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Customs mulls Chevron tax bill

Counci!l of State rules
on oil transport

WICHIT CHANTANUSORNSIRI
YUTHANA PRAIWAN

The Customs Department is considering
the tax liabilities Chevron Thailand Explo-
ration and Production must pay after the
Couneil of State decided oil transported
for use on its rigs located farther than 12
nautical miles offshore should be counted
as a domestic purchase.

The department is calculating how
much tax will be retrieved from the petro-
leum explorer as Chevron claimed tax
refunds during two periods — between
March 2011 and March 2014, and Feb-
ruary 2015 and October 2016, said
Kulit Sombarsiri, director-general of
the department.

Chevron purchased oil and transported
it to its petroleum rigs, located on a conti-
nental shelf that is farther than 12 nautical
miles from the coast. It claimed a refund
of excise duties worth 3 billion baht from
Customs, which took responsibility for col-
lecting tax instead of the Excise Depart-
ment, claiming such transactions were
considered exports,

Mr Kulit took an interest in Chevron's
tax refund case because he believed such
transactions should not be counted as
exports. The issue involves the country’s
sovereignty rights and state officials hold
two differing opinions on the matter.

In 2010, the Customs Department's
commitiee tasked with consider-
ing tax issues considered arequest by PTT
Exploration and Production, which sought
dlarffication on whether oit wansported to
rigs located farther than 12 nautical miles
offshare showld be viewed as exports. The

commitiee determined they should be
considered exports.

The UN Convention on the Law of the
Sea defines the territorial boundary as
12 nautical miles bevond the coasttine.
However, the Supreme Court earlier ruled
that the territory extends to the continen-

tal shelf.
Chevran's exccutives could not be

reached for comment.

However, 4 source who asked not to be

. named said the company has ondy seen
" media reports. It has not yet seen any offi-

cial notice from the Council of State.

“Qur company has complied with That
law since starting operations here,” said
the source. .

Mr Kulit said the Council of State's
interpretation scemed to be setting a prac-
tcal guideline for all Customs officials to
apply.

An informed source at the Finance Min-
istry said the fact-finding committee on
Chevron's tax refund chaired by Inspector-
General Lavaron Saengsanit is expected
to complete its investigation within this
month inte whether state officials involved

inthe case performed their duties honestly,

Before the Castoms commitree
decided shipping oil to petroleum rigs
located more than 12 nautical miles off-
shore was an export, Customs officials
determined such transactions are domes-
tic purchases, which are subject 10 excise
tax, contributions to the Oil Fund and
value-added tax.
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BoT says B/E defaults don’t retlect bond market

PAWEE SIRIMAI
SOMRUEDI BANCHONGDUANG

P
#o £

The Bank of Thailand has reassured the
market that a recent scries of defaults
on bills of exchange {B/Es) will have a
timited impact on the country’s overall
financial stability, as the debt instrument
accounts for a small portion of the overall
bond market.

“The important thing is a potential loss
of investor eonfidence. What we're trying
tu do is to prevent that from happening,”
said Don Nakornthab, senior director at
the Bank of Thailand's macroeconomic and
maonetary pelicy department.

Other regulators such as the Securities
and Exchange Comimission have already
taken actions to handle the problem, My
Pon said.

Bond default is a normal nccurrence in
capitalist economies, he said, and devel-
oped countries have also experienced the
bond defaubts as well, especially on those
that are unrated.

He said US investment-grade bond
defaults in the past had hit 7% and junk
hond defauits reached almost 20%.

“The B/E defaults [t Thailand] that have
recendy occurred are individual cases that
have nothing to do with the overall econ-
omy, Mr Don said.

“The cost of financing wil! definitely
increase as investors take into account the
risks of these short-term honds, and we
will have to pay close attention 1o prevent
problems associated with liquidity in the
market,” he said.

Pipat Luengnaruemitchai, assistant
managing director of Phatra Securities,
agreed with Mr Don that bond defaults are
normal and their effects on the financial
market will be limited.

But he said the current situation has
raised the question of whether this is a sign
of what is happening to overall asset quality
in the country.

“We already acknowledged a deteriora-
tion of banks’ asset quality, as seen by the
increase in NPLs (non-performing toans),

and the question
iswhetherthe B/E
defaults are a sign
of a bigger prob-
lem in Thailand’s
asset quality,” Mr
Pipat said.

In another
development, Mr
Don said the Bank
of Thailand has an
optimistic view of
the Thai economy
this year, anticipating a faster growth pace
than last year.

“'ven though we estimated GDP growth
at 3.2% for both this year and 2016, the Thai
economy wilk grow bester thisyear it takes
the low base effect of 2015 inte account,’
Mr Don said.

He said the central bank's Monetary
Policy Committee indicated that external
headwinds are the major risks to the thai
cconomy this year.

“But we still see that the global econamy

Don: Investor
confidence is vital

continues to recover and this should bencfit
1 Thailand's export sector,” Mr Don said.
i Tepid private investment is the cen-
* tral bank's area of concern, as it will
drag the country’s ceconomy to below its
growth potential.

Meanwhile, UOB Glohal Economics
and Markets Research expects Thailand’s
GDP growth to come in at 3.3% for 2017,
the same level projected for 2016, mainly
underpinned by government invesunent
and the tourism sector,

The research house forecasts stale
investment and tourism this year to rise
by 10% and 7%, respectively.

Government investment, in particular
the Eastern Economic Corridor project,
wiil encourage private investinent, which
is expected to grow by 2% this year.

Capacity utilisation has improved in sev-
eral sectors, especially integrated circuits
{IC) and semiconductors, which is runting
at 100.9% capacity, with the industry need-
ing additional investment.

Capacityuse of theICand semiconductor

sector bodes well for other sectors and
could trigger a new investrent cycle.

“tnder this scenario, the Thail econ-
omy will reach its growth potential of 5%
in the long run under the government's
infrastructure investment plan-and eco-
nomic reforms,” said UOB Thai economist
Manop Udomkerdmongkol.

UOB Thai forecasts the babt to weaken
to 37 baht against the greenback by year-
end, falling 3%, while focal interest rates
are expected to stay at fow levels.

Mr Manop said the local currency will
depreciate throughout the year to hit 36,30
against the dollar in the first quarter, 36.50
in the second quarter, 36.80 in the third
quarter and 37 at vear-end,

The baht is expected to fall by 3% this
vear compared with a 5% decline on aver-
age for regional currencies, he said, adding
that the central bank will maintain its policy
rate at 1.5% throughout the year.
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n the aftermath of ast year’s Brexit and
Danald Trump's surprising election vic-
tory, the global economy this year will
face risks and uncertaintics. Stagnant
waorld trade growth will be further damp-
ened by increasing protectionism and pop-
ulism in the US, the EU and Asia.

Meanwhile, international finance will
remain unstable a decade after the global
financial crisis, These will keep government
policies everywhere in flux. Asa response, the
Thai government requires policies and adap-
tation beyond its kafty rhetoric of “Thailand
4.0" if the country wants to survive and evolve.

Export-dependent emerging economies,
including Thailand and its Southeast Asian
neighbours, are most at risk from the global
economic fluctuations. While the slowdown
in trade and direct investment flows in recent
years is often atributed to cyclical factors,
especially the lethargic recovery of developed
economies, structural changes in the global
economy and economic policy uncerfainties
exacerbate the woes of Southeast Asia’s export-
led economies. How this changing global eco-
nomic and business landscape shapes the
strategies of countries and firms is crucial
Thailand 4.0's future.

Moare specifically, the structural forces at
waork against growth in rade and investment
include the maturation and limitations of
global value chain integration across coun-
tries. The disaggregation of global value chains
has been a principal mechanism that enables
export-oriented economies such as Thailand’s
to benefit in three main ways.

First, multinational compantes, which relo-
cated their production to developing coun-
tries, have become sources of foreign direct
investment {FDI). They have brought along
not only capital inflows but also other intangi-
ble assets such as technological and manage-
rial expertise. These FDIs are instrumenital in
developing local subsidiaries into regional or
global manufacturing and expert bases. This
FDI-led growth pattern has benefited Thattand
in many industries, particularly automotives
and electronics.

Second, when multinational firms use their
Thai subsidiaries as an export base, Thailand
has also gained from increased wrade tlows,
Exports have been made easier for local sub-
sidiaries or subconiractors, which only need to
concentrate on production, as their products
can be distributed to consumers in advanced
economies through those multinational lead
firms’ networks, ,, . .

‘Third, the geographical disaggregation of
activities across many countries also translates
into a rise in trade flows. Hard disk drives that
are manufactured in Thailand, for example,
can be exported for the assembly of notebook
computers in Mexico for final distibution to
consumers in the 1S, Companies such as Dell
have deployed this strategy.

This pattern has been a win-win strategy for
all. Home economies in developed couniries
benefit iram the global growth of their firms.
Multinational lead firms gain from relocat-
ing their standardised and non-specialised
activities to countries where production
costs are low. At the same time, host coun-
tries are happy with increased investment, a
rise in exports, more local employment, and
cconomic upgrading possibilities. Similarly,
emerging-market firms enjoyed export market
expansion coming with relative ease.

But these trends have been changing. Rising
costs in developing economies and technologi-
cal advances enable some multinationals to




bring back overseas production activities to be
nearer to end consumers in their own coun-
tries. This has slowed down the disaggregation
of value chain activities, hence, decelerating
global trade and investment flows,

In addition, the increased likelihood of
US protectionist policies, especially to raise
tariff barriers and penalise firms that invest
averseas, will hecome institutional factors that
dampen global {ows of trade and investment
even further.

It is unlikely that multinational firms will
uproot all the disaggregated global value chain
activities, as firms will continue to serve mar-
kets worldwide. But the saturation of glabal
value chain integration, compounded by pro-
spective policy changes in the US, is alarming
for the Thai economy.

Te make the most of our deeply integrated
position in many value chains, the Thai gov-
ernment and Thai firms need to strengthen
their compelitiveness.

Relying on the same worm-out model of
attracting foreign investment through a host
of incentives and tax exemptions will no longer
suffice. Thailand needs to create and offer
more value to firms, and make itself an attrac-
tive regional destination for foreign investrment
in many industries. Strengthening business
institutions and local resource capabilities are
among the most crucial first steps.

The current government’s push to improve
physical infrastructure deserves applause.
But having physical hardware without more
sophisticated human resources and institu-
tional software would be comparable to driving
a Ferrari on Bangkok’s jammed streets. The
changing context of global trade and invest-
ment requires countries to offer the most valu-
able geographical advantages that cannot be
found elsewhere.

Take Thailand 4.0, for example. While the
attemnpt to attract higher value-added and
technology-intensive industries like rabotics

or biotech is heading in the right direction,
being a hub for these industries means much
more than providing tax incentives. Skilled
huaman resources in science and technelogy
dre crucial for any firm in thesc industries.
But the recent Programme for International
Student Assessment (PISA) rank Thailand’s
performance at the bottom of Asia. The result
is anything but comforting.

Asfor firms, the integration into global value
chains is not an end initself, particularly when
value is created and captured more by other
firms in the chain. The more important gues-
tion is what Thai firms can do to leverage their
position to generate and capture more value
that goes beyond low-skilled tasks like produc-
tion or assembly. The changing competitive-
ness calls for value creation from more skitled
and sophisticated activities.

Moving into upstream functions, such
as research and development, or into down-
stream activities like marketing and distribu-
tian, as well as international expansion will
become more critical for future growth and
survival in the age of structural changes in
global value chain dynamics. Firms that would
thrive and survive in this changing context
should derive value more from what they do,
and not just from what they sell.

Thailand 4.0 is an ambitious growth strategy
that lacks a bottom-up vision to cope with the
fluctuating global economy. Thailand needs
to move away from cosmetic and superficial
policy announcements in favour of a blanket
acknowledgement of our structural shortcom-
ings and a broad-based drive to enact institu-
tienal and policy reforms that can underpin
innovation and value creation. Time and tide
wait for no man, and nor does globalisation,
even with its recent hiccups.

Pavida Pananond is Associate Professor of
Intemational Business at Thammasat Business
School, Thammasat University.
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'Trlilmp impact limited,

CIMB economist says

PETCHANET PRATRUANGKRAI
THE NATION .

"THAILAND ankci the rest of

Asean will face only an indi-
rect impact from US
President-elect Donald
Trump’s economic policies,
while those policies should not
cause an extreme global slow-
down or severely hit trade with
China, according to an econo-
mist.

Amornthep Chawla, head of
the research office at CIMB
Thai Bank, said Thailand
should not worry too much
about Trump's policies as the
Kingdom was only a supply~
chain country to the United
States.

He also said indirect
exports to China and Asean
nations might be hit indirectly
if the US imposes high tariffs
on Chinese goods.

“Thailand and Asean
should wait and see the clear
economic policy [from
Trump]. We all are victims of
this trade war,” he said.
“However, the US should
realise that China is the sec-
ond-largest country afler
Japan that holds US
Treasuries. If Trump goes too
far, China can fight against the
US by selling its US
Treasurtes, and that would
harm the US economy.

“Moreover, if the US impos-
es high import tarifts on
Chinese goods, it should
realise that the cost of produc-
tion and cost of living of the
US will increase, and that
would cause the US economy
to stow down.”

Amornthep estimated that
the value of Thailand’s exports
would contract by 0.6 per cent
this year, with a slowing of

shipments to China and Asean
countries. Direct exports to the
US will not be affected, he
added.

Thai exports to the US
account for 11 per cent of its
total exports, while the US
receives 20 per cent of its
imports from China.

Diversification needed

Amornthep said that if the
1JS imposed a protectionism
policy, Thailand could do
nothing much about that. But
he said the Kingdem needed to
diversify its markets, and
upgrade the quality of goods to
ensure market penetration.

Thailand’s policy of
focusing on innovation is the
right approach, even though
the country does not exactly
know how that will pan out, he
said.

According to the CIMBT
research office, Thai gross
domestic product this year is.
expected to grow by 3.2 per
cent, driven mainly by
tourism, public investment,
upper-income households, the
corporate sector and exports.

It said the floods in the
South would cause some slow-
down to the economy, but
overall the economy would
pick up in the second half of
the year.

Jose Antonio Pedrosa-
Garcia, economic affairs offi-
cer for the Macroeconomic
Policy and Financing for
Development Division of the
United Nations’ Economic and
Social Commission for Asia
and the Pacific, said Thailand
needed to monitor Trump'’s
policies closely, along with the
fate of the Trans-Pacific
Partnership.
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Thai bourse unfazed by radical Trump policies

SASITHORN ONGDEE
THE NATION

THE STOCXK Exchange of Thailand
has risen unhindered despite the
-election of Donald Trump as US
president and has been climbing
since the beginning of the year, on
the strength of cutperforming cor-
porate earnings.

The SET Index, however, seems
to have mixed a dose of caution as
Trump takes office today, to provide

_ for a wait-and-watch period.

The index rose by 30 points or
almost 2 per cent to close at the
peak of 1,572 points yesterday.
However, because of recent capital
outflows, the baht has depreciated
against the US dollar.

Many research houses do not
expect any significant impact on the
Thai equity market despite sales
worth more than Bt50 billion by
foreign investors during the months
before the US election late last year.

Trump’s stated goal to “make

America great again” through
domestic-oriented economic poli~
cies that include tax cuts and higher
government spending has led to the
rapid appreciation of the US dollar
and also triggered an exodus of cap-
ital from emerging markets, includ-
ing Thailand.

Meanwhile, the United States is
reaping the ben-
efits of more
than US$30 bil-
lion worth of
inflows to the
equity market
two weeks after
the November
2016 election. Trump’s pledge and
policies to boost domestic economic
growth might lead to an increase in
the key US interest rate.

A brokerage said that if all of
Trump's policies were approved,
there might be some more “Trump
shocks”. This could lead to arise in
inflation, resulting in an increase in
the federal funds rate. Such a sce-

nario would speed up global fund

flows and weaken the baht, which
has already slid by 2 per cent since
the énd of last year.

If only some policies were
approved, there would be less pres-
sure on inflation and debt, resulting
in the US Federal Reserve continu-
ing its quantitative easing. In this
case, the baht
might depreciate
by 1.5 per cent
over last year's
rate.

Though “risks
from president
Trump on trade
and rates” is one of the three most
important factors for Asia this year,
Thailand is among a few Asian
countries that are less exposed,
according to Credit Suisse’s analytic
research.

“In short, we are constructive on
growth in Philippines, Indonesia,
and Thailand,” the research said.

Many research houses expect the




Thai economy te grow by 3-3.5 per
cent this vear with export expansion
ot'1-3 per cent.

The research expected most
Asian economies to allow their cur-
rencies to depreciate against the
dollar rather than aggressively
defending their exchange rates as
inflation is still manageable while
- export growth remains lacklustre.

SET senior executive vice presi-
dent Santi Kiranand said he did not
think that any external factor relat-
ed to the economies of the US, the
European Union and China would
have an impact on the Thai equity
market.

“Last year was very good for
stock investors and this sentiment is
expected to continue this year, as
Thai shares are not yet expensive
and there is potential for growth,”
Santi said recently.

The average price-to-earnings
ratio of Thai shares was only 15-16
times. Some asset-management
firms, however, suggested that
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Source: Credit Suisse

investors adjust their portfolios by
overweighting equities and under-
weighting bonds to aveid the risk of
falling price from rising yields.
Many brokerage houses recom-
mended stock with “buy” ratings
that could benefit from Trump’s
economic policy.

NATION GRAFPHICS

Tisco Economic Strategy Unit
recently suggested that investors be
overweight on stocks in the US
market in response to the funds
flow.
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Low-cost goods scheme to start in April

PHUSADEE ARUNMAS

I'he government savs it witl make low-cost
consumer goeds available via small retail
outlets and at retail and wholesale shops
by April.

Depury Commerce Minister Sontirat
Sontijirawong said the ministry has asked
leading local manufacturers such as Saha
Group, Unilever and ThaiBev to produce
20 items that are essential for daily use,
including seap, toothpaste, detergent
and shampoo. }

Under the Thong Fah (Blue Flag) tow-
cost scheme, such products with discounss
af 15-20% will provide a non-branded
option for low-income earners.

The outlets selling the low-cost prod-
ucts should be located in the areas that
are easily accessible to consumers, while
manufacturers and retailers, as well as
wholesalers, have already agreed to
cooperate with the government sector in
making and distributing the goods, said
Mr Sentirat.

Currently, there are an estimated 19,000
small retail and wholesale outlets located in
varicus communities hationwide.

Mr Sontirat said the low-cost products
will not be distributed through existing
modern trade outlets such as 7-Eleven.

The ministry will call anothet meeting
with all manufacturers next week to thresh
outissues such as production volumes and
distribution spots, he said.

Retail and wholesale husinesses
now account for 27.5% of the country’s

The Commerce Ministry wants retailers and w

R N LI 1 K
holesalers to cut prices for household staples

like detergent and toothpaste, SEXSAN ROJJANAMETAKUN

employment or 2.9 million people, second
only to the service sector. The sector
accounts for 13.9% of GDP, after the service
sector (32.6%} and manufacturing (27.7%).

Mr Sontirat said the government will
also continue the mobile Thong Fa scheme
that sells low-priced products in densely-
populated communities.

It is further committed to doubling the
number of low-cost foed outlets to 20,000
this year.

Deputy Prime Minister Somkid Jatusrip-
itak also ordered senior-ranking Comumerce

Ministry officiats on Wednesday to closely
monitor global oil prices to prevent any
negative effects on the cost of living.

At the meeting, the Commerce Minis-
try also pledged to reestablish a war room
to closely monitor product price move-
ments and report the price situation on a
daily basis.

The ministry has threatened to harshly
punish profiteers, especially those oper-
ating in flood-affected areas, and strictly
inspect the preduction cost structure
of manufacturers,




Under the Price of Goods and Services
Act, any traders found selling goods or
services at prices higher than the refer-
ence prices will be subject Lo seven years'
imprisonment, a fine ofup to 140,000 baht
or both. Vendors without price labelling
witl be subject to a fine of not more than
10,000 baht.

Earlier at Tuesday’s meeting, the cabinet
also agreed to raise the number of product
and service items on the state price control
list 10 47 this year from 45.

The government has added delivery
charges for online shopping and counter
service 1o the list of expenditures that need
special supervision by state officials.

Thenumber of products in the price con-
trol list will stay unchanged at 42, but two
more service items are added to the three
service items on thelistdue to grow-
ing usage.

‘The three service items atready on
1he list are commercial music copyright
usage, storage and warchousing services,
and agricultural services.

The price control list covers essential
items for daily use such as fuod, con-
sumer products, farm-related products
{fertilisers, pesticides, animal feed, trac-
tors, rice harvesters), construction materi-
als, paper, petroleumn and medicines.

Listed foods include garlic, paddy,
milled rice, corn, eggs, cassava, wheat flour,
yoghurt, powdered/ fresh milk, sugar, vege-
table/animal oil and pork. Consumer prod-
uets include detergents, sanitary napkins
and toilet paper.
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