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The construction industry is expected to recover over the next 3 years, with total construction spending forecast to rise by
4.5-5.0% in 2021 and then by 5.0-5.5% in 2022-2023. A major driver will be public-sector spending on infrastructure
megaprojects, especially in the Eastern Economic Corridor, where investment in government-backed projects will encourage
crowding-in of private-sector investment (e.g., in industrial estates). Beyond this, the gradual recovery of the Thai economy
will also support greater investment in residential accommodation and commercial properties. And, there will be new
opportunities in neighboring countries as their governments continue to improve national infrastructure in response to
continued economic growth and urbanization.

4 Overview

The construction industry plays a significant role within the Figure 1: Construction Spending to GDP (%)
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@ Public construction: The lion’s share of public-sector
construction comprises build-out of infrastructure, which
accounts for 82% of total spending in this segment. The rest

goes towards building offices for government agencies and
housing for civil servants. Large contractors have strong
advantage when securing government construction
contracts, especially for infrastructure megaprojects, due to
their experience, expertise, financial efficiency, and ability
to exploit specialist techniques and technologies. Hence,
SMEs tend to be sub-contractors for larger corporations in
publicly-funded projects.

® Private construction: This is mostly driven by residential
accommodation, which contributes 54% of the total value in
the segment. The rest is split between industrial factories (9%),
commercial buildings (8%), and other developments (29%), a
category that includes hotels and hospitals (source: the Office
of the National Economic and Social Development Council,
2018). Private-sector construction spending is normally
dictated by the overall health of the economy, investor
confidence, degree of domestic political stability, extent of
infrastructure spending, and government measures to
stimulate investment.

@ Thai construction companies, especially larger ones, have also
been venturing into overseas markets, especially the CLMV
countries (Cambodia, Laos PDR, Myanmar and Vietnam). They
are attracted by the high investment in infrastructure and
utilities projects in those countries, for example, in road
networks, rail links and power stations. Thai operators are also
hired for the construction, repair and renovation of housing
and other structures in the CLMV nations.

2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

Source: Office of the National Economic and Social Development Council (NESDC)

Note: - C/GDP = Average construction value to GDP
- Construction value to GDP dropped to 8.1% in 2011 along impacts of flooding in
Thailand. During Thai political crisis, construction value to GDP decreased to 7.5%
in 2014 but recovered since 2015, thanks to increased political stability.

Figure 2: Public and Private Construction Spending
(at current prices, THB bn)
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Table 1: Public and Private Construction Spending Growth
(at current prices)

Average Growth Rate (% per year)

2009-2011 2012-2014 2015-16  2017-19

Public Construction 1.1 3.7 19.3 1.4
Private Construction 7.0 5.2 -1.8 3.1
Total Construction 3.7 4.4 8.6 2.1

Source: NESDC
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Table 2: Comparison of Construction Work by Type

Public Construction

Private Construction

Type of work

Mostly involves large-scale infrastructure projects
which requires specialist knowledge, e.g., mass
transit systems.

Work is concentrated in the residential
accommodation segment, followed in importance
by industrial and commercial properties, e.g.,
department stores.

Revenue recognition

Construction fees are adjusted according to the K
value, or ‘escalation factor’, a tool to reduce risk
arising from fluctuating construction costs. At the
time that disbursements are made, current costs are
compared to the value when competitive bids were
tendered (calculations are based on the index value
of the most important construction materials). If the
K value has increased by more than 4%, contractors
will receive a compensation. If it drops by more than
4%, they will have to make repayments to public
agencies.

Private-sector construction costs rise and fall
according to market prices of materials. This means
operators need to accept the financial risk created
by fluctuating prices.

Choosing contractors

E-bidding is used to award contracts.

There is no standard bidding mechanism for
private construction contracts. So, these may be
awarded based on familiarity or personal
knowledge of the contractor. For large projects,
competing on price is common but this may be
done via electronic methods or by more traditional
means, such as submitting written bids.

Project return

Margins tend to be relatively low.

Margins are higher than for
construction projects.

public-sector

Sources of funding

Government budget, state enterprises, borrowings,
public-private partnerships, and the Infrastructure
Fund.

Company funds or debt (ncluding stocks and
debentures).

Type

Table 3: Comparison of Construction Work by Size of Operators

Large operators

SMEs

Skills and expertise

Large operators can work effectively in both public-
and private construction projects, particularly large
developments, high-rise buildings, and other
specialist projects, including high-value
developments related to logistics.

Most SMEs engage in general construction work,
though some mid-size companies may specialize in
areas such as foundations or road construction.

Financial strength

Large operators enjoy a higher degree of financial
security.

SMEs have limited finances, which forces them to
work as sub-contractors for larger companies.

Use of construction
technology

Large operators invest in the development and
deployment of modern construction technologies,
which saves time and costs and reduces risk of
exposure to labor-shortage. Some players have also
invested in related businesses which manufacture
construction materials, such as pre-fabricated steel
flooring and concrete walling.

Currently, SMEs do not develop their own
technologies. They still rely heavily on more labor-
intensive techniques, but they are increasingly
using ready-made materials, such as precast
concrete and metal sheet walling.

Bargaining power
with suppliers

When dealing with suppliers of construction
materials, large companies are able to exploit strong
economies of scale to negotiate for better prices.

SMEs undertake smaller volumes of work, so they
have a worse bargaining position relative to
suppliers.

Cost management

Large operators employ professional administrators
to plan and manage stock systematically.

Most SMEs are family businesses. Hence, their
stock management tends to be less efficient.

Source: compiled by Krungsri Research

1/ The K value is an index that is used to evaluate the scale of changes in construction costs between the day on which tenders are
submitted and the period when a stage of work is completed. Prices are calculated using 13 different indices, including the
consumer price index and the index of diesel costs (source: Office of Policy and Strategic Trade, Ministry of Commerce).
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At present, there are about 80,000 construction companies
registered in Thailand (source: Department of Business
Development, 2019). But of these, only 55 (or 0.07%) qualify
as large-scale operators which command about 50% share of
industry revenue. They are mostly listed on the stock
exchange. Indeed, the three largest players, (ltalian Thai
Development, Sino-Thai Engineering and Construction, and
Ch. Karnchang) have 24% share of total market value and
over 70% share of the revenue of the 10 biggest construction
stocks traded on the Thai stock market (Figure 3).

To evaluate the state of the construction sector, we need to
consider the following:

1) The market: The volume and value of projects available
(and hence, revenue) depends largely on the state of
the economy, political environment, plans for and
progress in public and private construction investment,
and regulations governing investment in those
countries, which might support or hinder the industry.

2) Costs: Changes in construction material and labor costs,
would affect profits. Currently, Thai construction
companies are facing labor shortage, in terms of both
guantity and quality. This means costs have exceeded
productivity. The cost-structure for construction
companies broadly comprises 60% for construction
materials (construction steel, concrete, cement and
other materials), 20% for labor, and 20% for other
costs? (Figure 4).

4 Situation

In the first 9 months of 2020, construction contractors
experienced a mild growth in business, with construction
spending rising 1.9% YoY to THB1.04 trillion, following 2.7%
growth in 2019. This was largely driven by public
construction projects (56.5% of total construction
spending), especially ongoing works for megaprojects, as
the government had accelerated budget disbursements.
However, private-sector spending shrank with the wider
contraction of the economy, triggered by the COVID-19
crisis and the need to impose strict measures to control the
spread of the virus. This had severely reduced construction
contracts for residential property in the Bangkok
Metropolitan Region and major provincial centers, as
property developers postponed new projects, consumer
spending power weakened, and lenders tightened the
release of new credit.

2/ Calculated from large operators’ costs and from the Office of the National
Economic and Social Development Board (NESDB) input-output tables.
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Figure 3: Share of Revenue among Top 10 Listed Companies
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Source: SET, Prachachat Business newspaper, March 2019, Krungsri Research
Note: The latest whole year data in 2019

Figure 4: Cost Structure for Construction Projects
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Source: NESDC and MOC, compiled by Krungsri Research

Figure 5: Construction Investment
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@ Public construction spending grew 5.6% YoY to THB608

billion in 9M20 (Figure 6), after the government
accelerated the annual budget disbursements. Details are

as follows: THB, bn
320
= Infrastructure projects (82.3% of public-sector
construction spending by value) may be divided into
the following categories: 240

a

Government projects: The most important includes:

(i) The Integrated Plan for the Development of the 160
Transport and Logistics Systems under the Ministry
of Transport. They are mostly ongoing megaprojects,
including the MRT Orange Line (Cultural Center-
Minburi), Pink Line (Khae Rai-Minburi), and Yellow

80
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Government Construction Disbursement
@=Q== Growth in Public Construction (RHS)

Figure 6: Public Construction Spending Growth

Line (Lat Phrao-Samrong) which are 64%, 56% and 0
58% complete, and the 50%-complete Phase 1 dual-
track railway from Bangkok to Nakhon Ratchasima

(source: government progress reports, August 2020). Source: NESDC, GFMIS

(ii) To address the effects of the last drought, the
Ministry of Agriculture and Cooperatives is working
on a large number of construction projects across
the country. These are managed through the
ministry’s plan to develop local irrigation systems.
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Note: Disbursement of government investment budget excluded expense of the
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infrastructure investment under state-owned enterprise, e.g. mass transit system
and dual-track railway.

State enterprise projects: The bulk of construction work is ongoing projects, including projects by the Electricity
Generating Authority of Thailand and the Provincial Electricity Authority’s to develop the national power grid, TOT's

telecommunications network, and the Metropolitan Waterworks Authority’s water mains development project.

m Other public construction (17.7% share): This includes construction of residential accommodation for government
employees (which slumped 36.3% YoY) and buildings used by government agencies (which fell 11.5% YoY). These drops
can be partly attributed to the COVID-19 impact because much of such work is normally carried out by SMEs. And they
were badly affected in 2020, many experiencing liquidity and labor shortage.

Table 4: Progress of Ongoing-Mega Projects

Ongoing Infrastructure Projects

Investment

% Progress in Completed

Value (THB, bn) 2020 Year
1 Mass Transit System: Red Line (Bang Sue-Rang Sit) 88.0 90.2 2021
2 Mass Transit System: Orange Line (Thailand Cultural Center to Min Buri) 109.5 62.4 2022
3 Mass Transit System: Yellow Line (Lad Phrao to Samrong) 51.8 57.9 2021
4 Mass Transit System: Pink Line (Khae Rai to Min Buri) 53.5 56.3 2021
5 Dual track railway: Nakhon Pathom to Hua Hin 20.0 70.2 2021
6 Dual track railway: Hua Hin to Prachuab Kiri Khun 10.2 72.3 2021
7 Dual track railway: Prachuab Kiri Khun to Chumporn 17.2 53.6 2021
8 Dual track railway: Map Kabao to Jira 30.9 46.1 2023
9 Dual track railway: Lop Buri to Paknampho 22.7 50.0 2022
10 Motorway: Bang Pa-in to Nakhon Ratchasima 76.6 49.3 2021
11 Motorway: Bang Yai to Kanchanaburi 49.1 12.7 2023
12 Mega projects in EEC: Motorway from Pattaya to Map Ta Phut 17.8 87.1 2021
13 Suvarnabhumi airport expansion (Phase 2): Terminal 1 and utility system 14.0 81.8 2021
14 Regional airport development
- in Maesod : runway expansion 0.4 22.7 2023
- in Sakon Nakorn 0.4 39.5 2023
15 High speed train: Bangkok to Nakhon Ratchasima (Thai-Chinese cooperation) 179.4 2023
- Phase 1: Klang Dong to Pang Asok in Nakhon Ratchasima (3.5 km) 0.4 90.0 2021
- Phase 1: See Kew to Kud Jik (11 km) 3.1 28.0 2023

Source: The Office of Transport and Traffic Policy and planning (OTP), compiled by Krungsri Research.
Note: The monitoring and evaluation report on the infrastructure projects (the latest report published in August 2020)
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e Private construction spending contracted 2.9% YoY in 9M20 to Figure 7: Private Construction Investment
THB431 billion (Figure 7) because of fewer residential and
commercial building developments. THB, bn % YoY

= Residential construction (53.1% of private construction 10

spending): Total spending in this segment slipped 6.8% YoY
during the period. This was in line with the sharp drop in
building activity throughout 2020 in the Bangkok
Metropolitan Region and six major provinces (Chiang Mai,
Chonburi, Khon Kaen, Nakhon Ratchasima, Phuket and
Rayong), which crashed by 41.6% and 70.3%, respectively
(Figure 8). Property developers responded to the
challenging conditions by postponing several new projects J - - -
(both low- and high-rise). To preserve cashflow and liquidity, 2016 2017 2018 2019
they had focused on running down existing stock of unsold mm Residential

2.1

-5

; 9M20

properties by employing strategies that included giving Non-residential
steeper-than-normal discounts, renting out properties, and mmm Others _
deferring payments by 1-2 years. The market was also hit by =0~ Growth in private construction (RHS)
weaker consumer spending power because of the recession Source: NESDC

and lenders being more cautious about approving new
credit, even though interest rates are very low.

= Non-residential construction spending (28.7% share): Spending in this segment fell by 3.1% YoY, covering commercial
buildings, construction work in the services and transport sectors, and industrial factories. This is premised on total

investment and the broad economy contracting this year due to the COVID-19 pandemic and subsequent lockdown as
well as need to maintain social distancing measures, like for most industries.

s Other private construction spending (18.2% share): Spending in this segment grew 10.9% YoY. It was mostly driven by
the construction of structures that are non-buildings (e.g., bridges) on private land. This work is typically in
communities that are expanding and experiencing urbanization.

Figure 8: New Supply of Residential Construction Projects Figure 9: Construction Permits (by area): Residential
thousand units % million sg.m. % YoY
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In the last quarter of 2020, we estimate public construction
spending had continued to rise. This is premised on
government attempts to accelerate budget disbursements for
Bangkok’s metro system and the dual-track railway projects, as
well as local projects that include 2,000 separate programs to
repair and upgrade the country’s road network. However,
private construction likely remained depressed as property
developers postponed new projects (for rent and for sale) and
instead focused on running down existing stock. This is
reflected in fewer number of applications for construction
permits (leading index for private-sector construction activity)
in 9M20, for all categories. For residential construction, there
were fewer permits for low-rise projects (-2.1% YoY) and high-
rise developments (-70.6%). For non-residential construction,
declines were recorded for commercial properties (-29.6%
YoY), industrial properties (-29.7%), offices (-67.4%) and hotels
(-42.2%) (Figures 9, 10 and 11). Thus, for full-year 2020, total
construction spending likely rose by only 1.5% (to THB1.321
trillion), driven by 5.0% growth in public sector spending and
3.0% contraction private sector spending. This follows 3.1%
and 2.1% growth in 2019, respectively.

Cost of construction materials fell by 1.8% in 2020, after falling
1.2% in 2019 (Figure 12). The depressed construction market
had caused prices to drop for the major product categories. The
price drop was most severe for construction steel (23% of total
cost of construction materials), which fell by 7.6%. This was
followed by concrete products (16% of costs) and cement (13%
of costs) which prices fell by 2.0% and 0.6%, respectively.

4 Outlook

Krungsri Research sees conditions improving for the
construction industry and predicts investment will rise by 4.5-
5.0% in 2021 and then by 5.0-5.5% in 2022-2023 (Figure 13).
The major growth drivers will be government spending on
megaprojects, especially those connected to the development
of the Eastern Economic Corridor (EEC), and the broad
economic recovery following the 2020 recession, which will
boost spending on residential accommodation.

® Public-sector construction spending is forecast to expand
by 6.0-6.5% in 2021 and by 6.5-7.0% annually in 2022 and
2023. The bulk of the increment will be led by investment in
ongoing megaprojects under the 2018 Urgent Transport
Action Plan, which is part of the 20-year Strategic Transport
Infrastructure Development Plan (2017-2036). This had
allocated THB1.8 trillion for spending on infrastructure
projects, the most important of which are laid out in the
next section.
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Figure 12: Construction Material Price Growth
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Figure 13: Construction Spending
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Source: NESDC
Note: forecast by Krungsri Research

Research 6



Thailand Industry Outlook 2021-23 | Construction Contractor

Figure 14: Infrastructure Investment Projects
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Source: The Office of Transport and Traffic Policy and Planning (OTP),
Ministry of Transport, Krungsri Research

= Projects linked to the EEC will be the most important because they will account for 38.6% of total public-sector
spending on construction (Figure 14). The EEC is a strategically important region and many of the related megaprojects
will commence in 2021, including: (i) Phase 1 (Suvarnabhumi-U-Taphao) of the high-speed rail-link to connect three
airports (Don Muang, Suvarnabhumi and U-Taphao); (ii) Phase 3 of the Map Ta Phut and Laem Chabang Port
development, scheduled for construction once land reclamation work is complete; and (iii) construction of a new
passenger terminal at U-Taphao. Spending on these 3 projects will exceed THB60 billion in 2021, while total cost would
reach over THB68O0 billion. The government has also approved plans to expand the scope of some existing projects,
including the Laem Chabang Port development, to improve links between the EEC and the south of Thailand and
neighboring countries, to establish Thailand as an ASEAN transportation hub. This will create new projects, such as
construction of a dry port which should be completed in 2023-2024. The whole development will help to extend
transportation links to other regions through a multimodal transport network.

= Major projects in other areas (ongoing and new projects that will break ground in 2021) include the dual-track railway
(29.7% of total public-sector construction spending) and the Thai-China high-speed train (10.1%) (Figure 14).

Urgent projects in 2021 include:

o The Den Chai-Chiang Khong and Baan Phai-Nakhon Phanom dual-track railway links.

o The Bangkok-Nong Khai section of the Thai-China high-speed railway (Phase 1 from Bangkok to Nakhon
Ratchasima is under construction and work on phase 2 from Nakhon Ratchasima to Nong Khai will begin in 2022).

« Extensions to the MRT Western Orange Line (Bang Khun Non-Cultural Center) and the Southern Purple Line (Tao
Poon-Rat Buruna), which will improve coverage of the transportation network in the area.

Projects that are likely to be expedited in 2021-2023:

o Construction of Highway 58, which will include construction of bypasses and elevated road intersections
nationwide.

o The Motorway Rail Map (MR Map) aims to integrate the dual-track and high-speed railways through the 3 pilot
sections of Nakhon Ratchasima-Nong Khai (203 kilometers), Nakhon Ratchasima-Ubon Ratchathani (301
kilometers) and Nakhon Pathom-Cha-Am (119 kilometers). These are part of the 20-year plan to develop an
intercity motorway network (2017-2036).

The majority of these large infrastructure projects will be funded through public-private partnerships (PPPs). They are

likely to be under the PPP net cost model rather than structured as PPP gross cost projects because this gives private
sector partners more rights to collect charges from the public and helps to reduce operating costs for the government.
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Table 5: Timeline for Ongoing and New Mega Project Investment

2019F 2020F 2021F 2022F 2023F | 2024F 2025F 2026F

Investment
Mega Projects of Transport Infrastructure Development Value 2017 | 2018F
(THB, bn)
1 Mega projects in EEC: High speed train for Bangkok to Rayong (connecting 3 airports: 179.4
Donmueng-Suvarnabhumi-U Tapao)

2 Mega projects in EEC: U-Tapao international airport 215.0
3 Mega projects in EEC: Map Ta Phut deep sea port phase 3 86.0
4 Mega projects in EEC: Laem Chabang deep sea port development phase 3 84.0
5 Mega projects in EEC: Maintenance repair and overhual (MRO) at U-Tapao airport 4.3
6 Dual track railway: Denchai-Chiang Rai-Chiang Khong 85.3
7 Dual track railway: Khon Kaen to Nong Khai 26.7
8 Dual track railway: Hat Yai to Padang Besar 6.7
9 Dual track railway: Paknampho to Denchai 62.8
10 Dual track railway:Jira to Ubon Ratchathani 37.5
11 Dual track railway: Chumphon to Surat Thani 243
12 Dual track railway: Surat Thani-Hat Yai-SongKhla 57.4
13 Dual track railway: Denchai to Chiang Mai 56.8
14 Dual track railway: Banpai-Mukdahan-Nakhon Panom 66.8
15 Mass Transit System: Orange Line (Bang Khun Non to Thailand Cultural Center) 128.1
16 Mass Transit System: Purple Line (Tao Pun to Rat Burana) 115.0
17 Mass Transit System: Dark Red Line (Rangsit to Thammasat University) 6.6
18 Mass Transit System: Red Line (Bang Sue to Hua Mak and Bang Sue to Hua Lamphong) 44.2
19 Mass Transit System: Red Line (Taling Chan to Siriraj and Taling Chan to Salaya) 16.8
20 Mass Transit System: Brown Line (Nonthaburi to Lam Sa Lee) 48.5
21 Motorway: Bangkok to Mahachai 40.1
22 Motorway: Hat Yai to Malaysian border 34.1
23 Motorway: Ruangsit to Bang Pa In 25.1
24 Motorway: Northern expressway (Kasetsart-Nawamin road: N2) 17.6
25 Motorway: Rama Il Road to Dao Khanong and Western Outer Ring road 31.2
26 Motorway: Katu to Patong in Phuket 13.9
27 Motorway: Nakhon Pathom to Cha am 79.0
28 Lightrail in Phuket 30.2
29 Lightrail in Chiangmai 107.2
30 Lightrail in Nakhon Ratchasima 13.6
31 Lightrail in Khon Kaen 13.9
32 Regional Airport (Chiang Mai, Nakorn Srithammarat and Trang) 17.5
33 Pier development (Tha Chang, Tha Tien, Samui island) 0.2
34 Donmueng Airport Development Phase 3 37.6
35 Dry port development at Khon Kaen 1.8
36 Logistics centers at Nakorn Phanom 1.1
37 Logistics centers in regional (border towns) 8.1
38 Logistics centers in regional (main cities) 8.3

["] Feasibility Studyand Detail Design

Source: The Office of Transport and Traffic Policy and planning (OTP, compiled by Krungsri Research (as of January 2021)

7] Approving and Bidding I construction

e Total private-sector construction spending is projected to grow by 1.0-1.5% in 2021, 1.5-2.0% in 2022, and 2.0-2.5% in
2023, supported by the following factors.

Stronger government investment in infrastructure will create crowding-in from the private sector.

The EEC project will help to stimulate spending on the construction of factories and industrial estates. Work is
scheduled to start on two new industrial estates in the area in 2021 — Rojana Nong Yai Industrial Estate in Chonburi
(1,900 rai, to be construction over 2021-2024) and Egco Industrial Estate in Rayong (621 rai, constructed 2021-2022).
In addition, to meet rising demand from overseas businesses to relocate to Thailand, industrial estates that are in
operation are also expanding. Amata City in Rayong plans to expand by 1,000 rai.

The number of residential developments is forecast to grow by an average of 3.0-4.0% per year in 2021-2023, to
61,000-63,000 new units/year. But, to meet rising non-speculative demand, property developers are likely to increase
the proportion of low-rise projects in their portfolios, especially in suburban locations. The outlook for condominiums
will improve in certain areas, notably the city center and along some of Bangkok’s metro lines, but construction work
on these will largely be controlled by major players. The 10 largest developers in Thailand plan to invest a combined
THB230 billion to develop residential projects (both low- and high-rise) in 2021, up 13.4% from 2020. They will be
targeted at middle-income earners (called the ‘affordable’ segment) (source: Prachachat Turakij, 25-27 January 2021).
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Development of commercial buildings is split into
(i) retail space, which supply normally rises (Figure
15) when there are expectations of a recovery in
private-sector consumption and a rebound in
tourism activities, and (ii) office space, which is also
forecast to see better conditions as private-sector
investment improves. However, to better meet
demands for modern urban lifestyles, commercial
buildings are increasingly being developed as
mixed-use projects. Between 2021 and 2023,
projects that are currently under construction or
will start construction soon, would add 1 million
sq.m. of new supply (Table 6).

o Business responses to a changing market

Large players will apply proactive strategies to both
their operations and investments. Looking at
business operations, companies will try to cut costs
and improve price competitiveness to boost their
chances of winning public- and private-sector
contracts. These players also enjoy a strong
bargaining position relative to manufacturers and
suppliers of construction materials. And they are
able to find and exploit profitable activities that
arise subsequent to the primary construction
works, such as operating a mass transit system.
Looking at investments, large companies will likely
step up spending on labor-saving high-tech
equipment because this is the best way to reducing
exposure to risk of continued labor shortage, and

social-distancing rules which are expected to be in
force for some time.

SMEs are predominantly family-run businesses with
limited access to capital. They also operate from a
much weaker bargaining position when it comes to
dealing with suppliers. Most will take on sub-
contract jobs from large players, especially for
government megaprojects. They would also seek
additional sources of revenue, such as by offering
from repair and renovation services.

M
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Figure 15: Bangkok Retail Space Supply by Type
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Table 6: Major Investment in Commercial Buildings and
Mixed-use Projects to be completed in 2020-2024

Project Name ( S:.LII\\II.) Status Con;p;l::ion
Terminal 21 Harbour 40,000 Under Construction 2021
Central Plaza Ayutthaya 68,000 Under Construction 2021
Central Plaza Siracha 71,000 Planned 2021
Central Plaza Chanthaburi 64,000 Planned 2022
The EmSphere 60,000 Under Construction 2022
The Forestias 180,000 Planned 2022
One Bangkok 180,000 Under Construction 2023
Dusit Central Park 70,633 Planned/Demolition 2023
CPN-Hong Kong Land 60,000 planned/ Demolition 2023
Bangkok Mall 90,000 Under Construction 2023
Bangkok Midtown (Phasel) 59,000 Planned 2023
CentralM N/A Under Construction 2024 & Beyond
Central Ratchapruek N/A Planned 2024 & Beyond
Mega Rangsit N/A Planned 2024 & Beyond
Big Lake City 150,000 Planned 2024 & Beyond

Source: CBRE, Krungsri Research

Figure 16: Current Strategies of Contractors
to deal with the crisis

Large Contractors

Offer lower construction cost

amid price competition

Use strong bargaining power to reduce

raw material cost from

suppliers

Invest in high-technology machine
to substitute for labor shortage

Focus more on the revenue from system
management e.g. mass transit operations

Seek backlog from CLMV infrastructure

projects esp. water energy projects in Laos

SME

Subcontract for large contractors
on government projects

Extend the construction period
for potentially delayed projects

Look for contracts for building

renovations

Leverage machine utilization and use prefabricated
building materials to compensate for labor shortage

Source: The construction contractor analyst meeting 2020, Krungsri Research
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e Overall, costs of construction materials is expected Figure 17: Construction Material Price Growth
to rebound slightly (Figure 17). This is premised on
the projected uneven recovery in investment and the %
economy, and large construction companies being 10
able to negotiate for lower prices from suppliers and
distributors. Thus, over the next few years, the cost 5

of cement and concrete products will trend up,
driven by government-funded projects that are
intense consumers of these two products. However,

. . . . -5

price of construction steel will continue to trend

down, depressed by high inventories worldwide and 10

cheap imports from China. 2016 2017 2018 2019 2020 2021F 2022F 2023F

.. . . . . CMPI e Cement

Rising business opportunities elsewhere in the region. Steel ——— Concrete products
This is specifically in the CLMV countries, where the
governments are Committed to supporting economic Source: Ministry of Commerce (MOC), forecast by Krungsri Research

growth and meeting the challenges of rising

Note: CMPI = Construction materials price index

urbanization by implementing extended plans to invest
in national infrastructure.

For Thai players, the opportunities include construction work for factories, office buildings, and residential accommodation. In
this region, Vietnam would be most attractive given the heavy investment in infrastructure and industrial estates to meet
strong FDI inflows (Table 7). The regulatory conditions are also now favorable to expand regionally, because under the ASEAN
Framework Agreement on Services (AFAS), signatory members cannot restrict contractors from signatory countries from
participating in the domestic markets. However, they may be required to operate as a joint venture or sub-contractor to a
local partner (source: www.asean.org). Nevertheless, expanding into the regional market is mostly reserved for large
operators because only they have the requisite financial capacity, access to technology, and business connections to make
this a viable proposition.

Country

Table 7: Major Construction Projects in the CLMV in 2021-2022

Major features of the local market

Vietnam

Transportation infrastructure megaprojects are covered by Vietnam’s development plan for 2021-2025. Projects are centered in
Da Nang, the door to the South China Sea, and follows Vietnam’s East-West Economic Corridor. This includes construction and
development of a railway terminus and logistics center to connect the country’s network of highways, the Lien Chieu deep-water
port, a rail network that links to the airport, a trade center, tourist attractions, the Long Thanh International Airport, and several
new hospitals. In addition, they are expanding a hi-tech industrial park and building public healthcare facilities.

Cambodia

Major state-backed projects include the expansion of Siem Reap and Sihanoukville airports, and building and upgrading public
facilities (e.g., improve and expand highway network, develop the metro system and upgrade public sewerage system). Projects
undertaken by the private-sector include developing residential accommodation, hotels, and restaurants, especially to meet the
anticipated growth in tourism.

Myanmar

Infrastructure projects include the Yangon-Dala bridge and development of Dala New City. Public utilities projects include
construction of power stations and road works, especially those that are in or would be linked to urban regions (e.g., Yangon and
Mandalay). For real estate developments, to meet anticipated higher FDI inflows, they would include construction of 3 industrial
estates and smart cities: (i Korea-Myanmar Industrial Complex (KMIC); (i) Yangon Amata Smart & Eco City, with Amata Corporation;
and (i) Myanmar-Singapore (Hlegu) Industrial Park. In addition, rising urbanization is encouraging developers to launch many hotel
and residential projects.

Lao PDR

Infrastructure development plans are split into Phase 1, which involves laying 409 kilometers of rail track and building 165
bridges, and Phase 2, which includes building bus stations along the route from Vientiane to Tanalaeng goods terminus, and
constructing a series of warehouse projects. In addition, there is ongoing construction work on major hydroelectric dams and
residential accommodation projects. And there are plans to build several smaller power stations. Thai contractors are highly
regarded in Laos, so Laos offers a lot of opportunities.

Note: Compiled from planned major public and private projects in the CLMV region.
Source: Krungsri Research, as of January 2021
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Over the long term, Thailand will cooperate with the Cambodian and Vietnamese governments to create an economic
corridor that connects the three nations. This plan is pursued under the auspices of the Cambodia-Vietnam-Thailand
Economic Corridor Cooperation Conference (CVTEC). That has been operating since 2018 with the participation of
government agencies and private-sector organizations from the member states, and a plan has been created to develop a
coastal corridor linking the 3 countries that connects to the Belt and Road Initiative (BRI) on the Chinese coast. The successful
implementation of this plan is dependent on considerable investment in a large number of projects, such as new
transportations links between Thailand, Cambodia and Vietnam.

But on the flip side, when competing for contracts in the CLMV countries, Thai contractors might face risks arising from
employment practices that fall short of international standards, contracts with unfavorable clauses that could increase
business uncertainty, possibility of losses if there is political instability, and stronger competition from players from other
countries. To reduce these risks, Thai contractors might need to partner with players in local supply chains, most obviously
local property developers or building contractors. And, to avoid the risk of labor shortage, they should also work with a local
labor agency.

A Krungsri Research’s view: Between 2021 and 2023, construction companies that work on large-scale public-sector
projects will see their revenues rise steadily. But those that focus on private-sector projects will see a slow recovery.

o Revenues will rise at a healthy rate for large and mid-size civil engineering companies that undertake large-scale
projects. This is attributed to government attempts to accelerate these projects. These companies will benefit from
their ability to participate effectively in competitive bidding and to manage major current and future public
construction projects, including metro lines, dual-track railway, motorways and transportation networks that connect
to the EEC. In addition, they are well-placed to compete for work in the growing market to construct utilities and
power stations in the CLMV zone. Small operators will also experience revenue growth driven by more opportunities
to sub-contract for large players who manage government megaprojects.

e Revenue will grow much more slowly for contractors who focus on private and general construction projects, and
high-rise and large buildings. In 2021, revenue would be flat or only inch-up because of the lingering effects of the
COVID-19 pandemic. But in the subsequent two years, the situation should improve as investor confidence returns
along with heavier spending on infrastructure. Large and mid-size players will enjoy relatively quicker revenue growth,
especially those that target mixed-use developments, for which there is a steadily rising construction backlog. Large
players will also be able to seek private-sector projects in neighboring countries, mostly residential, commercial and
industrial developments, as this market should expand along with the projected economic growth in the region.
However, there would be less small-scale projects than large developments, which means revenue growth will remain
sluggish for small operators. Their situation will be worsened by the challenges of having to manage costs. As such,
some small operators could see their revenues drop substantially, which could lead to liquidity problems.
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