
Southeast Asian Journal of Economics 2(2), December 2014: 1-31

The Resilience of the Thai Economy:
An Analysis on Output Losses after the 1997 Crisis

Panit Wattanakoon
Faculty of Economics, Thammasat University, 

Bangkok, Thailand 
Corresponding author: panit@econ.tu.ac.th

Abstract

The 1997 crisis, considered as a shock in the business cycle for the 
Thai economy should temporarily have slowdown economic prosperity and 
then once it bounced back, the same long-term trend would be expected, but 
such circumstance have not been observed. Despite the economic recovery 
led by the vigorous contribution of exports, output loss has been realized. 
Various factors in post crisis conditions such as internal and external stabilities, 

 
regression. The results show that the collapse in both investment and total 

 n  
behind these slumps are the fact that both private and public sectors hesitate 

 
  

Thai competitiveness. This paper also utilizes data from 1980 to 2010 annually 
in a series of vector auto regression models creating a spectrum of impulse 

  
factor productivity enhancement are the main drivers to pave the resilient 
paths. Correct strategies have to be carefully implemented to promote capital 
spending of the society as crowding-in effect from infrastructure establish-
-dence, is achievable.
Keywords: Output Loss, Total Factor Productivity, Macroeconomic 
                     Policy
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I. Introduction
Thai economy was successfully liberalized and reformed since 1980s. 

The growth spurt of Thai economy was observed. Many factors contributed  
          

           
  of growth. Culture also played a part determining 

such a rapid progress  
 economic stability was always recogn

ized from 1980 to 1996, as indicate
d by 

 
 were realized. Wage was kept low in the past and resulted in price

 steadiness 
           

 economic and social development plans were drafted and implem
ented.  

 robust macroeconomic management were attributed to the 
Thai economic prosperity before 1997.

         
 economic collapse in her history. Twin crises, banking and currency one
s, were the consequences from speculation and bubble economy (Jitsucho
n,           

     
     

      
      employed in the hard time, result

ing in output losses after the crisis up until now.
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around 4-5 percent each year except for the year 2010 that the economic 

 
8 percent in the 8th

th

that the economic growth would be around 3 percent each year. The question 
arises what factors are contributing to such a decline in the prosperity of Thai 
economy and how Thai economy can make a resilient path back to its good 

section 2 and then investigate what are the causes of the deterioration in the 
prospects of Thai economy in section 3. More resilient paths will also be  

Figure 1:

Source: NESDB
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II. Anatomy of Thai Economic Growth
Many institutions were established to pursue economic progress.  

 
 

         
strategy has been employed for the prosperity of Thai economy up until now. 

  
          

-
economic management. The success of export promotion policy was also  
a key. The prolonged growth in Thailand can be explained by learning  

 
           

 
growth to exports, import growth to economic growth and export growth to 
import growth.

  
the prosperity. Many studies computed total factor productivity to explain 
sources of growth of Thai economy. Table 1 listed chronological total  
factor productivity calculation from various researches. Various estimates  
on productivity growth are conducted with different data set as well as  
methodologies. The different contributions to growth are inevitable.

The computation on total factor productivity suggested that such a 
miracle was achieved by rapid growth in inputs, both increase in labor force 
and accumulation of capital rather than the technological improvement 

-
-

tion to growth was around 7-50 percent of the growth spell. Tinnakorn  
 

the pace of capital accumulation but also resource allocation and degree of 
openness.
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Table 1:

Study  Period TFP 
Growth 

Contribution to 
Growth

1970-1980 1.40 19.70

1970-1985 0.46 7.20

1960-1989 2.40 -

1970-1985 1.90 51.35

1950-1988 1.70 29.30

1970-1990 1.90 27.10

1970-1990 1.60 42.50

1973-1994 2.40 40.40

1979-1996 2.03 38.74

1978-1990 1.20 15.79

1981-1995 1.27 15.64

Source:

-
tion, stabilization, privatization and deregulation were in progress. Too rapid 
process of liberalization may be the causes of the crisis. During that time, Thai 

 
conduct independent monetary policies given pegged exchange rate and  

 

 
crisis. The bubble was eventually pricked. 
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Figure 2:
to 2010

Source:

Note:
1980 to 1996, and are extrapolated linearly thereafter.
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output losses after the 1997 crisis, which is seen by the difference between the 
long-term path, using data from 1980 to 1996 and then extrapolated linearly 

 
the long-term trend even though Thai economy has already bounced back 

 
of growth. 

Consumption, after the crisis, was still lower than the long-term path, 
indicating that households are still not willing to purchase goods and services 

           
 

the same level, gross capital formation is still lower than estimated due to 
many factors, which is persistent and prolonged. Thank to the initiation of 
many populist policies, government consumption has been over the estimated 

 
 

collapse of the Thai economy.

III. Thai Economy after the Crisis: the Vanishing Smiles
  

 
in 1997 catastrophe and since then the main engine of growth for Thai economy 

-
ment was the driving machine for the economy due to its positive correlation 
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Figure 3:

Source:

Note:

that period with 8 periods lagged.

expectation of the economy. Three factors were examined as the explanation 
of slow investment recovery, which are riskier investment environment, 

 

system takes time to be healed and also the rigidities of resource allocation 
 

right policies are introduced in the timely fashion, lower output losses could 
 

implementation, building up the macroeconomic imbalances and more  
economic casualty.
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balance will elaborate how well the government manages the internal stability.

Table 3 shows that out of six variables investigated, only two are statistically 

in alleviating the problem. Decline in investment is also the cause of the loss 

Table 2: Granger Causality Tests

Number of Lag 1 2 3

✗

✗

✗

✗

✗

✓

✓

✗

✗

✓

✗

✗

✓

✓

✓

✗

✗

✓

Note:  
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as the difference between the output growth and the accumulation of inputs. 

overestimate the role played by technology shocks and also presents statistical 
properties that do not match the theoretical characterizations in the real  

For simplicity, this paper will use the convention method to calculate the total 

 et t ta t f= +

,where

e Y
Y

L
L

t
t

t

t

t= -
o o
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K
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L

t
t

t

t

tt = -
o o

, and 1TFP A
A

t t
t
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^ h

 
of world business cycle2. The assembling of inputs was far exceeding the  

technological progress passed and then the economy collapsed, driving down 
 

2
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Table 4 illustrated that pre-crisis total factor productivity, in Thai  
miracle period, was once greater than those of post-crisis years. The economic 
prosperity before 1997 came mostly from capital accumulation as well as a 
rise in labor force. 3.4 percent of total factor productivity in the period 1991 
to 1995 strengthens the argument that after 1997, Thai economy has never 

growth of inputs both capital and labor should rise back to the same level as 

from two digits to more or less 2 percent.

Figure 4:

Source:
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Table 

Growth Labor Force Capital Stock GDP TFP

1981-1985 3.67 7.22 5.45 -1.28

1986-1990 3.58 9.18 10.34 0.37

1991-1995 0.28 11.93 8.62 3.40

1996-2000 0.65 4.14 0.62 -3.86

2001-2005 1.69 2.01 5.14 -0.07

2006-2010 1.35 3.09 3.62 1.06

Source:

 
how much government intervene, how open the economy is and the quality of 

 
government intervention by augmenting the supply of investible resources, 
spreading the risks attached to long-run investment and steering the allocation 

from trade. Foreign exchange generated by exports is very valuable to enable 

at the sectoral level derived from agriculture, but the reallocation of resources 
away from agriculture was a much larger source of aggregate productivity 

 

helps poor people to relax the borrowing constraint on their occupational 
choices, encouraging the poor talented people to become entrepreneurs. 

 

competition in the economy could increase productivity of private companies.
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education, health, infrastructure, imports, institutions, openness, competition, 

the most important determinants contributing to the expansion of productivity. 
 

improved if right policies are designed and implemented. 

The economic landscape has been shaped after the 1997 crisis.  

capital formation tells the story. Figure 6 indicated a decline in both public 

private investment was around 20 to 30 percent and public investment was 

 
not greater than 20 percent while public outlay seems to behave in the same 
fashion.

Figure 5:

Source:
Note:
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Figure 6:

Source:

 

change in the policy regime toward populist schemes might also be the cause. 

direct effect on growth that is in addition to its indirect negative effects via 

rise of the public investment to the Thai economy.

Fiscal sustainability rules pronounced that there should be certain 
limit of debt level government is committed, which is set at 60 percent as of 

be 25 percent so that the return on investment will be enough for the next 

rule number 3. Figure 7 shows that public capital expenditure declined after 
 



16  Southeast Asian Journal of Economics 2(2), December 2014

Figure 7:

Source:

years before, causing a sharp decline in the share of private investment to 

does not get affected by the crisis, indicating the rising trend after the 1997, 
 
 

has been a decline in investment in stock market after 1997 to 2002 before 
starting to rise again and sharply in the year 2004. Foreign loan decreased 

1997.
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Figure 8:

Source:

 
 

Commercial banks in Thailand are still not able to perform well. They become 

credit to private sector reduces and still cannot reach back to the same  

since 1997. Figure 10 suggests that banks are more willing to lend to central 
government whereas loans to private companies show the decreasing trend.
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Figure 9:

Source:

Figure 10:

Source:
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been passed, but it is still a fresh memory that changes the way companies 
conduct their businesses. Corporates tend to use their own money rather than 
loans from external places. Figure 11 shows a decline in debt-to-equity ratio 

 
 

conservative trend is likely to be preserved. Companies have less incentive  
to invest in new ventures, which might be cause of the gradual recovery of 
investment.

Figure 11:

Source: 3

 
 
 

needed for investors.

3
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obvious. More conservative way to conduct the businesses of private companies 

environment is not favorable enough to attract both domestic and foreign  

passed and the recovery from the crisis has been realized, Thai economy can 
perform better if binding constraints from the crisis are carefully deciphered. 
The old engine of growth for Thai economy can still be ignited.

IV. Restoring the Engine of Growth

Thailand has already been out of the 1997 crisis since 2000 with the 
 

collapse of investment is the culprit that has made Thai economy never go 

the damages Thai economy has been through. There are still many means  
for Thailand to pave the way back to the same growth trend. Declines in total 
factor productivity and investment can still be coped with. 

growth. Figure 12 and Figure 13 shows the vintage of responses of macro- 
economic variables especially for investment, total factor productivity and 

 

Y Y I TFP1 11 1 12 1 13 1 1t t t t ta b b b f= + + + +- - -

I Y I TFP2 21 1 22 1 23 1 2t t t t ta b b b f= + + + +- - -

TFP Y I TFP3 31 1 32 1 33 1 1t t t t ta b b b f= + + + +- - -
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productivity. The appropriate time series data is then exploited in the study of 

responses are plotted in the vintage.

tends to fade away with a decline of income after certain periods of time. 

after 1997 tends to react faster to investment as the vintage indicates that the 

-

 
become more attractive. More gross capital formation will be poured into  
the economy. The improvement in total factor productivity will draw more 
investment.

argued that labor capability needs to be promoted via education and social 

a key. Technological advancement is important. Creative innovation should 

free education for all children, the quality of it should still be improved. More 

has already been expanded to informal workers but the procedures are still 
under the process.
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Figure 12:

Source:

Note: Color represents the economic growth after a rise in generalized 1 s.d. 

point in time. Y-axis tells the period of response after the shock hit. The result 
of each spectrum can be read horizontally.
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Figure 13:

Source:

Note: Color represents the growth after a rise in generalized 1 s.d. of invest-

1980 to that point in time. Y-axis tells the period of response after the shock 
hit. The result of each spectrum can be read horizontally.
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There are numerous ways to increase investment. Gross capital  

since 1997. There is a problem in the resource allocation since sources of 
 

required to exploit saving to invest and promote the prosperity of the economy. 

Figure 14:

Source:

 

macroeconomic atmosphere, provision of adequate legal and institutional  
arrangement for the protection of private property and facilitating private  

 

restructuring to create space for new investment, and strengthening risk  
management and reducing uncertainty should be the way out.
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revealed that improvement in infrastructure would crowd in private investment 
and lift potential growth. Figure 15 indicates that Thailand still needs more 
investment in infrastructure. The overall ranking of Thailand is still lower 

be ignored. 

of quality and quantity of publicly provided infrastructure services needs to be 

 
sustainability rules. Furthermore, the complementary between different  
infrastructure and non-infrastructure investment need to be pondered when 
prioritizing public investment. With this, the economic competitiveness of the 

 
invest once all fundamentals are well established. 
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Figure 15:

Source:

V. Concluding Remarks
Thailand has been through many stages of development. Taking off 

        
strong macroeconomic administration were the foundation for the prosperity 
of the economy. Catching up was almost reached but some mistaken policies 
were followed. The collapse of the economy was the consequence. The  
perspective of economic growth, after years passed, has not been the same. 

Total factor productivity has not been achieved its peak like those 
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institutions become more conservative. More secure loans are provided and 
risky credits tend to be avoided. Firms are deleveraging to prevent the threat 

The resilience of Thai economy can be realized. Thai economic  
fundamentals are still robust but the reform is required to be carried out.  

 
 

are now the main driving machine of the economic prosperity, and it will  
perform better if economic and physical infrastructures are augmented.  

 
 
 
 

           
improve infrastructures and raise country competitiveness via both public  

-
           

engine of growth is attainable.
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