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SECTION 1

OVERVIEW

A solid financial armor could not protect Thailand against the impact of the global financial crisis

on its real economyDespite a sound banking system and low external vulnerabilities, the Thai economy
contracted 5.7 percertetween October 2008 and March 20@8 the magnitudand speed of the

contraction in foreign demantl and resulting shock to the real econoinyhas been greater than
anticipated. Thereontinues to béttle impact of the global financial crisis on Thailand's banks: liquidity

remained adequate as financialstitutions did not face solvency concerns given their adequate
capitalization and | ack of exposure to i6ntobaxi c0 as
sound financial sectolpw external roover and balaneef-payment financing requéments and, more

recently, large current account surpluskas led to capital inflows, buildip in reserves and an
appreciation of the Baht relative to other currencies in the region. However, the impact of the global crisis

on the real sector was far mosevere than expected. Export volumes contracted by 8.9 percent in the

fourth quarter of 200&c o mpar ed to the Worl d Banko6s forecast i
Exports contracted a further 16 percent in the first quarter of 2009. The aggravan o f Thail a
political crisis, which had been dampening investor and consumer confidence since 2006, compounded

the shock to the real economy. As a result, real GDP contracted in the fourth quarter of 2008 and first
quarter of 2009 after 38 quarter growth, and is expected to contract for 2009 as a whole, the first

annual contraction since the Asian financial crisis of 1997/1998.

Despite some recent signs of improvementeal GDP is projected to contract by 2.7 percent in 2009

as the global outlmk remains negativeand the shock to external demand propagates to the
domestic economyin a negative multiplier effect Fiscal stimulus and monetary expansion may
partially mitigate the impact of the slowdown, asigns of recovery iithe global economyincluding a
possible bottoming out dfade volumes, support the view thmsitive growth may return in the fourth
guarter of 2009. There are a number of downside risks, howaAltbough thepolitical unrest that
erupted in midApril seems to have hadniited impact on the economy, renewed tensions could further
worsen the outlook for the yedn addition wherease mp |l oy ment and purchasing m
for April and May seem to point to stabilization in the global economy, much uncertainty sesaint

the sustainability of the recovery, and substantial risks remaiewfnegative developmentsat could
lead toa more negative outlodkr the second half of 2009 and 2010

Thai | enmediats prospectsdepend primarily on an improvement in exernal demand. With

domestic consumption subdued because of heightened uncertainties about employment prospects and
political uncertainty, the pace of recovery of the Thai economy in 2009 will depend on-appick

external demandrecent signs have bearostly encouragingeven if risks remaielevated The pace of

export contraction to ASEAN and China has declined in the first four months of 2009 compared to the

last quarter of 200&lthoughe x port s to the AG30 (EU, t boatradk8 and J
at a faster pace (seection 2.4.1 This reflects therecovery in China, which haseen fairlyrobust.
Stabilizationin the economies of the G3, through its direct impact on Thai exports, as well as on

T h ai | East Astas tradingartnersremains essential to a recovery in Thailand. On that front, there

are mixed signs: purchasing managersd and empl oy m
and May, but at this point it is still unclear whether increases in industrial producgoduar to

restocking or a more sustainable recovery.



Fiscal policy has become expansionary and will help mitigate the impact of the crisi¥he
government has announced two sets of stimulus measures, one of 1.5 percent of GDP targeted at FY09
(announced idanuary) and a plan for FYZI® that focuses heavily on public investment and could add

as much as 2.3 percent of GDP on average per year. Public investment has been sluggish since the 1998
crisis, but is expected to increase in 2009 given the politigagiiative to respond to the slowdown in the

export sector. In the last twelve months ending in M&@09 public investment contracted by over 7
percent in real terms, largely as a result of political uncertainties, which delayed investment decisions.
There is potential for government to catalyze private investment in the protesganding public
investmentsbut this will depend on effective and timely execution of investmestsvell asn effective
framework for private participation in public projs.

Recent datasuggests a possibleottoming out of economic activity, but it isunclear whether the
pick-up can be sustainedAs shown inFigure 1, the Manufacturing Production Index (MRindthe
Business Sdamment Index (BSI), whichalso tracks manufacturing production, bottomed between
November and January, and posted at lgase months of montfon-month improvement until April.
The decline in the BSI in April may not be informative given the politicagsinthat took plageand
manufacturing production continued to improve on a seaseadjlisted (SA) basisThe private
investment index stabilized in April, although it still posted a decline for the sixth consecutive month. On
the positive side, VAT ragipts, a key indicator of private consumption, has been on an upward trend
since bottoming in February. While consumer confidence continued to decline in April, the increased
VAT receipts reflect that the fiscal stimulus disbursements of late March dgdipail have been put to
work, which would have a positive multiplieffecton the economyThe key questiomemains whether
the pickup in production reflects an adjustment to eseooting in the first quarter, but to a lower level
of production, or austained recovery towards loteym yearon-year growth.

Figure 1. Key Real Sector Indices: April 2008 April 2009

210 - T 45

190 A + 43
170 A T 41
150 A T 39
130 A T 37

110 A T 35

90 A Manufacturing Production Index, S T33
weeeceeees Private Investment Index

70 1 ——— VAT Receipts

—— Business Sentiment Index (right ax

T 31

50 29

Apr-08 Jul-08 Oct-08 Jan-09 Apr-09

SourceBoT, World Bank calculations

Mar ket indicator s confirm Thai lsiian,dwhikh wodd bet i vel y
supportive of a recovery Less than two weeks after the state of emergency was imposed, credit default
swap (CDS) spreads were still about 35 bps lower, on average, than those of other East Asian countries
since the onset of the glakfinancial crisis in mieSeptemberThe SET gaining 36 percent in 2009, close

to the regional averagend recovering some of ti&8 percentlecline posted in 2008 (a decline that was
nonetheless in line with other regional market$)e Thai Baht had degciated against the US dollar in

the first quarter of the year, but in line with other emerging market currencies has appreciated since mid



March. The Nominal Effective Exchange Rate (NEER) has been quite stable, appreciating by 0.6 percent
since Septembe 2 00 8 in contrast, the average movement
since September has been around 6 percent.

The labor market response has beeprimarily through a reduction in the quantity of labor, leading

to increases in unemploymenand reduced number of hours worked Employment has contracted in
2009as agricultural employment failed to absorb-tdfs from the manufacturing sector (as it had been
doing since May2008 and employers reduced work hours in an attempt to avoid dutagbffs,
especially foremployees with scarce skill§he unemployment rate has risen by nearly one percentage
point or 329,000 more unemployed in the first quarter of 2009 compared to the third quarter of 2008, and
the number of hours has also been cedi with an additiond39 thousand individuals working less than

20 hours per weekReal wages were up 3.6 percent in the fourth quarter of 2008 and although they
declined in the first quarter of 2009 by 6.6 percent, they come from a very high baseaffealwere up

13.1 percent in Q1 2008). There are reports of declines in wages-praolwctivity informal sector jobs,
however, as individuals seek to make up income lost to reduced hours in primary jobs.

The social impact of the global financial criss is expected to be felt primarily by the urban informal
sectorThe structure of Thailandés economy and trade
the crisis is likely to come will come from falling employment in manufacturing, tourism and
construction. These sectors are concentrated in urban areas, and most marginal jobs are informal (from
day labor, for example). The impact on the rural poor will be mainly from the decline in commaodity
prices. Falling urban employment and incomes would kie@r the ability of urban workers to send
remittances to their families in the rural areas, and indeed some may return to their rural households,
putting pressure on already limited incomes. As a result of the crisis, poverty is expected to increase in
2009 for the first time since 2002. Factors may mitigate these developments are a decline in food and fuel
prices, and public spending, including transfers to theitmome and poor households and public
investment, which may be supportive of continuedugino

Returning to a high growth rate is essential for poverty reduction as well as the sustainability of

fiscal policy. Thailand implemented important reforms following the 1998 crisis that are largely
responsible for the low levels of external vulneiiéibd and the health of the financial sector. This crisis
should be used as an opportunity to promote reforms and investments that will restore Thailand to a high
steadystate level of growth that will contribute to continued improvement in standardsirgj Bnd

poverty reduction. The planned expansion in public investments can help reduce infrastructure
bottlenecks and could be supportive of ldagn growth. Nevertheless, care must be taken that the
planned public investments complement rather thamcepimely expenditures to support a reduction in
unemployment and protect the poor during the crisis.

Positioning Thailand for the postcrisis environment will be vital to a resumption of robust long

term growth. The mstcrisis global economic envirorent is likely to be characterized by lower steady
state consumption in the G3 economies, hi gher de
China) and ASEAN, and increased capital flows to developing countries as savings in the US increase
and retuns in mature economies remalapressedit is essential for Thailand to position itself for this

new economic environment by removiognstraints ta@lomestic consumptiogrowth,as well as binding
constraints for productivity improvements that would allewports of higher valuadded products to

new markets that are abundant in iskill labor. This will require, among others, improving the quality

of education, which both addresses skills shortages for fasnwell asincome inequality Reducing
incomeinequality increases the purchasing power of the middle class, which along with stocigér

safety nets that reduce precautionary savings from individuayshelp boost domestic demand. Finally,

it is necessary to deepen reforms of the regulatoryeineork such as restrictions on the services seéctor
where productiity has lagged over the yedrso enhance competitiveness.



SECTION 2

RECENT DEVELOPMENTS AND OUTLOOK

2.1 Real GDP Growth and Macroeconomic Developments

Real GDP growth slowed to 2.6ercent in 2008 down from 4.8 percent in 200Real GDP grew a

robust 5.1 percent in the first three quarters of 2008-gegear, compared to the 4.6 percent in the same
period of 2007. Growth was driven by exports and investment, which contributetd8@bpercent of the

growth rate. Exports of goods and services expanded by 26 percent in US dollar terms and by 11 percent
in real terms in that period, while private investment picked up 4.8 percent following a contraction in the
same period a year earlieinventory buildup contributed significantly as well. Starting in October,
however, the combined impact of the global financial crisis and domestic political crisis took a toll on
growth, leading to a 9 percent contraction in exports in the fourtheyuast foreign demand contracted

by 38 percent due to a 1 percent increase in the volume of imports). As a result, GDP contracted by 4.3
percent yeaprtyear in the fourth quarter, reducing the 2008 growth rate to 2.6 percefitalsied and
Figure?2).

Table 1. Real GDP Growth, 208-2009
(Percent, yeaon-year)

Share in 2008 2009
2008 GDP Q1 Q2 Q3 Q4 Year Q1 Q2p Q3p Q4p | Year(p)
Consumption 61.0 23 1.6 1.7 3.3 2.2 -1.8 1.7 1.2 1.6 0.7
Private 52.1 27 25 2.7 2.1 2.5 -2.6 -0.5 0.0 1.0 -0.5
Public 8.9 -04 -3.7 -29 11.0 0.5 2.8 15.0 7.0 55 7.6
Gross Fixed
Capital Formation 22.1 54 19 0.6 -3.3 1.1 -15.8 -3.7 -1.4 1.6 -4.9
Public 53 19 52 55 -102 -48 -9.1 7.0 7.0 7.5 3.3
Private 16.8 65 4.3 3.5 -1.3 3.2 -17.7 -7.0 -5.0 0.0 -7.5
Total Domestic
Demand 84.5 5.9 1.2 3.6 3.4 35 -149 0.3 -0.3 -0.8 -3.9
Exports 72.5 89 119 112 -89 54 -16.4 -20.0 -16.0 0.2 -13.4
Goods 58.9 83 132 126 -8.9 6.0 -179 -220 -18.0 -0.2 -15.0
Services 13.5 111 5.6 4.9 -8.7 29 -11.0 -10.0 -6.0 2.0 -6.4
Imports 57.0 93 6.7 131 1.0 75 -31.4 -20.1 -165 -4.0 -18.0
Goods 45.8 10.0 5.2 125 0.1 6.9 -36.1 -240 -20.0 -5.0 -21.3
Services 11.2 6.9 13.7 16.2 4.6 10.0 -12.3 -3.0 -1.0 -0.5 -4.1
Net Foreign
Demand 15.5 74 336 45 -39.2 -14 302 -195 -142 220 3.5
GDP 100.0 6.0 53 3.9 -4.2 2.6 -7.1 -3.1 -2.5 1.8 -2.7

Source: NESDB and WB staff calculations
Note: p = World Bank projection
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crisis, setting the stage for asharp economic ontraction in 2009. In the December edition of the
Thailand Economic Monitor, the World Bank forecast that exports would grow by 3 percent in the fourth
guarter of 2008, with net foreign demand expanding by 1.2 percent. Instead, exports contracted by 8.9
percent in the fourth quarter and net foreign demand plunged 38.2 percent. This reflected a more general
pattern where the impact of the global financial crisis on global trade was deeper and more immediate
than most observers had predicted. As figureglaal trade and manufacturing were released, forecasts
were revised downward even in the absence of new shocks such as the bankruptcy of Lehman Brothers in

mid-September or the failure of the US congress to pass a financial rescue packageDutoimédl.

Figure3i |  ustrat es
November 2009 (after the onset of the crisis), the IMF was forecasting global trade volumes to grow by

2.1 percetin 2009; within five months, the forecast had been reduced by 13.1 percentage points.
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GDP contracted by 7.1 pecent in the first quarter driven by inventory drawdowns and a
contraction in domestic demand Exports of goods were down by nearly 18 percent-gegrear in the

in real terms compared with a 9 percent decline in the previous quarter. Net foreign derdand ma
positive contribution to GDP, however, as imports contracted 36 percent in the same period. The
contraction in imports is linked to a massive reduction in inventories, confirming anecdotal evidence that
inventories are largely composed of importeduispused in productigmmainly of exports. Accordingly,

if the contribution of inventories is included in net foreign demand rather than investment, the net
contribution of 0Ae-25%perantawhilefdamestiodersadd (exdudihgdnvésder
contributed-4.5 percent to growth as fixed investment slumped by nearly 16 percent and private
consumption contracted 2.6 percent. In comparison, in the fourth quarter the comparable contributions to
growth were-5.3 and +1.2 percentage points. Téuggests the contraction in net foreign demand is now
contributing negatively to growth through negative multiplier effects on investment and consumption
rather than directly.

GDP is expected to contract by 2.7 percent in 2009 as Thailand remains depentden the fate of

the global economy(Table 1). Between 2006 and the third quarter of 2008, net foreign demand
contributed on average 64 percent of Thail andds
contributian in the period between 2000 and 2005 (Figure 1). Given ongoing paliticeltaintiesand
continued weakness in the global economy, the outlook for private investment remains negative, with
recovery primarily dependent on a pigg in global demand, wHicis not expected until 2010. The
volume of exports of goods is expected to contract, as are service receipts, more than half of which come
from tourism. Import volumes are likely to contract by more than exports due to businesses running down
inventoriesand a contraction in overall investment and consumption of imports. Net foreign demand will
therefore contribute positively to growth, although only marginally since in real terms exports represent a
much larger share of GDP than imports (73 vs. 57 peroesyiectively). Private consumption is expected

to be generally flat as low consumer confidence and worsening labor market prospects are partially
mitigated by expansionary fiscal policy, whereas private investment will continue to grow less (contract
more) than overall GDP.

Economic activity in Thailand and its trading partners seensto havereached a bottom earlier this

year, but doubts remain regarding the sustainability of the recovery Industrial production in
Thailand and abroad has increased sfrm® their trough between December and February. In Thailand,

on a seasonalgdjusted basighe MPI is upl2 percent from its low in Januaand capacity utilization is

up from February lows, which registered the lowest levels of capacity utilizatioca #ie 1997/1998
financial crisis Figurel andFigure6). A similar pattern is observed in most East Asian counffiggire

4.l n mature mar ket s, purchasing managersod indices,
on an improving trend during the same time period, and employment indicators have shown the first signs
of stabilization.However, two possible hypothesean explain this improvement in economic activity

i ndi cator s. On the one hand, the i mprovement i n
recovery, which has been sparked by coordinated high levels of fiscal and monetary stimulus and
suppored by improved liquidity in the financial systems of mature economies. On the other hand, higher
production between February and April 2009 may be explained bypfémestocking in response to
overshooting in inventory contractions in the first quartdrer&fore, while the outlook appears to be
moderately favorable for a recovery in the second half 2009 (withoyegear positive growth in the

fourth quarter), the elevated uncertainties suggest risks are currently on the down side.



Figure 4. Industrial Production Indices
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Lower energy prices and the slowdown in economic activithave resulted in negative headline

inflation readings since January After reaching 9.3 percent ifuly 2008, headline inflation was only

0.4 percent in December and averaged 5.5 percent in 2008 compared to 2.3 percent in 2007. Core
inflation averaged 2.3 percentin200& i t hi n t he Bank of TiB&peacanhihdés ( BC
the first fivemonths of 2009 prices declined 1.1 percent from the same period in 2008, mostly driven by
energy prices, which are down by about 25 percent ggare 5), as well as energselated prices
(transportation, vehicleperation and utilities). With the increased excess capacity in the economy and a
stable new level in global oil and food prices this year, headline inflation in 2009 is expected to be flat,

while core inflation should stay under 1 percent.

Figure 5. CPI Inflation

percent

P
R
S 7
T T

Headline

*Core

—%— Food (right axis)

-4 - —9— Fuel (right axis) + -35
Juk07 Oct07 Jarr08 Apr-08 Jut08 Oct08 Jan09 Apr-09

Source: Ministry of Commerce

Low capacity utilization, limited prospects for exportrelated investments and heightened political
uncertainty are expected to lead to a substantial contraction iprivate investment 2009. Private
investment has been subdued in the past three years due to increased political risks:2002006
investment grew an average of 2.7 percent annually, compared to GDP gréu&mefcent in the same
periodand growth of 14.8 percent dugithe period 2002005. This earlier retrenchment of investment
has dampened somewhat the impact of the financial crisis, most notably omif®lnew FDI is
expectedand n the first quarter of 2009 FDI net inflows contracted by 22 pergesron-yea. On the



other handthere has been no rush exit from foreign investors, and the reduction in inflows is not
expected to turn to investment outflaviivate investment is expected to contract by 7.5 percent in 2009
as capacity utilization remairmselon 60 percent for March anBlpril; levels that were not seen since the
1997/1998 financial crisis (sdeigure 6). Growth could resume in the fourth quarter on the back of
increased public investment, a better oukldor the global economy, and the low base, but the recent
intensification of the political crisis could lead to a furtheprieing of risks.

Figure 6. Capacity Utilization, Seasonally Adjusted
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The Thai financial sector remains sound, but asset quality needs to be monitored in case of a
protracted recession The average capital adequacy ratioodaround 14 percent at ef2®08, compared

to the BIS requirement of 8.Prditability indicators in the banking sector improved2008 and asset

growth has been significant, averaging about 5 percent per year. On the back of this growth, asset quality
has generally improved among commercial banks, witiNitts declining to abhat 2.9 percent of total

assets at en?l008.Neverthelessthis trendhas already startad reverse in 2009, antet NPLs were up

to 3.1 percent in Marchrhai kanks appear to have enough room, at least in the-tanorf to cope with

higher NPLs but assequality could become a greater concern if recovery is delatetthe individual

bank level, isolated capital inadequacies have been observed, but regulators have been proactive in
addressing these.

Despite adequate liquidity in the financial sector, credit growth has slowed, affecting primarily

small and medium enterprises (SMEs) and supjdr credits. Credit growth has been declining on a
monthto-month basisince NovemberSince large corporations have switched partially from foreign to
domestic finacing, this decline probably underestimates the overall contraction of credit to businesses,
especially to marginal borrowers such as SMEs. The government has reacted by increasing the capital of
the stateowned SME Bank, and instructed another state &ighinstitution (SFI) to provide guarantees

to SMEs. Credit growth to individuals is likely to continue to decelerate, and growth was down to 8
percent in March from 12 percent in Septemi@redit expanded by 9 percent in 2008, initially due to
higher denand for working capital facilities, then as a consequence of large domestic firms switching
from foreign to domestic borrowing. Credit growth slowed down in 2009, and the ratio of loan to deposit
plus bills of exchange decreased to 84 percent in Apghesting room for future loan growth.

Household consumption grew modestly in 2008 supported by rising farm incomesut is likely to be

flat in 2009. Household consumption, which accounts for 52 percent of GDP, grew by 2.5 percent in
2008, a modest impvement over the 1.6 percent rate registered in 2007 and still well below average
growth of 5.2 percent between 2002 and 2006. Crop production and volumes expanded substantially in
2008, leading to a 35 percent growth in farm incomes and supporting aaseaneconsumption among



the rural populatiorf70 percent of the populatinnConsumption is expected to be generally flat in 2009

as greater uncertainty about employment and income prospects may be offset by public transfers and a
more positive outlook ithe second half of the year. The slowdown in the export sector has already led to
increased unemployment, with the manufacturing sector shedding over 360,000 jobs in the first quarter of
2009 compared to the fourth quarter of 2008. Farm income growthedsteel to near zero in the first
quarter of 2009 and is expected to fall during the year as agricultural prices decline from their high levels
in 2008. However, incomes will likely remain higher than their-p@ 08 | evel s. The go
stimulus packag provided substantial transfers to households in the bottom four quintiles, which may
help offset the decline in consumer confidence, especially in the second quarter of 2009, when most of the
package is expected to be disbursed. Nevertheless, this nillppevent a contraction, and private
consumption is expected to be overall flat in 2009.

Global trade is expected to contractround 10 percent in 2009dragging downT hai | andds cr uc
export sector. The World Bank forecasts that global trade volumdkdecline bynearly 10percent in

2009, while the latest IMF forecasts anticipate an 11 percent drop. Thailand has diversified its export
destinations so that traditional export markets (US, Europe, and Japan) now account for a little-over one
third of Thai exports, while emerging markets (primarily China and ASEAN) account for another one
third. However, the contraction in global trade has been synchronizedshimmuents to all major
destinations decreased sharpMor eover , T h @i theapadt@enty yaarsaway from
commodities and into higher vakaelded exports such as high technology products also increased its
vulnerability to a contraction of export demand, since the elasticity of demand of these products is higher
than that of commoditiegshe volume of high technology exports contracted by 31 percent in the first
quarter, whereas agricultural exports contracted by 21 percent. Exports of services, of which more than
half are tourist receipts will be heavily impacted by the slowdown innitranies of developed countries
(which represent around 40 percent of tourists in Thailand each year)

Exports of goods and services started contracting in November, and are expected to be sharply
down in 2009.Since November 2008, goods exports have rdtlg 21 percent on average per month.
The current shipment level is at only 67 percent of the peak in July Z8&&I receipts plunged 25
percent on average per quarter since the third quarter of lastaymhbom occupancy rate is at the
lowest levelsince mid2003. Unlike goods exportsyerseas visitors to Thailand have shirked more
significantly than thee to other Asian countries, partly attributablentweased political instabilityl here

is some early signs that exports may have bottomed dht (seasonallyadjusted)exports upd percent
month-on-monthin April; however, as noted earliér the context of industrial productianis not clear
whether the recoverseen in March and Apris sustainabld-ollowing a contraction of nearly 18 pert

in the first quarter, the volume of exports of goods is expected to contract by 15.0 percent in 2009,
compared to a 6.0 percent expansion in 2008. Exports of services are projected to contract by 6.4 percent
this year, less than the contraction in kst quarter of 2008, which was affected by the airport closure
(seeTablel).

Imports are expected to contract by more than exports in 2009 as businesses run down inventories
and demand for imported consumer and capal goods lagsFollowing strong growth in 2008 due to

high commodity and energy prices amanodespick-up in investment, imports shrunk by 38 percent in
nominal terms (36 percent in real terms) in the first quarter of 2009. The decline in import velasnes
driven primarily by businesses running down inventories and a contraction in overall investment and
consumption. Inventories are comprised primarily of raw materials, the category of imports that suffered
the largest contraction in the first quartér2009 (seeTable 2). In line with the declines in energy and
commodity prices, the value of imported raw materials and fuel and lubricant fell by close to 50 percent,
though all categories posted contractions athbvalue and volumes in the dowldigits (seeFigure 7).

Given that inventories were reduced by more than the entire-iguiid 2009, the imports are likely to
decline less sharply in the remainder of the yEar.2009 as a whole, imports of goods are expected to



contract by about 20 percent. Imports could pick up towards the end of the year, however, if public
investment, especially in transport infrastructure, accelerates.

Table 2. Import Value and Volume Growth Figure 7. Monthly import growth by product groups
(% Year-on-Year)
(Percent)
Q1
2006 2007 2008 2009 1001 e ConsumerGoods
Consumer goods 80 1 seseoceccceccz C g pital GO 0 ds
Value 153 13.8 251 -16.0 601 %~ RawMaterials
Volume 152 9.6 21.1 -151 40 1 Fuel&Lubricant
. Total
Raw materials 20 1
Value 57 150 219 -44.1 0 s
Volume 1.7 8.7 105 -45.2 -20 A
Capital goods -40 A
Value 80 36 195 -23.2 60
Volume 58 14 146 -21.9 SIS PSP PO PP
Fuel and lubricant @,ﬁ NI v@ s & éoN 0@0 & & @'Z} VQ\’
Value 20.3 2.7 442 -50.2
Volume -24 -48 10.7 -291 Source: Bank of Thailand
Total
Value 7.9 9.1 264 -38.3
Volume 1.3 35 121 -35.0

Source: Bank of Thailand

Since imports are expected to contract more than exports in nominal terms, the current account is
expected to turn to a sizeable surpis in 2009.The current account registered a small deficit of 0.1
percent of GDP in 2008, mostly due to the increase in the value of fuel and commodity imports as well as
reduced exports and service receipts in the second half of the year. Given th&d anploexports are
similar in nominal terms, despite a substantial contraction in exports, a greater reduction in imports is
likely to lead to a sizeable current account surplus of 4% of GDP in 2009. Just in the first quarter, the
current accounposteda surplusequivalent t®5 percent of the quarterly G¥Pable4).
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Table 3. Net Capital Flows

(Million US$)
2008 | 2009
208701 @2 @ 4 Q1

1. Monetary authorities 61 641 -375 -56 -149 -148
2. Governmat -502 441 -284 -504 -156 -163
3. State Enterprises -1,252 3 -603  -338 -313 -570
4. Bank 8,052 6,123 -603 2,065 467  -2,250
5. NonBank Private 6,429 5956 -1,264 -54 1,790 179
FDI 9,811 2,760 2,303 2,525 2,224 2,157
- Equity investment 9,759 2,363 2,417 2,407 2,571 2,182
- Direct loans 53 397 -114 118 -348 -24
Portfolio -2,188 3,454 -3,714 -2,505 576 -60
- Foreign -875 814 -652 -512 -525 -448
- Equity securities -1,004 263 -416  -503 -348 -280
- Debt securities 129 551 -236 -9 -177 -168
- Thai -1,313 2,640 -3,062 -1,993 1,101 388
Loans (foreign) 287 -1,246 412 388 734 -85

Trade Credits 714 1,555 421 51 -1,313 e
Others -2,195  -566 -686  -513 -431  -1,834
Total capital flows 12,788 13,165 -3,129 1,113 1,639 -2,953

Source: Bank of Thailand

Given the current account surplus and the health of Thai banks, capital flows should remain strong

and reserves are likely to continue to build in the Bank of Thailand.The financial account posted

large inflows in 2008, mostly from banks, which brought US$8 billion, although FDI was also significant
at US$8 billion (sedable3). Capital controls were lifted in February, leading to large capital inflows in

the first quarter; those inflows were quickly reversed (and more) in the second and third quarters as the
political crisis built up, but in the fourth quarter, Thais who hadrndkeds out of the country in the
previous two years repatriated some assets (including through portfolio investments) since Thailand
became a relatively safer choice to other overseas markets that were hit harder by the crisis. The financial
account is epected to register modest net outflows in 2009 as portfolio investments show outflows, while
FDI net inflows will continue to be positive, but at a lower level compared to the past few years. Partly
due to unusually large errors and omissions at nearbr&ept of GDP, the overall balance of payments
(BOP) was in surplus of over 9 percent of GDP in 2008. The BOP is expected to post a smaller surplus in
2009 (seeTable 4). International reserves have continued to grawees September, reaching US$111
billion as of eneDecember and US$121 billion as of eddy. Current reserve levels represent over 8
months of imports or 4.7 times shiéerm external debt. High levels of reserves and capital inflows may
suggest a tendendygr the Baht to appreciate, but such tendency is likely to be mitigatéarther rate

cuts and other interventions from the BoT amid a concern about the competitiveness of Thai exports in a
difficult international environment. These opposing forces lshtead to a stable Baht, trading between

34 and 36 to the dollar.
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Table 4. Balance of Payments

(Million US$)

2006 2007 2008 2009p

Exports of Goods 127,941 150,048 175,297 146,017
(% change) 17.0 17.3 16.8  -16.7
Imports ofGoods 126,947 138,477 175,060 137,515
(% change) 7.9 9.1 26.4  -21.4
Trade Account 994 11,571 237 8,502
as % GDP 0.48 4.70 0.09 3.46
t’:';t]ssfeerr"sices income & 1321 2477  -416 1,375
Current Account 2,315 14,048 -179 9,877
as % ™P 1.12 5.71 -0.07 4.01

Capital and financial
account including net errors 10,426 3,053 24,872 -4,921
and omissions

Balance of payments 12,741 17,101 24,692 4,955

Foreign Reserves (yeand) 66,985 87,455 111,008 115,963

Source: BOT and WB projectiong = projections

Monetary policy has been easing since December, but its impact has been limited given the
demandside nature of the economic slowdownith inflation less of a concern since the onset of the
global financial crisis, th@ank of Thailand as lowered its key policy rate by 250 basis points since
Decemberfrom 3.75 percent to 1.25 percefibe impact of the rate cuts are starting to be seen in lending
rates, although the minimum lending rates charged by banks has declined by less thathdailblicy

rate cuts. Moreover, credit growth remains subdued. Although the BoT has ruled out the use of
guantitative easing at this time, the BoT has been considering a narrower inflation target between 0.5 and
3.0 percent (from the previous 0 to 3.5rgaemt), which could allow more aggressive action should
deflation risks increase. Given that core inflation is forecast to be close to 0.5 percent (and was negative
for May i see Figure 5), this change could havenportant practical implications if the economy
deteriorates more than expected in the second half of 2009.

The government has started to implement a substantial fiscal stimulus in response to tgkbal

financial crisis. With a view of partially reversiop the negative multiplier effects of a contraction in
external demand, fiscal policy has been expansionary. A supplementary budget of Bt116.7 billion, of
which Bt97.6 billion (US$2.8 billion or 1.1 percent of 2009 GDP) will be used to finance stimulus
measires, was approved by Parliament in February along with tax reductions costing around 0.45 percent
of GDP. The emphasis of this first round of stimulus was on consumption measures for quick
implementation. The first round of stimulus is expected to bg fmplemented by the end of the year,
boosting public consumption, which is expected to grow 7.6 percent in 2009 followingemeagrowth

in 2008.

Public investment contracted sharply in the past four quarters, but is expected to increase in 2009
givent he role of i nvest ments in the governmentds
imperative to respond to the slowdown in the export sectofThe share of public investment in real
GDP averaged only 5.7 percent from 22308 compared more than 10 gamnt before the 1998 crisis. In
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2008, public investment contracted by nearly 5 percent as a result of political uncertainties, which delayed
investment decisions. Public investment continued to contract in the first quarter of 2009, largely due to
stateowned enterprises reducing investments in light of deteriorating economic conditions. In April 2009,
the Cabinet approved a second round of stimulus in an amount of Bt1.57 trillion over the next three years
(20102012), for an average of 5.8 percent of GDRuwally, of which an average of 2 percent of GDP is
estimated to be additional to the previous public investment program. Most of the second round of
stimulus would be devoted to infrastructure projects, especially in the transportation and water sectors.
While the headline figure includes items already planned under the current public investment program
and investments by state owned enterprises, it is estimated that about Bt 700 billion represent additional
investments. Although the second round of stimuk expected to boost investment starting in 2010,
given the low base public investment is projected to grow at 3.3 percent in 2009 as the implementation of
large infrastructure projects step up.

Prudent fiscal policies in the past have provided the $cal space to implement the stimulus without
jeopardizing fiscal sustainability i provided that growth returns. In 2009, the budget deficit will be

about 6 percent of GDP after taking into account the fiscal stimulus and the steep shortfall in revenues.
While this is much highethanrecent levels, a debt sustainability analysis suggests that Government can
afford the announced stimulus package, provided that deficits are not sustained at this level and growth
resumes its longerm potential. Box 1) The Thai government has continuously pursued a conservative
fiscal stance of low budget deficits or even a surplus. Since 2002, budget deficits were no more than 2
percent of GDP and the primary balance was in surplus in two of the past three years. Astlaer@$alt,
government 6s fiscal rati os have been within the
established since the 1998 Asian financial crisis, creating the room for needed borrowing in a time of
crisis.

Returning to a high steadystate growth rate as the global economy recovers will require structural

reforms to enhance longterm competitiveness.In this respect, it is essential to use the crisis as
opportunity to promote reforms and investments that will ensure that Thailand return to lavieigof

growth in the longun. The planned expansion in public investments announced as the second round of
fiscal stimulus can helpful in reducing infrastructure bottlenecks that have been identified as a bottleneck

to private investment and growth.th@r binding constraints to loftgrm growth should also be
addressed, notably in education and the services sectors, which are areas where structural reforms may
yield | arge dividends given Thailandds skill shor

Box 1. Can Thailand Afford Fiscal Stimulus?

In January and April 2009, the Government announced a stimulus package totaling Bt1.88 trillion for
20092012.The component planned for disbursement in 2009, which amounts to Btl4%6 {il6 percent
of GDP) is well defined and under implementation. For 2002, the announcement provided the brg
outline of a packages and areas expected to be supported, with details of specific projects to be at
later. The headline figure oftB73 trillion (average of 5.8 percent of GDP per year) includes the alr
planned public investment program, and spending by state owned enterprises and government agenc
the budget for public investment for 2010 has not been announced yatiffidult to identify the actual
additional spending. Our estimatesTiable5 below are that the additional spending by the central governr
and state owned enterprises for 2@D12 is between 1-2.3 percent of GDP per year

Financing the stimulus will require borrowing in addition to that currently allowed under the public
debt management law. The public debt management law limits domestic borrowing in any fiscal year {
percent of approved expenditures plus 80 pero€ principal repayments. For 2009, this is expected to li
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domestic borrowing to 415 billion baht compared to gross financing needs of over 600 billion baht (eqy
to 68 percent of GDP; se€ableb5). The financing plarcalls for 530 billion baht in domestic financing, wit
the remainder coming from official creditors (ADB, JICA and World Bank). Domestic interest rates
remained low, and financing needs in the domestic markets should be met on attractive termsdAs o
the yield ons-year Government debt w&s3 percent.

Table5. Central Governmento6s iROlhancing P
(Billion Baht)

Fiscal Framework 2009 2010 2011 2012
Revenues 15.5 15.5 16.5 17.2
Expenditures 21.4 21.0 20.8 21.4

of which additional stimulus package 1.6 2.1 1.7 2.3
Budget Deficit 5.9 5.5 4.3 4.2
Gross Financing Needs 6.8 6.0 5.8 8.2

New debt (billion Baht)

New Domestic Debt CG & SOE 529.6 478.6 497.2 750.4
of which stimulus package 64.2 89.7 113.1
New External Debt CG 72.0 72.0 72.0 117.0
of which stimulus package 72.0 72.0 72.0 117.0
New External Debt SOE 78.7 94.4 99.8
of which stimulus package 67.5 59.7 37.0
Total Borrowing for stimulus package 203.7 221.4 267.1

Source: FPO, PDMO, BQWorld Bank projections

A debt sustainability analysis (DSA) sggests that the government has the fiscal space to implement t
stimulus. In 2009, the budget deficit will be around 6 percent of GDP after taking into account the
stimulus and the steep shortfall in revenues. While this is much higgn@recentlevels, the analysis sugges
that Government can afford the announced stimulus package without jeopardizing debt sustainability,
that deficits are not sustained at this level #rad GDP growth returns to its steashate average of 5 perce
per year The Thai government has continuously pursued a conservative fiscal stance of low budget d
even a surplus. Since 2002, budget deficits were no more than 2 percent of GDP and the primary balar
surplus in two of the pastthreeyears As a result, the Thai gover nm
sustainability guidelines which have been established since the 1998 Asian financial crisis.

Public debt stocks have been declining and the debt composition has been manageanioimize the
impact of external shocks.Public debt, including neguaranteed debt of stabevned enterprises, has be
falling as a share of GDP from a peak of 58 percent in 2000 to 38 percent2ihdhe composition of th
debt stock has also shift. Foreigrcurrency debt, which accounted for about 39 percent of public debt in
has been reduced to about 12 percent of the portfolio. From that amount, about half has been swappe
baht, so that risks from exchange rate fluctuations anénal. There has also been a move towards iss
fixed-rate government bonds, afeks than 19ercent of the debt carries a variable interest rate, ther
minimizing risks from interest rate volatility.

Under a baseline scenario that assumes arespt i on of potenti al growtAh
to-GDP ratio declines gradually by the end of the projection periodAfter an initial spike due to th
substantial financing needs that arise from the fiscal stimiigu(e 8), debt ratios resume their downwg
trend. The debto-GDP ratio is expected to be approximaté®/percent of GDP by 2018 following a peak
55.8 percent in 203. The slow decline under the baseline arises from conservative assumptions o
bdances, which remain lower than their pogsis average throughout the projection period. The DSA
allows for a countefactual analysis of the impact of the global financial crisis (and reaiiégk of our
baseline): it is estimated that the finmcrisis adds as much ag fiercentage points to the debtGDP ratio
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by 2012 Figure9).

Public debt sustainability is generally resilient to worstthan-expected outcomes in 2002010, but
contingent liabilities must be closl monitored. The DSA considered the effect on debt sustainability of

real GDP contraction of 4.9 percent in both 2009 zerd growth i2010; (ii) a 30 percent nominal depreciati
of the Thai baht; and (iii) the realization of contingent lialeititadding up to 10 percent of GDIRigure 9),

resulting in an increase of funding costs. The contingent liability and higher financing costs shock is t
severe, leading the deta-GDP ratio to peak &7 percent. This shocls especially relevant in the context
the current financial crisis in Thailand as the government faces possible contingent liabilities from the
financial institutions, Thai Airways (which has been hit hard by the airport cl@wdethe finanal crisis
overal,Land requested sizeabl e guar ant e e scrof sugponschetmes
However, under all shocks, the path of debt indicators is eventually declining, suggesting an overall su
dynamic of public debt.

Figure 8. Figure 9.
Public Debt: Baseline and Alternative Scenarios Public Debt: Baseline and Stress Tests
(percent of GDP) (percent of GDP)
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SourceWorld Bank based on PDMO data SourceWorld Bank lased on PDMO data
However, the greatest risks to debt sustainability come from protracted growth slowdown and lack (
fiscal consolidation following the resumption of growth Figure 8). Should the government be unable
promotefiscal consolidation following the crisis and deficits remain close to their 2009 levels, thie-@xDP
ratio remains on a rising trend and would remain above 50 percent and on an increasing trend in the ol
This highlights the important of etsng that deficits are reduced once growth resumes. Moreover, the s
where a protracted crisis is followed by low growth also keeps debt rigiiog and above the indicative fisc
sustainability threshold This emphasizes the importance of takiadvantage of the crisis to enhar
competitiveness and ensure letegm growth. The role of growth in reducing debt levels can be seen wh
scenario Apermanently | ower GDP growtho is <co
same Bortterm assumptions 6R.7 percent growth in2009 and 2010 and zero growth in-2018, but in the
latter GDP growth convergesto asteady at e of 5 percent whereas th
to growth of2.0 percent.
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2.2 Poverty

The social impact of the global financial crisis in Thailand is likely to be substantial and poverty

will increase in 2009.A preliminary estimate suggests that thé percent GDP contraction forecast for

2009 will result in between 200 and 700 thousaunimherable individuals falling into poverty in the next

year, leading the poverty rate to increase for the first time since 2000. The crisis is expected to impact
poverty in two main ways: (i) a contraction in formal urban employment and shift towardsiahfand

rural employment, which will add pressure on earnings of vulnerable individuals in the rural and informal
sectors; and (ii) a decline in agricultural prices, which will reduce income in rural areas, where most of
the poor are concentrated. Factibrat may mitigate these developments include (i) decline in the prices

of food, which comprise over 50 percent of expenditures ofihmeme individuals, and (ii) government
interventions, including transfers to the poor under the fiscal stimulus packdgexiating (if limited)

social safety nets, as well as public investment, some of which reaches the poor, and which may be
supportive of continued growth.

The global financial crisis will affect the poor and vulnerable in Thailandprimarily through the

spillover from the reduction in formal economic activity in urban areas.As a consequence of the
contraction in private investmenhe construction business, which employs a large number eskoled

and hourly workers, has been hit haltbvelopers haw delayed projects, resultingn a yearorn-year
contraction of over 10 perceint constructiorin the past two quarterSimilarly, tourist receipts will also

grow at a slow pace next year, affecting the lahtensive retail, restaurant, and hotel busges. The

sharp contraction in the export sector affects not only manufacturing workers, bdagledorers who

work in the ports. While workers in these hdritl sectors are not necessarily poor, many are vulnerable
average real wage growth in constian, manufacturing, retail and hospitality has been sluggish over the
past four years, suggesting workers in those sectors have limited buffers against the economic downturn
(seeFigure10). The return of these dismed urban workers to the informal or rural economies will put
pressure on the earnings of other vulnerable groups. In addition, many of these affected workers had been
supporting households in rural areas through remittances, which are likely to bedré&shedox 2)
Declining food prices will cushion the impact of the loss of earnings on the poor, although prices faced by
low income consumers, as measured by the low income price index, are still increasing (albeit at a slower
pace) in 20099eeFigurell).

Figure 10. Growth in real wages in the Figure 11. Rural and Low Income
non-agricultural sector Price Indices
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The negative impact of the global crisison employment and earnings started to be felt in the fourth

quarter of 2008 and continued in the first quarter of 2009.The number of unemployed individuals

went up by about 280 thousand between September and Marchndring unemployment rate to 1.9
percent from 1.1 percent in the same period. An additional 180 thousand workers reported becoming
Afundepl oyedo (working fewer than 30 hours per
employment declined by an estimat€.6 percent in the fourth quarter. Real average wages (both
agricultural and nosgricultural) were still up slightly on a yean-year basis in December based on
gains in the first three quartetst real wages declined by 6.6 percent in the firsttquarf 2009 As a
consequence of declines in formal employment, agricultural employment increased by 11 percent in
December from November, compared to-gear average increase of 6 percent (likely due to seasonal
reasons). Manufacturing employment hasnbeentracting since May, with the agricultural and services
sector absorbing most of the displaced workers. Since January, agriculture has not picked up the slack,
leading to a spike in unemployment.

The decline in agricultural prices, increased labor suply in agriculture and reduced domestic and
external remittancesrepresentanother key channel through which the crisis isffecting vulnerable
populations. Out of 5.4 million poor in Thailand at ef&D07, 88 percent liwkin rural areas. Eleven
percent ofthe rural population is poor as compared to 3.3 percent in the urban Enessfore, the
impacts of the crisis on rural areas have important consequences for pokierfyrices of key crops are
expected to fall from their 2008 record high levels byuatb2530 percent, while their production is
estimated to grow modestly. While many vulnerable groups were hurt by high food and fuel prices, on
average, households in the lowest deciles produce a surplus of rice and thmreédited from higher
prices.Moreover, the decline in input prices (oil, fertilizer) produces only modest benefits, since they
represent only about 20 percent of production costs of major agricultural products. The current decline in
commodity prices will therefore likely reduce faintomes from their high levels this year by more than

the decline in inflation. As a result, farm incomes, which had risen by 33 percent in 2008, have been flat
in the first quarter of 200@&seeFigure 12). Wages intte agricultural sector rose by 23 percent in 2008
(seeFigure13), morethan offsetting higher prices in rural areas, where inflation was nearly 10 percent on
average (se€igure11) in the same period. The sharp fall in rural prices in 2009 may provide some
cushion to the rural poor as farm incomes and agricultural wages decliftégisexl 1).

Figure 12. Growth in crop production and price and Figure 13.Growth in real wages in the agricultural
farm incomes sector
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A preliminary assessment done by the World Bank of the impacts of the crisis on widrable groups

shows a paradox of reduced work hours but more hours workedséeBox 2). Workers have reported

a reduction in the number of hours available for work in their primary employment, which is often related
to a formal sector activity even if thveork is informal. To compensate for the loss of income, workers
have shifted to less productive activities, invariably in the informal sector, that require a greater number
of hours worked to make up the lost income from the primary form of employmentpOmenent
example is the increased number of individuals working on salvaging garbage, which contributed to a
reduction in the price paid for recyclable materials. The rapid assessment study also shows that
remittances are being reduced, straining alreattyerable households.

Despite the lack of formal social safety nets, the institutional framework for reaching the poor has

i mproved since the Asian financi al crisis, and th
targeted, is likely to reach nany vulnerable individuals. A number of institutions were put in place

over the course of the last decade that will allow government programs to reach those in need. The most
important of these are the Universal Coverage Scheme for health insurance Suodfithency Funds

(formerly known as the -$1-L community development program). As unemployment rises, and workers

face the prospect of falling out of the formal social security system, the UC scheme is an important buffer.
Secondly, the Sufficiency Fundsake it possible to disburse funds at the village level for community
infrastructure, and this scheme has now reached all villages. While both programs, particularly the
Sufficiency Funds face serious implementation challenges, they do provide a vehielgcfing a large
portion of the popul ation. Il ndeed, the Sufficien
stimulus program to direct transfers at rural areas. A keyppoo measure in the fiscal stimulus is the

cash transfer to the elderly. @telderly are overepresented among the poor and the measure targets
specifically those that do not currently receive another form of pension. Othpog@raneasures include

the subsidies for water and transportation and small vilage infrastructue construction projects

Table 6 shows that the fiscal stimulus package had a smatbpoo bias: nearly 10 percent of the
beneficiaries of the package are poor, compared to 8.5 percent of poor in the population.

Although the cn s umpti on measures of the govermpooe@t ods fi
modestly), the focus on quick execution biased the package against the vulnerable in the urban
informal sector. For timeliness of implementation, the Government chose to ugingxisechanisms$

such as the social security systénfor reaching the beneficiaries of the consumption measures of the
stimulus package. This resulted in benefits falling disproportionally on the urban formal sectablés

6 shows, approximately 23 percent of the package went to this sector, which accounts for about 11
percent of the population. Meanwhile, the urban informal sector was the mostremasented, with 19
percent of the population receiving only 13 percenthefpgackage. Although specific measures targeted

at populations living in rural areas ensured that a large portion (about 64 percent) of the package reached
this sector, it was also somewhat undepresented. This is largely because the Bt2,000 bahtreasier

and subsidies to urban transportation, water and electricity, which comprise about a third of the
consumption measures, are expected to reach only a small proportion of those in rural areas.
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Table 6. Beneficiaries of Cabl Transfer Measures under Fiscal Stimulus in 2009

Group Group
Urban Total
Non-Poor | Poor | Rural Formal | Informal

Amount from cash transfer measures

going to group (US$ million) 2,527 261 1,781 638 368 | 2,787
Proportion of package going to group (9 90.6 9.4 63.9 22.9 13.2| 100.0
Proportion of group in population (%) 91.5 8.5 70.0 11.2 18.8| 100.0

Source: World Bank staff estimates based on the 2007 -&eaonomic Surveyand 2007 Infomal Labor Survey

Additional measures should be considered to support vulnerable individuals in the urban informal

sector. Individuals in the urban informal sector are not only vulnerable themselves, but they often serve
as sources of income to vulnerahteuseholds in rural areas; or conversely a decline in their income may
increase strains in vulnerable households through greater dependency on family as a social safety net. The
Government may take this opportunity to accelerate the implementation dh cevtdal safety net

policies, such as increasing the length of eligibility for unemployment insurance benefits, targeted
transfers to the poorest districts in the poorest regions, and incorporating public works programs into its
second round of stimulusshich is focused on public investments in infrastructure. The incidence of this
additional stimulus will depend on the ability of projects to create demand for such labor that is displaced
from the informal sector.

Box 2. Findings on the poverty and social impacts of the economic downturn in Thailanfiom a
Rapid Assessment

A rapid assessment of the impacts of the economic crisis was conducted in three major provinces
Thailand (Bangkok, Samutsakorn and Nakornrachsrima) betweerrebruary and March, 2009.The

assessment included focus group discussions with workers in the informal sector workers in Bal
workers in enterprises dependent on export markets and rural households reliant on remittancg
domestic and internationahigrants A series of kdepth interviews were also conducted with th
business, employers and, where available, commbaibgd organizations.

Some industrial sectors were more resilient to the impact of the crisis than othergterviews

suggested thatlosures and associated Jaffs of staff were more usual in the automobile and IT sect
than other sectors. Garment and tourism sectors had also experienced a decline in demand, but er
were more frequently reducing hours of staff rather thgimg off large numbers of staff. Representativg
of the garment industry explained that competition had stiffened over many years and that the
problems were not entirely new. Several enterprises mentioned their intention to switch produci
alternative products, but that access to credit was constraining their ability to do so. Certain agri
sectors (for example, tapioca) seemed to be robust, however, boosted by buoyant demand from Ch

Workers in both the formal and informal sectors wee experiencing a reduction in working hours
for their main job, though long hours were worked overall.In the formal sector, workers commonly
described a cessation of overtime, compulsory days off and an erosion of benefits. Worker respqg
this weremixed; some had left their jobs voluntarily as the consequent loss of earnings meant thg
could no longer cover subsistence costs plus travel costs. Others were remaining in their jobs, bu
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on supplementary work, typically in the informal sectim augment earnings. In the informal secto
workers were similarly compensating for reduced hours in their main work with lessemelherated

wor k. For exampl e, port workers wunable to fi
for recycling to supplement earnings. An increase in garbage collection activities meant the price p
plastic bottle was reducing. Men, in particular, were travelling further afield to seek supplemg
construction work. Workers were typically workinghlger hours to maintain satisfactory incomes at
some noted the impact on child care.

Workers in the informal sector appeared particularly vulnerable and indicated high levels of

income insecurity and no access to formal safety nefBhe rapid assessmeincluded discussions with
port workers, construction workers, laundry service providers, Hiased seamstresses, garland makg
and souvenir manufacturers. Not only were hours in the main occupations reducing, many also r¢
declining earnings perodar or per piece. Indebtedness was common, with near total reliance of
informal sector for loans (friends, family and moneylenders were primary sources of credit). There \
recorded access to formal safety nets. Both Thai and migrant workers ¥e@Bea@s noted increase(
competition for work in certain sectors. In some cases, unregistered migrants were working for ve
wages and were perceived as posing unfair competition. However certain jobs, such as particular
seafood processing, veperformed almost entirely by migrants and seemed unappealing to Thai wor

Though the agriculture sector seemed relatively robust, rural families reported a reduction in
remittance flows. The research included households receiving remittances freraeas and from within
Thailand in Nakornrachsrima province. All these households had experienced a reduction in rem
flows. Those households having most difficulty coping with these reductions were those wi
agricultural land or savings and thewere instances of children having to work for cash after sch
hours in order to compensate for some of the shortfall in household incomes. Smekotds reported
selling jewety in order to fund daily consumption. Others felt that they were ablettbygwithout the

remittances and had told migrant family mempj
conditions as migrantsd earnings fell

2.3 External Environment?

The external environment remains challenging as the impact of thglobal financial crisis is felt
worldwide. The global financial crisis that began in September 2008 spread from the financial sector to
the real economy and from the United States to the entire global economy with dramatic speed. As the
valuation of a lage share of assets in the financial sector was called into question, investors liquidated
positions and credit markets froze. The sharp and massive contraction in global liquidity dried out trade
credit and led to the postponement of capital spending.fFaced with unprecedented loss of wealth and
rapidly weakening labor markets, consumers reinespending, especially for durable goods, further
reinforcing the contraction in trade and investment. Industrial production collapsed, and trade volumes
havecontracted in unprecedented magnitudes.

The World Bank estimates that global GDP is expected to contract b%.9 percent in 2009, which

would be the first decline in world output on record.High-income countries are in deep recession this
year, with OECDeconomies likely to contract ovdrpercentalong with other highincome countries.

GDP among developing economie®shl ease from an advance of pé&rcent in 2008 td..2 percent.
Volumes of world trade in goods and services are expected tdognopary tenpercent in 2009, with a
significantly sharper contraction in trade volumes of manufactured products. Oil prices are expected to

'Material in this sectiomGliebalr aBvoord o mimc threo Mpedtds Bankod

2C



remainnearly 50 percent below 2008 levels, averagifi® per barrel for the year, while the decline in
non-oil commodityprices is forecast to remaamound30 percen{seeTable7).

Table 7. International economic environment
(percentage change from previous year)

2007 2008 2009f  2010f  2011f

GDP Growtha/
World 3.8 1.9 -2.9 2.0 3.2
High Income OECD 2.6 0.7 -4.2 1.3 2.4
USA 2.0 1.1 -3.0 1.8 25
Eurozone 2.7 0.6 -4.5 0.5 1.9
Japan 2.3 -0.7 -6.8 1.0 2.0
Emerging East Asia 11.4 8.0 5.0 6.6 7.8
China 13.0 9.0 7.2 7.7 8.5
World trade volume 75 3.7 -9.7 3.8 6.9
Oil prices 10.6 36.4 -42.7 134 4.6
Non-oil commodity 17.1 21.0 -30.2 -2.1 1.4

Source: World Bank

The global character of the recession has carried a dramatic impact on economic performance
among hightincome countries.Until mid-2008 te slowing of OECD domestic demand was partially
offset by continued strong growth in exports of capitahd higheitech products, supplying the
investment that underpinned fast growth in the developing countries. Conditions have now reversed, as
the colapse of higkincome exports is reinforcing contraction in domestic demand in-ih@gme
countries. The tight global links between trade in manufactured products and the capital expenditures
needed to support economic activity have now transformed intioas circle.

The deceleration in economic growth in lonand middle income countries as a group is expected to
match the deceleration in highincome countries.This highly synchronous growth collapse cannot be
solely explained by trade linkages, but slitates also that developing countries have been directly hit in
their domestic economies by the financial crisis. The reversal of capital flows, collapse in stock markets,
and in general the deterioration in financing conditions have brought investroeri gn the developing
countries to a halt, and in many developing countries investment is sharply declining.

East Asia and the Pacific is likely to be most affected by the falloff in global investment and trade,
crimping industrial production and fostering declines in capital spendinglnvestment stood at 36.3
percent of GDP in 2008, compared to 26.5 percent for developing countries excluding EAP, and
contraction in capital outlays is likely to carry proportionately larger effects on regional growtbhn&egi
exports shift from gains of 15 and 10 percent in 2007 and 2008 respectively, to decline of 1 percent in
2009. Againsthis background, GDP eases to und@eécent in 2009, as growth in China slump§g

percent, and several ASEAN members, includitigiland fall to recession. In China, imports were up
strongly in April, as was domestic investment, and OECD leading indicators suggest that Chinese GDP
growth has bottomed out in Marckigure 14). Chinese expts contracted by 26.4 percent in May,
however, several percentage points more than expected and more than the 22.6 percent decline in April.
Maybs decline was the steepest since data began
the 23% in April).
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Figure 14. China: Imports and Industrial Production
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Inflation is slated to slow substantially into 200910 as economic activity slows and commodity

prices decline from their peak in 2008.Inflation in the G7 economies has eased to 0.4 percent from 2.9
percent in 2008 as commodity prices retrench and weak demand and continued rise in unemployment
keep price pressures at bay. Central bank fears of deflation will likelffdmt by continued additions of
liquidity to economies though stimulus programs and financial support meaupeses temporarily

fall in some developing countries, the risk of widespread deflation is still small, as the fall in commodity
prices is expcted to be a oAgme event, and core inflation wastil recently on an upward trend in
response to the surge in food prices during 2008. Moreover, many countries may experience further
weakening of their currencies, which would curb disinflationaryures.

The outlook for the second half of 2009 and 2010 remairhighly uncertain, but signs of recovery

have started to emerge as massive fiscal and monetary policy stimulus start to take effédthough

recovery in the second quarter may be aaffieestocking following an overshooting of inventory draw
downs in the first guarter, some indicator s, espe
possible global recoverythe pronounced cycle in worldwide investment could have sufficierdrdiyn

to carry global growth back to positive territory by 2010, as the pace of decline in investment moderates,
and postponed demand for durable consumer goods begins to catch up. However, continued banking
problems or even new waves of tension in findnaiarkets could lead to stagnation in global GDP or

even to another year of decline in 2010. In all cases, the estimated output gap would increase in 2010
because growth is likely to fall well short of potential. This implies that unemployment and &$icikd

will increase further into 2010, in highcome and developing countries alike, while disinflationary
conditions could persist well into the year.

2.4 Export Performance

Theg! obal economic recession has hhard. SinbeaNioveraberd 6 s g o
2008, goods exports have fallen by 21 percent on average per i@orémt shipment levelareat only

67 percent otheir peak in July 2008. Nearly all produdiaveexperiencd a decline with agricultural

products and highech godsleading the declineShipments to all major destinations decreased sharply.

Apart from subdued export volume, less supportive prices also contributed to poor performance,
especially in recent monthNeverthelessT h a i | gaauskxpartshave so fadropped lessteeplythan

in most other East Asian countridgavel receipts plunged 25 percent on average per quarter since the

third quarter of last year. Room occupancy rate is at the lowest level sin@O@3dwhile room prices
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started to fall. Unlike goods exportsthe number ofoverseas visitors to Thailankas shrunkmore
significantly thann other Asian countries, partly attributableitoreased political tensions and the unrest
seen in December and Apr@&oing forward, there argome early sigs of easing contraction in the world
economy but a quick, robust recovery is not expected. The World Bank estimated that goods exports in
US dollar terms would decline by nearly 15 percent in 2009. Sections 2.4.1 and 2.4.2vitlethscuss

Thai | apor$ 6f goods and services in more detail.

The governmenthasintroduced policies to support exporters and tourism operatorsin response to

a collapse in world demand, the government has launched several measures to assist Thai exporters. For
example,t has allocatetb the Expodd mpor t Bank of T h tndndfiwedilignibdhX | M B a1
respectively,for export creditand export insurance. Tariff cuts for imported materials are also under

review. In addition to these shetérm, financial meases, long-term responses includenarketing

campaigns to explore new export markets and incentives to enhance product quality though innovation,
brandi ng, and speciali sed services i nst-termut es .
programmes inclde marketing campaigns, a temporargiver of tourist visa fees, reduced electricity

insurance fee for hotel operators, and lower landing and parking fees at the aifpesfste these

efforts, the latest monthly data on goods exports and tourist arrarakin very weak.

The global economic crisis presents new trade opportunities and challenges for Thailan@he
currentdownturnhas led to lower wealth in major industrial economies as a result of job losses, lower
wages, reduced property values, amghtier access to finance. Many analystdieve that this will shift

the mstcrisis international trade pattein. particularlargeemergingeconomies such as China and India
will play a stronger role as final consumers, rather than assemblers of gexiged to the US and
Europe® Thailand therefore requires new policiesbenefit from new opportunities in these emerging
economies. At the same time, new policies are needezbpge with fiercer competition in mature
economies due to fewer ordeRurchasing power irrich countries isstill much higher than emerging
economies so they will remain critical.

2.4.1 Merchandise Exports

Since November 2008, Thail andds e xports in Up@llaf or ma n «
terms fell around 21 percegearon-year in the first quarter of 2009, the largest quarterly drop in more
than a decadeThe pace of decline increasddrther to 26-27 percent inApril and May (

2 Monthly employment conditionsurvey by the National Statistical Office does get seem to indicatéower

employment leel in the hotels/restaurants sectamich currently hires about 2.7 million workers. Nonetheless,

reduced working hours and lower wages are widely reported but not captured by the survey (the survey defines
employed persons as those who work at leashonein the seven days prior the survey).

5Currently, much of Thailandob6s exports t oDungiJansryar e i nt
2007 tomid-2008 (before export slump), although computers alone accounted féiftbra total stipments, other

major items werelectronic integrated circuits, computer parts, eadouschemical substances.

“For example, Chinads gross national i ncome per capita
gaps are shirking followig the downturn. This was over 15 times relative to the Euro Area and Japan. For India, this

ranged between 3&9 times.
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Figurel5: Monthly export growth rates (%) (YoY), Figure 16: Monthly export values (billions US dollar),
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). In terms of valie, the current lat of exportsis only 67percent of the peak in July 20(@&gure 16).
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Figure 15. Monthly export growth rates (%) (YoY),

January 20081 May 2009
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Figure 16: Monthly export values (billions US dollar),
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Agricultural products and high-tech goodshave been the main drivers othe decline in exports.

Overall, exports grew reasonably well at 17 percent in 2008, which was comparable to 2006 and 2007

(Table8). Shipments were very solid in the first three quarters (+27 percent), supported bigtle(if
weakening)world economy andavorable agricultural prices. A synchronised output contraction in

developed economies however quickly translated into poor performance in the final quarter, especially for

agricultural and highiech items. The rated decline for these two product groups, accounting for three

guarters of total export value in 2008, extended from around 15 percent in the fourth quarter of last year

to 30 percent durinthe period betweedanuary and April 2009. Althoughable8 shows that exports of
labourintensive goods continued to expand, this was virtually driven by precimials exports
especially gold in February
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Figurel5: Monthly export growth rates (%) (YoY),
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). In April, all product groups now experienced negative growth.

Source: Bank of Thailand and Ministry of Commerce

Table 8: Export growth rates by major product groups (%) (YoY), 20067 April 2009

Share (%) Growth (%)

2008 2009

2008| 2006| 2007| Year| Q1-Q3 Q4 | JarApr

Agriculture 1/ 105 26.7| 15.0 30.5 49.8| -15.5 -30.2

Manufacturing 88.0| 16.1| 18.8 16.5 25.8| -7.8 -20.6

Labour intensive products 9.3 6.8| 18.9 25.3 32.0 9.4 30.4

High-tech products 62.7| 17.8| 17.7 135 24.0| -13.8 -30.2

Resourcebased products 10.5| 13.8| 21.6 19.9 23.0| 114 -6.5

Other manufactured product 55| 16.9| 28.8 32.3 45.2 0.5 -15.2

Others 2/ 15| 12.4| -18.2| -22.1 -25.3| -6.2 -40.6

Total exports 100.0] 16.9| 17.2 16.9 26.7| -85 -21.9

Source: Bank of Thailand

Not es: 1/ AAgricul tureo igsirgdrodutte s agricul tural, fishery
2/ nOtherso refers to mining, -espatmpl es & ot her wuncl a

26



Exports of all major products experienceda sharp decline.Except for precious stones and jewellery,
Thai exporters in all sectotravesuffered from the global economic recessiorable 9). The situation
worsened quickly in 2009 relative to the fourth quarter of last year, either in terms of much lower positive
growth, a shift from positive to negative gribww or more negative growth. Key products such as
computers, integrated circuits, and passenger cars registered a decline bet88epeB&nt, much
higher than the alproduct averageTable 10 below suggests thaalthough some rpducts (mostly
resourcebased such as sugar and processed food itmnshued to record an expansion, their shares are
very small.

Shipments to all key markets contractedbut recent data suggestexports to emerging Asiamay be

stabilising. Table 10 shows that exports to some destinatisnsh as Australia and Myanmeontinued

to grow but their market shares are relatively smBlgure17depictscon r i buti on to Thai |l ¢
growth by markets, and appears to suggestttigatontractionn exports to developing Asian economies

has stabilised in recent months. In the final quarter of last year, ASEAN and China together accounted for

72 percentot decl ine in Thailandbés tot al exports. This
four months of 2009. For example, exports to China decreased by around 13 percent in April compared to

the average of 28 percent in the first quarter. In conteagbrts to Japan and the EU fell more heavily so

far this year than in late 2068 he positive contribution to overall exports by alternative markets such as

the Middle East and fAother marketso t harecenlyas st il
vanished. Overall, this provides a mixed picture. Shipments to industrial economies remain very weak,

while alternative markets also losteam. There is however some sign of stabilisation in Asian
destinations, partly supported by higher ordesm highincome markets, although this could be fragjile.

® Gold mainly explain a remarkable expansion in shipments to Switzerland.

®For the EU, growth i n7.@percentbuysigaificanty extendedx®l.5 petcent sb farrin wa s
2009. For Japan, these figures &® and-26.9 percent, respectively.

"Among other s, i o t Augralia, Mang Koed, kdia, Soutlc Korea, ®ussia, South Africa, and
Taiwan (Chira).

8 US new orders for manufactured goods rose 0.7 percent in April 2009 Gmentbnth, seasonally adjusted) after

a mere two percent contraction in March. Household appliances, electrical equipment, and motor vehicles and parts
registered between2to 10.5 percent expansion. New orders for computers however plunged by 7.1 percent.
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Table 9: Export growth rates by key products (%) (YoY), 2006i April 2009

Share (%) Growth (%)
2008 2009
2008| 2006| 2007| Year| Q1-Q3 Q4 | JanApr
Agriculture
Rubber 3.8| 455 45| 204 376| -21.3 -47.5
Rice 35| 109| 343| 78.9| 134.4| -18.0 -19.4
Tapioca products 0.8| 34.3| 23.2 3.6 18.2| -35.3 -40.4
Fresh and frozen prawns 0.7| 20.2| 10.5 4.5 3.3 8.2 2.2
Resourcebased products
Rubbemroducts 23| 235| 221| 213 25.3| 104 -17.6
Canned food 19| 13.7| 285| 328 44.6 6.5 -15.5
Sugar 0.8 50| 70.7| 14.7 8.1 55.5 26.8
Furniture & furnishing items 06| -1.3 -9.4 -5.4 -3.9 -9.6 -24.6
Labour-intensive products
Precious store& jewellery 46| 13.7| 46.7| 53.7 70.3| 22.9 85.3
Garments 1.7 15| -65 3.3 4.2 0.6 -10.2
Other textile products 0.9 8.7| 142| 126 16.6 1.6 -12.5
Wood products 07| 18.6| 11.1 1.1 10.0| -23.4 -25.6
High-tech products
Machinery &mecha. applianceg 142 252| 16.4 7.8 19.5| -19.9 -30.0
Electrical apparatus for circuits 8.7 8.0| 12.1| -0.7 49| -17.3 -31.0
Vehicles, parts & accessories 94| 22.1| 28.2| 30.0 39.7 3.0 -35.2
Electrical appliances 6.8 94| 17.4 6.5 12.8| -12.3 -29.9
Top 5 subproducts

Computers 75| 28.7| 1438 8.3 20.3| -20.7 -31.6
Rubber 3.8| 455 45| 204 37.6| -21.3 -47.5
Integrated circuits 37| 16.4| 16.9| -10.1 -3.4| -31.0 -34.0
Rice 35| 109| 343| 78.9| 134.4| -18.0 -19.4
Passenger cars 24| 32.7| 10.1| 35.7 50.6 0.4 -35.1

Source: Bank of Thailand

Note: Products in each category are the four products with the highest market shares in 2008.

Table 10: Export growth of some products & markets
with positive growth, Q4 2008 and JarApr 2009 (%)
Share in Jan
2008 (%) Q408 Apr 09
Products
Precious metals and
stones 4.7 22.9 85.3
Sugar 0.8 555 26.8
Fresh & frozen prawns 0.7 8.2 2.2
Dog and cat food 0.4 15.9 5.8
Misc. canned food 0.2 30.7 2.9
Forestry prodats 0.1 77.9 8.8
Salted dried fish 0.0 11.4 5.0
Markets
Middle East 5.3 5.4 0.4
Australia 4.5 9.1 7.2
Switzerland 1.1 111.1| 250.7
Myanmar 0.7 16.4 5.9

Source: Bank of Thailand

Figure 17: Contribution to total export gr owth by
export markets (%), Q4 2008 and JanuaryApril 2009
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In addition to lower export volume, less supportive prices contributed tahe decline in the dollar

value of exports Figure 18 depicts changes in export volumes and export prices of different product
categoriesPrices have beevery volatile for agricultural commodities: prices went up by 45 percent on
average in the first nine months of 2008 and fell nearly 20 percentfinstifeur months of this year. For
instance, the average export prices (US dollar per ton) of rice and smoked Para rubber sheet dropped 8
and 46 percent so far 2009 relative to the 2008 leyekspectively.So a sharp fall in rubber and rice
exports fighlighted inTable9 can bdargely attributed to the price effetThe price effechasgenerally
beenlessdramatic for manufactured goqgdmd £wer orders mainly explain weaker performance. While

price change of other manufactured goods remain positiméces for high-tech items decreased on
average one percentage poiat month since February 2009.

Figure 18 Changes in overall export volume, price and Figure 19: Changes in export volume, price and value
value (%), 2008April 2009 of manufactured products (%), 2008 April 2009
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Thail andds exports dropped | es sncsuatnes Despitggaverman i n
poor performance relative to its own history, the global economic recession has so far dampened
Thail andds exports | ess heavi | yFigwen2g rexpomoirsthe ot her

Philippines and Taiwan (China) declined by-3B percent on average per month between November

2008 (the first month that all countries faced negative export growth) and April ZA@omparable

figure is -20 percent for Thailand, which is only tperformed by China and Hong Kong. Meanwhile,

Figure 21 shows that the movementstinler e gi onds r eal effect genaallye x c han
limited since late 2008. As in the booming period, the relationisbipreen changes the exchange rate

and export performance appears weak during the export collapse fBood.h Chi na and Hong
currencies appreciated since the last quarter of 2008 yet they have exhibited the smallest export decline so

far.

° Prices of key fishery products also fell. Average export prices (US dollar per ton) for preserved tuna fish and
chilled and frozen fresh fish also dropped by 16.2 angé&rdent respectively so far this year.
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Figure 20: Export growth rates in selected East Asian Figure 21. Changes in real effective exchange rate
economies (%) (YoY), Q4 2008 and JanuarApril 2009 (REER) (%) (YoY), Q4 2008 and JanuaryApril 2009
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Export prospects remain dim but there are signs that a bottom may have been reachétdgure 22

depicts forecast expogrowth rates in US dollar term in 2009 by different public agencies. The outlook

sharply deteriorated between December 26BF (percent byhe Fiscal Policy Office) to April 2009-26

percent bythe Bank of Thailand}® Amongagencies, newer estimatesvays reflectdlower growth but

the latest estimate by NESDB in M&15 percentseems tasuggesi view on the stabilisation of the
decline. This is | argely i fl4.dperceat (awof Jume 2009) Acrbss B a n k ¢
the world, ther@ppears to be an early sign of stabilisatoie CD6s | at est composite o0f
shows slower pace of declin@ventoy drawdown resulted in improvamirchasingna n a girglices i

many industrial and emerging economies in Agdibnsumer cdiidence in the United States and the

European Unioralso rose, while import demand by Asian econonfidismore slowly. Despite these
developmentsa sharp turnaround in world economic conditions is unlikely givengttoatth constraints

in highrincome coutries stillprevali These i nclude among others poor
and much lower wealthdue toweak labour mdets, reducedproperty prices, and relatively high

household debtsScarcer traddinance worldwide and less favourable agitieral prices also limit a
strong recovery in Thai exports. The World Bankos
year relative to 2008. International prices of rubber could drop up to 70 percent, while 1hisisl-23

percent for pawns and rice respectively.

YBank of Thai |l an d-87s to24.5 gercentaigure2? préséenta the average value.
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Figure 22: Forecast export growth in US dollar terms for Figure 23: Services receipts value and travel receipts
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2.4.2 Services Exports

Travel receipts fell even more steeply than goadexports. Travel receipts, which are mainly income
earned by the tourism sector, have deteriorated quickly since the seconidstlfyear Receipts barely
expanded in the third quarter of 2008 before contracting betwef B8rcent (yeaon-year) during the
following two quarters Figure 23 above). Faced with both the global economizessim and domestic
political unrestThai | and&s t oappear © tmavebbeendren ssvifthys and severely hurt than
exporters Accounting for over half of total services receipts, lower travel receipts also led to a fall in
services receipts of.8 percent in the fourth quarter of 2008 and 19.3 percent in the first quarter of this
year.Figure 23 shows that anoticeable decreass driven by high base. The values are not significantly
lower than the precéa periods.

Tourist arrivals continued to fall and started placing pressure on room pricesinternational tourist
arrivals to Thailand have plunged since August 2608ufe 24). The latest data in April 2009 ristered

a decline of 11.6 percent, which is comparable to Ma¥¢hile the impacton tourist arrivalsof the
political violencein mid-April appears tchave beeress severe than most analysts anticigatedom
occupancy ratecurrently stanat only 43 grcent. This is similar to December last year and is the lowest
level since July 2003. In terms of origiRigure 25 shows that since October last yetlie number of
visitors from East Asia (Japan, South KoreadaBhina) have dropped significantlpetween 3015
percent on average. The decline is leteepfor tourists from otheregions, while the Middle East still
recorded a positive growth of over 10 percent. Meanwhile-gegear changes in average roomcpri
eventually turned negative in February 2009, after exhibiting decelerated growth since September last
year Figure24). Hotel operators now suffer froboth lower occupancy rates and room prices

™ Goods exports still expanded strongly at 28.4 percent in theghader of 2008, and fell on average 14.7 percent
during the two quarters that followed.

2 This is perhapdecause demand had already been weak. The violence was also only limited to certain areas in
Bangkok. Similarly, social unrest in early October 20@&d a small effect on visitor numbers. This is in contrast to

the airport closure in December last year, when tourist arrivals dropped 24 percentyear.
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Figure 24: Changes in monthly tourist arrivals and average Figure 25: Tourist arrivals growth by nationality (%)
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The number of overseas visitors to Thailandhas shrunk more significantly than those to other

Asian countries. Tourism is weak worldwide. During the first two months 0020world tourist arrivals
dropped by 7.7ercentaccording to théNorld Tourism OrganisatiofUNWTO). This represents a
deteriorationfrom a 2.7 percent contraction in the final quarter of 2008. The spreadlwdnza A

(HIN1) will further dampen tourisiworldwide. By region, the number of visitors to Asia and the Pacific
decreased by nearly seven percent during this period, and about 4.7 percent for South Bist Asia.
Thereforeunlike goods exports where the magnitude of decline in Thailand has s@ifasraller than

many other regional economies, the number of overseas visiwdsdpgedmoresharply(-17.5 percent

for Thailand). In addition to the global downtuthe domesticpolitical crisishas played an important

role.

Prospects for thetourism sector remain poor. Looking forward, the tourism industry is anticipated to
remain subdued worldwide. In May this year, the UNW&ised downwarslits 2009 forecast for
worl dés i nternat i-2o0tm-a percantramrzere tb-2 @ercent n\Janlas/(Figuie 26
displays the mean value). For Thailand, tourists from t82eBonomies, accounting for 40 percent of all
visitors before the slump in August 2008, are not expected to pick up soon. Altheugrodipect for
ASEAN and China (onhird of all tourists) is arguably more positive, this remains fragile.

13 Between January and February 2008ernational visitors to Europe and Americas went diyrB4 and 1.4
percent respectivelWfrica still gainedfour percent more tourists during this period.

32



Figure26: Gr owt h r at es of w Figure27 Tourist arrivals to Thailand by nationality

tourist arrival and real GDP (%), 1996-2009 (%) (YoY), January 2007 July 2008
121 —0— World's international tourist arrivals grow
10 4 Australia Others
— World real GDP growth 4% 12%
8 -
USA
6 1 5%
4 1 South Asi
5%
221
8
50 Chin’
a %
-2 A
Kore:
-4 7%
© N 0 0 O 4 N O g 1w O N 0 %
o o 0 ® © O O © 9 © © © @ 9
o O O ® O O O ©6 6 &6 © 6 9 Q9 Japal
B I S VS VNS VRS VRS VR AR R G < I 8%

Source: Office of Tousm Development Source: Office of Tourism Developmie
Note: Within fAotherso, tFt
Kong, and Middle East.

2.5 HouseholdConsumption

Boosted by a jump in vehicle sales, private consumption posted modest but steady growth in 2008.
Private consumption, which accounts for over half of GDP in real terms, has been the least volatile
component of aggregate demo growing by 2.2 percent in the fourth quarter and 2.5 percent for 2008 as
a whole. Household consumption growth was supported by overall stable employment, increasing real
wages and credit growth to households. Despite a contraction in manufacturiogreer since May,

gains in services and agriculture led employment to grow slightly more than the labor force in 2008.
Unemployment, on the other hand, averaged 1.4 percent for the year, about the isa2@®agigure

28 and Figure 29). Meanwhile, despite increased inflation, real wages were up 4.8 pefigunte(30)
yearonyear, and growth in credit to individuals was up b8 Percent in real terms. The largest
contributionto private consumption growth came from vehicle sales, which jumped 14.4 percent in 2008
compared to a contraction of 11.6 percent in 2007.

The deteriorating outlook in the labor market has eroded consumerconfidence and caused
household consumption to contract in the first quarter of 2009Household consumption contracted by

2.6 percent in the first quarter of 2009 dragged by a decline in vehicle sales, which plunged by 16 percent.
The drop in consumer cbdence is linked to a deteriorating outlook in the labor markets, which is likely

to remain a drag on the consumer throughout 200@. deep contraction in industrial production and
construction observed in the fourth quarter of 2008 started to becomévVise i n Januaryods
figures: the unemployment and unaenployment rates spiked to their highest levels since'2(Bigure

28). The labor market response to the crisis appears to be primarily throughmadjts in the quantity of

labor. Firms have shed jobs outright, but to retain qualified workers they have also cut the hours of a
significant number of workers. The number of persons working less than 35 hours and available to work

4 Underemployed individuals are defined as those who woB&ldours a week or less, but were
available to work more.
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more jumped 26 percenearonyear in February, in line with increase in the number of unemployed,
which went up by 27 percent; employment growth (net of increases in the labor force) has been negative
since NovemberHigure29). Betwea May 2008 and January 2009, job losses in manufacturing had been
largely compensated by increases in agricultural employrRénire28). Service sector jobs also grew in

the period, although many are likely toibehe informal sector. These employment dynamics have been
biased towardgreater employment isectors where wages are generally lgvgech as agriculture and
constructionseeTable11), and should put further gsure on household incomes in 2009.

Recent data on consumption indicators shows a mixed pictur&AT collections have increased in
April, suggesting that the fiscal stimulus checks given by the government in late March and early April
were making their ay into the economyOn the other hand the consumer confidence index and the
private consumption indecontinued tadecling the latter led by weakness in vehicle salegire31).

Figure 28. Employment Growth, Underemployment Figure 29.Employment Growth by Sector
and Unemployment
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Indicators
12.0 L 40
Wage growth
w10.0 +— o ® r 30
<1I>)‘ Headline inflation 0];
5 8.0 14—  —A—Realwage growth g r 20
> 6.0 +— >
S 4.0 17— — IS % 2
o 2 [ P rivate Consumption Ind& LT -10
20l — | -5 1 Consumer Confidence Indée kL
A\/ —8—Credit to Households v r-20
0.0 . . . 10 |—2—ndexofVehicle Sales (right axis) L .30

2006 2007 2008

Source: NSO, MOC, WB calculations

oy M Ma up Sep Moy Jap M
'3,7‘0@ a"O@ aJ’*O@ AO& e'o“Og o"‘O@ 6/7‘0‘9 a"Og
Source: BOTand UTCC

The gov e fiscansgimulud gackage may help mitigate the decline in consumer confidence.
The stimulus package announced in January was aimed atingo@sivate consumption through
substantial tax reductions and income transfers. Transfers include-tamengansfer of Bt2,000 per
person to nearly 10 million formakector workers receiving a monthly salary of less than Bt15,000,
monthly transfers oBt500 per person to 3.8 million elderly who currently do not receive another form of
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pension or transfer, full subsidy on education for 15 years for around 11.8 million students, and an
allowance of Bt600 per month to each of the 987,000 community healtholunteers. In addition,
subsidies on public service are being provided for 6 months (February to July 2009), including electricity
and water subsidy for households with low usage, fare waiver on many routes-aif-conditioned

public buses in Bangko fare waiver on third class train rides, and subsidy of cooking gas for household
use. These measures started to be implemented in late March and should start taking effect in the second
quarter.

Table 11. Average Wage and Chang in Employment by Sector

Average Wage Change in empoyment (y-o-y)
(Baht per month) (Million persons)
2008 2008Q2 Q3 Q4 | 2009 Q1
Total 8,913 1,109 715 677 683
Memo: Increasén the labor force 1,044 723 769 1,833
Agricultural 4,266 497 575 451 109
Non-Agricultural 9,749 613 139 226 574
Manufacturing 7,685 -123 -362 -205 -216
Construction 5,954 46 73 129 83
Wholesale and retail trade, repa
of motor vehicles motorcycles
and personal household goods 8,128 194 110 281 320
Hotel and restaurants 6,843 58 51 28 184
Transport, storage and
communication 13,662 93 64 7 51
Real estate, renting and busines
activities 11,705 93 73 -11 20
Public administration and
defense, compulsory social
security 12,833 103 16 22 82
Education 18,060 -7 13 19 25
Others
e 155 101 -43 24
Source: NSO

2.6 Investment

The investment component of GDP posted robust growth in 2008, though primarily due to a build

up of inventories. Investment grew by 6.7 percent in real terms in 2008, but 83 percent of this growth
wasdue to inventory accumulation, especially in the fourth quarter. Private fixed investment picked up
from almost zero growth in 2007, adding 3.2 percent for the year, mostly due to increased investment in
equipment (which grew by 4.3 percent). Private aoiesibn investment contracted slightly, while
construction investment overall contracted by 5 percent on weak public investments, which declined by
4.8 percent during the year due to implementation delays exacerbated by the growing political crisis. In
the fourth quarter, which corresponded to the height of the political crisis, gross fixed capital formation
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declined by 3.3 percent led by a 10 percent fall in public investment (public construction declined by 26
percent). Private investment also fell in flearth quarter, and investment only grew overall due to the
accumulation of inventories.

Investment was weak across the board in the first quarter of 2009, contracting nearly 50 percent.

All investment components posted substantial contractions inirdteqbiarter, led by a drawdown in
inventories that was larger than the inventory accumulation in all of 2008. Private investment was also
weak, contracting 18 percent, while public investment also contracted 9 percent despite relative political
stability and a political imperative to accelerate government spending. Investment in equipment plunged
by 20 percent, while construction fell 8 percent.

Investment is likely to contract more modestly during the rest of 2009 as inventories are
replenished and theoutlook improves only slowly towards the end of the yearThe high levels of
inventory drawdown in the first quarter suggest overall investment is likely to contract by less in the
coming quarters since there are few inventories left for drawing down dpencontinuation of the
financial and political crises that dragged down investment in the tpasiuarters have not been
reversed and will continue to drag doimmestment growth 200®&Ithough public investment is expected

to rebound, overall investmeis expected to decline by nearly 18 percent in 2009. Private investment is
likely to decline by 7.5 percent during the year given high levels of capacity utilization and substantial
uncertainties on the domestic political and international economico@atl®ublic investment is expected

to accelerate by 3.3 percent given the implementation of the second round of stimulus measures, which is
focused on public investment, as well as the low base from the previous year.

2.6.1 Privatelnvestment

Despite pditical uncertainty, investment picked up modestly in the first three quarters of 2008,

before contracting sharply in the last quarter of 2009 and first quarter of 2009as a result of the

global financial crisis. Private investment grew by 3.2 percent B0 overallcompared tmearzero

growth in 2007 but contracted by 9.5 percent yegryear since the onset of the financial crisis in
October (nearly 18 percent in the first quarter of 2009 alone). The expansion in investment in 2008 was
primarily drivenby equipment purchases, as construction contracted, especially in the last quarter of 2008
when the sector posted a 13 percent contra¢kgure 32). The pattern was reversed in the first quarter

of 2009, when guipment investment plummeted by over 20 percent and construction contracted by 8
percent. Credit to businesses increased in 2008, supporting investment, and liquidity remains adequate,
though banks have become more cautious, especially towards smalkdignnenterprises (SMESs). The
share of private sector investment in GDP fell from 18.5 percent of GDP in the second quarter of 2006 to
15 percent in the first quarter of 2009 as private investment has continued to grow by less than overall
GDP, suggestinghat businesses have been pricing in substantial risks to the economic and political
outlook.

The outlook for private investment in the near term and2009 overall remains negative, but a

return to positive growth is possible in the fourth quarter. Although it is likely that the contraction in

the first quarter represented overshooting, private investment is still likely to post negatiee-year

growth in the second and third quarters. Negative factors weighing down investment growth in this period
include high capacity utilization, which fell again in April to 56 percgfigure 39), as well as credit
constraints to SMEs, which have found it more difficult to obtain financing despite ample liquidity in the
barking systemRecent indicatorsuch aghe private investment index, which closely tracks investment
growth, suggest that a bottormay be within reach but there is substantial uncertainty as to the
sustainability of thesémprovements Kigure 33). Assuming prospects for economic recovery have
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consolidated and political stability msaintained, improving business sentiment andstill interest rates
should support a return to positive growth in the fourth quahmwever, andorivate investment is

expected to contract by 7.5 percent in 2008rall

Figure 32. Private Investment Growth
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Foreign Direct Investment (FDI) has been contracting, but outflows are not expected since investors
appear to have largely priced in high political and economic risksGross FDI flows contracted by
nearly 40 percent in the first quarter of 2009 from one gadrer, while net FDI contracted by 20 percent
(therefore in line with private investment overall) ($égure34). FDI will continue to decline in 2009 as
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through severe economic contractioRig(re 35). Moreover, the heightened risks of political instability
are likely to weigh down on investment and FDI in particulamasign investors. Notwithstanding these

Figure 33. Private Investment Indicators

. Percent, year-on-year
N
o
L

w
o

|—#®—Domestic cement sales
—8&— Domestic Commercial car sales
A —aA——Import of capitalgoods
Domestic machinerysales

A
o

&
IS

- W;““WW"P rivate nvestment Indsx (right a>§ "
=) (7 e ()
moe Qﬂo& QJ"Og 09 ,0.019 "‘Oe

'JQ/LQ9 MGAO 9

Source: BOT

12

-12

-16

-20

t hree

negative factors, no exodus of foreign investment is expected, since most investors had already priced in

substantial political risks since 2006. Moreover, Thailand continues to be versaniedid in the World

B a nsk of D

environment.
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Bus i ne s"global§ forease gf daing lusiness)d suggésting that it still
retains a comparatively favorable business environment that is likely to be beneficial in the current

Figure 34. Gross Foreign Direct Investment Inflow
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Credit to SMEs may be a constraint on private investment in 2009Total credits to business
including b the manufacturing sectorhave continued to grow through the first quarter of 2009, though

the growth rate has decelerated starting in the fourth quarter of B g 36). There is adequate
liquidity in the kanking sector, and part of the growth reflects the switch of large firms from foreign to
domestic financing. Nonetheless, there is a concern that small enterprises are finding it harder to obtain
credit because of heightened scrutiny of credit quality imegeriorating economic environment.
Anecdotal evidence of reduced credit to SMEs is reinforced by the contraction in credit to the wholesale
and trade sectdr which is more likely to include smaller firms. As a reflection of these concerns, the
governmenhhas increased the capital of the SME Bank, a government specialized financial institution, as
part of its stimulus package. This aims at increasing credit and supporting continued investments by these
small businesses.

Approvals of investment privileges by the Board of Investments (BOI) declined in 2008 from 2007,

but were still 20 percent higher than in 20061n the first four months of 2009, approvals of jeint
venture and foreign financed investment plummeted by nearly 90 percent compared tBiQO@RBY).

This confirms the notion that new foreign investments will be scarce in 2009, even if earlier investments
are not retrenched. It is likely that BOI approvals lead actual investment by several quartepsisite
investment was flat in 2007, when BOI approvals peaked. Therefore, the sharp decline in BOI approvals
of foreignfinanced investments suggests that recovery in private investment in 2010 will have to come
primarily from Thai investors.

Figure 36. Commercial Bank Credit Growth to Figure 37. BOI Approvals of Applications
Business Sector
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Business sentiment has been deteriorating since the beginning of the yeaggesing an unfavorable

outlook for investment. The business sentiment index (BSI) deteriorated throughout 2008, reaching its
lowest levels since 1999 in Novembeihe BSI has since improved, although it has remained below 50,
suggesting business operatorsitttue to see conditions deteriorate, albeit at a slower (saet-igure

38), and the BSI deteriorated in ApriThe expected BSI also remains below 50, but is now back to levels

of September 2008SI components pragde a mixed picture regarding the outlook for investment: on the

one hand, order book and production had been steadily increasing since November, but the production
component fell again in April, while the order book remained stablall lcases, howevethe indices

remain below 50, so that improvements still imply less rapid deterioration rather than improvements.

5 Survey covered 521 medium aladge sized businesses.
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Figure 38. Business Sentiment Index Figure 39. Real Private Investment Grovith and
and Components Capacity Utilization
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Index = 50 indicates that business sentiment remains stable.
Index > 50 indicates that business sentiment has improved.
Index < 50 indicates that business sentiment has worsened.

2.6.2Public Investment

Public investment contracted significantly in the first quarter of 2009from a sharp decrease in
construction. In the first quarter of 2009, public investment in real term contracted by 9.1 percent, a
continuation of negative growth fothe last quarter of 2008 of 10.2 per¢enainly attributablefrom a
contraction in constructionPublic investment in construction though remained in a negative growth

i mproved from the previous quart er 0pgrices, panticufadyct i on
steel and concrete products have been declining. The delay disbursement in small construction projects
under the stimulus package 1, accounted for 7 percent of the total package (excluding replenishment to
the treasury reserves) matthe public investment not improved as much as otherwise should have been.

Figure 40. Public Investment Growth (in Real Figure 41. Public Investment Budget, Disbursement,
Terms) and Growth (in Nominal Terms)
%y-0-
8.0 ey 800 T 1 100.0
2'8 £ 600 7800
: @ 1600 S
2.0 A S 400 o
0.0 m— - - ! = T 40.0 o
204 2006 2007 2008 200 @ 200 1200
-40 T - 00
-6.0
80 4 2008 2009
' mmm Approved public investment budget (left axis
-10.0 + — D!g%ursemgnt (leftaxis) get( )
-12.0 —l— Disbursement rate (right axis)
Construction e Equipment A Total Source: FPO, NESDB, and WB calculations
Source: NESDB Note: Public investment includes investment of central

government, local government organizations, and-state
owned enterprises

39



Public investment in FY2009 is expected to grow significantly, teibutable to additional small

shovelr eady i nvestment projects under stimulus pack
contraction. Although public investment budget in FY2009, with supplementary budget incorporated
slightly declined from the budgét FY2008 due mainly to a decrease in SOE investment budget, higher
disbursement rates together with lowva s ed ef f ect from | ast year 6s con
i nvest ment growth this year. Accel er asturéesnaghelg i sbur
stimulate the economy amidst the economic slowdown from global financial crisis. Additional small
shovetready investment projects on water resource development and construction projects of housing for
police in the first stimulus package uld also further help boost public investment. The second stimulus
package which was announced by the government in May 2009 is essentially a central government and

S 0me SOEs 6 i nvest me2012 arglnwstly contals larde Yirvdstin€nt projects,
particularly water resources and transports with the total amount of budget of Bt 1.43 trillion. Given
improvement in political situatioas well as the Parliamentary approval on loan decree of 400 Billion

Baht, the government would be able to implemertskcond stimulus package by the beginning of fiscal

year. Public investment this year therefore is expected to grow by 3.3 percent in real term, significantly up

from a contraction of 4.8 percent of last year.

Disbursements on larger investment projectsvhich are planned for FY20102012 will take more

time unless institutional and political factors that had delayed them in the past are addressethe

second stimulus package ai ms at medium term targe
competitiveness. The package has been approved in principle with total budget of Bt 1.43 trillion by the
economic cabinet in May 2009. If the government can implement infrastructure projects under the second
stimulus package in a timely manner, it could halise public investment growth to aroufé percent

in real terms during FY201R012.

2.7 Financial and Corporate Sector Developments

Financial sector development

The financial sector has been a source of strength in the Thai econonfyotal financialasses of the

entire financial sector e representedpproximately 180% of GDP for the last 5 years. Total assets of
the financial sector have gradually increasedresiverage of 5% each year. While the financial system
continues to be dominated by comwtial banks (private, government and mixed ownership), the
governmernssponsored Specialized Financial Institutions (SFIsepresenta substantial share at
approximately 20%. The SFIs generally aim to meet gaps in access to affordable financial services to
those often overlooked by the commercial banks. After the financial crisis in 1997, the allowable
ownership limit of foreigners in Thai commercial banks can be increased from 25% to 49% by Bank of
Thail andbés approval. U n dness Acts,hThai demnmegcial bankes lare dllowved i t u t
to maintain foreign shareholding over 49% under the exemption offered by the Ministry of Finance. As
seen inTable 12, the ownership structure of Thai commercial banks has changed lasthtwo years,

now showing greater share of foreign ownership.
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Table 12 Foreign ownership of Thai Commercial Banks

Ownership Interest Less than or equal 25.00 %i 49.00 % More than 49.00%
25.00 %

December 2006 5 banks 7 banks 2 banks
(3 are Govowned)

December 2008 4 banks 6 banks 4 banks
(1 is Govowned.)

Source: 1 Bank of Thailand Discussion Paper: DP/03/2007
2 Stock Exchange of Thailand

A large share of the Thai population has access to formal financial sectoersices. The ratio of

population to bank branch ranges from 3,000 in the capital city, Bangkok, to 33,000 in theastetim

part of Thailand. 33% of bank branches are located in Bangkok with the official population of 6.32
million (equal to 10% of totapopulation). The substantial number of ATMs provides an increasing

ability for access to basic financial services. At the end of 2008, there were 32,910 ATMs nationwide or

on average 1 ATM for every 2,000 people. In addition, the big players in the das@dtor now offer
internet banking and telephone banking to accommo

The Thai banking sector has so far proven to be resilient against the immediate impact of the global
financial troubles. The Thai financial sectoentered this financial crisis much better prepared than the
last crisis in 1997. Most of Thai banks have performed well and are generally well capitalized. Capital
adequacy ratios averaged at 13 percent over the last four years, well above the regglait@ment of

8.5%. At the individual bank level, isolated capital inadequacies have occurred, but regulators have been
proactive in addressing them. Most recently, for example, a capital problem at a small bank is being
addressed through a capital injeatifrom a Malaysian bank and the private placements of hybrid bonds.
Profitability indicators have improved recently, jumping from THB 20 billion at the end of 2007 to THB

99 billion in 2008, in part due to full provisioning since 2007. Asset growth hes bignificant,
averaging at about 5 percent per year. On the back of this growth, asset quality has improved among
commercial banks, with net NPL to total loans declining to low levels of about 2.9 percent at the end of
2008.However the trend of the nBPL has been increasing andt NPLs of Thaibanks have increased

to 3.368% as of the end of March 2009kewise liquidity indicators have remained strong. Thai banks are
basically funded by domestic deposits so funding and liquidity are less of conaarmtiome other
markets. It is expected that money market liquidity could increase further because of expected capital
inflows from redeeming investment in foreigenominated currency assets.

As the impact from the global financial crisis has spilled cer to the real economy, the possibility of

a spillover effect on the banking sector will need to be closely monitoreddue to a decline in
profitability of the corporate sector and elevated household risks, asset growth will likely weaken and
asset qualitydeteriorate, which will cause NPL ratios to rise. As banks will need to provision for these
anticipated losses, profitability and capitalization are expected to come under some pressure, which could
create isolated pockets of vulnerability in the sedfdinere vulnerabilities arise, the authorities will need

to intervene rapidly and comprehensively so as to ensure that isolated confidence problem is not harmed
and does not negatively spill over and amplify. Asset quality problems have occurred in some
Specialized Financial Institutions (SFIs), which are regulated by the Ministry of Finance (MOF) and are
not bound by the prudential requirements of the Bank of Thaiksger Cabinet Resolution on February

17, 2009, the government approved the capital timedo the Exportimport Bank of Thailand of THB 5

billion and the Small Industry Credit Guarantee Corporation of THB 3 billion.
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The soundness of the banking sector is due in part to conservative regulations and tightened credit
standards. Bank of Thaiand strictly follows international prudential regulations and has implemented
IAS 39 and strengthened capital adequacy standards. The objective of the IAS 39 is to establish principles
for recognizing and measuring financial assets/liabilities/contingen€éalowing fully complying with
Pillar 1 of the BASEL 11 guidelines in December =z
(CAR) dropped by 123 bps representing market risk and operationahsis.the first quarter of 2009,

the CAR ratio stands atl4.74%, well above the regulatory requirement of 8.5etyingas a cushion

against a worse than expectestatioration of asset qualitin addition, commercial banks maintain their
actual allowance in the level of 1%2of their required allowsce. Likewise, financial institutions have
tightened their credit standards for both corporate and consumer loans, reflecting caution in their business
operations amid increased risk involved both in general economic and irslpstific conditions.

NPL have gradually declined but are expected to increase due to the effects of the global crisis on
therealsectorr The direct i mpact on financi al institution
As can be seen iRigure 42, net NPLs have continued to decline, reaching 2.93% which is the lowest

figure since prior to the Asian financial crisis in 1997. The economic outlook however, could be
challenging this year, considering the global recession and the subsequent detelioraiedit quality

of financi al institutionsd assets. In order to ma
to maintain good lending standards. This may result in some borrowers feeling it to be more difficult to
access financing frorthe formal financial sector. The Bank of Thailand has categorically ruled out direct

l ending to compani es, despite pressure to do so
companies through the financial sector prior to the passage afrthiedment to the Central Bank Act in

2008. The BOT is instead working with the Ministry of Finance (MOF) so that the Specialized Financial
Institutions (SFIs) under the MOF may increase credit to small and medium enterprises (SMESs).
However, a fine line mst be maintained between promoting access to finance and containing contingent
public liabilities.

Figure 42. Non-Performing Loans
(% Total Loans)
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Monetary policy has been eased tfight the econamic downturn but the effectiveness of any further

interest rate cut is likely to be limited. The Bank of Thailand (BOT) lowered the policy interest rate by

0.25 percent on April 8, from 1.50 percent to 1.25 percent. This was ttile fate cut since Decdyar 3.

Given theample liquidityin the domestic financial systeitihe market does not expect any more rate cut

in the near future due to the | imited effect of t
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Interest rates in the financial marketstend to respond tothetrendinthe BOT 6 s monet ary po
committee (MPC) rates, but not in the same magnitude Consequently, the net interest margin (NIM)

has widenedFigure 43). Given the significant decline in economic environmené MPC decided to
easemonetary policy to help support economic recovery, particularly as the current economy faced
numerous negative risks. As peaible 13, the market interest rate followed in the same divadtiut in a
different magnitude. The deposit rate declined more than double that of the lending rate. As a result, the
net interest rate margin (NIM) has gradually widened. Most recently, as an example, the BOT lowered the
policy interest rate for a cumuige of 175 bps from 3.75% in October 2008 to 2.00% in January 2009.
While the average-lay overnight interbank rate was lower by 158 bps, the average 12 months deposit
rate and the average minimum lending rate (MLR) decreased by 138 and 75 bps frogqudtied of

2008. As a result, the net interest margin in the banking sector widened from 4.5% in Q3 2008 to 5.13%
in January 2009.

Table 13 Market interest rates

As of December 31 2006 | 2007 2008 Jan 09
MPC Rate (as at perieeghd 5.00 | 3.25 2.75 2.00
Avg 1-day Overnight Rate 4.64 | 3.75 3.28 2.12
Avg 12-mth Depo Rate 4,26 | 2.80 2.56 1.50
Avg MLR 753 |7.21 7.17 6.63
Net Interest Margin (NIM) 3.27 | 4.42 4.61 5.13

Source: Bank of Thailand

Figure 43. Lending and Deposit rates (%), Figure 44. BIBOR and LIBOR (%),
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The Thai baht as well as several other Asian currencies devalued against the U®ith the hope of
boosting economic growth via the cheaper pricing of export item3.he Thai baht has weakened since
the beginning of 2008, with its strongest level being at 31.18 on March 19, 2008. Its decline is in part due

to capital outflows as foreignnvestors sell Thai stocks, contri bu:
50% from the end of 2007. The Thai baht al so suf i
policy and political instabil it yrnatiena piparts which y af

seriously damaged the tourism industry, an important source of foreign income. The weaker baht policy
which boosts economic growth through cheaper exports has been in line with the value of other currencies
in the region. The bahltowever, has performed surprisingly better when compared to other currencies.
The Thai baht is down by 11%, compared to 54% for the South Korean Won and 18% for the Philippine
Peso over the past year. Spreads in the CDS (Credit Default Swap) of Thdodiallet in the past year

43



which followed the same direction of other regional currencies. This implies the financial risks of these
currencies in the crisis era.

Figure 45. Exchange Rates Figure 46. CDS Spreads

] Source:Datastream, World Bank calculations
Source:Datastream, World Bank calcuilas

The primary bond market almost doubled its size in 2008 due to downward trend in interest rates

and issuance volumes increased further in 2009 as largerporations switched to domestic funding

Last year, THB 11.33 trillion worth of new bonds were issued in the primary market, jumping from 6.27
and 3.10 trillion in 2007 and 2006 respectively. Government Securities dominated the primary market
while Corpoate Debts accounted for less than 12 %. BOT Bonds in the amount of THB 9.2 trillion were
issued in 2008 in order to absorb excess liquidity in the money market. Recently, big corporates shifted
their overseas funding to domestic funding due to the dowhmaessure in interest rate. In 2008, Thai
corporates issued new bonds worth THB 1.27 trillion which is the highest level of issuances since 2000.
And we expect that the new issued bond will test the high level again thisTywgprimary reason

behind hese new issuancés to refinancehigher costing bonds and working capital. This has been a
good opportunity for corporates to issue medium to long term -fixemme instruments including
corporate bonds and commercial paper. During the last yeartdondonds accounted for 34% of total

new corporate bonds. The top 3 industries which issued new bonds in 2008 were the banking, energy and
construction materials sectors.

Trading volumes in the secondary bond markethave increased especially inlow-risk, highly rated

bonds Trading value of the total bond market increased 65% from THB10.53 trillion in 2007 to THB
17.36 trillion in 2008. Average daily trading values substantially increased from THB 356 billion in 2007
to 878 billion at the end of 2008. 8#% of secondary market trading was accounted for -t&ort

bonds, especially BOT Bondsloreover, the issuers increased the liquidity of bonds by registering them
in the Bond Electronic Exchange (BEX) Market. The BEX has started performing a promikeeint ro
fixed income trading. The supply of tradable bonds in the secondary market has increased from THB 3.94
trillion in 2007 to THB 9.18 trillion in 2008. As pédrable15, 418 Government bonds and 30 corporate
bonds are currently traded in BEX with a value of 8.98 and 0.2 trillion respectively. The value of tradable
corporate bonds increased 150% from 79 billion in 2007 to 198 billion in 2008. However due to the
serious global economic turmoil, players in finahomarket like banks, investors and asset management
firms have become more riskrerse and shifted their investments to what they considered to be lower
risk assets. As a result, the trading value of corporate bonds reduced from THB 135 billion in 2007 to
THB 115 billion in 2008 or a 15% decrease.
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