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I 

1.1 World Economic Condition 

 

The global and the Asian economies slowed down in 2005, particularly in the first half 

of that year, compared with 2004.  Many countries suffered from sharply increasing and 

volatile crude oil prices, and from a decrease in exports resulting from the economic 

slowdown in major markets such as the United States and the European Union.  

However, the imbalance in the world economy was reflected in the United States 

experiencing continuous trade and current account deficits while China, Japan, South 

Korea and Taiwan experienced sustained surpluses.  It is projected that the economic 

outlook for 2006 will be similar to that of 2005, with China and the United States facing 

a slowdown, with the main risk factors being the depreciation of the US dollar against 

the Euro and the Yen, an increase in interest rates in international monetary markets 

designed to counter inflationary pressure, and economic risks caused by fluctuating 

crude oil prices. 
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2002        2003        2004
2005

Unit: percent

2005
whole
 year

2006 f
as of

Sep 2006

World economy

United States

China

South Korea

Taiwan

Hong Kong

Japan

Singapore

Indonesia 

The Philippines

Malaysia

Thailand

 
1.2 Economic Conditions of Major Economies 

 1.2.1 The United States 

The United States economy for the year 2005 slowed down from that of 2004, with a 

continued high current account deficit, as well as budget deficit from the previous year.  

The United Statesû Federal Reserve increased the interest rates several times in order 

to curb inflation.  In January 2006, the policy interest rate was raised to 4.5 percent per 

annum, and to 4.75 percent on 28 March 2006.  It is expected that this interest rate 

will continue to climb during 2006.  The deficits faced by the United States may cause 

investors to lose confidence in the US dollar and is likely to cause the US dollar to 

depreciate against the Euro and the Yen. 
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Source:  National Economic and Social Development Board 
 
  1/ beginning 1 May 2004     
 
Note: The 11 major trading partners account for 77.5 percent of total exports from Thailand 
 

Table 1.1 Annual Economic Growth of Thailand and its Major Trading Partners  
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 1.2.2 The European Union 

The European Union economy was fairly stable in 2005, with a low level of economic 

growth.  On 1 December 2005, the European Central Bank announced a policy interest 

rate revision from 2.0 percent, which had been in effect for two years, to 2.25 percent, 

and on 2 March 2006 it was revised again to 2.5 percent. Analysts forecasted that the 

policy interest rate may once again be revised to between 2.75 and 3.0 percent by the 

end of 2006, despite the increased inflationary pressure and price stability which had 

been affected by rising oil prices.  Furthermore, the flawed labor market infrastructure, 

which resulted in high unemployment and inflexible wages, will slow the recovery of 

the European Union economy.  

 

 1.2.3 Asia 
Japan 

The Japanese economy showed clearer signs of recovery, with significant growth in the 

second and third quarters of 2005, and a continuous trend of recovery.  Business and 

financial sectors saw an upward trend and analysts in Japan expected that this might 

lead to the suspension in the near future of the Quantitative Easing Policy that has 

been in place since 2001 which fixed interest rates close to zero.  A major factor was 

the growth in exports which resulted in Japan enjoying a trade surplus of US$60 billion 

in the first eight months of 2005, compared to a surplus of US$30 billion for the whole 

of 2004.  In addition, there was an increase in private sector investment in various 

industries, a recovery of domestic demand, and an upward trend in household 

spending, as a result of increased employment and successive decreases in 

unemployment over the past 3 years, as well as a continuous increase in consumer 

confidence and business sentiment.  The Industrial Production Index in 2005 was at its 

highest level since 2000, and further improvement is forecasted.  The growth in the 

Japanese economy will have a positive impact on Thailandûs exports to Japan as well 

as on Japanese direct investment in Thailand.  Currently, Thailandûs exports to Japan 

account for 13.7 percent of its total exports by value for the year 2005. 
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China 

The Chinese economy is still in full throttle, with growth of over 9 percent for 10 

successive quarters, and the fourth quarter of 2005 saw growth of 11.4 percent, likely 

as a result of continuous growth in investment and exports. Trade surpluses continued 

to increase due to success in obtaining real market share in world markets, and this 

caused countries that experienced trade deficits with China, such as the United States 

and Japan, to pressure the Chinese government to revise the value of the Yuan.  In 

July 2005 the Peopleûs Bank of China announced a change in exchange rate policy for 

the Yuan, from a fixed exchange rate against the US dollar to a managed floating 

exchange rate based on a basket of currencies.  This allows the Yuan to adjust to 

changes in market supply and demand and is likely to cause the Yuan to appreciate by 

another 2 percent but should not significantly affect the economy. 

 

South Korea 

The South Korean economy slowed down in the first quarter of 2005 compared to the 

same quarter in 2004, but grew progressively towards the final quarter.  This was 

caused by a continuous growth in exports and a recovery in private sector 

consumption.  However, inflation in South Korea also increased.  The Bank of Korea 

announced an increase in policy interest rates due to inflationary pressure from oil 

prices, similar to the trend in other countries, with the rate increasing from 3.25 

percent to 3.5 percent on 11 October 2005. 

 
1.3  Thailand Economic Condition 

 1.3.1 Gross Domestic Product 

In 2005, Thailandûs economy grew by 4.5 percent, with a growth of merely 3.2 percent 

in the first quarter but with higher growth in successive quarters of 4.6 percent and 5.4 

percent, as a result of increased exports, improvement in the tourism sector from that 

of the first quarter, growth in production, and lessening effect from the water scarcity 

in the agricultural sector.  The final quarter of the year saw growth of 4.7 percent, 

which was lower than that of the third quarter, because of a slowdown in household 

spending due to continuous price increases, increases in interest rates by financial 
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institutions, and diminishing price of exports, while imports of capital goods increased.  

These contributed to the average yearly economic growth of 4.5 percent, which can be 

regarded as stable but still facing increasing inflationary pressure and a current account 

deficit of 2.0 percent of Gross Domestic Product (GDP). 

 

The structure of Gross Domestic Product is still primarily based on the manufacturing 

sector at 34.7 percent, followed by the services sector at 31.1 percent.  The sector that 

experienced the highest growth is the financial intermediation sector, as was also the 

case in 2004, while the only sector with negative growth is the agricultural sector due 

to the drought situation continued from the previous year.  One sector with low growth 

is the hotel and restaurant sector, especially in the first quarter with a negative growth 

of 1.8 percent due to the Tsunami at the end of 2004 as well as political unrest in the 

South.  The industrial sector saw a reduction in growth from the previous year. 
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Wholesale and retail trades,
and repairs

Construction
Electricity/gas/water

million baht,

equal to of GDP.

Manufacturing

Mining

Agriculture

All non - agricultural sector

Services

(unit : million baht)Figure 1.1   Structure of Thailandûs Gross Domestic Product, 2005 

Source: National Economic and Social Development Board, September 2006 
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Overall, negative factors affecting economic growth  in 2005 are as follows: 

 the steep increase in crude oil prices and the ripple effect on manufacturing 

costs, transportation, import values, and inflation.  The average Dubai crude oil price in 

2005 was at US$49.20 a barrel 

 the slowdown in the world economy which adversely affected export targets; 

 the year-long and severe drought  which not only affected the manufacturing 

and;agricultural sectors, but also affected industries located along the Eastern Seaboard 

and tourism in Pattaya and Phuket; 

 the effects of the Tsunami at the end of 2004 which badly affected the 

tourism sector and from which there was a slower than expected recovery. 
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Unit : percent (y-o-y)

2004 2005
2005

Agriculture

Non-Agriculture

Mining and quarrying

Manufacturing

Electricity, gas and water supply

Construction�

Wholesale and retail trade

Transportation and communication

Hotels and restaurants

Financial Intermediation

Table 1.2  Economic Growth Rate by Sector 

Source: National Economic and Social Development Board, September 2006 
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2004 2005
Preliminary

2006 projection

(6 March 2006)

2006 projection

(4 September 2006)

GDP (at current prices, billion baht)

GDP per capita (Baht per person per year)

GDP growth rate (at constant prices, %)

Investment (at constant prices, %)
-       Private sector (at constant prices, %)
-       Public sector (at constant prices, %)

Total consumption (at constant prices, %)
-       Private sector
-       Public sector

Exports of goods & services
-       Export value of goods (US$ billion)
-       Growth rate (value, %)
-       Growth rate (volume, %)

Imports of goods & services
-       Import value of goods (US$ billion)
-       Growth rate (value, %)
-       Growth rate (volume, %)

Trade balance (US$ billion)
Current account balance (US$ billion)
Current account to GDP (%)�1.5

Inflation (%)

-       Consumer price index (CPI)
-       GDP Deflator�

Unemployment rate (%)

Table 1.3   Thailandûs Economic Indicators 

Source: Office of the National Economic and Social Development Board, September 2006. 
Note:  Preliminary data 2004 - 2005 have been adjusted because GDP figures from the Office of the National 
Income Account and export/import data from the Bank of Thailand have been revised. 
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In 2005, despite a 15.0 percent growth in exports, imports increased by 26.0 percent, 

due to a combination of the rising cost of crude oil imports, raw materials in the form 

of steel, capital goods, and gold, and so resulted in a trade deficit of US$8,578 million 

and a current account deficit of US$3,714 million equal to 2.0 percent of GDP.  This 

was due to the fact that, although the transfer account recorded a surplus of US$4,864 

million, it was not enough to offset the trade deficit. 

 

For the economic forecast for 2006 (as of March 2006), the National Economic and 

Social Development Board and the Fiscal Policy Office predict that the economy will 

grow at a rate between 4.5 to 5.5 percent with contributions from an increase in 

domestic demand and exports, a fuller recovery of the tourism sector, a slowdown in 

imports, and a forecast increase in total investment.  However, the political instability at 

the beginning of 2006 affected business sentiment and caused investors to defer 

investment momentarily, especially in the Mega Project which has had to be delayed 

indefinitely. The instability also affected tourism, with a decline in the number of 

tourists in the first quarter.  Furthermore, inflation, continuous increases in interest 

rates , continually rising oil prices in the world market touching US$70 per barrel in 

April 2006  which was higher than the forecast of US$56 to 60 per barrel), and the 

continuously stronger Baht, which reached its highest level in several years and would 

affect exports, were all major factors contributing to the lower than expected economic 

growth for the first quarter of 2006. 
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 On 10 April 2006, the Monetary Policy Committee of the Bank of Thailand announced a 14-day repurchase rate of 4.75%, 

equal to that of the Central Bank of the United States. 

 In April 2006, the Dubai crude oil price stood at US$68 per barrel, while diesel oil stood at US$88 per barrel. 
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1 
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 1.3.2 Other Macroeconomic Indicators 
1) Manufacturing Production Index 

The Manufacturing Production Index, computed from the monthly survey conducted by 

the Ministry of Industryûs Office of Industrial Economics, and circulated since the year 

2000, saw the addition of 3 industrial groups in 2005, namely, manufacturing of basic 

chemicals except fertilizers and nitrogen compounds (ISIC 2411), manufacturing of 

plastics in primary forms and of synthetic rubber (ISIC 2413), and manufacturing of 

office, accounting and computing machinery (ISIC 3000), giving a total of 53 industrial 

groups with 2,083 samples, totaling 75.1 percent of the value added to the industrial 

sector.  In 2005, the Manufacturing Production Index (weight by value added) was up 

8.8 percent on 2004, but this was less than the growth rate of 2004 over 2003, 

reflecting a slight slow-down in industrial growth since 2004.  

 

From the indices of the 53 product categories, based on the Level of Factor Intensity in 

accordance with UNCTAD guidelines as appears in Table 1.5.  It can be seen that the 

high skill grouping or the basic chemicals, refined petroleum, plastics in primary form, 

pharmaceuticals and medicinal chemicals, electronics components, electronics devices, 

motor vehicles and motorcycles products group have a high Production Index (weighted 

with value added) and only the electronics appliances and motor vehicles groups have a 

high and rather outstanding growth rate.  The Low skill and labor-intensive grouping 

witnessed a decline in the manufacturing production  for the paper and pulp groups, 

while that of the construction material, cement and steel groups grew 3.9 percent from 

the previous year.  The primary product grouping, comprising food and beverage 

groups, had a Manufacturing Production Index growth of 5.8 percent.  
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2003 2004 2005

2005

 change

Average

 change Jan   Feb    Mar   Apr   May   Jun    Jul    Aug   Sep   Oct   Nov   Dec
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Source: Office of Industrial Economics, Manufacturing production index monthly reports (January 
2005-January 2006 and February 2005-February 2006) 
Note: Average of 53 industrial groupings (based on the average in the year 2000 and 
unadjusted for seasonal factors) 
 

Figure 1.2 Manufacturing Production Indices 2004-2005  

Source: Office of Industrial Economics 

Table 1.4 Manufacturing Production Indices 2003-2005 
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Jan-Dec
2004

Jan-Dec
2005

% 
change

Primary product grouping
 - Food and beverage group (ISIC 1511 1512 1513 1514 

  1520 1532 1533 1541 1542 1549 1553 1554)

Low Skill and Labor Intensive grouping
- Textile, clothing, leather (ISIC 1711 1721 1729 1730 1810 

  1911 1912 1920)

- Paper and pulp (ISIC 2101 2102 2109)

- Construction material, cement, steel, ceramics (ISIC 2691 

  2693 2694 2695 2710 2899)

High Skill grouping
- Basic chemicals, refined petroleum, plastics in primary 

  form, pharmaceuticals (ISIC 2320 2411 2413 2423 

  2424 2520)

- Electronics components, electrical devices (ISIC 3000 3140 

  3210 3230)

- Motor vehicles, motorcycles (ISIC 3410 3591)

 

Within the sample product groups used to compute the Manufacturing Production 

Index, there are approximately 725 small and medium enterprises (SMEs) in 33 

industrial groups producing 86 product types (approximately 34.8 percent of total 

sample product groups), covering 37.0 percent of value added from the total industrial 

production value.  In 2005, the Manufacturing Production Index (value added) for only 

the 33 SME groups stood at 111.3, slightly lower than the 112.8 level recorded in 

2004.  The index for the SME groups is considered to be significantly lower than that 

of the overall Manufacturing production index, with a slightly higher Labor Productivity 

Index of 137.0, while the Capacity Utilization Index was significantly lower at 47.4 
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Table 1.5 Average Industrial Production Index (with value added), Grouped by Level of 

Factor Intensity, 2004-2005 

Source : Monthly manufacturing production index reports year 2004-2005, Office of Industrial 
Economics 
Complied by : The Office of Small and Medium Enterprises Promotion  
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2003 2004 2005
Average for 33 industrial groups, for SMEs sample group only

Production Index (with value added)

Production Index (with production value)

Labor Input Index

Labor productivity Index

Capacity Utilization Index

2) Private Consumption Index 

The Bank of Thailand report showed that the Private Consumption Index for 2005 stood 

at 118.7, slightly higher than the 117.9 index for the year 2004. Electricity consumption 

was up 5.2 percent over that of 2004 particularly amongst small and large scale 

enterprises. The amount of Value-Added Tax collected by the central government 

increased by 11.5 percent, while sales of benzene by volume decreased from the 

previous year.  The number of passenger cars sold decreased by 11.2 percent, while 

motorcycle unit sales, tenfold greater than unit car sales, increased by 4.5 percent. 
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Table 1.6 Manufacturing Production Index for SMEs Sample Group only 

Source: Office of Industrial Economics, Manufacturing production index monthly reports 
(February 2005-February 2006) 
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2004 2005

Private Consumption Index

Electricity consumption (million kilowatt/hour)

- Household

- Small enterprises (using 0-30 kW of electricity)

- Medium enterprises (using 31-999 kW of electricity)

- Large enterprises (using over 1,000 kW of electricity)

- Other enterprises (hotels and other businesses that 
  provide accommodation, except rented houses)

Sales of gasoline (million litres)

Value-Added Tax (central) (million baht)

Passenger cars sales (units)
- Passenger cars

- Motorcycles�

3) Business Sentiment Index 

The Business Sentiment Index declined almost continuously throughout the first half of 

2005 to reach its lowest level mid-year, before improving slightly towards the end of 

the year. The low Business Sentiment Index was mirrored by several other indices, 

namely the Consumer Confidence Index from the Ministry of Commerce and The 

University of the Thai Chamber of Commerce, the Confidence Index from the 

Federation of Thai Industries, and the Trade and Services Sentiment Index from the 

Office of Small and Medium Enterprises Promotion.  Factors affecting the confidence 

level were the constantly rising oil prices and the countryûs economic conditions.  
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Table 1.7 Private Consumption Index 

Source: Bank of Thailand, numbers in parentheses indicate the % change from the previous year  
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4) Property Index 

The property sector has started to saturate, with declining growth in outstanding 

property credit, nationwide condominium registration, and new housing registrations in 

Bangkok Metropolis and vicinity.  The Housing Price Indices from the Government 

Housing Bank increased at the rate of 6-8 percent and the Construction Materials Price 

Index has also increased almost continuously since 1999, particularly in the iron 

products and cement groups.  It is projected that the growth in the property sector will 

slow down due to rising interest rates and higher construction materials prices. 
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Figure 1.3 Business Sentiment Index, 2004-2005 

 

Source: Bank of Thailand 
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2004 2005

Land transactions nationwide (million baht)

Condominium Registration nationwide (unit)

- Bangkok Metropolis and vicinity

- Other provinces

Property Credit Outstanding

- Real Estate  Development Credit

- Housing Credit

New Housing (in Bangkok Metropolis and vicinity)

- Housing Projects

-  Apartments and Condominiums

- Self-Built Housing�
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Figure 1.8 Real Estate Industry Condition 

Source: Bank of Thailand 
Note: Figures in brackets under each entry are the annual percentage 
change over the previous year 
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Construction materials price index

Iron and iron products

Wood and wood products Electrical and plumbings

Cement

Concrete

145.5

184.4

110.5

116.5

106.4

153.8

Figure 1.4 Construction Materials Price Indices 

Source: Division of Trade and Economic Indices, Department of Trade Economics 
Compiled by Research and Information Service Department, the Government Housing Bank.   
 

Source: Division of Trade and Economic Indices, Department of Trade Economics 
Compiled by Research and Information Service Department, the Government Housing Bank. 


