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Executive Summary

The fundamental idea of treasury reserve management focuses on the cash adequacy for budget
disbursement, as well as the cost of maintaining cash at excess or shortage level. This study tries to
develop a model that factors in both accounting and economic factors into consideration, in order to figure
out a suitable level of treasury reserve. Two types of management cost have been identified and
considered in this study, which are the cost of maintaining excessive cash, represented by opportunity cost
of government spending, and the cost of cash shortage, represented by the cost of issuing securities to
finance such shortage.

This study was conducted on 3 alternative models, comprising Baumol’s EOQ, Miller-Orr’s and
Newsboy model, under two circumstances, where the government can run either a deficit or balanced
budget. Result from Newsboy model was hold as a major finding for this study, as it is the sole model that
captures uncertainty in government’s demand for cash.

Baumol’s EOQ model’s result, under a certain pattern of demand for cash, suggests that the
government should maintain cash enough to fulfill 6 operating days should they run a deficit budget, and 8
operating days in case of balanced budget. On the other hand, Miller-Orr’s'model, conducted under the
uncertainty of monthly cash flow by identifying an initial point of cash and variance of past trend,
suggests that 13 operating days disbursement level of cash should be maintained under deficit budget, and
14 days for balanced budget.

Accounted for fluctuations in both cash flow and demand for cash, Newsboy model suggests that the
proper level of treasury reserve ranges from 2 — 15 operating days disbursement level within a year, with
an average of 6 days should the government runs a deficit budget. In case of balanced budget, the level of
treasury reserve should range from 4 -20 operating days disbursement level, with an average of 14 days.

The study also proposed 4 policy recommendations as the followings;

1) The government should set up a suitable level of treasury reserve each year as a guideline for
relevant committees within the Ministry of Finance in order to enhance the efficiency of cash
management.

2) The result of this study should be applied to the medium-term budget projection if the government
pursues the intention to run a balanced budget in fiscal year 2017. This will assist the government to plan
ahead for the cash management via various instruments during the balanced budget year, since the

restriction on deficit financing will take place.
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3) The government should manage the cost of cash management in order to minimize it should the
cash level slips from the suggested one. This can be done via other financial instruments, such as a short
term overdraft account with commercial banks and replace this debt with government bonds later.

4) A regular update on each cited model should be scheduled to keep the projection up to date and
efficient.

In addition, the study suggested 3 aspects for further development. First, the models utilized in this
study should be improved in order to capture the dynamic of economic situation. Second, the variables
regarding cost of cash management can be investigated and expanded further to represent the actual cost.
Finally, the study on treasury reserve investment or depositing in a remunerable account should be

conducted by considering effects on relevant laws and the economy from such implementation as well.
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