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= We remain cautious on THB and maintain our USDTHB forecast of 34.00 by
end-year. While Thailand is benefiting from the technology cycle, stronger
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electronics exports are insufficient to offset deteriorating terms of trade, weak
growth, low rates, persistent portfolio outflows, and rising fiscal constraints.
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member of MUFG, a global financial group = Thailand's electronics boom is generating less FX support than headline export
growth suggests. Thailand is a net importer of semiconductors required for
electronics production. Rising chip prices and higher imported content have

increased the electronics import bill, limiting the net electronics trade gains.

= Thailand faces a broader commodity shock that is weighing on external
balances. Terms of trade have fallen to a 27-year low, given higher prices of
energy, metals, and intermediate goods.

= The growth backdrop suggests scope for higher USDTHB. US growth remains
resilient, while Thailand's GDP growth slowed to 1.9%yoy in Q2, with net exports
posing a major drag on Thailand’s growth.

= BOT policy rate remains at just 1.0% and is likely to stay there into early 2027,
even as the Fed has raised rates and could tighten more in the coming months.
Low BoT rates, along with baht overvaluations, persistent net foreign portfolio
outflows, and limited fiscal capacity to cushion the oil shock impact, should keep
THB under pressure.

CHART 1: THAILAND’S TERMS OF TRADE AT A MULTI-YEAR LOW
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The recent surge in Thailand's electronics exports is not enough to change our
cautious outlook on the Thai baht. While exports of computers, servers, hard disk
drives and other electronics products have strengthened alongside the global Al and
tech investment cycle, Thailand remains a net importer of key semiconductor inputs
required to support that electronics export growth. At the same time, higher oil and
commaodity prices are worsening Thailand's terms of trade and external balances.
Combined with weak growth, low interest rates, recent months of portfolio outflows
and limited fiscal policy flexibility, we believe the balance of risks remains tilted
toward further THB weakness. We maintain our forecast for USDTHB at 34.00 by
end-year.

Terms of Trade Have Fallen to Multi-Decade Lows

Thailand's terms of trade have fallen to a 27-year low in USD terms and a 24-year
low in local currency terms, reflecting the sharp increase in import prices relative to
export prices. The weaker terms of trade have been closely associated with a weaker
baht in recent years.

While electronics exports have surged to record highs, electronics manufacturing in
Thailand remains highly dependent on imported semiconductors and components.
Indeed, Thailand is a net importer of semiconductors, which are critical inputs into
these electronics exports. As semiconductor prices have risen alongside global Al
demand, import costs have also increased significantly. Thailand’s import-to-export
ratio in electronics has increased notably, highlighting that a substantial portion of
export earnings is leaked through higher imported content.

CHART 2: BOOMING ELECTRONICS EXPORTS, BUT IMPORT CONTENT IS
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Consequently, the electronics sector has not generated sufficient net trade gains to
offset the drag from higher mineral and fuel imports. The mineral products and fuel

trade balance remains deeply negative and continues to explain much of Thailand's
recent deterioration in overall trade performance.

Thailand also faces a broader commodity shock, not merely an oil shock. In addition
to the oil shock, Thailand has also experienced widening trade deficits in metal
products, electrical equipment, and chemicals.
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CHART 3: THE OIL SHOCK IMPACT ON THAILAND’S TRADE BALANCE
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Growth backdrop is less supportive for the baht

The Fed expects US growth of 2.3% this year and 2.4% next year, reflecting
resilience in the US economy and labour markets. In contrast, Thailand's economy
slowed in Q2 amidst global uncertainties, with GDP growth moderating to 1.9%yoy
from 2.8%yoy in Q1. Notably, net exports made a significant negative contribution to
growth as imports continued to outpace exports.

CHART 4: THAILAND’S NET EXPORTS WERE A HUGE DRAG IN Q2
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While investment growth remains strong, the spillovers to the broader economy stay
limited because of high import dependence. Meanwhile, household debt remains
elevated, consumption is slowing, and the BoT continues to acknowledge that
economic growth remains below potential. The result is a widening growth
divergence between the US and Thailand that favours USD over THB.

Low BOT rate and rich valuations to undercut baht appeal

Thailand also remains one of the least attractive currencies in the region. The BoT
policy rate is only 1.0%, while the Fed recently delivered another 25bp hike to 3.75%-
4.00% and signalled the possibility of an additional move in Q4. With Thailand’s
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economy growing below potential, we believe the BoT will continue looking through
supply-side inflation shocks and keep rates unchanged at 1.0% into early 2027.

Meanwhile, the baht remains overvalued despite recent depreciation, indicating
scope for further weakness against the dollar amidst higher US yields and oil prices.

Thailand's fiscal position also limits policymakers' ability to cushion the economy. The
State Oil Fund is in deficit, while public debt is approaching the government's 70% of
GDP ceiling. Rising energy prices are therefore likely to generate further fiscal
pressures.

Foreign investor behaviour remains consistent with our bearish THB view. Net
foreign equity outflows totalled US$746mn in August and US$71mn month-to-date in
September. Net foreign bond outflows have also persisted since July. Net foreign
bond outflows reached US$335mn month-to-date in September, exceeding the
US$268mn outflow recorded in July.
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