TOGETHER WE CAN
TRANSFORM
THAILAND

2
o
o
-
O
w
>
=
A~
(2}
o
o
Cc
o

THAILAND
ECONOMIC MONITOR

THE ROAD TO RECOVERY

July 2021

Public Disclosure Authorized

e Authorized

o
O
N

=
o

{=
=
=)

<
(&)
S
5
7}

o
O
7}

%ﬂ&
- ot




Executive Summary -

EXECUTIVE SUMMARY

Recent Developments

Successive waves of COVID-19 disrupted the Thai economy in the first half of 2021, but their impact
was mitigated by recovering global demand and substantial fiscal support. After a second wave of
COVID-19 infections began in late 2020, the government strengthened public health and social distancing
measures to contain the renewed spread of the virus. The shock of the second wave caused the economy to
contract by -2.6 percent, year-on-year (yoy), in Q1 2021, following a 6.1 percent drop in GDP in 2020 which
was one of the steepest contractions among Association of Southeast Asian Nations (ASEAN) member states.
While private investment and manufacturing production recovered to near pre-COVID levels in the first
quarter of 2021, weakness in the services and agricultural sector persisted. A third wave of infections that
emerged in April 2021 has proven especially severe, and the number of cases surged to over 3,000 per day in
May-June 2021. Strict containment measures have reduced mobility and negatively affected consumption
and business sentiment. Activity in the tourism sector has remained negligible, and the outlook is clouded by
the ongoing impact of COVID-19 across the region, the emergence of new variants, and slow progress on
vaccination. However, rebounding goods exports have provided substantial support to the Thai economy,
driven by recovering global demand for automotive parts, electronics, machinery, and agricultural products.
Cash transfers, public health initiatives, economic recovery programs and other forms of fiscal support have
helped shore up private demand while supporting consumption among vulnerable households and
attenuating the impact of the crisis on poverty.

The current-account deficit widened further to 1.9 percent of GDP in Q1 2021, as tourism receipts
remained minimal and the merchandise trade surplus narrowed. Goods exports continued to rise,
supported by resurgent demand among Thailand’s trading partners. Meanwhile, goods imports also
expanded, driven by rising global commodity prices and growing domestic demand for intermediate inputs
and capital goods imports as the economic recovery accelerated and private investment increased. The
combination of a widening current-account deficit and net outflows on the capital and financial accounts have
caused both the nominal and real effective exchange rates to depreciate since the end of 2020. International
reserves remain ample at around 14 months of imports and four times the level of short-term external debt.

While headline inflation has picked up, core inflation has remained contained, and the Bank of
Thailand has maintained the policy rate at 0.5 percent to support the recovery. The headline inflation
rate rose to 3.4 percent (yoy) in April 2021, due largely to supply-side factors such as rising global oil prices
and the termination of domestic utility-price subsidies. However, the core inflation rate remained low at 0.3
percent, and the surge in headline inflation is expected to be temporary due to a large negative output gap
(estimated at around 9 percent of potential output) combined with well-anchored inflationary expectations.

While pockets of vulnerability persist, the Thai financial system remains stable overall, and the
central bank continues to provide support to boost liquidity and ensure financial stability. Commercial
banks maintain large capital and liquidity buffers, and the capital-adequacy ratio (i.e., the BIS ratio) of the
Thai banking system remains high at 20.0 percent. Nevertheless, elevated household debt levels and
weaknesses among corporates and small and medium enterprises (SMEs) continue to pose risks. The
pandemic-driven slowdown in economic activity has caused immediate liquidity shortages among some firms
and households, impairing their ability to service debt. Corporate and household debt levels, which were
already high before the pandemic, have risen further, eroding previous deleveraging gains, and increasing
financial stability risks. Driven by a decline in labor income, Thailand’s aggregate household debt surged
from 79.9 percent of GDP at end-2019 to 89.1 percent at end-2020, the second highest level in East Asia.
Commercial banks have responded by tightening loan conditions both for households and for SMEs,
reflecting persistent uncertainty around the recovery of the tourism and construction sectors. The central
bank has also implemented measures to bolster financial stability and ensure that adequate liquidity is
available to banks and nonfinancial corporates. To expand participation in its SME soft-loan program, the
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central bank recently expanded the pool of eligible borrowers, further eased the loan terms offered, and
broadened the guaranteed coverage of loans.

The central government fiscal deficit widened to 10.5 percent of GDP in the first half of FY21 due
to ongoing weakness in revenue collection and elevated pandemic-response spending. As a share of
GDP, the deficit in the first half of Y21 was almost double the size of the I'Y 20 deficit, and was significantly
higher than deficits in most regional comparators. Revenue declined to below 15 percent of GDP in the first
half of Y21 due to slowing economic activity, the deferral of income-tax deadlines, and the granting of
additional deductions. Public expenditures on pandemic-related response measures reached 2.3 percent of
GDP in FY20 and 1.9 percent of GDP in the first half of I'Y21, which combined with the accelerated
implementation of capital projects kept total public spending at relatively high levels. The deficit was
financed by domestic borrowing, and the public debt stock rose to 54.3 percent of GDP in March 2021—its
highest level since 2001, though still below the Fiscal Sustainability FFramework ceiling of 60 percent ot
GDP.

The government earmarked about 1 trillion Thai baht (THB) in public spending for economic
stimulus and support to the most vulnerable households, most of which has already been disbursed.
In April 2020, the government authorized THB 1 trillion (about 6 percent of GDP) in spending on cash
transfers, medical response efforts, and economic and social recovery programs as the centerpiece of its fiscal
response to the pandemic. By May 2021, these resources had been almost entirely allocated to specific policy
measures, and over two-thirds had already been disbursed, with the remainder expected to be disbursed
before the end of September 2021. Around 70 percent of the authorized COVID-19 response spending has
been allocated to support households, largely through cash transfers and subsidies, with a smaller share being
directed to support the recovery of the private sector. These allocations reflect the impact of the second and
third waves of COVID-19, which extended both the economic shock and the need for household relief well
beyond what had initially been anticipated. In May 2021, the government announced the approval of an
additional THB 500 billion in borrowing, which will fund further support to households and could boost
GDP by around 1.5 percentage points over the counterfactual scenario.

Simulations indicate that social protection measures have largely obviated the 1.2 percentage-point
increase in poverty that would have occurred during 2020 in the absence of the government’s
response. While the economic shock associated with COVID-19 has adversely affected employment,
incomes, and poverty indicators, these impacts have been mitigated by a comprehensive social protection
response. The government has acted quickly to support vulnerable populations by expanding existing social
assistance schemes and has mobilized large new emergency programs for informal workers and farmers who
would have not been considered vulnerable prior the pandemic.

Outlook and Risks

Economic activity is not expected to return to its pre-pandemic levels until 2022, and the recovery is
projected to be slow and uneven. The growth forecast for 2021 has been revised downward from 3.4
percent in March to 2.2 percent, reflecting the anticipated impact of the third wave of COVID-19 infections
on private consumption, and the likelihood that international tourist arrivals will remain very low through
the end of 2021. Thailand recorded 40 million tourist arrivals in 2019, but the expected number of tourist
arrivals in 2021 has been revised sharply downward from a previous forecast of 4-5 million to just 0.6 million.
Goods exports and the ongoing rollout of fiscal support measures are expected to remain important drivers
of overall economic activity. The recovery is expected to accelerate in 2022, with the annual GDP growth
rate projected to rise to 5.1 percent. However, this forecast relies on three major assumptions: (1) solid
progress on domestic vaccination rates; (ii) an improvement in the global trajectory of COVID-19 sufficient
to allow international tourism to partially recover; and (ii1) the full disbursement of the recently approved
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THB 500 billion fiscal response package. Between 2020 and 2022, total economic output is now projected to
be about 7.7 percent below levels forecast in January 2020, prior to the pandemic.

The government plans to vaccinate 70 percent of the population (50 million people) by the end of
2021, but any delay in the rollout schedule could adversely impact domestic mobility, consumption,
and tourism. As of end-May 2021, only 1.6 percent of the population had been fully vaccinated, but
vaccination rates picked up in June, with about 200,000-300,000 people receiving a dose of the vaccine each
day. By end-June 2021, 4.0 percent had been fully vaccinated. If vaccinations continue at this pace through
the rest of the year—as assumed by the forecasts—around 70 percent of the population will have received at
least one dose by the end of 2021 and will be fully vaccinated by the first half of 2022. These vaccination rates
would be consistent with economic activity returning to pre-pandemic levels by early 2022, the annual
growth rate of private consumption increasing from 2.4 percent in 2021 to 3.9 percent in 2022, and tourism
arrivals rising from under 1 million in 2021 to 10.8 million in 2022. However, global supply shortages could
threaten this vaccination schedule. The government has already procured about 61 million vaccine doses
from AstraZeneca and 7 million from Sinovac, but reaching 70 percent coverage in the first half of 2022 will
require the timely procurement of additional vaccines, including an expected 10-15 million doses from
Sinovac, 5 million from Johnson & Johnson, and 20 million from Pfizer.

‘While the public debt stock is expected to increase significantly, risks to fiscal sustainability remain
manageable. As a result of the COVID-19 relief and recovery efforts, the public debt stock is projected to
rise to 62 percent of GDP in 2022, exceeding the government’s current target ceiling of 60 percent.
Nevertheless, the debt trajectory remains sustainable: fiscal modelling based on historically reasonable
assumptions for growth rates, interest rates, and primary deficits suggests that a temporary breach of the
debt ceiling at the level projected would not threaten medium-term fiscal sustainability. Moreover, the debt
stock is largely denominated in local currency, and sufficient domestic liquidity is available to absorb the
government’s refinancing needs, with new debt generally issued at relatively long maturities. These factors
further mitigate fiscal risks.

Risks to growth are skewed to the downside, and the outlook remains fundamentally uncertain. The
trajectory of the global pandemic is unpredictable, and the domestic containment of COVID-19 will hinge on
the pace of the vaccination rollout, the successful procurement of additional vaccine doses, and the
effectiveness of vaccines against new strains of the coronavirus. Meanwhile, the inefficient or incomplete
execution of planned fiscal support measures could slow the economic recovery, with deeply negative
implications for the most vulnerable segments of the population. In addition, supply disruptions and logistical
bottlenecks could impede the ability of Thai firms to fully benefit from the recovery of global trade—though
the upside potential for a more robust external recovery could also generate new opportunities for trade and
investment. Over the medium term, the pandemic’s detrimental effect on the accumulation of physical,
financial, and human capital could inhibit the recovery of economic output while widening socioeconomic
disparities.

Structural reforms could support key drivers of growth, mitigating downside risks and positioning
Thailand to capitalize on upside potential. Reforms that lower trade costs and barriers could help
maximize the benefits of the ongoing recovery of global economic activity. The liberalization of trade in
services and other measures to promote economic openness, tighter enforcement of intellectual property
rights, and the full implementation of the new competition law could attract knowledge-intensive foreign
direct investment (FFDI) and facilitate Thailand’s integration into more complex global value chains for
higher-value-added goods and services. In addition, further strengthening social safety nets could help
improve resilience and foster inclusive growth by encouraging investments in human capital and supporting
the movement of labor toward higher-productivity sectors.
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Protecting Poor and Vulnerable Households

Thailand’s social assistance response to the pandemic was unprecedented in scope and scale, standing
out in comparison with peer countries. The government expanded what was previously a relatively modest
set of cash transfer programs to implement one of the largest such responses to COVID-19 in the world. The
total cost of transfers in 2020 was estimated at THB 888 billion baht or about 2.5 percent of GDP bringing
total social assistance to about 3.2 percent of GDP, compared to just 0.8 percent in 2019. Preliminary
simulations suggest that more than 780,000 additional people could have fallen into poverty in 2020 if the
government had not scaled up social assistance (under an assumption that the eligibility criteria attached to
each of these measures were ‘perfectly” applied).

While Thailand’s social protection system could have been better prepared to respond to the
pandemic, it built successfully on its first-class unique ID, payment, and administrative systems to
scale up rapidly cash transfer programs. The crisis in 2020 demonstrated Thailand’s ability to quickly
integrate existing data and agile, on-line applications to create a kind of instant social registry. In fact,
Thailand successfully leveraged on its robust and universal digital ID, sophisticated and interoperable digital
platform, and a number of administrative databases to filter eligibility for new cash transfer programs. With
all of the building blocks in place, Thailand could now consolidate that effort and face future crises better
prepared through a ‘virtual or ‘federated social registry’ that monitors the situation of households in normal
times as well as crises.

Going forward, government will need to invest in strengthening the social protection system. Prior
to the pandemic social assistance benefits were not very generous and often inadequate to protect the poor.
The largest social assistance programs were categorically targeted, and only recently is poverty targeting
becoming more prominent. In the years to come it should be a priority to ensure that vulnerable beneficiaries
receive adequate support and given the limited fiscal space would also require significant investments in
effective targeting. The crisis also further underscores the need to ensure that the social protection system
covers the large informal sector in Thailand at all times, not only during crises.
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Recent Developments and Near-Term Outlook

Figure ES 1: Thailand’s GDP growth rate remained  Figure ES 2: ... as exports expanded amid an

negative in Q1 2021, but key indicators showed signs accelerating global recovery.
of improvement...
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Figure ES 3: However, quarterly growth stalled in Figure ES 4: ...and stricter containment measures
early 2021 due to a resurgence in COVID-19 cases... hindered economic activity again in Q2 2021.
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Figure ES 5: The authorities responded by expanding Figure ES 6: The recovery is expected to be slow with

relief measures, causing the fiscal deficit to widen. output returning to pre-pandemic levels in 2022.
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Table ES 1: Macroeconomic Indicators

2019 2020 2021f 2022f

Real GDP Growth Rate

(at constant market prices) 4.2 23 61 22 >
Private Consumption 4.6 4.0 -1.0 24 3.9
Government Consumption 2.6 1.7 0.9 5.0 -0.7
Gross Fixed Capital Investment 3.8 2.0 -4.8 6.7 7.9
Exports of Goods and Services 3.4 -3.0 -19.4 7.3 11.9
Imports of Goods and Services 8.3 -5.2 -13.3 10.3 9.8

Real GDP Growth Rate

(at constant factor prices)

Agriculture 5.8 -0.6 -3.4 1.4 1.3
Industry 2.9 0.1 -5.3 8.8 4.8
Services 5.1 4.5 -6.9 -1.4 5.6

Inflation (Consumer Price Index) 1.07 0.71 -0.85 1.0 1.1

Current Account Balance (% of GDP) 5.6 7.0 3.2 1.1 4.9

Fiscal Balance (% of GDP) -1.6 -2.1 -5.6 -9.6 -5.0

Debt (% of GDP) 42.0 41.0 49.4 59.3 62.1

Source: NESDC; World Bank staff calculations
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