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FX Flash
THB - Battered For Now

THB Hit Most Alongside KRW on Covid-19 Worries Analysts

THB is one of the worst performing currencies since market concerns Saktiandi Supaat

over Covid-19 escalated from the week of 20 Jan. The softness in THB (65) 6320 1379

has likely been exacerbated by recent sell-offs in the domestic stock saktiandi@maybank.com.sg
exchange and possible repatriation of funds by foreign investors. Tan Yanxi

Growth concerns are grave. Thailand’s dependence on tourism receipts is (65) 6320 1378

high at 11.5% of GDP in 2018, with more than a quarter of these receipts
attributable to spending by tourists from China. Further, Thailand’s
imports of intermediate inputs from China (scaled by GDP) are second- Christopher Wong

highest among AxJ countries, spurring supply chain concerns. (65) 6320 1347
wongkl@maybank.com.sg

tanyx@maybank.com.sg
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Covid-19 Added to Other THB Risks
Covid-19 was not alone in causing the THB weakness. We note three Fiona Lim
other factors: (65) 6320 1374
e BoT’s recent relaxation of regulations to boost capital outflows. fionalim@maybank.com.sg

e Dissipating positive correlation of THB with Gold, which suggests
that THB is receiving less support from rising gold prices.

e Political uncertainty has surfaced modestly, alongside an initial
hiccup in the Budget.

Softness in Interim, But Some Positivity Expected by Mar/Apr
For now, sentiments could swing on a day-to-day basis but are broadly
expected to remain dampened. In particular, rising case counts outside
China, in South Korea, has spurred concerns that multiple clusters of
contagion could emerge in Asia.

Nonetheless, the NESDC’s base case is that the outbreak could peak in
March and end by May during which China’s ban on outbound tourism
could be lifted. If more signs of effective Covid-19 containment emerge,
fiscal stimulus, particularly in public investment, could help turn the
narrative. A subsequent recovery in tourism flows, as seen during SARS,
could also help to anchor THB sentiments for the rest of the year.

We shift our forecasts for USDTHB upwards on larger than expected
Covid-19 impact on regional economies, especially with signs of rising
contagion in countries such as Korea. If concerns escalate, TA suggests
that USDTHB could rise to meet resistances at 31.88, or even 32.40 in
the interim. But as drags dissipate, USDTHB may potentially retrace
towards 31.30 by end-1Q. Year-end USDTHB forecast is now at 30.70.

USDTHB Break-Out; Resistance at 31.88, 32.40. Supp. at 31.40, 30.98, 30.43
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Source: Bloomberg, Maybank FX Research & Strategy

SEE PAGE 7 FOR IMPORTANT DISCLOSURES
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Battered THB

THB is one of the worst performing currencies since market concerns
over Covid-19 escalated from the week of 20 Jan. The extent of THB
softness thus far (from 20 Jan to week ending 21 Feb) is around -4%, on
par with KRW, and slightly worst off compared to SGD.

Change in FX (vs. USD) From 20 Jan to 21 Feb
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The softness in THB has likely been exacerbated by recent sell-offs in the
domestic stock exchange and possible repatriation of funds by foreign

investors.

Cumulative Foreign Equity Flows and Thailand Stock Index (Since Dec-19)

0
-200
-400
-600
-800

-1000
-1200
-1400
-1600
-1800
-2000

Cumulative Foreign Equity Flows

Source: Bloomberg, Maybank FX Research & Strategy Estimates

Why the Pessimism?
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Growth concerns are grave. The National
Development Council (NESDC) has reduced its 2020 GDP forecast range to
1.5% to 2.5% (from 2.7% to 3.7% announced in Nov), mainly on the back
of tourism concerns. Forecast for tourist arrivals is lowered to 37mn in
2020 (from 41.8mn), with an expected hit to tourism revenue of around

THB150bn or US$4.8bn (compared to 2019).

February 24, 2020

L L L L L L L L L L L L L L L L LA LD shedad st doabdbaahaslansbondaalanlande ko T

1620
1600
1580
1560
1540
1520
1500
1480
1460
1440
1420

Economic and Social

SET

@ Maybank



THB - Battered For Now

Country Comparison: Risk Scoring Matrix On Growth Concerns

Growth Concerns
. . Supply Chain: | Supply Chain: | Exposure to
Tour.lsm: TOUI'I.S m: In:)epl'r¥1ediate Infg%ediate '(Jihina's .
e itz SR Goods From Goods To Domestic iz
Currency Visitors' as % of C?:.’ o s o o Score
Share GDP ina (% of China (% of Demand (%
GDP) GDP) of GDP)
usD 13.5% 1.2% 1.4% 0.7% 1.2% 8
EUR 6.0% 1.6% 1.0% 1.2% 1.7% 8
JPY 26.9% 0.9% 1.7% 2.2% 2.6% 14
CHF 5.3% 3.0% 1.4% 1.8% 2.4% 12
GBP 3.2% 1.1% 1.0% 0.6% 1.2% 6
CAD 3.4% 1.2% 1.8% 1.8% 1.7% 10
AUD 26.7% 2.3% 2.1% 5.2% 4.9% 29
NZD 14.8% 3.0% 1.9% 2.8% 4.2% 22
SGD 14.5% 5.5% 2.8% 9.1% 7.8% 44
MYR 14.6% 5.8% 9.1% 12.7% 8.5% 60
IDR 13.5% 1.8% 2.4% 2.1% 2.5% 15
INR 2.7% 1.1% 2.3% 0.9% 1.1% 7
THB 27.8% 11.5% 7.7% 7.9% 7.0% 72
KRW 43.9% 1.1% 6.0% 10.5% 6.9% 45
TWD 24.4% 4.3% 5.5% 19.4% 13.0% 78
PHP 17.6% 2.3% 3.2% 5.0% 3.9% 25

Source: CEIC, Bloomberg, OECD-TiVA Database, Maybank FX Research & Strategy
Estimates

Note: Scaling is achieved via indexing the largest value in each indicator at 100.
Tourism and supply chain sub-scores are computed before averaging with scores
for exposure to Chinese domestic demand. Tourism data are as of 2018; estimate
for EU is average of Germany & France’s. OECD TiVA data as at 2015.

A comparison with other economies shows that Thailand’s dependence
on tourism receipts is the highest at 11.5% of GDP in 2018, with more
than a quarter of these receipts attributable to spending by tourists from
China.

Further, it also has significant supply chain linkages with China. Imports
of intermediate inputs from China (scaled by GDP) are second-highest
among Asian countries, just behind Malaysia.

The overall risk score on growth concerns—computed by averaging and
scaling proxy indicators for tourism dependence on, supply chain linkages
with and exposure to domestic demand from China—gives a score of 72,
just behind Taiwan.

Other Factors Weighing on THB

(i) BoT’s recent relaxation of regulations to boost capital outflows
could be weighing on THB sentiments.

e The first round was announced in Nov 2019—measures include (i)
allowing exporters to keep more foreign currency overseas (threshold
increased from US$50k to US$200k per lading bill), (ii) allowing retail
investors to invest in foreign securities (up to US200k) without going
through a Thai intermediary, and (iii) allowing individuals and
businesses to conduct fund transfers abroad more easily.

e As of early 2020, additional steps that are in the process of being
reviewed and implemented include: (i) further increasing the amount
of proceeds exporters can hold overseas to USS1mn per lading bill,
which will cover 80% of Thailand’s exports, (ii) allowing local
companies and individuals to keep foreign currency in Thailand more
easily and (iii) allowing insurers to invest abroad more easily.

February 24, 2020
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(ii) The strong correlation of THB with Gold might be dissipating.
52-Week Rolling Correlation of returns in THB (vs. USD) and Gold
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Source: Bloomberg, Maybank FX Research & Strategy Estimates

In the past, given Thailand’s status as a regional gold trading hub, a
period of rising gold prices (like what we have seen in the last two
months) would have led to reduction in gold purchases, and increases in
gold sales by Thai traders. This would usually tend to give some support
to THB—Thai gold traders presumably offer up less THB in exchange for
USD in gold purchases, and exchange more USD sales proceeds back to
THB post-sales.

But there have been a discernible softening in this relationship recently,
possibly because the BoT allowed (since Nov 2019) Thai investors to
trade gold in foreign currencies. Customers are able to keep foreign
currency proceeds from gold investment in their accounts, without
having to exchange into baht for subsequent purchases.

In this sense, this channel of support for THB could be dampened
structurally.

(iii) Political uncertainty has surfaced modestly, alongside an initial
hiccup in the Budget.

Thai Court has also disbanded a key opposition party, Future Forward, on
the assessment that loans of USSémn from the part leader Thanathorn to
the party breached financing rules. A forced dissolution could stir up
anger among the younger urban electorate, and could be a flash-point
for demonstrations.

Earlier in Jan, just as markets were cautiously optimistic on the FY2020
Budget being finally approved after a three-month delay, confusion soon
arose. Allegations had emerged that some legislators who supposedly
voted were not actually present. Worries over further delays in budget
disbursement had dampened THB sentiments further then (subsequently
resolved).
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Buy the Dip? ... Some Potential Positivity by March/April

For now, sentiments could swing on a day-to-day basis but are broadly
expected to remain dampened.

In particular, rising case counts outside China, in South Korea, has
spurred concerns that multiple clusters of contagion could emerge in
Asia, adding further to worries over eventual supply chain and tourism
disruptions.

Confirmed Cases in Thailand and ROW Ex. China

Thailand (LHS) ~=———ROW Ex. China (RHS)
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Source: WHO, John Hopkins CSSE, Maybank FX Research & Strategy Estimates

On a comforting note though, cases in Thailand are showing some signs of
stabilizing vs. ROW (ex. China). The NESDC’s base case is that the
outbreak could peak in March and end by May during which China’s ban
on outbound tourism could be lifted. When more signs of Covid-19
containment emerge, fiscal stimulus could help turn the narrative.

Earlier concerns over the Budget should dissipate as it was finally passed
by the Senate and is currently awaiting Royal endorsement. Public
investment, which was weak previously (-5.1%y/y in 4Q 2019), will be
closely watched. Of the THB640bn investment budget, THB400bn will be
disbursed by 2Q, and THB240bn will disbursed by 3Q, according to the
Finance Minister.

Fresh stimulus measures such as a higher budget for Village Funds, soft
loans for water resource development and a new phase of the Taste-
Shop-Spend scheme will be launched soon to provide support to growth
in 1H. The government is also preparing relief measures for tourism
operators hit by the outbreak including soft loans, tax incentives and
training courses.

A subsequent recovery in tourism flows—during SARS, tourism flows
turned around in June after emergence of concerns in Feb 2003—could
be the positive trigger needed to anchor THB sentiments for the rest of
the year.
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Longer-Term Fair Value Monitor

We note that THB NEER (trade-weighted basket basis) has fallen by
around -3% since peaking in Oct-Nov last year. Most of the decline was in
early 2020.

Nominal Effective Exchange Rate for THB
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Source: BIS, Maybank FX Research & Strategy Estimates
Note: Data from BIS has last monthly data point at 31 Jan 2020. Spot as at 21 Feb
is estimated.

As a result, although our fair value model (see piece here for fair value
framework) still shows THB REER to be overvalued, by around 5% on a
trade-weighted basis, the extent of misalignment has corrected from
around 8% in end-2019. Notably, the actual REER is now within 1 std dev.
uncertainty band from the fair value estimate.

Model-Derived THB Fair Value and Actual THB REER
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Source: BIS, CEIC, Bloomberg, Maybank FX Research & Strategy Estimates

Note: BEER-derived fair value is from panel dynamic ordinary least squares
estimation (panel DOLS), incorporating variables such as net foreign assets, trade
exposure, productivity differentials with trading partners and real interest rate
differentials with trading partners.
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THB - Battered For Now @ Maybank

Summary of Outlook

Forecast 1Q 2020 2Q 2020 3Q 2020 4Q 2020
USDTHB 31.30 31.10 30.90 30.70
(30.80) (30.60) (30.40) (30.20)

Previous Forecast in Parenthesis

Given the various aforementioned factors weighing on the THB (including
signs of worsening in Covid-19 contagion in regional countries such as
Korea), we take the opportunity to shift our forecasts for USDTHB
upwards. But we leave the subsequent THB recovery trajectory intact, on
support from fiscal stimulus and potential recovery in tourism flows.
While end-Q1 forecast is at 31.30, we also note the possibility for
USDTHB to see some overshooting (upwards) in the interim, with 31.88
and 32.40 as potential resistance levels. Our new year-end USDTHB
forecast is 30.70.

USDTHB Technicals
Weekly chart - USDTHB Break-Out, Bullish Divergence Underway

Source: Bloomberg

USDTHB has broken out of its falling wedge (formed since Dec-2018). At
the same time previously-observed bullish divergence on MACD is also
underway.

Pair was last seen at 31.65 levels, after consolidation in 30.98 - 31.43
range. Bullish momentum intact but RSl in overbought conditions.
Immediate resistance at 31.88 (61.8% fibo retracement of Dec-2018 high
to 2020 low) needs to be broken for upward momentum to gain traction.

An eventual move towards 32.40/50 levels (textbook objective of the

bullish flag formation) should not be ruled out. Support at 31.40 (50%
fibo), 30.98 (38.2% fibo) before 30.43 (23.6% fibo).

February 24, 2020
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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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