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KEY MACROECONOMIC 
DEVELOPMENTS

•  The process of financial deglobalisation has hit 
 emerging markets (EMs) hard, but EM Asia has been 
 more resilient
•  The Euro Area remains cyclically weak, with core 
 European economies unable to pick up the slack left 
 by Germany
•  Thailand has slowed considerably since the Asian 
 crisis, and will require strong investment to stage a 
 sustained recovery

This month, we look at the flip side of the trade war—
at capital flows, especially longer-term foreign direct 
investment—worldwide, but with a special focus on EMs. 
We then return to the Euro Area and ask whether the 
region has bounced back from its doldrums. Finally, we 
look at the Thai economy, which has struggled over the 
past decade, and is the main economy outside of China 
facing a significant coronavirus threat.

GLOBAL: EVEN IN THE MIDST OF 
FINANCIAL DEGLOBALISATION, 
EMERGING ASIA CONTINUES TO 
SHINE

Regular readers of this Outlook will understand that 
international trade and financial flows are intricately 
linked: these constitute flip sides of the balance 
of payments identity, and so trade surpluses must 
necessarily be reflected as financial account deficits (or, 
in more common parlance, capital outflows), and vice 
versa. With so much attention in recent months over 
the trade war and what it has meant for global trade, 
it is easy to forget that forced contractions in net trade 
flows—that is, efforts to shrink current account deficits 
or surpluses—must necessarily result in corresponding 
declines in net financial flows, which could threaten 

capital availability, especially in EMs, which are often the 
recipients of such inflows. Moreover, falls in gross trade 
transactions are also generally accompanied by pullbacks 
in gross capital flows—because financing both leads and 
follows the actual international exchange of goods and 
services—and this does not bode well for the efficient 
allocation of capital around the globe.

The backdrop to this trade-induced slowdown in financial 
flows is the fact that, since the global crisis, the world has 
also seen a gradual process of financial deglobalisation. 
This phenomenon follows the so-called Great Trade 
Collapse of 2009—where global trading flows contract 
by a full 10 percent, relative to a world GDP decline of 1 
percent—and while trading flows did see a bounceback in 
the succeeding years (at least until recently), financial flows 
as a share of output has pretty much stagnated since 2005 
(Fig. A). This is an anomaly only because of how robust 
financial globalisation had been up till then, rising from 250 
percent of GDP to more than 350 percent at its peak.

FIG. A: THE PROCESS OF FINANCIAL 
DEGLOBALISATION BEGAN AFTER THE 2007/08 
FINANCIAL CRISIS, AND IS ONGOING

Source: Thirdrock calculations, from McKinsey Global Institute and 
World Bank.
Notes: Stocks of each financial asset class as shown in the legend, 
with total global share calculated as the sum of each stock divided 
by global GDP. Initial years are not continuous.
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This contraction has been led by a decline in the rate 
of increase of cross-border equity; after peaking at $65 
trillion in 2007, the value of equity holdings worldwide 
only broke through that absolute number in 2014 
(and remains substantially below in terms of shares). 
Another way to see this picture is to examine the flows 
of foreign direct investment (FDI), which is among the 
largest and most stable of cross-border equity flows.

And what do these FDI flows reveal? For starters, it 
is remarkable how much outflows are now originating 
from the developing world. Whereas developed markets 
(DMs), perhaps unsurprisingly, were the standard 
source of such cross-border finance, such flows have 
dipped significantly in recent years, to the extent that 
EMs now account for close to $456 billion in total FDI 
outflows (as of 2018), compared to $558 billion for DMs 
(Fig. B). To grasp the magnitude of this shift, observe 
that as recently as 2007—on the eve of the global 
crisis—DMs were sending out in excess of $1.8 trillion 
to EM’s $324 billion, or more than 5 times the amount.

Traditionally, outflows from EMs have ended up in DMs; 
one can trace this round-robin pattern of EM-to-DM 
flows back to the recycling of petrodollars in the 1970s 
and early 1980s—where high oil prices meant that 
Middle Eastern oil exporters, unable to fully reinvest 
these windfall gains in their own economies, spent them 
on acquisitions in the West—to the so-called revived 
“Bretton Woods II” system that found its heyday in the 
early 1990s—where East Asian Dragon and Tiger 
economies pursued an export-oriented development 
model that necessitated undervalued real exchange 
rates, which in turn resulted in the heavy investment 
of accumulated reserves from forex interventions in 
DM (especially U.S.) government bonds—to China’s 
adoption of the same development model through 
the 2000s, which saw an extended period of global 
imbalances following the country’s entry into the WTO.

In some ways, even though this pattern of “uphill” 
capital flows has puzzled international economists—the 
puzzle is because one expects capital to flow “downhill” 
from economies with lower real returns toward those 
with higher ones—the reality had been that, from a 
typical EM investor’s perspective, diversification out 
of their home market, even in the presence of high 
returns domestically, makes sense from a portfolio 
allocation perspective. And at least up until recently, the 
true risk-adjusted returns (taking into account not only 
macro crash and micro credit risk, but also the sort of 
political-institutional risks pervasive among developing 
countries) have, more often than not, been lower when 
sending capital to other EM economies.

Increasingly, developing-nation investors are identifying 
opportunities elsewhere within the EM space. The 
destination of inflows has shifted decisively since the 
turn of the century, with DMs now accounting for only 
a minority of FDI inflows, of about 43 percent (Fig. 
C). This has been accompanied, unsurprisingly, by 
improvements in not only the institutional (especially 
investment- and business-related) environment 
within EMs, but also by the presence of implicit 
collateral available to cover run risks, stemming 
from a combination of much larger holdings of hard 
currency reserves on central bank balance sheets, 
multilateral currency swap arrangements (such as the 
Chiang Mai Initiative), and improved access to non-
stigmatised credit lines from new bilateral, regional, and 
international financial institutions (such as the Asian 
Infrastructure Investment Bank or New Development 

Source: Thirrock compilation, from UNCTAD FDI/MNE database.
Notes: FDI outflow totals from respective regions exclude those from 
financial centers. EMs include developing and transition economies, 
as defined by UNCTAD.

FIG. B: WHILE DMS HAVE TRADITIONALLY BEEN 
THE SOURCE OF FDI OUTFLOWS, EMS HAVE 
INCREASINGLY TAKEN ON THE MANTLE
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Bank). Furthermore, EM investors have grown in their 
sophistication, as well as understanding of challenging 
investment destinations with which they are potentially 
more familiar.

Looking more carefully at these EM destinations, Asia 
comprises the lion’s share, of 69 percent of all EM 
holdings. To be fair, Asia is a large and diverse region, 
but looking at the comparative shares in 2000—where 
the split was more even between Asia and Latin 
America—versus those in 2018 gives a solid sense of 
how much more important Asian opportunities have 
become. In some ways, this reflects more a relative 
retreat of Latin America (and to a lesser extent, the 
transition economies) as a preferred investment locale; 
after all, even Africa has become increasingly more 
attractive for FDI by 2018. But the dominance of East 
and Southeast Asia in FDI inflows (the subregion 
commands around 84 percent of all inflows) is 
undeniable.

The pattern is not all that different for portfolio flows, 
which have likewise been headed to emerging Asia 
over the past few years. In June 2019, for example, 
the region saw USD 36.2 billion in portfolio inflows, 
out of the USD 47 billion total (77 percent), and even 
in months where outflows dominate (such as August 
that same year), outflows from the region has been 
relatively smaller (44 percent of the total). Overall, EMs 
appear to have decisively recovered from the rush 
for the exits that occurred in 2015, albeit inflows have 
remained more muted last year than during the EM 
mini-boom heydays of 2017 (Fig.D).

Source: Thirdrock compulation, from UNCTAD FDI/MNE database.
Notes: Inflow totals exclude financial centers in the Caribbean.
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FIG. C: THE PATTERN OF INFLOWS HAS SHIFTED 
OVER THE PAST TWO DECADES, WITH ASIA NOW 
THE DOMINANT DESTINATION
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Source: Thirdrock compilation, from IIF portfolio flows tracker.   
Notes: Monthy portfolios flows as compiled from national sources and 
Bloomberg. Total flows (gray line) is the sum of both flows, and net out 
outflows if a flow type is negatve.

FIG. D: WHILE PORTFOLIO FLOWS INTO EMS HAVE 
RECOVERED FROM LOWS IN 2015, THEY REMAIN 
BEHIND HIGHS ACHIEVED IN 2017
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“ Exposures to SE 
Asia remains a small 
sliver of all flows 
and we believe that 
this is a substantial 
underexposure to 
the region. ”
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Perhaps disappointingly for ASEAN investors, 
exposures to Southeast Asia remains a small sliver of 
all flows, of just around 2 percent. We believe that this 
is a substantial underexposure to the region, given its 
economic weight as well as likely growth prospects, 
especially given the demographic tailwinds that we 
expect to persist for a decade or so yet.

International financial flows have been the lifeblood of 
the period of financial globalisation that took off in the 
early 1980s and lasted through till the global crisis of 
2007. Although the almost three-decade-long period 
was marked by a number of major EM crises—the 
Asian crisis of 1997 and its contagion into Russia the 
year after, various Latin American financial crises 
between 1994 (Mexico) and 1999 (Argentina, Brazil), 
along with sporadic crises in disparate EMs like Turkey 
and Uruguay—the cross-border flow of capital has 
been an important source of financing for EMs in their 
development quest. While a number of international 
organizations—the latest being the IMF, no less—
have begun to re-examine (rightly albeit belatedly, in 
our view) the merits of unfettered capital flows, it is 
difficult to argue against the notion that, when properly 
managed, financial flows have the enormous potential 
to do more good than harm.

Among EMs, East Asia seems to have internalised 
the lessons of managing such flows better than most. 
Beyond taking seriously the need to build a valuable 
buffer stock of precautionary reserves, the region 
has also been more circumspect about untrammelled 
advice from Western-dominated international financial 
institutions (and the region has gone ahead to establish 
their own), while maintaining a greater willingness to 
be pragmatic about the deployment of limited capital 
controls, whether explicitly or (more commonly) 
implicitly via real exchange rate management. This 
has positioned the region well, relatively speaking, to 
absorb additional capital inflows in the years to come.

As usual, the devil is in the details, and we would 
caution against excess enthusiasm for financial market 
darlings of the day. The rapidity of inflows in Vietnam 
since the middle of 2019—in an effort to play the 
economy as a substitute for China in the trade war, 
for instance—is becoming an increasing concern, 
especially if these flows end up being directed more 
toward consumption than investment (there is not 
much evidence of that outcome quite yet). In addition, 

FIG. E: IN THE FIRST HALF OF 2019, CHINA 
CAPTURED HALF OF ALL FLOWS, AND WITH EM 
ASIA, MORE MORE THAN A THREE QUARTERS 

Source: Thirdrock calculations, from IIF portfolio flows tracker.
Notes: NE Asia comprises Korea and Taiwan (equity only), SE Asia 
comprises Indonesia, Malaysia, the Philippines, Thailand, and Vietnam 
(equity only), Latin America comprises Brazil, Chile, Colombia, and 
Mexico, EM Europe comprises Bulgaria, Czech Rep, Hungary, Poland, 
Russia, and Ukraine, Mideast comprises Lebanon, Qatar, and Saudi 
Arabia, and other comprises Pakistan, South Africa, and Sri Lanka. 
Values are total portfolio flows for 2019H1, in millions USD.
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The careful observer will notice one distinction between 
the prior inflow episode and this one, however: unlike 
in 2017, when flows were headed overwhelmingly into 
debt, this round has been somewhat more balanced, with 
inflows into equity featuring more prominently (and, in 
certain months, actually significantly dominating). To the 
extent that equity capital reflects a greater confidence in 
the macro growth prospects of the economy in question, 
this bodes well, at least insofar as expectations are 
concerned, for strong EM market performance in the year 
ahead.

China remains the behemoth in this regard, as it is in so 
many matters economic these days. A little more than 
half of all portfolio flows from the first half of 2019 were 
captured by the Middle Kingdom (Fig. E). This could well 
have been the consequence of portfolio rebalancing that 
were simply following the reweighting of Chinese equities 
in MSCI’s EM index—and coterminous behaviour by other 
EM-focused funds, even if they do not explicitly target 
the MSCI—but much of the increase has been seen in 
debt flows as well. Now, whether China can successfully 
absorb this inflow remains an open question, especially 
in light how the economy’s efficiency of capital usage has 
already been on a decline (as we’ve highlighted before in 
a prior Outlook). That China needs such inflows, now that 
its rebalancing program and the Sino-American trade war 
has led to its current account surplus shrinking to around 
1 percent of GDP over the past year or so.
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political risks in a number of EMs could threaten capital 
repatriation; this has been a recent challenge that India 
has brought upon itself.

The trick, as always, requires one to navigate between 
the Charybdis of currently-undervalued opportunities, 
versus the Scylla of deploying capital to markets 
that remain unloved for an extended period of time, 
since the latter is a sure-fire way to see one’s capital 
underperform. Caveat emptor.

What this has meant is that traditional capital-goods 
exporters have suffered the most in this particular 
global manufacturing recession. Foremost among these 
has been Germany, which is not only heavily reliant 
on exports, but whose export prowess is centered 
on manufactured capital goods such as vehicles and 
vehicle parts. Undoubtedly, some of the downturn 
attributable to the car industry is of its own making—
think the diesel emissions scandal that primed much 
of the industry’s slowdown in sales—and, as regular 
readers of this Outlook will surely be aware, we have 
been suggesting that German output was already 
substantially over potential since 2017, suggesting 
some degree of mean reversion was always on the 
cards (for what it’s worth, our latest estimates continue 
to suggest continued slowdown in the economy into 
2020, although the correction is unlike to be as severe 
as last year).

Germany aside, however, the Euro Area’s other 
economies have failed to pick up the slack in 
production activity. Indeed, while the latest industrial 
production (IP) prints point to a tentative bottoming 
of IP growth in Germany, IP changes in France, Italy, 
and Spain have all flagged in recent months (Fig. 
G). It remains to be seen if these other nations can 
overcome the downdraft from the region’s largest 
economy—even stabilisation at current growth rates of 
around zero would be considered an achievement—
but at the moment, it looks as if they do not possess 

EURO AREA: MACRO WOES AND 
EQUITY DOLDRUMS FOR THE DM 
LAGGARD LIKELY TO PERSIST

The global economy appears to be seizing the window 
of opportunity afforded by extensive liquidity easing on 
the part of central banks worldwide, and one economy 
after another has begun to find a foothold after the 
rough waters of 2019. This cyclical recovery has been 
led by EMs, with developed markets DMs being the 
clear laggard. And among the laggards, no region 
has underperformed as much as the Euro Area. GDP 
growth in the world’s second-largest economic region 
came in at 1.3 percent on an annualised basis over the 
first three quarters of 2019 (compared to 1.9 percent 
for 2018), and nowcasts of the final quarter—currently 
clocking in at 1.1 percent annualised—mean that the 
zone is likely to finish the previous year at a growth rate 
marginally above one percent.

This disappointing growth number reflects, in the main, 
a significant reduction in the contribution of both fixed 
investment and exports to GDP (Fig. F). Which, in turn, 
appears to be the result of poor external demand for 
capital—the region’s major exports are of capital goods 
such as machinery and vehicles, the sum total of which 
comprise in excess of a third of all EU exports—as well 
as poor internal demand for capital. Euro Area woes, 
then, are reflective of the broader malaise in the
demand for capital needs worldwide, which has almost 
certainly been further exacerbated by spillovers from 
the Sino- American trade war (which has threatened to 
morph into a more global trade war).

FIG. F: EURO AREA GROWTH HAS BEEN HIT 
IN TERMS OF EXPORTS AND INVESTMENT, 
REFLECTING THE STATE OF GLOBAL CAPITAL 
DEMAND
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Such buoyance has almost certainly enjoyed the 
acquiescence, if not outright support, of lending to 
the household sector. Although household borrowing 
has yet to return to highs from previous cycles, credit 
received have now firmly exceeded that accessed by 
firms, and the YoY growth rate of 3.1 percent is about 
as high as it has been this cycle (Fig. I). While we 
suspect that the European Central Bank (ECB) will 
want to see even more credit flow into both sectors, 
greater borrowing will of course hinge on a sense of an 
improved outlook, especially in the residential housing 
market. In that regard, the steady improvement of 
Eurowide real estate prices since the bottom in 2009 
will, undoubtedly, help (the broad house price index
has grown at an average of around 4 percent annually), 
although there are concerns of affordability that have 
led to cooling safeguard measures being considered 
in a number of markets, such as in the Benelux and 
Scandinavian countries.

FIG. G: AMONG THE MAJOR ECONOMIES OF 
EUROPE, GERMANY HAS SUFFERED THE 
GREATEST DOWNTURN, REFLECTING ITS 
EXPORT RELIANCE

IMPORTS

FIXED INVESTMENT
GOVERNMENT EXPENDITURE

Source: Thirdrock calculations, from Datastream.
Notes: MA(4) of YoY change in IP growth.
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“ This brief re-examination 
of the cyclical status of the 
Euro Area economy leaves 

us with little confidence that 
the region will either rebound 

strongly or revive quickly. ”

sufficient momentum to yank the German economy out of 
its doldrums, rather than the other way round. While we 
would not go as far as to forecast a recession across the 
entire Eurozone, we remain decidedly pessimistic about 
short-term cyclical prospects in European manufacturing.

That said, the consumer and services sectors of the 
European economy—like much of the G4—has held 
up relatively better to the manufacturing recession 
(Fig. H). The expansion of retail sales over the second 
half of 2019 have averaged 2.4 percent on a year-on-
year (YoY) basis, and the region’s services PMI has 
remained in expansion territory (defined as above 50,
meaning that more than half of respondent firms 
report an increase in producer confidence) over the 
same period. The disposable income of European 
households has, similarly, remained buoyant.

FIG. I: HOUSEHOLD EXPENDITURES HAVE REMAINED 
WELL-SUPPORTED BY LOANS, WHEREAS FIRMS 
HAVE SEEN SOME RETREAT IN LENDING

Source: Thirdrock calculations, from ECB monetary and financial 
statistics.
Notes: Commercial & industrial (household) loans sum MFI volumes 
to euro area non-financial corporations (household and nonprofit 
institutions) for short-term lending durations.
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AND SERVICES SECTORS IN THE EURO AREA 
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Not that the ECB has not tried. After winding down 
the quantitative easing (QE) measures implemented 
in the aftermath of the global crisis—which focused 
mainly on efforts to expand lending to Euro Area 
credit intermediaries—the ECB subsequently tacked 
toward purchasing securities directly from Euro-area 
residents. The scale and scope of this operation has far 
outstripped that of post-crisis QE; indeed, as of the first 
weeks of 2020, these direct purchases have resulted in 
an ECB balance sheet heavily bloated with securities 
(Fig. J). On one hand, this has meant that credit has 
been able to flow more easily toward households and 
firms, rather than relying on otherwise reticent Euro 
Area financial institutions to do the job (who, to be fair, 
face solvency challenges of their own, owing to their 
holding of often less-than-creditworthy local sovereign
debt as credible collateral, thereby perpetuating the 
so-called bank-sovereign doom loop).

Yet on the other hand, it is clear that such strenuous 
efforts have had a very limited payoff, especially when 
compared to the sort of lending that was forthcoming in 
previous cycles. This discrepancy between central bank 
policy action and the realised amount of liquidity growth 
in the economy is probably most severe in the Euro 
Area, which explains why the region has been less able 
to dig its way out of the slowdown on the basis of easier 
credit alone.

All this comes down to a pretty mixed picture insofar as 
cyclical prospects are concerned. While certain sectors 
of the Eurozone have held up through the slowdown, 
a number of traditional engines—Germany, capital 
expenditure, exports—have been more circumspect. 
And of course, all these cyclical challenges are 
occurring behind the backdrop of structural drags from 
both aging populations alongside reduced contributions 
from schooling attainment (in already highly-educated
workforces).

This is why, in the longer run, productivity growth as a 
driver becomes so critical. After all, without the benefit 
of more standard growth drivers (such as an expanding 
labour force or the accumulation of physical capital), 
the forward march of productivity—especially through 
the advancement of technology—becomes the only 
game in town.

And here, alas, we again recover a mixed picture. 
Whereas analysts often regard the Northern European 
economies as the more robust ones of the lot, this is 
certainly not the case when it comes to productivity 
gains. Rather, the traditional industrial heartlands 
such as Belgium and Germany enjoyed virtually no 
productivity gains since the middle of 2018, and in 
some cases—such as the Netherlands—this even 
represents an improvement from the heavily negative 
contributions several years prior (Fig. K). This 
convergence to mediocrity does not bode well for a 
regional economy in the doldrums.

FIG. J: SINCE 2015, THE ECB HAS ACCELERATED 
QE VIA THE ACQUISITION OF SECURITIES, 
RESULTING IN A BLOATED BALANCE SHEET

Source: Thirdrock calculations, from ECB consolidated financial 
statement.
Notes: Other assets include euro claims on nonresidents, other 
lending, government debt, and other assets. Assets listed exclude 
intra-Eurosystem claims.
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THAILAND: CORONAVIRUS 
COMPOUNDS ECONOMIC 
CHALLENGES FROM SLUGGISH 
INVESTMENT

Thoughtful observers of the economies of Southeast 
Asia would be aware that Thailand carries a weight that 
goes far beyond the country’s reputation for white sandy 
beaches, a vibrant nightlife, and amazing street food. 
While growth in the region’s second-largest economy 
has—like that of neighbouring Malaysia and nearby 
Indonesia—been relatively volatile, it can proudly lay 
claim to its position as an Asian “Tiger” economy: from 
the time it joined ASEAN as a founding member, till the 
eve of the devastating Asian financial crisis, Thailand grew 
at an average rate of 7.4 percent per year, just shy of the 
morefamous “Dragon” newly-industrialising economies 
(NIEs) such as Singapore and South Korea (today, few 
would begrudge designating Thailand as an NIE).

But the recent decade has been far less kind. Growth 
has averaged just 3.7 percent, half the rate the kingdom 
enjoyed previously. The major source of this plunge has 
been a falling rate of investment since 1997, with little 
evidence of any impending pickup. Part of this has been 
a very difficult post-Asian crisis recovery; the capital 
contribution to GDP remained firmly below one percent 
until 2004, and even thereafter, never exceeded 2 percent 
(contrast this to a pre-Asian crisis contribution of 4.5 
percent). But part of the reason behind this disappointing 
investment rate has also been one of Thailand’s own 
making: political instability, starting with a coup in 2006—
which displaced the immensely popular (at least with the 
general populace) administration of Thaksin Shinawatra—
followed by multi-year episodes of civil unrest, widespread 
street protests, and, most recently, a political crisis in 
2013–14 that displaced the government of Yingluck 
Shinawatra (Thaksin’s sister), and culminating in the 
installation of a retired army general, Prayut Chan-o-cha) 
as caretaker prime minister (Chano-cha subsequently 
formally assumed the role in mid-2019, in the wake of a 

Perhaps somewhat surprisingly then, it is the Southern 
European economies that have demonstrated greater 
productivity promise. France, for instance, enjoyed a 
brief surge following the election of Emmanuel Macron 
in 2017 (although that has since petered out), and 
productivity for Portugal’s economy has been on an 
upswing since the lows of the first quarter of
2018 (Fig. L). Even the beleaguered economy of Italy 
enjoyed several quarters where productivity surged in 
2017 (before, also, collapsing in late 2018). One could 
credit this relatively brighter (and we stress relative) 
productivity picture in the European South to working 
off a lower base (and diminished expectations), but the 
reality is that all European economies face comparably 
challenging demographic headwinds, and working off a 
low base did little help Italian growth all through
the first decade-and-a-half of the 21st century.

Alas, this brief re-examination of the cyclical status of 
the Euro Area economy leaves us with little confidence 
that the region—which has been hardest hit by the 
manufacturing recession, and remains the furthest 
below potential among the major economies—will 
either rebound strongly or revive quickly. Rather, the 
likelihood is that the recovery, when it comes, will be 
languid and prolonged. Now, this does not mean that 
globally-oriented European firms—especially those with 
significant exposure to relatively faster-growing parts 
of EM Europe or EM Asia—cannot translate into solid 
earnings and justify equity outperformance (in fact, 

these factors, along with a favourable valuation position, 
is what we believe has driven the reasonably-impressive 
returns from Euro Area equities over the past year). But 
the reality is that, without the added gravy that comes from 
solid economic growth from in their home markets, it is 
difficult to be excessively optimistic about the broader DM 
European asset space in general.

FIG. L: PRODUCTIVITY GROWTH IN 
SOUTHERN EUROPEAN ECONOMIES HAVE 
ACTUALLY BEEN A BRIGHT SPARK BETWEEN 
2016 AND 2018

Source: Thirdrock compilation, from OECD/Datastream.
Notes: Early estimates of quarterly seasonally-adjusted labor 
productivity growth.
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controversial election, leading some to question the 
current regime’s legitimacy). 

Still, the economy, as it stands today, is among  
the region’s most diversified; the country boasts  
an economic complexity that stands at 32nd  
globally, and its export basket has evolved to include 
a large amount of computer peripherals and other 
electronic equipment, machinery (especially auto parts 
that are integral to the East Asian production chain), 
along with primary exports such as rice, rubber, and 
seafood (Fig. M). This relative sophistication has been 
an important tailwind for sustaining the economy’s 
growth, and holds the potential to drive continued 
performance into the future, as industries move up the 
chain toward higher value-added products.

That is the hope, at least. The more recent mediocre 
performance of the economy has as much to do with 
the corrosive effect of uncertain institutions for capital 
investment—as we discussed above—as well as 
impending headwinds from demographics. The labour 
force peaked in 2012, and is currently on a downtrend; 
so even if additional years of schooling (for which
Thailand still has room to exploit) is able to partially 
offset this downdraft, the contribution from human 
capital accumulation will nevertheless diminish over 
time in the years ahead. Indeed, our baseline projection 

Yet even this modest outcome is predicated on 
investment picking up the slack left behind by a falling 
contribution from labour. The Bank of Thailand (BoT) has 
certainly been doing all it can to stimulate this process; 
over the course of 2019, the BoT slashed rates by 50 
basis points, from 1.75 to 1.25 percent at present. This 
has been justified by falling inflation expectations—the 
BoT’s own baseline inflation projection is only 0.8 percent 
for 2020, below the lower bound of the 1–4 percent 
inflation target band—which is likely to persist given the 
absence of any global pipeline pressures on prices.

has Thailand growing between 3 and 4.5 percent 
through to 2030 (Fig. N): admirable, to be sure, but 
disappointing for an economy accustomed to faster 
growth and eager to escape the middle income trap.

FIG M: THAILAND’S EXPORT BASKET HAS 
EVOLVED OVER TIME TO BECOME ONE OF 
THE REGION’S MOST SOPHISTICATED

FIG. N: WITH DECLINING CONTRIBUTION FROM 
HUMAN CAPITAL TO GROWTH, INVESTMENT WILL 
NEED TO PICK UP THE SLACK

Source: Thirdrock calculations, from Barro & Lee (2015, 2016), IIASA 
(2010), ILO (2014), UN (2013, 2015), World Bank (2018).
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INVESTMENT TAKEAWAYS

Much of the recent news flow and market analysis 
has centered on the effects of COVID-19, and while 
we track developments on this front with a mix of 
morbid fascination and concern, our base case is 
that while the spread has certainly been more rapid 
and alarming than even the 2003 SARS scare, the 
economic pain from a collapse in first-quarter activity 
and demand will ultimately be made up in the quarters 
ahead, and mostly by year-end (indeed, one could 
even make the case that the contraction in activity 
contains within it the fruits of the eventual recovery, as 
reduced interpersonal exchange serves to ultimately 
contain the transmission vector). Still, as novel (no pun 
intended) as a public health scare may be for markets 
in the very short run, fundamentals will eventually 
prevail. If the nascent recovery in the global economy 
is derailed, it will be for a confluence of macro shocks, 
over and above COVID-19 (a concern we’ve had for 
some time now, based on the very mixed data picture).
In the meantime, however, we recommend holding 
on to existing exposures—selective EM Asia/Europe 
fixed income, as well as undervalued equities from EM 
Asia and in U.S. defensives—and ride out this public 
health storm.

The author Jamus Lim is Economist at Thirdrock 
Group. A former lead economist at Abu Dhabi 
Investment Authority and senior economist at the 
World Bank, Jamus is also currently an Associate 
Professor at ESSEC Business School in Singapore.

Most recently, Thailand has had to tangle with an 
unexpected (and unwelcome) shock, from the 2019 
novel Coronavirus COVID-19 as of this writing, 
Thailand has among the highest number of cases 
of infection outside of China, albeit most patients 
have been Chinese travelers rather than among the 
domestic population). For an EM that has already faced 
budgetary challenges prior to this shock (the fiscal 
deficit has bounced around between -2.5 to -2.7 of GDP 
over the past 5 years), however, containing the spread 
of the COVID-19 will drain policymakers’ resources and 
attention for the near future (likely till mid-year, where—
on the basis of some epidemiological models and the 
SARS precedent—the spread will be better contained. 
The baseline case remains that the region’s economies 
will bounce back quickly from a poor first quarter as 
health authorities gain a handle on the epidemic.

Regardless, Thai policymakers will have their work cut 
out for them. We do hold a reasonably positive outlook 
on the country’s risk assets in the short term—the baht, 
after all, was one of the stellar performers of 2019, 
although this gain was largely eaten away by a stock 
exchange whose returns went nowhere over the year—
although this confidence is centered more in
the fixed income market. Admittedly, the public 
debt ratio has been rising since 2016, but at around 
42 percent of output, this strikes us as inherently 
manageable (and certainly less than the highs earlier 
in the decade). Risk-adjusted government bond yields, 
at 2 percent for 30-year paper, make a compelling case 
for a place in a diversified portfolio, at least for now.
Beyond the 3-year horizon, we would be concerned 
that the efforts at firing up investment—which we 
believe must be accompanied by a more stable political 
climate—remain unresolved. 

“ Our base case for 
COVID-19 is that the 

economic pain from a 
collapse in first-quarter 

activity and demand will 
ultimately be made up 

in the quarters ahead. ”



11

D I S C L A I M E R

1111

0
1

 F
E

B
R

U
A

R
Y

 2
0

2
0

11

GENERAL
The material is based upon information that Thirdrock considers 
reliable, but Thirdrock does not represent that it is accurate or complete, 
and it should not be relied upon as such.  Opinions expressed in this 
publication were produced by Thirdrock as of the date of writing and 
are subject to change without notice.  This publication is intended for 
information purposes only and does not constitute an offer or solicitation 
to any person in any jurisdiction.  Opinions and comments of the authors 
reflect their current views, but not necessarily of other Thirdrock entities 
or any other third party.  Other Thirdrock entities may have issued, and 
may in the future, issue other publications that are inconsistent with, 
and reach different conclusions from, the information presented in 
this publication.  Thirdrock assumes no obligation to ensure that such 
other publications are brought to the attention of any recipient of this 
publication.

This publication is for general circulation only. It does not form part of 
any offer or recommendation, or have any regard to the investment 
objectives, financial situation or needs of any specific person.  Before 
committing to an investment, please seek advice from a financial or 
other professional adviser regarding the suitability of the product for 
you and read the relevant product offer documents, including the risk 
disclosures.  If you do not wish to seek financial advice, please consider 
carefully whether the product is suitable for you.

INFORMATION / FORECASTS REFERRED TO
Although the information and data herein are obtained from sources 
believed to be reliable, no representation is made that the information 
is accurate or complete.  In particular, the information provided in 
this publication may not cover all material information on the financial 
instruments or issuers of such instruments.  Thirdrock does not accept 
liability for any loss arising from the use of this publication.  Important 
sources for the production of this publication are e.g. national and 
international media, information services (e.g. Reuters, Bloomberg 
Finance L.P.), publicly available databases, economic journals and 
newspapers (e.g. Financial Times, Wall Street Journal), publicly 
available company information, publications of rating agencies.  Ratings 
and appraisals contained in this publication are clearly marked as 
such.  All information and data used for this publication relate to past or 
present circumstances and may change at any time without prior notice.  
Statements contained in this publication regarding financial instruments 
or issuers of financial instruments relate to the time of the production of 
this publication.  Such statements are based on a multitude of factors 

which are subject to continuous change.  A statement contained in this 
publication may, thus, become inaccurate without this being published.  
Potential risk regarding statements and expectations expressed in this 
publication may result from issuer specific and general (e.g. political, 
economic, market, etc.) developments.

RISK
Past performance is not a reliable indicator of future results.  
Performance forecasts are not a reliable indicator of future performance.  
Particular risks in connection with specific investments featured in this 
publication are disclosed prominently hereinabove in the text of this 
publication.  Any investment should only be made after a thorough 
reading of the current prospectuses and/or other documentation/
information available. Past performance is not an indication of future 
performance.

MISCELLANEOUS
NEITHER THIS PUBLICATION NOR ANY COPY THEREOF MAY BE 
SENT, TAKEN INTO OR DISTRIBUTED IN THE UNITED STATES OR 
TO ANY US PERSON.

This publication may contain information obtained from third parties, 
including ratings from rating agencies such as Standard & Poor’s, 
Moody’s, Fitch and other similar rating agencies.  Reproduction and 
distribution of third-party content in any form is prohibited except with 
the explicit references made to the related third party. Third-party 
content providers do not guarantee the accuracy, completeness, 
timeliness or availability of any information, including ratings, and are 
not responsible for any errors or omissions (negligent or otherwise), 
regardless of the cause, or for the results obtained from the use 
of such content.  Third-party content providers give no express or 
implied warranties, including, but not limited to, any warranties of 
merchantability or fitness for a particular purpose or use.  Third-party 
content providers shall not be liable for any direct, indirect, incidental, 
exemplary, compensatory, punitive, special or consequential 
damages, costs, expenses, legal fees or losses (including lost income 
or profits and opportunity costs) in connection with any use of their 
content, including ratings.  Credit ratings are statements of opinions 
and are not statements of fact or recommendations to purchase, hold 
or sell securities.  They do not address the market value of securities 
or the suitability of securities for investment purposes and should not 
be relied on as investment advice.

Headquartered in Singapore, Thirdrock is a private limited company registered in Singapore. 
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