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Thailand: Fiscal Setbacks

In a nutshell:

e After the substantial increase in fiscal deficits sustained and raised public debt ceiling during the
pandemic, one would have expected that post-pandemic fiscal consolidation would take place
alongside tourism recovery in Thailand especially in 2024.

e Instead, the revised Medium Term Fiscal Framework (2024-27) under the new Government has
lifted the public debt trajectory towards 65% of GDP amid projections of larger fiscal deficits
which averaged 3.5% of GDP which is much higher than the below 3% of GDP deficit previously.

e Typically, fiscal deficit funding needs and public borrowing plans moved in tandem, but the new public
debt management plan for FY2024 signalled just 194.4bn THB of new borrowing which is much
lower than previous years. As such, it is likely to be an understatement which has not fully reflected
the higher budget deficit of 693bn THB.

e As such, higher borrowing is par for the course in 2024 and worryingly, interest payments are also
likely to rise due to both a higher stock of debt and higher yields required to attract Thailand
government debt buyers. The setback to fiscal consolidation is an apparent one and in sharp contrast
to regional peers such as Malaysia and Indonesia who have embarked on reform efforts.

e What’s more, the implied demands of fiscal boost to consumption alongside inflation reduction
measures in the pipeline suggest upward revision in borrowing needs and even larger planned deficits
are certainly not to be ruled out.

Pandemic Enlarged Fiscal Deficits
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The Covid-19 pandemic had necessitated enlarged fiscal spending in Thailand, not unlike many countries
in the region. Including 2 Emergency Decrees worth a combined 1.5 trillion baht, actualised fiscal deficit
reached depths of nearly 9% of GDP in 2021. The government had raised the debt ceiling in 2021 to 70%
to accommodate the higher borrowing needs for essential pandemic spending.

Post Pandemic Fiscal Uncertainties

In 2023, public debt ratios continued to climb and reached 61.8% of GDP in August. While the debt
ceiling is not under immediate threat, the slew of measures announced by Thailand’s new government
headed by PM Srettha which has been implemented or are in the pipeline have been ironically visible in
the headlines but are unfortunately shrouded in uncertainty on the underlying fiscal reallocations.
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Fiscal Revenue and Expenditure (% of GDP): Trend of
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Historically, revenue collections ability (in term of % of GDP) appear to be trending lower while
expenditures needs have been much firmer. Looking ahead, the new government’s revised medium term
fiscal framework have put fiscal consolidation on a slower pace. Previously, fiscal deficits were planned
at below 3% of GDP which contrast with the current average of 3.5% of GDP over 2024-27. Consequently,
public debt ratios are set to reach almost 65% of GDP which is significantly higher than the
previously projected path which stayed below 62% of GDP.

In the near term, while the new Thai Cabinet had approved 194.4bn THB of new borrowing on 26
September under their latest public debt management plan for FY2024, underlying details imply that
an upward revision of borrowing needs is on the cards when the fiscal spending details are firmed.
Specifically, it appears that the borrowing plan by the PDMO has yet to fully take into account the
planned budget deficit as the 40bn THB borrowing to compensate for deficit is a long way from planned
deficit of 693bn THB. Traditionally, borrowing plans and budget deficits have been in close alignment.
As such, it is foreseeable that the current 194.4bn borrowing which has 104bn THB accounted for by
spending on existing projects, will need to rise by another 650bn THB to account for the budget
deficit.
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What’s more, with the unprecedented digital wallet spending plan due to launch in Q1 2024 which is
estimated to take up 3.2% of GDP, the ability to keep to the estimated budget deficit may also be in
doubt especially if one takes into account the need to subsidise rail operators, electricity operators,
suspend debt for farmers and collect less revenue due to cuts in excise tax on diesel.

Amid a higher for longer rates environment, the implication is that the significantly higher amount of
government borrowing via debt issuances will require higher yields to attract demand especially as
rate differential vis-a-vis the US widens. The ensuing higher interest servicing will weigh on fiscal
consolidation needs as well. The contrast with regional peers such as Malaysia and Indonesia who have
embarked on efforts such as subsidy rationalisation is a stark one. Signs of fiscal position worsening may
put Thailand’s credit ratings at risk and exacerbate a vicious feedback loop.
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Important Information

This publication has been prepared by Mizuho Bank, Ltd. (“Mizuho”) and represents the views of the author. It has not been prepared by an
independent research department and it has not been prepared in accordance with legal requirements in any country or jurisdiction designed
to promote the independence of investment research and is not subject to any prohibition on dealing ahead of the dissemination of
investment research.

Disclaimer

Unless otherwise stated, all views or opinions herein are solely those of the author(s) as of the date of this publication and are not to be
relied upon as authoritative or taken in substitution for the exercise of judgement by any recipient, and are subject to change without notice.
This publication has been prepared by Mizuho solely from publicly available information. Information contained herein and the data
underlying it have been obtained from, or based upon, sources believed by us to be reliable, but no assurance can be given that the
information, data or any computations based thereon are accurate or complete. This publication provides general background information
only. It is information in summary form and does not purport to be complete. This publication has been prepared for information purposes
only and is not intended by Mizuho or its affiliates to constitute investment, legal, accounting, tax or other advice of any kind and all recipients
of this publication are advised to contact independent advisors in order to evaluate the publication, including, without limitation, the suitability
of any security, commodity, futures contract or instrument or related derivative (hereinafter, a “financial instrument”), product or strategy
herein described. This publication is not intended to be relied upon as advice to investors or potential investors and does not take into
account investment objectives, financial situation or needs of any particular investor. It is not intended for persons who are Retail Clients
within the meaning of the United Kingdom’s Financial Conduct Authority rules nor for persons who are restricted in accordance with US,
Japanese, Singapore or any other applicable securities laws.

This publication has been prepared for information purposes only and is not intended by Mizuho to market any financial instrument, product
or service or serve as a recommendation to take or refrain from taking any particular course of action or participate in any trading or other
strategy. This publication is not an offer to buy or sell or a solicitation of any offer to buy or sell any security or any of the assets, businesses
or undertakings described herein, or any other financial instrument, nor is it an offer to participate in any trading or other strategy, nor a
disclosure document under applicable laws, rules, regulations or guidelines. Nothing contained herein is in any way intended by Mizuho or its
affiliates to offer, solicit and/or market any financial instrument, product or service, or to act as any inducement to enter into any contract or
commitment whatsoever. Neither the author, Mizuho nor any affiliate accepts any liability whatsoever with respect to the use of this
publication or its contents or for any errors or omissions herein.

Mizuho and its affiliates, connected companies, employees or clients may take the other side of any order by you, enter into transactions
contrary to any recommendations contained herein or have positions or make markets or act as principal or agent in transactions in any
securities mentioned herein or derivative transactions relating thereto or perform or seek financial or advisory services for the issuers of
those securities or financial instruments.

All of the information contained in this publication is subject to further modification without prior notice and any and all opinions, forecasts,
projections or forward-looking statements contained herein shall not be relied upon as facts nor relied upon as any indication of future
results. Opinions stated in this publication are subject to change without notice. Future results may materially vary from such opinions,
forecasts, projections or forward-looking statements. The information contained in this publication may not be current due to, among other
things, changes in the financial markets or economic environment. Mizuho has no obligation to update any information contained in this
publication. Past performance is not indicative of future performance.

This is a strictly privileged and confidential publication. This publication contains information addressed only to a specific individual and is not
intended for distribution to, or use by, any person other than the named addressee or any person or entity in any jurisdiction or country where
such distribution or use would be contrary to law or regulation. Save with Mizuho’s prior written consent, you may not disclose, divulge,
reproduce or furnish any information contained herein to any other party. Please notify the sender immediately if you have mistakenly
received this publication.

Singapore: Mizuho is licensed as a bank under the Banking Act (Chapter 19) of Singapore, and is regulated by the Monetary Authority of
Singapore.

Japan: Mizuho is authorised and regulated by the Financial Services Agency of Japan.

United Kingdom / European Economic Area: In the UK, Mizuho is authorised by the Prudential Regulation Authority and subject to regulation
by the Financial Conduct Authority and limited regulation by the Prudential Regulation Authority. Details about the extent of MHBK's regulation
by the Prudential Regulation Authority are available upon request. This publication may also be distributed by Mizuho International plc (“MHI”).
MHI is authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and the Prudential Regulation
Authority.

United States: This publication is not a “research report” as defined in Commodity Futures Trading Commission (“CFTC”) Regulations 1.71
and 23.605. The content of publications distributed by Mizuho Securities USA Inc. (‘“MSUSA”) is the responsibility of MSUSA. The content of
publications distributed directly to US customers by Mizuho is the responsibility of Mizuho. US investors must effect any order for a security
that is the subject of this report through MSUSA.
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