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Abstract

Two main objectives of this study are : (1) to find the appropriate weights of
currencies in the International Reserve of Thailand by applying the Markowitz. portfolio mode!
for constructing currency cocktails, {2} to find the weight of each currency in the Thai baht
curency hasket that was used for computing the foreign exchange rate. The computed
weights can be used as a financial instrument for the management of foreign exchange risk.
The data used for this study were weekly data for the period from January 1982 until March
1995._

By the application of the Markowitz portfolio model for selecting and determining
the allocation of currencies in the international Reserve of Thailand, the study results showed
that in the case of using the baht as the numeraire currency the basket of cutrencies consisted
of three currencies that were the US dollar, Japanese yen and the British pound. The US.
dollar had the highest weight, next was the Japanese yen and the lowest was the British
pound. Their weights were 81.29 % 14,20 % and 451 % reépectively.

Another case was the case that used the Swiss france as the numeraire currency.
The study results showed that the currency basket consisted of three currencies that were the
Japanese yen, Deutsche Mark and the British pound. The weight of the Japanese ven was

low when the rate of return and risk of the cocktail were low but when the return and risk



were high the weight of the yen was also high. On the other hand, the weight of the
Deutsche mark was moving in the opposite direction of the yen. But for the U.S. dollar, it was
peculiar in that there was no weight of this currency coming in the cocktail, and thus there
should be some further study to find the explanation for this kind of outcome.

Besides these the study results indicated that there was no weight of gold and
SDRs in the baskets of currencies but Bank of Thailand reserves gold because of political risk,
and holds the SDR because it was distributed to the Bank from International Monetary Fund.

For the weights of various currencies in the Thai basket of currencies, by
regression analysis, the study results showed that the U.S. dollar was the most important
currency, which was 78.38 % of the basket, with the Japanese yen 11.27 %, Deutsche

mark 4.91 %, Singapore dollar 3.60 % and the British pound 1.90 %.
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