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Executive Summary: Growth in 2020 will be flat, while, in
the medium to longer term, growth should rebound to its
potential rate of 5.0-6.0% p.a.

The COVID-19 pandemic weighs severely on Lao PDR’s economy in
2020. Growth is expected to be flat or register at a small positive
Qf number. Amid its persistent structural vulnerabilities, a global
.I].I].I].l]. economic downturn and the pandemic add downward pressure on its
macroeconomic and external stability. This eventually leads to a
downgrade of the country’s credit ratings by large international rating
agencies.

However, should the country is able to weather short-term challenges

and manage to pursue structural reforms, we view that Lao PDR could

— maintain its positive long-term growth prospects. This would be

supported by the country’s fundamentals composing of (1) favorable

$ demographic structure, (2) structural reforms and infrastructure

investment (rail links), (3) regional economic integration (4) foreign

direct investment (FDI) inflows. Against this backdrop, there are business

opportunities for Thailand in some potential sectors in Lao PDR including

(1) food and beverage, (2) homewares, (3) healthcare and
pharmaceuticals, (4) agribusiness, and (5) construction materials.




Lao PDR: A Country Overview

Source: CIA Factbook compiled by Krungsri Research

Official name

Lao People's Democratic Republic

Form of State

One-party communist state

Economic system

Transition to a market-led economy

Total area (sq. km)

236,800

Administrative divisions:

17 provinces

Total population
(person mn)

7,447,396 (July 2020 est.)
Median age: 24 years (2020 est.)
Population growth rate: 1.44% (2020 est.)

Climate

Tropical monsoon; rainy season (May to Nov); dry season (Dec to
Apr)

Urbanization

Urban population: 36.3% of total population (2020)
Rate of urbanization: 3.28% annual rate of change (2015-20 est.)

GDP (official exchange rate)

USD16.97bn (2017 est.)

GDP - composition, by sector

(2017 est.)

Agriculture: 20.9%
Industry: 33.2%
Services: 45.9%

Agricultural products

Sweet potatoes, vegetables, corn, coffee, sugarcane, tobacco,
cotton, tea, peanuts, rice; cassava (manioc, tapioca), water
buffalo, pigs, cattle, poultry

Industries

Mining (copper, tin, gold, gypsum); timber, electric power,
agricultural processing, rubber, construction, garments, cement,
tourism

Exports - commodities:

Wood products, coffee, electricity, tin, copper, gold, cassava

Imports - commodities:

Machinery and equipment, vehicles, fuel, consumer goods

Labor force

3.582 million (2017 est.)

Labor force - by Occupation:

Agriculture: 73.1%
Industry: 6.1%
Services: 20.6% (2012 est.)

Taxes and other revenues:

17.9% (of GDP) (2017 est.)

Fiscal year:

1 Oct-30Sep



Lao PDR among ASEAN peers: One of the dynamic frontier
markets

Lao PDR is a lower-middle income country with the GNI per capita of USD2,570 (July 2020), highest among in the CLMV peers. This has been driven
a sustained impressive economic growth over the last two decades with the annual growth rate over 7%. In our view, Lao PDR growth momentum
should continue in the long term driven by fundamentals and foreign investment against a backdrop of vulnerable macroeconomic stability.

Real GDP (USD bn, 2010 Price) Nominal GDP (USD bn, 2019)
1,204.5 1,119.2

543.6
452.8 3987 3609 2355 376.8 372.1 364.7 Je10
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ASEAN members by income status ( as of 1 July 2020) Population (Person mn, 2019)
ASEAN member GNI per capita/ (USD) Classification by income
Singapore 59,590 High-income 270.6
Brunei 32,230 High-income
Malaysia 11,200 Upper-middle income
Thailand 7,260 Upper-middle income
Indonesia 4,050 Upper-middle income
Philippines 3,850 Lower-middle income
Lao PDR 2,570 Lower-middle income
Vietnam 2,540 Lower-middle income
Cambodia 1,480 Lower-middle income e)&‘QJ
Myanmar 1,390 Lower-middle income ©

Note: 1/ Based on classification by the World Bank, lower middle-income economies are those with a GNI per capita between USD1,026 and USD3,995; upper middle-income economies are those
with a GNI per capita between USD3,996 and USD12,375; high-income economies are those with a GNI per capita of USD12,376 or more.
Source: CEIC, World Bank: WDI, Krungsri Research



Major milestone of Lao PDR s’ developments

1893 Becoming a protectorate of France.

1945 Briefly occupied by the Japanese troop until the end of WW II.

1946 French rule over Laos was resumed.

1950 Becoming semi-autonomy as an associated state within the French Union.

1954 gaiﬂingl_full independence as a constitutional monarchy. Civil war broke out between royalists and the communist group, the

athet Lao.

1960s I(E:)r(]t_ehr/llsivhe aeylial bombardment by the US to destroy North Vietnamese sanctuaries and to rupture the supply lines known as the Ho
i Minh trail.

1975 * The Pathet Lao - renamed the Lao People's Front - seized power. King Savang Vatthana abdicated - he was subsequently arrested
and finally died in captivity. The Lao People's Democratic Republic was proclaimed, with the Lao People's Revolutionary Party
gLPRP) the only legal political party. Kaysone Phomvihane became the prime minister.

* Socialist transformation" of the economy was initiated.

1980 First Financial Arrangement with the IMF through the Standby Arrangement

1981 Introducing 1°t five-year development plan: Lifting of restrictions on private participation in business activities

1986 * Encouraged by the Gorbachev reforms in the Soviet Union, Laos introduces market-oriented reforms.

* New Economic Mechanism (NEM) — “Transition to a Market-oriented System”

1989 First elections held since 1975. All candidates were approved by the LPRP. Communists retained power.

1994 Friendship Bridge over Mekong River connecting Laos and Thailand was officially opened.

1995 The US lifted its 20-year aid embargo.

1997 * Becoming a member of ASEAN

* Devaluation of Lao kip (LAK) as a result to the Asian Financial Crisis (AFC)

2001 Fourth Arrangement with the IMF through the Extended Credit Facility

2011 * Attaining a lower middle-income status as GDP per capita reached USD1,010 (Lao PDR has currently been classified as a least-
developed country-LDC by the United Nations)

* New stock market was opened in the capital city
2013 * Joining the World Trade Organization (WTO)
* Raising funds with bond issues in Thailand
2016 * President Barack Obama became the first US president in office visiting Laos.

* Beginning of the Kunming-Vientiane Railway Construction which is expected to be in operation in December 2021.

* Introducing 8" five-year development plan with objective of developments towards innovative, green and sustainable growth (2)
reducing overreliance on the mining sector (3) prioritizing energy sector in an environment-friendly way (4) starting fiscal
consolidation and monetary reforms and modernization

Source: World Bank, IMF, BBC, and various sources compiled by Krungsri Research



Growth in 2020 is likely to be flat weighed on severely by
the pandemic, but a relatively robust pick up is expected
in 2021 and over the medium term

IMF’s Growth projection for ASEAN members (2019-2022, %YoY)
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COVID-19 pandemic shocks are likely to impact Lao PDR’s
growth through different channels on the demand side*

e

Domestic
demand

—

—

Final
Household

consumption

(64.4%)

Private
Investment
(28.7%)

Public
Investment

Drop in household spending due to
lockdown measures and the outbreak
Income shocks, particularly if the
informal sector is large

Possible delay in investment projects due
to lockdown measures and execution of
projects

Weak global demand prevails prior to
the global pandemic

Global lockdown leading to cancellation
of orders

Disrupted imports of raw materials e.g.
from China

Cross-border travel restrictions at the
global level

Global lockdown could lower
remittances

Delay or slower FDI inflows

L 5 - e Low appetite for cross-border lending

Note: *() is in terms of % of 2019 nominal GDP, adverse effects of shocks impact the supply-side of the economy as well, but it is not discussed here

Source: Krungsri Research
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The pandemic could lower 2.1% of Lao PDR’s growth in
2020 according to our model

The outbreak would reduce global GDP growth substantially by 5.5ppt from baseline forecast (pre-outbreak). Krungsri Research now projects the outbreak
would pose a negative impact to Lao PDR’s economy of 2.1 ppt, which is relatively lower than that of regional peers in ASEAN. The impact of the
pandemic to the economy is passed through different channels — tourism, supply disruption at home and abroad, and multiplier effect.

Spillover impact of coronavirus outbreak on GDP growth of selected Asian economies

> P e & & & SN
N Q O Q 2> (4 Q o
\° & B R & & L & o S
'\‘(\’b <<>) 0"" ¥ @Q Q‘(‘\ \’bQ N2 (‘5\\ \ob (,}Q :,;.E Q&
Percentage
points
3.0 -2.8
3.7 -3.5 -3.5
-4.1
50 -4.6
g -5.5
-6.9
-7.6
-8.0

-10.6

Note: *Krungsri Research has studied these effects by adopting computable general equilibrium model (CGE) to measure the spillover effects.
Also, we adopt vector autoregression model to assess how economies react periodically to these changes.

Source: Global Trade Analysis Project (GTAP), Krungsri Research
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Policy measures have been deployed to cushion the dire
economic impact of the COVID-19 pandemic

Lao P.D.R. has 24 confirmed cases of COVID-19 as of October 22, 2020, among the lowest number of cases reported across the region.
A nationwide lockdown is now being gradually lifted. Most businesses can resume activities, but night markets, eatery spots, cinemas, casinos must
abide by strict preventative measures and practice social distancing. In-country travel and public transport are fully operational. All schools have
resumed but must ensure hygiene and distancing practices. All indoor and outdoor sporting activities are now permitted, and audiences are allowed,
however, entertainment venues remain closed. The authorities have introduced measures —fiscal and monetary policy- to alleviate the economic

impact:

Fiscal Policy

/ « N
'\sf

>

Monetary policy

®

Ten billion kip (less than 1% of GDP) has been allocated for prevention and control.

Expedited clearance and tax and duty-exemption for importations of medical equipment to be used
towards the outbreak.

Deferral of various taxes on workers and businesses, particularly for sectors heavily affected by the
pandemic.

Employees and workers who are members of the National Social Security Fund (NSSF) will receive
LAK500,000 for May and June 2020 to support members during the difficult time of the outbreak.

Bank of Lao P.D.R. (BOL) has reduced the reserve requirements from 10 to 8% on foreign exchange, and
from 5 to 4% on local currency, effective 2 April. A new credit policy for those impacted, asking banks
and financial institutions to restructure loans and provide new loans to businesses affected by the
outbreak has been issued.

BOL has also cut its policy rate from 4 to 3% for one-week loans; from 5 to 4% for one-two week loans;
and from 10 to 9% for two-week to one-year loans. It has issued additional instructions on the
implementation of its credit policy expanding the coverage of this policy to non-bank financial
institutions including microfinance institutions, savings and credit unions, leasing companies, and
pawnshops.

Source: IMF: The IMF and COVID-19, Policy Tracker, AMRO: 2020 Lao PDR Annual Consultation Report



Despite a small number of cases, economic activities are
not normalized

Oxford COVID-19 Government Response Tracker Oxford COVID-19 Government Response Tracker
(OXCGRT): Stringency Index (OXCGRT): Economic Support Index
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Macro forecasts

Indicators (% change, otherwise indicated) 2017 2018 2019 2020F 2021F
Real GDP 6.9 6.3 4.9 (02.'2(;1/ (4%9)1/
CPI (end-period, 2012 = 100) 0.8 2.0 3.3 43 2.3
Net lending (+)/borrowing (-) (% of GDP) -5.6 -4.7 -3.2 -6.3 -5.5
Private sector credit (% of GDP) 43 41.5 41.8 41.0 42.3
Current account balance (% of GDP) -7.5 -7.9 -4.5 -8.3 -6.9
Trade balance (% of GDP) -4.7 -4.8 -2.6 -4.1 -3.8
Capital and financial account (% of GDP) 12.9 12.2 10.0 9.3 8.8
Overall balance (USD mn) 201 -143 124 -80 11

Gross International reserves

In billions of USD 1,016 873 997 917 928

In months of prospective GNFS imports 1.8 1.4 1.6 1.4 1.3
External debt (% of GDP) 82.6 84.2 88.9 95.4 92.8
Nominal GDP (LAK billion) 140,698 152,414 164,138 173,625 188,069
Nominal GDP (USD million) 17,061 18,129 18,911 19,235 20,427
GDP per capita (USD) 2,585.1 2,777.7 2,797 2,988 3,186
Exchange rate (against USD, average) 8,247 8,407 8,687 9,027 9,207

Note: 1/ () based on the IMF projection (Data updated as of October 2020), Other indicators based on AMRO: 2020 Lao PDR Annual Consultation Report
Source: IMF WEO (October 2020), IMF 2019 Article IV Staff Report on Lao PDR, AMRO- 2019 Lao PDR Annual Consultation Report, Krungsri Research
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Lao PDR’s Economic Structure and
Its Medium-term Prospects
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Despite its impressive growth trajectory, Lao PDR has
suffered from its structural vulnerabilities

Some structural
headwinds to

Lao PDR’s Economy

PR Vulnerabilities to natural disasters
and external shocks

!

Real Sector

* Aresource-based economy
with narrow growth drivers
* Undeveloped manufacturing

sector

Source: IMF: 2019 Article IV Staff Report on Lao PDR, AMRO

'

Monetary Sector

Persistent high credit
growth

A dollarized banking system
Weak banking system: low
capital buffers and immense
roles of state-owned banks

!

e Government

Sector

Substantial degree of
informal economy and low
tax revenues

Persistent government
budget deficits

Relatively high public debts

: 2020 Lao PDR-Annual Consultation Report, Krungsri Research

l
o

External Sector

Inflexible exchange rate
regime with a substantial
degree of dollarization
resulting in difficulties for
external adjustments
Narrow export structure
both products and markets
Protracted trade deficits and
current account deficits
Relatively insufficient FDI
inflows to finance current
account deficits

High levels of external debts
Low levels of foreign
reserves by international
standards

13
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Lao PDR’s structural weaknesses could be exacerbated by subdued

global economy and the COVID-19 pandemic

Subdued global

e Fiscal policy ’
e Monetary policy
e Exchange rate policy

.
.......................................................................

Policy directions
constrain external
adjustments

Source: Krungsri Research

krungsri

Research

growth H

Structural weaknesses

(Fundamentals) of
Lao PDR’s Economy

——" Laos’ growth prospects

|

External imbalances/
vulnerable external
positions

PP E——
Credit rating downgrade

COVID-19 pandemic

e Structure of the economy
e Low economic
diversification

Non-concessional borrowing
FDI inflows

Concessional borrowing
Financial assistance

2 L g
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Persistent current account deficit has been dragged by deficits of
trade in goods and services as well as primary income

Twin Deficits of Lao PDR (% of GDP) 400 Current Account Balance (USD mn)
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Trade deficits have been chronic as a result of a narrow
and commodity-based export structure

Trade balance (USD bn)

8
6 Trade Balance
Exports
4 eeeee |mports
2
0 ..l......
-2
-4
O (o] o N < O [0} o (g} < (o} 0
[e)) (o)) o o o o o — — — — —
o o o o &6 & 6 o o o o o
— — (o] (o] (o] N N N N (a\] (a\] (gV]
Structure of imports (USD bn)
8
6
4
2
0
2010 2011 2012 2013 2014 2015 2016 2017 2018 2019
Investment Goods Intermediate inputs
I Consumption Goods mmm Gold and Silver
 Electricity Others
Total imports
Source: CEIC

60
50
40
30
20
10

Structure of Exports (USD bn)

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

Agriculture Coffee Garments
mmm Electricity Mining mmm \Wood Products
Others = Total exports
- Major trading partners (2019)
A
o m Shares of exports (% of total)
™~
3 i Shares of imports (% of total)
—
©
o
™M
<3
~ ;LD&DW.“.NCD_MOH OO O™ O N NM NN NN
TNTNSHOo -HO oo O O Oo ©Oo OO ©o

China
Viet Nam
EU
Indonesia

©
C
°
(1]
<
|_

Switzerland
South Korea

16



Electricity and primary products have dominated Lao
PDR’s exports

Structure of Lao PDR’s Exports in 2018 (% of total, USD6.83bn)

. Waters, : ; Natura
T a e| flavored Reﬁned
and Slee] S ens copper | fubber

tourism enel’gy and
' ' copper

Chemica Sugarcane
woodpulp, & sucrose
soda or
sulfate

1.36%

orree - - W% ﬂm
- (11 /7.10%
1.29% 09"3"’

0.89% 68 0 66°/

grains

upers % ==
MO [
:" 2 - Commodities :
1.25% . not
. . specified

Monitors according

to kind

projectors te|eph0nesr

and T.V.s
3.64%

. Textiles @ Agriculture . Stone . Minerals . Metals . Chemlcals. Vehlcles. Machlnery. Electronics

Source: The Growth Lab at Harvard University. The Atlas of Economic Complexity (2017). http://www.atlas.cid.harvard.edu.
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Higher value-added intermediate products and consumer
goods have dominated Lao PDR’s imports

Structure of Lao PDR ’s Imports in 2018 (% of total, USD8.37bn)
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A relatively low degree of openness to trade structurally
reflects low integration with the global economy of Lao
PDR’s
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Protracted twin deficits have undermined the external
sector stability and led to mounting external debts

Current Account Balance and USD/LAK Foreign exchange (FX) reserves remain at a low level by
Exchange Rate international standards
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Total debt services for Lao PDR will be over USD1bn exceeding China and Thailand are among the major creditors of Lao PDR and

the FX reserves in the medium term the majority of debts is USD dominated
US$ million
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Source: CEIC, AMRO: 2020 Lao PDR-Annual Consultation Report
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Lao PDR’s external debt profile has shifted to bilateral

borrowing

Structure of Lao PDR’s total public external debt
(% of total, 2019)

Non-concessional loans

Bilateral
concessional loans
(ex. China)
China
concessional
Bonds 17 loans

Multilateral
concessional loans

Source: World Bank: Lao PDR Economic Monitor, June 2020
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Rising debts may be a signal for Lao PDR government to
pursue a large-scale fiscal consolidation and fiscal reforms

Government Revenues (% of Nominal GDP) Tax (% of Total Revenue)
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A high degree of dollarization has constrained roles the
use of monetary policy to support the macroeconomy

De jure

Country
De facto

Managed float Other managed

Managed Float Crawl-like arrangement

Managed Float Other managed

Managed float Stabilized arrangement
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Source: CEIC, IMF: AREAER Reports
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Sustained high economic growth in the past decades has
been driven by a narrow set of drivers

Real GDP Growth ( %YoY) Contributions to GDP Growth (ppt, 2012p)
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Manufacturing sector remains at the early stage of
development dominated by the electricity production

Shares of main sector in Real GDP in 2018 (constant price in 2012)
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Source: CEIC, Krungsri Research
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Foreign investment inflows have been directed to the
extractive industry and non-manufacturing sector

FDI inflows to Lao PDR

700 FDI inflows .

600 (%YoY, 4gma) (RHS) )
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FDI flows by economic sector (% of total in 2019)

Mining
Manufacturing

Construction

Accom and food services
Wholesale and Retail Trade
Professional Activities
Real Estate Activities
Electricity
Agriculture
ICT
Transportation
Human Health Activities
Arts and Entertainments
Others

Source: CEIC
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31.8
14.4
14.3
7.8
6.1
6.0
5.6
4.9
3.9
3.3
1.0
0.3
0.1
0.6

100

2.0

Major sources of FDI inflows (% of total in 2019)

2014

Japan
1.0

Vietnam

France
19.0

B Manufacturing = Non-manufacturing

2015 2016 2017

Annual FDI Inflows from Japan (JPY bn)

-0.7

2018

1.7

2019
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Cross-border remittance flows financing 12% of total
households is expected to be disrupted by the pandemic

Although cross-border flows of remittances currently account only for about 2% of Lao PDR’s GDP ( as of 2019), those flows play a crucial role as
another main source of income for around 12% of the total households, according to the figure provided by the ADB. We expect that inflows of
remittances should resume strongly once the pandemic is effectively contained and the regional economic activity starts to recover in the medium
term.

Lao PDR’s Personal Remittance Received Lao PDR’s Received Personal Remittances
(USD mn) (as % of GDP)

300 284.6

200

100

O R RPr NN W

2000 2002 2004 2006 2008 2010 2012 2014 2016 2018 2000 2002 2004 2006 2008 2010 2012 2014 2016 2018

Personal remittances, received (% of GDP, 2019) Share of recipient households with international
remittances (% of total, 2020)

Tonga 89.6
Samoa 77.9
Fiji 42.8
6> 5.8 Tajikistan 35.0
Nepal 24.0
3.7 Armenia 18.0
Bangladesh 14.0
Lao PDR |l 12.0
Kyrgyz Republic 10.4
Cambodia 9.0
Philippines 8.4
Myanmar 7.0
Georgia 7.0
Vietnam 4.6
Pakistan 4.3
Indonesia 3.3
India 2.4

9.3

Source: World Bank: World Development Indicators, ADB, CEIC
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Tourism sector, another key source of revenues, is hit
severely by the pandemic

Annual Tourist Arrivals in Lao PDR Visitor Arrivals in 2019 (person mn)
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Lao PDR is one of the key trading partner in ASEAN for

Thailand

Thailand’s Bilateral Trade with Lao PDR (USD bn)

5 Trade balance
==—=Thailand's exports to Lao PDR
4 e Thailand's imports from Lao PDR 3.8
3
2.6
2
1.3
1
0 =————
O N M ST WD ONOWORNOCANMSTIL! ON 0 O
S 0O 00000000 ddAdA A A A A A Ao
O OO0 0000000000000 OO0 O O
AN AN AN AN AN AN AN AN AN AN AN AN N AN AN AN NN

Shares of Thailand’s import from ASEAN (% , 2019)

Cambodia 1?£UHEI
Lao PDR
>0 Malaysia
Philippines
PP 28.6
Myanmar 7.2 Imports
Vietnam 121
17.0 )
16.1 Singapore
Indonesia

Source: CEIC, Thailand’s Ministry of Commerce

Share of Thailand’s export to ASEAN (%, 2019)

Brunei
Lao PDR 0.2
Myanmar Vietham
19.2
Philippines 44 g
Exports
16.6 Malaysia
Cambodia |11.4
14.1 14.4
Singapore Indonesia

Major goods traded between Thailand and Lao PDR (2019)

Major Thailand’s imports

Major Thailand’s Exports
to Lao PDR SR from Lao PDR Ll
1. Refine fuels 728.98 1. Electricity 1,385.18
2. Other livestock products 245.10 2. Other metal ores, 405.74
metal waste scrap and
products
3. Motor cars, parts and 239.80 3. Electrical machinery 235.53
accessories and parts
4. Iron and steels 181.27 4. Electrical household 107.76
appliances
5. Chemical products 170.12 5. Fruits, vegetables, fruit 101.65

and vegetable
preparations
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Thai direct investment (TDI) in Lao PDR is also rising

Thai Direct investment Position Abroad Classified by Country

(USD bn)
8 ; 7.
Vietnam ,°
L]
6
4
2
LY * .
e . Cambodia
0
O N O O O H N N < 1 OV N 0 2
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TDI (Outflows) to Lao PDR Classified by Business
Sector of Thai Investors in 2019 (% of total)

Construction

Financial
activities

Others 60.42

Source: CEIC, Bank of Thailand
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TDI Position Abroad Classified by Country/Economic
territories (USD bn, as of 2019)

Cambodia (3.8%)

Indonesia (9.1%) 1.7
4.06

Singapore

Malaysia (37.3%)

(9.5%) 4.26
USD44.5bn

Lao PDR
(9.6%)

Myanmar

(11.2%) Vietnam

(17.3%)
Share of TDI to ASEAN by country (% share of total TDI,2019)

Singapore 64.1
Vietnam 9.5
Malaysia 6.3
Cambodia 4.8
Indonesia 4.2
M 42
Myanmar 4.0
Philippines 3.0
Brunei | 0.0

30



Underlying fundamentals driving
Lao PDR’s Long-term Prospects
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A strong growth trajectory of 5.0-6.0% p.a. is likely to be resumed
should near-term vulnerabilities are well managed

10-year average of annual growth rate of Growth outlook for Lao PDR and the global economy (%)
Asia-Pacific countries (%)
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Favorable fundamentals will underpin Lao PDR’s growth
trajectory in the years ahead

Although the pandemic is expected to substantially erode Lao PDR’s potential growth path, over the medium to long term, we view that the
economy should be able to eventually follow its potential trajectory of 5.0%-6.0%. There are 4 main drivers comprising (1) demographic
dividend, (2) structural reforms, (3) Regional integration, and (4) foreign direct investment (FDI) inflows. These factors will enable Lao PDR to
remain one of the most dynamic frontier economies regionally.

S rSs
(Y
1A 1]

Favorable demographic
structure (young labor
force)

e Growing middle-class
consumers and sizeable
domestic market as young
workers earning higher
income

e Expanding physical and
digital urbanization

Source: Krungsri Research

Structural reforms and
infrastructure investment
(rail links)

Regional economic
integration

Raising the country’s long-term potential growth by
eliminating structural bottlenecks

Enhancing the country’s overall productivity and
competitiveness

Promoting ease of doing business

Closer integrating the manufacturing sector into regional
supply chains

Underpinning confidence and attracting FDI inflows

Foreign Direct Investment
(FDI) inflows

e Further supporting and
facilitating Indonesia’s
industrialization

e Supporting the integration
to regional supply chains
and value chains

e Creating jobs and new
business opportunities for
growing young workers.
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Sizeable youthful population will enhance Lao PDR’s
attractiveness as a growing consumer market

Shares of employment by economic
sector (% of total, 2017)

Pattern of household consumption expenditure
(% of total, 2019)

Industry Food Expenditure 62.6
Transport & Communications 11.1
Housing 4.4
Education 4.2
Household Utensils Operations 4.0
Services 26.2 ) Alcohol & Tobacco 3.9
\ Agr'CUIture Recreation 3.6
Clothing & Footwear 2.1
Medical Care 2.1
Personal Care 1.2
Others 1.0
Population in 2020 Population in 2030
100 Males Females 100 | Males Females
@
<
40 40
30 30 | |
|
20 20
\ | | || ||
10 10 ¢
|| I‘ || |\
0 T T T T T T T T \ T 1 0 T T T T T T T T T T 1
600 500 400 300 200 100 O 100 200 300 400 500 600 600 500 400 300 200 100 O 100 200 300 400 500 600

Source: CEIC, UN Population Prospects 2019, Krungsri Research
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A

Wealthier young workers are turning to be middle-
class consumers amid rising urbanization

Labour Force (Person mn) Employment to Population Ratio (% of total, 2019)
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Ongoing structural reforms should help draw FDI
inflows to Lao PDR in the long term

OECD FDI Regulatory Restrictiveness Index for some Corporate tax rates in some selected countries
selected non-member countries (2018) 35 (%, 2020)
30 30
25 25 25 25 94 924
20 20 20
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High-speed rail links and regional trade agreements could
potentially transform the country into a strategic land link

China’s pan-Asi

Regional Trade Agreements

Vientiane -
Nong Khai —=—

Thailand
High-speed rail ;
(1,610 km) f

' — Under construction
==« Construction temporarily halted
-+« Discussion/planning stage

Padang Besar
Wakaf Bharu

Malaysia
Conventional rail (688 km)
—

Kuala Lumpur =22
Malaysia ;

High-speed rail (350 I<m)”)E

Singapore === “0'SINGAPORE

Source: Asia Nikkei Review, CEIC
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Closer regional economic integration will help spur
the manufacturing sector in the years ahead

The Flying Geese ModelY of Asian Economic Development

[ o f : China
o i 1— Singapore

: China
Mare Competition 1“‘ ‘
EEErE——

: : 4._ Japan
mmmmmmEE—— q’:.ﬁ.../.,: ........... .,“l:hina : 1_ Hong Kong
R 2 . S

»" : Singapore ASEAN-4

Cambodia :
lan PDR + More Competition ‘1' ‘
P

L China Myanmar : .‘. Japan
¢ .f-‘ Singapore Vietnam l. l— Hong Kong
3 .l.. : Korea
© *‘“ : :
@ More Competition l" ‘ - ) _
uln —_— S, 7 Japan: Apex of Flying Geese Formation
o Ctissmmssmssssssanas e’ Singapore, Korea, Hong Kong: Rapid industrialization
E L 1‘ Japan China: Phenomenal rise, starting with labor-intensive
- (1980s), GVCs (19905-2000s), and leapfrogging in several
Hong Kong high-tech areas (2010s)
= i Korea Indonesia, Malaysia, Phillipines, and Thailand

[ASEAN-4): Continuing to move up their value chain

Promising emergence

Note: 1/ The Flying Geese Paradigm (FGP) is a theory explaining the international division of labor in East Asia countries based on dynamic comparative
advantage. The paradigm postulated that Asian countries are likely to catch up with other industrialized countries as a part of a regional hierarchy where the
production of commoditized goods would continuously move from the more advanced countries (Japan, China, NIES) to the less advanced ones (e.g.

ASEAN).

Source: AMRO: ASEAN+3 Regional Economic Outlook 2020
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Cost of production for manufacturing in Lao PDR is
among the lowest compared to that of regional
peers

Local production cost in comparison with production cost in Japan, (Japan = 100, by country/region)

91.0

864 86.1 86.0 853
829 826 825 819 80.0 798 787 64
) 73.9
72.8 69.6
62.9 61.8
56.2
@ P & K S Y T R N
& & & o & &K &L S ING Y
PR & ST RN S ¢ & @
N ¥ S T @ ¢ S
S e@ %0
&
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Note: Production costs for Japanese firms operating in those countries which include the costs of all resources consumed in producing a product, such as materials, labor, and others.
Source: 2019 JETRO Survey on Business Conditions of Japanese Companies in Asia and Oceania

20 s

39



Wages which remain relatively lower than those of regional

peers should also be conducive for foreign investment

Base monthly salary for manufacturing worker (USD, 2019)

Australia
New Zealand
South Korea
Singapore
Hong Kong
Taiwan
China
Thailand
Malaysia
Indonesia
India
Vietnam
Philippines
Cambodia
Myanmar
Sri Lanka
Pakistan
Bangladesh

O

3,374 Australia
2,970 New Zealand 3,203
1,980 Singapore 2,572
1,924 Hong Kong 2,429
1,852 South Korea 2,376
1,086 Taiwan 1,371
493 China 1,029
446 Malaysia 890
414 Thailand 859
348 India 703
278 Vietnam 570
236 — 540
236 Cambodia 529
196 Philippines 520
I 160 Indonesia 472
159 Myanmar 411
130 Bangladesh 371
129 Sri Lanka 324
104 Pakistan 288

Official minimum wage in the CLMV economies

The monthly minimum wage is USD190 in 2020
(compared to USD182 in 2019)

The monthly minimum wage for all businesses
and factories is ranged from LAK900,000
(USD101) to LAK1.1mn (USD124).

Current daily minimum wage is set at MMK4,800
(USD3.29) for eight hours of work

Current monthly minimum wage is set by region*:
Region I: USD190 (VND4.42mn)
Region Il: USD169 (VND3.92mn)
Region I1l: USD148 (VND3.43mn)
Region IV: USD132 (VND3.07mn)

x

Note: *Region | covers urban Hanoi and Ho Chi Minh City
Region Il covers rural Hanoi and Ho Chi Minh City along with Da Nang
Region Ill includes provincial and the district of Bac Ninh, Bac Giang,
Hai Duong, Phu Tho, Vinh Phuc, and other provinces not listed in
Region land Il
Region IV covers the remaining localities

Source: 2019 JETRO Survey on Business Conditions of Japanese Companies in Asia and Oceania, and various sources

Base monthly salary for non-manufacturing staff (USD, 2019)
3,763
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Foreign investment should continue driving economic
activities in the country in the post-pandemic era

FDI Inflows ( % of ASEAN, as of 4Q2019)

Foreign Direct Investment (% of Nominal GDP)

. 64.8
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250 Wholesale & Retail, Repair of Motor... 48
Manufacturing 22
200 Foreign Business Construction 22
Professional, Scientific & Tech Activities 20
150 Real Estate Activities 18
Accomodation and Food Service Activities 14
100 AR .. A Information and Communications 6
. i Transportation and Storage 5
50 Joint Venture Agriculture, Forestry and Fishing 4
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Others 1
Source: CEIC
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In the medium term, Lao PDR will remain among the
fastest-growing frontier economies regionally against its
vulnerable macroeconomic stability

V'S
High
Lao PDR
Cambodia

Myanmar

Vietnam 7
Indonesia oo

Philippines

Risk

Thailand

Malaysia

Brunei

Singapore

Low ngh

Future Growth Potential
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Business Opportunities in Lao PDR
for Thailand
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Thailand could link supply chains with neighboring
countries including Lao PDR to leverage on comparative
advantages of each country

Product Space highlighted for products with Revealed Comparative Advantage > 1

Cambodia , Laos Myanmar

Vietham Thailand Colored node: Product that
the country exports

Grey node: Product that
the country does not

o “ e ” export
: 25 Textiles A) Chemicals
#) Agriculture . Vehicles
dli Stone @) Machinery
@ Minerals ) Electronics
Metals Size bubble by share of

country trade
Source: Atlas of Economic Complexity 2017 by the Growth Lab at Harvard University Y
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Some of labor-intensive activities and potential services
could be shifted into to the region

Thailand is in line with the world economy in moving toward a service-based economy, and this is depicted by a rising contribution of
service sector to GDP from 50.3% in 2008 to 56.9% in 2017. Based on the recent data, we found that Thailand also has relatively high
valued-added labor productivity in the services sector. Thai businesses may be able to reap the advantages to shift labour-intensive
manufacturing activities as well as export services to countries in the region including Lao PDR.

66

64

62

60

58

56

54

52

50

48

Value-added Services Sector

(% of GDP)

World

Thailand
[ )
[ ]
[ ]
o0 °®° °
o0 o ( ]
[ ] ° ..
... ®
(]
[ ]
...~..
e
LN ]
[ ]
n ™~ O oS N0 N~ OO A non~
O O O O O © © © H H «d o
a oo 0O O O O O O o o o o
T = = AN AN N &N N &N N N

high

Labor productivity

low

Thailand’s Labor dependency and productivity by industry

Public Administration

(Input-Output Tables 2015)

Amusement and
Recreation

Hotel and Lodging Place

O

Radio, Television and
Related Services

Water transportation

Education
Sanitary and Similar
Services
Research o
Forestry
O Other Insurance Service __Hospital Personal Services
Finance ©

Software and
advisory

ater Works and Supply

@)

Agriculture

O

O

Insurancer
Telec
O C(:@holesale
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M

Air transportatlon

| products
fl'ca\l Storage
ining O Retails
Real-esta OO Fishery Paper Text|le Produc6

Land transportation

O Chemical

Rubber and plastic product
Motion Picture Production

Other manufacturing

Electricity and Gas

0,

Leather Products

Other Transportation
Equipment

low

Wood and cock products

plnnln
Food processing
Metal

Post
Furniture

Repair, Not Elsewhere

Machinery

<:> Agriculture

Electrical Machinery and
Apparatus

Classified

Labor intensive

(::) Manufacture

Source: Office of the National Economic and Social Development Council (NESDC), National Statistical Office (NSO), World Bank, Krungsri Research
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Growing domestic demand and growing wealthier middle-

class consumers in Lao PDR offer business opportunities
for Thailand

On the back of impressive economic growth record over the past two decades, this has resulted in a growing and wealthier young
consumers in Lao PDR. Therefore, looking ahead, we expect that the country will remain one of the most vibrant economies
regionally and this offers business opportunities for Thai firms seeking markets to grow their business in the region. In our view, some

potential sectors in Lao PDR that are (1) food and beverage, (2) homewares, (3) healthcare and pharmaceuticals,
(4) agribusiness, and (5) construction materials.

Food and beverage Homewares Healthcare services Agribusiness Construction materials

and Pharmaceuticals
N t:
¥ {ﬂ"
0%

Shifting in consumer
behaviors

Underlying drivers in Lao PDR

Sizeable and unmet Growing middle-class
domestic demand consumers
/ \

Urbanization

Source: Krungsri Research
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