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Thailand’s central bank dep

Bahk of Tha.ilal;d Governor Sethaput thiwarhameput, left, and P
Recently, Mr Srettha piled pressure on the BoT to lower the policy rate.

ABROAD AT HOME
Thitinan

Pongsudhirak

o proponents of central bank
independence, the ongoing friction
between Prime Minister and Finance
Minister Srettha Thavisin and Bank
of Thailand Governor Sethaput
Suthiwartnarueput appears straightforward.
The prime minister is putting unwarranted
and unfair pressure on the central bank gov-
ernor to spur the economy by loosening mon-
etary policy and cutting interest rates. Yet, on
closer scrutiny, the entrenched politicisation
of central banking in Thailand may suggest
otherwise. There is more than meets the eye
in the politics of interest rate cuts.

When it was popularised in the late 1980s,
central bank independence seemed like a

News ID: C-240223001075 (23 Feb 24/03:20)
@E]ews(llip

rime Minister Srettha Thavi-sin ata n_!aeting to discuss economic policy on Oct 2, 2023.
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{
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panacea. It was thought that ravaging inflation
in myriad economies worldwide could be
contained and controlled by an independ-

ent central bank not beholden or influenced
by the government of the day. Central bank
independence was thus legally codified, and
central bank governors entered into contrac-
tual agreements whose sole purpose was to
ensure the stability of consumer prices along
with wages and exchange rates.

With the conduct of monetary policy con-
fined entirely to them, central bank governors
had substantial and unfettered latitude to
oversee the broader macro-economy and
price stability. Central bank independence, or
CBI, became an appealing model adopted by
a wide range of developed economies, initially
led by the Reserve Bank of New Zealand and
the Bank of England. In recent years, after
the 2008-09 global financial crisis, CBI lost its
allure, and central bankers have been seen
as more of the problem than the solution
because they were unable to address persis-
tent global deflationary malaise.

In Thailand, central banking has never
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been legally independent. Instead, the BoT,
since its creation in 1942, has had to rely on
moral authority and technocratic competence
to have a kind of monetary policy autonomy.
This autonomy was premised on each and
every BoT governor's expertise, integrity, and
moral authority. Dr Puey Ungphakorn, who
served as central bank governor from 1959-71,
best exemplified these qualities.

Contrary to global CBI trends, the BoT gov-
ernorship became politicised and captured
by commercial banks’ and elected politicians’
vested interests in the early 1990s, leading to
the mismanagement of the financial sector
and the exchange rate. The infamous culmi-
nation was the economic crisis in 1997-98.
Over the past two decades of Thailand's
colour-coded politics that included two coups
and volatile street protests, central bank

governors have been perceived to have a pro-
establishment orientation against “populist”
platforms of the winning political parties
associated with Thaksin Shinawatra.

This brings up the case of Mr Srettha and
Mr Sethaput. It is a fact that the Thai economy
has faced deflationary signs since the fourth
quarter oflast year. There is no crisis in view
of macroeconomic data. Reserves are high,
inflation low, external accounts in surplus,
and the financial sector in such good health
that commercial banks made obscene profits
last year on net interest margins.

But to ordinary people, the Thai economy
is in a kind of crisis best defined by pro-
longed and protracted doldrums without a
good future to look forward to. Over the past
decade, Thailand’s trend growth has halved to
an average of just 1.5% per year. For 2024, the
National Economic and Social Development
Council has lowered its growth projection
to just 1.9%. With low growth in the face of
household debt at over 90% of GDP along-
side structural constraints associated with a
slumping middle-income country, countless
Thais don't see or feel economic dynamism in
this country. This is what Thailand’s economic
crisis is about.

The BoT is now bringing about the
two primary drawbacks of central bank
independence, with the lack of coordination
between monetary and fiscal policies and
the lack of democratic accountability. Online
records will show that the search commit-
tee for the BoT governorship in June 2020
extended the deadline, with Mr Sethaput
somehow applying in the extra period and
getting the job. It took place under Gen Prayut
Chan-o-cha's military-backed government,

Unsurprisingly, the BoT never really
questioned the advisability and viability
of the Prayut government’s policies. When
public debt was ramped up by nearly 2 tril-
lion baht to 17.8 trillion by the end of fiscal
year 2023, the central bank conspicuously
accommodated with some of the lowest-ever
benchmark interest rates at the time. True,
both fiscal and monetary policies expanded
because of pandemic exigencies. But public
debt had been expanding from 13.5 trillion
baht after Gen Prayut staged a coup in 2014,
and yet the gatekeepers and guardians of
fiscal discipline hardly raised a voice.

The BoT'’s current recalcitrance has more
to do with politics than policy discipline. Had
the establishment side come out on top at the
poll last May and formed a government, it is
very plausible that the central bank would
be accommodating rather than obstructing.
Had the Move Forward Party, as the largest
vote winner, been allowed to form a govern-
ment, its economic policies, from wage rises
to growth plans from tackling monopolies
to structural reforms, would most likely be
stymied by the current BoT leadership as well.
The truth is that Thailand’s central bank is
still politicised and captured by establishment
forces who yearn for a kind of virtuous rule
that is no longer there.

For the BoT to regain its moral authority,
its governors must be blind to the politics of
the day. The only main leverage the governor
holds is the willingness to be terminated on
merits. Mr Sethaput’s macroeconomic exper-
tise is not in doubt, but his politics is. The BoT
should listen to the markets that now expect
rate cuts at least twice this year to stimulate
the economy, and the sooner, the better.

The public and market participants need
to pay close attention when the next BoT
governor is chosen to make sure that the gov-
ernment of the day has little or no role in the
search process. Thailand has plenty of talents
and experts to head the central bank. They
just need to be more like Dr Puey again.

Thitinan Pongsudhirak, PhD, is professor at the
Faculty of Political Science and director of its
Institute of Security and International Studies at
Chulalongkorn University.
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PM defends call to cut interest rates

2.5% ‘may worsen’
household debt

MONGKOL BANGPRAPA
PHUSADEE ARUNMAS

Prime Minister Srettha Thavisin yes-
terday said he would continue pushing
for lower interest rates and meet with
the Bank of Thailand (BoT) governor
over the matter.

He made the remarks after the cen-
tral bank resisted calls for an emer-
gency meeting to discuss interest
rate cuts.

Mr Srettha, who is also the finance
minister, said the current rate of 2.5%,
a 10-year high, is hurting the public
and it may exacerbate the nation’s high
household debt.

“With 2.5%, there is still plenty of

room if there is any crisis,” he told
reporters.

A 25-basis point reduction should
not be a problem for the central bank
in driving its policies, he said.

In an interview with Nikkei Asia on
Wednesday, BoT governor Sethaput
Suthiwartnarueput said the central
bank is “not dogmatic” about the
current interest rate. However, he
urged a look behind recent numbers
that show weak economic growth and

negative headline inflation.

Gross domestic product grew by
only 1.9% last year, missing market
expectations, as a political impasse
delayed the 2024 government budget,
he said.

“If we lower rates, it's not going to
make Chinese tourists spend more or
cause Chinese firms to import more
petrochemicals from Thailand, or
cause the government to disperse the
budget more rapidly, and those are
the three main factors that underlie
the slow growth,” he said while deny-
ing that the Thai economy is currently
in a “crisis’.

In response, Mr Srettha said: “Peo-
ple’s hardship is an important issue.

But what the BoT governor said about
the three factors did not include peo-
ple’s problems.

“Today, people are in trouble, and
we should work together to help them,”
hesaid. “T'will continue to talk [with the
BoT governor about rate cuts].”

Political pressure on the central
bank has mounted as headline infla-
tion came in negative for four consecu-
tive months, largely due to government
energy subsidies, in tandem with weak
tourism receipts and export contrac-
tion, Mr Sethaput said, as reported by
Nikkei Asia.

But at its Feb 7 meeting, the cen-
tral bank held the policy rate at 2.5%,
rejecting Mr Srettha's calls for a cut, the

report said.

On Tuesday, Mr Srettha called on
the central bank to hold an emergency
meeting to cut rates before its next
policy review on April 10, saying the
economy was at a “critical” stage.

Mr Sethaput responded by saying
he saw no need for an emergency
meeting, reiterating that the problems
weighing on the domestic economy
won't be solved by reversing mon-
etary policy.

Piti Disyatat, a BoT assistant gover-
nor, said last week that the central bank
would be willing to lower borrowing
costs if it was convinced the weakness
in the economy was persistent and
not transitory.
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Savings bonds worth B100bn in the offing

First tranche to be
offered next month

WICHIT CHANTANUSORNSIRI

The government will sell savings bonds
worth 100 billion baht within the fiscal
year, with the first issue worth 40 bil-
lion baht to be offered next month to
help finance the budget deficit, says

Patchara Anuntasilpa, director-general
of the Public Debt Management Office
(PDMO).

Ms Patchara said the PDMO will
launch the first tranche of savings
bonds in fiscal 2024 worth 40 billion
baht via two channels, namely the
Pao Tang application and commer-
cial banks.

Interested members of the public can
download the Pao Tang app to register
and either deposit money to PDMO’s
digital wallet via mobile banking or

deposit money at any Krungthai Bank
using wallet ID.

Another option is to buy directly at
commercial banks, including Krungthai
Bank, Bangkok Bank, Kasikorn Bank
and Siam Commercial Bank.

The first lot (March 11-13) will be
opened to Thai nationals aged 15 and
older. The bonds (worth 35 billion baht)
have a maturity of five and 10years, with
a coupon of 3% per year and 3.4% per
year, respectively. Interest will be paid
every three months. With aprice of 100

News ID: C-240223001046 (23 Feb 24/04:11)
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baht per unit, the minimum purchase
amount is 1,000 baht, with no limit on
the maximum purchase amount.

The order of purchase date will
not affect bond allocation as it will be
randomly allocated. The buyer will
know the results of bond allocation on
March 14 and will receive their money
back in the event that bonds are either
not being fully allocated or partially
allocated.

The second lot(March 18-19) will be
opened to foundations, associations,

cooperatives, temples, public educa-
tional institutions, public hospitals,
condominium and housing juristic
persons and other non-profit juristic
persons. The bonds (worth 5 billion
baht) have a maturity of 10 years and a
coupon of 3% per year. Interest will be
paid semiannually. With a price of 100
baht per unit, the minimum purchase
is 1,000 baht, with no limit on the maxi-
mum purchase amount.

However, the amount sold on the
PDMO’s digital wallet and commercial
banks will be separated. Investors can
invest in both channels. Those inter-
ested can study additional details
from the prospectus or obtain further
information from the four commer-
cial banks.

Outstanding government savings
bonds, excluding this planned sale
of 40 billion baht, tallied 620 billion
baht.

The PDMO said the 5-year and
10-year maturity is appropriate as the
majority of buyers are elderly.
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