High and volatile global oil prices:

implications on the Thai economy and economic projections

Rising global oil prices, their pass-through to domestic retail prices, and behavioural adjustments by domestic
consumers and businesses over the past few years have been among key economic issues with important implications on
growth and inflation projections. The Monetary Policy Committee (MPC) is aware of the impacts of rising oil prices on the
Thai economy and its macroeconomic stability, and uses various methods as explained in the April 2005 Report to forecast
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As a result, overall domestic oil consumption rose continuously
Source: PTT Public Company Limited, Energy Policy and Planning Office, throughout the subsidy peﬁod - up to the ﬁrs[ half Of 2005 The
Bank of Thailand L , L. , X

rise in diesel oil consumption in particular was partly attributable
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pricest by using oil more economically, as reflected in a fall in
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Nevertheless, with the government's initiative to
Source: Customs Department alleviate households” burden from higher cooking gas prices,

! Higher retail oil prices partly reflected the increase in fee collection by the Oil Fund to pay off the 92,070 million baht debt accumulated under the subsidy program. As of 17 April
2003, the Oil Fund collected 2.50 baht per litre from benzene 95 sales and 1.95 baht per litre from diesel sales, compared with 0.50 baht per litre before the subsidies were initiated.
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retail prices of liquid petroleum gas (LPG) have been subsidized by around 2-3 baht per kilogram. As a result, IPG
consumption has grown steadily over the past year. This is attributable to the substitution of LPG as automobile fuel for
benzene and diesel oil. In 2005, consumption of LPG as an alternative fuel rose 35.7 per cent over the year. However, with
the increase in LPG subsidies, the Oil Fund will need to collect more from consumers of other types of petroleum products
to cover those subsidies.
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Remark: Singapore’s high oil intensity is potentially due to the presence Implications on economic grOWth and inﬂation proieCtions
of the refinery industry which accounts for a relatively large
share of GDP. Data for oil consumption used in the calculation The need for the Thai economy to imprOVC its

above also include oil used as an input in production.
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increasingly pressing, given that global oil prices are likely to
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and tensions over Iran’s nuclear issue. As a result, the Dubai
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N3 ifo z(éc;s z‘éo's N zéolx the baseline forecast, was revised upwards from the previous
Report. In addition, with volatile oil prices that could rise further,
the MPC made use of information on implied volatility obtained
from option contracts on West Texas Intermediate (WTT) oil futures to reflect uncertainty in the forecast of oil prices in the

Sources: PTT Public Company Limited, projection by Bank of Thailand

WOISE Case Scenario.

During the period between the latest MPC meeting and the release of the present Report, crude oil prices continued
to rise. As of 18 April 2000, prices of the WTI and Dubai crude oil stood at 71.25 and 66.93 US dollars per barrel, respectively.
The rapid increase in oil prices over such a shott petiod was due to factors which were difficult to predict and underscored
the uncertain nature of oil prices. Nevertheless, the oil price assumption in the worse case scenario already took into account
substantial increases in oil prices.

In summary, the volatility of global oil prices together with adjustments both in terms of retail pricing policy and
domestic oil consumption have important implications on economic growth and inflation projections. Such volatility is embedded
in the assessment of risks that economic growth and inflation projections could deviate from the baseline forecast as reflected

in the probability distribution of the forecast.
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