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Implementation of Pheu Thai Party Policy — Key to Thailand’s Success

Executive Summary

»Bright spot in private consumption to be supported by rising wage and low unemployment.

» Private and foreign direct investment injections remain supportive for the economy.

»Easing of headwinds in the manufacturing sector as supply chain disruptions from Japan natural disaster
likely to recover.

»Inflation remains the significant risk in Thailand, especially if wage increase and fiscal spending are
implemented too rapidly.

»Higher inflation warrants the need for further monetary tightening which may attract capital inflows and drive
up the value of Baht, affecting the competitiveness of Thai exports and tourism sector.

Introduction

Thai

land has a history of political tension between the yellow and red shirts that

are opposed to and supporters of former Thai leader Thaksin Shinawatra and his
allies respectively. The first massive street protest started in Bangkok in 2006 and

took

place again in 2008, 2009 and 2010. In the recent Thailand general election

on 3 July 2011, the Pheu Thai Party won a majority of 265 seats in Parliament
out of 500, and the SET Index gained 4.7 percent the next day. This article aims to
discuss the economic outlook and key risks that surround Thailand as the political
party takes over.

Chart 1: Thailand GDP Expenditure by Category
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Private Consumption makes
up the majority of Thailand’s
GDP expenditure and has a
relatively stable growth

trend over the past 10 years.
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Bright Spot in Private Consumption

Private consumption contributes almost 52.2 percent of the overall Thailand GDP
according to the latest 1Q2011 figures. (Chart 1) The Private Consumption Index
increased 5.1 percent year-on-year in May 2011, and has been growing steadily
since Nov 2009, driven mainly by rising wage and improving employment
situation. As noted in Chart 2, average and private sector wage have registered
positive growth for the past five quarters and unemployment is at the lowest level
in the past 10 years. Moving forward, we foresee rising wage and low
unemployment to continue to boost spending power and private consumption in
Thailand.

Chart 2: Thailand Unemployment and Wage Growth
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On top of rising wage and the low unemployment rate, the Pheu Thai Party has
pledged to lift minimum wage by about 40 percent to 300 Baht per day, and up to
1000 Baht by 2020. Theoretically, increase in minimum wage should boost
consumption power and private consumption in Thailand further. However, we feel
that the pace at which the Pheu Thai Party implements them is vital to the
success, as rapid minimum wage hike might fuel inflation or staunch
manufacturing growth, bringing more harm than benefit to Thailand’s economy.

Investment Injections Remain Supportive for the Economy

Investment is important for an economy as it leads to future output and growth.
The Private Investment Index in Thailand expanded 11.1 percent in May 2011 and
has been growing since Jan 2010. Foreign direct investment, on the other hand,
remained positive for three consecutive months and registered 460 million USD in
Apr 2011. Investment is affected by political situation to a certain extent, as both
type of investments typically drop as political unrest occurs. (Chart 3) Thailand's
army led the coup which removed Mr Thaksin from power in 2006, but the military
leaders had agreed not to get involved in the election result as reported by
Bloomberg, reducing chances of another army-led riot. With lessened risk of
another country-wide riot, we foresee private and foreign direct investment to
remain stable and supportive for future economic growth in Thailand.
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Wage rate in thailand has
been growing for the past 5
quarters and unemployment
is at the lowest level in the
past 10 years.

Pheu Thai Party has
pledged to lift minimum
wage by about 40 percent,
further supporting private
consumption. (if policies are
implemented gradually)
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Chart 3: Private and Foreign Direct Investment
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Easing of Headwinds in the Manufacturing Sector

In terms of sectors, Thailand’s GDP is mainly supported by manufacturing, which
contributed an average of 38.7 percent to Thailand’s GDP over the past 10 years.
(Chart 4) Aside from the decline during the 2008-09 financial crisis, Thailand’s
manufacturing industry and overall GDP have witnessed stable upward trend over
the same period.

Chart 4: Thailand Seasonally-Adj GDP (By Industry)
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In the latest figure as of May 2011, the Manufacturing Production Index dropped
3.9 percent year-on-year, but improved 7.6 percent from April. Manufacturing was
partly affected by the natural disaster in Japan, which caused supply disruption
and impacted the automobile productions negatively. In addition, garment and
textile production decreased as customers postpone orders as they assess the
prices of raw materials, as mentioned by Bank of Thailand. Moving forward, we
foresee the automobile production to improve from its post-crisis level and
contribute positively to the manufacturing industry, as the entire electronics
industry is expected to recover from the disaster by the end of third quarter
according to IHS iSuppli research.

As mentioned previously, one policy that the Pheu Thai Party has proposed is the
increase in minimum wage hike of approximately 40 percent. The wage hike, if not
implemented gradually and in line with productivity of the workers, might add cost
and impact the manufacturing sector adversely. Therefore, we reiterate that the
pace and method of implementation for the minimum wage policy is vital to the
continued growth in manufacturing, in our opinion.

Inflation Remains as a Significant Risk in Thailand

Thailand’s consumer price was up 4.1 percent in June from the previous year.
(Chart 5) This is lower than the 4.19 percent in May and most Asia countries such
as China and India. Among the components, food prices grew at the fastest pace
of 8.4 percent, higher than 1.7 percent for non-food and 2.6 for core items
(excluding food and energy). Although Thailand’s inflation is lower than most Asia
counterparts, we expect inflationary pressure to remain or increase, mainly on the
back of possible wage-price spiral and increased spending.

Chart 5: Thailand CPI YoY
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Historically, there is a positive relationship between wage and inflation and the
Pheu Thai Party has pledged to increase minimum wage as part of its policy to
reduce poverty. (Chart 6) Wage increase tends to increase people’s purchasing
power, and this might lead to higher inflation if the existing amount of goods
available for sale cannot adjust in time to meet the increase in demand. Therefore,
the pace of wage increase implementation is likely to affect future inflation, as
rapid wage increase might lead to further inflationary pressure in Thailand.

Chart 6: Wage Growth and CPI
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Risk of a Stronger Baht May Hurt Exporters and Tourism

Aside from wage increases, the Pheu Thai Party has also proposed other policies
such as free tablet computers for primary school students and building high-speed
trains, all of which are expected to lead to further fiscal spending and possibly
higher inflation pressure. Depending on the pace at which these policies are
carried out, further monetary tightening by the Bank of Thailand may be required in
order to curb inflation. The Bank of Thailand has hiked its benchmark interest rate
five times this year to 3.25 percent and signaled more increases are likely to tame
inflation. Further monetary tightening and high yields may attract more capital
inflows, driving up the value of the Baht and affecting the competitiveness of
Thailand exports and possibly the tourism sector as well.
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Conclusion

Fundamentally, we feel that Thailand has good growth momentum in terms of both
private consumption, private and foreign investments, and recovering
manufacturing sector. In addition, Thailand’s year-on-year inflation of 4.1 percent
is lower than most if its Asia counterparts such as China and India. However, the
key risks lie in possible increased inflationary pressure 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.

Overall, we are slightly positive on Thailand based on the fundamental growth
story and the government injection of money which could boost growth and the
Thailand economy. However, we note that should there be any miscalculation in
the pace and method of implementation of proposed policy, the wage increase
which should boost private consumption might lead to slowing of the
manufacturing; and fiscal spending which should lead to economic growth might
lead to higher inflation that requires monetary tightening. In conclusion, while the
growth momentum of Thailand should continue on the back of strong private
consumption and recovering manufacturing sector, Pheu Thai Party’s pace and
implementation of the proposed policies is a key determining factor of the success
of Thailand.

Co. Reg. No. 1975010352

Brought to you by Phillip Securities Pte Ltd (A member of PhillipCapital)

PhillipCapital

Your Partner In Finance



PHILLIP SECURITIES PTE LTD

Unit Trust — Market Insights 11 Jul 2011

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.
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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
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Phillip Securities Research Pte Ltd, Phillip Financial Pte Ltd, Phillip Futures Pte Ltd, Phillip Trading Pte Ltd, Phillip
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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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