-active agents, self-adhesive paper, 8 items (exempted from 3%, 5% and 304%)
Plastic in primary forms (polymers}, 22 items (reduced from 10%, 20% to 53%)
Plastic articles including artificial guts (sausage casings), plastic sheets, spoofs, cops and bobbins, 11 items (reduced from 30% to 5%)
Plastic sheets used 1o produced telephone or electrical wire industries only, 3 items (reduced from !0 to 5%)
Synthetic organic coloring matter (reduced from 10% to 1% for 4 items and reduced from 10% to 5% for 6 items)
Titanium dioxide, 2 items (reduced from 5%, 10% to 1-5%)
Cyclohexane (reduced from 5% to 1%)
High tenacity yarn of nylon (reduced from 10% to 5%}
Nylon, polyester and other tyre cord, 4 items (reduced from 20% to 10-15%)
Silicon-electrical steel, & items (reduced from 10%, 12% to 1%)
Alpha Olefin (reduced from 20% to 1%)
Glass beads, imitation pearls, imitation precious or semi-precious stones and similar glass small wares {reduced from 10% to 1%}
Aluminium sheet (reduced to 1% that was announced on 4 July 2000 will be applied to only the paper for packaging with the size of sheet wider than
1,200 millimeters and longer than 28,000 meters}
Copper cathodes (extending the tariff redoced to 1% on copper cathodes for three years which would be ended on 31 December 2000, will be extended
to 31 December 2003)

Specific Tariff Changes in 2001
September 27, 2001
Reduced and exempted tariff on mechanical appliances and equipments, used for Natural Gas for Vehicle (NGV). (10 items).

December 28, 2001
Increased tariff on fish and crustaceans, molluscs and other aguatic invertebrates (Chapter 3) excluding frozen albacore
or long-finned tunas, yellowfin tunas, skipjack or strip-bellied bonito, sardines, sardinelia, brisling or sprats and others, from exempted to 5%.




	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

