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Thai central bank has reasons but no
room to ease policy
We have cut our view of Thailand's GDP growth in 2Q20 to -12.8% from
-8.3% and in full-year 2020 to -6.6% from -5.4%. The Bank of Thailand
has all the more reasons to ease but no room left to do so at the
meeting this week

Veerathai Santiprabhob, the outgoing Governor of the Bank of Thailand,

0.50% BoT policy rate forecast
No change this week

The BoT to stay on hold
The Bank of Thailand’s Monetary Policy Committee is meeting on Wednesday, 5 August, to
review the current policy setting. Three policy rate cuts so far this year, adding up to 75 basis
points, have pushed the repurchase rate, the policy rate, to an all-time low of 0.50%.

We believe the MPC will vote to leave the policy rate unchanged this week. We aren’t alone
here and there's solid consensus supporting it.
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Why should the BoT ease?
Thailand may be a success story in containing the Covid-19 outbreak, but not so much in
preventing the economic slump brought on by this pandemic which is one of the steepest in
Asia. Even if economic activity bottomed in the last quarter, the recovery is not going to take
hold as long as two key drivers of exports and tourism remain missing in action.

Just released today, the Markit manufacturing PMI for July improved to 45.9 from 43.5 in June,
implying a slightly smaller contraction of activity in the sector. But it’s still a contraction that
signals persistent negative GDP growth coming into the third quarter. Similarly, the central
bank’s Business Sentiment Index (BSI) rose to 42.9 from 38.5 over the same months but is still
well below the pre-Covid-19 level of 48.5 at the start of the year. The BSI closely tracks year-
on-year real GDP growth and is consistent with negative GDP growth in 3Q.

This would be the steepest GDP fall on record

Meanwhile, large export and manufacturing declines persisted through June and prompted a
further downgrade of our GDP view for the last quarter and the year as a whole. We now see a
12.8% year-on-year GDP fall for 2Q, steeper than 8.3% earlier forecast. This would be the
steepest GDP fall on record. We have also cut our full-year 2020 growth view to -6.6% from
-5.4%, though not as bad as the BoT’s own forecast of -8.1% GDP fall this year though.  

And, coming just ahead of the BoT policy decision on Wednesday, consumer price data for July
should reinforce the negative inflation streak extended to 3Q. Our forecast is -1.5% YoY,
slightly better than -1.6% in June. This is way below the BoT’s 1-3% policy target for CPI
inflation.  

Hence, the BoT has all the more reasons to ease policy further.
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Business Sentiment Index vs. Real GDP Growth

Source: CEIC, ING

Note: ING's GDP forecast for 2Q20 and 3Q20.

What if there are no more rate cuts?  
Just recently Assistant Governor, Titanun Mallikamas, indicated that they were preserving
easing space for a worst-case scenario. That said, we consider the BoT’s rate cut cycle has
bottomed. An on-hold policy rate at the current level for a foreseeable future remains our
baseline through 2021, at the least.

However, the speculation about the quantitative easing (QE) route may gain traction amid a
change of leadership at the central bank. Last week, the Cabinet announced the selection of
Sethaput Suthiwart-Narueput as the new governor, taking over from Veerathai Santiprabhob
whose term ends in September. As an existing BoT-MPC member, an economic adviser to
Prime Minister Prayuth Chan-Ocha, and former World Bank economist, the new governor
should have a good grip on policymaking.

We think the markets will all the more be anxious to know if he would steer the policy towards
quantitative easing. We remain sceptical about QE being on the table just yet, not in the near
term.

Disclaimer

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank N.V. (“ING”) solely for
information purposes without regard to any particular user's investment objectives, financial situation, or means. ING forms
part of ING Group (being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the
publication is not an investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to
purchase or sell any financial instrument. Reasonable care has been taken to ensure that this publication is not untrue or
misleading when published, but ING does not represent that it is accurate or complete. ING does not accept any liability for
any direct, indirect or consequential loss arising from any use of this publication. Unless otherwise stated, any views, forecasts,



THINK economic and financial analysis

Article | 3 August 2020 4

or estimates are solely those of the author(s), as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any
person for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the
Dutch Central Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority
for the Financial Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In
the United Kingdom this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V.,
London Branch is authorised by the Prudential Regulation Authority and is subject to regulation by the Financial Conduct
Authority and limited regulation by the Prudential Regulation Authority. ING Bank N.V., London branch is registered in England
(Registration number BR000341) at 8-10 Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this
report or effect transactions in any security discussed herein should contact ING Financial Markets LLC, which is a member of
the NYSE, FINRA and SIPC and part of ING, and which has accepted responsibility for the distribution of this report in the United
States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit www.ing.com.

https://www.ing.com

