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Thailand—Update

Yield Movements

Thai government bond vyields dropped for most
maturities between end-December 2009 and
mid-February (Figure 1). At the shorter-end of the
curve, yields declined for 3- and 5-year maturities,
narrowing 7 and 17 basis points, respectively.
Meanwhile, the yield curve flattened by as much
as 53 basis points from the belly through the
longer-end of the curve. As a result, the spread
between 2- and 10-year bonds narrowed to 178
basis points on 12 February from 207 basis points
at end-December.

The downward shift in the vyield curve reflects
investor perceptions of modest growth in 2010 and
expectations that the Bank of Thailand (BOT) will
not raise the policy rate (1-day repo rate) until
the second half of 2010, even though the market
expects a modest rise in inflation this year. BOT’s
Monetary Policy Committee (MPC) maintained the
repurchase rate at the current level of 1.25% in
March.

Thailand’s economy expanded 5.8% year-on-
year (y-o-y) in 4Q09, driven by exports, but
still contracted 2.3% for all of 2009. Signs of
improvement were notable during the second half

Figure 1: Thailand’s Benchmark Yield Curve—
Local Currency Government Bonds
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Source: Bloomberg, LP.

of the year as quarter-on-quarter (g-o-q) gross
domestic product (GDP) growth recovered from
-4.9% in 2Q09 to -2.8% in 3Q09, mainly due to
gains in private consumption, tourism, exports,
and agriculture. Thailand’s GDP is expected to
grow 3.5% in 2010, with government spending
and private sector recovery likely to be the main
forces driving the economy.

Consumer price inflation stood at 3.7% y-o0-y in
February, a modest decline from 4.1% y-0-y in
January. BOT's MPC expects thatinflation will further
accelerate in 2010 as the Thai government ends its
subsidy measures and oil prices continue to rise.
The flattening of the government bond yield curve
from its belly through the longer-end indicates that
investors are not factoring expectations of higher
inflation data.

Size and Composition

The amount of local currency (LCY) bonds
outstanding in Thailand stood at THB5.9 trillion
(USD176.8 billion) at end-December, climbing
20.5% y-o-y and 2.5% g-o-q (Table 1).

Government bonds in 4Q09 were up 21.0% y-o-y
and 3.3% g-o0-q, with the total amount outstanding
valued at THB4.7 trillion. The amount of Treasury
bonds, which represented half of total government
bonds outstanding, grew 22.3% y-o-y, yet
contracted 0.8% g-o-q, to stand at THB2.4 trillion
atend-December. Similarly, state-owned enterprise
and other bonds rose 6.5% y-o-y, but shrank 0.1%
g-o-qg. Central bank bonds stood at THB1.8 trillion
for an increase of 24.2% y-o-y and 10.3% g-o0-q.

On 16 February, the Thai government approved the
issuance of THB10O billion of government savings
bonds with a 6-year maturity. The bonds will be
offered at a premium to current market yields
with a step-up coupon rate. The Thai government
imposed a delay on the issuance until further notice
due to current domestic political uncertainties and
the upcoming Songkran holidays. Subscription
was initially scheduled from 29 March to 5 April.
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SOE = state-owned enterprise.
Source: Bloomberg LP.
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The 4-year bonds carried a coupon rate of 4.15%.
Proceeds will be used as part of a plan to refinance
existing bonds worth THB25 billion that were due
for redemption in 2009. Thanachart Capital sold
THBY9 billion of 5-year senior unsecured bonds
with a 4.9% coupon, while Thai Military Bank sold
THB5.3 billion of 10-year unsecured bonds with a
5.0% coupon.

Investor Profile

As of end-December, commercial banks remained
the largest holder of Thai government bonds
(25.7%), which stood at THB606.6 billion
(Figure 2). Contractual savings funds were the
second-largest holder of government bonds with
a 25.3% share, followed by insurance companies
(17.5%), residents (15.7%), and financial
corporations not elsewhere classified (5.2%). Non-
financial market mutual funds and nonresidents
each had a 3.2% share of total bonds. Meanwhile,
general government and non-profit organizations,
other non-financial corporations, and Thailand’s
central bank held shares of 2.3%, 1.5%, and
0.4%, respectively.

Figure 2: Local Currency Government Bonds
Investor Profile (December 2009)

General Government
and Non-Profit
Organizations

23%—

Nonresidents Central Bank
3.2% 0.4%

Commercial Banks

Residents 25.7%
15.7%
Other
Non-Financial
Corporations \
15% Financial
Coporations
Not Elsewhere
Contractual Classified
Savings 5.2%
Funds
25.3%

Insurance Companies

Non-Financial Market .5%

Mutual Funds
3.2%

Source: Bank of Thailand (BOT).

Policy, Institutional, and
Regulatory Developments

Bank of Thailand Lifts Capital Outflow
Controls

In February 2010, Thailand further relaxed foreign
exchange regulations pertaining to investments
abroad, foreign exchange hedging transactions,
and corporate treasury centers. Thai firms are
now allowed to freely make direct investments
overseas. The size of portfolio investments
allocated to investors and under the supervision
of the Securities and Exchange Commission
(SEC) has been expanded from USD30 billion to
USD50 billion. Exporters and importers in Thailand
can now unwind their foreign exchange hedging
transactions without seeking permission. Also,
an existing firm can set up a corporate treasury
center and transfer foreign currencies between the
treasury center and its affiliated firms located in
Thailand. In addition, Thailand has raised the limit
for the purchase of immovable properties overseas
for Thai individuals from USD5 million per year
to USD10 million per year and is allowing Thai
companies to lend up to USD50 million to non-
affiliated companies overseas.

Bank of Thailand Releases Financial
Sector Master Plan Phase II

In November 2009, the Thai Economic Cabinet,
Ministry of Finance, and BOT released the second
phase of the Financial Sector Master Plan (FSMP),
which aims to boost the efficiency of financial
institutions over the period 2010-2014. The plan
includes reducing system-wide operating costs,
promoting competition and financial access, and
strengthening financial infrastructure. An FSMP
Implementation Committee will be formed once
the cabinet approves the principles stipulated in
the plan.





