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Political outlook 

So, now it's official. When the military declared martial law on 20 May, we were 

concerned that its actions were a coup d'etat in all but name. Today's announcement, 

therefore, arguably amounts to little more than a formalisation of what had already 

happened earlier this week. However, if we were to view this latest move as just that, we 

risk underestimating its potential impact. 

On the political front, the first question one has to ask is not "why?" but "why now?", 

especially when the ousting of Pheu Thai (PT) from government by judicial/constitutional 

means seemed imminent after six months of what some have described as a "creeping 

coup". And while we continue to believe that, for reasons we have discussed in previous 

reports, we continue to think that this is not a step the military would have taken lightly. 

At this stage, the answer to this question is not entirely clear, but we suggest some or all 

of the following as factors: 

- the all-party discussions which the army convened after martial law had been declared 

have, presumably, not gone well; 

- seeing itself as "the guardian of the nation"
1
, the army may have decided that it has a 

better chance of ousting PT without triggering a violent red shirt response than the 

civilian elite; and, 

- we believe the army chief of staff, General Prayuth Chanocha, likely saw taking a 

decisive step as his duty before he stepped down in the fall, if push came to shove 

(which is where we now appear to be, at least in how the army sees the current state of 

affairs). 

Our assumption, for now at least, is that the army will look to launch a process similar to 

that which followed the September 2006 coup, which took 16 months to conclude (i.e., 

the negotiation of constitutional reforms, followed by a referendum and then fresh 

elections).  

However, we believe the political risks are much greater this time.  

First, whether or not justified, supporters of the ousted government, the red shirts, will 

see the army's move as consistent with opposition PDRC's demands and part of an 

"elite" conspiracy to undermine Thailand's democracy for their own ends.  

Second, any attempt to weight the lower house in the elite's favour, as the 2007 

constitution did for the senate, is likely, in our view, to be rejected by the majority of 

Thais.  

Third, the red shirts now appear to have the capacity not only to bring large-scale 

protests to the streets but also, we believe, to pursue a serious insurgency from its 

heartlands in the north of the country. The former could of itself be serious, considering 

the impact civil unrest has been having in over a dozen countries worldwide over the 

past 12 months or so; but the latter could be even more damaging, given the difficulty the 

army has had over the past decade or so grappling with an Islamic insurgency in the 

south. If the red shirts conclude that they will never be allowed to prevail through the 

ballot box, direct action of one sort or another is likely to look to be the only option open 

to them. 

 

                                                           
1
 see 'Guardian of Thai-ness tightens military grip' by Michael Peel, Financial Times, 22 May 2014. 
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Economics 

The economic implications of a coup d'état are undoubtedly negative because it 

amplifies further the political drag we have already seen in the last few months on 

sentiment and real activity. Therefore, it significantly increases the downside risks to 

growth forecasts for this year, which have already been downgraded progressively (see 

Asia Insights - Thailand: Another growth downgrade, 19 May 2014), but also even next 

year. We think private sector spending will likely weaken further, and any public sector 

spending will likely encounter further delays. Following the coup in September 2006, 

government spending contracted significantly in subsequent months before picking up. 

On the external front, the starting point is also much weaker (compared to 2006) and this 

could worsen – goods exports remain subject to poor terms of trade and supply side 

constraints, while services exports (which are mainly tourism receipts) have also 

experienced a pointed decline.  

This also raises the prospect of longer-term damage to potential growth, which is already 

slowing from the lack of structural reforms (see Anchor Report: Emerging markets 

politics: Crunch time, 14 March 2014). Sound economic policymaking will also likely take 

a backseat, as it did following the 2006 coup. Moreover, the risk of a sovereign rating 

downgrade has increased substantially and may weigh on debt flows. This could also 

further damage foreign investor perceptions, which would raise the risk of a slowdown in 

FDI inflows. All these would occur at a time when regional peers are making more 

progress towards reforms (see Asean on the move, 14 May 2014), and hence result in a 

further deterioration in Thai competitiveness.  

Regarding shorter-term flows, the risk of large capital outflows has risen sharply, 

including from Thai residents, in part because investors have seen what followed in 

2006. Even if capital controls are not imposed, the fears will always linger. Meanwhile, 

the downside risks to growth are also likely to force the Bank of Thailand to cut rates 

further. We have one more 25bp rate cut in our forecast, but the likelihood of more cuts 

delivered in the near-term has risen further. 

FX strategy 

We initiated a long 6M USD/THB position following the Thai army coup announcement 

(see First Insights - Initiating long 6M USD/THB position after the coup, 22 May 2014). 

We had previously highlighted the risk (see First Insights - Thailand: Martial law 

declared, but not a coup, 20 May 2014) that the implementation of Martial Law on 20 

May could eventually lead to a military takeover. In the last coup/implementation of 

martial law on 19 September 2006, USD/THB rose for 1-day by around 1.7%, and 

recouped almost all these losses in the following three sessions.  

However, this time, we think a relief rally is unlikely as the coup announcement in 2006 

was viewed as a potential way to resolve the political deadlock. Also, there appears to be 

limited clarity on the political outlook, even with a coup and martial law in place, following 

the lack of agreement between the Pheu Thai Party, Democrats and opposition leader 

Suthep Thaugsuban. In addition, this is only likely to exacerbate the current economic 

weakness, given the likely negative impact on investor/consumer sentiment, tourism, and 

investment. Indeed, the risk of policy rate cuts beyond the 25bp we have pencilled in 

could pressure the THB even more. If social unrest increases further following the 

military coup or escalates into an insurgency from its heartlands in the north of the 

country, the risk of capital flight will also be significant, and not just from foreigners 

(foreign holdings of debt and equity stood at USD21.4bn and USD69bn as of 30 April 

2014 and 22 May 2014 respectively), but also from locals. In this scenario, the risk of 

capital controls would rise. We will watch developments closely before adjusting our 

position as the situation remains fluid. 

Rates strategy 

We maintain our view of front-end receivers and steepeners in Thai rates. We expect 

rates to initially come under some upward pressure on this news. However, the reaction 

will likely be primarily driven by the longer end. We expect the yield curve to steepen as 

term premiums should reflect the political uncertainty and increased political risks 

stemming from this development. We have a bias to maintain our recommendations of 

steepeners (1yrfwd2s5s) and front-end receivers (1yrfwd2yr) (see Asia Insights - 

Thailand: Another growth downgrade, 19 May 2014). We believe that the current 

development is bad news for the markets, but given this event also raises the probability 

of rate cut in the near term, the impact will be mainly observed in the longer end. In 

http://go.nomuranow.com/research/globalresearchportal/getpub.aspx?pid=678203&appname=Email&cid=Y0NyeSs2WVg3Unc90
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2006, after an immediate spike higher, rates drifted lower with the swap curve flattening 

(Figure 1). However, we do not expect curve to flatten this time, as rates levels are very 

low relative to 2006, and the political uncertainty should weigh on longer end of the bond 

curve, especially in this post-crisis environment where foreigners own 16.6% of Thai 

government bonds (Figure 2). 

 
 

Fig. 1: Market reaction after September 2006 Coup 

 

Source: Nomura, Bloomberg. 
 

Fig. 2: Foreign positioning in Thai government bonds 

 

Source: Nomura, CEIC. 
 

 

Equity strategy  

We retain our Underweight recommendation on the Thai equity market. While the 

declaration of martial law and the subsequent coup d‟état are unlikely (as in 2006 and 

1991 before) to change the trajectory of Thailand‟s growth, they equally do nothing to 

detract from the downside risks we highlighted in our special report Asean on the move – 

(a) a drag on growth given the delay in putting a government in place, (b) a potentially 

violent reaction from the „Red Shirts,‟ and (c) the risk of rating downgrades. On the other 

hand, this raises the risk of further foreign capital outflows and damage to domestic and 

foreign sentiment. Foreign investors, after tentatively buying since early March, net-sold 

over $400mn in Thai equities in the past three days. With MSCI Thailand still trading at 

12.0x forward earnings (1.0 standard deviations above its long-term average), we see 

less-risky growth at equal or better relative valuations in other parts of Asean (our 

preference remains for Singapore and the Philippines) and stay Underweight Thailand. 
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