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- BoT raises GDP forecast, holds rate

| Healthy exports and
tourism push revision

" PAWEE SIRIMAI

! NUNTAWUN POLKUAMDEE b
i b

* The Bank of Thailand’s Moneta}y Policy

¥ Committee {MPC) raised its economic
. growth forecast for this year because of
; expanding exports and tourism, butit kept
! the policy interest rate unchanged yester-
i day as widely expected.

¢ The economic growth forecast for this
- year was increased to 3.8% from 3.5%, while
+ next year's growth forecast was also given
; @ nudge to 3.8% from 3.7%.

i The rate-setting committee raised its
{ economic growth projection because of
! robust exports and tourism expansion,
£

3 = i
- while domestic demand has started to

become more broad-based, said Jaturong
Jantarangs, assistant governor of the mon-
etary policy group and the MPC secretary.

“The economy has gained further trac-
tion based on stronger growth in mer-
chandise exports and tourism, driven by
the robust global economic recovery,” Mr
Jaturong said.

The committee also raised its export
forecasts for both this year and next to 8%
and 3.2% from 5% and 1.7%, respectively.

Mr Jaturong said the weaker export
view for 2018 is because of an expected
slowdown in glob%Ftrade and this year's

- high base effect, as some manufacturing
companies have moved their produc-

tion bases into Thailand for merchan-.

dise exports,

The commitiee also raised its fore-
cast for this year’s tourist arrivals to 35.6
million from 34.9 million predicted ear-
lier, but maintained the 2018 forecast at
37.3 million.

The National Economic
and Social Development
Board reported that Thai-
land’s GDP rose by 3.7% year-
on-year in the April-June period
after expanding 3.3% in the
first quarter.

Therise marked a 17-quarter
high after the 5.2% growth spike
in the first quarter of 2013. In
the first half, the economy grew
by 3.5% year-on-year.

Private consumption, mean-
while, continues to expand gradually as
household purchasing power is not suf-
ficiently strong, particularly for low-wage
workers whose income has not recovered.

“We also observe that the deleverag-
ing process of Thailand’s household debt

- is rather slow and the ratio of household
~debt to GDP has yet to significantly drop,”
Mr Jaturong said.

The MPC has slightly raised its private

Jaturong: Household
debt remains issue



consumption growth forecast

for this year to 3.3% from 3.1%,

but cut growth for 2018 to 3%

from the 3.1% projected earlier.
“Employment will be

the main factor dictating
purchasing power and the

decision to consume. The

MPC has observed that the

income of low-wage earners

has yet to recover,” Mr Jatu-

rong said. “Headline inflation

increased at a slower pace

than the previous assessment, which is
due primarily to the decline in fresh food
prices as a result of higher output of fruit

and vegetables.”

Mr Jaturong said dem:; ull inflation-
4ry pressures also rem o and are sub-
ject to structural changes siich as the shift

in production technology and e-commerce
that might lead to a stower pace of inflation
than in the past.

The MPC has slashéd its headline infla-
tion forecasts for both this year and next
to 0.6% and 1.2% from 0.8% and 1.6%,
respectively.

Mr Jaturong said headline inflation is
expected to reach the lower band of the
central bank's inflation target of 1-4% in
the middie of 2018,

The seven-member rate-setting com-
mittee, with one absentee membet, voted
unanimously to leave the one-day repur-
chase rate unchanged at 1.5% for the 19th
time despite pressure from the Finance
Ministry to reduce it.

“for keeping the policy rate at 1.5%, the
committee views the current policy rate
level as remaining sufficiently accommo-
dating, as it hias been successful in support-
ing the economic recovery up until now,”
Mr Jaturong said. “Growth, inflation and
financial stability will remain the main
factors being considered by the MPC, but
regarding the effects of the exchange rate

. on the economy, we might have to look into

it sector by sector”

He said that in order for the commit-
tee to start raising its policy rate, a clearer
recovery in domestic demand is needed.

Voravan Tarapoom, chairwoman of the
federation of Thai Capital Market Organi-
sations, said holding the interest rate is
better than a rate cut, as the current interest
rate is low and a rate reduction would not
help shore up economic growth.

Despite a preference from the Finance
Ministry for a rate cut, the central bank
unanimausly kept its policy rate on hold,
suggesting that the MPC does not share the
same concerns about growth and inflation,
said Joseph Incalcaterra, chief economist
for Asean at HSBC.

“We agree with the central banks assess-
ment that growth numbers will look & bit
rosier in the quarters ahead, but our opti-
mism is a bit more tempered,” Mr Incal-
caterra said.
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Think before |
‘causing stink |

he Bank of Thailand (BoT) earlier this week
announced that the country’s five largest
financial institutions are “domestic systermically
important banks (D-51Bs)” and that their capital
reserves need to be on a par with interna- |

tional standards. I

The five banks are Bangkok Bank, Krungthai Bank,
Kasikornbank, Siam Commercial Bank and Bank of Ayud-
-hya. All these banks, as per the new rules, are set to comply

with the tougher Basel III international standards.

The announcement, which came as a bolt from the
blue, initially sent many retail depositors and retail share-
holders into panic mode as very few details were available.
Retail investors and depositors alike started to fear that

¢ there was something wrong with the Thai financial system.

Their fears were not unexpected. After all there have
been a growing number of cases of default, especially in
small- and medium-sized enterprises (SMEs), and this
malaise of rising non-performing loans (NPLs) has started
to spread to some bigger firms, as was the case with many
defaults seen with Sahaviraya Steel Plc and Pace Develop-
ment. Reports of many such hidden debt-laden companies
have been circulating, but none have emerged into the
open yet.

[}

As well as this, the BoT wants these banks to submit to
it reporting forms for consolidated supervision more fre-
quently, up from every quarter to every month, starting in
2019. The forms include information such as consolidated
capital, liquidity, savings, loans, NPLs, and other informa-
tion that may have implications for the economy.

These rules therefore pushed alarm bells, prompiing
many to wonder if the problems had spread out of control
or not.

Thai banks, that were once criticised for their role in
the 1997 financial crisis, have since been able to sort their
acts out and most of them have had their balance sheets
cleared of NPLs and dubious loans. .

Thai banks at the moment have their capital adequacy
ratios at nearly double that of what the Basel III standard
is. But that was only publicised at the end of the working
day after the panic had rocked the markets.

The BoT itself acknowledged that the Thai banking sys-
temn's common equity Tier 1 (CET1) ratio stood at 14.62%
and the capital adequacy ratio (CAR) was at 17.58% at the
end of June, and this was far higher than the international
standard. The average for the CET1 ratio for these five-
banks stood at 14.25% and the CAR ratio was at 16.93%.

These numbers are far higher than the BoT's current
minimum requirements of 5.75% for the CET1 ratio and
9.75% for the CAR ratio, whereas the tougher Basel II1
standard for the CET1 ratio is a mere 7% at the moment
and will rise to 8% by 2020, while that of the CAR ratio is at
11% and will rise to 12% by 2020. These figures that Basel
I1I requires from the Thai financial institutions in just over
two years have already been achieved by local finan-
cial instifutions.

In coming out with the new rules, the BoT cre-
ated a minor panic which could have been avoided
had this information been disseminated ahead of
the announcement.

Logic has it that the central bank could have told the
public well in advance that it was locking to raise these
ratios and that most if not all these banks were already
meeting the requirements.

After sending this information out over a peried of time,
the official announcement could have followed which would
have resulted in no panic or questions raised from any sides.

Institutional investors and people who keep track of
the banking system were not those in panic mode. Instead
it was the general public who formed the backbohe of
customers who raised questions. :

It is therefore advisable for the central bank and other
such agencies to think about the impact of their moves
and strategise their communication in order to avoid such
panics in the future.
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