
Thailand

A steep fall in exports caused by the global trade slump drove down industrial production and investment 
in the first half of 2009. Business and consumer sentiment was further undermined by political tensions. 
Although there were signs the worst had passed by midyear, the economy is expected to contract by 
more than was projected in March. Modest growth is seen resuming in 2010. The tempo of recovery will 
depend in large part on the Government fully implementing two fiscal packages, including a new public 
investment program. Those plans would be at risk if political disruptions recur. The consumer price index 
is now forecast to decline this year, before low-level inflation returns next year.

Updated assessment
Domestic political turbulence has aggravated the economic impact of 
the global recession. On a sequential basis, GDP contracted by a steep 
5.9% (seasonally adjusted) in the fourth quarter of 2008 and by a further 
1.8% in the first quarter of 2009, before picking up by 2.3% in the second. 
Economic output for the first half of 2009 fell by 6.0% from the prior-year 
period, one of the sharpest declines in Southeast Asia.

This economic contraction was primarily caused by a drop in 
industrial production (Figure 3.9.1) following the slump in global demand, 
and by a decline in consumer and investor confidence. The Government 
adopted expansionary fiscal and monetary policies to temper the 
contraction.

Private consumption fell by 2.4% year on year in the first half of 
2009, the result of a weakening labor market, a fall in export prices 
of agricultural commodities that hurt rural incomes, and feeble 
consumer confidence, particularly during times of political turmoil. 
Antigovernment street protests in April, which followed an extended 
period of rising political tensions, led to a temporary state of emergency 
in the capital, Bangkok.

In contrast to the fall in private consumption, government 
consumption rose by 4.8% in the first half of 2009 as the Government 
quickened the pace of its budget disbursement and raised wages for its 
employees, and rolled out its first fiscal stimulus package from March.

However, investment slumped in the first half and this contributed 
most to the contraction in GDP on the demand side. Private fixed 
capital investment dropped by 16.9%, reflecting weak external demand, 
the impact on business sentiment of the political uncertainty, as well as 
more cautious lending by banks. Foreign direct investment applications 
declined in value by 47% in the first 7 months of 2009.

Public investment fell by 9.1% in the first quarter, then rebounded by 
9.6% in the second on faster disbursement by the Government and state 
enterprises (Figure 3.9.2). A steeper fall in the volume of imports than 
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3.9.2 Gross fixed capital investment growth
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in exports meant that net exports of goods and services had a positive 
influence on GDP in the first half.

From the supply side, industrial production fell sharply as exports 
dived. The important manufacturing component of industry dropped by 
11.4% in the first half, with motor vehicles down a precipitous 40%. In 
signs that the slump was bottoming, the decline in the manufacturing 
production index slowed to 18.5% in the second quarter from 32.7% in 
the first, and the rate of industrial capacity utilization increased to 59.2% 
from 58.1% in the same period (Figure 3.9.3).

Construction activity, which declined for four consecutive quarters 
through end-March, started to pick up in the second quarter when the 
Government and state enterprises accelerated their investment.

Services were hampered by subdued consumer confidence and a 
fall of about 16% in tourist arrivals in January–June. Output from the 
sector declined by 2.8%. Transportation and communications, hotels and 
restaurants, and wholesale and retail trading were among the weakest 
subsectors. Agricultural and fisheries output, damped by the drop in 
world commodity prices, grew by just 0.4% in the first half. That meager 
increase was mainly attributable to an expansion of livestock and shrimp 
production. Rice production in the second quarter fell from the year-
earlier level, which was elevated as a result of high rice prices at that time.

In the external accounts, the value of merchandise exports fell 
by 23.1% in the first half from the corresponding period in 2008 
(Figure 3.9.4). Steep falls were recorded for shipments of automobiles 
and parts, electronic and electrical appliances, as well as maize, natural 
rubber, rice, and tapioca. Exports fell to the main destinations—United 
States, European Union, Japan, and Southeast Asia—but some other 
markets such as Australia and the Middle East were relatively firm. For 
exports, too, the pace of decline eased in the second quarter from the 
first, particularly for shipments to People’s Republic of China, India, and 
Republic of Korea.

Merchandise imports tumbled by 35.2% in the first half, mainly a 
reflection of reduced purchases of imported inputs used by manufacturing 
export industries, much lower prices for imported oil than a year earlier, 
and the slack domestic demand. This faster fall in imports than exports 
propelled the trade surplus from $1.8 billion in the first half of 2008 to 
$11.7 billion in the first half of this year. Net outflow of $5.5 billion in the 
capital and financial accounts stemmed from a rise in Thai investment in 
overseas securities and from debt repayments.

Largely as a consequence of the ballooning trade balance, the 
current account surplus of $11.4 billion was more than three times that 
recorded a year earlier, and the overall balance of payments registered a 
surplus of $8.7 billion. Foreign reserves rose to $123.4 billion at end-July, 
equivalent to 5.6 times short-term foreign debt and 10 months of imports 
(Figure 3.9.5).

Large current account surpluses contributed to a 2.7% appreciation of 
the baht against the US dollar in the first 7 months of 2009, and to a rise 
of about 1.0% in the nominal effective exchange rate of the baht. The Bank 
of Thailand in August relaxed regulations on Thai investment in foreign 
securities and derivatives, a move aimed at facilitating capital outflows 
and easing upward pressure on the baht.

3.9.3 Manufacturing indicators

-50

0

50

100

Industrial capacity utilization rate

Change in manufacturing production index
year on year

JulJan
09

JulJan
08

JulJan
07

JulJan
2006

%

Source: Bank of Thailand, available: http://www.bot.or.th, 
downloaded 7 September 2009.

Click here for figure data

3.9.4 Current account indicators 
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3.9.5 Foreign reserves and import cover
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Employers responded to the plunge in export orders and subsequent 
weakness in domestic demand by reducing working hours and 
employment, contributing to a rise in the unemployment rate to 2.1% 
in the first quarter of 2009 from 1.3% in the preceding quarter. The rate 
eased to 1.8% in the second quarter of 2009 when hiring started to pick 
up, particularly in construction and some services.

Inflation, which shot up to an 11-year peak in July 2008, fell away as 
global prices for oil and food slid, so that the consumer price index fell 
by 1.9% in January–July 2009 year on year. The fall in July was a steep 
4.4% on this basis (Figure 3.9.6). Government policies introduced in 2008 
to assist those on low incomes at a time of high inflation, including free 
electricity and water supply for small households and subsidies for public 
transportation, were extended twice to stimulate private consumption.

The first fiscal stimulus package aimed at moderating the economic 
contraction involved measures costing B116.7 billion ($3.4 billion, or 
about 1% of GDP). Coming into effect in March this year, it included cash 
payments and subsidies for low-income people and assistance for rural 
small enterprises. Almost half the total amount was disbursed by July.

The additional spending, at a time of weakness in government 
revenue, is projected to widen the fiscal deficit to about 4% of GDP in 
FY2009 (ended 30 September 2009), from 0.3% in FY2008. Revenue has 
fallen well below target during FY2009 as the domestic recession eroded 
government income from sources such as import duties and value-
added tax. Parliament in June passed emergency legislation authorizing 
additional government borrowing beyond limits set under the budget law, 
and it approved new debt issues of up to B800 billion.

Monetary stimulus came from aggressive reductions in interest rates 
by the Bank of Thailand: from the start of December 2008 to April 
2009 it lowered its policy rate by 250 basis points to 1.25% (Figure 3.9.7). 
Nevertheless, the impact on lending was muted. Commercial banks, 
concerned about credit risks in a contracting economy, were cautious 
in lending, while private sector demand for credit generally declined 
in tandem with economic activity. The rate of increase in loans by 
commercial deposit-taking institutions slowed from 8.4% in the first 
quarter to 6.1% in the second.

Stock prices as reflected in the SET index, after falling by 48% in 2008, 
picked up in the second quarter of 2009. The index rose by 45% in the first 
8 months of this year (Figure 3.9.8), a gain in line with other Asian markets.

Citing the political unrest, S&P in April lowered Thailand’s long-term 
local currency debt rating to A- from A. Fitch downgraded the long-term 
foreign currency rating to BBB from BBB+ that month, on the grounds 
that political strife undermined the ability of the Government to 
implement policies.

Prospects
The forecasts assume that there are no disruptive changes in government 
in the forecast period and that fiscal policy is implemented as planned. 
In addition to the first fiscal stimulus package, the Government has 
approved a second package that comprises public investment and that 
will cost B1.43 trillion ($42 billion) over 3 fiscal years starting in October 

3.9.6 Monthly inflation
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3.9.7 Policy rate
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this year. This is equivalent to about 5% of GDP in each of the years. 
The Government estimates that the projects will create 1.5 million jobs, 
stimulate private consumption, and spur a rebound in industries such as 
steel and cement that supply construction firms.

Projects with high priority under the program are water management 
and reservoir development, highways, rural roads, and mass-transit 
systems. It also involves additional investment in education, health, and 
tourism.

The fiscal and monetary stimulus, coupled with the gradual 
improvement in the international economic climate, point to economic 
performance picking up during the second half of 2009 and into 2010. 
As noted, the slump in trade and manufacturing reached a trough in the 
first half. Consumer confidence and business sentiment has also improved 
(Figure 3.9.9). For the full year, GDP is forecast to contract by 3.2%, a 
sharper decline than projected in March’s Asian Development Outlook 
2009. The revision is based on the weaker than expected outcome in 
January–June 2009 and the downgrading of the 2009 outlook for major 
industrial economies and world trade.

Economic growth is expected to resume in 2010 at about 3.0% 
(Figure 3.9.10), a very modest rate given the low base laid in 2009. The 
growth will be underpinned by the Government’s public investment 
plans, which will provide some encouragement for private investment. 
Private consumption will benefit from a gradually firming labor market 
and expected gains in prices of agricultural commodities.

Strengthening economies abroad will raise demand for Thailand’s 
exports of automobiles, electronic and electrical goods, and agricultural 
products. After falling by a projected 18.0% in 2009, exports are forecast 
to recover by around 15% in 2010. Merchandise imports will rebound 
strongly if the public investment projects get under way as planned and 
if private investment rallies. A 28% bounce is forecast for imports in 
2010. In services trade, tourism is expected to improve, with the pace 
of recovery depending in large part on the rebound in the international 
economy and on global efforts to contain the swine flu (H1N1) pandemic.

A substantial current account surplus equivalent to 6.0% of GDP is 
forecast for this year in view of the large trade surplus. Next year, the 
rising cost of imports of capital goods for projects and for oil is forecast 
to pull down the trade surplus. The current account surplus is forecast to 
decline to about 1.0% of GDP.

Consumer prices, after declining by more than expected so far 
in 2009, are projected to turn upward by year end, in part a result of 
a low-base effect brought about by a steep decline in inflation late in 
2008. The consumer price index is forecast to fall by 0.5% this year, 
revised from Asian Development Outlook 2009 when slight inflation 
was anticipated. Next year, inflation is projected at 2.0% (Figure 3.9.11), 
based on the expected gradual recovery in domestic demand and higher 
average oil prices in 2010. Inflation might be slightly below this rate if 
the Government were to again extend the concessions on charges for 
electricity, water, and public transportation.

After lowering the policy interest rate to 1.25% in April 2009, the 
Bank of Thailand maintained this rate through August. If economic 
activity and inflation revive as projected, the central bank could start 
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3.9.9 Consumer and business indexes
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to edge the policy rate back up in the second half of 2010. The main 
financial constraint for many firms is access to credit, rather than its cost. 
Addressing this issue, the Government has asked state-owned financial 
institutions to give more attention to firms facing a liquidity squeeze and 
provided credit guarantees to small and medium-sized enterprises and 
exporters.

Most of the financing for the 3-year public investment program will 
be off-budget, sought from domestic debt markets and public–private 
partnerships. Borrowing for the program is expected to increase the 
ratio of public debt to GDP to a still-manageable 58% of GDP by 2012, 
from 37.4% in 2008. The FY2010 budget targets a reduction in spending 
from FY2009, but when planned outlays for the public investment 
program are added, the combined fiscal deficit for FY2010 will be as 
high as 7.4% of GDP.

Domestic risks to this outlook center on possible renewed political 
turbulence that would disrupt policy making and delay disbursement of 
budget spending and the public investment program. Bolstering domestic 
demand is particularly important, considering that the outlook is for only 
modest growth in industrial-country markets. (Thailand has often relied 
on exports to drive growth, but this is less likely to be an option in the 
forecast period.)

The public sector bears a heavy responsibility in reviving investment, 
largely because the private sector has been weakened by recession and 
political uncertainty. But the mediocre record of public investment in 
recent years underlines the risk of relying on it too much. A $40 billion 
“megaprojects” infrastructure plan that was formulated in 2005 and 
that carried a similar responsibility was largely uncompleted because 
of frequent changes in government and political tensions. Some of that 
plan’s projects have now been incorporated into the new 3-year program. 
Overall, public investment has been relatively low since the 1997–98 Asian 
financial crisis (Figure 3.9.12).

Any renewed political turmoil that disrupts the rollout of the public 
investment program (and policy making in general) would hurt growth 
directly and erode still-fragile consumer and investor confidence. In these 
circumstances, GDP growth would be lower than forecast, as would fiscal 
revenue, which would put additional pressure on the budget.

3.9.12 Public invesment
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3.9.11 Annual inflation
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