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PRIVATE SECTOR ASSESSMENT (SUMMARY)1  
 
1. Thailand has achieved sustained growth and economic diversification, driven by low-cost 
labor, supported by high capital investment (prior to the 1997 Asian financial crisis), and 
facilitated by effective economic institutions. However, over the medium-term, the country is 
losing its comparative advantage based on the exploitation of natural resources and low-cost 
labor; and underlying weaknesses in private sector capacity to compete in higher-technology 
processes and products in changing global and regional markets. Achieving sustained growth 
and development requires significant investment in physical and social capital, and in public 
institutions and private enterprises. 
 
A. Key Issues and Challenges 
 
2. Drivers of growth. The private sector plays a dominant role in the economy, with 
private consumption and investment contributing about 67% to gross domestic product (GDP) in 
2012. On the production side, industry has expanded and diversified significantly moving from 
25% of GDP in 1975 to 41% in 2012, while agriculture’s share declined from 25% to 9% during 
the same period. The share of services has changed little since 1975 (around 50%)—compared 
with other economies in the region where services increased and diversified as they developed. 
On the demand side, exports drive Thailand’s economic performance, in particular 
manufactured exports with high import content, especially electronics and electrical products 
and automotive products.  
 
3. Structure of the private sector. The vast majority of firms are small- and medium-size 
enterprises (SMEs). In 2012, SMEs comprised 99.76% of all firms; contributed 84% of jobs, 
were responsible for most growth in job creation, particularly in recent years; but represented 
only 40% of GDP. While large enterprises comprise only 0.24% of all firms, they account for 
48% of GDP and 66% of manufacturing GDP (compared with 34% for SMEs). SMEs have had 
very limited participation in export industries; those involved tend to operate with low skills and 
technology. Large enterprises therefore drive the economy’s performance on international 
markets, while SMEs provide the vast majority of jobs. 
 
4. Infrastructure constraints. Although basic infrastructure is well developed, significant 
gaps constrain the potential for growth. Areas of particular importance include transport, 
telecommunications, energy, water and sanitation, and waste management. Thailand’s logistics 
services—a key factor in serving competitive international markets—while generally good, lag 
most East and some Southeast Asian economies. In the energy sector, the emphasis is on 
reducing reliance on imported fossil fuels and diversifying sources of energy, with particular 
focus on renewable energy. Telecommunications reform has been more uncertain, leading to 
delays in needed investment and upgrading. Municipal solid waste has been increasing with 
economic growth, posing significant infrastructure and environment challenges. Likewise, water 
shortage is an increasing problem, and given public financing constraints, the government is 
increasingly interested in a greater role for the private sector, but finds itself in a sensitive 
environment with respect to pricing. 
 
5. Lagging investment. In 2012, overall investment was 28.6% of GDP, well below what is 
required for sustained long-term growth, as compared with the pre-Asian Financial Crisis years 
of over 41% of GDP in 1996. In particular, addressing infrastructure constraints is not sufficient, 
particularly in the context of an increasingly integrating region. Public investment in general has 
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been falling; the relative share of public investment by state-owned enterprises and local 
governments has been growing, but within a shrinking overall public investment budget. The 
government is therefore looking to the private sector to contribute to the financing needed for 
infrastructure, including through public–private partnerships (PPPs).  
 
6. Finance sector constraints. Thailand’s primarily bank-based financial system has been 
generally effective in mobilizing and channeling capital to support economic growth and 
diversification. Large enterprises have little difficulty accessing bank funds. However, the 
existing system has been less effective in financing large-scale infrastructure investments, 
supporting entrepreneurial SMEs, and financing innovation. As a consequence of the global 
financial crisis (2008–2009) and the impact of the severe 2011 floods, lending activities of 
specialized financial institutions have expanded significantly, particularly for small enterprises 
and farmers. However, this may have come at the cost of inadequate risk assessment and 
commercially unsustainable operations, and specialized financial institutions may be distorting 
the operations of the financial system by crowding out commercial financial institutions. 
 
7. Labor market constraints. The labor market, particularly for lower-skill and lower-wage 
workers, is tightening in both the short and longer term. This is offset in certain sectors (e.g., 
agriculture, construction, household) by a large pool of immigrant workers. However, an 
increasingly tight domestic labor market and resulting rising costs and labor shortages in key 
manufacturing subsectors (e.g., garments, automotive, electronics) signal a continuing loss of 
comparative advantage in low-wage, low-skill, labor-intensive product markets. Firms are having 
difficulty filling higher-skill jobs, signaling a mismatch between skills needed and the supply of 
skills provided by the education system. 
 
8. Inequality. Economic growth and structural transformation, while leading to significant 
reductions in absolute poverty, have resulted in uneven benefits from growth. Largely urban-
based manufacturing exports contributed 39% to GDP in 2012, but accounted for only 14% of 
employment; while agriculture contributed 8% to GDP but accounted for 39% of employment. 
The result is growing economic inequality, including between urban and rural areas, and regions. 
Economic restructuring, including investments aimed at upgrading the economy, will need a 
wider sharing of the benefits. Successful implementation of needed economic reforms and 
investments will require societal consensus for a stable business environment. 
 
9. Business environment. Thailand has a private sector-led economy, with a relatively 
strong enabling business environment. Thailand ranked 18th in the World Bank’s 2013 Doing 
Business Report; 37th in the World Economic Forum’s 2013-2014 Global Competitiveness 
Report; 27th in the International Institute of Management Development’s 2013 World 
Competitiveness Yearbook; and 38th in the World Bank’s 2012 Logistics Performance Index. 
However, concerns exist about emerging constraints in specific areas such as infrastructure 
bottlenecks, workforce education, and absorption of new technology; and a dramatic and swift 
decline in labor market efficiency. While Thailand has been able to maintain an environment of 
policy stability through periods of political uncertainty, concern remains about the impact on the 
investment climate and business confidence. 
 
10. Challenges of manufactured exports. The country’s traditional engine of growth, 
manufactured exports, is facing basic challenges. On the supply side, tasks or processes 
involved in producing export products have not increased significantly in sophistication, skill, 
and complexity, as most Thai firms remain concentrated in assembly and relatively lower-skill 
and lower-technology manufacturing processes. On the demand side, slow growth, uncertainty, 
and sluggish recovery in traditional markets have slowed Thai manufactured exports. This has 
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had an indirect impact on exports within East Asia, particularly the People’s Republic of China, 
by slowing trade in intermediate goods (parts and components) within regional supply chains 
whose final products are for traditional export markets outside the region. Slow global growth is 
projected for the foreseeable future, particularly given expected adjustments of existing global 
trade and financial imbalances. Asia’s growing population and rising incomes are likely to 
increasingly drive global consumer spending over the longer term. 
 
11. The challenge to Thai enterprises over the medium term is twofold. First, given the 
current pattern of domestic demand in the region, traditional export markets will continue to play 
a key role over the medium term. However, Thai enterprises are likely to face increasing 
competition within key global value chains from emerging economies, requiring Thai firms to 
upgrade and increase capacity. Second, expanding emerging markets, especially the 
integrating regional (Asian) market, will present significant growth opportunities for Thai 
enterprises. However, most of emerging Asia’s population will continue to be low- and low-
middle income. Fragmented markets, high rural populations, and growing income inequality will 
affect discretionary spending in these economies. Getting more out of these markets will 
therefore require innovations in products, technology, and services, as well as in business 
strategy and operations, as compared with production networks serving developed markets.  
 
12. Shifting to innovation-led growth. Thai firms face a variety of challenges in shifting to 
innovation-led growth, including needed public and private investment in research and 
development, early-stage financing particularly for SMEs, innovation-related skills and training, 
supporting infrastructure, and effective policies and programs to facilitate innovation by firms 
along the value chain. The nature of Asian emerging markets suggests a broad perspective on 
innovation: Thai firms must become more skilled at introducing new and improved products, 
services, production processes, and business systems for changing markets. The overall 
challenge to firms is therefore to strengthen their capacity for innovation in response to 
changing traditional and nontraditional end markets, facilitated by supporting investments in 
areas such as appropriate skill development and training, and domestic and cross-border 
logistics. There is a need for diversified and more efficient financial services, including for 
innovative SMEs.  
 
B. Government Strategy 
 
13. Development strategy. The basic aim of the Eleventh National Economic and Social 
Development Plan, 2012–2016 is to facilitate transformation from factor-based growth, which 
has traditionally relied on low-cost labor and natural resources, to a competitive knowledge-
based economy emphasizing value creation and innovation.2 As a basis for implementing the 
11th plan, in 2012 the government launched Thailand’s Strategy: A Road Map for Real 
Opportunities, which broadly focuses on competitiveness, inclusive growth, green growth, 
strengthening of public institutions and processes, and identification of a range of associated 
related government programs and projects.3 
 
14. Selected key policies and plans. The government is preparing an infrastructure master 
plan to identify priority physical and social infrastructure projects, including candidates for PPP, 
with particular emphasis on transport and energy. To support this, the government has 
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developed, with ADB support, a new PPP law to help mobilize private funding and to improve 
efficiency, access, and quality of infrastructure and public services.4 Effective implementation of 
the new PPP framework will be vital to building the confidence of the private sector and other 
stakeholders. The next phase of Thailand’s logistics strategy, 2012–2016 includes a focus on 
strengthening and expanding subregional and wider regional logistics linkages to facilitate 
cross-border production integration. The government has launched the ambitious national 
Transport Infrastructure Development Strategy to rehabilitate, modernize, and expand the 
country’s infrastructure; improve logistics; and enhance national and regional connectivity.5 The 
Financial Sector Master Plan II, 2010–2014 is intended to stimulate competition in banking and 
to widen access to financing, particularly for SMEs. The Capital Markets Development Master 
Plan is aimed at reform and upgrading of the stock exchange, including linking it to regional 
markets. Thailand’s first Science, Technology and Innovation Master Plan, 2012–2021 is aimed 
at increasing overall investment in research and development and the private sector’s relative 
share; increasing the number of people involved in research and development; and 
strengthening public-private collaboration in science, technology, and innovation.  
 
D. ADB Experience and Strategy  
 
15. Experience. ADB’s country partnership strategy (CPS), 2007–2011 recognized the 
important role of the private sector. ADB supported capital market development, and provided 
technical assistance for strengthening the legal and institutional framework for PPP. From 2010 
to 2012, the ADB Private Sector Operations Department financed six projects, particularly for 
clean energy. ADB financing for these transactions ($487 million) helped leverage official 
cofinancing of $611 million and commercial cofinancing of $1.78 billion—a leverage of 490%. 
Moreover, ADB support for regional cooperation, in particular related to transport and trade 
facilitation, has been provided under the Greater Mekong Subregion Regional Economic 
Cooperation Program. 
 
16. Forward strategy. ADB will utilize both its public and private sector operations to 
promote private sector development. ADB will provide analytical and advisory assistance, and 
facilitate public–private dialogue, in support of enabling environments for entrepreneurship and 
innovation. Drawing on previous assistance, ADB will help advance the government’s PPP 
agenda to meet the need for effective infrastructure and public service delivery by (i) continuing 
support for advocacy and capacity development, and strengthening the enabling environment 
for PPP; (ii) actively encouraging PPP and enhancing Thailand’s capacity to carry out project 
identification and development; and (iii) helping to structure PPP projects with private and public 
sector financing (if needed). 6 Through its private sector operations, ADB will provide financial 
assistance to private sector projects with high development impact and to which ADB can 
contribute value added and catalyze private investment and financing. ADB private sector 
operations will (i) focus on infrastructure and the finance sector, (ii) pursue climate-friendly 
investments, (iii) seek to take on an innovative role engaging in areas that have traditionally 
been difficult targets for the private sector, and (iv) seek opportunities to engage with Thai 
companies looking to invest in the region. Synergies between private and public sector 
operations will be maximized, and collaboration between ADB’s public and private sector 
departments strengthened.  
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