Background Information for 2.2 Trillion Baht Borrowing Bill
for the Government Infrastructure Project

Importance of the Government Infrastructure Project

In 2013 the Thai government has outlined its Country Strategy under a New
Growth Model with an objective of lifting its economy out of an upper middle income
status to a higher income economy, or overcoming the middle income trap.

To upgrade the economy, the government is investing in infrastructure and
logistics network, which will help stimulate the economy through job creation as well as
enhance Thailand’s competitiveness. In addition, the infrastructure project will also make
Thailand a regional logistics hub, connecting it with neighboring countries and making it a
gateway of ASEAN.

This will also lead to an increase in tourism and services, which generates high
revenue for Thailand. It has been several years since an infrastructure project of this size
and magnitude has been implemented, notably since the Eastern Sea Board Development
Program.

The infrastructure project that will be executed over the next seven years (2013-
2020) is a large scale investment plan, which is a crucial foundation of the Thai economy
to increase competitiveness, lower production costs, and create new economic
opportunities in the long run.

The infrastructure plan features three basic strategies:

(1) Shifting cargo and passengers from the currently heavy reliance on ground
transportation toward more transport via rail and water, which is less costly. The
investment budget for this "modal and multimodal shift" is 400 billion baht, or 18% of the
total. The project will include building new dual-track railways, ports as well as dams to
prevent erosion along waterways;

(2) Developing basic infrastructure and products/ services that facilitate travel and
transport via regional centers within Thailand and enhance connectivity among
neighboring countries. The investment budget for this strategy is 1 trillion baht, or 52% of
the total, which will help develop four high-speed train routes, and facilities enhancing
cross-border trade;

(3) Improving Thailand’s transportation system and enhancing mobility. The
investment budget for this strategy is 600 billion baht, or 30% of the whole. The projects
would include developing electric-powered trains to improve mass transit in urban
areas and developing connectivity and linkages between domestic centers for business
and trade.




Prior to economic outcomes in the form of efficiency gains after completion, the
spending would boost the Thai economy directly. The government predicts that
investment spending would generate an extra 1% per year in GDP growth on average
during 2013 -2020.

It would also create 500,000 new jobs. Upon completion, economic activity and
jobs would also result from an increase in cross-border trade, due to improved railway
systems and customs checkpoints and systems. Moreover, the government aims to lower
the ratio of logistics-costs-to-GDP by at least 2%.

The Use of the 2.2 Trillion Baht Borrowing Bill Instead of the Annual Budget
Allocation

There are three main reasons why the government is enacting the 2.2 trillion baht
borrowing bill instead of incorporating it into the annual budget.

First, without the 2.2 trillion baht borrowing bill, the government is forced to
increase the deficit in the regular budget. This will not allow the government to achieve
the balanced budget, which the government is committed to attain by 2017.

Second, the public debt to GDP ratio will remain under 60% under this bill.

Third, the 2.2 trillion baht borrowing bill will allow the infrastructure project to
remain continuous and transparent during the 7 year investment schedule, which will help
the private sector plan their future trade and investment.

Thailand has faced criticism for not accomplishing investment projects under the
regular budget. For example, the 2,744 km. dual track railway which was approved by the
Cabinet in 1993, is presently only 13% completed (358 km). In addition, the 291 km.
elevated railway (10 lines) which was approved in 1994, is only 27% completed (80 km).

Therefore, the 2.2 trillion baht borrowing bill will expedite the railway system
construction since there has been little development for the past 20 years.

From the analysis of Thailand’s financial liquidity and public debt management
plan in 2014, the Bank of Thailand found that the liquidity in the debt instruments market
is valued over 1.2 trillion baht. This would be sufficient for the public debt management
plan for 2014, which is projected to be only 660 billion baht.

Therefore, the 2.2 trillion baht loan spread over 7 years will not negatively affect
the liquidity since at least 80% of the loans will be sourced in the country. This will also
benefit Thai financial institutes as the Thai government’s creditors.

Transparency and Traceability of the Infrastructure Project

In answering the many concerns that have been raised about transparency and
traceability of the finances of the infrastructure projects, the 2.2 trillion baht borrowing bill
includes measures to ensure the examination of projects i.e. approval by the Cabinet must



be received at different stages of the projects. Additionally, the National Economic and
Social Development Board (NESDB), the Budget Bureau, and the Finance Ministry will
examine the appropriateness of the projects, and will upload the standard reference prices
for public viewing on the website www.gprocurement.go.th.

Furthermore, the obligations per the Public Debt Management Act, B.E. 2548 will
also be enforced to ensure financial discipline, as follows:

1.

3.

Prior to taking out loans: issuing debt instruments must be accompanied by
announcement of prices, maturity periods, and how the instruments are issued;
After taking out loans: public announcement of the source, terms and
conditions, currency, amount, exchange rate used to convert the currency to
Thai baht, interest rates, commission rates, costs, period, paying back the
principal, the purpose for which the loans were taken, the conditions and
requirements, including other any other information deemed necessary to be
disclosed. Public announcement of this information will be published in the
Royal Gazette for the public within 60 days after the loan was made;

Within 120 days: the government must report the progress and the results by
120 days after the end of the fiscal year. The evaluation that shows how the
project is consistent with the infrastructure project plan and must also be
presented to the Parliament and the Senate, as well as allow for the legislation
to examine and review the Government’s performance in this area (2.2 trillion
baht borrowing bill draft, Article 19).
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Suggested Talking Points

e The approval of the 2.2 trillion baht borrowing bill will help stimulate the economy
by promoting investment in infrastructure projects. These investments are
expected to reduce logistic costs to GDP by at least 2%, create opportunities for
income generation as well enhance and stabilize Thailand’s competitiveness and its
role as a regional logistics hub.

e There are three main reasons for enacting the 2.2 trillion baht borrowing bill
instead of incorporating it into the annual budget.

e First, without the 2.2 trillion baht borrowing bill, the government is forced to
increase the deficit in the annual budget. This will not allow the government to
achieve the balanced budget, which the government is committed to complete by
2017.

e Second, the public debt to GDP ratio will remain under 60% under this bill.

e Third, the 2.2 trillion baht borrowing bill will allow the infrastructure project to
remain continuous and transparent during the 7 year investment schedule, which
will help the private sector plan their future trade and investment.

e The finances of the infrastructure project will be transparent and traceable.
Measures to ensure transparency include the examination of projects which must
be approved by the Cabinet, public announcement of information, loan details, and
standard reference prices of construction and a performance evaluation report to
the Parliament and Senate.

Department of International Economic Affairs
Division of Economic Information
September 2013
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