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Ladies and gentlemen,

| would like to thank the Japanese Chamber of Comentr the
Invitation to speak before you tonight. It hasrbaeyear since | gave a
talk at a similar function held by the Chamberemember we had a

lively exchange of ideas then, and | am glad yaepke touch.

With long presence in Thailand, the Japanese Chahaseplayed
an active role in promoting common understandirtgvben Thai
government agencies and the Japanese business odynhare. Japan-
Thailand economic relationship is both specialneallth and depth.
Even a casual observer cannot fail to notice tfosgerous partnership.
Trade between our nations has doubled in valuetbegpast 5 years;
that’'s roughly 14 per cent increase per year. l@nrivestment front,
Japan’s annual direct investment in Thailand has lsteady at close to 3
billion US dollars over the past few years, consatée uncertainties
notwithstanding. Japanese financial service pergi@re lively

participants in the Thai financial system.



Ladies and gentlemen,

Much has happened since we last met. The stdiganicial
disruption is playing out in the US and reverbeticross the world.
Oil prices have increased by more than 50 per &ardinesses and
governments are looking for best response stratégiensure smooth

expansion of their enterprises and the economeiegl.

Tonight, | would like to focus on 3 related andeignsubjects. |
will begin with my view on the outlook of the Thetonomy and the risks
surrounding its prospects. Then, | would like tlioe what I think is
necessary for monetary and exchange rate poligcyggorward. And
lastly, 1 would like to talk about how we can faspeivate investment and
what Japanese businesses can do, in your roleestans and employers,

to help make Thailand an even better place to tnves

Ladies and gentlemen,

As you well know, the Thai economy had to weatheough a
host of challenges over the past 2 years. To nmgnand from the view
of the Monetary Policy Committee, domestic politieacertainty, high
and rising energy prices and sharp US dollar decliare at the top of
our concern. Indeed, political uncertainty, codpieth rising retail oil

prices, took a toll on private sector confidencd eonsumers’



purchasing power. These negative developmentedelmmestic

demand during the first 9 months of 2007.

The fall of the US dollar, while widely anticipatdtad been a
major risk that could disrupt Thailand’s robust estfactivities. In fact,
the risk was even greater after the extent of tBdihancial crisis
became clearer during the second half of 2007. UB&sub-prime
mortgage market, while small compared to the eglwbal financial
system, could deliver a large impact on the badd®thousing concerns,
credit crunch and global liquidity squeeze. It m&or a bad prognosis

especially as last year's growth momentum relieavtg on net exports.

When all is said and done, however, the Thai econmanaged to
grow at the rate of 5.7 per cent for the fourthrtgraand 4.8 per cent for
the whole year. Government pump-priming contridutethis favorable
growth outcome. But most importantly, it turned that net exports
contributed to almost 60 per cent of the overallRcgpowth. Indeed,
exports grew at a remarkable rate of 18 per cebtSrdollar terms in
2007. The robust expansion was due to the alofigxporters to adjust
through quality improvement and search of new ntark8ut
exceptional export performance was due no lessatithy global growth,
which translated into strong trading partners’ dediaAnother factor

that contributed to the success of exports wasbility to preserve



overall price competitiveness in the face of stthitar decline. | will

come back to this point in a few minutes.

| would like to turn briefly now to economic stabiyl Monetary
policy has been accommodative to growth since dggnming of 2007
with an aim to shore up domestic demand while kegpiflation in
check. The outcome on this front is quite favoeabk headline and core
inflation were well contained at 2.3 and 1.1 petcesspectively, by end-
2007. Despite the unusual global situation, thai Tihancial markets
also remained resilient through 2007 with only nratke fluctuations.
And while credit and deposit grew slowly, profitilyiof banks and
financial institutions remained at a satisfact@ydl. Overall NPLs in the
banking system remained moderate, as low incomsdimlds’ ability to
service debt started to decline mostly on accotiskoov income

expansion.

Ladies and gentlemen,

These growth and stability outcomes under sigmticlownside

risks paint a picture of a resilient economy.

As far as the outlook for the Thai economy in 2@08oncerned, |
would like to address first the growth momentum #reh talk about the

risks and uncertainties confronting the economy yieiar.



Preliminary data indicate that private consumptiad investment
are firming up after recovering during the fourtrager last year. This is
good news, as private consumption and investmarttitote almost 70
per cent of total demand. Clearer political largscpost-election and
continued spending by the government has helpadergvivate demand.
Reflecting that, we have started to see strongupick imports in January.
February data also confirmed the strength of ingpokloreover, plans
for further fiscal stimulus as well as accelerdiadget disbursement

should ensure that domestic demand revival is fiimplace.

On the external side, even though export growthaimuary is
especially robust at 33 per cent, the likelihoogeding a repeat of
spectacular export performance is slimmer this,y&aglobal growth is
projected to slow down considerably. In fact, axgoowth in February

has already decelerated to 16 percent.

Going forward, the risk factors that can weigh loa ability of the
Thai economy to expand will likely come from the 8ession and high

oil and commaodity prices.

In an increasingly integrated world, the slowdowtJiS demand
can impact on Thailand’s export prospects. Desp#d-ed’s aggressive
Interest rate cuts and innovative measures totléise rise in mortgage

interest rates, substantial downside risk remaMast US watchers agree



that the US economy may not be able to avoid ssstme; indeed,
employment, house price and business confideneeatigtoint to a
possibility that it is already in a recession. tigy a matter of how deep

and how long this process will last.

But while the US economy weakens substantially witiisening
prospects, global price pressure is not letting @ifude oil prices
continue to rise as world oil demand strengtherterface of limited
global production capacity. In this tight demangsly situation,
adverse geopolitical events, unfavorable weathedition or further
dollar slide can spike up oil prices. This phennareis not new. In fact,
continued demand pressure coupled with supply camnstind other
uncertainties have led countries to find subst#ttbefossil fuel. So far
they have found them in bio-fuels, which in turrt ptessure on

agriculture commodity prices.

Signs of mounting cost-push pressure from oil asrdroodity
prices can be observed in the recent acceleratidarnestic headline
inflation, which rose above 5 per cent in FebrugBwch increase, if
continued, can pose risk to the incipient recowenyrivate consumption
as it lowers households’ purchasing power. Rigirggluction and
construction costs can also dampen business psfiecially in the face

of tight control on final goods prices. Dampeneaspects for profits in



turn may lead to delays of planned investment. @hils downside risk
Is substantial, there is also an upside. Highermodity prices
strengthen farm income, which tends to benefitgelaection of the Thai

workforce.

Ladies and Gentlemen,

The risks to global growth and global inflation kayoth increased
in the near-term. At this point, we cannot be $we the slowdown of
global growth will affect global inflation this yeaAnd even though,
from an asset price perspective, there is a pegutrebability for a
correction in oil and commodity prices going fordiawe cannot be
certain that such correction will be substantiadegh to bring the

inflation risk down.

One thing is more or less certain, however: Gldibaincial
interconnectedness almost all but ensures thahe@d expect higher
financial volatility in the near term, as markeaygrs alternate between
yield-seeking and risk-aversion investment straggiThe Bank of
Thailand is closely monitoring the situation andessing the impact on

Thailand’s financial and economic stability.

Given the pickup in domestic growth momentum anibus risks

the Thai economy is likely to confront, the Mongt&olicy Committee



expected Thailand’'s GDP to expand by 4.5-6 per ttesityear while
inflation excluding raw food and energy should remaithin target of O-
3.5 per cent for the next 8 quarters. In the fe#agsing food and energy
prices, headline inflation is expected to hovenaein 2.8-4 per cent in
2008, but is expected to come down next year. twanote however
that the Monetary Policy Committee’s new forecaidithve given in April

along with the latedinflation Report.

Ladies and Gentlemen,

| have talked at length about the economic outlmud risks going
forward. What then is the appropriate course fonatary and exchange
rate policy that | think can help cushion the ecag@long the bumpy

road ahead?

Monetary policy is aimed to ensure price stab#itythat the
economy can continue to expand at its full poténtldne definition of
price stability that the Monetary Policy Commitieses is in alignment
with that of the public; that is, we want to see land stable inflation
over time. At the moment, when our policy intenade is the lowest in
the region, monetary policy continues to be supp®xf domestic
demand growth. In the periods ahead, the challemg®netary policy is

likely to come from increased price pressure.



With regard to our exchange rate policy, the BaihKrailand has
used the managed floating approach for some time @ur principle is
to let the exchange rate reflect the fundamenfalseoeconomy relative

to our trading partners and competitors.

In the short run, international price competitivendepends on 2
things: 1. the appreciation of the Thai baht vigsaa basket of currencies
of our trading partners and competitors; and 2irtheease in production
cost of a Thai company relative to that of our iingcpartners and
competitors. For example, given the same apprenigath of two
competing currencies vis-a-vis the US dollar, dquction cost of a Thai
company rises beyond that of its foreign compedjttren it loses price
competitiveness. Generally, production cost ngis inflation. And so,
keeping inflation low helps to lower relative castrease for Thai
exporters and boosts their price competitivenelss.ekxchange rate that
the Bank of Thailand manages is that which reptsganice

competitiveness; it is called the real effectivelenge rate.

Let me give you a specific example: It is well knothat even
though the baht has gained against the US ddilaasi been appreciating
in line with regional currencies. From the begnmgof 2007 to early
March 2008, the real effective exchange rate oh&lhias appreciated by

roughly 8 per cent while India has gained by 5.Agamt. During the



same period, the Thai baht real effective exchaatgehas appreciated by
only 1.8 per cent. So taking into account highéation in China and
India, an average Thailand-based exporter hasoebptice

competitiveness against those based in these twaroes.

Viewed in this light, the export boom should noinebas a big

surprise.

Ladies and Gentlemen,

To gain the most from exchange rate flexibilitye Bank of
Thailand has always sought to limit the volatilfythe Thai baht-US
dollar exchange rate. We do this because businassddS dollar as
invoice currency. To this end, the baht has beendhst volatile currency
in the region over the past year. Going forwardyitecontinue to take
care of the short-term volatility when we deenoibe too disruptive to

export or import price-setting.

Over the next 12 months, as the global financialrenment
becomes even more volatile, it is likely that a fegional currencies will
become more flexible. Those of you who follow tbesign exchange
market regularly should know that markets are bagoto take different
views about regional currencies after the US ddl&s lost sufficient

ground. No one knows for sure which way a curramitymove, but with



increasing likelihood we will see more 2-way movaitsdan regional
currencies. So the key message here to all padigserned is that they
should not assume a one-way movement in any cyri@rer the next 12
months. Instead, they should make it a normal matd hedge against

undesirable outcomes.

Ladies and Gentlemen,

Monetary and exchange rate policy can at bestdafgguard
economic stability and smooth out short-term flatitons and bumps
here and there. Price competitiveness may be iapipthut it is only one
side of the story. The other side of competitivensgproduct
improvement and efficient production techniquepad@&se companies
are no stranger to this dimension of competitivenéfter the Plaza
Accord in the mid-1980s, when the yen gained rop§bl per cent in one
year against the US dollar, Japanese businessed Yeays to improve.

Those that succeeded became more resourcefukasla r

For the Thai economy to compete and grow robustly the 2
century, we need to foster investment in infragtie; physical and
institutional, as well as in human resource. Thithe only way to
improve our productivity while enabling the majgraf the Thai people

to share the gains from economic growth and glottagration.



What's especially important to continued prospestthe clarity
and the implementation of planned public investnoaetr the next 5
years. These plans, as they are, will addresstive spectrum of
infrastructure deficiency our economy faces. Tablip sector’s
commitment to invest heavily where it matters nstsiuld help boost
business sentiment and with it private investmantmportant growth
engine that had been held back over the past favsyévoreover, the
modernization of public transportation, housing aader resource
management, as well as health and education sgesdould translate
into better private sector return from cost reductnd productivity
increase. Better outlook for returns should enbahe charm of

Thailand as an investment destination.

We also need to focus on service as well as matwfag sectors.
In fact, the service sector is larger than manufaag in employment
terms. The Bank of Thailand can help in this endeéy continuing to
strengthen our financial infrastructure. Asidarirbroadening people’s
access to financial services, we also aim to prernotnpetition in the
financial sector. Competition, while being mindaidlthe risks involved,
will enhance efficiency as well as knowledge bunigland transfer. With
good prudential supervision in the background pitessure of

competition will help ensure that our financialtingions can perform



well in the globally competitiveness environmeifib this end, better
accounting standard, for example, the adoptio®A&f 39, is expected to
strengthen financial sector’s resiliency to advetsacks and will bring

forward better investment climate.

Going hand in hand with modern infrastructure loelse skilled
human resource. Studies on labor market condamwhmy dialogues
with entrepreneurs, Thai and foreign, have confititeat labor quality
shortage is the key problem here as well as evesgavbise in the world.
To be sure, formal schooling is an important sowfcekill and quality
development, but experience in the workplace couteis no less. In
Thailand, there is an acute problem of skill misthathat is, skills
produced through formal schooling are found to ifferént from those

which firms find useful.

Ladies and Gentlemen,

Japan’s direct investment here has contributedilio s
improvement for Thai businesses and workforce, iptistough learning
by doing, training and other knowledge transferd. lileyond that, to
reduce mismatch in demand and production of skiipanese firms can
play a direct and beneficial role. The solutiotoidreak down the barrier

between work and school early on. Firms can gedlyed in training



vocational students while potential workers canagglimpse of what's
really needed out there in the real world. If dored, | think it gives
incentive for firms to invest in training thesedtnts because it gives
them the opportunity to identify and select thet vesrkers before they
enter the workforce. To the students, there arenpiel gains as an
incentive as well. With the opportunity to be tredl by the best and
getting to know its corporate culture first-hanaident trainees are more
likely to compete for limited hires by improvingetin performance. This
sort of apprenticeship program has long been pedtin Germany, and
has been shown to reduce skill mismatch in the plade as well as
improve firms’ profitability. Practiced here, ibald also reinforce
mutual understanding between Thai workers and tneswapanese firms

do business.

That said, human capital development takes vastantinuous
effort over a long period of time. In the neamef think your
experience from adjusting to the yen’s sharp apatiea should be
particularly helpful to your local partners. Japs@& companies are
capable of lending a helping hand to your local$ieps as they try to
upgrade their productive efficiency. That wouldghsmooth their

adjustment process during these rough and tunrokssti



Ladies and gentlemen,

| hope | have contributed to your understandinthefeconomic
conditions and outlook for Thailand. The Thai eaogdias shown that it
IS resilient to adverse shocks. | am confident thatfundamentals are
strong. Public investment in basic infrastructurd the Bank of
Thailand’s commitment to maintain economic andriirial stability

should translate into moderate long-term cost wéstiment financing.

With the awareness of what'’s in store for us armdrigt
macroeconomic policy mix going forward, we shouwte $he economy
expand favorably and in a sustainable fashioreedmot mention how
crucial it is to both Thailand and Japan in engutimat our trade and

investment partnership prosper in the years to come

Thank you for your attention.



