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Thailand Flood — Effects and Opportunities

Executive Summary

Effects:

» Manufacturing and agriculture sectors are disrupted, and tourism sector is at risk as flood continues into
the peak season.

» Flood disrupted agriculture and manufacturing sectors, which amount to almost half of the total
employment in Thailand, affecting workforce and causing temporary unemployment.

» Decline in consumer and business sentiments may affect consumption and investment if prolonged
decrease is observed.

Recovery and Opportunities:

» Pause in rate hike and possible decrease in rate should help put downward pressure in baht and help
exporters in recovery.

» Reconstruction budget should help to lift spending and presents opportunities for the construction sector.
Insurance claims can act as additional source of capital to aid manufacturers in their recovery.

» Decline in crop supply due to Southeast Asia weather problems may prop up crop prices and benefit
unaffected farmers that can produce healthy crops.

Introduction

In our previous report on Thailand, we highlighted that the implementation of Pheu
Thai Party’s policy was a key to Thailand’s success. Positive factors underpinning
Thailand’s growth include good growth momentum in consumption and
investment, and the recovery of manufacturing sector from the supply disruption
due to Japan’s earthquake and tsunami. However, we noted that risks surrounding
Thailand include the existing inflationary pressure that may increase further from
the fiscal spending promised by the Pheu Thai Party, slowing of manufacturing
due to higher wages and tighter monetary policy which could strengthen baht and
hurt exporters and the tourism sector.

What we did not expect was the ongoing flood in Thailand, which is one of the
worst in 50 years, and may amount to as much as 120 billion baht of damage as
mentioned by the Governor Prasarn Trairatvorakul. As the flood damaged crops
and factories, threatening to slow Thailand’s economy, we aim to discuss effects
and opportunities that may arise.

Effects of the Flood

The ongoing and worst flood in five decades has serious implications for the
infrastructure, people and economy of Thailand. Manufacturing and agriculture
sectors are most affected by the flood, and tourism may be hampered. The people
of Thailand not only face disruptions of their daily lives, but also temporary
unemployment as farms are damaged and factories are closed. Lastly, the
disaster also dampened both consumer and business confidence which, if
prolonged, may decrease consumptions and investments.
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Manufacturing, Agriculture and Tourism Sectors Affected

Floodwaters that spread across 61 of the country’s 77 provinces since late July
have damaged 14 percent of the nation’s rice farms and closed more than 1,000
factories, as highlighted by the government and reported by Bloomberg on 20 Oct.
Companies such as Western Digital Corp, Honda Motors Co and Canon Inc are
affected by the closure of factories as they rely on Thailand factories for supplies.
The overall economy is likely to experience a slowdown in growth as
manufacturing and agriculture account for almost half of Thailand’s GDP (Chart 1).
Estimated damage may amount to 1.0-1.7% of GDP according to Thailand Deputy
Prime Minister/Commerce Minister Kittirat Na Ranong.

Chart 1: Thailand GDP By Industry
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Aside from manufacturing and agriculture, the tourism sector is likely to be
affected as well. Thailand visitors arrival tends to peak in the November/December
holiday season (Chart 2), and could fall short of expectations as the flood persists.
In 2010, a total of 15.9 million tourists came to Thailand, of which 20.9 percent
was accounted for by November and December. Prime Minister Yingluck
Shinawatra highlighted on 14 Oct that Phuket, Krabi, Pattaya and Koh Samui,
Thailand’s biggest tourist draw cards, have thus far escaped the flood and efforts
to improve flood defenses around Bangkok will help the capital avoid widespread
damage. However, as the rain continues, Bangkok appears to be increasingly at
risk as Yingluck restated that floodwaters throughout the capital may reach more
than one metre. As the flood continues into the peak of tourist season, revenue
from tourism, which accounts for about 7 percent of nation’s GDP, according to
former Prime Minister Abhisit Vejjajiva, could be hampered and the target of 19
million tourist arrival this year may be difficult to meet.
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Chart 2: Tourism Sector At Risk
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Workforce Affected

Agriculture and manufacturing account for 54.7 percent of employment and flood
damages have caused disruptions to the workforce. According to the Labor
Ministry, the flood has affected 14,254 factories and businesses, leaving 664,567
workers at risk of losing jobs. The implications might be more severe if overseas
companies slow investment or move operations to neighboring countries.
However, the effect should be mitigated if Thailand bolsters its infrastructure and
strengthens flood defenses at its industrial estates, said Commerce Minister

Kittiratt. Chart 3: Thailand Employed Workers by Industry
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Sentiments May Dampen Further

Prolonged flood and job disruption could also affect business and consumer
sentiments negatively in the coming months. Thailand Consumer Confidence
Index fell in September to 81.8, down from 83.4 in August and lowest in the past
four months. The Thailand Industry Sentiment Index also fell to 90.7 points in
September from 102.5 in August, hitting a 26-month low, due to the flooding in the
North that resulted in reduced sales and production. Coupled with weaker global
economic growth and the ongoing Europe debt crisis, the flood may further
dampen business and consumer sentiments, hurting consumption and investment.

Chart 5: Sentiments Dampened
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The Future Is Not Entirely Bleak

While the flood is likely to cause adverse effects for the economy, employment
and sentiments, we feel that the future is not entirely bleak and opportunities may
arise as well. Firstly, unchanged policy rate should help to limit price of baht and
aid recoveries of exporters. Secondly, recovery should be aided by the
reconstruction budget and insurance claims. Lastly, we foresee potential
opportunities in Thailand construction companies and unaffected rice exporters.

The Monetary Policy Committee (MPC) voted on 19 Oct to keep interest rates
constant for the first time this year, noting the severity of the flood and its adverse
effects on economic growth in the remaining of the year. The committee has also
promised to be ready to ‘take appropriate policy actions’ as they monitor
development in risks of flood, which is not over yet. This may limit the value of
baht, and should help elevate some pressure off exporters in the medium term as
they recover from the disruptions.
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In addition, reconstruction spending could be a support for the economy as
Yingluck said on 17 Oct that the amount may be more than 100 billion baht. So far,
Thailand’s Cabinet has approved a request to widen this year’s budget deficit by
50 billion baht to 400 billion bath because of the costs associated with the nation’s
flood. In addition, the Finance Minister also mentioned the likelihood of widening
the deficit to 500 billion baht to finance road, dam and infrastructure construction,
which could boost domestic purchasing power. Therefore, as highlighted by MPC
in their latest statement, “reconstruction spending would provide support for
domestic demand to gradually pick up in the periods ahead.”

On top of the reconstruction budget, insurance claims of manufacturers should
also aid in their recovery. The secretary-general of the Office of Insurance
Commission highlighted that the insurance coverage of the seven affected
industrial estates amounts to about 457 billion baht, as reported by Bloomberg.
The bulk of the insurance claims, approximately 70 percent, is likely to be borne
by Japanese property and casualty insurers, as estimated by Deutsche Securities
Inc and reported by Bloomberg. While the final details of insurance claims has yet
to be announced, we believe it will be an additional source of capital to aid
manufacturers’ recovery.

Lastly, other unaffected rice exporters should benefit from possible increase in
crop prices as Thailand’s supply gets disrupted. Thailand is the world's top rice
exporter and while it may be too early to assess the total damage, the Commerce
Ministry has cut its estimate of main rice crop to 21 million tonnes from 25 million
because of flooding. According to the UN Food & Agriculture Organization, about
12.5 percent of rice farmland in Thailand has been damaged, along with 6 percent
in the Philippines, 12 percent in Cambodia, 7.5 percent in Laos and 0.4 percent in
Vietnam, as storms hit the region since September, as reported by Bloomberg on
21 Oct. Given the extent of supply disruption, crop prices may increase and benefit
unaffected farmers in return.

Conclusion

The effects of the Thailand flood are mostly felt in the manufacturing and
agriculture sector, affecting employment and sentiments. Tourism is also likely to
be hampered as the flood continues into the peak of tourist season and
approaches inner Bangkok. However, the pause in rate hike and possibility of
reduction in rates should help to limit price of baht and aid exporters in their
recovery. Opportunities arise in construction companies as the reconstruction
budget may support domestic spending and economy. Lastly, as shortages of
crops are observed in various parts of Southeast Asia, unaffected farmers should
benefit from potential increase in grains prices.
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GENERAL DISCLAIMER
This publication shall not be reproduced in whole or in part, distributed or published by you for any purpose. Phillip
Securities Pte Ltd shall not be liable for any direct or consequential loss arising from any use of material contained
in this publication.
This publication is solely for general information and should not be construed as an offer or solicitation for the
subscription, purchase or sale of the securities, and specifically funds, mentioned herein. It does not have any
regard to your specific investment objectives, financial situation and any of your particular needs. Accordingly, no
warranty whatsoever is given and no liability whatsoever is accepted for any loss arising whether directly or
indirectly as a result of any person or group of persons acting on such information and advice. Unit Trusts
distributed by Phillip Securities Pte Ltd are not obligations of, deposits in, or guaranteed by, Phillip Securities Pte
Ltd or any of its affiliates. No action should be taken without first viewing the details in a fund’s prospectus. A copy
of the prospectus can be obtained from Phillip Securities Pte Ltd or online at www.eunittrust.com.sg. Past
performance is not necessarily indicative of future returns. Investments in unit trusts are subject to investment risks,
including the possible loss of the principal amount invested. Investors should note that the value of the units and
income from the fund may rise as well as decline. Investors should also note that there are limitations whenever
performance is stated or comparison is made to another unit trust or index for any specific period as no funds or
indices are directly comparable.
This publication should not be relied upon as authoritative without further being subject to the recipient's own
independent verification and exercise of judgment. The fact that this publication has been made available
constitutes neither a recommendation to enter into a particular transaction nor a representation that any investment
product described in this material is suitable or appropriate for the recipient. Recipients should be aware that the
investment products described in this publication may involve significant risks and may not be suitable for all
investors, and that any decision to enter into transactions involving such products should not be made unless all
such risks are understood and an independent determination has been made that such transactions would be
appropriate. Any discussion of the risks contained herein with respect to any product should not be considered to
be a disclosure of all risks or a complete discussion of such risks.
Whilst we have taken all reasonable care to ensure that the information contained in this publication is accurate, we
do not guarantee the accuracy or completeness of this publication. Any advice contained in this publication is made
only on a general basis and is subject to change without notice. We have not given any consideration to and have
not made any investigation of the investment objectives, financial situation or particular needs of any specific
person or group of persons as we are not in possession of any such information. You may wish to seek advice from
a financial adviser before making a commitment to purchase the investment products mentioned. In the event you
choose not to seek advice from a financial adviser, you should consider whether the investment product is suitable
for you. Any unit trusts mentioned in this publication is not intended for U.S. citizens.

DISCLOSURE OF INTEREST

Statement pursuant to section 36 of the Financial Advisers Act - Phillip Securities Pte Ltd, its directors and
employees may have interest in the securities recommended herein from time to time, and its associates and
connected persons may also have positions from time to time. Opinions and views expressed in this report are
subject to change without notice.

PhillipCapital is a group of companies who together offer a full range of quality and innovative financial services to
retail, corporate and institutional customers. Member companies in Singapore include Phillip Securities Pte Ltd,
Phillip Securities Research Pte Ltd, Phillip Financial Pte Ltd, Phillip Futures Pte Ltd, Phillip Trading Pte Ltd, Phillip
Capital Management (S) Ltd, CyberQuote Pte Ltd, International Factors (Singapore) Ltd and ECICS Ltd.
Information on any and all independent PhillipCapital members and the respective financial services they offer can
be obtained through the following website — www.phillip.com.sg. Members can otherwise be identified by their
authorised use of PhillipCapital brand name along with their own name in their documentation and literature.
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