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Executive Summary
Assessing Fiscal Vulnerability in Thailand: Fiscal Risks and Policy Implication

For decades, fiscal risks have been fallen in much interest among policy makers.
Resulting of ignorance in the existent fiscal risks stemmed from over-expansionary fiscal
policy or unawareness of the exact amount of explicit and contingent government
liabilities are perceived as the main driven factors that led many countries to plunge into
fiscal crises, i.e. the situation in which the governments are being doubted regarding their
ability to repay public debt. Then, these situations ultimately turned the country into
economic crises as happened in many countries. Hence, assessing fiscal vulnerability is

key instrument to help policymakers to be aware in the coming shocks in fiscal sector.

In the case of Thailand, the 1997 financial crisis was triggered by vulnerabilities in
financial and corporate sectors. These factors have led fiscal sector to more vulnerability
for many years afterwards as a result of expansionary fiscal policy during the recession
periods and loss absorption occurred in the financial sector since 1998 onwards.
However, fiscal position could restore in years later and public debt to GDP ratio has
declined remarkably from the critical concerns with respect to fiscal sustainability

framework set up as a guideline for fiscal policy implementation since 2001.

However, under the changing environments in economic, financial and fiscal
development over the medium-term, these factors could induce more vulnerability to
fiscal sector from not only external shocks. Structural fiscal risk has also been
acknowledged as one key factor reflecting that government revenue structure will
indicate whether it is not in harmony with the direction of government expenditure.
Furthermore, additional fiscal burden in terms of direct and contingent liabilities are

perceived as another existing fiscal risk which is lack in monitoring nowadays.

The paper finds that structural fiscal risk is the main factor in fiscal sustainability analysis
in the medium-term. In government revenue side, there are some limitations of revenue
increase under the trend of free trade agreements, high dependency on several taxes
such as value-added tax and corporate income tax which are sensitive to economic
condition and effects from generous tax deductions in personal income tax. Regarding to
this, government revenue structure will not become in appropriate position to help
support government expenditure which will expand in line with the level of economic
development for more emphasis in economic, community and social services while legal

opportunity still supports.

In terms of additional government liabilities, on a basis of current assessment, the study
indicates that government has significant amount of additional direct liabilities. Most of
them are classified in terms of government expenses for legal rights of civil servants and

Thai citizenship that government cannot set sufficient budget to serve due to budget



constraint. In case of additional contingent liabilities rising from quasi and off-budget
activities, there is less amount of fiscal burden in this regard. This is because most of
populist policies have been prioritized and revised so far. However, it should be noted
that fiscal burden in this case depends mostly on performance of the Housing for the
Poor Project, the appropriate management in NPLs problems of SMEs Bank, the
concrete restructuring plan for huge losses of the Bangkok Mass Transit Authority
(BMTA) and the amount of recapitalization for Specialized Financial Institutions (SFIs)
with respect to change in financial development i.e. international accounting standard

(IAS 39).

Analysis in fiscal sustainability over the medium-term indicates that base case represents
the most appropriate role of government to interact with economy by implementing
small budget deficit around 1% of GDP. Under these desired budget amounts, fiscal
sector will be able to absorb additional government liabilities with sufficient fiscal space
to set up amount of capital expenditure greater than 25% of budget as indicated in fiscal
sustainability framework together with declining public debt to GDP ratio and debt

services to budget ratio.

Nonetheless, according to analysis in government expenditure structure under changing
environment in laws and politics, government spending is most likely to expand
remarkably in the future that will definitely put much stress to sustainability in fiscal
sector. In this scenario, public debt to GDP ratio will accelerate close to 50% of GDP

and government balance will go beyond international standard at 3% of GDP.

Even though there is no internal fiscal risk from increasing expenditure as mentioned
above, fiscal sector still has to face with external shocks, i.e. economic slowdown that will
affect on government revenue collection. From the analysis, fiscal sector still becomes
resilient in case of 1% of GDP shock. However, fiscal sustainability will fall in much
concerns if GDP slowdown by 2% from base case which is similarly to the results found
in the case of rising expenditure above. Hence, government has to adjust themselves in
order to prepare for these shocks either from escalating spending or revenue losses from
economic slowdown. The last scenario will show how fiscal sustainability can be restored

after introducing government revenue restructuring.

As discussed above, the results specify that there is essential requisition for government
to prepare for the coming fiscal risks over the medium-term. Therefore, the paper
proposes a set of policy recommendations to manage fiscal vulnerability in 3 aspects,
namely:

1. The concrete plan for government revenue restructuring

2. Recognition in the significance of budget appropriation process

3. Awareness in additional fiscal burden from quasi and off-budget

activities.
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(@ aasil 1972 — 2005)

Expenditure Industrial Countires Developing Asia Thailand
GDP Total Exp GDP Total Exp GDP Total Exp
By Economic Type 36.3 100.0 26.3 100.0 18.2 100.0
Current Exp 32.1 89.2 16.9 59.5 13.1 719
Wage 5.4 12.7 5.3 14.8 5.1 28.0
Goods & Services 4.0 11.3 11.1 31.6 9.3 51.3
Employer Contribution 3.1 9.1 0.3 0.1
Interest 3.1 9.1 2.1 7.8 15 8.2
Subsidies & Transfer 15.4 48.5 4.1 14.3 1.7 9.3
Capital Exp 3.0 7.9 7.7 24.6 4.7 25.9
Lending - Repayment 14 29 3.3 15.9 0.5 2.1
By Function 349 100.0 23.0 100.0 17.7 100.0
General Public Services 2.2 6.2 4.9 21.2 2.0 114
Defense 25 6.9 2.7 12.8 2.1 12.0
Education 2.9 8.1 3.2 12.9 3.5 19.9
Health 3.6 9.7 14 5.1 1.3 7.2
Social Security & Welfare 12.6 375 14 5.7 1.3 7.4
Housing 0.9 2.7 13 5.0 0.6 3.2
Economic Services 4.5 12.3 53 22.0 4.2 23.9
Other Gov Services 5.9 17.0 2.9 16.8 2.4 13.8

Source: Government Financial Statistics
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waninil mnizdasmmandunyldifelreaasasiuneiadasmusnrildideas @
lidaslddBuunnin uasdaslifinavnlsifanssumaesngfedadeonly uasfiddnydas
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a5 4 Tassasenelasguialnaiisuaedssina
(A@asil 1972 - 2005)

Government Revenue Industrial Countires Developing Asia Thailand
% of GDP % of Rev % of GDP % of Rev % of GDP % of Rev
Total Revenue 324 100.0 18.4 100.0 16.4 100.0
Tax Revenue 29.4 90.9 13.5 74.4 14.7 89.7
Tax on Income & Profits 20.1 60.2 5.0 22.6 4.3 26.1
o/w Social Security Contribution 8.9 27.0 0.8 1.6 0.2 1.2
Tax on Consumption 10.3 30.7 9.4 51.8 104 63.6
o/w Tax on Domestic G&S 9.3 27.2 5.0 29.2 7.2 44.0
Tax on Inter. Trade 0.7 2.6 4.0 21.4 3.1 18.9
Non-Tax Revenue 3.0 9.1 4.9 25.6 1.7 10.3
Income Tax / Consumption Tax 1.9 0.5 0.4

Source: Government Financial Statistics
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lunssisaugaludiiosvasmyldiy (automatic stabilizer) 6as tasanmBnTansme

989 automatic stabilizer NALHAIVDAIIANIRUN LT mﬁffm"l,@i”qﬂﬂaﬁium

4. \WaRsannaBduldinuainuuandrslulassairsaesing iwse
dagun1B3uldunaasisua1  (Personal Income Tax: PIT) damiiuldfidyaaa
(Corporate Income Tax: CIT) a1 0.4 iihiiu luaeUszimanauiud PIT aziiunum

=3 ] A vA A £ 1 n}/u a 1 1 v %
g9tl9 4 ivhwes CIT WagliduldvastszinamariidnanBann dendsnalidizauniada

siganmInauAugiiawldunaulldan (@199 5)

mﬂﬁagah’ﬂ 2006 WU §A&% PIT ¢ia CIT aasvardalnaifusnying
1 0.4 1¥i Lwﬂu’&dﬂiﬂ%ﬁ@mngaﬁd 1.7 i iagaﬁ%’l,ﬁl,ﬁm’l UNUINVDY PIT 82w
[ o {o o ' £ [ ' v &
szaUMIRAWIUIEINANE A Yad19niy LwzSgunsazlunasae lenduasanniaiy
v { & v o a 1 v e
m#vunsldvasyans aszimaianngldanmanaiilsvasgsiadeudroiumauly
a Pg o & A A A o ' &
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mInsznengle iwszlanuaeaad Progressivity ol

A1519 5 dad PIT/CIT

WU LY

OECD Countries 1991-1995 1996-2000 2002
North America 53 4.1 4.6
Asia and Pacific 26 23 2.1
Europe (West) 4.0 3.1 4.1
Europe (East) 2.0 2.6 27
Nordic 13.5 5.6 5.0
Average OECD 5.6 3.5 3.7
Thailand 0.6 0.8 0.6

Source: Revenue Statistics Database (OECD), MOF
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a L

Tineldsglianuduniugs

3196 Aanadanduuassalaiguade GDP

(B8: 19in) 1981-07 1981-90 1991-00 2001-07 2001-05 2006 2007_9m
elassuna 1.2 1.2 1.0 1.4 1.6 0.5 0.9
alans 1.2 1.2 1.1 1.5 1.8 0.8 0.8
ﬂ’]ﬁ'lﬁ%ﬁﬁ‘]{ﬂﬂﬂﬁﬁﬁﬂ@"} 1.3 1.6 0.8 1.5 1.4 14 2.0
mBiulaidyaaa 1.8 1.4 2.2 1.9 2.3 1.3 03
maEmIN 1.2 1.2 1.4 n.a. n.a. n.a. n.a.
miyasuiy 13 na 08 17 20 11 0.6
WuanFuALT 1.7 n.a. 1.9 1.7 2.2 0.7 0.2
wuannmsuslaaludszna 1.3 n.a. 0.4 1.7 1.8 1.6 1.2
midganng 0.9 1.1 05 0.3 0.8 1.2 1.0
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1) nﬁﬁtﬁuiﬁQﬂﬂaﬁiiuﬂﬁ (Personal Income Tax: PIT)
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INUNUINBDENINNAITIZLT LLazmmim:ﬂiuﬂgoLwaLw&mwm‘nlvxLﬂu

wiase landaesig leauianmenanames 1 aannangiwdalszanswudn
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20 maa;jﬁmuﬁwﬁgwm (919 7) wiigaznenuwseumalinhilwiuand 2544
lasanzlull 2547 ﬁﬁ‘hmu@ﬁmmﬁﬁmﬂu 7.3 AUAK LL@i@T’mmmﬂﬁmﬁﬁmﬁym
Tfiduldenefin 65 YirelaRedsnfinlddanmatludng (380,000 un) laidosiin
wopwsasdulafisulull 2548 uwazdlywniidanasaaluszos 2-3 Didwan s
wssuEIURita i sansiaanani lvaunenszuuandu (Tayaannidunimal
dWnifinsuarswng) WunaldpunSaania 57 duauluil 2549 FaglwiFiuin ud
e ”aLLsamumm"Lma:Lﬁu*’funﬂﬂ wazdsznadsammsienufidannionn wddun

o A N & & o ~
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M99 7 mwmauaquwaamﬁﬁﬂé‘qmaasi‘mm Lmzmﬁﬁu’lﬁﬁﬁqﬂﬂa

dszianmstnla 2544 2545 2546 2547 2548 2549

n’]ﬁt?‘i%lﬁqmﬂaﬁi‘iﬂﬂﬁ (PIT)

HiFun# PIT (§uamw) 6.0 6.2 6.8 73 6.7 5.7
ARILTIY (RIHAK) 33.7 34.1 34.7 35.5 36.0 36.4
dasudigumBlugums 18% 18% 20% 21% 19% 16%
dnaandan / Mo lanslszin 20% 19% 19% 19% 18% 23%

Yaa

midulaidyaaa (CIT)

ﬁaqﬂﬂaﬁl,&nmﬁ CIT (Wuse) 96.1 107.0 125.2 120.9 149.0 n.a.
ﬁaqﬂﬂQQQWZLﬁﬂuﬁd%uﬂ (78) 4237 4713 448.1 437.3 4959 n.a.
dadufifyaaalugiums 23% 23% 28% 28% 30% n.a.

a aw A 4 v o v a
NV NIUFIININT IWIYNLNEIVBI LLﬂZﬂ’]iﬂ']u’JmI@anL'UU%
ANIULAG: 57%1%%@83’1’11@ PIT L&W1237N N.9.9. 90 WAz 91 LYt

FulayanafiFy CIT 1aW131N N.9.0. 50 1T

v o \ <A o ' o A £ & =
® N‘Y]L"ll’]lnaﬂluﬁf]u PIT ﬂl]ﬂ’]s%ﬂﬂ’]ﬂ@%ﬂﬂuluﬁﬂﬁ?u“ﬂuqﬂ"ﬂu ALl

2544 iRy PIT Tagvivazldsuaraantantszunmsauas 20 VoI baNIUTLR% Weibis
= Aa a ' ' ' PV ' ' A o o
1 2549 NANINUNIAINITANAAVE DWARILITIENTT FINAIATAGINAIANRE aUNAN Lo
‘3‘ | v a t:il 1 1 o Q ¥ a Ui
gawduianaz 23 (@199 7) i aImafivdsandeumBdmiuaenibodudby

Lﬁ'a%aﬁag’mé’ﬂmn 50,000 U7 il 100,000 LN

& a | = v A , A
o iadumit2 w3 289 PIT MAUIANIRIAUKIIE LRz AUNENRTTARIU

WNEY 3% VaIHLRY PIT NINNanIaulseanms 1.6 — 1.7 LR UAKLYINUL BINANNTON

o v a & o = TR o A § vouda oo A Ao
Imaaiwgmﬂ PIT enutuse e aztinladn sgoniiuni Imdwmw"l,@memua@mu
ey 30% maaaim’m;jl,ﬁﬂ PIT LL@i;&"ﬁi’]ﬂ"l@TﬁJmﬂaNﬁﬁ‘iﬁmumnq@Lﬁau 70% 318 PIT
\udasiu 1 lu 3 ve9 PIT Adauiuld ndayadtzliiiui aunslddsulngldiu

U = U =1 v A o < a & v v s ]
pnriun @ dananiineladuwnarsiswinenniade udnasenela PIT 135ldann
(M3 8)

15



®1319 8 mwsmmslﬁﬂmﬁﬁﬂﬁqﬂﬂasiimm Lm:n’lﬁt’?mvlé”‘ﬁqﬂﬂa

mBdulauaaasssaua (PIT) midulaiduaaa (CIT)
ifw,fiuvlﬁqnﬁ Hidami PIT ifuﬁﬂsqw% ﬁﬁqmﬂaﬁtaﬂmﬁ cIT
(un) (MuNY) (Fawaz) (3aua) (un) Wune)  (Gewaz)  (Fauay)

1 2545 <50,000 0.114 2% 0% 1l 2544 <50,000 23.4 24% 0%
50,001 - 100,000 1.353 23% 0% 50,001 - 100,000 133 14% 0%
100,001 - 500,000  3.907 66% 17% 100,001 - 500,000 436 45% 3%
500,001 - 1 §1% 0.367 6% 17% 500,001 - 1 8% 10.8 1% 5%
1 8% -4 0.153 3% 32% 1 8% - 10 8% 1.9 2% 3%
>4 8% 0.021 0% 34% 10 &% - 100 81 25 3% 21%
3 5914  100% 100% 100 814 - 1,000 8% 05 0% 39%
> 1,000 8% 0.0 0% 28%

RRHY 96.1 100% 100%

1l 2549 <100,000 1.656 29% 0% 12548 <50,000 24.1 16% 0%
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1 8% -4 8 0.153 3% 40% 500,001 - 1 814 29.2 20% 5%
>4 8% 0.011 0% 25% 1 8% - 10 8% 3.9 3% 3%
3 5723  100% 100% 10 &% - 100 81 45 3% 18%
100 81t - 1,000 8% 0.8 1% 35%

> 1,000 8% 0.1 0% 38%

5 149.0 100% 100%

fan: nauEsTwInT NuAdsnoades wazmsdwanlasidou

2) nﬁﬁlau1ﬁqaqﬂﬂa (Corporate Income Tax: CIT)
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ud 26% lull 2549 Taonguitunum afangld CIT daswn du 70% Minda (il
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MARKIN 6 NITUIWIVUTTNIWNLUNNZEN Lazd Fiscal Space NiNgIna

(WHa1uN) 2551 2552 2553 2554 2555 2556 2557 2558 2559 2560

Jszu1en13318 [0 1,495 1,632 1,779 1,939 2,114 2,304 2,511 2,737 2984 3,252

Wil szanm (ununigiilunang) 1,660 1,724 1,870 2,034 2,213 2,408 2,623 2,858 3,114 3,390

g luaInNITnenan (Ai) 1,313 1,404 1,449 1,544 1641 1,735 1,860 1,981 2,112 2,268

sggiilsiaansaaaan (sanasziaaalula.) 1,313 1,495 1,500 1,597 1,694 1,790 1,917 2,040 2,174 2,333
19318135231 (1AN) 1,065 1,132 1,176 1,253 1,327 1,396 1,492 1,582 1,680 1,800
TuIwszdn (wmsziadulualy.) - 1,223 1,227 1,306 1,381 1,450 1,549 1,641 1,742 1,865

JUYARINT (1FiN) 473 501 531 573 608 644 696 738 782 844
auyaaIn (Mumazfiandulua,) - 548 557 598 631 667 718 760 804 867
Wawia - 10 5 4 2 0 - - - -
AFNEIWEILNS 5 38 21 21 22 22 22 22 23 23
Judniiums 163 177 192 208 226 245 266 288 313 339
Juganyw (1Gw) 175 187 201 216 231 248 266 285 306 329
SRR (Fwmsziiudn i) - 232 227 244 261 280 301 323 346 371
RFud13a9 nua. - 4 5 5 5 5 6 6 7 7
Susuny SSO - 40 22 23 25 27 29 31 33 36
JUTEIEY 255 267 252 256 262 259 265 271 279 288
TN 202 220 217 231 247 267 289 313 339 366
JUAIUYNAUVDIFIUTITINT 83 90 94 97 101 108 116 124 133 142
Suganuuansasmmu 119 130 123 134 146 159 173 189 206 224
BwATUMuwATIIE 46 52 56 61 66 72 79 86 93 102

Fiscal Space (Adl) 347 320 422 490 573 672 762 878 1,002 1,122

Fiscal Space (sannnsztiinneila.) 347 228 370 437 519 618 706 818 940 1,057

Fiscal Space (324n132L#a L + wanaila.) 347 188 364 431 513 611 701 813 935 1,052

Mseiada 132 58 59 60 61 62 64 67 70
asuiadnlueila. 4 18013 92 52 53 54 55 57 59 62 65

onia (UyaNI) 10 5 4 2 0

FINHINLIA (ILYANINT) 38 21 21 22 22 22 22 23 23

[us13ad nua. (JUgARW) 4 5 5 5 5 6 6 7 7

RUFNNL SSO (JLGANH) 40 22 23 25 27 29 31 33 36
sz Ganania. 40 7 7 7 7 5 5 5 5

Tiwdaams 2 2 2 2 2

SME Bank 3) 3

YFUN. (5) 10 5 5 5 5 5 5 5 5

aan.dle (@) 4

Wiamu SFis ®) 21

* daaluaaidiu de mszvaddl 2551 wimsdarnotaiaSeanuda SoleuldiAudunszved 2552

Souazaasilu.

Mseiada 76 3.2 3.0 2.8 2.6 2.4 2.3 2.3 2.2
maziudnluly. 5.3 238 26 25 23 22 22 2.1 2.0
mizfduuenady. 23 0.4 0.3 0.3 0.3 0.2 0.2 0.2 0.2

Fiscal Space (L) 20.9 17.8 213 226 24.0 25.8 26.6 27.8 28.9 29.5

Fiscal Space (32813t wola.) 20.9 12.4 18.5 19.9 215 235 243 25.7 26.8 27.5

Fiscal Space (s2aa13ztial + waneila.) 20.9 10.0 18.1 19.6 21.2 23.2 24.1 255 26.6 27.3

suasnw / 9ila. gegaiaratinliu (da) 33.1 307 334 341 355 372 380 393 403 409

suasnu / sa. gegniteraiadu (saunsziialuada.) 331 253 303 315 330 349 358 374 382 389

suasw / 9ilu. gegafianaiialin (saunsziianionan) 331 229 299 312 327 346 356 369 381 38.7

diiislionasmuldadoian 25% pasela. (iusrwun) 22

Fiscal Space LN 347 211 364 431 513 611 701 813 935 1,052

JazazaosLy. 21% 12% 19% 21% 23% 25% 27% 28% 30% 31%

29w szanm (nuniduwnats & Fiscal Space Liveana) 1,660 1,746 1,870 2,034 2,213 2,408 2,623 2,858 3,114 3,390

A ﬁwmmimmj‘”vinmﬁmﬁmﬂmm’uaaqmm‘%ﬁ (2550)
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AMANWIN 7 mﬁLﬂsﬁzﬁmmmiaﬂwziaumﬁﬁmvlﬁ’qﬂﬂaﬁﬁum (PIT)

MNEnAIMlInnaInwINNanIsBaR (LTF)

(1 (2 (3) (4) = (2) x (3) (5) (6) = (5) x (3) ()
swlaRolszfin | dasmd | PITAidessne | aaandanLTF | mdfidsewdald | sasnmsi
(um) () () () Uszndala (%)
w18 N 80,000 0% 0 0 0 0%
w1e 250,000 10% 25,000 37,500 3,750 10%
wE A 750,000 20% 150,000 112,500 22,500 20%
U 3 2,000,000 30% 600,000 300,000 90,000 30%
w18 9 8,000,000 37% 2,960,000 300,000 111,000 37%

wnaandaula liifiu 15% vasmldnadszidu gogalufin 300,000 vndaaudal

aw?ﬂﬁﬁaashapjsﬂmvlﬁﬁaﬂi:Lﬁusl,w,wia:‘ﬁguﬁmﬁmﬁ 5 Neoduauneaud (1) azfinlai
Mndanmsfimunuaaungnuns ndifssligmsdindraanden LTF win n azldsuaniuns
wznelaRtsninlufs 100,000 vmeal ussdn 4 aufndssne PIT lusaniamei Taglw
gt PIT 2819418 %aﬁ@mﬂé'mﬁmﬁﬂmswU"Léfﬁdﬂ'i:l,ﬁuﬁtaﬁau @aluanuiluasedasin

100,000 LnnusnfldTueniunm® uazfamBauduldluudazruns)

) A & Y Ao I3 a A va A ¢
ﬁ’]ﬂal’ﬁﬂﬂ’]‘]&l’l’ﬁumaﬂﬂqdﬂizﬂU@]ﬂ’]ﬂ@?ﬂﬂ’]iaﬂnlﬂu LTF L@lM’NLduﬂﬁ]ﬂ@ﬁ‘ﬂﬁﬂiﬂ&lﬂm‘ﬂw
a & i PN Y &V v @ A v
NN ISLRWIT WY N vLNNLL?GﬂGI?]V]"ﬂZﬂ\‘]H%I% LTF LW?’]:VLM@]aﬂaGnuﬂvL@]i'UﬁﬂL')uﬂ']‘]_“}ﬂ%LL@'J RIVAU

szﬁﬁﬁu"l,mﬂamuvlmﬁu 15% VoI bENIUTZL T qoqﬂvlé”l,mﬁu 300,000 UINLEH W18 3 AT 2

Lwia:ﬂummsnﬁnawziam’fmﬁamulu LTF ftlemarton trotszndam Sl ldvinduain
PpanBNaaITelFEutani nIaludanasmininNandassnunues

PRI DA BNLARzARUITRI LA NTaINIIAIaaREa% LTF Januniinin

CIWLAEINUANHIUSANIRINVDY PIT
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