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Sentiment lagging behind improving economic data

THANAWAT PATCHIMKUL
Head of Research
DBS Vickers Securities (Thailand)

DBS's third-quarter “Economics —
Markets — Strategy” report was
released last week. The report points
out that the global economy is still
oncourse tostrengthen, albeitata
moderate pace in the medium term.

Recent economic data show that
economic activities are picking up, from
trade to production and consumption.
Sentiment, however, is lagging behind
the improving data.

The US economy has been growing
ataround 2 per cent a yearsince late
2010. Though this might not sound
encouraging, job growthinthe USis
running at 165,000 to 175,000 a month,
whichis three times the rate of 55,000
amonth for the working-age popula-
tion. This has sent the unemployment
rate down to 4.3 per cent, whichis
among the lowest since World War .

Europe’s gross domestic product is
growing at 1.7 per cent, while its unem-
ployment has fallen by 1 percentage
point t0 9.5 per cent. The Japanese
economy grew by only 1 per cent annu-
ally onthe back of a 1-per-cent annual
decline of its working-age population.
That is GDP growth of about 2 per cent
perworker.

Asia’s GDP growth is accelerating
this year, backed by improving intema-
tional trade.

DBS's regional strategist recom-
mends that investors stay invested but
be more selective. In the Asean space,
we recommend being overweight on
the Philippines but downgrade
Singapore to “neutral” and Thailand to
“underweight”. At the current level, the
overall Thai market might look cheap,
given the strong influence of the heavily
weighted banking and energy sectors,
which currently have attractive valua-
tions. On the contrary, other sectors
appear expensive.

Our12-month SET Index target
stands at 1,650 points.

TISCO SECURITIES

The Stock Exchange of Thailand
may move ina clearer direction this
week as two of the three major global
risk events late last week were inline
with market expectations.

Wall Street was relieved that former
Federal Bureau of Investigation director
James Comey’s testimony before a US
Senate panel was not sufficient to trig-
ger President Donald Trump's impeach-
ment, while the European Central Bank
maintained its easy monetary policy
stance.

Inthe United Kingdom, however, the
Conservatives looked set to lose their
overall majority, raising investor con-
cerns about a hung Parliament and
greater uncertainty on Brexit.

We continue to see limited near-
term upside for Thai equities given the
recent pullback in oil prices, heightened
global geopolitical tensionsand an
expectedinterest-rate increase by the
US Federal Reserve this week.
Sentiment may also be dampened by
news that the Thai Consumer
Confidence Index dropped in May, the
first decline in six months.

Forthe second half of 2017, the key
driver of SET EPS (earnings-per-share)
growth should be a consumption recov-
ery, though we see some risks in the
final quarter. According to Bloomberg,
the SET reported aggregate EPS of
Bt29.53 per share in the first quarter, up
just 1.5 per cent year onyear. Although
energy and petrochemical companies
(primarily PTT and SCC) saw a 50-to-
118-per-cent surge in eamings, the
property and telecom sectors as well as
small/mid caps saw a drag on overall
results.

We expect stronger earnings per-
formances in 2H17 as rising farm

income, government infrastructure
spending and last year’s low-base
effect start tokick in. Nonetheless,
there is downside risk to our market
EPS target for 2017 due to the early

News ID: C-170612003074 (12 Jun 17/06:24)

‘ "IQNews(

www.ignewsclip.com

#= 02-253-5001, 02-651-4701

start of the rainy season and recent
flooding, as well as the royal cremation
ceremony in October, whichis likely to
dampen consumer spending.

Anotherkey risk is a more aggressive
Fed stance and any discussion about
balance-sheet reduction.

Note that residential property
stocks are seeing increasing investor
interest after some local brokers
upgraded the sector on expectations of
improving presales in 2Q17. Our analyst
has “buy” ratings on AP and PSH
(Pruksa Holding) for their cheap valua-
tions and improving presales and QH
(Quality Houses) for its attractive valu-
ation.

Meanwhile there is good news for
Thai telecom firms, with the National
Broadcasting and Telecommunications
Commission announcing that was cut-
ting the USO (Universal Service
Obligation) revenue-sharing rate from
3.75 percent to 2.5 per cent, with effect
from May 30. Asaresult, our telecom
analyst has raised ADVANC's

(Advanced Info Service’s) target price
to Bt184 (from Bt178), INTUCH
(Intouch Holding) to Bt61 (from Bt59),
TRUE to Bt7 (from Bt6.8) and DTAC
(Total Access Communication) to Bt62
(from Bt60).

RESEARCH DEPARTMENT
TRINITY SECURITIES

The SET Index is expected tomove
sidewaysin arange of 1,530-1,600
points for therest of this June.

The following key factors need to be
monitored.

The meeting of the US Federal Open
Market Committee on June13 and 14 is
expected to see the benchmark interest
rate rise to 1.00-1.25 per cent. The Fed is
expected not to give in-depth details
about a balance-sheet reduction.
Therefore, there may not be significant
impacts, as the likelihood of a rate
increase was already factored inby the
markets.

MSCI will decide on the inclusion of
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China A-Shares in its Emerging Markets
index on June 20. This could effect an
underweight on Thaistocks atsome
level. If this happens, it will not likely
have much impact and Thai stocks are
expected to be underweight by 0.01 per

cent, or equivalent to a capital outflow
of Bt5 billion only, to the level of 2.2 per
cent in the MSCI EM.

Investment strategy: The SET Index
stays ina range of1,560-1,570 points, in
the middle between our upperand
lower ranges. Therefore, we suggest
neither overweight nor underweight of
stock investment. Hold stocks at 50 per
cent of aninvestment portfolio. If the
SET Index goes up to the upperrange of
1,590-1,600 points, focus on sales or
underweight. On the contrary, if the SET
Index moves down to 1,530-1,540
points, focus on purchase. During this
period, hold stocks picked by group.

1. Stocks with steady income and
high dividends: utilities group — BCPG,
BPP (Banpu Power), EGCO (Electricity
Generating), RATCH (Ratchaburi
Electricity Generating Holding), TPIPP
(TPI Polene Power), WHAUP (WHA
Utilities and Power).

2.Stocks in necessary goods and
services: retail group involving staple
goods indaily life — BJC (Berli Jucker),
CPALL; and medical group - BCH
(Bangkok Chain Hospital).

3. Stocks expected to beincluded in
SET50 and with laggard price: JAS
(Jasmine International ).

4. Stocks in packaging and down-
stream petrochemical products that
see improved spread: AJ (A.J. Plast),

PTL (Polyplex (Thailand), VNT
(Vinythai).
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