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ECONOMY

PM warns of recession risk, plans weekly meets

)

MONGKOL BANGPRAPA

The economy is not safe from the risk of a
recession amid slow GDP growth, high house-
hold debt and burgeoning bad loans, Prime
Minister Srettha Thavisin said yesterday.

Mr Srettha, who is on an official trip to
Japan, said he would chair an urgent meet-
ing of ministers in charge of the economy and
various agencies on Monday to brainstorm
ideas to revitalise the economy.

The move comes after the National Eco-
nomic and Social Development Council
(NESDC) reported economic growth of 1.5%
year-on-year for the first three months.

The NESDC now expects GDP growth of
between 2% and 3% for the year, slightly lower
thanits previous forecast of 2.2% to 3.2%. Last
year’s growth was 1.9%.

The downgrade is due to high levels of
external risk, especially trade protectionism
that is intensifying, geopolitical conflicts, and
increasing volatility in the global economy.

Thailand’s growth in the first quarter came
in below six other members of the Association
of Southeast Asian Nations (Asean). The
Philippines and Vietnam led the pack, each
with 5.7% expansion, followed by Indonesia
(5.1%), Malaysia (4.2%) and Singapore (2.7%),
according to NESDC figures.

“GDP grew by only 1.5%. Without the
service and tourism sectors as cushions, we

News ID: C-240523001014 (23 May 24/04:07)

would now be at risk of a recession. There is
also credit card debt, bad debt and household
debt [thatneeds to be addressed],” the prime
minister said.

Asked if the government would roll out
short-term measures to stimulate the econ-
omy, Mr Srettha said: “That’s why the meeting
of economic ministers will be held. But the
meeting will not come up with any surprise
project at this point.

“From now on, such meetings will be held
every week. I want to listen to ideas from
everyone including those in international
trade, the agricultural sector and lawyers”

Government spokesman Chai Wacharonke
said the meetings would be held on Mondays.

Officials from various state agencies will be
invited to offer information.

The government's 500-billion-baht digital-
wallet handout scheme is one of the impor-
tant measures to stimulate the economy in
the short-term, the spokesman said.

On Tuesday, the cabinet approved a plan
to boost the budget for the 2024 fiscal year,
worth 3.48 trillion baht, to help finance the
scheme.

Finance Minister Pichai Chunhavajira said
the additional amount would be decided this
month but should not exceed the 122 billion
bahtindicated earlier by the Budget Bureau,
which would increase the 2024 budget to 3.6
trillion baht.
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ECONOMY

FPO urges beefing
up service sector

WICHIT CHANTANUSORNSIRI

Thailand needs to increase revenue
from the service sector to bolster
economic growth, according to an
economist.

Kawin Lamtrakul, an economist at
the Fiscal Policy Office (FPO), said the
service sector is considered a major
driver for Thailand, accounting for
more than 60% of GDP and employ-
ing more than half of the workforce.

In 2023, the service sector grew by
4.3% from the year before, beating the
GDP growth rate of 1.9% last year.

If the service sector can grow to its
full potential, it will not only foster
substantial economic growth, but also
enhance economic stability, allowing
for more effective responses to vari-
ous crises thanks to the service sec-
tor's diverse production branches and
extensive linkages with other sectors,
he said.

Thus, improving productivity in
the service sector is crucial for ensur-
ing long-term sustainable economic
growth in Thailand, Mr Kawin said.

According to the FPO's latest study
on firm-level data from 2 million
establishments based on the 2022
business and industrial census and
the 2020 business trade and service
survey, the service sectors with high
overall productivity (low cost but high
output) often require high professional
skills, such as intellectual property
rental, market research and account-
ing services.

chit Road, 17'" Fle

In contrast, arts, entertainment,
accommodation and beverage ser-
vices generally have lower productivity
(high cost but low output).

However, the data analysis also
revealed common characteristics
among high-productivity service
establishments. These include engag-
ing in research and development, joint
ventures with foreign partners and
being large-scale enterprises.

To enhance the productivity of the
service sector for economic growth
and higher income for the population,
Mr Kawin said support can be provided
through financial assistance, incen-
tives, conducive research environ-
ments and the development of tech-
nological and innovative capabilities.

Promoting access to resources,
benefits and foreign investment, as
well as upgrading and reskilling the
workforce, particularly in technology
to meet market demands, are crucial
first steps towards transitioning to
modern services in the near future,
he noted.

The National Economic and Social
Development Council reported on
Monday the economy expanded by
1.5% year-on-year in the first quarter,
driven by 24.8% growth in the ser-
vice sector.

Breaking it down by category, the
accommodation and food services
sector grew by 11.8%, and the trans-
port sector expanded by 9.4% in the
first quarter over the corresponding
period otlast year.
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EXPLAINER

WIGHIT CHANTANUSORNSIRI

LESS SHIFTY

Thailand is working to pass a law as part of
global tax reform efforts, seeking to make
large multinationals pay their fair share. B2

A lever to capture corporate tax scofflaws

Thailand is making progress on a
law meant to limit profit shifting
by multinational enterprises

lobal tax reform efforts,

led by the Organisation for
Economic Co-operation
and Development (OECD),

.78 have been building
momentum since 2021, reaching
agreement on one of the two pillars
of tax reform: the establishment ofa
global minimum tax.

Atotal of 160 countries, repre-
senting about 90% of the world’s
economy, agreed in October 2021 to
implement this agreement by setting
a minimum corporate income tax rate
of 15% to close loopholes that allow

profit shifting to countries with lower
tax rates, thus preventing the erosion
of the tax base in those countries.

WHY IS GLOBAL TAX
REFORM NEEDED?
Over the past half-century, as
the global economy has expanded,
many countries seeking foreign
direct investment have competed by
lowering their domestic tax rates to
attract investors.
This competition led to the aver-
age global corporate income tax rate
dropping from 50% to 24% between
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The global
", minimum tax
mandates large
& multinational
enterprises pay a
minimum tax rate
of 15% in each
country where
they operate.

e @

1980 and 2020.

The competition to reduce taxes
allowed large multinational enter-
prises (MNESs) to evade taxes by shift-
ing profits to subsidiaries in countries
with lower corporate tax rates.

As profits were transferred from
parent companies located in coun-
tries with higher tax rates to sub-
sidiaries in countries with lower tax
rates, the G20 and OECD proposed
collaborative efforts to prevent tax
competition and profit shifting.

In October 2021, these discussions
resulted in an agreement to set a
global minimum tax (GMT) at 15%.

WHAT IS THE GMT AGREEMENT?
The principle of the GMT is
to mandate that large MNEs pay a
minimum global tax rate of 15% in
each country where they operate. If

Page: 1/2
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taxes paid in any country are less than
15%, the difference must be paid to
the country where the parent com-
pany is headquartered.

The GMT agreement applies only
to MNEs with global revenue exceed-
ing €750 million per year (around
US$870 million).

Countries participating in the agree-
ment can impose a minimum corpo-
rate income taxrate of 15% on these
MNE:s operating within their borders.
If a subsidiary of an MNE operates in a
country with a corporate tax rate lower
than 15%, the parent company’s home
country can collect the difference up
to the 15% minimum.

While some countries have not
joined this agreement and have
corporate tax rates less than 15%, the
mechanism allowing the parent com-
pany’s home country to collect the
tax difference creates an incentive for
non-participating countries to raise
their corporate taxrates to 15%.

This gives countries an incentive
to collect the tax revenue themselves,
rather than allowing the parent
company's home country to benefit
from collecting the difference in
tax revenue.

WHAT HAS THAILAND DONE TO
IMPLEMENT THE TAX?

Thailand, as one of the 140 coun-
tries that signed the global tax reform
agreement, drafted the Top-Up
Tax Act.

This draft law prepared by the
Revenue Department passed a series
of public hearings, in accordance with
the constitution.

The draft includes the Top-Up Tax
Act, which aligns with the principles
of OECD Pillar 2, as well as secondary
or subordinate legislation.

The Revenue Department submit-
ted these to the secretariat of the

News ID: C-240523001029 (23 May 24/03:41)

cabinet and they are awaiting sched-
uling for a cabinet meeting.

If the law is approved by parliament
and published in the Royal Gazetie, it
will take effect from the first day of the
year following its publication.

The Revenue Department expects
this law to come into force by 2025.

The draft law applies to constitu-
ent entities located in Thailand that
are part of an MNE group, with the
ultimate parent entity (UPE) having a
total consolidated revenue of no less
than the baht equivalent of €750 mil-
lion, based on at least two of the four
accounting periods preceding the
accounting period under considera-
tion for the top-up tax.

The UPE is the primary entity in an

MNE group responsible for financial
reporting and compliance, ensuring
that the group's activities are reflected
accurately in a single set of consoli-
dated financial statements.

Certain entities within an MNE
group may be exempt from this draft
law, including government agencies,
international organisations, non-
profit organisations, pension funds,
investment funds that are UPEs, real
estate investment vehicles that are
UPEs, and other entities specified in
the roval decree.

If a top-up entity disagrees with
the assessment results, it can appeal
to the Appeals Committee within 30
days from the date of receiving the
top-up tax assessment notice.

If the appellant is dissatisfied with
the decision of the Appeals Com-
mittee, it can file a petition with the
Central Tax Court within 30 days from
the date of the decision.

In addition, Thailand’s competent
authority, or the director-general as
applicable, has the power to disclose
top-up taxinformation under this

draft law for (1) the economic and
financial security of the country, or
(2) compliance with international
obligations regarding the exchange
of top-up tax information under the
Global Anti-Base Erosion Rules, to
which Thailand is committed.

Although Thailand’s current cor-
porate income tax rate is 20%, which
is higher than the GMT, some MNEs
benefit from Board of Investment
incentives, reducing their corporate
income tax burden to less than the
Revenue Department's statutory rate.

If the Top-Up Tax Act is enforced,
MNEs in Thailand paying less than
15% tax will have to pay top-up tax to
reach the 15% threshold, according to
this draft law and international Pillar
2 tax standards.

Revenue from the Top-Up Tax Act
is designated to be allocated to the
Competitiveness Enhancement Fund
for Targeted Industries at a rate of at
least 50%, but not more than 70% of
the revenue.

The Revenue Department expects
to generate about 12 billion baht per
year from this tax.
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Return of LTFs a boon for bourse

Red Lobster probes "endless shrimp"
losses after bankruptey filing

Thailand has eseaped recession:
economic body

AGBDOD

Finance Minister Pichai Chunhavajira savs reintroducing long-term equity
funds (LTFs) will help lift the Stock Exchange of Thailand's (SET) market
capitalisation.

Sports equipment sales expected to
surge

Vietnam to prioritise economic
growth as challenges mount

. . - o * Q1 GDP grows 1.5% y/y, above
According to Mr Fichai, guidelines for reviving LTFs have already been forecast

proposed to the Revenue Departinent for consideration.

The department is to evaluate the feasibility of reinstating tax incentives
for investments in LTFs, including a required holding period for units in
arder to qualify for tax benefits,

He said he believed a revival of L'TFs would help increase the SET's
market capitalisation.

[i1 the past, investments in LTFs for tax deductions reached 300-400
billion baht, indiearing their high level of popularity. Ar thar rime,
purchasers were not required to hold on to the LTFs for a long period of
times

The Bevenue Department went on [0 issug an announcement o cancel the
tax benefits for LTF investments, which allowed the purchase value of
LTF units to be deducted from each investor's personal income tax. This
benefit ended on Dec 31, 2019,

Following the cancellation of the tax benefits applying to LTFs, new tax
ineentives for long-term savings investments were introduced called the
Super Savings Fund (85F), These came into effect in 2020,

Investors are able to purchase SSF units up to a level equivalent to 30% of
their assessable income, but not exceeding 200,000 bahr in total,

When combined with investments in other retirement funds, the total
value must not excesd 500,000 babt. Tn addition, the investment units
must be held for a period of at least 10 years,

Previously, the conditions for LTF investments allowed people to
purchase LTF units equivalent to 15% of their assessable income, and
when combined with investments in other retirement funds, the total
could nat exceed 500,000 baht in rotal.

The holding period for LTF units was initially set at five calendar vears
and later extended to seven calendar years.

KEYWORDS Long-term equity funds LTFs
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Headline: Baht fundamentals have deteriorated

FUNDAMENTALS ERODE

BMI believes a smaller current account
surplus and portfolio outflows are eating away
at the strength of the baht. B4

Baht fundamentals
have deteriorated

Factors that have supported the currency in the past
are weakening, say BMI analysts

ncertainty surrounding the US
interest rate trajectory, along-
side geopolitical tensions,
underpin much of the baht's
weakness so far this year. We
think the baht will trade sideways and
reach 37.50 to the US dollar by year-end
once these temporary factors subside.
We are, however, less optimistic about
the baht'slong-term outlook, especially as
the key fundamentals that originally sup-
ported the currency have deteriorated.
A smaller current account surplus,
portfolio outflows and lesser foreign
direct investment (FDI) inflows are

Travelex

marey

worldwide

among the reasons why we think
that the baht remains on a deprecia-
tory trend.

Looking at the short-term outlook (3
to 6 months), we note that the baht has
depreciated by nearly 7% in the year to
date, making it one of the worst-per-
forming currencies in the region. For
now, movements in the baht will rest
mostly on the interest rate trajectory,
both domestically and in the US.

An eventual stabilisation in mone-
tary conditions will pave the way for the
currency to stabilise. We forecast it to
end the year at 37.50, about 2.0% weaker

st A

CURRENCY
EXCHANGE

' Exchange
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- . |

A foreign tourist changes his money at a Travelex booth in Bangkok. SOMCHAI POOMLARD

than the current spot rate of 36.78.

ALL EYES ON THE FED
To be clear, we are not ruling out any
further spikes of volatility in the baht.
Much of this will be led by the constant
repricing of interest rate expectationsin
the US. Markets are currently pricing in
a 50-basis-points cut by year-end. But
this could potentially shift lower given
how the disinflationary process in the
US has stalled.

Indeed, the Fed struck a more hawlk-
ish tone recently with chairman Jerome
Powell deliberately dropping the men-

wantlasutung
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tion of any rate cuts in his recent com-
ments. Upside pressures on the dollar
should fade once market expectations
stabilise and the Fed begins its first cut.
We think that this will happen in July.

Moreover, the Bank of Thailand
(BoT) is now poised to begin easing
sooner than the Fed. A possible 25-basis
point cut in June would put the central
bank ahead of the Fed in its loosening
cycle, which could in turn induce short-
term downside pressure on the baht.

Yet, there is a silver lining. We think
that the BoT will be mindful of cutting
rates too extensively due to elevated
household debt levels and currency
stability concerns.

In fact, we think the BoT will only
embark on two rounds of easing com-
pared to the three rounds we are cur-
rently pencilling in for the Fed. This
means that interest rate differentials
between the two countries will narrow
in favour of Thailand.

For the long-term outlook (6 to 24
months), we think the baht will remain
on a gradual depreciatory trend. We
have long argued that the baht will
rebound on the back of strong funda-
mentals. But we have been too optimis-
tic in this regard.

One major problem is that Thai-
land’s allure as an investment hub has

We have pointed
out before that
tourism income has
fallen considerably
behind the trend
despite a pickup

in international
visitors. This shift in
spending trends will
likely be permanent.

noticeably diminished in recent years.
The nation, once a magnet for foreign
capital, now contends with escalating
regional competition. Economies such
as India and Vietnam have emerged
as predominant recipients of shifting
investment currents. In stark contrast,
Thailand finds itself trailing, unable to
keep pace with its peers.

Several factors contribute to Thai-
land’s waning investment appeal. The

WEAKENING TREND

Baht-dollar exchange rate since Jan 1, 2020
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country's demographic landscape
presents a challenging picture, with an
ageing population that does not bode
well for its labour market dynamics.

Moreaver, Thailand's political cli-
mate has been marred by instability,
deterring potential investors seeking
a predictable and stable environment
for their capital. The impact of these
impediments is starkly evident in the
data. Indeed, FDI inflows as a share of
GDP declined from a peak of 6.9% in
2013 to just 2.8% in 2023.

Current account surpluses will also
fall short of pre-pandemic levelsThe
country historically ran a large surplus
of 8% of GDP before the pandemic
struck. But we think that the external
sector will struggle to reach these num-
bers again. For one, we do not think that
tourism revenue growth will return to
trend anytime soon, given the shift in
spending trends.

We have pointed out before that
tourism income has fallen consider-
ably behind the trend despite a pickup
in international visitors. This shift in
spending trends will likely be perma-
nent, weighing on the country’s current

News ID: C-240523001060 (23 May 24/04:45)
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account balance.

BIGGER FISCAL DEFICITS

A significant increase in government
spending is unlikely to boost inves-
tor confidence. Given the Pheu Thai
Party’s history of favouring populist
measures, itis expected that the coun-
try will run a wider fiscal deficit over the
coming years.

In less than a year since Pheu Thai's
return to power, it has alreadyrolled out
a 500-billion-baht (equivalent to 3.0%
of GDP) digital wallet initiative aimed
at stimulating economic growth. To
finance this programme, the govern-
ment has chosen a mix of budget real-
locations and a one-off loan from the
state-owned Bank for Agriculture and
Agricultural Cooperatives.

A major point of concern is that the
nation’s debt has soared to unprece-
dented levels. If similar policies con-
tinue in the upcoming years, it's almost
certain that investor confidence will
wane, potentially resulting in the with-
drawal of investment portfolios.

Risks to our currency outlook lean
towards a stronger baht. Two factors

Page: 2/3
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underpin our view. First, Prime Minister
Srettha Thavisin has placed a growing
emphasis on attracting foreign investors
into the country.

If he were to succeed, FDI inflows
could pick up over the coming years,
lending some support to the currency.
Second, a recovery in tourism receipts
and a return to trend could widen the
current account surplus.

BMI is a Fitch Solutions company. BMI is
solely responsible for the content of this
article, without any input from Fitch
Ratings.
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