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The Policy Response to the Capital Inflows

Thailand has fiscal policy to be the main approach in managing the
inflows because (1) it affects the level of aggregate demand directly, (2) it helps
lower the pressure on domestic interest rate that may have contributed to the inflows
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and hence the case of sterilization and (3) the expenditure reducing effect of fiscal
policy is independent of the interest rate effect that induces offsetting capital inflows
as is the case of monetary policy. These feature make fiscal policy the only effective
means of containing domestic demand and inflation. Therefore, conceptually a right
amount of fiscal contraction can maintain internal balance in the short-term by
offsetting the expansion in private demand.
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Recommendations
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investment because of Thai lower" ldbor ' cost. But at present Thai labor wages is
lughcrandmthcrh:ghoompmdwnh neighboring countries. From the findings of
this study, the minimum wage is one of the factors determining foreign investment
because it was the study of the past 2 decades and it was consistant during the
study period but it may not permanently in the future. Government can not maintain
the minimum wage, therefore. other alternatives should be brought to solve this
problem. Tax incentives and privileges from Board of Investment was still to be the
good choice.
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From the empirical results of the study, it is found that domestic
political has not been the factors affecting capital inflows. However, considering the
data of portfolio investment inflows, it can be seen that in the year that Thai coup
emerged, this cause the decrease in portfolio invesment. Eventhough, it has been
said that the global situation is partially effect, it does not mean that Thai political
situation has no invliovement. Therefore,it should be further observe the relationship
of dmahupohmﬂmmtmmd:‘

determining inflows of portfolio
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