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Executive Summary

Economic system is vastly connected. Government’s economic activities inevitably
involves inter-governments and private sector at both national and international level. As such,
foreign currency is needed as a median of governmental exchanges, while Thai government’s
budget planning is in Thai Baht. This currency mismatching causes government’s budget to face
“exchange rate volatility risk” due to difference between expected exchange rate and actual (spot)
exchange rate. Moreover, as government agents do not use financial products to mitigate this risk,
the consequence is an inefficient budget allocation. For example, when Baht depreciated,
government needs to allocate additional budget to its agencies. On the other hand, when Baht
appreciated, government loses the opportunity to use spare budget for other fruitful projects.

This research studies “Possible solutions to mitigate exchange rate risk in government
budgetary process for fiscal sustainability” aiming to build knowledge base, gather data on
government expenditure nominated in foreign currency, and analyze exchange rate risk toward
government expenditure in order to suggest possible solutions for government in mitigating these
risk. The research is conducted in two parts. In the first part, Focus group interview is done to
gather information, opinions and suggestions from related parties. The interviewees are
representatives from government agencies, commercial banks, and academic fellows. In the
second part, data on government expenditure nominated in foreign currency is collected and
analyzed the worthiness of using financial products to mitigate exchange rate risk.

The research findings are

1. Government budget nominated in foreign currency in fiscal year 2541 B.E. and fiscal

year 2554 B.E. shows that government expenditure is significantly affected by
exchange rate volatility. In addition, Baht depreciation has greater impact on
government expenditure than Baht appreciation. Moreover, Ministry of Foreign
Affairs, Ministry of Commerce, and State Owned Enterprises are top three agencies

who suffered from exchange rate volatility during those fiscal years.
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Representatives from bankers and academic fellows suggest that government needs
risk management towards exchange rate volatility. In addition, they recommend
various risk management method such as setting up centralized treasury center to
handle expenditure nominated in foreign currency and using financial products.
Moreover, the government should consider its ability to handle risk management,
precise amount of expenditure nominated in foreign currency and policy maker’s
emphasis towards this issue.

Estimation of government expenditure nominated in foreign currency considers
number of related factors. Those factors are price, quantity of goods and services,
number of transactions, rate of change of exchange rate, and rate of change of
Consumer Price Index. We estimate that in fiscal year 2558 B.E. and fiscal year 2529
B.E., government expenditure nominated in foreign currency amount to 78,509
million Baht and 77,744 million Baht respectively. The size of exchange rate
volatility risk for each year is defined at 3 percent of those amount.

Analyzing worthiness of using 3 financial products namely Futures Contract,
Forward Contract, and Options shows that all products incur transaction cost below 3
percent. Moreover, those 3 financial products have both different pros and cons.

We summarize 6 possible solutions to mitigate fiscal risk from exchange rate
volatility as follows; (1) Self-managing within allocated budget; (2) Requesting
additional budget; (3) Negotiating payment in Baht; (4) Having foreign currency
account to pay expenditure nominated in foreign currency; (5) Setting up centralized
treasury center to handle payment of expenditure nominated in foreign currency; and
(6) Setting up centralized unit to employ financial products to mitigate risk.

From those above solutions, we recommend setting up centralized governmental unit
to manage exchange rate volatility. The centralized unit not only brings economy of
scale but also save cost of separately setting up new units in each of government
agencies. Moreover, we specifically recommend that this centralized unit should be
the off-budgetary fund under supervision of Public Debt Management Office
(PDMO). As PDMO is an expert in managing exchange rate volatility through
financial products. In addition, PDMO is an agency within the Ministry of Finance,
which directly involve in determining government’s expenditure framework together

with the Budget Bureau.



©)

However, to bring our research recommendation on setting up centralized unit within
PDMO into practice require further in-depth studies on various issue such as actual
amount of government expenditure nominated in foreign currencies, size of risk
involved, choice of transactions to use financial product, cost of setting up
centralized unit, coordination between new unit an existing unit, system of check and
balance. Lastly, further research is needed to insure efficient and prudent exchange

rate risk management of budgetary process.
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	a
	B
	1
	1
	1 - Draft Final เล่ม 4 กิตติกรรมประกาศ FINAL
	23

	2 - Draft Final เล่ม 4 บทสรุปผู้บริหาร (ไทย) FINAL P. 3 - 5
	23

	2
	2
	2.1
	3
	3 - Draft Final เล่ม 4 บทสรุปผู้บริหาร (Eng) FINAL P. 7 - 9
	67

	4 - Draft Final เล่ม 4 สารบัญ + อธิบายคำย่อ FINAL P.11 - 18

	3.2
	5 - Draft Final เล่ม 4 บท 1 FINAL P. 1 - 6
	6 - Draft Final เล่ม 4 บท 2 FINAL P. 7 -11
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	3
	7 - Draft Final เล่ม 4 บท 3 FINAL P.13 - 33
	78

	4
	8 - Draft Final เล่ม 4 บท 4 FINAL P. 35 - 48
	9 -Draft Final เล่ม 4 บทที่ 5 FINAL P. 49 - 65
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	5
	10 - Draft Final เล่ม 4 บทที่ 6 FINAL P.67 - 85
	1011

	6
	11 - Draft Final เล่ม 4 บทที่ 7 FINAL P. 87 - 100
	12 - Draft Final เล่ม 4 บรรณานุกรม FINAL P. 101 - 102
	13 - Draft Final เล่ม 4 ภาคผนวก ก และ ข FINAL P. 103 - 110
	14 - Draft Final เล่ม 4 ภาคผนวก ค ง จ FINAL P. 111 - 133
	15 - Draft Final เล่ม 4 ปกหลัง FINAL



	3ปกหลังวิจัยปี 59 Green (Risk)

