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Capital inflow continues despite efforts

. PAWEE SIRIMAI . |

" Despite the Bank of Thailand's moves
to scale back short-term bond sales and
curb the baht's rapid gains, offshore fund
inflows are continuing but money is shift-
ing to long-term bonds, says the central
bank chief.

.Bank of Thailand governor Veerathai
Santiprabhob reiterated that the reduc-
tion in short-term bond issuance is an
initial measure and that the central bank
has further means to tackle the flood of
fund inflows.

“This is the most basic measure to
take care of the fluctuations in the foreign
exchange market, and the Bank of Thai-
land still has several instruments on its
men,” he said. “We're ready to put these
instruments into force whenever we find it

necessary or detect any irregi-
larity in the market”

The Bank of Thailand
has anncunced it will taper
80 billion baht worth of its
short-dated bond offerings
this month to curb the baht's
strength after the local cur-
rency emerged as the best
performing currency in Asean.
The central bank at that time
found that fund flown into
short-term bonds amid the
mounting global uncertainties from the US
president Donald Trump's protectionism
stance, geopolitical tensions, and elections
in several European countries which could
shake the economic bloc as investors have
perceived the baht as a safe haven,

Year-to-date, the baht has risen 4.2%

| MOVEMENTS OF MAJOR
REGIONAL CURRENCIES, YTD

TWD

KRW
INR

THB
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CNY
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JPY

USD Index

Veerathai:
short-term inflows

POSTaraphics

against the US dollar, outpac-
ing the Singaporean dollar
{+3.3%), the Malaysian ringgit
{(+1.9%), the Indonesian rupiah
{+1.3%) and the Philippine peso
(-0.1%).

“We [the central bank] have
signalled both Thai and foreign
investors through this measure
[cutting bond size offerings] that
we do not welcome and don’t
like the high amount of short-
termn inflows to the country,” Mr
Veerathai said.

The governor was tight-lipped about
whether the Bank of Thailand will extend
the current measure, which will lapse next
Tuesday, when the final batch of the cen-
tral bank’s three- and six-month bonds
are auctioned,

anlle. Y

Dislikes

“This kind of measure requires tme to
assess outcome and also the context will
have to be considered. We can’t decide
after only few weeks of implementation
whether it should be continued or not,” Mr
Veerathai said.

Even though offshore funds are switch-
inginto leng-dated bonds, he said the cen-

i tral bank is less concerned.

He said the appreciation of the baht and
other currencies in the region stemns largely
from the softer US dollar and the baht's pace
of strength has been in the middle range
when compared to other Asian currencies.

Mr Veerathai recommends that busi-
ness operators with international expo-
sure hedge against foreign currency risk,
as volatility will only intensify.

“Mast Thai businesses are too compla-
cent and have not hedged,” he said. '
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BOT urges hedging against currency risk

N,

WITH RISING VOLATILITY LIKELY, VEERATHAI
WARNS EXPORTERS AGAINST COMPLACENCY

WICHIT CHAITRONG
THE NATION

BANK OF THAILAND governor
Veerathai Santiprabhob yesterday
urged exporters to hedge against
volatility in the value of the baht as
the country faced the prospect of
trade protectionism againsttheback-
drop of tensions on the Korean
Peninsula - with “unpredictable” out-
comes from the latter.

“Creopolitical risk and trade pro-
tectionism are external risks factors
that could lead to high volatility in the
exchange rate,” Veerathai said.

His comments follow a period of
gains in the baht, confounding mar-
ket assumptions that the currency
would weaken against the US dollar.
Market bets since last year been for
the greenback to strengthen against
the major currencies this year in line
with the US Federal Reserve’s policy
goal of raising interest rates to more
normal levels.

“But the market has lower confi-
dencein US President Donald Trump
after he failed to push through key
policies such as repealing Barack
Obama’s healthcare legislation, and
so we have seen the US dollar weak-
ening,” said Veerathai, referringtothe
Republican Party’sfailuretooverturn
theformerpresident’s healthcare pol-
icy in Congress.

“Geopolitical risk is also playing a
role as US and North Korean leaders

engagein aface-offover Pyongyang's
nuclear programme. We don’t know
who will blink first - Trump or Kim
Jong-un.”

The Bank of Thailand has con-
ducted a study on currency hedging,
with the centra! bank revealing that
most small and medium-sized
exporters have shunned this pruden-
tial measure. :

Suchot Piamchol, deputy director
of the foreign exchange division, said
72 per cent of small exporters can-
vassed in the BOT study had done
nothing to protect themselves from
exchange rate volatility. Some 59 per
cent of medium-sized exporters and
50 per cent of large exporters did not
hedge. .

Dangers in acting too late

On average, 66 per cent of all
exporters did not make any hedging
arrangements and only 4 per cent of
them had fully-hedged against cur-
rency risk.

“Many exporters hedge against
baht volatility when the baht swings
suddenly and that hedging at such
times can make the situation even
worse,” Suchot said.

He said some exporters may not
need to fully hedge against currency
moves if they are engaged in both
exporting and importing,.

An effective hedging strategy will
reducerisk from exchangeratemove-

el




BAHT RALLY

Since the start of this yay, the baht has besn rising moderatsly sgsinst the U dolfar

 USDINDEX 5.1

Source: Bank of Thailand

ments, especially duringtimesofhigh
volalility that could result in losses,
said Suchot, who felt many exporters
were not sufficiently aware of the
risks. This was especially so for those
. exporters who were overconfident in
taking on risk, based on theirassump-
tions over the exchange rate. He said
the purchase of options of forwards

NATION GRAPHICS

may have their costs but should be
considered. .

Veerathai, when asked about the
prospectof central bank taking addi-
tional measurestocurbthebahtrally,
said there could be more on the way,
but added that central bank cannot
move against market forces.

The central bank recentlyreduced

the amount of short-term bond
issuance in order to deter investors
from parking their short-term funds
in the Thai financial market; this
action helped fuel the baht’s gains.

Quizzed on the moves effective-
ness, Veerathai put forward a coun-
terfactual argument: “The question
should be, what would happen if we
don't doit”

“Among the regional currencies,
the baht has been strengthening
moderately within this group. It is
really a problem of the US dollar
weakening,” he said.

This year the baht has strength-
ened 4.2 per cent, while the Taiwan
doliar, Korean won and Indonesia
rupiah haverisen 6.1 percent, 5.9 per
cent and 5.1 per cent, respectively.
The Chinese yuan hasadded only 0.8
per cent.

Veerathai played down any con-
cernsthat astronger baht would hurt
the tourism industry.

However, Kobsithi Silapachai,
head of capital markets research at
Kasikornbank, said he was concerned
that the stronger baht could discour-
age Chinese tourists, in particular,
from visiting.

The central bank acknowledges
that it has to do more to encourage
Thai investors to invest more aboard
in order to balance the capital flows.

Foreign investors see the baht as
the save haven in the region due to
Thailand’s large international
reserves and its current account sur~
plus. Short-term inflows could exac-
erbate the baht’s rally and potential-
ly hurt Thai exporters as their goods
become relatively more expensive.
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