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Executive Summary
Thailand’s Economic Projections for 2016
As of July 2016)

Thailand’s Economic Projections for 2016

“The Thai economy in 2016 is forecasted to expand by 3.3 percent”

The Fiscal Policy Office (FPO), Ministry of Finance, projects that the Thai economy in 2016 is prone
to grow at an annualized rate of 3.3 percent (or within a range of 3.0-3.6 percent), higher than 2.8 percent
growth in the previous year. This is due to the significant projected growth rate in government consumption
and investment, supporting by expediting disbursement policy and a good disbursement performance in
several public investment projects including the water resource management project, the transportation
development project and the infrastructure investment development project on transportation in 2016.
Furthermore, higher number of international tourists, especially Chinese and Russian, also support the
growth of tourism-related businesses such as hotel and restaurant, transportation, and wholesale and
retail trade. For private consumption sector, there is a tendency to continuously grow from the previous
year in consequence of the supporting level of employment and income in service sector. In addition,
low interest rate and the advancement of various government investment projects would accommodate
the recovering trend in private investment sector. Nevertheless, the fragile global economic recovery

leads to a downward forecast in exports of goods, compared to the previous outlook.

Thailand’s economic stability is still resilient. With regard to internal stability, headline inflation
in 2016 is anticipated to be 0.6 percent (or within a range of 0.3 to 0.9 percent), higher than that of the
previous year, due to the higher domestic demand; however, it would remain low from a decreasing in
global energy prices. For external stability, the trade surplus is projected to be higher than that of the
previous year, due to the estimated lower rate of exports of goods contraction. Additionally, current
account is predicted to be a surplus of USD 40.9 billion or 10.3 percent of GDP (or within a range of 10.0-

10.6 percent of GDP), higher than the previous year from higher values of both trade and services surplus”

é HFFISCAL POLICY OFFICE




1. Economic Growth

The Thai economy in 2016 is forecasted to grow at an annualized rate of 3.3 percent (or within a range of
3.0-3.6 percent), higher than the previous year of 2.8 percent, due to the growth of the government consumption
and investment, 3.6 percent (or within a range of 3.3-3.9 percent) and 10.5 percent (or within a range of 10.2-10.8
percent) respectively, from the expectation of good performance in fiscal disbursement. Likewise, other government
investment projects including the water resource management project, the transportation development project
and the infrastructure investment development on transportation project are also predicted to be well disbursed.
Besides, the exports of goods and services sector is expected to grow by 2.7 percent (or within a range of 2.4-
3.0 percent) following the considerable number of international tourists, especially Chinese and Russian. This
would support the growth of tourism-related businesses such as hotel and restaurant, transportation, and
wholesale and retail trade. However, the fragile global economic recovery leads to a limit growth in exports of
goods sector. For private consumption sector, it is forecasted to grow by 2.3 percent (or within a range of 2.0-
2.6 percent) from the supporting level of employment and income in service sector, especially tourism sector.
Moreover, the government measures on helping the agricultural sector and micro-economy still continuously
encourage the growth of household expenditure. In addition, low interest rate and the advancement of various
government investment projects would accommodate the recovering trend in private investment sector. Lastly,
imports of goods and services sector is expected to contract at a rate of -1.4 percent (or within a range of -1.7

to -1.1 percent) because of lower raw materials and intermediate goods import.

2. Economic Stability

The economic stability is still resilient. For internal stability, headline inflation in 2016 tends to be 0.6
percent (or within a range of 0.3 to 0.9 percent), higher than that of the previous year, due to the higher domestic
demand; however, it would remain low from a decreasing in global energy prices. For the external stability, we
predict that current account would be a surplus of USD 40.9 billion or 10.3 percent of GDP (or within a range
of 10.0-10.6 percent of GDP), higher than the previous year due to the higher trade and services surplus. Trade
surplus is expected to increase to USD 41.5 billion (or within a range of USD 41.2-41.8 billion), explained by the
decelerated export contraction of -1.9 percent (or within a range of -2.2 to -1.6 percent). while the value of

imports in 2016 are expected to contract by -6.1 percent (or within a range of -6.4 to -5.8 percent).

UssuntunnsiFisugnoing
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Major Assumptions and Economic Projections of 2016 (As of July 2016)

Major Assumptions

2015

Average

2016f

(As of July 2016)

Range

Exogen Vari
1) Average Economic Growth Rate of Major Trading Partners (percent y-o-y)|  3.66 3.48 3.30 3.00-3.60
2) Dubai Crude Oil Price (U.S. dollar per Barrel) 96.7 51.2 41.0 38.0-44.0
3) Export prices in U.S. dollar (percent y-o-y) -1.0 -2.3 -1.2 |(-1.8) to (-0.6)
4) Import prices in U.S. dollar (percent y-o-y) -1.8 -10.8 -3.8  |(-4.4)to (-3.2)
Policy Variables
5) Exchange Rate (Baht per U.S. dollar) 325 34.2 35.5 34.9-36.1
6) Repurchase Rate (Policy Rate) at year-end (percent y-o-y 2.00 1.50 1.50 1.2-1.8
7) Fiscal-Year Pubic Expenditures (Trillion Baht) 2.92 3.20 3.43 3.39-3.47
8) Number of international tourists (Million persons) 24.8 29.9 338 33.2-34.4
Projections
1) Economic Growth Rate (percent y-o-y) 0.8 2.8 33 3.0-3.6
2) Real Consumption Growth (percent y-o-y)
- Real Private Consumption 0.6 2.1 23 2.0-2.6
- Real Public Consumption 2.1 22 3.6 3.3-3.9
3) Real Investment Growth (percent y-o-y)
- Real Private Investment -1.0 -2.0 2.6 2.3-29
- Real Public Investment -1.3 29.8 10.5 10.2-10.8
4) Export Volume of Goods and Services (percent y-o-y) 0.2 0.2 2.7 2.4-3.0
5) Import Volume of Goods and Services (percent y-o-y) -5.3 -0.4 -1.4 (17 to (-1.1)
6) Trade Balance (billion U.S. dollar) 24.6 34.6 41.5 41.2-41.8
- Export Value of Goods in U.S. dollar (percent y-o-y) -0.3 -5.6 -1.9 (22 to (-1.6)
- Import Value of Goods in U.S. dollar (percent y-o-y) -8.5 -11.3 -6.1  [(-6.4) to (-5.8)
7) Current Account (billion U.S. dollar) 15.4 32.0 40.9 40.6-41.2
- Percentage of GDP 3.8 8.1 10.3 10.0-10.6
8) Headline Inflation (percent y-o-y) 1.9 -0.9 0.6 0.3-0.9
N Core Inflation (percent y-o-y) 1.6 1.1 0.8 0.5-1.1 )

f = forecast by Fiscal Policy Office, Ministry of Finance, Thailand, Tel. 0-2273-9020

FPO
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g99n9 | - Real GDP (%yoy) 2.7 2.4 0.8 - 0.8
(5.5%) | - Real GDP (%qoq_sa) - - 0.4 - 0.4
20dwnsiay | - Real GDP (%yoy) 2.7 2.5 3.1 - 3.1
(4.6%) | - Real GDP (%qoq_sa) - - 1.1 - 1.1
dufe | - Real GDP (%yoy) 7.0 7.2 7.9 - 79
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THB/USD THB/USD and USD Index USD Index | | THBAUSD THB/USD and NEER NEER
(Avg = 2014)

37.00 102.00 37.00 94.00

36.00 100.00 26,00 76.00

35.00 98.00 700
. : 35.00 100,00
34.00 96.00 34,00 s 102.00
: 104.00

33.00 94.00 3300 I |

THB/USD ° \"W —— THe/UsD 106.00
3200 ¥ _— 92.00 32,00 s MEER (RHS) 108.00
5100 +ee s USD Index (RHS) 90.00 31.00 110.00
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2 . 58
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1 nA. 58
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29 n.p. 58
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28 w.p. 58
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27 uA. 59
26 . 59
27 {in. 59
26 1.8, 59
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26 nA. 59
25 0. 59
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Dubai Crude Oil Price (USD/Barrel)
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(1) guasdrathiuAuaainasiinsusudaintuandnounth as EIA mansal s eunsnga 2559 Tl
2559 Arwdesnisthiuduiiilanazegil 95.3 Swuifisasietu Wieudud 2558 fegitsedu 93.9 duurdisaretu faudu
nsUsuifinay 1.4 Suundeadetu eeidunainanarudesnisresssimauenngs OECD iuddy
- Uszvellungu OFCD EIA mndlut 2559 fanasfesnisliviifufusni 46 3 Suundisasietu iflouiud 2558
flogitazstu 46.2 Sruunfisarieu WWunsusuduiintu 0.1 Suundeadetu
 TusnifiUszmauanngy OFCD EIA earilud 2559 fanudpamsliisiufusni 49.0 duuidisaroty
ieuful 2558 fiogfl 47.6 &uundiadietu ety 1.4 Suundisadetu

2 qﬂmuﬁﬂﬂuaumﬂ'j%ﬁu%umnﬂdawﬂﬂ Tng EIA enanisal a eunsngau 2559 41 Usnanhiiufu
findnilanazegi 96.2 Srurfisarotu Weutul 2558 flegil 95.7 duundsaretu viewfiudu 0.5 Suundieadetu
Taoidunasnanmsifiunswanuesngs OPEC JudAny

QQJJQEEQ mmmymmsmamumuﬂuaw 39.4 dnundsarieulul 2559 Wisuiul 2558 fiegiisiu
38.3 &uundisasieu Wity 1.1 duuidisaroty

! aan. laldseas Aaymnymun75?7wm7szum7u17aaawuﬁ7m/ms7ﬂmwuﬂvfana7nwmw7wamwsﬁ°1 #5931 US Energy Information Administration
%39 EIA
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UK votes to LEAVE the EU

Remain

48.1%

16,141,241 VOTES

Leave

51.9%

17.410,742 VOTES
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England

g SHET
| Leave 53.4% Fuarrain 46.6%

15,153,406 VOTES. 1320 M NVDTES.
e
[eep—— Tursout TA0%

R

Marthern Ireland

Leave 44.2% Femain 55.8% =

345442 VOTES +40 T VOTTS
Comntng comsiete Tursout G20%
Scotland

Leavs 38.0% Remain 62.0%

LOBAVOTES 1001131 VOTES
[——
Counting compiets Tumout 07.2%
Wales D

Loave 52.5% Fomain 47.5%

854 ST VOTES TIL3TVOTES

Key:

Countng comgiels Turmgut T1.7% I Majority beave W50 Majority remain

7547 : BBC News
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Referendum on the United Kingdom's
membership of the European Union

Vote only once by putting a cross in the box next to
your choice

Should the United Kingdom remain a member of the
European Union or leave the European Union?

Remain a member of the European Union

Leave the European Union
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O Theresa May, the former Home Secretary, has taken her post as the new Prime Minister
of the United Kingdom after the EU referendum and the subsequent resignation of David Cameron.

O Prior to that, May’s political career has been nothing short of success, having had
served as a Member of Parliament for Maidenhead since 1997 and later a member of the Shadow
Cabinet and the Chairman of the Conservative Party.

O Although May had been fiercely critical of some European regulations, her overall
view remained that Brexit had the potential to cause a detrimental effect on the economy. Yet,
when giving her first official statement after taking the position as the Prime Minister, May ensured

that “Brexit means Brexit.”

In the midst of Britain’s political turmoil following the EU referendum and Brexit, the former Home
Secretary, Theresa May, has taken her post as the new leader of the Conservative Party; thus making her Britain’s
second female Prime Minister after Margaret Thatcher. So, yes, there is more to this woman than just conspicuous

footwear and shoulder pads.

Figure 1 : Theresa May

Source : Telegraph.co.uk

Having had an education which spanned both state and private sectors (she had attended both grammar
and comprehensive schools, then went on to read Geography at St Hugh’s College, the University of Oxford),
May often claims to understand and empathise with the majority of the population. She made this perfectly
clear in her somewhat slightly left-wing first speech as the Prime Minister that the government she plans to lead

will be driven ‘not by the interests of the privileged few, but by yours’.

"Ms. Sarin Chinavicharana, the author, is an intern at the Bureau of Macroeconomic Policy, Fiscal Policy Office, Ministry of Finance. The
author thanks Ms. Aurakanya Tejapaibul, Dr. Pimnara Hirankasi, Dr. Soraphol Tulayasathien, and Mr. Wuttipong Jittungsakul for valuable
comments. The opinion and analysis in this paper do not reflect the official position of the Fiscal Policy Office
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At the start of her career May worked for a number of years at the Bank of England, then went on to hold
the post of the Head of the European Affairs Unit and Senior Advisor on International Affair at the Association

for Payment Clearing Services (APACS).

It can certainly be said that May has come far in regards to her involvement in British politics. Starting
out by merely stuffing envelopes at her local Conservative Associate, May went on to become a councillor in
the London Borough of Merton, where she was the Chairman of Education and then the Deputy Group Leader

and Housing Spokesman.

Her first significant step into the parliament, however, was her election as a Member of Parliament for
Maidenhead in 1997. Since then she has led a number of positions within Parliament, including a member of
the Shadow Cabinet and the Chairman of the Conservative Party, being the first female to take on the role. In
2010, Theresa May was appointed Home Secretary and continued to be the longest-serving Home Secretary in

over a century until her election as the leader of the Party following David Cameron’s resignation.

Although not a vocal member during the campaign ‘Britain stronger in Europe’, May’s view on the EU
referendum was clear. She had been fiercely critical of some European regulations, and viewed that the UK
should leave the European Court of Human Rights (ECHR).

However, her overall view remained that Brexit had the potential to cause a detrimental effect on the
economy, trade and security of the UK, and as a cabinet minister in charge of homeland security, she saw that
Britain would be more secure from terrorism if it were to remain a member of the EU as it would benefit from
the European Arrest Warrant, in which any member states must arrest and transfer a criminalsuspect to the
issuing state.

May was also concerned that simultaneously Brexit would risk the formation of the country as a whole.
With the majority of Scotland voting to remain, another Scottish independence referendum might have to be

in order.Thus she concluded that it would be more beneficial if Britain were to remain in the EU.

Brexit has determined an uncertain future for British financial services industry, meaning that May is
essentially leading Britain’s 2.2 million financial industry workers into years of doubt and apprehension where they
are at constant risk of having thousands of jobs cut as a result of Brexit. Many of the world’s largest companies,
such as the investment bank JP Morgan, led by Jamie Dimon, have stated that they are in the process of reviewing
their investments in the UK and that if Britain were to lose the automatic right to sell financial services to the
EU, they would have to “re-organize their business models”, which could result in job losses in UK. Some UK
based companies themselveshave begun to notice the decrease of profits due to the uncertainties in the market.

Although when giving her first statement outside 10 Downing Street, May ensured that she has no interest
in attempting to remain inside the EU.“Brexit means Brexit, and we’re going to make a success of it”, said
May. She alsovowed to make the‘best deal for Britain in leaving the EU’, then subsequently promised to run
a country that works not only for the privileged but for everyone, not much progress has been made to meet
this proclamation.

In response to the Italian Prime Minister, Matteo Renzi, who called for a clear timeline for the Britain’s
exit, May recapitulated her previous statement that she did not plan to invoke Article 50 in the near future,
since the parliament still needed to determine the ‘nature of the relationship’ between the UK and the EU.
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This is an understandably vigilant step as the article gives the negotiators precisely 2 years from the
notification of Article 50 to conclude new arrangements with the EU, which includes establishing legal grounds
for Britain’s future relationship with the EU. The failure to meet this deadline would result in Britain exiting
the EU with no provisions or deal in place (unless all EU states agree to extend the negotiation period). So,
while in the process of determining the optimal exit conditions, it seems to be a prudent decision to delay the

invocation of Article 50.

Furthermore, in an interview with The Independent, May addressed the issue concerning Scotland and
the potentiality of another independence referendum. She signalled that this is another fundamental reason
to delay the activation of Article 50, while firmly announcing that she ‘believes in the United Kingdom’ and

repeatedly emphasised the importance of Scotland to both herself and Britain.

However, in a meeting with Theresa May, the Scottish First Minister, Nicola Sturgeon, was not hesitant
to reveal that although Scotland had been content with its decision to remain a part of the UK, the votes 62%
to 38% in favour of the EU show that the majority of Scotland has a contrasting view to that of England. The
aftermath of the EU referendum saw a surge in the votes for the pro-independence Scottish National Party and
a large number of opinion polls seem to suggest that if another Scottish independence referendum were to be
held, at least 53% would endorse the independence. Moreover, since the declaration of the EU referendum
result in late June 2016, Sturgeon has continually warned that if Scotland cannot find a solution which enables it

to remain in both the UK and the EU, another independence referendum is likely to occur in the next two years.

In an attempt to earnestly avoid such an unfavourable situation, May adamantly confirmed that she will not
begin the process of negotiations to formally leave the EU, despite the encouragement from the likes of Martin
Schulz and other EU councillors, until a coherent approach which fully incorporates the Scottish government
(along with the rest of the UK) in the decision arises.

With this question raised about Scotland’s independence, one cannot neglect to mention that a number of
alarming questions, which although are more relevant to Scotland due to the recent independence referendum,
can also be raised in regards to Northern Ireland. Similar to Scotland, the majority of Northern Ireland had hoped
for a future in the EU, with the vote 56% to 449% in favour of Remain, contrasting the votes of England and
Wales which were dominated by Brexit voters. This breakdown of the results has prompted a series of outcry,
such as that by the Sinn Fein National Chairman, Declan Kearney, going to the extent of calling out on English

voters, whom he claims to have ‘overturned the democratic will of Northern Ireland’.

Brexit acts as a spark which lights up the idea of leaving the United Kingdom and even considering the
possibility of uniting with the Republic of Ireland. To make matters more unsettling, these ideas have started to
take actions in the form of the Sinn Fein party pressing to call for a border poll. Fortunately the prospect of a
once again united Ireland seems to be out of reach for the moment, especially after the pro-British First Minister
called out on it immediately, ensuring that such a poll would never be approved.

Although the fundamental truth remains that Brexit marks the beginning of a period of trepidation and
uncertainty for many in the UK, including the parliament itself, with the threat of Scotland and perhaps even
Northern Ireland slipping from England’s grasp, it is vital to not be overwhelmed by fear of the unknown, and,
as a wise woman who is fond of fancy footwear once said, “we’re going to make a success of it”.
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2 «

anF1%N734 4.0 Auaiugy” Gudude 13 a.A. 59 990 http://www.thaibizgermany.com/de/industry/
? South Korea trying to improve its Nation brand. Retrived at 13 Aug 2016 Asia Centre centreasia.eu from http://www.centreasia.eu/sites/
default/files/publications_pdf/note _kal south_korea trying to improve its nation_brand.pdf
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Auszneunisalngazduuisniunaniinsetieilan viaduuidnsumu Wuenamnssuniand
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v a
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UsmunumsiFisusnothe [ Q]



gRaMmNIsUNGIIULardwInden naendugnamnssundneulyl Wudu Jadududidglunsiaulugasvgia
§7UTINN (Bio-based economy)

Yo '

weluladfivhunld Tiun woufiuienudid fanldfunisugnaiefis Sslusuananunsatiewaliiiog
uenggmauUgnansBudiiiesmmineusnggnialsl

3.3.5) makUsguomse

\ugnamnssuinunsussinymilsiinislitefoussnuiduliadonismaavdn wu gramnssudszusiidang
finsldusanuey gramnssunuasieidugpavnssufiineddnenmgs esanineinssssumningauanysal uas
Fasleluladnsnaniiviuase

éhm%’uLLmIﬁaJwlﬂiuiaﬁmitmigﬂmmiﬁﬁﬁw oA waluladlaludlud (Homogenize) uNTTUIUN WA
wazasmuadinlusuluwesna Welinaodudeifeiu meluladmaneslsd (Pasteurize) ifunsruumsnusue s
diel¥annanegldundu Tnsnsvinanegduniduasioulsdiivilionnsnindeds drldfuemssimanu sy

3.3.6) ugud

vususdeldutadunsaniidflunngnaivnisy 01f geamnssuueud gaanunssudidnnseiind
Tnevjusudinazgnitanntuiionmetumisdunuineg egreuiudt Ssanusodiassnandeulmuesuywdiiior
nsUsEneUTuALT LN uenantl vusuddsdiausiniis uanfinanuRanaialunsvhautios

usnanvjugudazgnianldlumagnanmnssurierndvenssuuds Tusuian vususiazGudiuniiunum
TuBinuses1uroanyusd (Domestic Robot) 3Nt 1w sfususisithu vususianuazein Wusu

3.3.7) msluuagladadingd

Hudumilmesgaannnssunsvuduaziedoudneauduazuinssasiau ugpaunssuiiimsldussnu
Huwdn nefinislinaluladansauneegluisdiin

oehadlsfionu aluladvieuinnssuftanunsathanldlugrannssumeanils Wy wuufisstanud (3-D Printing)
iwrldtugnasluanladaind uagnstu Mdunsedlneaniowuuitaliousdedumn Tnefinsiunldtuedesdy
dnfumstindu uenanidaiimeluladlnsu (Drone) Wuwaluladfimuauainszering widudnldlunemms wu
oA iliaudu ud wiluthgiudmiulilungramnssuinniu wu wiessdulddeamanyugs fdlusunan
fdsagimuliausodduiiludahuresieldmelusaiviing

3.3.8) WomAsdnmuaznaidinw

dudunilwosgramnssndinmiideiszmdlvedanundesludunineinssssuni faonuea
lulefwa nandusiwatadin uiidmudgmluihunisuusanningiu wisesmumelulagluniswds vilidsiesdinistidn
wialula8¥inmainsuseineaeg

'
= o

Tnewnaluladfiddny liun nslaauds meviuuuiniausia Adunldlugeamnssunisinuas wu
nsugnaneity wneidsnioderedelidinnem msUgnaneeieisuued Jusu

3.3.9) fidnea

\Hugmamnssuisguraiulenendnsulunislivssmelnessgnisduasvgiodidnea (Digital Economy)
TsAnsaumasvgilusuian azuthioweluladidnulilasanslusunuuiinea dlunsudn msswnie msuilan
Ms9eduvzenstisydu avsdunisludnuvasifuftnoansdy Wy ssuu E-Commerce 53UV E- Payment tJusu

3.3.10) NM1SUNNIATUINAT

Mnmsiilnedugudnarameiuguainyesen@ou (Medical Hub) Tnstamizgsialsmenuia denalsl
nsunndfimsimumamalladuaguinnssuiaiyinmi Usneuiugramnssumsuwndioidugnanmnssuiidd
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AT 1 N153199UNIARAFNNNTTUNSHANYBIMEATUA U W.A. 2551-2558

M5a99UluNIAMSHAR (W.A.2551 - 2558)

mednaau (%YoY) Growth
12 10.5
10
8
6
4
2
-1.7 -1.3
g 32
-4 f—_ —
2551 2552 2553 2554 2555 2556
Growth  -3.2 1.7 1.3 -1.3 4.6 10.5

2557

19

2558
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Briefing Analysis
Econemic; Spillovers from China’s; Structurall €hange

Executive Summary

O The spillovers from China’s economic rebalancing flow to other economies through
three channels: trade in goods, trade in services, and financial channels.

O The spillover effect on trade in goods will vary by the degree of each country’s
dependency on, and type of, exposure to China.

O In the short term, China’s slowdown will likely remain an issue for Asian economies,
including Thailand.

O However, if China successfully rebalances from investment to consumption, this
can be a positive long-run development for Thailand.

O Thailand stands to benefit from a strong growth in China’s tourism sector.

O Despite lower capital inflows from China, Japan remains an important source of FDI

inflows for Thailand.

1. Introduction

Asia stands out as the propelling engine of the global economy, although it has recently encountered
obstacles resulting from the slow recovery in the developed world, the slowdown in global trade, as well as

from short term consequences of China’s economic transition.

In the late 1970s, China shifted from a centrally planned system to a free market system, which greatly
enhanced the role that China plays in the global arena. Reforms which took place included agricultural privatization,
price liberalization, support for private sector growth, modernization of stocks and thebanking system, fiscal
decentralization, and the encouragement of foreign investment and trade. In 2010, China became the world’s

largest exporter.

Despite these, the Chinese economy is currently in transition. China is foregoing the old model of investment-
led growth and switching to a consumption-driven economy. During this period of economic rebalancing, there
will be a slowdown in growth. Consequently, there will be spillover effects to other economies, including

Thailand. Thailand will be affected by China’s deceleration because China is one of its major trading partners.

! Author: Donlawan Sayavipulya and Passawuth Nuntnarumit; interns at the Fiscal Policy Office. Thanks to Mr. Warothai Kosolpisitkul, Deputy
Director General, Mr. Wuttipong Jittungsakul, Director of Macroeconomic Policy Bureau, Mr. Pisit Puapan, Senior Expert on Macroeconomic
Policy, Mr. Somkid Boonlonlear, Director of Macroeconomic Analysis Division, and Mr. Norabajra Asava-vallobh, Economist (Senior
Professional Level) for advices.
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2. Trade Channel (Real Sector) Spillovers

2.1 Spillovers to trade in goods - From late 2014 onwards, China’s imports in value terms have been

contracting in double digits. To a significant extent, this decline in import values also reflects lower commodity
prices and import volume contraction (Figure 1). As such, the outlook for trade in goods with China is negative

and the impact will vary according to each economy.

Figure 1 : China: Import Volume Growth Figure 2 : ASEAN-5: Exports to China, 2014
Figure 8. China: Import Volume Growth {In percent of GDP)
(IMMA, year-on-year, percent) 140
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Because the share of exports to China is almost the same for all ASEAN-5 economies, between 10-14%,
the exposure of ASEAN-5 to fluctuations in Chinese demand really depends on their trade openness, that is, the
proportion that exports make up GDP (Figure 2). As seen on the diagram, Indonesia and the Philippines are the

least exposed, Singapore is the most vulnerable, and Thailand sits in the middle of the range at 56% of GDP.

Figure 3 : Share of Domestic Value Added Used for China’s Consumption and Investment

(In percent of GDP)
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Sources: OECD, TIVA databuse; and IMF staff estimates.

Furthermore, the ongoing rebalancing in China will cost more for economies with relatively high exposure
to China’s domestic investment. By contrast, greater exposure to China’s consumption will provide a buffer and
may even boost exports in services including tourism. Since for Thailand, the value-added incurred in exports
destined for China’s consumption is slightly higher compared to that of investment—which is unlike any other

ASEAN-5 economies (Figure 3) — Chinese economic restructuring should be a positive development for Thailand.
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As China’s slower growth and rebalancing contributes to lower commodity prices, net commodity exporters
including Australia, Indonesia, Malaysia, and New Zealand have been adversely affected. Export volume growth
has turned negative in Thailand and several other ASEAN-5 economies (Figure 4). Moreover, it was not only

commodity exports that suffered, exports of manufacturing goods have also declined in all of ASEAN-5 (Figure 5).

Figure 4 : ASEAN-5: Export Volume Growth

(In percent, 3MMA, year-over-year)
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Figure 5 : ASEAN-4: Export Values Growth Contribution by Sector

Thailand: Export Values Growth Contribution Malaysia: Export Values Growth Contribution
(In percent, Imma year-on-year growth) (In percent, 3mma year-on-year growth)
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Interestingly, although ASEAN-5 is losing its market share of traditional exports to China, such as commodities,

it is gaining in other areas, including electronic goods.This proves that various industries face differing growth

prospects.




2.2 Spillover on tradein services - Thailand stands to benefit from a strong growth in China’s tourism.

Unlike goods imports, imports of services have been increasing in China, with travel becoming the prominent

sector. In 2015, China’s service imports equaled 25 percent of its goods imports. Thailand stands out among

ASEAN-5 as the country with the highest travel receipts (relative to the size of the economy) and the largest

(and fastest-growing) share of tourists from China (Figures 6 and 7).

Figure 6 : ASEAN-5, Travel Receipts

Figure 7 : ASEAN-5, Chinese Tourist Arrivals

(in percent of GDP)
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Vinchudes arrivals from Hong Kong.

3. Financial Channel Spillovers

Residents of ASEAN-5 have limited direct exposure to the decline in China’s asset prices or withdrawal

of Chinese investors from their countries. Except in Singapore, stocks of FDI and portfolio investment in ASEAN-5

countries do not exceed 1 percent of GDP. Moreover, in Thailand, Japan remains an important source of FDI

flows, accounting for a total inflow of 40 percent.

Figure 8 : Equity Market Spillovers

1. Asian Market to
(Forbes-Chinn beta coefficient)
030 ™ Pre-GFC

Sources: IMF staff estimates.
Note: Average sensitivity for Astan countries defined in Annex 2.4, GFC = global financial crisis; Pre-GFC = 2000-07; Post-GFC = 2010-14.

2. Asian Market Sensitivity to China

(Forbes-Chinn beta coefficient, 12-month rolling window)
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However, there is a risk that global financial turmoil resulting from developments in China could affect
market conditions in ASEAN-5. IMF shows that capital flows most into ASEAN-5 when there is a low expectation
of volatility in equities markets. When markets are expected to be volatile, capital flows out, leading to exchange

rate depreciation and declining in stock markets.

In addition, due to China’s growing role in the region, the IMF found that Asian financial markets’ sensitivities

to the Chinese markets have increased, especially since the Global Financial Crisis in 2008-2009 (Figure 8).
4. Implications

China’s slowdown and rebalancing - though foreseen to have long-term benefits - are likely to remain
an issue for Asian economies in the short run. Lower growth rates in China will have a negative impact on
Thailand, even if the impact would be less acutely felt than in Malaysia or Singapore. According to IMF estimates,
a permanent one percent decline in China’s real GDP would lower oil price by around 3 percent. After one
year, this would reduce output in Indonesia, Malaysia, Singapore and Thailand by 0.2-0.3 percent. Nevertheless,

Thailand would end up faring relatively better due to improving terms of trade.

If a shock to China’s GDP was combined with tighter financial conditions, the spillover effects in most
countries could be significantly larger depending on the degree of exposure to China. In ASEAN-5 countries,

output could fall between 0.2 and 0.5 percent below the pre-shock level through trade and financial channels.

To avoid shocks that result from China’s spillovers, the domestic investment should be promoted that
will foster the country’s growth. Village funds is oneexample of growth policy at the local and individual level,
while financial assistance to SMEs is an example of a policy that encourages new startups. Meanwhile, offering
loans with tax privileges can be beneficial in fostering targeted sectors of the economy. Furthermore, the
establishment of more clusters will enable firms to enjoy labor pooling, knowledge sharing, an easy access to

information, and economies of scale, which means lower production costs.
5. Conclusion

The impact of China’s economic rebalancing on its trade with Thailand is important, but limited. Thailand’s
elasticity to China’s GDP growth is approximately 0.2, which islow in comparison to other ASEAN-5 economies.
Moreover, Thai exports to China fell by roughly as much, in percentage terms, as exports to the rest of the
world. If anything, intra-regional exports within ASEAN-5 dropped considerably more than exports to China. In
addition, Thailand will gradually gain from the sudden growth in Chinese tourists, and the country should remain
capable of weathering financial volatilities that emerge from China. Thus, Thailand would not be too adversely

affected by structural changes in China.

Sources
IMF (2016) “Regional Economic Outlook: Asia and Pacific”
IMF (2016) “Thailand Selected Issues” Country Report No.16/140
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CIPEE 2558 2559
Qt Q2 Q3 Q4 Q1 Q2 [ 8.5 | nA59 [ YD
nN1zATYININBUBNVT
- swifstuiu Dubai (aeaansausgn/unsisa) /7 510 521| 614|499 40.7 304 43.2 46.3 426 37.6
- Snsrwenide Federal Fund (%) /7 0.25-0.50| 0-0.25| 0-0.25| 0-0.25|0.25-0.50 | 0.25-0.50 | 0.25-0.50 | 0.25-0.50|0.25-0.50| 0.25-0.50
N1ANSARY
-neldgdiguna (ndsindnassli eun) (luduum /1 20453| 469.9| 6525 5835| 5813 4926| 717.2| 2382 174.0| 1,3838
(%y-0y) /1 73 75 73| 109 146 48 9.9 73 222 9.4
s18ldisamn3 nsudaiiun® Gludum) /12 2,133.2| 5110| 6763| 6145 5156 525.1 699.9| 251.8 1630 1,388.0
(%y-0y) /14 37 73 23 32 69 28 35 -84 5.4 34
sneldndgruseld (fudmum) /1 8182| 159.6| 2754| 2819 157.2| 1668| 3014 1305 50.8|  519.0
(%y-0-y) /1 33 9.0 1.2 29 36 45 9.4 6.1 87 7.7
seldndgumsuilan (fuduum) /1 6480| 178.7| 177.1| 1749| 1794 177.4| 1828 63.4 57.8| 4180
(%y-0y) /1 0.7 03 05| 23 0.7 0.7 32 6.0 04 11
-medeTn (fudwuw) /1 2364.4| 6176 569.6| 570.1| 890.9| 680.0| 677.8| 264.8| 1842| 15419
(%y-0-y) /1 74] 117|107 1.6 55 10.1 19.0 315 -170 9.4
-Tedesusvan (Mudwuw) /1 2,180.3| 557.7| 529.4| 5246| 807.7| 604.2| 6388 2508 176.1| 1419.1
(%y-0y) /1 84| 156 111 03 5.4 83 20.7 344 156 95
eelsd (ludum) /1 19150| 481.0| 4523| 4481 739.6 509.1 5373 2114 1539( 1,200.2
(9%y-0y) /1 5.2 73 8.1 0.7 20 58 188 349 173 72
FetwamU (Fudmuw) /1 2653|167 771 764 68.1 95.1 1015 39.4 222| 2189
(9%y-0y) /1 38.8| 123.1| 324 2.1 65.0 24.0 317 31.9 20 24.0
“swiewdend (uduum /1 184.1|  59.9| 401|455 833 75.8 39.0 14.0 81| 1228
(%y-0-y) /1 38| -15.0 56| 303 7.1 26.5 238 55 -390 85
- pausulszina (lud ) /1 3264| -1389| 894 55| -3069| -186.8 70.8 75.7 32| -134.6
fuguniu
NIANTNEAT
- filinandndudnuns (%y-o-y) /6 4.3 23| 116 -116 -0.2 -5.7 -1.2 2.4 23 3.4
-dfisadudnens (%y-oy) /6 59 -6.9 57 -4.9 -6.2 5.4 49 3.9 16.2 2.0
-selfinumsnsfiuiase (%y-o-y) /14 9.7 43| -155| -149 59 -11.0 22 0.6 17.7 6.8
-MITRUMANYAS (%y-0-y) /3 36 4.1 56| -39 0.8 238 6.2 19 25 1.8
NIAYAFIVINTTU
-filnandngaamnsy (%y-o-y) /10 0.3 0.4 -0.3 0.9 03 -0.9 1.5 1.4 5.1 0.2
-yarnsidhingiuluguaeasianig (%y-oy) /1 6.3 5.7 70/ -107 -11.9 -15.7 2.7 07| -131 -10.0
-Usnamsihdningiuluguaeaaisaniss (%y-o-y) /1 -89 9.5 3.0 58 -6.8 125 15 0.1 -14.1 83
-Snsnslddsnsndn (%) /10 64.7|  69.8| 636 653 64.4 68.8 64.5 66.7 623 66.6
-msfanunagramngs (%y-o-y) /3 07 1.9 25 0.4 21 0.03 07 3.8 4.6 0.90
- fyfimudetiuniagnanunsan (sziu) /9 858| 89.2| 852 827 86.0 86.0 85.6 85.3 84.7 85.6
MAvING 0.0
- SwnutivieadteasneUssime (Fuav) /11 29.9 7.8 7.0 73 7.8 9.0 7.6 2.4 3.0 19.5
(%y-0y) /14 204 228|369 249 37 155 8.2 72 10.8 12.0
-MITINUNIAYINTT (%y-0-y) /3 2.0 0.8 26 22 2.5 22 1.7 33 25 1.9
Fugused
nsuslnanatanu
- myaiin o 51PAs (Gy-o-y) /1 1.0 10 7] 07 21 01 37 65 09 18
-UsnamsihdhdumgUlneluguneaasanigs (%y-oy) /1 22| 108 20 15 44 36 3.4 34 3.0 35
- Usnaudinesasusits 96y-o-y) /14 -19.1| 125 273|249 117 -26.6 na. 19.6 9.6 9.2
-USinaswinesadnseueus (%y-o-y) /13 -0.2 10.9 -29|  -106 23 -3.3 79 52 74 2.7
-Filmwdeiufilansewsugialaesau (v /5 64.7| 684] 649 618 63.6 63.4 61.1 60.6 61.4 62.1
N13AIYUAIALENTY
-Vamnaumsudhdudmuluguneamsansgn (%y-oy) /1 2.2 0.9 20| -108 0.2 -1.0 -116 -15.4 0.7 56
- U miesosudidandad (%y-o-y) /14 26 -113| 173 -0.3 17.2 4.0 na. 4.0 6.1 6.3
-m#nnmshgsnssuedaniimingsan (%y-o-y) /1 8.7 73 2.9 0.5 222 6.6 115 17 -208 5.3
- yonUEYUTIUA (%y-0-y) /2 0.4 -2.5 0.2 0.7 21 31 -1.6 -3.5 -4.0 0.1
nsfsewInalszne
-yarnsdseen (Ruduneaaianss™); svuudaning 2144| 534 535 547 528 53.8 513 18.1 17.0 1222
(%y-0-y) /4 58] 47| 50| 53 8.1 09 4.1 0.1 6.4 23
-sPAudnesenn (%y-o-y) /4 23| 18| 18] 29 2.7 24 0.8 0.4 03 14
- USinaumsdsenn (%y-o-y) /14 36| 30|  -33] 24 -5.6 34 33 03 6.7 09
-yarmstidn (Wuduneaanianis); ssuudaning 2028| 519 514|504 489 456 471 16.2 162 1089
(%y-0y) /4 -11.0 6.6 94| -153 -12.6 120 84| 101 72 99
-s1maudmindi (%y-o-y) /4 108 109 97| 117 -11.0 77 5.0 43 34 59
-Unaimsihid %ey-o-y) /14 -0.2 a8 0.4 -4.1 -7 -a.7 3.7 -6.1 -3.9 -4.1
-Aan13i (Wuduneaasanis); ssuudaning /4 11.7 15 2.1 4.3 3.9 8.2 4.2 2.0 0.8 13.3
afigsnunaAsegiadissma
- Smuanwisuads (Lwasamsanig) /2 34.4| 325 335 358 359 356 353 35.2 34.9 353
-naviyBiAuagin (Tuiuneansanis) /2 348 84 6.1 68 106 166 na. 30 37 286
-yudsemiems (Ruduneaasanis /2 1565 156.3| 1603| 1555 1565| 1751|1787 1787 180.2|  180.2
- grusfeiunsssinadaminays (Tuduneamsavis /2 17| 196| 184 133 11.7 13.9 15.7 15.7 16.9 16.9
wdgsnmmaasegialulszina
- §0TINTIN (%) /3 0.9 1.0 0.9 0.9 08 0.9 1.1 1.0 1.0 1.0
-filsndkan (%y-o-y) /4 -4.1 -5.1 -4.6 3.7 -2.9 -2.0 -1.5 13 0.8 1.8
-nsduilevtily (oy-oy) /a -0.9 -0.5 -1.1 -1.1 -0.9 -0.5 0.3 0.4 0.1 0.1
- a”msnﬁmﬁaﬁugw (%y-0-y) /4 1.1 1.5 -1.0 0.9 0.8 0.7 0.8 0.8 0.8 0.7
- yiilans1sauzeio GDP(%) /1 44.4| 433 424 433 44.4 44.1 na. 42.8 na. 42.8
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