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ABSTRACT

The objective of this independent study * Factors Influencing Forward Premium
in Forward Foreign Exchange Trading afier Managed Float System : A Case Study of Thai
against US Currencies” was to study the factors which influenced the change in forward premium
in the forward market under managed float system.

This independent study began with a history of Thailand exchange rate system
since Thailand fixed the value of baht currency in term of gold ( fixed exchange rate ), basket of
currencies system until adaptation of the managed float system on July 2,1997. Then focused
on the forward foreign exchange market which included the objectives of trading, the
classification of forward operations, the quotation, the premium/discount and the participants of
forward market.

The study of factors which influenced the forward premium was a quantitative
analysis by using a multiple regression analysis with Least Square Method. These factors were
separated into two parts. The first part was a risk premium or the cost of commercial bank’s
services toward forward foreign exchange trading, this study considered especially a difference
between the norminal interest rate on Thai baht and US dollar. The second part was the factors
that influenced the future spot rate expectation such as the prior period exchange rate, the
differential inflation between Thailand and United States of America, the international reserve to

import value of Thailand ratio, the percent change of surplus (minus) of current account, the




differential money supply between Thailand and United States of America and the Bank of
Thailand intervention in the foreign exchange market. These factors were tested by using value
data on one month forward premium frbm the period of July 1997 to March 1999 by using the
literatures of Fama (1984), Boyer and Adams (1988) and MacDonald and Torrance (1990) as‘ a fundamental
of the model which was as follow : '
FPt = a,+b,DNI, +b,EXG,,+ b,DIF, + b, RES/IMP, b, ACA,, + bDMS,, + b,DUM,
The result of the test of hypothesis, independent variables which were the
difference between the norminal inferest rate on Thai baht and US dollar, the prior period
exchange rate, the differential inflation between Thailand and United States of America, the
international reserve to import value of Thailand ratio, the percent change of surplus (minus) of
current account, the differential money supply between Thailand and United States of America
and the Bank of Thailand intervention in the foreign exchange market. At the confidence
interval of 95%, there were at least one independent variables which were influenced on the
change of forward premium.

- According to the study, it showed that the difference between the norminal
interest rate on Thai and US currencies and the differential inflation between Thailand and United
States of America were influenced significantly to the movement in forward premium under
managed float system. Due to the high norminal interest rate on Thai baht and the low norminal
interest rate on US dollar were lead to the big difference which was influenced on the change of
forward premium. In the area of the differential inflation between Thailand and United States of
America, the study showed that Thai inflation was high level rate and increased more than US
inflation. This caused the differential inflation between Thailand and United States of America

had influenced on the change of forward premium.




