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ABBREVIATIONS

Asian Bond Markets Initiative

Ayeyawady-Chao Phraya-Mekong Economic Cooperation Strategy
Asian Development Bank

Agence Frangaise de Developpement

(French Development Agency)

Association of Southeast Asian Nations

Bay of Bengal Initiative for Multi-Sectoral Technical and Economic Cooperation
Cross-Border Transport Agreement

Clean Development Mechanism

Carbon Market Initiative

Capital Market Development Master Plan
country partnership strategy

Export-Import Bank of Thailand

foreign direct investment

Fiscal Policy Office

Financial Sector Assessment Program

gross domestic product

Greater Mekong Subregion

gross national income

international financial institution

International Monetary Fund
Indonesia-Malaysia-Thailand Growth Triangle
International Institute for Trade and Development
Japan Bank for International Cooperation
Millennium Development Goal

middle-income country

Ministry of Finance

mass rapid transit

Medium-Term Strategy I, 2006—-2008

Neighboring Countries Economic Development Cooperation Agency
National Economic and Social Development Board
nongovernment organization

nonperforming loan

Office of Transport and Traffic Policy and Planning
Public Debt Management Office

People’s Republic of China

State Enterprise Policy Office

state-owned enterprise

technical assistance

Thailand International Development Cooperation Agency
Urban Transport Development Partnership



NOTES

{i) The fiscal year (FY) of the Government ends on 30 September.
(i) In this report, “$” refers to US dollars.

Vice President C. Lawrence Greenwood, Jr., Operations Group 2
Director General A. Thapan, Southeast Asia Department (SERD)
Country Director J. P. Verbiest, Thailand Resident Mission, SERD

Team leader J. Lynch, Principal Country Economist, SERD




CONTENTS

MAP
EXECUTIVE SUMMARY

. DEVELOPMENT COOPERATION BETWEEN THAILAND
AND THE ASIAN DEVELOPMENT BANK
A. Overview
B. Past Cooperation
C. Lessons

Il. DEVELOPMENT CHALLENGES AND THAILAND'S RESPONSES
Reforms and Recovery from the Financial Crisis

The Government’s Medium-Term Development Plan
Addressing Poverty, Inequality, and Social Protection
Enhancing the Growth Potential of the Economy

Achieving Sustainable Development

mouowp

Il DEVELOPMENT PARTNERSHIP AT THE NATIONAL LEVEL
A. Infrastructure Development
B. Capital Market Development
C. Environmentally Sustainable Development

V. DEVELOPMENT PARTNERSHIP AT THE REGIONAL LEVEL
A. Subregional Cooperation
B. Regional Economic Integration

V. IMPLEMENTATION ARRANGEMENTS
A. Moving the Partnership Strategy Forward
B. Institutional Arrangements for Implementation
C. Collaboration with Other Development Partners

Vi RISKS AND PERFORMANCE-BASED MONITORING AND EVALUATION
A. Key Assumptions and Risk Factors
B. Results-Based Monitoring and Evaluation

APPENDIXES

Basic Country Information for Thailand

Political Transition in Thailand

Analytical Assessments of Key Sectors and Thematic Areas

Thailand’s Progress Toward the Millennium Development Goal Targets
Thailand’s Millennium Development Goals and “MDG-Plus” Targets and Indicators
Recent Economic Trends and Medium-Term Outlook

Thailand's Medium-Term Infrastructure Investment Program

Capital Market Development Master Plan ||

The Asian Development Bank’s New Financial Instruments and Modalities
10. Thailand’s Role and Participation in the Greater Mekong Subregion Program
11. Business Plan for Country Operations

12. Country Partnership Strategy Results Framework

CoNOORWLND

Page

BN =

—
NO~N~NOS

—_ - -
~ O W

18
19
22

24
24
24
25

27
27
27

28
29
30
32
33
35
38
40
42
44
46
50



T
100°TH'E

T

104200
o THAILAND
MYANMAR oL JCh-angRa- -,
./ Maa Hong Son .
i e Nan s LAC PEOPLE'S
. Y . DEMOCRATIC REPUBLIC
! LChiang Mai |
- N Lamphun !
I Lampany ': .
Sy - 3 N N ~ LET
18%00N i o , SR K N 18%00N
' 3 — ‘r ! - .
. el i e ! MNang Khat
;-
NGRTHE (A .
. Uttaradit Udon Thani [Nakhon Pharom®
A ' K !
S Sukhothm N N org Bua Lam Phu Sakhon Nakhon :
‘ Tk K '
: K . Khon Kaen !
o ’j - . Mukdahan f
Lo Y Y Kam Phet Phalchabiun e
G S ned) CH 3
Martabun o A . ); Charyaphum N
N AT ! Yasothon -
. “ Raou Et Amnat Charben
. Ieakhon Sadan . / '
[ (SR H )
! -
T - Uthar Tham N AL )] NoRfMTuHEASTERN tchathans,. £
| o Ghana un u‘?ﬂ atchae "
|\ “$img , Bun Ram pors” S Sa Ket ;
S\wEs T ERNT \
' byt -
. SuphanBX .’.,.'* i L . -~ _ L
“. }:::-:yﬁﬁﬁahmn e I ~r
- Prachin Buri X
Pathom Pal 7 -
K;ﬂchanahun . Sa Kaeu/ﬂ .
] ~ -
: ¢ o~
Ratchabun '
. Songkhest ¥ oron Bun "\ CAMBODIA
ANDAMAN “Pretchabu WEASTERN |
SEA . e hanrhabun(\
. Tral\}
+ ]
.
B 3] 50 100 200
v [ Pructuap Khr Knan T T
. Kllemelers
-
7
.
L ‘ Gulf of Thaitand
1
Chumphon
.
t
- 900N Ranang 9°00N
Surt Thani
SQUTH N
§ Nakhon Si Thammarat
rabe @ -
Pwsiket ® City/Town
Phatthaiung toad
‘Trang Redtwary
Songkhia River
Patiani Provincial Boundary
alu[n‘ — — -~ Divaional Boundary
P S ... intemational Boundary
. Yala Narathinal . . ’
~ ; Boundaries are not necessarily authoritative.
. ’ - "
v N
100%00€ - MALAYSIA 10400




EXECUTIVE SUMMARY

Over the past three decades, Thailand has become one of the most dynamic and
diversified economies in Southeast Asia. Since recovering from the Asian financial crisis of 1997-
1998, Thailand’s solid economic growth, financial stability, and significant gains in reducing poverty
have contributed to its continued emergence as a middle-income country (MIC). The post-crisis
period also brought about a considerable change in the role of the international financial institutions
(IFis) in supporting Thailand to address the development issues and challenges it faces as an MIC.
Since Thailand graduated from an International Monetary Fund stand-by arrangement in 2000, its
engagement with IFls and other major development organizations has no longer been based on
traditional broad-based public sector borrowing programs. Recent development partnerships have
primarily involved the transfer of knowledge and skills rather than the transfer of financial
resources.

During preparations for this country partnership strategy (CPS), consultations with the
Government of Thailand and civil society confirmed that there is scope for an expanded role for the
Asian Development Bank (ADB) in Thailand, focusing on clearly defined areas. Recognizing that
economic growth is a fundamental precondition for reducing poverty and advancing social
development, Thailand seeks a parnership with ADB that strengthens the country’s
competitiveness in the global economy. To achieve this, collaborative efforts must center on
removing constraints to greater productivity, and on creating a more conducive environment for
private sector investment. As an MIC, Thailand also wants to increase its own role, capacity, and
effectiveness as a regional donor and global development partner. In this regard, ADB’s value
addition lies in sharing its extensive experience and expertise in supporting subregional
cooperation and regional economic integration.

To formalize and provide strategic direction to an enhanced development partnership, the
Government and ADB have prepared this CFPS, which identifies the principal areas of coaperation
over the 5-year period (2007-2011). At the national level, the partnership focuses on enhancing
the competitiveness of Thailand's economy through: {i) infrastructure development, (ii) capital
market development, and (iii} environmentally sustainable development. At the regional level, the
CPS identifies joint initiatives for (i) cofinancing projects in neighboring countries, (ii) facilitating
increased trade and investment, and (iii) strengthening Asian bond markets. These efforts fo
expand and deepen Thailand’s support for subregional cooperation and regional economic
integration hinge upon sharing its experience with other countries.

The partnership between Thailand and ADB at national and regicnal levels will mainly
consist of technical assistance, knowledge sharing, and capacity building in line with the core
strategic areas of the CPS. To support Thailand’s emergence as a regional donor, ADB will
pursue opportunities to cofinance cross-border investment projects involving both public and
private sectors. The prospects for lending operations will depend on several factors, including the
relative competitiveness of ADB'’s loan terms and the ability of ADB financing to catalyze private
sector participation and investment. Thailand's public and private sectors are also keen to explore
how ADB’s new financial products and credit enhancement instruments can be applied to promote
public—private partnerships and private investment.

Although the CPS was prepared during a period of political uncertainty and transition in
Thailand, the Government has welcomed ADB’s efforts to forge a deeper and more strategic
partnership with Thailand over the coming 5 years. The Government assumed a leading role in
identifying the core strategic areas of partnership, at national and regional levels, in order to tackle
the priority development challenges facing Thailand over the medium term.



I DEVELOPMENT COOPERATION BETWEEN THAILAND
AND THE ASIAN DEVELOPMENT BANK

A. Overview

1. The Asian Development Bank (ADB) and Thailand have been development partners for
more than 40 years, a period of profound economic, social, and political change in Thailand and
across the Asia and Pacific region." Since the Asian financial crisis of 1997-1998, Thailand has
achieved solid economic growth, macroeconomic stability, and significant gains in reducing
poverty. After graduating from an International Monetary Fund (IMF) stand-by arrangement in
2000, the Government of Thailand has assumed no new loans from international financial
institutions.? Despite the absence of an active borrowing program, the Government and ADB
have remained fully engaged through a partnership that has primarily consisted of technical
assistance (TA), knowledge sharing, and capacity building.

2. This country partnership strategy (CPS) is the result of mutual efforts to formalize and
provide strategic direction to a renewed and enhanced development partnership between
Thailand and ADB from 2007 through 2011. From the start, the CPS preparation process
recognized that Thailand’s emergence as a middle-income country (MIC) has led to
development challenges that are quite different from those faced by most of ADB’s developing
member countries.® implicit in this understanding was the need for ADB to consider alternative
approaches, modalities, and instruments to work with Thailand in addressing these challenges
and opportunities. The key principles that underlie the CPS include the need to ensure country
ownership of the development agenda, to focus cooperation on a limited number of mutually
reinforcing interventions, and to maximize private sector participation and investment.

3. In line with Thailand's needs and expectations, the CPS is grounded in TA, knowledge-
sharing, and capacity-building activities in selected sectors. Given Thailand's access to
international capital markets, the potential for public sector lending operations will depend on
the Government's priority financing requirements. Using ADB financing and guarantees to
promote public—private partnerships and to mobilize private investment for large-scale
infrastructure projects is one such priority. The CPS is not limited to public sector operations,
but also indicates potential areas for ADB to support private sector projects through equity
investments, loans, guarantees, and/or complementary financing schemes. ADB's efforts to
mobilize funding through structured finance and securitization transactions can help to deveiop
Thailand's capital market.

4, The underlying principles for preparing and implementing the CPS include the five
partnership commitments defined in the Paris Declaration on Aid Effectiveness: ownership,
alignment, harmonization, managing for results, and mutual accountability.® The CPS explicitly
recognizes Thailand's ownership and leadership over its national development agenda, and will
align ADB activities with country systems and procedures. The CPS also promotes increased
harmonization, transparency, and effectiveness among all development partners in Thailand.

' Basic country information is presented in Appendix 1.

2 Thailand successfully completed its 34-month standby arrangement with the IMF on 19 June 2000, having drawn
s down $14.3 billion of the total IMF package of $17.2 billion {of which $1.2 billion was financed by ADB).

The preparation of this CPS in terms of its content and format was guided by ADB. 2006. Enhancing Asian

Development Bank Support to Middle-Income Countries and Borrowers from Ordinary Capital Resources. Manila;
. and ADB. 2008. Enhancing Couniry Sirategy and Program and Business Processes. Manila.

High Level Forum on Aid Effectiveness. 2005. Paris Declaration on Aid Effectiveness. Patis.



The two-way partnership between Thailand and ADB is firmly grounded in mutual responsibility
and accountability for achieving lasting development results and outcomes.

5. Although the CPS was prepared during a period of political uncertainty and transition in
Thailand, the Government has welcomed ADB's efforts to forge a deeper and more strategic
partnership with Thailand over the coming 5 years. The Government assumed a leading role in
identifying the core strategic areas of partnership, at the national and regional levels, in order to
tackle the priority development challenges over the medium term.

B. Past Cooperation

0. As one of ADB’s 31 founding members, Thailand’'s long-standing relationship with ADB
dates back to 1966. It is currently ADB’s 17th largest shareholder, out of a total of 67 members.
Cumulative ADB lending to Thailand as of 31 December 2006 was close to $5.4 billion,
comprising more than 80 loans. The largest share of lending has been in the energy sector
(31%); foliowed by transport and communications (22.5%); finance (12%); and water supply,
sanitation, and waste management (10%). The balance consists of projects in health and
education, agriculture and natural resources, and industry and trade (Table 1). No new public
sector loans have been approved since 2000, and disbursements have steadily declined since
1997 (Figure 1).° While ADB’s most recent private sector loan in Thailand® was approved in
2003, there is a growing interest among Thai private companies in ADB’s new financial products
and credit enhancement instruments.

Tabie 1: Cumulative ADB Lending to Thailand (as of 31 December 2006)

Leans Amount

Sector %"
(no.) ($ million)

Energy 28 1,672.3 31
Transport and Communications 17 1,214.5 23
Finance 9 644.5 12
Water Supply, Sanitation,

and Waste Management 7 537.0 10
Health, Nutrition, and Social Protection 1 500.0 9
Agriculture and Natural Resources 11 4946 9
Education 5 160.7 3
Industry and Trade 3 127.0 2
Multisector 3 37.5 1
Total 84 5,388.1 100

# Numbers may not sum precisely because of rounding.

5 Thailand has no aclive loans with ADB; the Government prepaid (i} $1.28 billion of pool-based loans in 2002,
(i) $182 million in 2003, (iii) $84 million in 2004, (iv) $372 million in 2005, and (v) $121 million in 2006.

 ADB. 2003. Report and Recommendation of the President to the Board of Directors on Proposed Loans and a
Proposed Poiitical Risk Guarantee to BLCP Power Limited for the BLCP Power Project in the Kingdom of Thailand.
Manila.
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7. ADB'’'s TA program in Thailand has provided almost $55 million for more than 150
projects across a wide range of sectors and activities: 45 TA projects for $13.8 million were for
project preparation, and 105 for $41.2 million were for advisory and operational purposes.’” As
an active participant in the Greater Mekong Subregion Economic Cooperation Program (GMS
Programj) since its inception in 1992, Thailand has been involved in more than 100 regional TA
projects covering a wide range of issues such as cross-border trade, energy, avian influenza,
HIV/AIDS, and environmental management. All of these regional projects, and the participating
countries in particular, have benefited from Thailand’s sharing of its knowledge, experience, and
technical expertise,

8. This CPS is the first formal document since 2001 to describe the strategic partnership
between ADB and Thailand.® ADB’s Thailand Country Strategy and Program Update (2002
2004) included a relatively robust lending and TA pipeline, but none of the proposed loans was
processed. There were three main reasons for this. First, the Country Strategy and Program
Update was prepared during a period when macroeconomic and poverty indicators indicated
that Thailand had not yet completely recovered from the economic recession following the 1997
financial crisis. At that time, it was still anticipated that Thailand might require additional financial
assistance from the multilateral development banks. Second, after graduating from the IMF
stand-by arrangement in June 2000, the Government pursued a comprehensive public debt
consolidation and restructuring program. Third, from 2002 to 2004 there was growing liquidity in
Thailand’s capital market, which increased the availability of financing to the Government.

9. Only five TA projects were approved during the 2002-2004 period, largely because
project preparation TA projects for loan projects were not pursued. In recent years, however,
ADB's TA program with Thailand has expanded considerably. Seven TA projects amounting to
$3.3 million were approved in 2005, three of which supported planning and reconstruction
efforts foliowing the tsunami in December 2004. in 20068, ADB approved four TA projects and
three staff consultancies for approximately $1.6 million. These provided Thailand with advisory

A summary of ADB’s lending and nonlending operations in Thailand can be found at: www.adb.org/Thailand.
8 ADB. 2001. Thailand Country Strategy and Program Update (2002-2004). Manila.



services and capacity-building support for infrastructure investment, capital market
development, and cofinancing development projects in neighboring countries. These projects
have helped to define the areas of partnership for this CPS.°

C. Lessons

10. Thailand’s record on project implementation is strong across all sectors, particularly for
projects approved from 1980 to 1997 (Figures 2 and 3). Notwithstanding this solid performance,
many line ministries and Government agencies still require considerable training and capacity
building in project preparation, implementation, and evaluation for large-scale, complex
infrastructure projects involving private sector participation. Structuring public—private
partnerships requires specialized expertise and institutional capacity in project formulation,
financing, and risk management. As its economy becomes more sophisticated, Thailand will
need to draw upon international expertise and best practices to expand policy reforms,
particularly in the financial sector.

Figure 2: Thailand Project Success Rates”
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Figure 3: Thailand Project Success Rates®
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11. Thailand has made considerable progress in improving environmental and social

safeguards. A recent evaluation of an urban road project approved by ADB in 1992 indicated
that government agencies performed satisfactorily in environmental management, land
acquisition, and resettlement.”” However, the evaluation suggested that a more systematic
approach to the application of safeguards would reduce implementation delays and cost
overruns. In general, Thailand’s performance in procurement has been satisfactory. Although it
has established most of the elements of a sound public procurement system, additional
technical, procedural, and managerial refinements would further enhance transparency,
predictability, and efficiency."”

12. One of the most important lessons for infrastructure projects is the need for public
participation early in the decision-making process. Community groups and nongavernment
organizations (NGOs) are playing an increasingly prominent role in Thai society and their input
is essential at all stages of the project cycle. Ineffective consultation with local communities was
one reason for the formal inspection of the wastewater treatment plant in Samut Prakarn
province.”? By contrast, the preparation of a subregional development plan for the tsunami-
affected Andaman region involved close collaboration and consultation with NGOs and civil
society organizations from the beginning. This approach directly contributed to the design of
innovative livelihood improvement and infrastructure upgrading programs that will be
implemented by local communities.™

13. Valuable lessons on the design and implementation of major policy reforms in the
financial and social sectors can be drawn from two program loans approved in the immediate
aftermath of the 1997-1998 Asian financial crisis. ADB's Financial Markets Reform Program
was approved in December 1997 to provide policy support for strengthening Thailand’s financial

' ADB. 2005. Project Performance Evaluation Report for the Bangkok Urban Transport Project in Thailand. Manila.

" World Bank. 2005. Commentary on Joint Royal Thai Government—World Bank Assessment of the Thai Public
Procurement System. Bangkok.

2 ADB. 2002. Report and Recommendation of the Inspection Commitiee to the Board of Directors on Inspection
Request: Samut Prakarn Wastewater Management Project. Manila.

'* ADB. 2005. Subregional Development Plan for the Tsunami-Affected Andaman Region. Manila.



system and promoting market stability. In combination with other international financial support,
the program helped restore investors' confidence by upholding the Government's commitment
to address structural weaknesses in the Thai financial system. In hindsight, however, ADB
support could have been more effective if the initiatives aimed at economic stabilization and
immediate correction in the early stages of the crisis had been followed by detailed technical
support and advice.'* Similarly, while ADB'’s Social Sector Program, approved in March 1998,
met its implicit objective of providing budget support during the crisis, few policy objectives were
achieved, and many were not robust enough to withstand a change in Government.'® These two
experiences reemphasize the fact that successful program loans require a long-term and weli-
sequenced reform agenda that is fully owned by the Government. They also imply that standard
program loans are not necessarily the best means of responding to situations such as the Asian
financial crisis.

Il DEVELOPMENT CHALLENGES AND THAILAND’S RESPONSES
A. Reforms and Recovery from the Financial Crisis

14. The Asian financial crisis of 1997-1998 was a huge shock to the region, and Thailand’s
economy was at its epicenter. On 2 July 1997, the decision to float the baht (B) caused its value
to plummet. Within weeks, the baht lost approximately half its value, reaching its lowest point in
January 1998. The Thai stock market dropped 756% in 1997 and the Bank of Thailand
permanently closed 56 finance companies. From 1996 to 1998, per capita GDP contracted by
12.7% and 1.1 million people dropped below the poverty line.'® Thailand’s nonperforming loans
(NPLs) were the highest in the region, in both absolute and percentage terms, peaking at 48%
of total banking assets by mid-1999.

15. The crisis provided the impetus for a wide range of important political, economic,
financial, and social reforms. First, a progressive new Constitution was promulgated in October
1997. This established a constitutiona!l court, a national counter-corruption commission, and a
fully elected legislature. The Constitution alsc called for key governance and public sector
reforms as well as sweeping reforms in the education sector. Second, the financial sector
underwent major restructuring and consolidation, and the regulatory framework was
strengthened significantly. The Financial Restructuring Authority and the Asset Management
Corporation were created to address the large volume of NPLs in the banking sector and
distressed assets in the corporate sector. Finally, the Government started a wide-ranging
privatization program. As a result, many state-owned enterprises (SOEs) in the transportation,
energy, utilities, and telecommunication sectors were fully or partially privatized, although the
privatization program has slowed considerably over the past 2 years.

16. The strong containment measures taken immediately after the crisis and the subsequent
implementation of major structural reforms laid the groundwork for the rapid recovery of the Thai
economy. Real per capita income and the incidence of poverty had returned to pre-crisis levels
by 2003. Relatively strong growth from 2002 to 2004 reaffirmed the country’'s solid ranking
among Southeast Asian economies. Thailand’s per capita gross national income (GNI) in 2004
was $2,490, more than double that of the Philippines ($1,170) and Indonesia ($1,140).
Thailand’s 2004 GNI per capita was also significantly higher than that of its GMS neighbors, but

" ADB. 2003. Program Completion Report on the Financial Markets Reform Program in Thaitand. Manila.
'S ADB. 2005. Program Performance Audit Report on the Social Sector Program in Thaitand. Manila.
® \World Bank. 2000. East Asia: Recovery and Beyond. Washington, DC.



lower than comparable figures for Malaysia ($4,520), Brunei Darussalam ($15,250), and
Singapore ($24,760). 7

B. The Government’s Medium-Term Development Plan

17. Thailand’s strategic framewark for addressing its national development challenges from
2007 to 2011 is the 10" National Economic and Social Development Plan."® This consists of five
strategies. The first is human and social development, with an emphasis on education and
developing a learning-based society. It is grounded in the need to increase Thailand's
productivity and competitiveness in the global economy. The second is strengthening the
ecanomic foundation of local communities. The third is restructuring the national economy to
achieve productivity gains, promote domestic and foreign investment, and increase
competitiveness. Infrastructure development, capital market development, and energy efficiency
improvements are core elements of this strategy. The fourth is sustainable development through
protection and sound management of the environment and natural resources. The fifth strategy
is good governance for sustainable, long-term economic growth and development.

18. Drawing from the 10™ National Plan, Thailand’s core development challenges over the
medium-term fall into three broad categories. The first includes the need to make further
progress in reducing poverty, promoting more inclusive and equitable development, and
strengthening social protection systems. The second is the need to increase productivity and
competitiveness to sustain economic growth. The third is the need to manage economic growth
and protect the environment to achieve balanced and sustainable deveiopment. These
challenges and Thailand’s responses to them are described below. "

C. Addressing Poverty, Inequality, and Social Protection

19, Since the financial crisis, Thailand has achieved considerable progress in reducing
poverty and advancing social development. It has already reached the Millennium Development
Goal (MDG) poverty target of halving the proportion of people living in poverty. It has also
achieved the MDG targets of (i} improving maternal health; (ii) reducing child mortality;
(iii) increasing access to safe drinking water and sanitation; and (iv) combating HIV/AIDS,
malaria, and other diseases. In terms of education targets, Thailand has eliminated gender
disparity in primary and secondary education, and will probably achieve universal primary
education by the 2015 deadline. %

1. Challenges

20. It is expected that Thailand will reach most of the MDG targets by 2015; however,
poverty reduction continues to be the foremost development challenge. Although less than 2%
of Thailand’s population lives below the $1-a-day poverty line, just under a third, more than 20
million people, subsists on less than $2 a day.?’ In other words, a large segment of Thai society

" GNI per capita in GMS countries was as follows: Cambodia {($350), Lao People’s Democratic Republic ($390),
Myanmar {$220), and Viet Nam ($540). ADB. 2006. Key Indicators 2006. Manila.
® The 10" National Plan (2007-2011) was finalized by the National Economic and Social Development Board in
September 20086.
* The description of development challenges facing Thailand is based on a range of studies, reports, and analytical
assessments prepared by the Government, ADB, other development pariners, and research institutions (Appendix

20 3
Thalland s progress toward the MDG targets is shown in Appendix 4.
! United Nations Development Programme. 2005. Hurnan Development Report 2005. New York.



remains extremely vulnerable and may fall back into poverty if economic growth is not sustained
and its benefits distributed more equitably.

21, Some regions and social groups have clearly not benefited from Thailand’'s economic
expansion. The vast majority of the poor (more than 85%) live in rural areas, and there are
striking income disparities across regions. For example, in 2004 the incidence of poverty in the
north was 16.2%, while in the northeast it was 17.2% (compared with the national incidence of
11.3%). Poverty in Bangkok and its vicinity was only 1.6%.”* More than one third of Thailand’s
poor are children, and more than 10% are elderly. Income inequality is also pronounced; less
than 7% of total income goes to the poorest 20% of the population and more than 33% goes to
the top 10% (footnote 21).

22. Social protection mechanisms need to be institutionalized so they can provide
assistance to workers and vulnerable people, including the poor, women, children, the elderly,
and the handicapped. The financial crisis highlighted the urgent need to introduce a more formal
social protection system to complement the extensive informal safety net that relies on family
ties and community support. Although the crisis provided the impetus for Thailand to refine its
strategy toward social protection, the challenge lies in achieving (and delivering) adequate,
predictable, and equitable coverage. Currently, only around one fifth of the population is
covered by formal social security—-mainly people working for the Government or for SOEs—
leaving more than 50 million people without coverage.”

23. Thailand’'s social protection challenges are further compounded by profound
demographic changes. The number of people aged 60 and over will almost double in the next
20 years, from about 6 million currently to about 11.6 million.** Furthermore, Thailand's fertility
rate has declined from 6.3 persons in 1964 to 1.8 persons in 2006.% This decline, combined
with an increase in life expectancy, is leading to a shrinking labor force and a commensurate
rise in the dependent population. The vast majority of senior citizens currently have inadequate
savings and no access to health care. The rapid ageing of Thai society indicates the need to
increase public expenditures for social security, health care, and the welfare of older persons
significantly.”®

2. Responses

24, Thailand’s response to the broad spectrum of social development challenges it faces
has been to establish "MDG-plus targets” that go well beyond the internationally agreed
MDGs.?" The setting of MDG-plus targets demonstrates the Government's results-oriented
approach to human development, and provides an example of how the MDG framework can be
adapted and applied to MICs by transforming the MDGs into a floor instead of a ceiling. This
has (i} helped focus attention on vulnerable groups and neglected regions, (i) reprioritized and
refined Government development planning in favor of pro-poor interventions, (iii) reinvigorated
Thailand’s response to HIV/AIDS, and (iv) established a vision for Thailand's contribution to
MDG 8 (global partnership) as an emerging aid partner and leader in regional cooperation.”®

?? National Economic and Social Development Board. 2005, Household Sociceconomic Survey. Bangkok.

23 United Nations. 2005. Thailand Common Country Assessment. Bangkok.

 |nstitute for Population and Social Research, Mahidol University, Thailand.

“ Chulalongkorn University. 2008, Consumerism Society Causes Imbalance in Popuiation Structure. Bangkok.

* nited Nations Population Fund. 2006. Population Ageing in Thailand: Prognosis and Policy Response. Bangkok.

2" Thailand's MDG-Plus targets and indicators appear in Appendix 5.

% gee National Economic and Social Development Board and United Nations Country Team in Thailand. 2004.
Thailand Millennium Development Goals Report 2004. Bangkok.



25. Implicit in Thailand’s MDG-plus target of reducing the proportion of poor people to below
4% (based on the national poverty line) by 2009 is the need fo address the persistent disparities
among regions and population groups. In this regard, the Government’'s support for poverty
reduction and improving child and maternal health includes targeted programs in the northeast,
the remote highland areas of the north, and the three predominantly Muslim southern provinces.
The Government has earmarked funds and designed programs to address the needs of
disadvantaged groups, inciuding orphans, the elderly, people with disabilities, and ethnic
minorities. Greater decentralization of service delivery to local authorities and NGOs is also
improving the targeting, tailoring, and monitoring of individual programs.

26, Social protection requires various approaches fo address the needs of different groups
and communities. The 10" National Plan identifies pension reform as a top priority and the
Government is reviewing ways of strengthening its current pension system. Proposals under
consideration include a mandatory accumulation system, a voluntary savings system, and
extending pension coverage to the informal labor market. With fewer people of working age to
support an increasing number of senior citizens, the Government understands the urgency of
introducing reforms. Proactive responses to the growing financial and health care requirements
of retirees are essential if Thailand is to sustain its progress in reducing poverty.

D. Enhancing the Growth Potential of the Economy

27. Thailand's gross domestic product (GDP) expanded at an average rate of 6.2% per
annum from 2002 to 2004, but slowed to 4.5% in 2005, the lowest rate since 2001.%° Drought,
higher world oil prices, and the December 2004 tsunami had a negative impact on growth in
2005. GDP growth in 2006 remained subdued at 5%, still well below Thailand’s potential. The
economy'’s performance over the medium term will depend on political stability and on raising
productivity and competitiveness by pushing through priority infrastructure investments and
advancing structural reforms. Privatizing SOEs and strengthening the domestic capital market
rank high on the domestic reform agenda. Improving governance is essential for improving the
investment climate and growth potential of the Thai economy.

1. Challenges

28. In the face of rapid globalization and technological change, the need to increase the
competitiveness of Thailand's economy has never been greater. For the past 4 years, from
2003-2006, Thailand’s ranking on the World Economic Forum’s growth competitiveness index
has slipped® The International Institute for Management Development's World
Competitiveness Yearbook attributes the decline in Thailand's economic competitiveness to
factors related to infrastructure, productivity, education, health, and the environment.* One
concern about Thailand’s waning competitiveness is its effect on private investment. Private
investment averaged more than 25% of GDP before the crisis, compared with about 15% in
2005. Although foreign direct investment (FDI) into Thailand has rebounded to the same share
of GDP as in 1997, it has fallen as a share of total FDI into East Asia and the Pacific.

2 Economic indicators for Thailand and a summary of recent economic developments appear in Appendix 6.

*The growth competitiveness index is composed of a technology index, a public institutions index, and a
macroeconomic environment index. Thailand ranked 35th out of 125 countries in 2008, World Economic Forum.
2006. Global Competitiveness Report. Geneva.

International Institute for Management Development. 2008. World Competitiveness Yearbook. Lausanne.
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29. There are many factors that account for a country’s competitiveness in the global
economy. In Thailand, deficient infrastructure is consistently cited as a major constraint to
private investment and productivity growth.* Infrastructure deficiencies can be traced in part to
the significant decline in public investment since the Asian financial crisis. The absence of major
new infrastructure projects since 1997 is reflected in Government expenditure data; in fiscal
year (FY) 1997, public sector capital expenditure for physical infrastructure accounted for
approximately 20% of total expenditure, in FY2003 it was 10%.* World Bank data for Thailand
also indicate that investments in infrastructure projects with private sector participation have
declined significantly over the past decade, particularly in the transport and energy sectors.®

30. The impact of insufficient investment in physical infrastructure is becoming increasingly
evident in the transport, energy, and water sectors. Logistics costs in Thailand, for example, are
estimated to be as high as 20% of GDP (compared with 11% in Japan, 10% in the United
States, and 7% in the European Union).”> Massive efficiency gains would be realized if these
costs were reduced, especially in the greater Bangkok metropolitan area, which accounts for
moare than 45% of GDP. The energy sector is underfunded and reserves are falling rapidly. New
investments and efficiency improvements are needed to strengthen Thailand’s energy security
and sustain growth. Along Thailand’s eastern seaboard, the lack of new water supply and
wastewater treatment facilities could limit future expansion of this important industrial corridor.
Similarly, the rapid expansion of Thailand's cities has outpaced investments in urban water
supply and sanitation systems.

31. Capital market development is another imperative. While Thaitand’s capital market has
advanced significantly since the crisis, loans from financial institutions continue to constitute the
principal source of financing for the private sector (nearly 50%), with the balance coming from
bonds (20%) and equity (31%).%° Consequently, Thailand's stock market is relatively small. The
market capitalization to GDP ratio was 71% at year-end 2005, compared with Hong Kong,
China (590%); Malaysia (153%), and Singapore (176%).% Thailand’s stock exchange is
dominated by a handful of companies; the 50 largest listed firms accounted for 75% of total
market capitalization in 2005.*® The investor base is very narrow, especially when it comes to
individual investors; only 0.42% of Thailand’s population invests in the market, compared with
30% in Singapore, 28% in Japan, and 33% in Taipei, China.* By further developing the capital
market, Thailand can expand sources of financing for public and private sectors, enhance the
stability of the financial sector, and deepen its integration with the global economy.

32. Private firms consistently cite the shortage of skilled labor in Thailand as a primary
constraint on the establishment of a more favorable investment climate and an increase in
productivity. With less than haif of all students completing 12 years of schooling, Thailand’s

2 |nfrastructure, skills shortages and heavy regulatory burdens have been cited as the three principal constraints to
private investment and productivity growth in Thailand. See National Economic and Social Development Board and
World Bank. 2006. Thailand Investment Climate, Firm Competitiveness and Growth Study. Bangkok.

% Bank of Thailand. 2005. National Government Actual Expenditure. Bangkok.

* |nvestment in transport projects with private participation fell from $3,850.4 million in 1995-1999 to $939.0 million
in 2000-2004. Investments in energy projects declined from $6,550.4 million to $3,950.4 million over the same time
periods. World Bank. 2006. Warld Development Indicators. Washington, DC,

% Japan External Trade Organization. 2003. Study of Thailand’s Logistics System. Bangkok.

% ADB. 2006. Asian Bonds Online—Asia Bond Indicators. Manila.

% ADB. 2006. Asian Development Outfook. Manila; and the stock exchanges of Hong Kong, China; Malaysia;
Singapore; and Thailand.

8 According to the Bank of Thailand, there were 468 companies listed on the Stock Exchange of Thailand in 2005
with a combined total capitalization of B5,105,113.48 million.

% Stock Exchange of Thailand. 2005. Transactions by Investor Group. Bangkok.
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gross enrolment rates in secondary education are low compared with those of other countries in
the region*® and student retention is poor. Quality of education is another concern. Test scores
vary significantly across the country and national averages are below those of other countries in
Asia.*" If Thailand's is to move away from an economy that is dependent on inexpensive labor
toward “value creation” and innovation student retention rates will have to increase, the quality
of education will have to improve, and the poor will have to be offered greater access to
educational opportunities.

2. Responses

33. Strengthening competitiveness is the centerpiece of Thailand’s economic policy agenda.
The 10™ National Plan emphasizes that increased competitiveness will lay a solid foundation for
economic growth, poverty reduction and social development. Thailand's path to a more
competitive, productive, and open economy will require greater investment in economic capital,
defined in the 10" National Plan as having physical, financial, and human dimensions. This
approach is consistent with priority initiatives to invest in physical and social infrastructure, to
develop the domestic capital market, and to become a knowledge-based economy.

34. Thailand’s renewed focus on the need to invest in large-scale infrastructure projects can
be seen in the cabinet approval in mid-2005 of a medium-term investment program of more than
$40 billion (roughly 5% of GDP). * More than 25% of total investments will be used to expand
Bangkok's mass rapid transit (MRT) system, with the balance to finance highway, water supply,
energy, housing, education, and public health projects. There are four main sources for public
sector funding: (i) the national budget; (ii) domestic borrowing; (iii) international loans; and (iv)
SOE income, retained earnings, and other assets. Although the political transition has delayed
program implementation, there is general consensus that (i) Thailand’s infrastructure investment
requirements are substantial, (ii) the targeted sectors constitute the pricrity areas for new
investments, and (iii) private sector participation needs to be maximized. The Government is
carefully reviewing the investment program and preparing an implementation plan that
prioritizes projects based on, among others, financial viability, scope for private investment, and
strategic contribution to development.

35. Thailand’s comprehensive 5-year Capital Market Development Master Plan || (CMDMP
I) was finalized in early 20086. It has three broad objectives: (i) to increase the size of the equity
market to 100% of GDP, (ii) to expand the size of the bond market so it matches the volume of
bank lending, and (iii) to strengthen regional integration and respond to the challenges and
opportunities of globalization.”® In addition, the CMDMP |l seeks to introduce new derivative
products, promote greater competition among financial intermediaries, expand the investor
base, and increase the number of listings on the stock exchange. The focus on regulatory
reform will improve communication and coordination across the agencies that currently regulate
and monitor a range of market activities and functions, including financial transactions, new
product development, taxation, and risk management.

36.  The 10" National Plan identifies human development as an essential ingredient of
productivity, competitiveness, and a knowledge-based society. Reforms of the education sector

0 Thailand’s gross enrolment rate in secondary education was 77% in 2003/04 versus 84% in the Philippines and
87% in Sri Lanka. See United Nations Country Team in Thailand. 2005. Thailand Common Country Assessment.
Bangkok.

:; United Nations Country Team in Thailand. 2005. Thailand Common Country Assessment. Bangkok.

o A summary description of Thailand's medium-term infrastructure investment program appears in Appendix 7.

A summary description of the Capital Market Development Master Plan Il appears in Appendix 8.
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were initiated under the 1997 Constitution, followed by the 1999 National Education Act. The act
aimed to provide 12 years of free education, set the direction for curriculum reform, and
decentralize Thailand’s school system. A single Ministry of Education was established in 2003
to consolidate responsibility for education policy and administration. The 10" National Plan sets
specific targets for 2011 in the education sector, including an average of 10 years of schooling
and an increase in the percentage of skilled iabor to 60% of the workforce through vocational
training and retraining programs. Although the Government allocates approximately 20% of the
national budget to education, there is an urgent need to improve teacher salaries.

E. Achieving Sustainable Development

37. Implementation of the 10" National Plan aims to achieve balanced, inclusive, and
sustainable development while upholding the principles and practice of good governance.
Consistent with the thrust of the 10™ National Plan and the MDG of ensuring environmental
sustainability, this CPS concentrates on the environmental and energy dimensions of
sustainable development. Thailand is making progress toward this MDG by integrating the
principles of sustainable development into its country policies and programs, although it will be
difficult to reverse the loss of environmental resources. If Thailand is to achieve sustainable
development it needs to pursue a balanced approach to economic growth that is anchored in
sound environmental management, energy efficiency, and renewable energy.

1. Challenges

38. Achieving sustainable development in the face of increasing urbanization and
industrialization requires that Thailand redouble its efforts to protect the environment and natural
resources. On the 2005 Environmental Sustainability Index, Thailand ranked 73rd out of 146
countries.** The most serious environmental concerns are the depletion of natural resources,
the threat to biodiversity, land degradation, loss of water resources, inland water pollution, and
solid and hazardous waste management (footnote 41). Since the financial crisis, Thailand has
moved to protect biodiversity and reduce carbon dioxide emissions as well as ozone depleting
substances, but forests continue be lost, despite increased conservation efforts.*® The serious
flooding problems in many cities are attributable to deforestation, combined with the rapid
expansion of urban areas. For the country’s economic growth to be sustainable, more work is
needed to protect the environment through integrated legal and policy frameworks, greater
institutional coordination, and improved enforcement of existing laws and regulations.

39. Promoting energy efficiency and making greater use of renewable energy sources are
integral to environmental sustainability. Thailand is highly dependent on imported energy and
over 70% of the country’s power needs are supplied by gas. This makes it very vulnerable to
energy supply disruptions and global price fluctuations. Additionally, over the part 15 years,
Thailand's “energy intensity”, the ratio of energy consumption to GDP, has risen to the relatively
high level of 1.4:1. In other words, a 1.0% increase in GDP causes a 1.4% increase in energy
demand. Energy efficiency improvements can help reduce energy imports as well as
greenhouse gas emissions. Furthermore, because energy is a primary factor of production,
efficiency improvements can increase productivity. Tapping the potential of renewable energy

* vale University Center for Environmental Law and Policy and Colurmbia University Center for Intemational Earth
Science Information Network. 2005. Environmental Sustainability Index. New Haven, CT.

5 Office of the National Economic and Social Development Board and United Nations Country Team in Thailand.
2004. Thailand Millennium Development Goals Report 2004, Bangkok.
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sources can also improve efficiency of domestic energy sources, save foreign exchange, and
increase energy security.

2. Responses

40. To improve environmental management, conserve biodiversity, and promote more
sustainable use of natural resources, the 10" National Plan seeks an enhanced role for local
communities. Thailand’'s community-based forestry and river basin management programs, for
example, have proven highly successful in encouraging more sustainable use of natural
resources. The principle of sustainable development has also helped promote communities and
households to practice the “three Rs"—reduce, reuse, and recycle. At the national level, the 10"
National Plan emphasizes energy conservation and efficiency improvements. The Government
is considering fiscal measures to increase energy efficiency, promote public transportation, and
support investments in alternative energy sources and new technologies. Market-based
instruments are being introduced to replace outdated, and often ineffective, command-and-
control mechanisms, particularly to reduce air and water pollution and improve solid waste
management.

41. Recent fluctuations in global energy prices have led Thailand to sharpen its focus on
energy efficiency as a means to more sustainable growth and development. In 2003, the
Ministry of Energy prepared a comprehensive national energy strategy that defines strategic
approaches to increase energy security and to enhance the country's competitiveness. These
are detailed in four strategic plans that identify specific targets, measures, and responsible
agencies.* The core energy efficiency target of the 10" National Plan is to reduce the country's
current energy intensity of 1.4:1 to 1:1. This is to be achieved by numerous measures, including
the promotion of public transit systems, the creation of multimodal transport networks, and
investments in new technologies. To increase Thailand's renewable energy consumption, the
Government has been promoting the use of biomass, solar energy, and hydropower. Having
signed the Kyoto Protocol, Thailand is also preparing to take advantage of the Clean
Development Mechanism (CDM) in order to obtain additional financing for projects that reduce
greenhouse gas emissions.

. DEVELOPMENT PARTNERSHIP AT THE NATIONAL LEVEL

42.  The central thrust of ADB's partnership with Thailand is addressing the main constraints
that the country faces in achieving sustainable economic growth. Improving the welfare of all
Thai citizens, and especially the poor, requires that Thailand's economy continues to expand.
Many people live just above the poverty line and lower levels of growth and/or increased
economic volatility could push large numbers of them into poverty. For Thailand to strengthen its
foundation for sustained growth, its declining competitiveness in the global economy needs to
be reversed. It is the availability of key factors of production, including efficient infrastructure,
well-functioning capital markets, a skilled labor force, and a conducive environment for private
sector investment that will ultimately shape the magnitude, direction, and sustainability of
Thailand’s future economic growth and development.

43. The CPS includes three core strategic areas of partnership at the national level:
infrastructure development, capital market development, and environmentally sustainable

* The four strategic plans include (i) Strategic Plan for Energy Efficiency, (i) Strategic Plan for Renewable Energy
Development, (iil) Strategic Plan for Energy Security Enhancement, and (iv) Strategic Plan for Thailand to be the
“Regional Energy Center”,
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development. The focus on infrastructure development and capital market development reflects
Thailand's desire to draw upon international expertise and best practices to address the
complex policy, regulatory, financial, and institutional issues associated with impiementing its
medium-term infrastructure investment program and the CMDMP 1% Environmentally
sustainable development includes knowledge sharing and capacity building to improve
environmental management and to support energy efficiency and clean energy initiatives. The
promotion of good governance will as a guiding principle and objective for alt partnership
activities at the national level.

A, Infrastructure Development

44, The 10" National Plan prioritizes infrastructure development and improved logistics to
enhance Thailand's competitiveness and support long-term growth. The Government's
infrastructure investment program over the medium term is a significant step toward closing the
infrastructure investment gap. The Government's core challenge is to ensure that public
resources are used efficiently and effectively. Public—private partnerships must be promoted as
a means to reduce the Government's financial burden, promote new technologies, ensure timely
construction, and achieve operational efficiencies. ADB will partner with Thailand on the sharing
of knowledge and experience in project preparation, project finance, and the application of
country safeguard and procurement systems. Collaboration will center on projects that require
large investments, private sector participation, and sophisticated financing structures. Based on
these criteria, the infrastructure development parinership will focus on projects involving rail
MRT systems, highway development, power generation, urban water supply, and sanitation.*®

1. Project Preparation

45, There is a growing awareness that high-quality and well-prepared projects can minimize
life cycle costs, reduce the risks of delays and cost overruns, increase efficiencies in the
delivery of faciliies and services, and improve prospects for private participation and
investment. ADB will transfer knowledge and skills to strengthen project preparation capacity in
(i) conducting comprehensive project feasibility analyses based on state-of-the-art economic,
financial, social, and environmental assessments; (ii) preparing detailed bidding documents and
defining transparent criteria for the evaluation of tenders; and (iii) developing legal and
regulatory frameworks to structure viable partnerships with the private sector.

46. Notwithstanding the focus on public—private partnerships for financing, developing, and
operating large-scale infrastructure projects, Thailand's line ministries and Government
agencies have limited experience of joint ventures with the private sector and limited technical
expertise to structure them.*® The key ingredient for successful public—private partnerships is
identifying project-related risks and allocating them to the public and private sectors.*
Inadequate pricing or management of risks can have adverse financial and/or contractual

V7 |nfrastructure and capital market deveiopment constitute ADB's core operational sectors. See ADB. 2006. Medium
Term Strategy /i. Manila.

“ ADB involvement in the education, health, and water resource management seclors is not envisaged because
projects in these sectors (i) are less complex, (i) will principally be financed by public resources, and (iii) offer few
opportunities for private sector participation.

This assessment is based on ADB’s TA to the Ministry of Finance in infrastructure development and finance,
including ADB. 2005. Infrastructure Investment Advisory Assistance to the Public Debt Management Office.
Bangkok; and ADB. 2005, Study of Alternative Financing Options for Infrastructure Megaprojects. Bangkok.

% The risks associated with private sector involvement in the development, financing, and operation of infrastructure
include development risk, cost risk, performance risk, market risk, political risk, environmental risk, and credit risk.
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consequences. The public sector must fully understand the terms and conditions of concession
agreements for public-private partnerships to be successful and sustainable. Uitimately, the
private sector is looking for projects that are technically sound, well-structured, financially viable,
and governed by clear concession agreements.

2. Project Financing

47. The aim of ADB'’s collaboration with Thailand in project finance is to identify cost-
effective financing strategies for large infrastructure investment projects, and to explore
innovative ways of mobilizing private sector investment. The specific focus will be on assessing
how ADB's new financial instruments can be applied to mitigate risks, reduce transaction costs,
and attract additional cofinancing.”’ ADB’s ability to provide long-term local currency financing,
for example, can help mitigate foreign exchange risks for both sovereign and non-sovereign
borrowers that will have future cash flows in local currency. ADB's credit enhancement
products, such as partial credit guarantees and political risk guarantees, can attract private
investment as well as cofinancing from commercial and official sources.

48. This CPS recognizes that the Government's demand for sovereign loans from ADB will
depend, in part, on Thailand's ability to access financing from domestic and international capital
markets at competitive prices. However, if ADB financing brings the additional benefit of
catalyzing private investment and supporting viable public—private partnerships, the
Government may consider borrowing directly from ADB. In line with the broad emphasis on
contributing to @ more conducive environment for private sector participation and investrment,
ADB will support financial transactions in Thailand that have clear demonstration effects as well
as high development impacts.

3. Country Systems

49, Consistent with the Paris Declaration on Aid Effectiveness, ADB is committed to
increasing the application of country systems. There will be continued collaboration with the
World Bank to strengthen Thailand’s public procurement system to meet standards of
international best practice. Because private participation in infrastructure projects depends on
transparent and predictable procurement systems and procedures, this initiative is aligned with
Thailand’s efforts to promote public—private partnerships. Another area includes a joint review
by ADB and the World Bank of Thailand's environmental and social safeguards. The focus of
this review is to better understand (i) the scope of the safeguard policies; (ii) the supporting legal
and regulatory framework; and (iii} the existing institutional capacity for implementation,
monitoring, and enforcement. Applying Thailand’s social and environmental safeguard systems
to externally financed projects will reduce the transaction costs of doing business with
international financial institutions.

B. Capital Market Development

50. Current infrastructure financing requirements provide Thailand with a unique opportunity
to increase the size, depth, and liquidity of the domestic capital market. However, there is a
need to increase the range and sophistication of financial products, as well as to strengthen the
existing policy and regulatory framework. Thailand’s diversification from a predominantly bank-
based system of financial intermediation will also expand alternative sources of credit, thereby

*" The ADB innovation and efficiency initiative (IEI) introduced a range of new financial products as well as
operational procedures to reduce the financial and nonfinancial costs of doing business with ADB. See Appendix 9.



16

helping limit systemic risks. By stimulating healthy competition with the banking sector, a vibrant
capital market can lower financing costs for all borrowers. Consistent with the priority initiatives
under the CMDMP |, ADB's partnership with Thailand wiil concentrate on the following areas:
(i) bond market development and securitization, (ii) equity and derivative markets, and (iii)
rationalizing the tax structure and regulatory framework.*

1. Bond Market Development and Securitization

51. Thailand’s CMDMP |l explicitly recognizes the critical role bond markets play in providing
an alternative to bank credit, mobilizing domestic savings for domestic investments, matching
long-term fixed rate investors with appropriate financial products, contributing to macroeconomic
stability, and promoting greater economic and financial integration in the region. Joint efforts to
develop the local bond market are not new: for instance, ADB issued its first baht bond on 18
May 2005. The B4 billion bond represented many firsts in the Thai capital market: first issue by
a foreign entity; first supranational issue; and first AAA-rated issue.> ADB is working with the
Ministry of Finance (MOF) and other Thai financial and regulatory institutions to address the key
impediments to developing a deep, liquid, and transparent debt market, and increasing the
types of financial products available to issuers and investors.

52. ADB’s analytical and advisory assistance in bond market development will address the
need to expand the securitization market. To date, there have been very few securitized
transactions in Thaitand. ADB is reviewing the current market structure for securitization, and
will pursue opportunities to facilitate pilot transactions involving mortgage-backed securities
and/or infrastructure receivables. ADB will also consider direct participation in pilot issuances in
order to increase the visibility and success of innovative financial transactions. Although local
governments in Thailand have the legal authority to incur debt, the primary barriers to miunicipal
bond market development are insufficient institutional capacity along with the absence of clear
regulatory frameworks, guidelines, and procedures. As an initial step, ADB and the French
Development Agency (AFD) are coordinating with MOF and the Ministry of Interior to provide
local governments with much needed capacity building and training in basic accounting,
financial management, and reporting.

2. Development of the Equity and Derivative Markets

53. Thailand’s equity and derivative markets are integral to increasing market capitalization
and liquidity. On the supply side, Thailand is assessing various measures to increase listings on
the stock exchange, including tax incentives. While the privatization of SOEs could lead to the
isting of more and larger companies on the exchange, privatization continues to be a poilitically
sensitive issue. On the demand side, ADB is supporting Thailand’s efforts to create a mandatory
savings plan as part of a proposed national provident fund. In addition to helping reduce
government liabilities and increase investment options and returns for participants, the pool of
institutional capital associated with a mandatory accumulation system would help deepen the
domestic equity market and encourage the introduction of new financing instruments.

2 The selection of these specific areas of partnership is based on ADB's advisory support related to capital market
development in Thailand. ADB. 2008. Diagnostic Report on the Capital Market Development Master Plan Il
Bangkok.

3 ADB returned to the Thai capital market on 15 September 2006 with a B6.5 billion bond that was issued under
ADB's $10 billion Asian currency note program. This program is the first regional platform dedicated to supporting
bond issues in regional currencies. See ADB. 2006. ASEAN+3 Regional Basket Currency Bonds. Manila.
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54, With the recent opening of an exchange-traded futures market, the derivatives market in
Thailand is just developing.’* The availability of more sophisticated derivative products will make
it easier and more cost-effective for market participants to hedge their risks and also contribute
to greater liquidity. An expanded derivative market is also a prerequisite for increased
participation of institutional investors in the capital market, and for attracting foreign investors.
ADB is evaluating appropriate regulatory mechanisms, risk management provisions, and market
surveillance and monitoring systems to enable the market to expand in line with market
demand.

3. Rationalizing the Tax Structure and Regulatory Framework

55. The current tax structure in Thailand is not neutral across financial instruments, which
results in distortions and asymmetries. ADB will undertake a systematic analysis of Thailand’s
current tax structure, and examine policy measures that would support greater consistency
across financial products, and contribute to financial market development. A cost—benefit
analysis of alternative tax structures will be carried out and an implementation plan prepared.

56. Strengthening the regulatory framework is also central o developing Thailand’s capital
market. Refinements to existing regulatory policies and the institutional framework would
improve consistency, transparency, communication, and coordination across different
regulators.®® Thailand and ADB recognize that mutual efforts to rationalize the regulatory
framework and to define appropriate supervisory policies need to be balanced with the broader
objectives of enhancing growth and preserving stability in the Thai financial system.

C. Environmentally Sustainable Development

57. The 10th National Plan has an overarching theme of sustainable development.
Multisectoral approaches are needed for sustainable development and Thailand and ADB will
work together to introduce innovative methods and instruments to protect the environment and
promote energy efficiency. This focus responds to the immediate challenges that Thailand
confronts in balancing the need to sustain economic growth without compromising the
environment or depleting natural resources. Under the CPS, ADB will partner with Thailand to
achieve environmentally sustainable development by (i) introducing economic instruments for
environmental management, (ii) piloting integrated water resource management, and (iii)
supporting energy efficiency and clean energy initiatives.

1. introducing Economic Instruments for Environmental Management

58. In response to the adverse environmental impacts that have accompanied rapid
economic growth, Thailand is assessing how taxes, user fees, and surcharges can help reduce
pollution and promote more sustainable use of natural resources. ADB will provide analytical
and advisory assistance to the MOF to address the complex policy, legal, financial, and
institutional issues linked to economic instruments for environmental management without
reducing Thailand’s attractiveness for investment. This initiative will help Thailand move away

: The Thailand Futures Exchange opened on the Stock Exchange of Thailand on 28 April 2006.
The Bank of Thailand is responsible for supervision of commercial banking and money market operations; the
Ministry of Commerce oversees insurance companies; the Securities and Exchange Commission is charged with
oversight of the primary and secondary markets for securities. The Stock Exchange of Thailand also regulates the
functioning of the equity market and electronic trading for fixed-income products as well as derivatives, while the
Thai Bond Market Association functions as a self-regulatory organization. MOF also plays an important role in the
financial markst through taxation, the issuance of licenses, and the oversight of state-owned financial institutions.
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from its current over-reliance on command-and-control approaches for poliution control, many of
which are outdated and ineffective. The adoption of market-based mechanisms to combat
pollution in key sectors such as energy, industry, and transport will encourage firms to
internalize environmental costs and to seek new technologies and cost-effective ways of
reducing pollution.

2. Piloting Integrated Water Resource Management

59 Integrated water resource management (IWRM) is a process to improve the planning,
conservation, development, and management of water, forest, land, and aquatic resources in
river basins. The objective is to maximize economic benefits and social welfare in an equitable
way without compromising the sustainability of vital environmental systems.*® Thailand has
established itself as a pioneer in IWRM and its experiences, policies, and procedures serve as
an example for other countries in the region. Under ADB’s Water Financing Program 2006—
2010, the Ministry of Natural Resources and Environment will receive TA to prepare an IWRM
road map for the Yom River basin, to develop a flood management strategy, and to solicit
contributions from local government and civil society organizations. The Yom river basin is one
of 25 river basins throughout the region where pilot demonstration activities on IWRM will be
shared with neighboring countries under the Network of Asian River Basin Organizations.

3. Supporting Energy Efficiency and Clean Energy Initiatives

60. Energy efficiency is integral to sustainable development, and the 10th National Plan
identifies specific targets for the transport and energy sectors over the next 5 years. Consistent
with ADB’s Energy Efficiency Initiative, opportunities will be pursued to channel TA and
capacity-building support toward developing strategies, action plans, and investment proposals
for clean energy and energy efficiency projects. In addition, ADB's Carbon Market Initiative
(CMI) will be available to support eligible projects under the Kyoto Protocol. Under the CMI,
ADB can provide comprehensive technical support for initial project screening, pre-feasibility
studies, Clean Development Mechanism (CDM) documentation, project registration, data
monitoring, and certification of carbon credits. ADB’s Asia-Pacific Carbon Fund provides upfront
financing for purchases of future carbon credits generated by eligible projects. Additionally, the
CMI includes a credit marketing facility to help project developers and sponsors attain the best
available market price for carbon credits.

Iv. DEVELOPMENT PARTNERSHIP AT THE REGIONAL LEVEL

61. Thailand’s central role in Southeast Asia and in the Greater Mekong Subregion (GMS)
makes it a natural partner for ADB in supporting regional cooperation and integration. Thailand's
official development assistance reached 0.13% of GNI in FY 2003, making it one of the most
significant providers of aid in the region relative to the size of its economy.” Thailand’s
expanding role in subregional cooperation and regional economic integration brings significant
development benefits to its neighbors, and to the region as a whole. Thailand’s desire to deepen
partnerships with its neighbors reflects a growing appreciation that inclusive and sustainable
development in the GMS brings growth and stability to the Thai economy. Similarly, if Thailand’s
economy is strong, this will contribute to growth, development, and poverty reduction in

% ADB. 2001. Water for All: The Water Policy of the Asian Development Bank. Manila.

 As a percentage of GNI, Thailand's official development assistance is just below that of the United States {0.15%),
ltaly (0.17%), and Japan (0.20%). See Ministry of Foreign Affairs of Thailand and United Nations Country Team in
Thaitand. 2005. Glebal Partnership for Development: Thailand’s Contribution to Millennium Goal 8. Bangkok.
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neighboring countries. As an MIC, Thailand is also expected to assume a leadership role in
maintaining and providing regional public goods and in addressing cross-border issues such as
environmental management, the trafficking of drugs and people, and the control of
communicable diseases. In line with MDG 8 (global partnership), these economic, social, and
environmental interdependencies highlight the importance of strengthening Thailand’s role,
capacity, and effectiveness as a development partner.

62. The development partnership between Thailand and ADB at the regional level is guided
by ADB’s Regional Cooperation and Integration Strategy. In accordance with this strategy,
ADB's support for regional cooperation and economic integration is grounded in four pillars:
(i) regional and subregional programs on cross-border infrastructure and related software;
(i} trade and investment; (iii) money and finance; and (iv) regional public goods, such as the
prevention of communicable diseases and environmental degradation.®® The partnership
between Thailand and ADB will concentrate on increasing Thailand's role in cofinancing
development projects in neighboring countries and in facilitating trade and investment. Asian
bond markets will be the focus of joint efforts to support regional economic integration.

A. Subregional Cooperation

63. Thailand regards the GMS Program as the overarching framework for cooperation
among Mekong countries. Since the GMS Program began in 1992, Thailand has participated in
more than 100 ADB-financed regional TA projects covering a wide range of sectors.* In recent
years, i{ has also provided increasing levels of technical and financial assistance to neighboring
countries for priority projects included in {or complementary to) the GMS Program.

64. Thailand established the Ayeyawady-Chao Phraya-Mekong Economic Cooperation
Strategy (ACMECS) in April 2003. ACMECS consists of Cambodia, Lao People’s Democratic
Republic (Lao PDR), Myanmar, Thailand, and Viet Nam. Its projects and capacity-building
programs aim to bridge the economic gap among its member countries and to promote
prosperity in the subregion.®® Thailand also promoted the formation of the Bay of Bengal
Initiative for Multi-Sectoral Technical and Economic Cooperation (BIMSTEC) in 1997 to
strengthen cooperation and economic integration between Southeast Asia and South Asia. It is
involved in efforts to reinvigorate the Indonesia—Malaysia—Thailand Growth Triangle (IMT-GT), a
trilateral program of economic cooperation originally established in 1993.%" Thailand’s role in
these subregional cooperation programs is summarized in Box 1.

%% ADB. 2006. Regional Cooperation and Integration Strategy. Manila. Mainstreaming support for regional
cooperation and integration is also identified as a strategic priority in ADB's MTS 1.

** As of 30 September 2006, ADB has provided a total of 129 regional TA projects with funding amounting to almost
$72 million for project preparation and studies in sectors such as agriculture and natural resources; education;
energy; health, nutrition and social protection; industry and trade; and transport and communications. Thailand has
been involved in 103 of these TA projects, for which ADB provided some $55 million. A summary description of

w0 Thailand’s role and participation in the GMS Program appears in Appendix 10.

Of the combined GDP among Thailand, Cambedia, Lao PDR, and Myanmar (the four originat ACMECS members),
Thailand accounts for approximately 90%.

1 At the 11" ASEAN Summit in Kuala Lumpur in December 2005, the leaders of Indonesia, Malaysia, and Thailand

agreed to prepare the first IMT-GT road map to strengthen cross-border cooperation over the next 5 years.
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Box 1. Subregional Cooperation Programs with Significant Thai Involvement

GMS Program. The Greater Mekong Subregion (GMS) Economic Cooperation Program, consisting of |

Cambodia, the Lao People’s Democratic Republic, Myanmar, Thailand, Viet Nam, and Yunnan Province and
the Guangxi Zhuang Autonomous Region of the People’s Republic of China, was established in 1992 with the
assistance of the Asian Development Bank. A 10-year strategic framework for the GMS Program was endorsed
by the six GMS leaders at their first Summit in Phnom Penh, Cambodia in November 2002. It envisions a well-
integrated and prosperous Mekong subregion, free from poverty and committed to protecting the environment.
The framework focuses on: (i) strengthening infrastructure links through a multisectoral approach, (i) facilitating
cross-border trade and investment, (iii) enbancing private sector participation in development and improving its
competitiveness, (iv) developing human resources and skill competencies, and (v) protecting the environment

and promoting sustainable use of the subregion’s shared natural resources. The GMS seeks to improve

connectivity and competitiveness, and to create a greater sense of community in the GMS.

IMT-GT. The Indonesia—Malaysia—Thailand Growth Triangle (IMT-GT)} was established in 1993 with the aim of
promoting subregional economic cooperation. Al present, IMT-GT consists of 8 southem provinces of
Thailand, 7 northern states of Malaysia, and 10 provinces of Indonesia. The focus is on investment, technology
transfer, production cooperation, and the use of natural resources. IMT-GT also seeks to promote development
of infrastructure and transport links. Although the Asian financial crisis, the tsunami, and avian influenza have
hindered progress under the IMT-GT program, the first IMT-GT summit in December 2005 rekindled
commitment and led to a road map of cooperation in priority sectors from 2007 to 2011 that was adopted at a
second summit in January 2007.

BIMSTEC. in an effort to strengthen cooperation and economic integration between Southeast Asia and South
Asia, Thailand took the lead in promoting the Bay of Bengal Initiative for Multi-Sectoral Technical and Economic
Cooperation (BIMSTEC). Established in 1997, BIMSTEC was created to enable countries from the two
subregions to share and exchange best practices and experiences. The six priority areas of cooperation
chaired by each member country are (i) trade and investment (Bangladesh), (ii) transport (India), (iii} energy
(Myanmar), (iv) tourism (India), {v) technology (Sri Lanka), and {vi) fisheries {Thailand).

ACMECS, The Ayeyawady-Chao Phraya-Mekong Economic Cooperation Strategy (ACMECS), was launched

in April 2003, Through ACMECS, Cambodia, the Lao People’s Democratic Republic, Myanmar, Thailand, and
Viet Nam to promote cross-border strategic partnerships in six areas of cooperation: (i) trade and investment

facilitation, (i) agricultural and industrial cooperation, (iii) transport links, (iv) tourism, (v) human resource |
development, and (vi) public health. Public—public partnerships between local governments, as well as private— |

private partnerships between firms and local suppliers, are being established.

65. The partnership between Thailand and ADB in subregional cooperation will be based on
links between projects included in the GMS Regional Cooperation Strategy and Program (and
annual updates) and projects under the ACMECS, BIMSTEC, and IMT-GT programs. It will
center on individual projects that are of mutual interest and complementary across two or more
subregional programs. The partnership will center on: (i) cofinancing development projects,
(ii) facilitating subregional trade and investment, and (iii} institutional capacity development

1. Cofinancing Development Projects in Neighboring Countries

66. ADB will coordinate with four Thai institutions: (i) the Neighboring Countries Economic
Development Cooperation Agency (NEDA), which was established in May 2005 to provide
countries with financial assistance in the form of concessional loans and grants; (ii) the Thailand
International Development Cooperation Agency (TICA) which will provide neighboring countries
with TA and capacity-building support;®® (iii) the Export-import Bank (EXIM Bank) of Thailand,
which will promote cross-border investments by the private sector; and (iv) the National

52 TICA was established in 2004 as the successor to the Department of Technical and Economic Cooperation (DTEC)
which was formerly responsible for managing technical cooperation Thailand received from developed countries.
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Economic and Social Development Board (NESDB), which hosts Thailand's secretariat for
coordinating GMS Program activities.

67. The strategic approach to cofinancing lies in identifying development projects in
neighboring countries with investment gaps to be filled. Thailand has already cofinanced a
number of infrastructure projects under the GMS Program. In 2002, it provided Lao PDR with a
$30 million loan to cover a portion of the GMS Northern Economic Corridor Project.®® Thailand is
also contributing more than $30 million in loans and grants for road and bridge construction as
part of the GMS Southern Coastal Corridor Project. As the BIMSTEC and IMT-GT programs
mature, new cofinancing opportunities will emerge, especially for infrastructure projects in the
transport, power, and water sectors. Thailand will also aim to transfer knowledge and skills to its
partners in such areas as project preparation, feasibility analysis, and implementation.

2. Facilitating Subregional Trade and Investment

68. Trade promotion is a priority activity of all subregional cooperation programs. In the
GMS, for example, there continues to be substantial progress in facilitating the cross-border
movement of goods and people. Thailand has been a driving force behind the landmark GMS
Cross-Border Transport Agreement which provides a platform for further subregional trade.®
Thailand is also contributing to an ADB study on the infrastructure, human resource, policy, and
institutional barriers to trade and investment along the GMS north—south economic corridor.
Under BIMSTEC, Thailand is collaborating with ADB on a study to identify how improvements to
transport logistics can enhance trade between South and Southeast Asia. ADB is also working
with Indonesia, Thailand, and Malaysia to implement the new IMT-GT road map 2007-2011,
which will emphasize policy measures and projects to strengthen infrastructure links for
subregional trade.

69. Promotion of cross-border investment by the private sector is another strategic area of
cooperation under the CPS. ADB is partnering with the EXIM Bank to identify how ADB'’s new
financial products and credit enhancement instruments can be applied to support private
investments in subregional projects. ADB's political risk and/or partial credit guarantees, for
example, can help reduce the cost and increase the tenure of EXIM Bank loans to Thai firms
making cross-border investments. In cooperation with the Government, the EXIM Bank, and
individual Thai firms, ADB’s Private Sector Operations Department will explore new
opportunities and innovative approaches for promoting private sector investments in the GMS
as well as in countries under the ACMECS, BIMSTEC, and IMT-GT cooperation programs.

3. Institutional Capacity Development

70. To enhance Thailand’s role, capacity, and effectiveness as a subregional development
partner, ADB will transfer knowledge and skills to the three Thai agencies responsible for
subregional cooperation; NEDA, NESDB, and TICA. NEDA is a new organization with limited
institutional experience in identifying, appraising, financing, and implementing complex
investment projects. There is a need to strengthen the policies and procedures that guide its
operations, especially those governing environmental and social safeguards, procurement, and
financial management. At the request of the MOF and the Ministry of Foreign Affairs, ADB, the

:i ADB. 2002. Greater Mekong Subregion Northern Economic Corridor Project. Manila.
To enhance the benefits of the Cross-Border Transport Agreement, a strategic framework is now in place to
facilitate trade by (i) simplifying, harmonizing, and making transparent customs procedures; (i) developing trade
logistics and associated capacities; (iii} implementing inspection and quarantine measures consistent with the
disciplines of the World Trade Organization; and (iv) enhancing the mobility of business people in the GMS.
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Japan Bank for International Cooperation {JBIC) and other development partners will provide
training and capacity-building assistance to strengthen NEDA's operations. Drawing upon
Thailand's innovative community development, health, education, and environmental
management programs, ADB will also pursue a program with NESDB and TICA that
emphasizes the sharing of Thailand’s experience, expertise, and lessons with neighboring
countries.

71. To facilitate subregional trade and cross-border investment by the private sector in
Thailand, ADB will continue providing capacity-building support to the International Institute for
Trade and Development {ITD) and EXIM Bank. |TD was established in May 2002 through a
cooperation agreement between the Government of Thailand and the United Nations
Conference on Trade and Development to build capacity among GMS countries to prepare
proposals and negotiate on trade, investment, and development matters. Since 2003, ADB has
been providing TA to enhance ITD’s role as a focal point for training and research-related issues
in the GMS. The capacity-building partnership between ADB and EXIM Bank centers on
regularly exchanging experience and expertise in applying different financial instruments and
policy measures to mitigate the sovereign risks associated with cross-border investments by
Thai companies.

B. Regional Economic Integration

72. As a founding member of the Association of Southeast Asian Nations (ASEAN),
Thailand is a driving force behind collective efforts to accelerate economic growth, social
progress, and cultural development in the region.®®> ADB has a long-standing relationship with
ASEAN that was recently enhanced through a new memorandum of understanding (MOU).%®
This seeks to strengthen ADB—-ASEAN collaboration in a number of strategic areas, particularly
through the ASEAN+3 Asian Bond Markets Initiative (ABMI).*” Given Thailand’s active role in
ABMI and its strong support for similar initiatives, the central focus of the partnership for
regional economic integration is on Asian bond market development. Box 2 contains a summary
of Asian bond market development initiatives with significant involvement by Thailand.

1. Development of Asian Bond Markets

73. The partnership between Thailand and ADB for capital market development {(para. 50-
56) provides a foundation for enhancing Thailand's contribution to Asian bond markets.
Thailand’s progress in developing its own bond, equity, and derivative markets will yield
knowledge and experience that can be shared with other countries. ADB will continue working
with Thailand under the broad framework of ABMI to establish a regional guarantee mechanism,
create regional credit rating agencies, design new securitized debt instruments, strengthen
regional settiement linkages, and issue regional multicurrency bonds.

5 ASEAN was established on 8 August 1967 in Bangkok by the five original member countries, Indonesia, Malaysia,
Philippines, Singapore, and Thailand. In subsequent years ASEAN’s membership expanded to include Brunei
Darussalam, Cambodia, Lac PDR, Myanmar, and Viet Nam.

% The ASEAN Secretariat and ADB. 2006. Memorandum of Understanding for Administrative Arrangements. Manila.

57 ADB's involvement in Asian bond market development activities has its origins in the ASEAN Surveillance Process,
which was endorsed in 1998 to strengthen policy-making capacity in ASEAN. The ASEAN+3 ABMI was endorsed
in 2003 and ADB provides ongoing analytical, advisory, and coordination assistance to its working groups: (i) new
securitized debt instruments; (i) regional credit guarantee and investment mechanisms; (iii) foreign exchange
transactions and settlement issues: (iv) issuance of bonds denominated in local currencies by MDBs, foreign
government agencies, and Asian multinational corporations; (v) rating systems and information dissemination on
Asian bond markets; and (vi) technical assistance coordination.
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74. Thailand is participating in ADB's $10 billion Asian Currency Note Programme, Asia's
first multicurrency note platform since the 1997-1998 Asian financial crisis. By linking several
Asian domestic capital markets, including those in Hong Kong, China; Malaysia; Singapore; and
Thailand, ADB will issue Asian currency bonds under a single unified framework, including
common documentation governed by English law. Thailand participated in the inaugural issue
under the program on 15 September 2006 when ADB issued B8.5 billion in the domestic capital
market. The bond issue underscores ADB'’s confidence in the capital market in Thaitand and
Thailand’s contribution to advancing the deveiopment of bond markets in the region.

Box 2. Asian Bond Market Initiatives with Significant Thai Involvement

ACD Asian Bond Market Development Initiative. To enhance cooperation among Asian countries, the Asia
Cooperation Dialogue (ACD) was established in 2002 in Cha-Am, Thailand, where 18 Asian foreign ministers
met together for the first time.? Thailand has volunteered to be the prime mover on two ACD initiatives: tourism
and Asian Bond Market Development Initiative. A working group has been set up to work out guidelines for
developing sound Asian bond markets. ACD will coordinate with other forums such as the Executives' Mesting
of East Asia Pacific Central Banks (EMEAP), Asia Pacific Economic Cooperation (APEC), and the Association
of Southeast Asian Nations (ASEAN)+3 (People's Republic of China, Japan, and Republic of Korea). The
mandate of ACD is to increase public awareness of the initiatives and to secure political support for them.

APEC Regional Bond Market Initiative. Thailand hosted the 10th Asia Pacific Economic Cooperation Finance
Ministers Meeting (APEC FMM) in September 2003. At the meeting the APEC Regional Bond Market
Development Initiative was launched. It has three components: {i) a comprehensive approach to systematically
developing sound and sustainable regional bond markets, (ii) an initiative on development of securitization and
credit guarantee markets, and (iii) an initiative to develop new products.

ASEAN+3 Asian Bond Markets Initiative. The ASEAN+3 Asian Bond Markets Initiative (ABMI) was endorsed
at the ASEAN+3 Deputies Meeting in Chiang Mai, Thailand, on 17 December 2002 and ratified at the ASEAN
Finance Ministers’ Meeting in Manila on 7 August 2003. Its objective is to develop efficient bond markets in
Asia that would enable private and public sectors to raise and invest long-term capital without currency or
maturity risks. The ABMI emphasizes the need for a joint and comprehensive set of actions by the ASEAN+3
countries in two broad areas: (i) facilitating access to the market by a wide variety of issuers, and (ii) creating
an environment and infrastructure conducive to developing bond markets.

EMEAP Asian Bond Fund Initiative. EMEAP is a forum of central banks and menetary authorities in the East
Asia and Pacific region set up to strengthen cooperation among its members. The 11 members include the
Reserve Bank of Australia, the People's Bank of China, the Hong Kong Monetary Authority, Bank of indonesia,
Bank of Japan, Bank of Korea, Bank Negara Malaysia, Reserve Bank of New Zealand, Bangko Sentral ng
Pilipinas, Monetary Authority of Singapore, and Bank of Thailand. Three EMEAP working groups (on payment
systems, financial market development, and banking supervision) have been established.

Complementarities among Asian Bond Market Initiatives

There are several Asian bond market initiatives. On the demand side, the Asian Bond Fund {(ABF) under
EMEAP will perform a catalytic role by initially making investments in both Asian sovereign and quasi-
sovereign bonds issued by EMEAP member countries (other than Japan, Australia, and New Zealand) in order
to increase trading activity in Asian bond markets, On the supply side, ASEAN+3 and APEC FMM are to look
into the issues of new debt instrument offerings, debt instrument rating and enhancements, and strengthening
regional financial infrastructure.

® Currently, the ACD comprises 28 countries: Bshrain, Bangladesh, Brunei Darussalam, Bhutan, Cambodia, People’s
Republic of China, India, Indonesia, Iran, Japan, Kazakhstan, Republic of Korea, Kuwait, Lao People’s Democratic
Republic, Malaysia, Mongolia, Myanmar, Pakistan, Philippines, Oman, Qatar, Singapore, Sri Lanka, Thailand, United Arab
Emirates, and Viet Nam, with the Russian Federation and Saudi Arabia recently admitted at the Fourth ACD Ministerial
Meeting in April 2005,
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2. Institutional Capacity Development

75. Policy makers responsible for policies on the legal, regulatory, and institutional
frameworks for regional bond markets should have a deep understanding of the complex
financial and political issues that underlie the markets. Researchers, academics, and
practitioners are needed to provide focused training to middle and senior government officials in
Asian countries who are committed to the development of domestic and regional bond markets.
The MOF and ADB are discussing a possible training program on regicnal financial integration.
Partnerships with research centers and academic institutions will be pursued to ensure that the
training program reflects the latest research, policy measures, and financial instruments for
further developing the region’s domestic bond markets.

V. IMPLEMENTATION ARRANGEMENTS
A. Moving the Partnership Strategy Forward

76. The operational program that supports the core strategic areas of partnership at the
national and regional levels will be defined by an indicative business plan® that will be updated
annually to identify ongoing and planned interventions, both lending and nonlending, in public
and private sectors. Annual updates will be prepared jointly by the Government and ADB to
reflect changes to the operational program and report on implementation progress. This
collaborative approach to preparing updates will involve a series of meetings to review the CPS,
the business plan, and the results framework, taking into consideration TA results and ouiputs.
Key participants will include staff from the Thailand Resident Mission and ADB headquarters
and staff from the Fiscal Policy Office (FPOY), the Public Debt Management Office (PDMO), and
other government agencies. This approach provides the flexibility to incorporate emerging
needs into an evolving program. When updating the business plan in 2008, ADB will reconfirm
the core strategic areas of the CPS with the newly-elected Government.

77. The first business plan under the CPS is presented in Appendix 11. It indicates that
knowledge sharing and capacity building will be the core activities during the early phase of the
partnership. Five TA projects totaling $1.29 million are planned for 2007 to support
infrastructure development, capital market development, and environmentally sustainable
development. While Thailand does not have immediate plans to borrow from ADB, the window
for public lending operations remains open. The growing financing needs of the private sector,
coupled with an increase in the number, size, and complexity of public—private partnership
projects, suggests that ADB’s private sector operations in Thailand will increase in the coming
years.

B. Institutional Arrangements for Implementation

78 ADB's Southeast Asia Department, through the Thailand Resident Mission, will be
principally responsible for implementing the CPS, as well as for monitoring its progress and
reporting on results. Given the focus on promoting public—private partnerships and mobilizing
private investments, ADB’s Private Sector Operations Department will be directly involved in
partnership activities at national and regional ievels. ADB's Office of Cofinancing Operations will
explore how risk mitigation instruments can be applied to catalyze cofinancing. ADB’s GMS
Program will anchor Thailand's increasing involvement in subregional cooperation projects.

*® The preparation of a business plan is consistent with recommendations inciuded in ADB. 2006. Further Enhancing
Country Strategy and Program and Business Processes. Manila.
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ADB’s Office of Regional Economic Integration and Treasury Department will support the
regional bond markets partnership.

79. On the Government's side, the MOF and NESDB are the main counterparts of the
Thailand Resident Mission. Within the MOF, ADB’s primary contacts are the Public Debt
Management Office (PDMO}) for operational matters and the Fiscal Policy Office (FPO) for
policy issues. To date, ADB’s ongoing work in the infrastructure sector has principally involved
PDMO, the State Enterprise Policy Office (SEPO), and the Office of Transport and Traffic Policy
and Planning (OTP) in the Ministry of Transport. ADB's support for capital market development
involves FPO, PDMO, SEPOQ as well as the Bank of Thailand, the Stock Exchange of Thailand,
and the Securities and Exchange Commission. The ITD, the Ministry of Foreign Affairs, NESDB,
NEDA, TICA, and the EXIM Bank are key partners with ADB on a variety of subregional and
regional cooperation projects and programs.

C. Collaboration with Other Development Partners

80. The Government encourages development partners in Thailand to work together, and
ADB is collaborating with bilateral and multilateral organizations in areas that are consistent with
the principles and parameters of the CPS. There are no formal or structured mechanisms for
collaboration among development partners in Thailand. However, as ADB’s operations in
Thailand unfold, there will be additional opportunities for collaboration. Box 3 contains a
summary of selected development partners’ programs.

81. ADB, World Bank, JBIC, and AFD have entered into an Urban Transport Development
Partnership (UTDP) to provide coordinated knowledge-sharing and capacity development
support for the planned expansion of the Bangkok MRT system. The principal Thai
counterparts include NESDB, OTP, and PDMO. To address the scale and complexity of
extending the existing MRT lines, the UTDP will provide technical, analytical, and advisory
support for (i) planning and prioritizing MRT investments; (i) institutional, operational, and modal
integration; (iii) risk allocation between the public and private sectors: and (iv) project
implementation. A strategic road map for urban transport deveiopment in the Bangkok
metropolitan area wiil be prepared under the UTDP. This will complement ongoing policy
initiatives to improve logistics and raise Thailand's profile as a transport hub for the region.

82. At present, ADB is assuming a leading role among development partners in supporting
capital market development. This effort complements the World Bank’s program on financiai
and corporate sector competitiveness, which was completed in June 2006.% In mid 2007, the
IMF will begin a Financial Sector Assessment Program (FSAP) with Thailand that will support
policies to enhance the stability and efficiency of the financial system. ADB will contribute to the
FSAP by sharing reports, data, and other information associated with analytical and advisory
services.

83. ADB and the World Bank will pursue joint initiatives to promote good governance in
procurement and to strengthen Thailand's social and environmental safeguards. ADB is also
collaborating with JBIC and AFD to provide NEDA with TA, knowledge sharing and capacity-
building support in areas such as strategic planning, institutional development, project
preparation and implementation. Additionally, as an initial step toward building the capacity of

® World Bank. 2006. Thailand Country Development Parinership: Financial and Corporate Sector Competifiveness
Program Assessment and Complstion Report. Bangkok.
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local governments to assume and manage debt, ADB and AFD will work together to train local
officials in accounting, financial management, and reporting.

Box 3. Summary of Development Partners’ Programs and Activities in Thailand

In response to Thailand's progress in poverty reduction and social development, many development partners have
reduced the scope and scale of their programs and some have ceased to maintain ongoing operations in Thailand
altogether. Development partners with ongoing programs are mainly focusing on the transfer of knowledge and
expertise to build institutional capacities, support key policy reforms, and enhance the country’s role as a regional
development partner.

United Nations. In recognition of Thailand’s emergence as a middle-income country, the United Nations (UN) signed
a new UN Partnership Framework with Thailand in April 2006. The partnership framework is based on a two-way
exchange of knowledge and expertise. It replaces the traditional UN Development Assistance Framework, and
outlines five areas of cooperation from 2007 to 2011: (i) ensuring equitable access to quality social services,
(ii) strengthening local governance, (iii) increasing HIV/AIDS care and treatment, (iv) improving environmentai
management, and (v) enhancing Thailand’s role as an emerging regional donor.

World Bank. Reflecting the progression in Thailand’s relationship with the World Bank away from a primarily
borrower-lender relationship, country development partnerships were begun in 2000 to address priority issues and
challenges in cooperation with the Government, other funding agencies, and key stakeholders, as well as by
engaging civil society, the private sector and other partners. Country development partnerships have been prepared
for (i) Government and public sector reforms, (i) social protection, (i) poverty analysis and monitoring, (iv) financial
and corporate competitiveness, and (v) environment. The World Bank has begun to prepare a new partnership
program that is expected to include continued knowledge sharing with Thailand at a policy level, and callaboration (as
well as possibly cofinancing) with Thai agencies to support development in neighboring countries.

European Commission. The European Commission (FC) has also defined a framework for a new and innovative
partnership between Thailand and the EC for 2007-2013. The EC no fonger sees its role in Thailand as a provider of
development assistance, but rather as a facilitator of knowledge sharing and a partner for substantive policy dialogue
on key issues. The technical assistance will focus on sectors of mutual interest, emphasizing (i) economic
cooperation; (ii) collaboration in science, technology, and research; and (iii) constructive dialogue on good
governance, human rights, and organized crime and terrorism. Higher education, gender equality, and environment
are also defined as priorities for cooperation.

Bilateral Development Partners

Australia. Despite a significant reduction in Australia’'s cooperation program in Thailand since 2004, future bilateral
assistance will primarily focus on strengthening Thailand’s capacity to address economic and public sector
governance issues, primarily through links between Australian and Thai public sector agencies.

France. The key focal areas of cooperation under the French Development Agency (AFD) and PROPARCO (the
private sector financing arm of AFD) in Thailand include (i) the promotion of private sector investments for priority
infrastructure, (i) the introduction of clean energy technologies, and (iii) the strengthening of municipal finance and
building institutional capacities for regional cooperation. AFD and PROPARCQ opened a Thailand representative
office in 2005.

Germany. German development cooperation through the German Agency for Technical Cooperation (GTZ) will
concentrate on economic reform with a view toward strengthening the competitiveness of small and medium-sized
enterprises. GTZ will also explore prospects of supporting trilateral economic cooperation in Thailand’s neighboring
countries.

Japan. The Japan Bank for International Cooperation remains interested in providing sovereign loans to Thailand for
large-scale infrastructure projects. It has been asked by the Ministry of Finance to finance selected MRT lines under
the planned extension pregram. The Japan International Cooperation Agency primarily focuses on supporting human
development and poverty reduction through grants and capacity-building assistance.

United States. The United States Agency for International Development (USAID) formally ended its bilateral
assistance program with Thailand in 1995, and technical assistance to Thailand is channeled through USAID's
regional programs in governance reforms, small and medium-sized enterprise development, promoting enabling
environments for trade and investment, environmental management, health, and human capacity development.
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VL. RISKS AND PERFORMANCE-BASED MONITORING AND EVALUATION
A. Key Assumptions and Risk Factors

84. Drawing on a recent study on enhancing ADB support to MICs, three factors are
particularly relevant to a long-term and successful partnership between ADB and Thailand.”
First, ADB must deliver value-added services by consistently providing high-quality technical
expertise and knowledge through staff and consultants. Second, ADB needs to be flexible and
responsive in meeting Thailand's demands and expectations as the value of its services will be
measured by their quality, timeliness, and affordability. Third, if there is a demand for ADB
lending from either the public or private sectors, ADB's financial terms and conditions must be
competitive and should not include undue transaction costs. To meet these requirements, the
CPS is based on areas where ADB has the ability to deliver value-added expertise and
knowledge services effectively, and to offer high-quality financial products on competitive terms.

85. The risks at the country level are principally political and economic uncertainties which
could delay proposed investments in infrastructure and capital market reforms. Although
Thailand’'s economic fundamentals are strong—with a healthy fiscal situation, robust export
growth, and a comfortable level of external reserves—prolonged political uncertainty could
erode investor and consumer confidence. While the uncertain political situation contributed to
delays in impiementing the medium-term infrastructure investment program and the CMDMP 11,
the Government has already taken steps to move ahead with both initiatives.

86. The risks associated with achieving desired objectives and outcomes at the regional
level are primarily associated with the Government’s ability to provide the human and financial
resources required to strengthen Thailand's role, capacity, and effectiveness as a regional
development partner and to enhance its contribution to Asian bond markets. To help Thailand
manage risks associated with global market uncertainties, the CPS emphasizes improving
productivity and competitiveness through strategic infrastructure investments; strengthening the
domestic capital market; and deepening regional cooperation and integration through increased
trade, cross-border investment, and developing Asian bond markets.

B. Results-Based Monitoring and Evaluation

87. A results-based approach has guided the preparation of the CPS, and will ensure its
effective implementation. A partnership results framework (Appendix 12) has been prepared to
identify outcomes and indicators associated with interventions under the core strategic areas.
The results framework will be the principal tool for monitoring, evaluating, and reporting on
implementation progress under the annual business plan and for assessing the relevance and
effectiveness of ADB's interventions. In addition to tracking CPS implementation, ADB will
regularly monitor and report on Thailand's progress on key development initiatives, such as
(i) meeting the MDG and MDG-plus commitments, (ii) advancing reforms to promote private
investment, (iif) improving governance in public and private sectors, and (iv} supporting
development in neighboring countries. As the partnership progresses, the results framework will
be refined to incorporate any new operations.

" ADB. 2008. Enhancing ADB Support to Middle-income Countries and Borrowers from Ordinary Capital Resources.
Manila.
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Head of State
Prime Minister
Capital
Government
l.and area
Population
Population growth
Birth rate

Median age

Life expectancy
Ethnic groups
Religions

Maijor language
Adult literacy

GNI

GNI per capita
Poverty incidence
GDP

GDP by sector

Labor force by sector

Total labor force

Main exports

Top export destinations :

BASIC COUNTRY INFORMATION FOR THAILAND

His Majesty the King Bhumibol Adulyadej
Surayud Chulanont {interim)

Bangkok

Constitutional Monarchy

511,770 sq. km.

64.6 million (2006 estimate)

0.68% per year

13.87/1,000 population

30.88 years

66.3 years (men), 73.8 years (women)

Thai 89%, others 11%

Buddhist 95%, Muslim 4%

Thai

92.6%

$158.4 billion in 2004

$2,490 in 2004

11.3% in 2004

$206.2 billion in 2006

Agriculture 9.3%, industry 45.1%, services 45.6%
Agriculture 49%, industry 14%, services 37%
36,400,000 (Q2 2006)

Computers, cars, electrical circuits, rubber, garments, and food

United States; Japan; People's Republic of China; Singapore; and Hong
Kong, China.

Sources: Asian Development Bank, National Economic and Social Development Board, National Statistical Office,
Ministry of Commerce, Ministry of Finance, and United Nations Development Programme.
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POLITICAL TRANSITION IN THAILAND

1. The adoption of a new Constitution, considered to be the most democratic and
progressive in the country’s history, in October 1997 heralded the beginning of significant
political transition and reforms in Thailand. in an effort to enhance the accountability and
transparency of Thailand’s political system and administration, the Constitution established a
number of independent agencies, such as a national counter corruption commission, a
constitutional court, and an administrative court. it also provided for a bicameral legislature,
explicitly acknowledged many human rights, and introduced measures to increase the stability
of elected governments.

2. In 2001, the Thai Rak Thai party, led by Thaksin Shinawatra, was the first elected
government under the 1997 Constitution and became the first administration under Thai
democracy to complete a full 4-year term. Thaksin was reelected in 2005 and formed a single-
party government for the first time in Thailand’'s democratic history. Although his party had a
majority in the parliament, Thaksin's second administration was never smooth and faced
protests, especially from the middle and upper classes in Bangkok, against alleged corruption,
interference with the independent agencies set up under the Constitution, and mismanagement.
However, many people in rural areas still supported Thaksin and his party. This erosion of unity
among Thai people resulted in a severe political crisis. On 19 September 2006, a peaceful
military coup, led by General Sonthi Bunyaratakalin and the Council for Democratic Reform
(CDR), took over administration from the Thaksin government.

3. After the coup, the 1897 Constitution was abrogated and an interim constitution,
promulgated on 1 October 2006, provided for the appointment of a Prime Minister, legisiature,
and drafting committee for a permanent constitution. After the military returned power to a
civilian government in early October 2006, General Surayud Chulanont was appointed Prime
Minister. Interim Prime Minister Surayud subsequently formed a cabinet with two deputy prime
ministers and 30 ministers. The CDR was transformed into the Council for National Security
(CNS) and its role limited to providing the interim government with advice on national security
and other related issues. The CNS and the interim government have committed to restore the
democracy to the country by October 2007.

4. The interim constitution outlines the process for drafting a new constitution, and 242
members have been appointed to the National Legislative Assembly. The CNS subsequently
short-listed 100 representatives to be members of an assembly to draft a new constitution. A
committee with 35 members was appointed to complete the first draft, which will be presented to
the assemblies, cabinet, and other institutions and agencies by mid-2007. Public hearings will
also be conducted. The assembly to draft a new constitution will organize a national referendum
before the constitution is submitted to the National Legislative Assembiy for its approval and to
the King for his endorsement. The Government plans to conduct a national election before the
end of 2007, thereby completing its duties as an interim administration and restoring full
democracy to Thailand.
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ANALYTICAL ASSESSMENTS OF KEY SECTORS AND THEMATIC AREAS

Consistent with the Asian Development Bank’s (ADB) new business processes for country
partnership strategies in middle-income countries where there are minimal or no lending operations,
the preparation of this country partnership strategy relied on numerous secondary sources for
analytical assessments of key sectors and thematic areas.’ These assessments, drawn from the
Government, ADB, other development partners, and research institutions are summarized below.
A. Macroeconomic Assessments
ADB. 2007. Asian Development Qutlook 2007. Manila.
ADB. 2005. Key Indicators 2005. Manila.

Naticnal Economic and Social Development Board and World Bank. 2006. Thailand Investment
Climate, Firm Competitiveness and Growth Study. Bangkok.

World Bank. 2005. Thailand Economic Monitor, Bangkok.
World Bank. 2006. World Development Indicators. Washington, DC.
B. Socioeconomic and Poverty Assessments

Ministry of Foreign Affairs of Thailand and United Nations Country Team in Thailand. 2005. Global
Partnership for Development: Thailand’s Contribution fo Millennium Development Goal 8. Bangkok.

National Economic and Social Development Board. 2005. Household Socioeconomic Survey.
Bangkok.

National Economic and Social Development Board and United Nations Country Team in Thailand.
2004. Thailand Millennium Development Goals Report 2004. Bangkok.

United Nations Country Team in Thailand. 2005. Report of the United Nations Country Team in
Thailand Advancing Hurman Development: UN Activities and Achievements 2004-2005. Bangkok.

United Nations Country Team in Thailand. 2005. Thaifand Common Country Assessment, Bangkok.
United Nations Development Programme. 2005. Human Development Report 2005, New York.

United Nations Population Fund. 2006. Population Ageing in Thailand: Prognosis and Policy
Response. Bangkok.

C. Governance and Institutions Assessments
ADB. 1999. Governance in Thailand : Challenges, Issues and Prospects, Manila.

World Bank. 2005. Commentary on Joint Royal Thai Government — World Bank Assessment of the
Thai Public Procurement System. Bangkok.

World Bank. 2003. Thailand Country Development Partnership: Governance and Public Sector
Reform. Bangkok.

" ADB. 2006. Further Enhancing Country Strategy and Program and Business Processes. Manila.



Appendix 3 31

D. Infrastructure Sector and Capital Market Assessments
ADB. 2006. AsianBonds Online — Asia Bond Indicatars. Manila.
ADB. 2006. Capital Market Development Master Plan If for Thailand — Diagnostic Report. Bangkok.

ADB. 2005. Investment in Infrastructure and Financing for Sustainable Economic Development.
Bangkok.

ADB. 2006. Thailand Pension System Reform — Interim Report. Bangkok.

ADB, Japan Bank for International Cooperation, and World Bank. 2005, Connecting East Asia A
New Framework for infrastructure. Manila.

Japan Trade Organization. 2003. Sfudy of Thailand’s Logistic System. Bangkok.

Ministry of Finance. 2006. Capital Market Development Master Plan Il. Bangkok.

World Bank. 2006. Thailand Investment Climate, Firm Competitiveness and Growth Study. Bangkok.
E. Environmental Assessments

World Bank. 2004. Thailand Country Devefopment Partnership — Environment. Bangkok.

World Bank. 2004. Thailand Environment Monitor 2004. Bangkok.

F. Other Assessments and Studies

Asian Development Bank, 1999. Thailand Country Assistance Plan {2000-2002). Manila.

Asian Development Bank. 2001. Thailand Country Strategy and Program Update (2002-2004).
Manila.

Ministry of Foreign Affairs of Thailand. 2004. Asia Cooperation Dialogue: The Making of a New
Chapter of Asian History. Bangkok.

National Economic and Social Development Board. 2006. 10" National Economic and Social
Development Plan (2007-2011). Bangkok.

World Bank. 2002. Thailand — World Bank Group Partnership for Development. Bangkok.

United Nations Country Team in Thailand. 2006. United Nations Partnership Framework with the
Kingdom of Thaifand, 2007-2011. Bangkok.

World Bank. 2006. Thailand Country Development Partnership: Financial and Corporate Sector
Competitiveness Program Assessment and Completion Report. Bangkok.



32  Appendix 4

THAILAND’S PROGRESS TOWARD THE MILLENNIUM DEVELOPMENT GOAL TARGETS

(GOALS 1-7)
Target Progress Remarks

1 Halve, between 1990 and 2015, the Already Poverty incidence was reduced from 27 .2%
proportion of people whose income is achieved in 1990 to 9.8% in 2002.
less than $1 a day.

2 | Halve, between 1990 and 2015, the Already The proportion of the population under the
proportion of people who suffer from achieved food poverty line dropped from 6.9% in 1990
hunger. to 2.2% in 2002. The prevalence of

underweight children under-5 dropped from
18.6% in 1990 to 8.5% in 2000.

3 | Ensure that, by 2015, children Highly likely | The gross enrolment ratio and the retention
everywhere, boys and girls alike, will be rate indicate that it is likely that Thailand will
able to complete a full course of achieve universal primary education well
primary schooling. before 2015.

4 | Eliminate gender disparity in primary Already Thai girls and boys have equal education
and secondary education, preferably by achieved opportunities. There is a small gender gap at
2005, and in all levels of education no the primary level. Girls outnumber boys in
later than 2015. higher education.

5 | Reduce by two thirds, between 1990 Not Given that the under-5 mortality ratio was
and 2015, the under-5 monrtality ratio. applicable already low in 1990, this target is not

considered feasible.

6 | Reduce by three-quarters, between Not Given that the maternal mortality ratio was
1990 and 2015, the maternal mortality applicable already low in 1990, this target is not
ratio. considered feasible.

7 | Have halted by 2015 and begun to Already The number of new infections per year has
reverse, the spread of HIV/AIDS. achieved dropped by over 80% since 1991. HIV

continues to spread among some groups.
Young people continue to be vulnerabie.

8 | Have halted by 2015 and begun to Already Achieved for malaria. The disease is an
reverse, the incidence of malaria and achieved for | area-specific problem, and has been
other major diseases. malaria effectively managed.

9 | Integrate the principles of sustainable Potentially Principles of sustainable development,
development into country policies and partnership and public participation have
programs and reverse the loss of been integrated into country policies and
environmental resources. programs. Reversing the loss of

environmental resources remains Thailand's
greatest challenge.

10 | Halve, by 2015, the proportion of Already There is almost universal access.
pecple without sustainable access to achieved
safe drinking water.

11 | By 2020, achieve a significant Likely Most people, including slum dwellers, have

improvement in the lives of at least 100
million slum dwellers.

secure tenure. Various measures have been
implemented and more are underway to
improve the livelihood of slum dwellers.

Source: National Economic and Social Development Board and United Nations Country Team. 2004. Thailand Millennium

Development Goals Report 2004. Bangkok.
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THAILAND'S MILLENNIUM DEVELOPMENT GOALS AND “MDG-PLUS” TARGETS AND

INDICATORS
Goal Target Indicator
Poverty MDG | Halve the proportion of people living in extreme Proportion of population below national
poverty between 1990 and 2015. poverty line
Poverty gap ratio (incidence x depth of
poverty)
Share of poorest quintile in individual
househoid income
MDG + | Reduce poverty to less than 4% by 2009. Proportion of population below poverty line in
the northeast and three southernmost
provinces
Poverty severity
Hunger MDG | Halve the proportion of people who suffer from Prevalence of underweight children (under-5
hunger between 1990 and 2015. years of age)
Proportion of population below minimum level
of dietary energy consumption
MDG + Prevalence of underweight highland children
Prevalence of micro-nutrient deficiency
(iodine, iron, and vitamin A) among school-
age children
Proportion of popufation older than 20 years
consuming less than the minimum energy
level
Education MDG | Ensure that by 2015, boys and girls alike, will be Net and gross enrolment ratio in primary
able to complete a full course of primary education
Schooling. Proportion of pupils starting grade 1 who
reach grade 5 (retention rate)
Literacy rate of 15 year olds
MDG + | Universal lower secondary education by 2006 Net and gross enrolment ratio in lower and
upper secondary education
Retention rate in lower and upper secondary
education
Universal upper secondary education by 2015 National test scores of primary, lower and
upper secondary students
Information technology literacy of 15-24 year
olds
Gender MDG | Eliminate gender disparity in primary and Ratio of girls to boys in primary, secondary,
secondary education, preferably by 2005, and in and tertiary education
all levels of education no later than 2015. Ratio of literate women to men of 15_24_year
olds
Share of women in waged employment
outside the agriculture sector
Proportion of seats held by women in national
parliament
MDG + | Double the proportion of women in the national Ratios of girls to boys in selected fields in

parliament, Tambon Administrative.
Organizations, and executive positions in the
civil service by 2006

tertiary education

Ratio of literate women to men over 40 years
old

Proportion of women's income to men's in
waged employment in non-agriculture sector

Proportion of women in Tambon
Administration organizations and executive
positions in the civil service
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Goal Target Indicator ;
Child MDG | Reduce by two thirds, between 1990 and 2015, Under-5 mortality rate (USMR) :
health the under-five mortality rate infant mortality rate (IMR) :
Proportion of 1-year-old children immunized
against measies ;
MDG + | Reduce IMR to 15 per 1,000 live births by 2006 IMR in highland areas, northern provinces, |
and three southernmost provinces
Reduce by half, between 2005 and 2015, the USMR in highland areas, selected narthern
U5SMR in highland areas, selected northern provinces, and the three southernmost §
provinces and three sauthernmost provinces provinces :
Maternal MDG | Reduce by there quarters, between 1990 and Maternal mortality ratic {(MMR}
health 2015, the maternal mortality ratio Proportion of births attended by skilled health |
personnel
MDG + | Reduce maternal mortality ratio to 18 per Maternal mortality ratio in highland areas,
100,000 live births by 2006 northemn provinces, and the three !
southernmost provinces
Reduce by half, between 2005 and 2015, the ;
maternal mortality ratio in highland areas, j
selected northern provinces and the three :
southernmost provinces :
RIVIAIDS MDG i Have halted by 2015 and begun to reverse the HIV prevaience among pregnant women
spread of HIV/AIDS Rates of regular condom use by secondary
school male students
Number of children orphaned by AIDS i
MDG + | Reduce HIV prevalence among reproductive HIV prevalence among reproductive adults ;
adults to 1 percent by 2006 HIV prevalence among injecting drug users
Malaria, MDG | Have halted by 2015 and begun to reverse the Incidence and death rates associated with
tuberculosis, incidence of malaria and other major diseases malaria :
and heart Prevalence and death rates associated with
disease tuberculosis
Proportion of tuberculosis cases cured under |
directly observed treatment, short-course
(DOTS)
MDG + | Reduce malaria incidence in 30 border Malaria incidence in 30 border provinces
provinces to less than 1.4 per 1,000 by 2006 Prevalence and death rates associated with
heart disease
Sustainable MDG | Integrated the principles of sustainable Proportion of land area covered by forest
development development into country policies and Ratio of area protected to maintain biological
programmes and reverse the losses of diversity to surface area
environmental resources Energy use per B1,000 of GDP
Carbon dioxide emission and consumption of
ozone-depleting CFCs
Proportion of population using solid fuel (i.e.,
fuel wood and charcoal)
MDG + | Increase the share of renewable energy to 8 Mangrove forest area
percent of the commercial primary energy by Share of renewable energy in commercial
2011 primary energy
Proportion of major rivers that do not meet
Increase the share of municipal waste recycled DQ, BOD, and TCB standard
to 30 percent by 2006 Proportion of municipal waste recycied
Safe MDG | Halve by 2015 the proportion of people without Proportion of urban and rural population with
drinking sustainable access to safe drinking water and sustainable access to an improved water
water and basic sanitation source
sanitation Proportion of urban and rural population with
access to improved sanitation
Secure MDG | By 2020 to have achieved a significant Proportion of household with access to secure
tenure improvement in the lives of at least 100 million tenure (owned, leased or rented)

slum dwellers (globally}

AIDS = acquired immunodeficiency syndrome; BOD = biochemical oxygen demand; CFCs = chlorofluro-carbons; DO = dissolved
oxygen; DOTS = directly observed treatment short course; GDP = gross domestic product; HIV = human immunodeficiency virus; IMR =
infant mortality rate; MMR = matemal mortality rate; TCB = total coliform bacteria; USMR = under-5 mortality rate.

Source: National Economic and Social Development Board and United Nations Country Team. Thaifand Millennium Development Goals

Report 2004. Bangkok.
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RECENT ECONOMIC TRENDS AND MEDIUM-TERM OUTLOOK

(2007-2009)
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1. After a sharp drop in real gross domestic product (GDP) in 1998, the Thai economy
recovered rapidly after the Asian financial crisis, until a world recession reduced growth to about
2% in 2002. During 2003-2004, GDP growth accelerated to an average of 6.5% (Table A8.1).
The economic impact of the tsunami in December 2004, a severe drought during the first half of
2005, and a sharp increase in oil prices led to a drop in the growth rate fo 4.5% in 2005. GDP

growth in 2006 remained subdued at 5%, still well below Thailand's potential.

Table A6.1: Country Economic Indicators

(2002-20086)

Fiscal Year
Item 2002 2003 2004 2005 2006
A. Income and Growth
1. GDP Per Capita ($'000) 20 22 25 27 39
2. GDP Growth (% growth y-0-y) 5.3 7.0 6.2 4.5 5.0
a. Agriculture 1.0 11.0 (4.8) (2.4) 4.4
b. Industry 6.9 9.8 8.0 57 59
c. Services 4.8 34 6.9 4.6 42
B. Saving and Investment (% of GDP)
1. Gross Domestic Saving 317 321 321 31.3 32.3
2. Gross Domestic Investment 23.9 24.9 27.1 31.6 279
a. Public Investment 69 8.5 6.8 7.2 6.8
b. Private Investment 12.5 17.5 19.9 21.0 19.8
C. Money and Inflation
1. Inflation (%) 0.6 1.8 2.8 4.5 46
2. M2 (% growth y-0-y) 286 49 5.4 9.4 6.0
D. Government Finance (% of GDP)
1. Revenue 15.8 16.6 176 18.1 17.2
2. Expenditure and Onlending 18.2 16.2 17.3 18.0 17.9
3. Overall Budget Balance (2.2) 0.6 03 {0.4) (0.5)
4. Public Debt/GDP 57.16 54.04 49.41 47.54 41.20
E. Balance of Payments
1. Merchandise Trade Balance (% of GDP) 01 28 0.9 (4.9) 1.0
2. Current Account Balance (% of GDP) 55 5.6 4.3 (2.1) 1.6
3. Merchandise Export Growth 4.8 18.2 21.6 15.0 17.4
4. Merchandise Import Growth 48 17.4 257 26.0 7.0
5. Debt Service Ratio® 19.6 16.0 85 10.0 8.0
8. Gross Official Reserves ($ billion) 38.9 421 49.8 521 67.0
F. Memorandum items
1. GDP (current prices, B billion) 5,450.6 5,928.9 6,503.4 7,103.0 7,813.0
2. Exchange Rate (B/$) 43.0 41.5 40.3 40.0 37.9
3. Population (million) 63.5 64.0 65.1 65.0 65.8

( ) = negative; B = baht; GDP = gross domestic product; M2 = money supply; y-0-y= year-on-year.

* Debt service payment as % of exports of goods and services.
Sources: ADB. 2007. Asian Development Outlook 2007. Manila, and National Economic and Social Development Board.
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2. With the exception of a short pause in 2001, nearly all major economic indicators in
Thailand improved consistently and significantly after 1999. Fiscal deficits narrowed rapidly and
reverted to small surpluses from 2003 as revenue collection improved and expenditures
remained in check. However, in 2005 and 2006, a small overall budget deficit was recorded.
The ratio of public debt to GDP fell from §7% in 2001 to 41% in 2006. The balance of payments
current account posted healthy surpluses as exports and tourism performed well. External
reserves rose from $35 billion in 1999 to about $67 billion at the end of 2006, while external
debt was approximately $58 billion, down from $110 billion in 1997. Growth was achieved
without high inflation, although the sharp rise in oil prices and the removal of energy price
subsidies led to a moderate acceleration of inflation in 2005 and the first haif of 20086.

3. While rmost economic indicators point to a remarkably resilient economy given the shock
of the financial crisis, one important indicator has remained weak, gross domestic investment.
The investment to GDP ratio, which had reached over 40% before the crisis, fell to about 20% in
1998-1999 before recovering slowly. It was about 30% in 2006. Excess capacity and slow
recovery in the construction industry resulted in subdued private investment until 2004 when it
reached 19.3% of GDP, up from 15.3% in 2001. From 2003 onwards, private construction
started to recover and business investment increased in 2004 and 2005, falling slightlty in 2006.
In real terms, private investment rose by an average of 15% per year over 2003—-2006. Overall
private investment represented only about 20% of GDP in 2005, compared with 32.4% in 1996.

4, More dramatically, public investrment has remained subdued since the crisis. Both public
investment in construction and equipment fell in real terms in 2002 and 2003 before recovering
modestly from 2004 onwards. Public investment expanded in real terms at about 6.5% in 2004.
Only in 2005 did it show more robust growth of 11.9%, largely due to the accelerated completion
of Suvarnabhumi Aijrport and the purchase of aircraft by the national flag carrier. While total
investment flows have been edging up over the past 2 years, the lack of investment in the
earlier part of the decade has impacted the competitiveness of Thailand’'s economy. Economic
growth over the remainder of the decade may be limited unless public and private investments
increase substantially.

5. Baseline economic projections for 2007-2009 indicate that the Thai economy is likely to
expand at an annual rate of between 4% and 5.5% over the period. Growth in 2007 will likely be
at the lower end of the projections because of prevailing political uncertainties (Table A6.2). On
the demand side, while consumption should continue to grow at its trend rate of about 5% per
annum, a significant acceleration in both private and public investment is projected, particularty
from 2008 onwards, with total investment growing annually by 10%-11%. Private investment
will be spurred by a combination of higher capacity utilization, moderate inflation, and stable
interest rates, as well by the stimulus provided by higher public investments. After long delays,
a significant acceleration in public investments, particularly in infrastructure, is expected over
the medium term. Robust investment growth will, to some extent, compensate for the export
sector’s lower contribution to growth as export growth moderates and imports expand. Inflation
should remain in the 2.5%-3% range. The Government budget and the current account balance
of payments are expected to show moderate deficits of 0.2% and 2%—-3% of GDP respectively.
Given Thailand’s strong fiscal situation and comfortabie external reserves position, such deficits
can be accommodated easily.
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epidemics such as avian influenza.

Appendix 6
Table A6.2: Baseline Projection, 2007-2009
ltem 2007 2008 2009
Economic Growth (%)’ 4.0 5.0 5.5
Real Consumption Growth (%)’ 4.0 4.5 4.5
Real Private Consumption 3.8 4.2 4.3
Real Public Consumption 50 7.5 50
Real Investment Growth (%)° 50 8.0 10.0
Real Private Investment 50 8.5 10.0
Real Pubiic Investment 4.0 9.5 9.0
Trade Balance (3 billion) 2.3 1.0 (1.0)
Export Value (%) 7.9 8.9 7.5
Import Value (%) 8.0 10.0 10.0
Current Account ($ billion) 31 {1.8) (2.4)
Percent of GDP 1.3 (0.7} {0.9)
Inflation (%)’ 2.5 25 2.8

¥ Percentages are year on year; ( ) = negative.
Source: Ministry of Finance, Fiscal Policy Office.
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While the baseline medium term outlook is for moderate to high growth and a stable
macroeconomic environment, because of Thailand’s export dependence the economy remains
vuinerable to external shocks, including a downturn in the world economy, oil prices, and
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THAILAND’S MEDIUM-TERM INFRASTRUCTURE INVESTMENT PROGRAM

1. The Government's medium-term infrastructure investment program has its origins in plans to
invest B1.8 trilion in seven key sectors from 2005 to 2009. These initial investment plans were
approved by the Cabinet in mid-2005, and came to be known as the Megaprojects Program. As
indicated in Table A7.1, nearly 25% of the investment budget was earmarked for expanding the rail
mass rapid transit system in Bangkok in order to ease traffic congestion, improve logistics, lower fuel
consumption, and reduce air poliution. The next largest allocation at 19% of the investment budget was
for transport and highway improvements, followed by housing at 18%, water resources 11%, education
at 6% and public heaith at 5% each, and other sectors the remaining 17%. Table A7.2 illustrates that
financing was expected to come from a variety of sources, including domestic and overseas debt.
allocations from the central budget, asset securitization, and concessions. As noted in Table A7.3, it
has been projected that the Megaprojects Program would boost average annual economic growth by at

least a full percentage point, but the high import content would also push up the annual current account
deficit.

Tabie A7.1: Investment by Sector

Sector B Billion % of Total
Mass transit 4234 24
Transportation 345.6 19
Housing 330.3 18
Water resources 203.1 11
Education 96.3 6
Public health 94.8 5
Other 310.7 17
Total 1,804 100

Source: Ministry of Finance, June 20086,

Tabie A7.2: Financing Sources

Sector B Billion
Budget £697.8
State enterprise income 191.8
Domestic borrowing 479.4
Foreign borrowing 315.9
Other 119.3
Total 1,804.2

Source: Ministry of Finance, June 2006.

Table A7.3: Economic Impact

Item 2005 2006 2007 2008 2009 Five-Year
Average
GDP Growth (%)
Without Investment Program 4.47 4.57 4.61 4.71 5.16 4.76
With Investment Program 4.46 5.55 5.59 5.70 b.75 542
Current Account/GDP (%)
Without Investment Program (2.02) (1.40) (0.20) (0.50) (0.50) (0.46)
With Investment Program {2.10) {1.40) (1.30) {1.90) (2.10) (1.76)
( ) = negative

Source: Ministry of Finance, June 2006.



Appendix7 39

2. Although political transition has delayed implementation of the Megaprojects Program, there is
general consensus that (i) Thailand's infrastructure investment requirements are substantial, (ii) the
targeted sectors should be priorities for new investments, and (iii) private sector participation needs to
be maximized. The Government is carefully reviewing the investment program and preparing an
implementation plan that prioritizes projects based on their financial viability, the scope for private
investment, their strategic contribution to development, and other criteria. This revised investment
program and implementation pltan constitute the Government's medium-term infrastructure investment
program. The Government is also taking steps to address concerns about the transparency of the
Megaprojects Program, its potential impact on the fiscal budget, and a more realistic time frame for
implementation. The Government will continue to refine the scope, scale, and sequencing of priority
infrastructure projects to ensure that the medium-term investment program is financially viable, attracts
private sector participation, enhances Thailand’'s productivity and competitiveness, and lays the
foundation for sustainable economic growth and social development.
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CAPITAL MARKET DEVELOPMENT MASTER PLAN i

1, The Thai capital market grew significantly after the Asian financial crisis of 1997-1998,
largely because of greater sourcing of funds through the bond market. After the crisis, for example,
the Government offered massive assistance to ailing financial institutions by issuing government
bonds for recapitalization through the Financial Institution Development Fund. Some large nonbank
private corporations tapped domestic capital markets because bank credit was iess accessible and
exchange rates fluctuated too much for overseas borrowing.

2. However, many barriers to further development of the Thai capital market remained. The
Thai private companies continued to rely heavily on financing from banks rather than the capital
market. They were unwilling to spread their ownership and minimize their cost of funds by
financing their operations directly through the capital markets. Corporate governance and
transparency issues remained unrescived. The stock market continued to rely heavily on foreign
investors.

3. To address these barriers, the government adopted the Capital Market Development
Master Plan | (2002-2005) which (i) improved governance of listed companies and securities
companies, (ii} increased the number of listed companies as a result of tax incentives, (iii) led to
greater investor education, and (iv) increased investments through mutual funds.

4, Capital market development remains a priority. The capital market is essential for the
further development of the Thai economy as well as for sustaining Thailand’'s competitiveness in
international capital markets. The Capital Market Development Master Pian Il (CMDMP 1) was
drafted towards the end of 2005 and was endorsed by the Government following a public hearing
in February 2006. The CMDMP Il aims to enhance the role of the capital market in raising funds
and in providing an alternative vehicle for savings. The goal of the CMDMP Il is to increase the
size of the equity market to 100% of GDP and to double the size of the bond market by 2010.

5. The CMDMP |l focuses on seven areas: (i) expanding the equity market by increasing the
number of domestic institutional investors so they hold at least 20% of total equity on the
exchange, resulting in an institutional to retail investor ratic of 40:60; (ii) increasing the size of the
bond market by increasing the supply of debt instruments, creating liquidity in the secondary
market, and promoting bond holdings by individual investors through tax incentives so it matches
the size of bank loans; (iii) developing derivative instruments as risk-mitigation tools for market
participants and removing market impediments to the introduction of new financial products;
(iv) strengthening intermediaries by increasing capital requirements so that they can expand lines
of service and liberalizing fee controls before opening the market to competition from foreign
intermediaries; (v) promoting good corporate governance, encouraging mergers and acquisitions of
listed companies, and considering appropriate tax incentives for listed companies; (vi} enhancing
financial literacy and investment knowledge by providing education and training to the public in
every province and every academic institution; and (vii) enhancing the role of regulatory agencies
in developing the market and revising rules and regulations to facilitate capital market
development.

6. An Asian Development Bank review of the CMDMP |l indicates that the plan is
comprehensive and addresses priority measures for further developing the Thai capital market.’

" ADB. 2006. Diagnostic Report on the Capital Market Development Master Plan I, Bangkok.
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However, the review identified four areas that require specific emphasis in implementing CMDMP
Il.

(i) Equity market. Proposed CMDMP |l measures to expand the equity market focus
heavily on increasing supply in the market through tax incentives; however, attention
also needs to be paid to improving existing tax incentives. The only demand side
measure “to create a compulsory pension system” should be given top priority to
ensure that demand increases commensurate with supply.

(i) Debt market. The key to further development of the debt market is liquidity. In
creating liquidity, two important measures addressed in the CMDMP Il are
increasing the supply of debt instruments and encouraging more participation by
retail investors through tax incentives. However, one of the most crucial contributors
to the development of the debt market is a regular and sizable supply of government
bonds in the primary market.

(i) Risk mitigation instruments. CMDMP |l measures emphasize public education on
derivatives and risk management. However, it is equally important to regulate and
monitor the use and trading of these instruments properly.

(iv) Intermediaries. Rules and regulations for securities companies should be
consistent with international standards and compatible with those governing other
market players such as commercial banks and insurance companies.

7. The design of the Asian Development Bank's technical assistance to support the
implementation of CMDMP |l has taken these observations into consideration. It includes analytical
and advisory services in four areas: (i) regulatory structure, (ii) bond market and securitization,
(iii) taxation, and (iv) derivatives.

? ADB. 2006. Technical Assistance fo the Kingdom of Thailand for Supporting the Implementation of the Capital Market
Development Master Plan. Manila.
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THE ASIAN DEVELOPMENT BANK'S NEW FINANCIAL INSTRUMENTS
AND MODALITIES UNDER THE INNOVATION AND EFFICIENCY INITIATIVE
AND THE CREDIT ENHANCEMENT POLICY

1. Under the innovation and efficiency initiative (IEl), the Asian Development Bank (ADB) has
introduced a number of pilot financial instruments and modalities to provide middle-income
countries (MICs) with innovative and flexible ways of financing and structuring complex
development projects.” ADB’s credit enhancement instruments, such as guarantees, also serve to
attract cofinancing from official and commercial sources for transactions with high perceived
country or credit risks.?

2. Local Currency Loans. ADB can now offer loans denominated in domestic currencies.
This helps borrowers mitigate the potential mismatch between borrowing in hard currency and
having income streams in the domestic currency. This product can be particularly attractive to
state-owned enterprises and local governments, as well as to public services, utilities, and
infrastructure projects that are subject to tight tariff regimes.

3 Nonsovereign Public Sector Financing. This pilot facility can provide debt finance (loans
and guarantees) directly to selected subsovereign, quasi-sovereign, and other nonsovereign public
sector entities, including state-owned enterprises and municipalities, on a nonrecourse or limited
recourse basis {i.e., without need of a sovereign guarantee).

4. Political Risk Guarantees. ADB's political risk guarantee is primarily designed to facilitate
private sector participation and investment. It covers payment of all or part of a project's debt
service against specific political or sovereign risks, including currency inconvertibility and/or non-
transfer; confiscation, expropriation, nationalization, or deprivation of project assets; political
viclence, such as strikes or civil disturbances; and breaches of contract such as nondelivery by
state-owned entities of inputs or nonpayment for outputs.

5. Partial Credit Guarantees. Because of perceived country and commercial risks, lenders
may not be willing to provide an uncovered loan with sufficiently attractive terms to make a project
financially viable. ADB provides comprehensive coverage for all commercial and political risks for a
specified portion of the borrowing, usually debt service during the later maturities. This, in turn, can
extend the financing tenor to match project cash flows. Such guarantees are also a way of
improving the risk profile of capital market issues.

6. Financing Syndications. ADB is piloting new forms of cofinancing through active financial
syndications and risk sharing with commercial financing partners in both public and private sectors.
These could include a “sell-down” of nonsovereign exposure by ADB, as well as reinsurance and
counterguarantee arrangements with nonsovereign third parties. ADB will front for a number of
parties to arrange financing at better terms, or to encourage additional financing parties for ADB-
supported projects.

7. Compiementary Financing Scheme (“B” Loans). Under this scheme, a form of financing
syndication is used to facilitate commercial cofinancing for ADB-assisted projects. ADB acts as the
lender of record for complementary financing scheme loans that are pre-arranged with commercial

' ADB. 2005. Pilot Financing Instruments and Modalities. Manila; and ADB. 2005. Introducing the Local Currency Loan
Product. Manila.
2 ADB. 2006. Review of ADB's Credit Enhancement Operations. Manila.
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lenders. The complementary financing scheme loans receive the benefit of ADB’s preferential
status and certain immunities and privileges, including (i) exemptions from any restrictions on
currency conversion and on the remittance of interest and repatriation of principal; (ii) exemption
from withholding tax; (iii} reduced likelihood of rescheduling in the event of an external debt crisis in
the country concerned; and (iv) benefits from linking the complementary loan with ADB’s direct
loan through an opticnal cross-default clause.

8. Refinancing Facility. This facility is designed to restructure or expand projects involving
public or private sector assets, or assets under public—private partnerships, that have encountered
difficulties during their commercial phase. Since these projects may be technically, economically,
and socially viable despite these difficulties, ADB can heip in restructuring their financing plans and
provide refinancing support when there would be high and demonstrable development impacts.

9. Multitranche Financing Facility. This pilot financing facility targets (i) discrete, sequential
components of large stand-alone projects; (i) slices (or tranches) of sector investment programs
over a longer time frame; (i) financial intermediary credit lines; and (iv) guarantees. By
incorporating features of sector and cluster loans, the facility is akin to a stand-by letter of credit
and unused balances are not registered as contingent liabilities. Multitranche financing facilities are
structured to provide several loans and the opportunity to “finance as you go” results in
commitment fees being applied on committed amounts rather than on the amount available under
the facility.
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THAILAND’S ROLE AND PARTICIPATION
IN THE GREATER MEKONG SUBREGION PROGRAM

A. Thailand’s Participation in the Greater Mekong Subregion Cooperation

1. Thailand has been an active participant in the Greater Mekong Subregion (GMS) Program
since the GMS began in 1992 and has participated in many Asian Development Bank (ADB)-
financed regional technical assistance (RETA) projects under the GMS Program. It has also been
a major provider of financial and technical assistance to neighboring GMS countries for priority
subregional projects.

2. As of 30 September 2006, ADB had provided a total of 129 technical assistance projects
with funding amounting to $69 million for project preparation and studies on various areas of GMS
cooperation. Thailand has been involved in approximately 100 of these projects, for which ADB
has provided some $55 million.

B. Thailand’s Role in the Greater Mekong Subregion Regional Cooperation Strategy and
Program

3. Thailand plays a crucial role in realizing the four major areas of the GMS Regional
Cooperation Strategy and Program (RCSP)": (i) strengthening connectivity and facilitating cross-
border movement and tourism; (ii) integrating national markets to promote economic efficiency and
private sector development; (iii) addressing health and other social, economic, and capacity-
building issues associated with subregional links; and (iv) managing the environment and shared
natural resources, especially of the watershed systems of the Mekong River.

4. In terms of transport connectivity, Thailand has financed portions of such important
corridors as (i) Chiang Rai-Kunming via the Lao People’'s Democratic Republic {Lao PDR) Road
Improvement Project (Kunming—Bangkok Road), which provides the international north-south road
connection between and among Yunnan Province of the People’s Republic of China, Lao PDR,
and Thailand, with an approximate length of 1,250 km; (ii) Thailand—Lao PDR-Viet Nam East-
West Transport Corridor, which has improved cross-border trade along the route; and (iii) the
Southern Econcmic Corridor, where Thailand has been helping Cambeodia to upgrade some key
road connections.

5. In terms of energy connectivity, Thailand is one of the signatories of the Intergovernmental
Agreement on Regional Power Trade (IGA) signed in November 2002. It participated in the study
to formulate the Regional Power Trade Operating Agreement (PTOA), and is one of the signatories
to the memorandum of understanding (MOU) to Initiate Stage 1 of Regional Power Trade (signed
during the Second GMS Summit). Thailand contributed to the study on the GMS indicative master
plan on power interconnections completed in 2002. It is an active member of the Regional Power
Trade Coordination Committee (RPTCC) created under the IGA to advance the progress of GMS
power trading arrangements. The RPTCC is now developing best practices for power purchase
agreements, setting up the GMS power database and website, and the updating of the GM3 power
master plan, for which Thailand is the coordinator. Thailand is also working with the People’s
Republic of China and the Lao PDR in preparing the proposed a 500 kV GMS power transmission
line to enable power exports from Yunnan to Thailand by 2013.

' ADB. 2004. The GMS Beyond Borders: Regional Cooperation Strategy and Program 2004—2008. Manila.
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6. In terms of telecommunications connectivity, Thailand is a signatory of the MOU on the
Planning and Construction of the GMS Information Superhighway Network (ISN) signed in July
2005. It participates in the implementation group and steering group activities created under this
MOU to pursue ISN development. Thailand is now chair of the steering group of representatives
of telecommunications ministries, which is now overseeing the ISN development plan and
financing for priority sections. Thailand is also helping to further develop the information and
communications technology for rural applications in the GMS region, and is supporting efforts to
build the telecommunications operations capacity of other GMS members.

7. In addressing the health and other social issues associated with subregional links, as well
as in managing the subregion’s shared resources, Thailand has been actively engaged in RETA
projects involving (i) health and education needs of ethnic minorities; (ii) prevention and control of
HIV/IAIDS, especially among mobile populations; (iii) drug eradication; and (iv) development of the
strategic environment framework (SEF) and environmental performance indicators and
assessment systems, including capacity building for promoting sustainable development.

8. Thailand is expected to continue its full support for and participation in the GMS core
environment program (CEP), endorsed at the Second GMS Summit, which involves a coordinated
approach to protecting shared resources and ensuring sustainable economic development. ADB is
administering the RETA with contributions from the governments of the Netherlands and Sweden,
and other development partners to enhance the capacity for strategic environmental assessments,
knowledge sharing and financial mobilization for sound environmental management, and to
mitigate any adverse environmental effects of economic corridor development. Also under the
CEP, a GMS biodiversity conservation corridor initiative is under way to protect high-value
terrestrial biodiversity ecosystems in economic corridors. The environment operations center,
located in Bangkok, was launched in April 2006 to serve as the secretariat for the working group on
the environment secretariat and the coordinating center for CEP implementation.
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BUSINESS PLAN FOR COUNTRY OPERATIONS
A. Consistency of the Business Pian with the Country Partnership Strategy

1. The business plan is consistent with the strategic areas of partnership under the country
partnership strategy (CPS) at national and regional levels. The monitoring, measurement, and
reporting of implementation progress under the business plan will be guided by the outcomes and
indicators defined in the CPS results framework (Appendix 12). The Government and the Asian
Development Bank (ADB) will prepare annual updates to indicate any changes to the operational
program and to incorporate new activities and initiatives. When updating the business plan in
2008, ADB will reconfirm the core strategic areas of the CPS with the newly-elected Government.

B. Indicative Lending and Nonlending Programs
1. Lending Program
2. ADB’s Thailand Resident Mission and the Government are engaged in discussions about

the potential scope of ADB public sector lending operations in Thailand, particularly in relation to
the financing needs associated with the medium-term infrastructure investment program. However,
ADB currently has no firm planned lending operations in Thailand. Nevertheless, details of the
Government's infrastructure investment program are being finalized and ADB is providing
analvtical and advisory support for the identification and structuring of projects in the rail mass
rapid transit (MRT) sector. While Thailand can mobilize financing for infrastructure through
domestic and international capital markets, ADB is prepared to provide long-term financing should
the Government seek to diversity its sources of funding.”

3. Opportunities for private sector lending cperations are also being pursued and there are a
number of financing proposals under consideration. In coordination with ADB’s Private Sector
Operations Department, Resident Mission staff are exploring possible ADB participation in
transactions involving (i} the securitization of housing mortgage portfolios, {ii} financing bulk water
supply systems, {iii) mobilizing private investments in the power sector, and (iv} structuring public—
private partnerships via concessions for operating new MRT lines.

2. Nonlending Program

4. Active nonlending operations under the CPS are summarized in Table A11.1. The five
technical assistance (TA) projects and two staff consultancies involve ADB financing of $2.48
million. In the strategic area of infrastructure development, the principal focus is on providing
project preparation support and investment advisory services for structuring public—private
partnerships to finance, construct and operate new rail MRT lines. TA for capital market
development is anchored on analytical and advisory services for implementing key elements of the
Capital Market Development Master Plan Il, including support for asset-backed securitization and
the creation of a mandatory accumulation system as part of a proposed national provident fund.
Active nonlending activities in support of sustainable development include TA on applying
economic instruments to control pollution and a review of Thailand’s social and environmental

' Under ADB's Innovation and Efficiency Initiative, a new policy was introduced which permits country cost ceilings (i.e.,

the maximum share of project cost ADB will finance) to be redefined. The current ADB financing limit for Thailand is a
maximum of 65% of total project costs, and it is not deemed necessary at this time to propose that this ceiling be
adjusted. ADB. 2005. Cost-Sharing and Eligibility of Expenditures for ADB Financing: A New Approach. Manila.
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safeguard policies. At the regional level, ADB and its development partners (the French
Development Agency, Japan Bank for international Cooperation, and the World Bank) are
providing training and TA to strengthen the capacity of the Neighboring Countries Economic
Development Cooperation Agency so it can assume a greater role in financing development
projects in neighboring countries.

5. Planned nonlending operations for processing in 2007 are shown in Table A11.2. ADB
financing for the five TA projects to be processed in 2007 will total $1.29 miliion. The two TA
projects for infrastructure development will build on the ongoing analytical and advisory support
that is addressing technical, financial, and institutional issues in the rail MRT sector; one is
designed to enable ADB to respond to potential financing requests by the Government. Under
capital market development, ADB is prepared to support the Government’s efforts to implement a
national provident fund and mandatory savings system; this initiative will heip to increase demand
for long-term bonds, corporate equities, and new financial products. In the area of environmentally
sustainable development, ADB will provide capacity-building support for Thailand to pursue energy
efficiency initiatives and prepare an integrated water resource management plan for the Yom river
basin.

C. Summary of Changes to Lending and Nonlending Programs

6. As the first business plan under the CPS, there are no changes to report on the lending and
nonlending programs.

D. Indicative Internal Resource Requirements

7. Key activities for 2007 will include (i) implementing the CPS, (ii) managing ongoing TA
projects, (i) processing planned nonlending activities, and (iv) possibly responding to financing
requests involving public and private sector projects. Timely delivery of the nonlending operations
program under the CPS is expected to require approximately 5.0 person-years of input through
calendar year 2007, comprising 3.5 person-years from Resident Mission professional and nationai
officer staff as well as 1.5 person-years of professional staff input from headquarters. These
estimates include plans for redepioyment of an infrastructure development specialist from
headquarters in 2007, 15%—30% of whose time would be devoted to the Thai program, with the
balance used to support infrastructure projects under the GMS Program. Additionally, 1.0 person-
year of input is required from ADB's Private Sector Operations Department to pursue private sector
initiatives in Thailand.

E. Results Based Monitoring

8. The results framework (Appendix 12) serves as the principal management tool for CPS
implementation. Annual business plan updates will also indicate whether there are any

adjustments to the results framework as a result of changes to the operational program in
Thailand.



Table A11.1: Active Nonlending Products and Services
(as of 1 January 2007)

Sources of Funding

8y

ADB Others
Sector Responsible Assistance Amount Amount Total
Assistance Name Division Type Source {$'000) Source (3'000) ($'000)
A. Infrastructure Development
1. Leveraging Thailand's Investments in Urban TRM SC SERD 25.00 0.00 25.00

Mass Transit Systems to Strengthen
Industrial Development

2. infrastructure Investment Advisory TRM ADTA TASF 450.00 0.00 450.00
Assistance - Phase |l

B. Capital Market Development

1. Supporting the Implementation of the SEGF ADTA TASF 750.00 0.00 750.00
Capital Market Development Master Plan
2. Commercial Financing for Local PSOD ADTA TASF 670.00 0.00 670.00

Government Units

C. Environmentally Sustainable

Development

1. Capacity Building for Pollution Taxation and SEAE ADTA TASF 22500 0.60 225.00
Resource Mobilization for Environment and
Natural Resources Sectors - Phase |l

2. Environmental and Sociat Safeguard Policy TRM SC SERD 10.00 wB TBD 10.00
Review

D. Subregional Cooperation and Regional
Economic Integration
1. Capacity Building for the Neighboring TRM ADTA TASF 200.00 JBIC 150.00 350.00
Countries Economic Development
Cooperation Agency
Total 2,330.00 150.00 2,480.00

ADB = Asian Development Bank; ADTA = advisory technical assistance; JBIC = Japan Bank for International Cooperation; PSOD = Private Seclor Operations
Department; SC = staff consultancy; SEAE = Southeast Asia Agricuiture, Environment, and Natural Resources Division; SERD = Southeast Asia Regional
Department; SEGF = Southeast Asia Department Governance, Finance, and Trade Division; TASF = Technical Assistance Special Fund: TRM = Thailand
Resident Mission; WB = World Bank.

Source: Asian Development Bank estimates.
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Table A11.2: Pipeline of Noniending Products and Services for 2007

Sources of Funding

ADB Others
Sector Responsible  Assistance Amount Amount Total
Assistance Name Divisian Type Source ($'000) Source  ($'000) (§'000)
A. Infrastructure Development
1. Support for Urban Development Planning and TRM ADTA TASF 300.00 0.00 300.00
Investment
2. Infrastructure Investment Advisory Assistance TRM PPTA JSF 490.00 0.00 490.00
- Phase Il
B. Capital Market Development
1. Pension System Design - Phase || SEGF ADTA TASF 300.00 0.00 300.00
C. Environmentally Sustainable Development
1. Capacity Development Support for Energy TRM ADTA REACH 150.00 0.00 150.00
Efficiency Initiatives
2 Integrated Water Resource Management SEAE ADTA WFP 50.00 0.00 50.00
Pilot Demonstration Activity
Total 1,290.00 0.00 1,290.00

ADB = Asian Development Bank; ADTA = advisory technical assistance; JSF = Japan Special Fund; REACH = Renewable Energy, Energy Efficiency, and
Climate Change Program; SEAE = Southeast Asia Department Agriculture, Environment and Natural Resources Division, SEGF = Southeast Asia Department
Governance, Finance, and Trade Division; SEID = Southeast Asia Department Infrastructure Division; TASF = Technical Assistance Special Fund; TRM =
Thailand Resident Mission; WFP = Water Financing Program.

Source: Asian Development Bank estimates.
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COUNTRY PARTNERSHIP STRATEGY RESULTS FRAMEWORK (2007-2011)

Government's Medium-Term Development Agenda

ADB Strategic Focus

Strategic Davelopment
Goals (Selected)

Key
Constraints

Intermediate Qutcomes

Intermediate Indicators

ADB and Development
Partner(s) Interventions
to Support Qutcomes

Assumptions and Risks

A Development Partnership at the Nationai Level

« Foundation for
sustainable economic
growth strengthened
through infrastructure
developmenit.

« Inadequate investment
in physical and social
infrastructure limits
Thailand’s productivity
and attractiveness for
domestic and foreign
investments.

Insufficient expertise and
institutional capacity to
structure complex, large-
scale infrastructure
projects, especiaily
those involving PPPs.

Lack of legal provisions
and regulatory
guidelines for structuring
PPPs to increase private
sector participation in
financing, developing,
and operating
infrastructure projects.

Thailand's compaetitive-
ness within the glabal
economy enhanced and
sustained.

Specialized unil with
institutional capacity to
structure PPPs
established.

taws and reguiations
reguired for structuring
PPPs revised and/or
enacted.

in the MRT sector:

« PPPs for the
development and O&M of
5 pricrity MRT lines
structured.

+ Procurement and
safeguard systems and
procedures meeting
international standards of
best practice applied.

« 5 new priority MRT tines
constructed and
operaticnal.

» Thailand's ranking on the
WEF’s growth compete-
tiveness index (35" in
2006) and on the IID’s
world competitiveness
index (32™ in 2006)
improved.

New unit in MOF
respensible structuring
PPPs created and staffed.

»

1982 Act on Private
Participation in State
Undertakings revised or
replaced by a new legal
and regulatory framework.

In the MRT sector:

« 5 MRT lines totaling 82
km developed as PPPs;
transparent and effective
procedures for
procurement and social
safeguards applied.

« Use of MRT system
increases from 650,000
trips/day in 2008 to more
than 1.5 million in 2011.

in the MRT sector;

« TA and capacity
building for project
preparation to structure
projects that attract
private sector
participation.

»

Application of
innovative financing
instruments to lower
financing costs,
mitigate risks and
attract private
investment.

Advisory and capacity
building assistance on
creating the legal,
regulatory and
institutional framework
te support PPPs.

» Advisory assistance for
strengthening public
procurement
guidelines and
procedures as well as
social and
environmental
safeguard systems.

Risks

Implementation of
Government's medium-
term infrastructure
investment program is
delayed.

In the MRT sector:

« |nstitutional capacity,
laws, and regulaticns
inadequate for
structuring PPPs.

Project viability and
sustainability not
oplimized across
economic, financial,
and technolagical
criteria.

improper procurement
procedures result in
allegations of
corruption; inadequate
social and environ-
mental safeguards
result in unmitigated
impacts.

Assumption

ADB's knowledge and
financial products add
value and are competitive
with others in the market.

0s
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Government’s Medium-Term Development Agenda

ADB Strategic Focus

Strategic Development
Goals (Selected)

Key
Constraints

Intermediate Outcomes

Intermediate Indicators

ADB and Development
Partner(s) interventions
to Support Qutcomes

Assumptions and Risks

+ Size, depth, and
liquidity of Thailand's
capital market
increased.

« Thailand's bank-based
financial intermediation
system limits sources of
financing (especially
long-term), impedes the
introduction of new
financial instruments,
and inhibits alternative
channels for domestic
savings and private
investment.

+ More conducive regulalory
and institutional framework
for higher levels of
domestic and foreign
investments in the capitai
market crealed.

Number of listings, market
capitalization value, and
daily tumover value on the
SET increase.

The share of the domestic
capital market to bank
financing expands.

The public and private
sectors increasingly draw
on the domestic capital
market as source of
financing; new financial
products and methods,
including securitization,
are introduced.

The domestic capital
market increasingty
becomes a destination for
long-term savings,
especially among pension
and provident funds.

»

.

Companies listed on the
SET increase from 468 in
2005, market capitalization
grows from B5.1 trillion,
and daily turnover
increases from B16.1
triltion.

Equity market equals size
of GDP by 2011.

Bond market matches
volume of bank lending by
2011.

Secondary market grows,
with increased volume of
securitized transactions.

Derivatives market
expands with introduction
of new hedging
instruments.

Tax policies revised to
ensure greater
consistency across
financial products.

Consistency,
transparency, and
communication across
financial regulators
improve.

» Advisory TA on policy
and institutional issues
for balancing financial
regulation and
enhancing market
stability is implemented
with the following
outputs:

« Policy measures
introduced to
deepen the bond
and equity markets,
including pension
reforms;

« Asymmetries and
distartions across
financial assets
reduced through
rationalized tax
structure; and

+« Means established
to expand the
derivatives market
maintain adequate
ronitoring and
surveillance
syslems.

« Opportunities for ADB
loans, guarantees,
and/or equity
investments pursued to
finance infrastructure
thru the bond market
and to pilot securitized
transaclions.

Risks

« Implementation of the
Capital Market
Development Master
Plan li is delayed.

Incentives introduced to
increase company
listings on the SET are
inadequate.

Lack of sufficient high-
quality commercial
paper to expand the
corporate bond market.

Absence of new long-
term debt instruments
and an insufficient
demand from
institutional investors,
especially for pension
and provident funds,
constrains long-term
financing in the capital
market.

Assumptions

« Reforms deepen the
bond and equity
markets, introduce new
financial products,
rationalize the tax
structure, and improve
the regulatory
framework are prepared
and implemented.

Z1 xipusddy
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Government's Medium-Term Development Agenda

ADB Strategic Focus

Strategic Development
Goals (Selected)

Key
Constraints

Intermediate Outcomes

Intermediate Indicators

ADB and Development

Partner(s) Interventions to

Support Qutcomes

Assumptions and
Risks

+ Environmental
management and
energy efficiency
improvements contribute
to sustainabie
deveiopment.

Current command-and-
control approaches for
reducing pollution are
ineffective, costly to
administer, and do not
encourage innovative and
suslainable sotutions.

Urbanization and
inctustrialization require
more integrated
approaches for managing
and conserving water
resources.

inefficient use of energy
raises cost, increases
anergy imporis, reduces
productivity, and negatively
affects the environment.

Increased greenhouse gas
emissions negatively
impact human health, the
environment, and the
ability to sustain balanced
growth in the future.

= A poliution taxation act
is enacted for the
application and
enforcement of market-
based instruments to
control pollution.

IWRM practices are
introduced and
replicated in river basins
across the couniry.

Innovative and cost-
effective technologies
are adopted for
improving energy
efficiency.

Clean energy projects
are prepared and
financed under the
CDM.

L.egal principles, revenue
management guidelines,
monitoring requirements,
and implementation
arrangements defined.

Piot demonstration of

IWRM and flood control
management conducted
for the Yom River basin.

Strategies, action plans,
and investment proposals
for energy efficiency
projects prepared.

Pre-feasibility studies and
CDM documentation
prepared for projects
eligible for carbon credits.

TA and capacity building
support to strengthen
legal, regulatory, and
institutional mechanisms
for pollution taxation and
resource mobilization.

Knowledge sharing and
advisory support for
preparing an WRM
roadmap and flood control
management plan for the
Yom River basin.

Analytical and advisory
support through EEl to
prepare energy efficiency
projects.

Technical support,
financing, and marketing
cf carbon credits for clean
energy projects under
CML

Assumptions

« Government's
commitment to
introduce and
enforce market-
based instruments
for poilution control is
sustained.

IWRM programs
receive the
necessary technical,
institutional,
financial, and
community support
far effective and
sustainable
implementation.

Risks

« Incentives for
pursuing energy
efficient projects are
sufficient to justify
up-front investrent
costs and expenses
associated with
O&M.

Market prices for
carbon credits under
the CDM provide
sufficient incentive to
invest in clean
energy projects
rather than adopt
traditional energy
technologies.

[AS]
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Government’s Medium-Term Development Agenda

ADB Strategic Focus

Strategic Development
Goals (Selected)

Key
Constraints

Intermediate Qutcomes

Intermediate Indicators

ADB and Development
Partner(s} Interventions
to Support Outcomes

Assumptions and Risks

B. Development Partnership at the Regional Level

« Thailand's role, capacity
and effectiveness as a
regional development
partner enhanced,

Institutional capacity to
conduct thorough due
diligence required to
evaluate, prepare and
finance cross-border
infrastructure projects
inadequate.

Institutional factors,
disparate customs
procedures, and
inadequate logistical
systems and facilities
constrain subregional
trade.

Risks concerning political,
legal, regulatory, and
institutional uncertainties
impede private
investments in subregional
projects.

Policy makers’
understanding of the
complex legal, regulatory
and financial issues for
developing domestic and
regional bond markets is
insufficient.

« NEDA/'s institutional
capacity for preparing,
financing, and
implementing
infrastructure projects in
neighboring countries is
strengthened.

« Subregional trade and
investment increase as
physical, non-physical,
and institutional
constraints removed.

» Key risk factors
assoctated with private
investments in
subregional projects are
mitigated.

= Greater technical
knowledge and capacity
gained by policy makers
across the region for
developing domestic and
regional bond markets.

« NEDA provides paraliel
cofinancing for at least
three infrastructure
projects included in the
GMS and ACMECS
programs.

Annexes and protocols to
the GMS CBTA are
ratified by Thailand and
neighboring countries.

Clearance times at border
checkpaints in the GMS
are reduced

An integrated approach to
improve physical
connectivity and logistics
under BIMSTEC is
adopted.

At least 2 projects
financed by the EXIM
Bank apply ADB’s credit
enhancement
mechanisms.

Regional financial
integration training
program is developed.

« ADB and JBIC jointly
provide TA and capacity
building assistance to
NEDA for identifying,
appraising, financing and
implementing viable
development projects in
the GMS.

Analytical, advisory and
capacity building support
to promote increased
subregional trade and
investment.

EXIM Bank and ADB
jointly explore the
potential application of
guarantees for cross-
border investment
proposals.

Knowledge sharing
support to prepare a
training program and
curriculum on regional
financial integration.

Assumptions

« NEDA allocated
sufficient staff and
financial resources
required for structuring,
financing and
implementing projects
that adhere to
acceptable financial,
social and
environmental
standards.

Political will and initiative
sustained to promote
collaborative efforts at
removing existing
constraints to
subregional trade.

Risks associated with
subregional projects in
emerging markets are
mitigated to promote
higher levels of private
investment.

Risks

« Political commitment and
financial resources
secured from Thailand
and other interested
countries to develop a
regional financial
integration training
program.

ACMECS = Ayeyawady-Chao Phraya-Mekong Economic Cooperation Strategy, BIMSTEC = Bay of Bengal Initiative for Multi-Sectoral Technical and Economic Cooperation, CBTA =
Cross-Border Transport Agreement, CDM = Clean Development Mechanism, CMI = Carban Market [nitiative, EE| = Energy Efficiency Initiative, EXIM Bank = Export Import Bank, GDP
= gross domestic product, IID = International Institute for Management Development, IMT-GT = Indonesia-Malaysia-Thailand Growth Triangle, IWRM = integrated water resource
management, MRT = mass rapid transit, NEDA = Neighboring Countries Economic Development Cooperation Agency, O&M = operation and maintenance, PPP = public-private
partnership, SET = Stock Exchange of Thailand, TA = technical assistance, WEF = World Economic Forum.
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