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Thailand: The low growth, low inflation trap
seems entrenched
The Bank of Thailand keeps monetary policy on hold.
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BoT keeps policy on hold
As widely expected, the Bank of Thailand Monetary Policy Board decided to keep the monetary
policy on hold at their latest meeting. We were an outlier in the Bloomberg poll for our forecast of
a 25bp policy rate cut to 1.25%, while all other forecasters expected no change. We were wrong,
but the central bank was also under pressure from the government to cut rates, as the stronger
Thai Bhat THB) threatens exports and tourism proceeds, the main sources of Thailand’s economic
strength this year. However, that isn’t the only argument for easing.
The IMF noted in its 2017 Article IV Consultation published in May that “Thailand’s policy space and
ample buffers can be deployed to minimize the risk of a low-inflation, low-growth trap” and
“…recommended monetary policy easing together with enhanced communication to improve the
balance of risks and steer inflation back to the target”. We think the low-growth, low-inflation trap
appears entrenched and the economy needs some policy accommodation to overcome that.
There is not much evidence of stimulus coming from the fiscal side, despite increases in extrabudgetary spending on infrastructure development.

A surge in the current account surplus
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Growing economic imbalances
Instead, we see greater evidence of economic imbalance. A significant step up in the current
account balance, from a 1.2% of GDP deficit in 2013 to a 3.7% surplus in 2014 and further to 8.1%
and 11.4% GDP surpluses in subsequent two years, is more a result of persistent weak domestic
spending and a plunge in commodity prices than the result of strong external demand /
competitiveness. Another sign of imbalance is Thai government bond yields trading through their
US counterpart (latest 10y yield at 2.20% vs. 2.22% for UST).
Are investors treating Thai government bonds as a safe-haven against the global risk, or have USTs
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lost their lustre as the ultimate safe haven asset? Highly unlikely. A question in a Bloomberg story
yesterday, “why a developing nation with a credit rating seven levels lower than the US at Moody’s
Investor Services has similar borrowing costs is down to the deluge of money flooding into emergingmarket debt”, seems appropriate. However, the answer in the same story citing large current
account surplus attracting investment flows to position for appreciating currency seems less
convincing. We believe the re-pricing of the THB for large external surpluses has run its course. We
forecast the current surplus to narrow to under 9% of GDP in 2017.

Thai bond yield trading close to UST yield
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Future hopes
Despite a modest pick-up in GDP growth to 3.5% in the first half of 2017 from 3.2% in all of 2016,
underlying economic fundamentals remain weak. All the boost to growth came from inventories
even as manufacturing growth remained anaemic despite an acceleration in exports.

De-stocking will be a drag on future output.
CPI inflation remains close to zero and below the BoT’s 1-4% policy target. Our full-year 2017
growth and inflation forecasts are 3.5% and 0.5% respectively (cons: 3.5% and 0.7%). We agree
there is not much room for policy rates to go lower if the BoT needs to preserve policy space for
the future. The low in the policy rate was 1.25% during the 2008-09 Global Financial Crisis and the
benefits of one 25bp rate cut may not be significant. This means the government also will need to
loosen the fiscal strings to stimulate the economy.
Hopes are pinned on accelerated public spending once a year-long mourning period ends after the
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cremation of the late King HM Bhumibol Adulyadej on October 26. We continue to forecast a 25bp
BoT policy rate cut before the end of the year. We think part of the spike in USD/THB since
yesterday is anxiety about the BoT easing, which is unlikely to go away despite today’s on-hold
decision. The spike has the pair trading near our 33.3 year-end forecast, which we now revise
higher to 33.50 (spot: 33.3, cons: 33.4).

Prakash Sakpal
Economist, Asia
+65 6232 6181
prakash.sakpal@asia.ing.com

ing.com/think

4

27 September 2017

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 NV 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, 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. The producing legal entity 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
subject to limited regulation by the Financial Conduct Authority (FCA). 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.
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