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puts focus
on stability

Rate-setting panel
wary of long-run risks

PAWEE SIRIMAI »\\

Bank of Thailand governor Veerathai San-
tiprabhob says the rate-setting committee
must give weight to financial stability in
deciding on the policy rate, in addition to
short-term benefits,

His comrnent came in response to the
Finance Ministry's recent call for the cen-
tral bank to slash the policy rate to help
stimulate the economy and curb specula-
tive money. The incoming policy rate call
is set for Wednesday next week. _

“It is normal for the public to pay more

.



attention to short-term
issues, but the Bank of
Thailand has to also con-
sider the long-term pos-
sible effects on the econ-
omy,’ Mr Veerathai said.
“The central bank has an
. important mandate, which
is to ensure the stability of
the economy. It might be
the only organisation with
a clear mandate to do so."

He said the central

Menetary Policy Committee [MPC] did
notsit idly by as it cut the policy rare twice
in two years, as it was confident that the
economy would be needing a stimulus
in the coming period,” the central bank
chief said.

He said the MPC has always stressed
that it stands ready to use monetary policy
tools if new risks surface that differ from
what the commijttee has expected.

"The monetary policy framework has
to be forward-looking, and with the back-
drop of a fast-changing environment, the
MPC will have to constantly reconsider
the framework,” Mr Veerathai said.

He said that as foreign investors have
shown more confidence with the recov-
ery of the Thai economy and easing
political risks, they have increased their
investment weighting in Thailand —
i partly contributing to the

stronger baht.
“We also noticed peri-
odic speculative activities,
~which led to the central
bank’s request for infor-
mation regarding non-
residents’ activities from
the financial institutions,”
Mr Veerathai said.
But a greater amount
of money has been flow-
ing into Thailand because

bank welcomes opinion Veerathai: Discussed issue  of the trade surplus and

from all stakeholders and  with Finance Ministry

has already discussed the
issue with both the Finance Ministry and
the business sector.

“Central banks have to consider the
balance between the short-term and
long-term effects, supporting the econ-
omy while atthe same time not creating
vulnerabilities in the system,” Mr Veer-
athai said.

He said the most important mandate
of the central bank is to ensure stability
of the economy in many dimensions,
including prices, money supply for eco-
nomic recovery, and financial stability.
The overarching goal is to prevent too
many risks from emerging in the system.

The central bank has noticed search-
for-yield behaviour that could lead to the
underpricing of risk in the bond market,
. mainly with unrated bonds and also
i including Thai overseas investments
i concentrated in a few high-risk countries.

Mr Veerathai said some types of coop-
eratives have also been dealing in risky
activities, and this development warrants
close monitoring.

“Looking back, we would see that the

a strong tourism sector,
reflected in the high cur-
rent account surplus posted this year,
he said.

The baht traded at 33.08 to the US
dollar yesterday. It is the top-performing
currency in Asia in 2017 after a 8.2% year-
to-date gain against the greenback.

Santitarn Sathirathai, head of eco-
nomic research for Southeast Asia and
India at Credit Suisse, said he expects the
MPC to keep the policy rate unchanged
at 1.5% until next year.

He said the baht's appreciation is
mainly due to a high current account
surplus, adding that offshore inflows into
the Thai bond market are still low when
compared with those of regional peers.

The firmer baht could hurt Thailand’s
small and medium-sized enterprises, as
most do not sufficiently hedge against
currency risks.

“If the baht's appreciation continues,
we might see cther instruments issued
by the central bank, such as lowering the
supply of short-dated bonds, as was done
previously, as well as cutting the policy
rate cut,” Mr Santitarn said.
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