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ABSTRACT

In banking management, the commercial banks has an important
task to control the bank's liquidity effeciently to meet the demand
for lending and withdrawal, to meet Reserve Requirements. Fund
Manangement through the "Money Market" is available to the banks, of
which "Repurchase Market" is a significant one to serve the afore-

mentioned policy.

The Repurchase Market was organized by the Bank of Thailand
(BOT) in April 1979 to assist the commercial banks in adjusting their
surplus or deficit liquidity at each period of time to the optimal
level with the "Repurchase Agreement". The Commercial banks which have
surplus liquidity, or "buyer', can purchase bonds from the BOT, which
acts as the repurchase market's dealer, by indicating details of the
required amount, holding period and rate of return by with the agreement
to sell back. Meanwhile, the commercial banks which have deficit
liquidity, oxr the "seller", also indicate their desire to supply bonds

to the BOT with the agreement to buy back. The transaction are



operated by the BOT when the demand and supply of bonds are matched.

The rising volume of Commercial Banks' participation in the
repurchase market each year as indicated by the proportion of the
commercial banks' participation in the Interbank market to the
repurchase market at 90.22% in 1984 and 87.69% during the first half
of 1985, imply the increasing important role of this repurchase
market to the commercial banks in short-term fund management.

This important role was shown by the results of

two studies, namely, "The relation of the repurchase market's interest
rate and the commercial banks' liquidity", and, "Amount of commercial
banks' transaction and the banks' liquidity". However, these studies
found that the repurchase market was not able to serve, effectively,
both the buyer and the seller simultaneously during 1981-1984, due
mainly to similar liquidity status of most commercial banks which
entered the market with the same position at each period. (The market

was effectively served buyers in 1981 and sellers in 1982-1984).

According to the finding of this study, it is obvious that
the repurchase interest rate (Repo Rate), relates highly to the banks'
liquidity with the correlation Coefficient (r) of 0.8523. Furthermore,
the Repo Rate also relates to other interest rates at various levels,
for example, Interbank (At Call) (r = 0.9354), LIBOR (r = 0.7979)FRIME
RATE (MOR) (r = 0.6396), FORWARD AATE (r = 0.4368) and All-in off shore
cost (LIBOR + FORWARD at r = 0.8404) Depending on specific characteristics
of each rate,these relationships imply that the repurchase market is
closely related to other money markets both domestically and
internationally, expecially the interbank market which is an important

money market for commercial banks. As the study found the low



effectiveness of the repurchase market, and the amount of bonds
engaged in the market was still marginal, only those in excess of 15%
of the total bonds which commercial banks have to maintain for branch
expansion, it is therefore necessary to develop and enlarge the

repurchase market.

Even though this market is, at present, relatively inefficient,
Thai bankers reveal their appreciation for the repurchase market which
is of great assistance to their short-term fund management especially,
in maintaining their daily liquidity to meet the legal reserve

requirement.

To increase the efficiency of the commercial banks' short-
term fund management, the repurchase market should be developed by
reducing the constraints for entering the market so that the market
can be enlarged. In addition, other types of money market, such as
the BIBOR market, should be developed to enhance the effeciency of
the repurchase market' tasks in supporting the short-term fund

managment of commercial banks.
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