Thailand Futures Exchange

FAQ
On Interest Rate Futures

November
29, 2010

Question : What do the symbols of 5Y Gov Bond Futures, 3M BIBOR Futures and 6M THBFIX
Futures stand for?
5Y Gov Bond Futures is a Long Term Interest Rate Futures with an interest-bearing
instrument as an underlying asset. In this case the underlying asset is a 5-Year Thai Government
Bond with 5% coupon. The definition of each symbols are as follow:
TGB
Thai Government Bond
5
5 Years
H,M,U,Z
Contract Months
H is March
M is June
U is September
Z is December
XX
Year upon which the futures expires.
For example, the complete symbol of 5Y Gov Bond Futures expiring in March 2011 would be –
TGB5H11.
3M BIBOR Futures is a Short Term Interest Rate Futures with an interest-bearing
instrument as an underlying asset. In this case the underlying asset is a 3 months BIBOR interest
rate. The definition of each symbols are as follow:
BB
BIBOR Interest rate
3
3 Months
H,M,U,Z
Contract Months
H is March
M is June
U is September
Z is December
XX
Year upon which the futures expires.
For example, the complete symbol of 3M BIBOR Futures expiring in September 2011 would be –
BB3U11.
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6M THBFIX Futures is a Short Term Interest Rate Futures with an interest-bearing
instrument as an underlying asset. In this case the underlying asset is a 6 months THBFIX interest
rate. The definition of each symbols are as follow:
TBF
THBFIX Interest rate
6
6 months
H,M,U,Z
Contract Months
H is March
M is June
U is September
Z is December
XX
Year upon which the futures expires.
For example, the complete symbol of 6M THBFIX Futures expiring in June 2011 would be –
TBF6M11.
Question : How do you trade Interest Rate Futures?
o Investors, who have already opened a derivative account with their respective Broker,
provided that their brokers are “Full Member”, can trade Interest Rate Futures just like
they would any other products. Meaning that they can trade Interest Trade Futures
through a marketing officer or by personally executing orders from the internet.
However, if they have opened a derivative account with a “Precious Metal Agent”, they
cannot trade Interest Rate Futures since these Precious Metal Agent are only allowed
to trade Gold Futures and Silver Futures.
Question : What are the requirements and benefits of being a Market Maker and what are the
benefits of being a Market Maker?
o Market Maker competes for customer order flow by displaying buy and sell quotations
for a guaranteed number of contracts and the bid/ask spread.
o Market Maker will receive a discount on the Exchange Fee.
Question : Can retail banks or other financial institutions trade or act as a Market Maker for Interest
Rate Futures in Thailand Futures Exchange (TFEX)?
o Yes, under current rules and regulation of Bank of Thailand (BOT), retail banks and
financial institutions are allowed to trade Interest Rate Futures.
o Furthermore, retail banks and financial institutions can also act as a Market Maker for
Interest Rate Futures without having to be a member of TFEX since under the current
regulations; Market Makers can be either member of TFEX or any juristic person.
Therefore, retail banks and financial institutions can also be a Market Maker provided
that they have appropriate financial and human resources.
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Question : What are the Eligible Bonds of Bond Futures?
o Eligible bonds of Bond Futures are Government Bonds that have characteristics close
to that of the underlying asset. In this case, the underlying assets of 5Y Gov Bond
Futures is a 5-Year Thai Government Bond with a 5% coupon. However in practice,
there are no bonds that have exactly 5 years left to maturity because as time goes by
the bond will have less than 5 years. So a Basket of Eligible bonds which meets the
following criteria will be selected to represent the underlying asset:
 Must be a Thai Government Bond with an “LB” series, which on the first day of
the expiring contract month, has 4-6 years of maturity left.
 Must have at least 5,000 million baht on the day TFEX announces the listing
of new series which is at least 7 days before.
Example of Basket of Eligible Bonds of TGB5Z10 and TGB5H11 which will expires on December
2011 and March 2012.
Series
LB145B
LB14DA
LB155A
LB157A
LB15DA
LB167A
LB16NA
LB171A
LB175A

Expiration
Date

Value
(million baht)

12/05/2014
03/12/2014
22/05/2015
07/07/2015
11/12/2015
27/07/2016
18/11/2016
18/01/2017
26/05/2017

121,035.00
44,000.00
101,572.00
35,950.00
20,000.00
52,000.00
55,000.00
40,000.00
43,830.00

TGB5Z10
Time to Maturity (Year)
as of first day of expiry month
(December 1, 2010)
3.45
4.01
4.47
4.60
5.03
5.66
5.97
6.14
6.49

TGB5H11
Time to Maturity (Year)
as of first day of expiry month
(March 1, 2011)
3.20
3.76
4.22
4.35
4.77
5.40
5.71
5.87
6.22

For TGB5Z10, we can see from the table above that on December 1, 2010, bonds with 4-6
years left to maturity and with at least 5,000 million baht in value are LB14DA, LB155A, LB157A,
LB15DA, LB167A and LB16NA. Also for TGB5H11 on March 1, 2011, bonds with 4-6 years left to
maturity and at least 5,000 million baht in value are LB155A, LB157A, LB15DA, LB167A, LB16NA
and LB171A.
For a full list of available bonds please visit Bank of Thailand (BOT) website at:
http://www.bot.or.th/Thai/FinancialMarkets/BondProfile/DebtSecuritiesOutstanding/Pages/De
btSecuritiesOutstanding_GovtBonds.aspx
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Question : Are there any position limit imposed on Interest Rate Futures?
Yes, the position limit of Interest Rate Futures as announced by TFEX is as followed:
Contract
Position Limit
5Y Gov Bond Futures
10,000 contracts
3M BIBOR Futures
2,000 contracts
6M THBFIX Futures
2,000 contracts
The position limit is calculated per one side of the market in any contract month or all contract
months combined (not including other products in TFEX). For examples;



John has a long position in TGB5Z10 at 9,000 contracts. Therefore, he can only
open no more than 1,000 contracts of either TGB5Z10 or TGB5Z11.
Joe has a short position in TGB5Z10 at 2,000 contracts and another 7,800
contracts in TGB5H11. Therefore, Joe can only open no more than 200 contracts
of either TGB5Z10 or TGB5Z10.

However, if in the case of using Interest Rate Futures for risk management, investor can
file a petition to TFEX requesting a “Position Exemption” that allows investor to hold more than the
current position limit. For detailed information and request form, please visit;
http://www.tfex.co.th/th/rules/files/guideline/Circulation_PositionExemption3_260406.pdf
http://www.tfex.co.th/th/rules/files/form/Exemptionform3_1_Revise_260406.doc
Question : What do you do if your open position is above the Reportable Level set by TFEX.
If your open position in Interest Rate Futures in any given expiring month exceeds 500 contracts.
Your broker is required to report this to TFEX, therefore as an investor, you do not have to take any
action.
Question: Is Interest Rate Futures eligible for Block Trade?
o Yes. TFEX started Block Trading service on November 11 2010 and the minimum order
requirement for Interest Rate Futures are as follow.
Products
5Y Gov Bond Futures
3M BIBOR Futures
6M THBFIX Futures

Minimum Order (Contracts)
25
25
25

Question : What is 5-year Indicative Bond Yield and how are they calculated?
o 5-year Indicative Bond Yield is basically the average percentage yield of the eligible
bonds in the basket of eligible bonds use as the underlying asset of bond futures.
o The formula for calculating 5-Year Indicative Bond Yield are,
n

 Yield

i

i 1

5-Year Indicative Bond Yield =

n

 Yield i
=
Percentage yield of bondi in the spot market
i
=
Number of eligible bonds use in the futures contract
For further information on Indicative Bond yield for each series
Question : Why is the last trading day of bond futures the third Wednesday of the expiring contract
month?
Because every third Wednesday of the month is the day BOT conducts debt securities
auction. Therefore on that particular day, it has the most liquidity and it best reflects the final
settlement price of the bond futures.
Question : How is the Final Settlement Price of 5Y Gov Bond Futures calculated?
Final settlement price of 5Y Gov Bond Futures is calculated from the average yield of
basket of eligible bonds quoted by the Primary Dealers rounded to 4 decimals place. The maximum
and minimum yield quotes are not use in the calculation. The following formula is then used;
Price

=

10


i 1

2.5
y

1  
 2

i



100

…………..(1)

10

y

1  
 2

y = Final yield of basket of eligible bonds
For example, on the last trading day (December 15th, 2010) of TGB5Z10, there are 3
bonds in the basket of eligible bonds with the following bid/ask quote from the primary
dealers.
Bid
1
2
3
4
5
6
7
8
9

Bond1
3.2800%
3.5935%
3.6210%
3.6800%
3.6900%
3.8300%
3.8700%
3.9400%
3.9540%

Bond2
3.1900%
3.4000%
3.4300%
3.4710%
3.5435%
3.5800%
3.5900%
3.8400%
3.9200%

Bond3
3.3300%
3.4200%
3.5800%
3.6500%
3.7310%
3.7400%
3.8400%
3.8800%
3.9854%
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Offer
1
2
3
4
5
6
7
8
9
Average

Bond1
3.0100%
3.1400%
3.1400%
3.1410%
3.1500%
3.1500%
3.1570%
3.1572%
3.1600%
3.447121%

Bond2
3.0100%
3.0800%
3.0900%
3.1100%
3.1100%
3.2600%
3.3100%
3.3400%
3.3600%
3.368179%

Bond3
3.0300%
3.0900%
3.1200%
3.1400%
3.1750%
3.1900%
3.2510%
3.2770%
3.3990%
3.434571%

3.416624%

From the table we cans see that the average yield is calculated to be 3.4166% and
when use in the above formula(1), we get the final settlement price of 107.2213.
Question : How is the Final Settlement Price of 3M BIBOR Futures and 6M THBFIX Futures
calculated?
o The 3 months BIBOR interest rate on the last trading day rounded to 4 decimal places
publish by the Bank of Thailand at 11:15 am is used to calculate the Final Settlement
price. Each of the financial institution (BIBOR contributors) appointed by the Bank of
Thailand will submit their quote to Bank of Thailand for final calculation of the BIBOR
interest rate. BOT then uses the data submitted from each BIBOR contributors to find
the average rate before it is publish.
For further information regarding the BIBOR interest rate please visit
http://www2.bot.or.th/FinMarkets/Bibor/bibor_th.asp
o The 6 months THBFIX interest rate on the last trading day rounded to 4 decimal
places publish by Thompson Reuters at 11:00 am is used to calculate the Final
Settlement price. The following formula is used
THBFIX = ({([1+ (FWD/SPOT)] x [1+ (SIBOR x DAYS /360)])-1} x 365/DAYS) x100
where
FWD = the average of the forward rate from each tenor
SPOT = the average of the spot rate
SIBOR = US SIBOR in each tenor
DAYS = number of days used in each tenor
Each financial institution who is a contributor will provide the Forward Exchange Rate and
the Exchange Rate for each tenor. Thomson Reuters will then find the average (FWD) where the top
25% and the bottom 25% will not be used in the calculation. Please visit Thomson Reuters for
further information on the interest rate of THBFIX or visit www.tfex.co.th for information on 6M
THBFIX.
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Question : What are a primary dealers?
o A primary dealer is a bank or securities broker-dealer that may trade directly with the
Bank of Thailand. Such firms are required to make bids or offers when BOT conducts
open market operations, provide information to the BOT's open market trading desk,
and to participate actively in Thai Government Bonds securities auctions. As of July
16th 2010, the 9 primary dealers appointed by BOT are;
1. Bangkok Bank
2. Kasikorn bank
3. Citibank (Bangkok Branch)
4. Deutsche Bank AG (Bangkok Branch)
5. The Siam Commercial Bank
6. Standard Chartered Bank
7. The Royal Bank of Scotland (Bangkok Branch)
8. United Overseas Bank (Thai)
9. The Hong Kong and Shanghai Banking Corporation (Bangkok Branch)
Question : Tick Size of 5Y Gov Bond Futures represents 100 Baht, how is it calculated?
o The minimum tick size of 5Y Gov Bond Futures is 0.01 which can be converted to Baht
as follow;
=
Minimum tick size/100 x contract size
=
0.01/100 x 1,000,000 Baht
=
100 Baht
Question : What is the Tick Size of 3M BIBOR and 6M THBFIX?
o The Minimum Tick Size of 3M BIBOR Futures and 6M THBFIX Futures are both at
0.005. However, the value per contract when calculated is different because of their
difference in interest rate.
 3M BIBOR : The value per tick size per contract is 125 Baht. The formula is
as follow.
= Minimum tick size/100 x contract size x terms
= 0.005/100 x 10,000,000 บาท x (3/12)
= 125 Baht
 6M THBFIX : The value per tick size per contract is 250 Baht. The formula is
as follow.
= Minimum tick size/100 x contract size x terms
= 0.005/100 x 10,000,000 บาท x (6/12)
= 250 Baht
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Question : Can non residence (NR) trade interest rate futures?
Yes, Bank of Thailand has granted NR to be able to trade interest rate futures including
bond futures in TEFX. By definition, NR means any juristic person or person that does not
live in Thailand which also includes;
1. Juristic person such as business, institution, fund manager, company or financial
institution which is not in Thailand
2. Foreign government organization which is not in Thailand
3. Branch office or representative of juristic person which is not in Thailand
4. Person not of Thai nationality and does not have an alien identification card or Thai
Certificate of Residence.
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