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TNSC 25" Anniversary Exclusive Dinner Talk

Thailand 2025: Dealing with Major Trends

Keynote address by Dr.Veerathai Santiprabhaob,
Governor of the Bank of Thailand
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Over the past 25 years, exports have become Thailand’s main
engine of growth, and TNSC has played a major role in making that
possible through its commitment and dedication to serve the community
of over 2,000 exporters. With today’s topic of “Thailand 2025”7, We are
at an important juncture in our economic history. Now is the time to
look into the future and imagine what the Thai economy will look like
five years from now. Amidst many critical transitions, the speed of these
changes, and a number of structural issues that we are facing, we will
not know with certainty what the Thai economy will look like in 2025,
but we know the major trends that will have significant implications
for the future landscape in which we operate. Today, | will highlight
five major trends: demographic change, climate change, changes
in value chains, digital transformation, and global excess liquidity
with historically high leverage. While most people would think of these
trends as threats to existing business models, they are indeed business
opportunities for those who look ahead and get ready for them.

1. Demographic Change

Thailand is aging and is aging fast. We were the third Asian country
to become an aging society, and by 2035 we will be the first developing
country to become a hyper aged society by the definition of the World
Health Organization—meaning 20 percent of the population will be over
the age of 65. This change will have implications on at least two fronts,
both very important to the business sector: Impacts on labor force,
and consumer spending. For businesses, the shrinking and aging labor
force will have an impact especially on labor-intensive sectors such
as textile, apparel, leather, and wood and furniture, which account for
around 7 percent of the value-added in the manufacturing sector. On
the other, in 2017, consumption of Thai population older than 50 is
worth 2.8 trillion baht or around 18 percent of the GDP. This will only
continue to grow, creating a large niche market for businesses.

2. Climate change

Indeed, climate change is hardly anything new; scientists have
been talking about it for decades. But the impact of climate change
keeps coming closer. Climate change will impact businesses in many
ways. Production line could be disrupted by flooding as we witnessed
in 2011, natural disasters could affect logistics, Impact on agricultural
sector, which is the source of employment for more than a third of our
population. With most of the workforce earning low income, impacts on
the agricultural sector is likely to affect those who are most vulnerable
in the society. Sustainable businesses, the agricultural sector severe
and tangible impact of climate change has raised awareness of people
around the world, resulting in calls for new standards and regulations
aimed at containing environmental externalities from businesses.

3. Changes in value chain

In discussing value chains, it is almost impossible to avoid thinking
about the ongoing trade tensions that are suppressing the global economic
sentiment. While the trade tensions might prove to be short-lived, they
have distorted value chains and engraved a long-lasting impact on
global production through trade diversion and production relocation.
Key highlight a few observations by McKinsey Global Institute report
earlier this year. First, services are becoming a larger part of the global
value chain. The second, observation is that global value chains
are becoming more knowledge-intensive and are relying more on
high-skill labor. The last, observation is that goods-producing value
chains are becoming more regionally concentrated.

4 | TNSC Newsletter, Issue 12/2019 : §U21AU 2562

4. Digital transformation

Technology is now engrained in all aspects of our everyday
lives and it keeps getting better. More than 40 percent of the world’s
population now have access to smartphones. Made possible by
technologies such as 5G, devices ranging from electrical appliances in
our home, traffic lights, cars, robots, and sensors in farms and factories
will all be smart and connected. According to Gartner, the number of
loT-connected devices is projected to triple within the next five years.
This will change how we live, how we consume, and will completely
change how businesses operate.

In the past few years, “platform economy” has revolutionized
the way businesses and consumers interact. A platform creates value
by connecting users—who could be consumers or suppliers—reduce
search cost and make economic transactions that would have not
happened otherwise possible. Businesses platform movement: hotels
by Airbnb, transportation services by the likes of Uber or Grab, and
retail shops by e-commerce platforms.

Thais are especially keen on social media platforms, e-commerce,
and social commerce. We are ranked among the top five countries
with the highest share of e- commerce purchases. The direct connection
and platform-based trust between buyers and sellers across the globe
also provide opportunities for firms —especially SMEs—to design their
own product flows, get direct customer feedbacks, and quickly expand
their customer base like never before.

5. Excess global liquidity with historically high leverage

We have been living in the low-for-long interest rate environment
since the Global Financial Crisis. The monetary policy “normalization”
period was proved to be short-lived as major central banks decided
to delay or reverse their normalization paths in response to the global
slowdown resulting from trade conflicts. Excess liquidity created in this
low-for-long environment has led to at least two areas of vulnerabilities.

Over-leveraging of businesses The first area of vulnerability is
the over-leveraging of businesses. According to the recent IMF’s Global
Financial Stability Report, corporate debt has spurred in recent years.
In the event of a global economic downturn that is half as severe as
the one spurred by the Global Financial Crisis, the IMF estimated that
almost 40 percent of corporate debt-approximately 19 trillion USD
-could be at risk of defaulting, exceeding the levels seen during the
last crisis.

In this rapidly changing world, the path ahead is filled with risks
and uncertainties that may affect businesses’ revenue and cash flows.
Businesses need to ensure appropriate capital structure. Having too
much debt will heighten financial vulnerability and could amplify the
effects of adverse shocks.

Concluding remarks

The Thai economy is facing significant adjustments: demographic
change, climate change, changes in value chain, digital transformation,
and global excess liquidity with high leverage. We were more or less

aware of these trends since the Global Financial

Crisis. Now it becomes more and more clear

that these trends will be the major forces that
will shape the landscape and structure of our
economy, and the pace and degree of changes
will be faster and larger than before.
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TNSC 25t Anniversary Exclusive Dinner Talk
Panel discussion topic “Shift Economic Landscape:
Challenges and Turnaround Opportunities”

Speaker 1) Mr. Philipp Dupuis, Minister Counsellor, Head of the Economic and Trade Section, European Union
Delegation to Thailand 2) Mr. Atsushi Taketani, President of JETRO Bangkok 3) Mrs. Auramon Supthaweethum,
Director General, Department of Trade Negotiations, Ministry of Commerce and 4) Mr. Supanit Chantarasiri,
Executive Director, Infrastructure Project Management, Eastern Economic Corridor Office of Thailand (EEC)
Moderator Dr. Chaichan Charoensuk, Director, Thai National Shippers’ Council

1) Mr. Philipp Dupuis, Minister Counsellor, Head of
the Economic and Trade Section, European Union
Delegation to Thailand
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2) Mr. Atsushi Taketani, President of JETRO Bangkok
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Effect of US-China Trade War
(Japanese Companies in Thailand)

Export Destination
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o} O

16.3

mm Negative impact

mmm Positive impact

mm No clear impact
Unknown

MSMEs

{Source, left) “FY2018 Survey on Business Conditions of Japanese Companies in Asia and Oceania”, JETRO
[Source, right] “Survey on Business Sentiment of Japanese Corporations in Thailand®, JCCI
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3) Mrs. Auramon Supthaweethum, Director General, Department
of Trade Negotiations, Ministry of Commerce
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4) Mr. Supanit Chantarasiri, Executive Director, Infrastructure
Project Management, Eastern Economic Corridor Office of
Thailand (EEC)
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TCWMD: Thailand’s Control on Weapon of Mass Destruction related Items Act.
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