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Question 2.1: How can you tell if countries have enough international reserves?
The presenter started the discussion by providing the meaning of international reserves, which is assets held by central banks in different foreign reserve currencies such as U.S. Dollar, Euro, Japanese Yen, and also including the assets like gold, special drawing rights, and IMF reserve position. These assets are used to back the country’s liabilities such as local currency issued, and bank reserved deposited. Then, he turned to talk about pros and cons of reserves holding. Holding reserves allow the government to implement the monetary policy and have a better position in defending the speculative attack on domestic currency. However, it provides us only a small rate of return.
After running through the introduction, the discussion was led to the main point when he discussed about the criteria to determine the level of international reserves. He proposed five following indicators.
1. The exchange rate regime—he mentioned that the fixed exchange rate regime requires more amount of international reserves in order to fix the domestic currency to the predetermined rate and to prevent the currency attacks.
2. The fiscal policy and position—the choice whether a country runs the budget surplus or deficit can affect its trustworthiness. The country that has relatively more fiscal deficit should hold more international reserve because it will affect the credibility of that country. The country’s currency may subject to be attacked.
3. The control of capital movement—if the country has some restrictions on the capital outflow, like in the case of Malaysia in the East Asian crisis, with the same level of international reserves, it will be relatively safer compared to the country allowing free capital movement. Those countries that can control capitol flow will need relatively less foreign reserves.
4. Bank regulation—if the central bank enforces the strict regulation on the banks, the crisis is less likely to happen. The problems will be harder to spread. Therefore, the country will be more credible; and it will need less reserve.
5. Domestic and world economic conditions—if there are a lot of speculative and short-term investment in the country, the country needs to make sure that it has enough reserves if the capital flight occurs. Also, if the world economy is in the bad shape, there is going to be more fluctuation in the import, export, and capital movement. So, the central bank may need to hold more reserves to compensate with this higher risk.
[bookmark: _GoBack]	Moreover, the presenter suggested that we can also consider the ratio of current account deficit to the GDP. Conventionally, it should not be more than 5% of the GDP. He gave the example of Mexico and Thailand when their ratios of current account deficit on the GDP significantly exceeded 5% for some period of time and they needed to float their currencies because they run out of the international reserves. Short-term capital flow is also essential to think about. Conceptually, we should have the international reserves  at least more than the short-term capital inflow and outflow.
The commentator agreed on most of the points the presenter has made. In order to consider whether a country has enough international reserves, we need to consider some factors such as exchange rate systems, fiscal policy, capital movement, bank regulations, and economic conditions. However, she proposed  that we can also look at amount of “short-term net drain on foreign currency assets” compared to the amount of foreign reserves. According to data from IMF website, Thailand has total official reserve approximately 174.6 Billion dollars, while it has predetermined short-term net drained on foreign currency assets equal to only 260 million dollars. Therefore, by taking this and other factors mentioned earlier, she concluded that Thailand has enough international reserves.

More information: “predetermined short-term net drains on foreign currency assets” consists of
1. Foreign currency loans, securities, and deposits.
2. Aggregate short and long positions in forwards and futures in foreign currencies in relation to the domestic currency.
3. Other such as inflow/outflows related to repos, trade credits and other accounts payable/receivable.
Professor Praipol joined the discussion by giving four more ways to assess the international reserves.
1. Compare it with import. Is the level of international reserves enough to buy the imports? In extreme case that we have no export earnings at all, how many months we can last? In this case, it should be at least 6 months.
2. Compare it with the short-term foreign debt. Because we have an obligation to repay this debt in the near future, we should have the reserves more than the total amount of the short-term foreign debt.
3. Compare it with the GDP. For Thailand, it is about 45% of GDP which is quite significant.
4. Compare it with foreign capital inflow to domestic stock and bond markets. Because the investment in these markets is the short-term liability, it can move in and out very quickly. So, we need to have enough international reserves to cover this unpredictable investment.
One question was raised from the classmate to ask the professor. “What do you think about investing some foreign reserves on higher-yield investments?” The professor answered that so far, the BOT has used most of reserves to invest in the US Treasuries, mostly in long-term bonds, because it is considered the safest investment. The professor asked whether Thailand should have the “sovereign wealth fund” to invest our reserves in higher-risk investment to gain the higher return. To do that, the professor emphasized, we need to have a group of people who have not only the knowledge about finance but also the integrity and honesty in managing the fund.
“We all know that we have more than enough reserves but what can we do with the part beyond the minimum level we need to keep as reserves?” is the ending question we all need to think about.
