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The imposition of capital controls on 19 December 2006 and subsequent fine-
tuning of restrictions has brought about a recent and marked divergence
between the onshore traded value of the Thai baht and the offshore value.
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Prior to the controls, the onshore and offshore markets were in sync reflecting
the full convertibility of the THB and the active participation of most banks in
the onshore market. In late January 2007, in a further attempt to stem
speculation by foreign investors on the baht, the central bank banned Thai
banks from executing offshore forward currency contracts with foreign entities.
This has effectively created a two-tiered market for the baht and “shut down”
the offshore market. Opportunities to arbitrage between these markets are
further limited due to the withholding tax that was introduced in the December
capital controls. This restriction requires foreigners bringing in non-trade-
related funds to deposit 30% of these funds with the central bank for one-
year, with only two thirds returned to the foreigner if funds are withdrawn
early — an effective 10% withholding tax.

Volatility expected to stay high with capital controls in place
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Since February 2007, the offshore THB has been decidedly stronger, trading
between USD/THB34.0-35.0 while the onshore THB has moved within
USD/THB35.0-36.0. The stronger THB in the offshore market largely reflects a
thin market, with most THB held and traded onshore. The latest restriction is
also exacerbating the already-increased volatility in the THB in both the
onshore and offshore markets. Over the past week, the gap between the
onshore and offshore price has been around 1.2 pips or 3%2%. This wedge is
likely to persist as long as capital controls remain in place. Consequently,
uncertainty in the evolution of the offshore market will keep volatility high.

The central bank has gone to extensive lengths to curb speculation on the Thai
baht. While it is expected to relax its stance on capital controls over time,
reducing speculative activity will remain its key focus. In a recent move, the
central bank lifted the 30% reserve requirement on same company foreign
currency loans provided that the loan is fully hedged for at least a year.

Overall, central bank measures have not prompted us to change our forecast
for a stronger THB in the first half of the year. We continue to expect that
continued solid global economic conditions and buoyant liquidity will drive
strong currency appreciation across Asia. Nevertheless, our THB forecast
would have been stronger if not for the recent legislation which has led to
investor confusion and has clouded the business environment. Moreover, we
do expect that in the second half of 2007 rising political concerns caused by
distractions ahead of elections and an uncertain post-transition period will start
to weigh on the currency. The military has indicated that elections will be held
before end-2007.

Our base case scenario then is for some further appreciation of the baht over
the next few months before a softening in the second half of 2007, largely
reflecting uncertainty in the run-up to the elections. The onshore USD/THB is
expected to head towards 32.50 before a move towards 36.00 by the end of
2007. While these are our core forecasts, we warn readers that considerable
volatility around these point-estimates will continue in the current uncertain
environment. As mentioned above, the gap between onshore and offshore
rates is likely to persist as long as capital controls remain in place.

Thailand : macroeconomic and currency forecasts

| 2005 | 2006e | 2007f 2008f

Real GDP growth (% ch)

Inflation (%, yr avg) 4.5 4.7 3.5 3.0
Fiscal Bal (% GDP) 0.1 -0.8 -2.0 -1.0
Current acc. (% GDP) -2.1 1.9 0.2 -1.6
FX reserves (US$ bn) 50.5 65.1 70 75

Policy rate” (% pa, end- perlod)
I

USD/THB™ 35.73 32.50 34.00 36.00

AUD/THB 28.21 25.03 25.84 26.28

*: Prior to Jan 2007; 14-day repurchase rate. Currently, 1-day repurchase rate
+: onshore rates

Source: Economics@ANZ
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In Australia and the UK, ANZ Investment Bank is a business name of Australia and New Zealand Banking Group
Limited, ABN 11 005 357 522 (“ANZBGL”) which is incorporated with limited liability in Australia. ANZBGL holds an
Australian Financial Services licence no. 234527 and is authorised in the UK by the Financial Services Authority (“FSA”).
In New Zealand, ANZ Investment Bank is a business name of ANZ National Bank Limited WN /7 035976 (“ANZ NZ”).

This document is being distributed in the United States by ANZ Securities, Inc. (“ANZ S”) (an affiliated company of
ANZBGL), which accepts responsibility for its content. Further information on any securities referred to herein may be
obtained from ANZ S upon request. Any US person(s) receiving this document and wishing to effect transactions in any
securities referred to herein should contact ANZ S, not its affiliates.

This document is being distributed in the United Kingdom by ANZBGL for the information of its market counterparties
and intermediate customers only. It is not intended for and must not be distributed to private customers. In the UK,
ANZBGL is regulated by the FSA. Nothing here excludes or restricts any duty or liability to a customer which ANZBGL
may have under the UK Financial Services and Markets Act 2000 or under the regulatory system as defined in the Rules
of the FSA.

This document is issued on the basis that it is only for the information of the particular person to whom it is provided.
This document may not be reproduced, distributed or published by any recipient for any purpose. This document does
not take into account your personal needs and financial circumstances. Under no circumstances is this document to be
used or considered as an offer to sell, or a solicitation of an offer to buy.

In addition, from time to time ANZBGL, ANZ NZ, ANZ S, their affiliated companies, or their respective associates and
employees may have an interest in any financial products (as defined by the Australian Corporations Act 2001),
securities or other investments, directly or indirectly the subject of this document (and may receive commissions or
other remuneration in relation to the sale of such financial products, securities or other investments), or may perform
services for, or solicit business from, any company the subject of this document. If you have been referred to ANZBGL,
ANZ NZ, ANZ S or their affiliated companies by any person, that person may receive a benefit in respect of any
transactions effected on your behalf, details of which will be available upon request.

The information herein has been obtained from, and any opinions herein are based upon, sources believed reliable.
The views expressed in this document accurately reflect the author’s personal views, including those about any and all
of the securities and issuers referred to herein. The author however makes no representation as to its accuracy or
completeness and the information should not be relied upon as such. All opinions and estimates herein reflect the
author’s judgement on the date of this document and are subject to change without notice. No part of the author's
compensation was, is or will directly or indirectly relate to specific recommendations or views expressed about any
securities or issuers in this document. ANZBGL, ANZ NZ, ANZ S, their affiliated companies, their respective directors,
officers, and employees disclaim any responsibility, and shall not be liable, for any loss, damage, claim, liability,
proceedings, cost or expense (“Liability”) arising directly or indirectly (and whether in tort (including negligence),
contract, equity or otherwise) out of or in connection with the contents of and/or any omissions from this
communication except where a Liability is made non-excludable by legislation.

Where the recipient of this publication conducts a business, the provisions of the Consumer Guarantees Act 1993
(NZ) shall not apply.
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