
Thailand

The economy is projected to improve in the second half of 2011—after growing modestly in the first—but by 
too little to prevent a downward revision to the full-year forecast. Growth is seen picking up in 2012, supported 
by expansion in private consumption and investment coupled with spending and income policies from the 
new government. Inflation is now seen higher than was forecast in Asian Development Outlook 2011, both 
for this year and next. The current account is expected to remain in surplus through the forecast period. 

Updated assessment
Economic growth of 2.9% in the first half of 2011 was lower than 
expected, suppressed by supply chain disruptions caused by the March 
earthquake in Japan, cautious consumer spending, and a fall in public 
investment. Growth slowed from 3.2% year on year in January–March to 
2.6% in April–June (Figure 3.9.1).

Private consumption grew by a modest 3.0% in the first 6 months 
from the prior-year period. Consumption was supported by a firm labor 
market, higher farm incomes (stemming from a recovery in output and 
favorable prices for most agricultural commodities), and growth in credit. 
Employment rose by 1.0% in the first half and the unemployment rate fell 
to just 0.7% (Figure 3.9.2). Minimum wages were raised in January 2011 
and public service salaries in April. 

However, an uptrend in both inflation and interest rates subdued 
consumer confidence. To counter the impact of inflation, the government 
extended concessions for low-income earners, including free electricity, 
water, and public transport, through end-2011. It also provided additional 
subsidies on fuel and cooking gas. 

Fixed capital investment increased by 6.6% in January–June, mainly 
owing to strength in the private sector component. Private investment in 
machinery and equipment rose by nearly 12%. Private construction picked 
up by 5.7%. Public investment, by contrast, fell by 5.9% in the first half. 
One reason for the decline was that decisions were postponed in May 
and June, after the government scheduled national elections for July and 
dissolved Parliament.

On the supply side, services expanded by 5.0% and contributed most 
of the overall GDP growth in the first half (Figure 3.9.3). Output of the 
hotels and restaurants subsector climbed strongly by 13.4%, reflecting a 
recovery from weakness in April–May 2010 when violent demonstrations 
in Bangkok curtailed consumer spending and inbound tourism. Tourist 
arrivals jumped by 28.1% in the first 6 months of this year from the same 
period of the previous year (Figure 3.9.4), with steep gains in the number 
of tourists from the People’s Republic of China, the Republic of Korea, 
and India. 

3.9.1 Contributions to growth (demand)
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Source: National Economic and Social Development Board. 
http://www.nesdb.go.th (accessed 26 August 2011).

Click here for figure data

This chapter was written by Luxmon Attapich of the Thailand Resident Mission, ADB, 
Bangkok.

3.9.2 Unemployment rate
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Industry as a whole made only a small contribution to growth. 
Manufacturing output nudged up by 1.7% in January–March, then 
declined by 0.3% in April–June, hit by a shortage of components 
from Japan due to the disaster there, particularly for automobiles and 
hard-disk drives for computers. Production of autos plunged by 19.9% 
in the second quarter because of disruption to supplies caused by the 
disaster in Japan. 

Agricultural production, recovering from drought and pest 
infestations that cut output in the first half of 2010, rose by 7.2%. 
Favorable prices for palm oil, rice, natural rubber, and sugarcane also 
spurred production. But output from fisheries fell by 2.8%, hurt by 
flooding in southern areas of the country, which damaged shrimp farms. 

The value of exports of agricultural commodities surged by nearly 
half in January–June from the prior-year period, led by rice and natural 
rubber. Total merchandise exports rose by 23.1% (Figure 3.9.5) to 
$57.3 billion. This strong showing was helped by the greater diversification 
of export markets over recent years: although most major industrial 
markets (about 30% of total exports) weakened, many Asian markets 
remained buoyant. Exports to Japan rose in part because of its greater 
demand for food after the disaster. 

Merchandise imports climbed by 26.8% to $55.7 billion. Higher 
global prices of oil contributed to an increase of 25.5% in imports of raw 
materials and intermediate goods. Imports of machinery moved up by 
28.1%, in line with the gain in private investment. The surplus in goods 
trade fell by nearly 25% to $5.0 billion in the first half, but earnings from 
services, particularly tourism, helped to lift the current account surplus 
by 19.1% to $8.6 billion. 

The capital and financial account recorded a net outflow of 
$1.7 billion in the first half. Portfolio investment, mainly in Thai debt 
securities, recorded a surplus of $2.4 billion, well below the second half 
of 2010 but up slightly from the first half of 2010. Net inflows of foreign 
direct investment fell to $1.4 billion in the first 6 months of 2011 from 
$3.5 billion a year earlier. International reserves of $189 billion in late 
August comfortably covered 9 months of imports of goods and services. 

Rising prices for food and fuel drove inflation from 3.0% in January 
2011 to 4.3% in August (Figure 3.9.6). The higher food prices reflected 
disruptions to production from floods in the south, steeper prices of 
livestock feed, and global trends. Core inflation (excluding food and fuel) 
went up to 2.9% in August. 

In response to price pressures and increasing inflation expectations, 
the Bank of Thailand raised its policy interest rate six times in the first 
8 months of 2011, to 3.5% (still below inflation, Figure 3.9.7). The volume 
of commercial bank credit increased by 18% in the first half of 2011, with 
increases in both business and personal loans. 

Stronger revenue collections suggest that the fiscal deficit will 
be narrower than the 4.0% of GDP target set for FY2011 (ending 
30 September 2011). Revenue for the first 10 months of the fiscal year was 
13.7% above target, while about 80% of the budgeted spending for this 
period was disbursed. Of B350 billion ($10.2 billion) budgeted for the 
Thai Khem Kaeng (Strong Thailand) infrastructure program, 83% was 
disbursed in the 10-month period. 

3.9.4 Tourist arrivals
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Click here for figure data

3.9.5 Trade indicators
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2 September 2011).

Click here for figure data

3.9.6 Monthly inflation
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Click here for figure data

3.9.3 Contributions to growth (supply) 
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Prospects
National elections in July went smoothly and a new government with 
a solid majority took office the following month. At this early stage it 
appears that fiscal policy could become more expansionary, reflecting 
several pronouncements. 

The new administration has pledged a range of spending programs, a 
sharp increase in minimum wages, and cuts in corporate taxes. It plans 
to guarantee a minimum price for unmilled rice of up to B20,000 a ton 
from mid-October 2011, about 50% above the market price in Thailand 
when the policy was announced in June. During election canvassing, 
the party that later formed the government outlined plans to increase 
allocations for village development funds and to provide debt relief for 
farmers. Officials have since commented on a need to invest in high-speed 
railways, while also maintaining investment on mass transit rail lines and 
expanding Bangkok airport. 

The government has said that it wants to raise the minimum income 
of wage earners to B300 ($10) a day and the minimum monthly income 
for university graduates to B15,000—both substantial increases. It 
suspended collection of levies on diesel and gasoline in August to bring 
down their retail prices. These levies provide funding for an oil fund, 
which is used to subsidize other fuels for consumers, including liquefied 
petroleum gas. The fund plans to borrow so that it can maintain these 
subsidies. For companies, the government proposes to lower the corporate 
income tax rate from 30% to 20% by 2013. 

In September, the new administration was reviewing the FY2012 
budget prepared by the previous government, and appeared likely to 
make adjustments, at least on the spending side. The original budget 
targeted a deficit equivalent to about 3% of GDP in FY2012. 

July’s elections and the change in government have delayed the budget 
process, which will likely hold up disbursements in the fiscal year starting 
1 October. Nevertheless, the government may maintain or even lift the 
pace of spending by tapping fiscal reserves until Parliament approves the 
budget, probably in January 2012. 

As for monetary policy, the Bank of Thailand said in September 
that the economy was growing at around its potential capacity, so that 
additional demand would likely result in higher prices. It has also 
expressed concern that public anticipation of government spending could 
raise inflation expectations. The outlook assumes that the monetary 
authorities will maintain a firming stance while the policy rate is negative. 

On balance, economic growth is seen picking up in the second half 
of 2011 and gathering strength in 2012. A firm labor market, high prices 
for farm products (to be bolstered by the guarantee for rice prices), and 
favorable credit conditions are expected to sustain growth in private 
consumption through the outlook period. Consumer confidence is 
buoyant, too: the index rose to its highest level in 6 years after the 
elections (Figure 3.9.8). For next year, the planned increases in minimum 
incomes will add support for consumer spending.

The impact of the supply-chain disruptions caused by the Japanese 
earthquake on Thai automotive and electronics industries started to 
abate in May. Business sentiment is positive, despite concerns over rising 
production costs. 

3.9.8 Consumer confidence and business 
sentiment
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3.9.7 Policy rate
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Click here for figure data

3.9.1 Selected economic indicators (%)
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3.9.9 Selected capacity utilization rates 
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Private investment will be stimulated by high capacity utilization 
rates (Figure 3.9.9), the favorable outlook for tourism and agricultural 
commodities, and credit growth. The Board of Investment reported 
strong interest from investors during the first 7 months of 2011. 
Moreover, a new law on public–private partnerships should have a 
favorable impact when it comes into effect. The law, awaiting approval 
from Parliament, is less restrictive than the one it replaces and has a 
shorter approval process. 

The projected better GDP performance in the second half of 2011 
should lift full-year growth to about 4.0% (Figure 3.9.10). That is a 
downward revision from Asian Development Outlook 2011, stemming 
from the weaker than expected first-half outcome and the lowering of the 
Update growth assumption for the major industrial economies. 

Growth is still projected to quicken in 2012, on the assumption that 
the new government carries out the proposed spending programs and 
minimum-wage increases and that growth picks up in the United States 
(US) and Japan. However, the growth forecast is trimmed to 4.5%, given 
the Update’s downgrading of international prospects for 2012.

The forecast for inflation in 2011 is raised to 3.8% (Figure 3.9.11) 
owing to the higher than anticipated outcome so far this year. Next year, 
inflation is seen easing to about 3.2%. Domestic demand is expected to 
strengthen, but there will be less upward pressure from global fuel and 
food prices. Higher domestic interest rates and a firm exchange rate will 
assist in curbing inflation. 

Export volumes and prices have held up reasonably well this year and 
are projected to grow by about 17% in US dollar terms. Earnings from 
services, notably tourism, have been stronger than expected. The forecast 
for the current account surplus as a ratio to GDP is raised to 3%, but left 
at 1% for 2012 (Figure 3.9.12). 

External risks to the outlook center on feeble growth and sovereign 
debt problems in the US and the eurozone. Weaker than assumed global 
growth would hurt growth in exports, manufacturing, and investment. 
Domestically, there is risk that inflation could stay high. A steep increase 
in minimum incomes, at a time the labor market is already tight, could 
push up production costs and flow through to retail prices. 

The weather, a major determinant of food production and prices, 
has become more variable in recent years. Finally, reallocation of budget 
expenditures to fund government programs targeted at consumers could 
divert funds away from much needed public investment on infrastructure. 

3.9.10 GDP growth 
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3.9.11 Inflation 
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3.9.12 Current account balance 
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