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Foreign Exchange Market Update

Recap : January

The dollar appreciated against most other major peers in January. While the signing of phase-
one U.S.-China trade agreement initially brightened risk appetite, growth concerns triggered
by the novel coronavirus helped enhance demand for safe assets. Evidence of economic
strength in the U.S. relative to the rest of the world also kept the dollar supported.

€ Performance Depreciation

=" The euro weakened on anticipations of QE staying for longer while sighs of economic
stabilization in the Eurozone remained unclear. The European Central Bank kept rates
unchanged, as expected, yet ECB President Lagarde struck a more cautions tone due to
downside risks to growth, mainly from international trade uncertainty.

€ Outlook Moderate Appreciation

= Expectations of gradual economic rebound and potential easing of fiscal policy could
provide the euro some support this year. However, near-term upside looks challenging due to
uncertainty during Brexit transition and worries about the impact from the virus outbreak.

¥ Performance Weakness Reversal

= The year 2020 kicked off with the safe-haven yen initially underperforming due to the trade
deal optimism while the U.S.-Iran standoff proved short-lived. Nevertheless, the yen later
erased losses as the coronavirus outbreak sent global yields broadly lower.

¥ Outlook Moderate Appreciation

= The unpredictability of the virus would continue to dampen risk appetite, keeping the yen
in demand at least for now. Besides, given the likelihood that the Federal Reserve will keep
rates low for longer, we maintain our view of a moderately stronger yen over time.
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Foreign Exchange Market Update

Recap : January
Baht Losing Appeal

= The fortune has turned for the Thai baht which is now the region’s worst performer and wiped out nearly half of the gains posted in 2019.
Selloffs in the currency accelerated after concerns arose over the impact from coronavirus particularly on Thailand’s tourism alongside
potential fiscal gridlock which reinforced anticipations of perhaps a sooner interest rate cut by the Monetary Policy Committee.

= USDA4.1 billion current account surplus in December, taking the surplus to a hefty USD37.3 billion for all of 2019.

= THB17.3 billion net foreign selling in SET-listed shares in January.

= THB10.8 billion* net foreign buying in Thai government bonds in January.

* Based on outright trading value. The accumulated net buying value may double count the trading value of rollovers.

USD/THB Historical Performance
Price THB vs USD THB vs JPY
-34
1 month -3.7% -4.9%
~33 3 months -3.1% -2.8%
~32 12 months 0.4% -0.1%
/\/ hY
v\ N2 31 As of January 31, 2020, “-” indicates THB depreciation
-30 Outlook: Near-Term Baht Weakness
. . . . . ] ] -29 Given the ongoing headwinds from all fronts, we expect the baht to consolidate in
Q2 Q3 Q4 Q1 Q2 Q3 Q4 weaker ranges in Q1/20. Thailand’s heavy reliance on Chinese tourists as well as the
2019 | 2020 overstretched positioning of the baht against the dollar last year will continue to take
Refinitiv outsized appreciation pressure off the baht. Capital flows should also prove more
volatile in the period ahead.
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Foreign Exchange Market Update

Monthly Performance
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Refinitiv data as of January 31, 2020, “-” indicates currency depreciation against USD
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Thailand: External Accounts

Current Account & USD/THB
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Exports Imports Trade Balance Current Account Reserves*

% y-0-y % y-0-y USD bn USD bn USD bn

Dec-19 -1.7 1.8 1.89 4.11 259.05
Nov-19 -7.7 -13.9 1.97 3.38 254.31
Oct-19 -5.0 -9.2 2.09 291 257.21

Bank of Thailand, * including net forward position, last data points: December 2019
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Thailand: Foreign Portfolio Flows

Net Foreign Position & USD/THB

THB mn 2017 2018 2019 1M2020
Stocks (25,752) (287,740)| (45,243)] (17,302)
Bonds (Net Flows)*| 216,140 | 122,120 | (79,279)] 10,786
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Thai Bond Market Association (* based on outright trading value; the accumulated net buying value may double count the
trading value of rollovers), Stock Exchange of Thailand, Bank of Thailand, last data points: January 2020
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Thailand: Domestic Economy

Manufacturing Production (% y-o-y) Consumer Confidence
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Thailand: Inflation

Inflation and Peollcy Interest Rates
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Dec-19 0.87% A 0.49% A
Nov-19 0.21% A 0.47% A
Oct-19 011% V 0.44%

Ministry of Commerce, Bank of Thailand, last data points: December 2019
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Interest Rate Market Update

A Shift in Strategy?

* The Federal Reserve at the Jan. 28-29 meeting voted unanimously to keep US Federal Funds and Thai Policy Rates (%)

the funds rate unchanged in a range of 1.50-1.75% and lifted the IEOR rate

by 5bps to 1.60%. Notably though, the accompanying statement indicated a

tweak of policy stance being consistent to facilitate inflation from “near” to

“returning to” the Committee’s symmetric 2% objective. The policymakers
offered little changes in other areas, with a slight downgrade in household

spending assessment from “strong” to “moderate.”

e U.S. Treasury yields fell across the curve in January with the 10-year and 3- I_I|J e Gap (right scale) ’_,4
——Fed Fund

month tenors re-inverting while the virus outbreak boosted safe-haven bids. ij e IJ

We now expect the Fed to stand pat on rates this year although the implied 0

shift in policy toward “makeup” inflation strategy, if materialized, would

mean low(er) rates for longer over the coming years. Cr. MUFG

end of period Jul-19 Oct-19 Dec-19 Jan-20
USD6MLIBOR 2.20688% 1.91625% 1.91213% 1.74525%
THBFIX6M 1.39985% 1.41239% 1.15797% 0.95728%
Diff 0.80703% 0.50386% W 0.75416% A 0.78797% A
Refenitiv
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Interest Rate Market Update

An Abrupt Blow to Growth Momentum

N

e As Thailand’s tourism is being hit particularly hard by the virus
outbreak in China, and confidence further eroded by a potential delay
in budget disbursement, market expectations of an insurance rate cut
on Feb. 5 by the MPC continued to mount. Nonetheless, the ease in
both global trade tensions and baht strength coupled with the already
limited policy space and a data-dependent central bank argued for a
wait-and-see approach. While we think the MPC would like to choose
to wait until March before delivering a cut, there is as well a good

possibility they would act this month given the ongoing pressure.

e Local government bond yields fell broadly with tenors from 2-year to
11-year registering all-time lows. The increased downside risks to
growth are now extending the downtrend of the curve. The BoT
commented that GDP growth in Q4/2019 may be less than 2.4%
posted in Q3/2019 and signaled it might re-downgrade growth
forecasts. While the stars are aligned for a 25 bps rate cut in Q1/20,
we believe pent-up demand, as with past experiences of disease
outbreak, could bring about a v-shaped recovery in the second half of

the year.
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Forecast

Factors in Focus

e Coronavirus Impact, Stretched Positioning. In hindsight,
price actions in January did explain a whole lot about
Thailand’s exposure to Chinese tourist receipts and the rich
positioning of the baht against the dollar in 2019. We have
adjusted our forecast to reflect the events, pushing further
out the resumption of the baht’s strengthening trend.
Volatility also looks set to pick up on IPO flows and
potential M&A activities.

e MPC Meeting: Feb 5. Market participants are divided as
to whether the MPC would deliver a 25bp insurance rate
cut at this meeting. On balance, even if the MPC stands pat
this month, the likelihood is that the Committee will still
act in March. The release of Q4/19 GDP on Feb. 17 may

FX

Jan 31, 2020

Q1/20F

Q2/20F

Q3/20F

Q4/20F
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28.83
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JPY/THB is per 100 yen, * USD/THB based on Bangkok closing rate,
USD/JPY, JPY/THB based on New York close

allow the MPC to better assess the growth-spurring effect Policy Interest Rates Current end-Q4/20F
of past rate cuts amid limited policy space. USD Fed Funds 1.50-1.75% &
e Road to 2020 U.S. Elections. Candidate selection from  EUR Deposit Facility Rate gt ®
major political parties, especially the Democrat Party, may JPY O/N Call -0.10% &
draw market interests and could shape expectations of the THB 1-day R/P 1.25% 1.00%
OULIEEOITS F010. As of February 4, 2020
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Economic Projection

2018A 2019F 2020F
Real GDP growth 4.1% 2.5% 2.8%
Private Consumption growth 4.6% 4.4% 3.2%
Private Investment growth 3.9% 2.4% 4.2%
Public Consumption growth 1.8% 1.9% 2.5%
Public Investment growth 3.3% 2.1% 6.5%
Export Value growth 7.5% -3.2% 1.0%
Import Value growth 13.7% -5.4% 1.7%
Current Account (USD bin) 28.5 35.5 31.4
Headline CPI Inflation 1.1% 0.7% 0.8%

Fiscal Policy Office, as of January 29, 2020
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Contact Persons Bank of Ayudhya Public Company Limited

Global Markets Research and Analysis Section (A member of MUFG, a global financial group)

Roong Sanguanruang <Head Office>

Roong.Sanguanruang@krungsri.com
Pote Siripoonsap 1222 Rama III Road, Bang Phongphang Yan Nawa, Bangkok 10120 Thailand

Pote.Siripoonsap@krungsri.com <Global Markets Group>
550 Ploenchit Road, Lumphini, Pathumwan, Bangkok 10330 Thailand

This report has been prepared by The Bank of Ayudhya Public Company Limited, (A member of MUFG, a global financial group), (the “Bank”), for general distribution. It is
only available for distribution under such circumstances as may be permitted by applicable law and is not intended for use by any person in any jurisdiction which restricts
the distribution of this report. The Bank and/or any person connected with it may make use of or may act upon the information contained in this report prior to the
publication of this report to its customers.

Neither the information nor the opinion expressed herein constitute or are to be construed as an offer or solicitation to buy or sell deposits, securities, futures, options or
any other financial products. This report has been prepared solely for informational purpose and does not attempt to address the specific needs, financial situation or
investment objectives of any specific recipient. This report is based on information from sources deemed to be reliable but is not guaranteed to be accurate and should not
be regarded as a substitute for the exercise of the recipient’s own judgment. This report is based upon the analysts’ own views, therefore does not reflect the Bank’s
official views. Historical performance does not guarantee future performance. The Bank and/or its directors, officers, and employees, from time to time, may have interest
and/or underwriting commitment in the relevant securities mentioned herein or related instruments and/or may have a position or holding in such securities or related
instruments as a result of engaging in such transactions. Furthermore, the Bank may have or have had a relationship with or may provide or have provided corporate
finance or other services to any company mentioned herein. All views herein (including any statements and forecasts) are subject to change without notice and none of the
Bank, its head office, branches, subsidiaries and affiliates is under any obligation to update this report. The information contained herein has been obtained from sources
the Bank believed to be reliable but the Bank does not make any representation or warranty nor accept any responsibility or liability as to its accuracy, timeliness,
suitability, completeness or correctness. The Bank, its head office, branches, subsidiaries and affiliates and the information providers accept no liability whatsoever for any
loss or damage of any kind arising out of the use of all or any part of this report.

The Bank retains copyright to this report and no part of this report may be reproduced or re-distributed without the written permission of the Bank. The Bank expressly
prohibits the distribution or re-distribution of this report to Private Customers, via the Internet or otherwise and the Bank, its head office, branches, subsidiaries or
affiliates accepts no liability whatsoever to any third parties resulting from such distribution or re-distribution.

Thank you

A member of MUFG, a global financial group 13




