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Why are reserves down and deficits up?

FeCnAr L

Stikkomnoed

4's Prime Minister Prayut
Chan-o-cha and other cabinet
mirtisters lined up to fend off
criticism of the sharp drop

_ in treasury reserves, none of
them have provided an explanation as

to why budget deficits have increasing
during the past few years.

The low level of treasury reserves has
caused concern over the state’s fiscal
heaith. It is understandable for them to
defend the nation’s fiscal management
by saying that a high level of treasury
reserves comes at the expense of the
interest burden, as a part of the treasury
reserves is loans. But the government
omits the fact that it has quickly spent
state budgets and hiked borrowing at the
cost of relatively increasing budget defi-
cits which have been especially high in

the first quarter of the current fiscal year.

Treasury reserves sank to 74.9 bil-
lion baht as of December last year from
386 biltion baht at the end of 2015. The
budget deficit for the first quarter of the
2017 fiscal year, in contrast, has increased
significantly to 418.2 billion baht from
an annual average of 395.1 billion baht
during the past few years. The curtent
deficit is also much higher than the aver-
age level from 2007-2013 when it stood at
289.7 billion.

Some might say that the current high
deficit is normal for the same period of
year. But this argument is less convincing
because it is much higher than the figure
of the same quarter in the previous year.

Finance Minister Apisak Tan-
tivorawong told the media that the low
treasury reserves are a result of his minis-
try's “management” to slim down interest
costs. The minister also cited the need to
keep treasury reserves at a proper level
within the range of 50-100 billion baht.
Reserves of 300-500 billion baht are too
much, he said.

I have a few observations over his
remarks.

First of all, it surprises me to hear the

: minister say that his policy is not focused

on borrowing. Government financial
management records suggest other-
wise. In October 2015, the government
borrowed 99 billion baht to compen-
sate for a budget deficit even though




Iam not convinced that Mr Apisak
has adhered to the principle he
wants us to believe in.

treasury reserves during that time were
high — 426 billion baht. A month later, it
borrowed an additional sum of 109 bil-
lion baht. Additionally, in April last year,
a sumn of 46.4 billion baht was borrowed
against a backdrop of treasury reserves at
206.2 billion.

The maost recent example of high
borrowing against treasury reserves was
in October last year when the Prayut
administration, with treasury reserves of
441.3 billion baht, managed to go ahead
with borrowing 52.7 billion baht.

Based on how the Finance Ministry
has managed state budgets, I am not
convinced that Mr Apisak has adhered
to the principle he wants us te believe in.

The information available indicates that
this government has not tried to avoid
borrowing to slim down interest costs.

If the government really adopts such
a financial principle, I still wonder why it
has piled up state borrowings during the
2015 fiscal year. Hasn't the government
been aware that those borrowings can
cost the country a huge interest burden? [
don't think the government has answered
that question yet.

I still have doubts over the minister’s
claim that the current reserve level is sen-
sible because it falls under the range of
50-100 billion baht. Setting a ceiling for
treasury reserves should instead be based
on the government's expenditure plans.

During the rule of the military govern-
ment, treasury reserves have not been
maintained as state savings. Most of
the time, they have been used to offset
budget deficits.

In the 2016 fiscal year, the average
monthly budget deficit was 32.9 billion
baht. The current treasury reserves will
last for only two months if it is used to
offset that deficit. Worse stil, it will be
running out within 16 days if it is used to
cushion the current 139.4-billicn-baht
deficit. ‘

Do you have any idea what the finance
ministry’s policy will mean for the ~
country’s financial position if the minister
wants to keep the treasury reserves ceil-
ing at 100 billion baht while the current
deficit is 139.4 billion? I am certain that
this government will have to resort to
more borrowing measures so that it has
sufficient money to offset the ballooning
deficits soon. If that happens, it will still
be worrying.

Treasury reserves should serve as both
the state’s savings and the expenditure
budget. But this government has mainly
spent it and, as a result, has borrowed
more 1o offset ballooning budget deficits.

During the past three fiscal years, the
military government has borrowed a

total of 744 billion baht just to offset the
deficits.

The government may defend itself by
saying that previous adininistrations also
ran budget deficits, which is true. But
their average annual deficits were much
lower, standing at 12.6% of state revenue
from 2007-2013, while the current gov-
ermment’s current rate stands at 17.1%.

The finance minister has not clari-
fied why the budget deficits have been
high. The prime minister meanwhile told
reporters that “there were many who
ask for help and the government has
responded to their calls”

This government must set a clear
ceiling for deficits. It must not let the
ballooning deficits serve its political
interests, otherwise it will translate into a
financial burden for both the govemment
and the Thai people.

Without stronger control of the budget,
the government may be forced to start the
first chapter of its 20-year strategy plan
with a debt payment scheme, s

Decharut Sukkumnoed is head of Kasetsart
Hniversity’s Agricuttyral and Resource
Economics Department. This compilation of
his comments originally appeared on his
Facebook page on Feb 6-7.
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Falling treasury
[ESEIVES:

There’s
ovt’s claims

debate has been raging since last week as towhether
the govemment is “broke” after the Finance Ministry dis-
closed that the country's treasury reserves have falten to
Bt74.9 billion.

The govemment has strongly dismissed the perception
that it is in a financially troubled situation, explaining that it
. wasrevamping the country’s budgetary system. It assured
peaple that the existing reserves were appropriate, as the
country did not need to horrow, which in turn would tead to an
interest burden. The reserves have been spent stimulating the
economy and, more importantly, for implementing national
reforms, the government said.

What actually are the treasury reserves? According to the
Treasury Reserve Act of 1948, it refers to all money earned by
the government through taxes, fees, fines, loans and other
forms of revenue. The Kasikorn Thai Research Centre defines
it as “cash or its substitutes available for government use for
implementing state work”. This refers ta revenue that is a sur-
- plus from the money allocated for governimient spending at a
certain period of time.

Banyong angpanit, a banker who once worked fora
“Super Board" set up by the post-coup government, tikened

+ the treasury reserves to current accounts, which for him
i "mainly imvolves cash management and does not reveal

s

much about the govemment's financial status”.

During the country’s crippling financial crisis in 1967 some
experts said the treasury reserves were like the change you
havein your pocket. “The more a country has it, the more
credibility that country gains,” the experts concluded. This is
comparable to when we have money [eft inour pocket. We
are regarded as credible when we want to borrow, as our cred-
itoris assured that we can repay the debt. But if we do not
have money left in our pocket, we will have less credibility, as
people are unsure if we can pay back in the future.

This is also the case for treasury reserves, which are money
that is to be used in times of emergency.

Looking back at recent fiscal years, we find that this year's
treasury reserves in the first quarter (October to December)
are worryingly low. In the first quarter of fiscal year 2016, the
treasury reserves stood at Bt386.4 billion, compared to
Bt179.3 billion in 2015, Bt324.7 billion in 2014, Bt259. billion in
2013, Bt264.6 hillion in 2012 and Bt313.4 billion in 201.

There is nothing wrong with spending money in the treas-
ury reserves, Money is saved for the purpose of being spent.
However, there must be sufficient reasons and good causes
for the spending. The govemment explained that the money
was spent with the goal of stimulating the economy by
encouraging public spending and investment.

The question is whether the goal has been achieved. f the
economy is really stimulated, the money spent by the govern-
ment must have been returned in the form of taxes and other
revenues to the state. If that is the case, the treasury reserve
will increase as a result. However, if the reserve was spent on
sornething that is not beneficial to the country or fails to

. achieve the goal of stimulating the econormy, the outcome

will be opposite to what is desired. More and more money
Erorn the reserve will be drawn and it will be depleted some
ay.

The disappointing investments from local and foreign
businesses are indicative of the govemment spending.

The reserve must be spent on appropriate projects in order
to avoid wasting the taxpayer's money.

This issue may not seem relevant to many people as these
people are too busy making ends meet in the face of a weak
economy. Their main goal is to survive the hardship they
experience on a daily basis. And the hope of getting heip from

the goverment seemns to be diminishing more and more.
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To foster the national e-payment scheme, closed-loop credit cards wilt be used for state

.

Cards to cut medical costs

BW'CH"' CHANTANUSORNSIRI

H

¢
The Finance Ministry is set to adopt closed-
loop credit cards in healthcare services for
state officials and their families, aiming to
lower budget leakage and control costs.

The closed-loop cards, which are desig-
nated for a specific merchant or purpose,
will be introduced in May or June, said
Finance Minister Apisak Tantivorawong.

At present, the government pays neatly
70 billion baht a year for 20 million health-
care claims from state officials and their
families. The government is seeking a way
to cap healthcare spending, which has, on
average, risen by 2 billion baht a year.

Higher healthcare benefits and the rising
number of ageing state officials are partially
to blame forincreased spending. But abuse
of the healthcare system by some state offi-
cials has also led to inflated costs.

The Finance Ministry recently floated
the idea of allowing non-life insurers to pro-
vide healthcare insurance services to state
officials and their families as the govern-
ment believes that insurance companies
are better at budget management.

That idea, however, was stymied due to
opposition from state officials.

In the meantime, Mr Apisak said that the
fee for the electronic data capture (EDC)
service upder the national e-payment

initiative must be as low as possible to
encourage the widespread usage of the
electronic payment system.

“If we pay 100 baht through an EDC ter-
minal which then charges 10 baht, such a
fee will keep the EDC service from being
used extensively,” he said.

EDC terminal expansion is one part of
the national e-payment scheme, which is
intended to turn the country into a cash-
less society.

There are two consortiums joining the
bidding to install EDC machines. The
first one comprises Bangkok Bank and
Kasikornbank (KBank); the other camp
consists of five commercial banks —
Krungthai Bank, SCB, Bank of Ayudhya,
Thanachart Bank and TMB Bank.

Despite having two consortiums in the .
EDC bidding pool, it is expected that both
will be permitted to install EDC terminalis as
they offer the same merchant fee — 0.55%
of transaction value — and the government
wants the installation to be done rapidly.

Mr Apisak said that installaton of EDC
machines is expected to kick off by the ;
second quarter, adding it wil! take around
one year to install 500,000 EDC terminals
in the first phase.

He said electronic payments can also
reduce corruption as such transactions are
traceable.k
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Dazzling forecast for gems, jewellery

Shlpments predlcted
to rise 5% in 2017

PHUSADEE ARUNMAS

¥l
Thai gems and jewellery exports are
expected to rebound this year, boosted
by the global economic recovery and the
cabinet’s recent approval of measures such

in Jewellery and ornament production.
The cabinet also approvedimport tariff
waivers for raw materials useﬂ in jewel-
lery and ormament production and cut
tariffs for imported finished products to
10% from 20%.
¢ Individual sellers of raw materials
'for jewellery are also allowed a 1% per-
: sonal income tax deduction, with value-
*added tax (VAT) exempted for raw mate-
rial imports.
A VAT waiver is also awarded to

as tax incentives to promote the country as .

a jewellery trading hub.

Commerce Minister Apiradi Tantraporn
said shipments of Thai gerns and jewellery
excluding gold are forecast to rise 5% this

year to US$7.32 billion (256.6 billion baht).

Lastyear, the performance of Thai gems
and jewellery exports was poorer than
expected, falling 3% to $6.97 billion.

The Commerce Ministry originally
forecast shipments of gems and jewel-
lery excluding gold to grow by 10% in 2016
to $7.9 billion.

With gold included, shipments rose
29.6% in 2016, fetching $14.2 billion.

“The government’s measures are good

- news for gems and jewellery exports, as

they help unlock key trade stumbling
blocks for shipments, leading to lower
production costs for manufacturers and
offering opportunities for the industry to
develop new production technology and
products,” said Mrs Apiradi.

The cabinet on Jan 17 approved meas-
ures including tax incentives to help Thai-
land become a jewellery trading centre,
with the aim of raising gems and jewel-
lery exports including gold to US$17 billion
this year.

Under the measures, jewel-
Iery entrepreneurs will be allowed to
enjoy atwofold corporate tax deduc-
tion on expenses incurred while employ-
ing skilled workers who are registered with
the Skil] Development Department.

The tax incentive is meant to attract
entrepreneurs to hire skilled labour-
ers to preserve Thailand’s uniqueness

registered entrepreneurs who import raw
materials or semi-finished products.

The cabinet also agreed to extend 30
billion baht worth of soft loans through the
Government Savings Bank (GSB) to small

their machinery and productivity until Oct
31, 2017, from Dec 31, 2016.
The GSB has provided 12.7 billion baht
worth of soft loans to 985 entrepreneurs.
Thailand’s jewellery industry is ranked
eighth globally by value. Jewellery is also

The indusiry.employs more than 900,000
workers with 37,000 operators.

In a bid to boost the country’s gems and

: jewellery industry, the Commerce Minis-

try, through the International Trade Pro-

- motion Department; is scheduled to hold

. the 59th edition of the Bangkok Gems &

" Jewellery Fair from Feb 22-26 at Impact

i Muang Thong Thani, -
One of Asia’s leading trade shows for
the ]ewellery industry, the event, which

brmgs together 730 companies and 2,011 '

! booths, provides a prime platform for

! Thai and interpational jewellery design-

“ers and manufactarers to display their
latest creations.

Prida Tiasuwan, chairman of SET-
listed Pranda Jewellery Plc, said the pros-
pects for Thai gems and jewellery exports
remain promising, particulazly for items
that tap into niche tnarkets such as elderly
buyers, pet lovers and environmentally-
CONSCIOs CONSUMENS. ¢

and medium-sized enterprises to upgrade:

among the top four products tourists buy. . -
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DEPA, TCG, banks backing loan
plan for smart SMEs, start-ups

MORE THAN 1.000 BUSINESSES EXPECTED TO APPLY FOR BTI0 BN IN LENDING BY END OF 2017

JIRAPAN BOONNOON
THE NATION

.
THE Digital Economy Promotion
Agency (DEPA) is cooperating with
seven financial institutionsto provide
loans totalling around Bt10 billion to
support smart small and medium-
sized enterprises and start-ups,
expecting more than 1,000 business-
es to take advantage ofthe scheme by
the end of the year.

Digital Economy and Society
Minister Pichet Durongkaveroj said
the participating financial institu-
tions were Kasikornbank, Bangkok
Bank, Krungthai Bank, SME Bank,
Government Savings Bank, Siam
Commercial Bank, and the Thai
Credit Guarantee Corporation{TCG).

RS

The loans will be for smart enter-
prises to develop software, digital
technology and other innovations.
Theaimisto create orstrengthen sus-
tainable businesses for the longterm,
help them reduce risk and provide
opportunities for them to enter the
market.

The TCG will provide 100-per-
cent guarantees for loans from par-
ticipating banks to smart SMEs and
start-ups certified by DEPA.

Pichet said the total value of loans
granted under the programme this
year would be Bt10 billion. There are
now around 300 enterprises under
consideration for the loans.

“I think that the <cooperation
between the government and [the
financial institutions } willhelp smart

SMEs and start-ups that are seeking
funds to support their businesses
develop new products and technolo-
gy services [ bring their] innovations
to the market.”

Wichet Warakul, senior executive
vice president (business group) at
TCG said that the corporation and
DEPA would be the facilitators to
evaluate SMEs and start-ups that
submit their business modelsto qual-
ify for loans from the participating
banks. After the TCG and DEPA cer-
tify an applicant, they will natify the
banks that the loan will be guaran-
teed.

The TCG has budgeted Bt10 bil-
lion to support the project.

The TCG will provide 100-per-
cent guarantees for loans to SMEs

under the programme from Bt10,000
to a maximum of Bt20 million. For
start-ups, the guarantees are forloans
from Bt10,000 to Bt5 million.

The evaluation and certification
process for the 300 businesses cur-
rently under consideration will take
around a month. The TCG expects
that by the end of this year around
1,000 SMEs and start-ups willbe par- -
ticipating in the project.

Wichet said the TCG expected a
non-performing-loan rate of 20-50
per cent within 10 yéars.

Meanwhile, the TCG this year is-
budgeting Bt100 billion for loan
guarantees to support general SMEs.
Itisalso preparing abudget of Bt13.5
billion to support loan guarantees for
micro entrepreneurs.
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