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February 21, 2019

FX Flash
THB - Gains Could Stall

THB Has Been The Best Performer In 2019 YTD

The USDTHB has been on the down drift in 2019 so far. Year-to-
date, the USDTHB has slipped from 32.591-levels (31 Dec 2018) to
the 31-levels on 20 Feb 2019 - a loss of around 4.7% against the
USD (Chart 1). This makes the THB the best performer year-to-
date, supported by a mix of external and domestic factors. The
recent THB strength in Feb can be attributed to a Singapore-
registered company’s purchase of a Thai company’s stake in
Ramkhamhaeng Hospital Pcl for USD412mn as well as the
potential for a further rate hike as flagged in the BoT minutes.
However, the THB move higher could stall amid potential global
risk aversion and emerging domestic political risks. As we have
previously flagged, the THB typically underperforms in the lead-
up to the general elections but recovers post-elections, and there
could be opportunities to buy the THB on dips.

The external environment has so far been conducive for
USD/AXUJs, including the USDTHB, to move lower. Softening USD
economic data, US Fed’s dovish pivot and optimism that the Sino-
US trade war will fade are weighing on the USD. This in turn put
downside pressure on the USDTHB.

What makes the THB stand out among its regional peers though is
its domestics factors. Underlying THB strength is the persistent
current account surplus. The current account surplus has
averaged 8.1% for the past five years. Even the narrowing of the
current account surplus to just 8.3% of GDP in 3Q 2018 (latest
data available) has not dent investors’ appetite for the THB,
providing the impetus for the slide in the USDTHB (Chart 2).

Chart 1: THB Has Been The Best Performing Currencies Against
The USD Since The Start Of 2019
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Chart 2: Persistent Current Account Surpluses Supportive Of THB
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Low domestic inflation (where headline CPl has averaged 1.0% for the
whole of 2018 which is at the lower end of the BoT’s 1-4 target range)
has also helped the THB, producing an environment that leaves the Bank
of Thailand (BoT) with policy room to remove its accommodative policy
at a gradual pace unlike the Philippines (Chart 3). A less aggressive pace
of rate hikes should be supportive of economic growth and less likely to
stifle price increases, which turn should be positive for the THB.

Chart 3: Headline Inflation Has Been Coming In Below The BoT’s
Target Range
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Though the BoT can be patient to adjust its policy rate, this does not
suggest that the central bank will avoid removing some policy
accommodation. BoT Governor Veerathai Santiprabhab provided the
clearest guidance in Nov 2018 that the central bank could hike rate once
in 2018 though it would be followed by a prolonged pause. Other BoT
officials had also hinted that there could be further rate hikes, though
such moves will be data-dependent. More significantly, the BoT Governor
commented that higher rates are unlikely to be problematic for the
economy, suggesting a tightening bias. The move to normalise monetary
policy was to provide the central bank with more policy space should
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shocks emerge. Not surprising then, there has been a build-up in market
expectations that the BoT will continue to normalise monetary policy by
hiking its benchmark interest rate gradually that is helping to drive the
USDTHB lower.

Recent Events Drove USDTHB Lower In Mid-Feb

More recently in Feb, the USDTHB had retraced gains after climbing
higher to the 31.629-levels in 11 Feb. The reversal in the USTHB can be
possibly attributed to a one-off M&A deal that involved companies in
Thailand and Singapore. It was reported by Bloomberg News that a
Singapore-registered company Cypress Consolidated Healthcare Pte had
purchased Bangkok Dusit Medical Services Pcl’s stake in Ramkhamhaeng
Hospital Pcl - a listed company on the Stock Exchange of Thailand - for
USD412mn. According to Bangkok Dusit Medical Services, the sale had
taken place from 14 Feb to 20 Feb, which contributed to the record net
foreign inflow into equities of USD256.6mn - the largest inflow since Mar
2017. This purchase dragged the USDTHB lower to 31.060-levels,
breaking below the 2018 low of 31.086.

Additional impetus for the USDTHB to move lower was also triggered by
the BoT’s minutes for the 6 Feb meeting. The minutes flagged the
potential for another rate hike though any hike will be gradual and data
dependent. This suggested that the normalisation process that began in
Dec 2018 still has legs to run and that another rate hike could be
forthcoming from the BoT in 2019.

USDTHB Slippages Could Stall Ahead

We do not expect the USDTHB move lower will continue unabated. The
record breaking foreign equity inflows may not continue especially if
global risk aversion re-emerges. We could see a re-allocation from riskier
EM assets back to safe-haven plays including the USD and JPY should
Sino-US trade negotiations fail to produce any meaningful agreement.

The USDTHB move lower could also be stymied temporarily as political
risks returns to the forefront. As we have written previously, our study
on the price action of the THB in the 100 days preceding the elections
suggests that the USDTHB could climb higher. The tendency for political
temperature/tensions to rise ahead of elections due to fractious
politicking by different interest groups coupled with the possibility that
the Thai Raksa Chart Party - aligned with former Premier Thaksin - could
be disbanded could lift risk premium and weigh on the THB.

We expect the elections to lead to a fractious parliament with no single
party able to form a government by itself. At the same time, the military
involvement in politics will continue for the next five years at least
through their appointment of senators. Once political clarity re-emerges,
we expect the THB to recover.

We could thus see the USDTHB pick-up in the lead-up to the general
elections scheduled on 24 Mar. So far, vols (as measured by USTHB 1
month at-the-money implied volatility) appear to have edged higher in
Feb (Chart 4). The USDTHB, in contrast, is heading the opposite
direction, highlighting the divergence between movements in the
USDTHB and the 1-month vols. This could potentially leave the USDTHB
vulnerable to playing catch-up as political tensions heighten.
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Chart 4: Vols & USDTHB Have Diverged Suggesting Market Appears To Be
Underpricing USDTHB

6.3 33.50
6.1 )
)

5.9 | i\ | "‘;‘ J 3.00
i s 4 "

5.7 477 Vi\A ’ L U 50

5.5 -/ e 1Y v,

! 1, W 2

5.3 ros \

v 1 vl 00

5.1 ‘\.. " |~"

4.9 ] 31/50

4.7 !

4.5 T T T T T T T T T T T T T T T T T T 1.00
O 00O 00O O O © © © © © © 0 0 00 0 O\Oo~ o
R EEEEEERS =
N N N N N N NN AN AN AN NN NN AN NN
~ ~ ~ ~ S~ S~ S~ S~ S~ S~ ~ ~ ~ ~ ~ ~ ~ ~
O O N N 00 0 00 0 O O v~ v~ v~ N N «~ «—
~ ~ ~ ~ S~ ~ ~ ~ ~ ~ -~ -~ Al -~ -~ ~ ~ S~
N 00 M N O Y N ™ N N N N N N N ™ 1In o
- N v~ N — N 1D OO0 N O O ¥ 0 «—

~— -~ ™M «—
=== USDTHB 1M ATM Implied Vols USDTHB

Source: Bloomberg, Maybank FX Research & Strategy

As we have previously flagged, the THB typically underperforms in the
lead-up to the general elections but recovers post-elections, and there
could be opportunities to buy the THB on dips.

Chart 4: USDTHB Daily Chart - Edging Higher Near-Term
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USDTHB move lower appears to have stalled amid the unwinding of some
short-USD positions following the US FOMC minutes released. Pair was
last seen around 31.188-levels. Daily bearish bias appears to be picking -
up, while stochastics is at oversold conditions. This suggests that risks
could potentially turn higher in the near term. Resistance is around
31.330-levels (21DMA) ahead of 32.642-levels (23.6% fibo retracement of
the 2018 high to 2019 low). Support nearby at 31.060-levels (2019 low).
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DISCLAIMER

This report is for information purposes only and under no circumstances is it to be considered or intended as an offer to sell or
a solicitation of an offer to buy the securities or financial instruments referred to herein, or an offer or solicitation to any
person to enter into any transaction or adopt any investment strategy. Investors should note that income from such securities or
financial instruments, if any, may fluctuate and that each security’s or financial instrument’s price or value may rise or fall.
Accordingly, investors may receive back less than originally invested. Past performance is not necessarily a guide to future
performance. This report is not intended to provide personal investment advice and does not take into account the specific
investment objectives, the financial situation and the particular needs of persons who may receive or read this report.
Investors should therefore seek financial, legal and other advice regarding the appropriateness of investing in any securities
and/or financial instruments or the investment strategies discussed or recommended in this report.

The information contained herein has been obtained from sources believed to be reliable but such sources have not been
independently verified by Malayan Banking Berhad and/or its affiliates and related corporations (collectively, “Maybank”) and
consequently no representation is made as to the accuracy or completeness of this report by Maybank and it should not be
relied upon as such. Accordingly, no liability can be accepted for any direct, indirect or consequential losses or damages that
may arise from the use or reliance of this report. Maybank and its officers, directors, associates, connected parties and/or
employees may from time to time have positions or be materially interested in the securities and/or financial instruments
referred to herein and may further act as market maker or have assumed an underwriting commitment or deal with such
securities and/or financial instruments and may also perform or seek to perform investment banking, advisory and other
services for or relating to those companies whose securities are mentioned in this report. Any information or opinions or
recommendations contained herein are subject to change at any time, without prior notice.

This report may contain forward looking statements which are often but not always identified by the use of words such as
“anticipate”, “believe”, “estimate”, “intend”, “plan”, “expect”, “forecast”, “predict” and “project” and statements that an
event or result “may”, “will”, “can”, “should”, “could” or “might” occur or be achieved and other similar expressions. Such
forward looking statements are based on assumptions made and information currently available to us and are subject to certain
risks and uncertainties that could cause the actual results to differ materially from those expressed in any forward looking
statements. Readers are cautioned not to place undue relevance on these forward looking statements. Maybank expressly
disclaims any obligation to update or revise any such forward looking statements to reflect new information, events or
circumstances after the date of this publication or to reflect the occurrence of unanticipated events.

This report is prepared for the use of Maybank’s clients and may not be reproduced, altered in any way, transmitted to, copied
or distributed to any other party in whole or in part in any form or manner without the prior express written consent of
Maybank. Maybank accepts no liability whatsoever for the actions of third parties in this respect.

This report is not directed to or intended for distribution to or use by any person or entity who is a citizen or resident of or
located in any locality, state, country or other jurisdiction where such distribution, publication, availability or use would be
contrary to law or regulation.
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