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Story: Paroche Hutachareon

Position: Economist Bond Market Development Bureau

Public Debt:

Fine Tuning Misconceptions

One of the most common questions directed at
an official working at the Public Debt Management
Office (PDMO) like myself (often asked with a lot of
negativity) is “when will this country be free of debt?”
A question that is difficult to explain in a full disserta-
tion let alone in a casual conversation. Without the
required explanation, my recent answers have simply
been ‘never’ thus, failing to fulfill my duty to correct
any misconceptions on public debt. However, | hope
to take this opportunity to address and elaborate
further here as to why it is necessary for government
to borrow and how prudent debt management
practices can minimise government’s balance sheet
risks.

Government borrowing has a major role to play
when it comes to supporting government’s fiscal
stimulus measures, in particular, during a period of
global financial crisis, where it is arguably the last
resource of fund raising. Specifically, the government
has been pursuing a series of fiscal stimulus
packages (SP), commonly referred to as SP |
and SP Il (Thai Khem Keang: TKK). The former
was an emergency measure implemented at
a period where the crisis was most intense
and was aimed at stimulating consumption
through the enhancement of low income earner’s
purchasing power. The 116 billion baht SP |
would not have been possible without current
government’s borrowing tools. The 1.29 trillion
baht SP II, which includesinvestments in
basic infrastructures, public utilities and social
development, is expected to be the main source

for economic growth as well as enhance Thailand’s

long term competitiveness. Government’s
borrowing is expected to account for more than
40% of total investment cost over the next 3-4 years.
Therefore, government’s borrowing is critical to the
success of government’s fiscal stimulus measures.

As well as assisting government’s fiscal policies
to stimulate economy, government’s borrowings
schemes can simultaneously support the
development of the domestic bond market. A well
functioning bond market provides opportunities
for both government and the private sector
to raise funds; it also provides investors with an
alternative source for investment in addition to
equities market .The government has to take a
leading role in developing the domestic
bond market including the establishment of
benchmark yield curves to help establish overall
credit curve, enhance liquidity in the secondary
market. These objectives can be achieved
primarily through the frequent issuance of
sizeable Benchmark bonds, development of
new products to meet the needs of various
types of investors as well as to enhance basic
infrastructures. To further highlight the importance
of a mature bond market, developed countries
(such as Australia and Singapore) that do not
need to issue debt to finance budget deficits but
have continued their issuance programs purely
to support the domestic bond market.

Whether the level of public debt becomes
unsustainable or potentially harmful to government’s
balance sheet is really conditional on how
the PDMO formulates the borrowing and debt




management strategies. The primary objective
of most debt offices is ‘how to borrow as cheap
as possible subject to an acceptable risk level’.
This essentially involves around ensuring that
the portfolio is well structured in terms of foreign
exchange, currency, maturity and interest
composition. Poorly structured composition has
induced economic crisis in many regions, most
notably in Latin America.

Over the past ten years, the PDMO has gradually
restructured our portfolio composition by reducing
external debt by raising funds primarily from the
domestic bond markets and through Cross Currency
Swaps (CCS) of foreign currency denominated debt
into local currency, subsequently, external debt
now accounts for a mere 5% of total debt. This
has limited the affects of the global financial
meltdown to be transmitted into government’s
balance sheet.

Furthermore, the variety of fund raising tools
available at government’s disposal, allows the
borrowing strategies to be tailored towards
each borrowing purposes as well as to diversify
risks. For example, in the domestic market,
primary tools include benchmark bonds (maturities
of 5 10 15 20 and 30 yrs) to support domestic
markets and saving bonds to tap directly into
retail market. Alternative tools to meet funding
needs include Floating Rate Bonds (FRBs),

Promissory Notes (PNs) and preliminary studies

on using Inflation-Linked Bonds. Treasury Bills
(T-Bills) has been issued for short term financing
needs.

In addition to domestic markets, government has
access to concessional sources from international
financial institutions including World Bank, Asian
Development Bank (ADB) and Japan International
Cooperation Agency (JICA). These sources,
in particular, JICA offers low interest rates and
generally long maturities of up to 25 years.
Government normally utilises these sources to
finance major infrastructure projects as well as to
avoid crowding out the private sector in the
domestic bond market.

On a final note, rather than questioning
government officials when the country will be
free of debt, the public should in fact be more
concerned with ‘how’ government raises and
manages public debt. Because one thing is
certain, public debt is likely to be around for many
generations to come but as long as the PDMO
continues its commitment to implement sound
and disciplined debt management strategies,
government borrowing can be invaluable in
assisting government in achieving sustained
economic growth and in contributing to

government’s efforts to develop the domestic

bond market. O
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