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FX Insight

ASEAN FX - IDR & PHP Most Vulnerable
To Contagion From Turkey

IDR & PHP Most Vulnerable

The worst hit currencies in ASEAN due to the Turkish crisis are the
IDR and PHP. Both Indonesia and Philippines suffer from twin
deficits, and have been burning up their foreign exchange
reserves to defend their currencies. Draining of the reserve
buffers increases the vulnerability of the IDR and PHP to
contagion risks. The high level of foreign ownership of domestic
assets particularly in Indonesia makes it most vulnerable to spill
overs from the Turkish crisis. Policy responses to the contagion
from the Turkish crisis are unlikely to differ significantly between
Indonesia and Philippines. Both are likely to continue to use their
foreign exchange reserves to stabilise their currencies. Already
the Bl has lifted its policy rate by another 25bp to 5.50% and the
BSP could potentially follow its lead. Indonesia is also planning to
shore up its foreign currency reserves.

Weekly technical charts suggest that there are retracement risks
to USDIDR with support around the 14370-levels. As for the
USDPHP, daily technicals suggest upside risks with resistance
around 53.640, 54-handle.

Chart 1: Contagion From Turkey Impacts Asian Twin Deficit
Currencies The Most
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Indonesia and Philippines Most Vulnerable To Turkish Contagion

The crisis in Turkey triggered by the imposition of sanctions by the US is
reverberating through the global financial markets, especially in
emerging markets (see our report, EUR - Cautious but Retain Medium
Term Constructive Bias dated 14 August 2018 for the impact of the
Turkish crisis on European banks and the EUR). This in turn has triggered
contagion risks that are impacting emerging market currencies. Broadly
speaking, ASEAN FX has been relatively resilient amid this contagion
given the healthy current account surpluses, strong foreign currency
reserves, and fiscal policy space in the region (Chart 1).

This though does not mean there is no impact on ASEAN FX. For example,
the spill-over from the Turkish crisis is felt by the SGD through its
positive correlation with the EUR. The EUR, which is more exposed to the
TRY due to European banks’ exposure to Turkey, has been a drag on the
SGD as seen in Chart 2.

Chart 2: Impact Of Turkish Crisis On SGD Felt Through EUR
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From a NEER perspective, the weakness in the USDSGD does not
necessarily translate into a weaker SGD. In fact, the SGD has traded
stronger against most of its trading peers’ currencies in the SGD NEER
basket in the past six-months. Since the MAS move to normalise policy in
Apr this year, the SGD has been mostly stronger against its basket of
trading partner currencies as reflected in Chart 3(b). Similarly, when
compared to a month ago or six-months ago, the SGD has been stronger
except against the HKD, JPY, USD and PHP (Chart 3(a) and (c)).
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Chart 3: SGD Has Been Relatively Resilient
(a) vs.1-month ago

(b) since MAS move in Apr

@) Maybank

Source: Bloomberg, GM FX Research & Strategy

A similar case can be made for the MYR. The MYR was resilient in the
past six months (Chart 4). The MYR had been relatively stronger against
its major trading partners when compared to 1-month, 3-month and 6-

month ago.
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Chart 4: MYR Also Shows Resiliency (xxx vs. MYR)
(a) vs. 1-month ago

(b) vs. 3-month ago

@ Maybank
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The exceptions are the IDR and PHP which are among the worst hit by
contagion concerns emanating from Turkey as can be seen in Chart 1
above.

The commonality that both IDR and PHP share is that their economies’
suffer from twin deficits, unlike their peers in the region. Domestically,
while Indonesia’s fiscal deficit is expect to hold steady around 2.5% of
GDP in 2018 and 2019, that for Philippine is on the uptick towards 3.0%
of GDP by 2019. More importantly, both Indonesia and Philippines are
vulnerable due to their persistent current account deficits (Chart 5).

Providing most of the ASEANs with a bulwark against attacks on their
currencies is their strong external reserves. With the exception of the
Philippines, the rest of ASEAN have more than USD100bn in foreign
reserves that can be used to defend their currencies. Excluding
Singapore, which has been accumulating reserves since the start of the
year, the rest of ASEAN have been burning up their foreign reserves to
defend their currencies amid financial market volatility. In particular,
Indonesia has spent nearly USD14mn since Feb in defence of the IDR, and
the PHP nearly USD5bn (Chart 6). Draining of the reserve buffers
increases the vulnerability of the IDR and PHP to contagion risks.
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Chart 5: ID & PH Suffers From Persistent Current Account Deficits
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Chart 6: ID & PH Burning Up Foreign Exchange Reserves To Defend
Their Currencies
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Just as important is the high level of foreign ownership of domestic
assets particularly in Indonesia. The high foreign ownership of
government debt in Indonesia makes it most vulnerable to spill overs
from the Turkish crisis. As chart 7 shows, foreign ownership of
government debt remains elevated in Indonesia at close to 40% of total
outstanding government debt compared to just 16% and 25% for Thailand
and Malaysia respectively. In an environment of rising emerging market

risk, foreigners are likely to reduce their exposure to emerging markets,
including Indonesia.
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Chart 7: Foreign Ownership Of Government Debt In ASEAN
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Policy responses to the contagion from the Turkish crisis are unlikely to
differ significantly between Indonesia and Philippines.

Policy Responses From Indonesia

The Turkish crisis has accelerated the Indonesia authorities’ need to deal
with the shortcoming of the economy. Already, President Widodo is
chairing a cabinet meeting to shore up the defences of Indonesia, in
particular to build up its foreign currency reserves. As discussed above,
Indonesia has used up nearly USD14bn in reserves since Feb to ensure the
stability of the IDR amid Sino-US trade tension concerns and the fallout
from the Turkish crisis.

The discussion is likely to lead to the acceleration of plans to bolster
exports and reduce imports via the increase use of domestically available
substitutes when possible. Leading the charge will be the expedited use
of biodiesel to reduce oil imports. At the same time, the government will
also push ahead with plans to accelerate the building of infrastructure
for the tourism sector to increase visitor arrivals in the archipelago.
Meanwhile, some projects will be delayed to reduce their impact on
imports. This fiscal response should not only help to bolster its foreign
currency reserves but also reduce the current account deficit.

On the monetary front, Bl surprised with a 25bp hike to its 7-day reverse
repo rate to 5.50% on 15 Aug amid global uncertainty triggered by the
Turkish crisis. This move is in addition to the ongoing intervention in the
FX and bond markets to keep the IDR and yields stable. Intervening in the
financial markets alone is unlikely to be sufficient to stabilise the IDR.
These measures should be supportive of the IDR with the IDR rebounding
to hover below the 14600-levels at 14577 at the point of writing.

We cannot rule out the possibility of the Bl keeping its tightening policy
cycle going forward. Bl Governor Warjiyo himself reiterated the hawkish
stance of the central bank and warned that the central bank will be
proactive with any further moves data-dependent. Continued downside
pressure on the IDR should keep the BI policy stance on a hawkish bias.
This leaves the Sep meeting open for another possible move by BI.
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Chart 8: USDIDR Weekly Chart - Retracement Risks
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USDIDR was last seen around 14577-levels. Bullish bias on the weekly
chart remains intact but waning, while stochastics remains at overbought
conditions. This suggests room for rebound risks in the horizon with any
retracement likely to find support around the 14370-levels (76.4% fibo
retracement of the 2015-2016 downswing). Resistance around 14650-
levels ahead of 14830-levels (2015 high).

Philippines’ Possible Policy Responses

Despite the turmoil in the financial markets, the Philippine government
is unlikely to roll back its infrastructure spending programme. Instead, it
is likely to push ahead with its “build, build, build” mantra to keep the
domestic economy rolling. We are likely to see the monetary authorities
taking up the mantle to ensure the stability of the PHP. Further
intervention in the FX markets is likely to slow the USDPHP’s climb.

Still, should the USDPHP continue its ascend towards the 54-handle, we
can expect the BSP to take even more drastic action including the
possibly of calling for an unscheduled meeting of the Monetary Policy
Board to hike its overnight borrowing rate by another 25bp as the next
schedule BSP policy meeting does not take place till 27 Sep. The pressure
is on now for the BSP to hike again given the 25bp move by Bl on 15 Aug.
A move by the BSP could be supportive of the PHP.
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Chart 9: USDPHP (Daily Chart) - Bullish
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USDPHP was last seen around 53.546-levels. Daily chart now shows
bullish bias and stochastics climbing higher. Weekly chart though shows
no strong momentum in either direction, while stochastics is at
overbought conditions. Overbought conditions on the weekly chart could
suggest retracement risks ahead but in the near term risks remain to the
upside. Resistance is around 53.640-levels (2018 high on 26 Jun) ahead of
the psychological 54-handle. Support around 53.290-levels (50DMA), 53-
handle.
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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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