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Abstract

Foreign currency in the vault is the position with the greatest exchange-rate risk for
credit cooperative associations. The currently management policy adopted by the investigated
credit cooperative association is to purchase foreign currencies once each month. To reduce
the exchange-rate risk of the foreign currency in the vault, this study proposes two of more
active strategies. Under the first strategy, the investigated credit cooperative association
purchases foreign currencies three times per month in order to reduce the foreign currency
holdings, whereas the second strategy suggests the investigated credit cooperative association
to hedge the risk of the foreign currency in the vault by forward contracts.

Based on our empirical results, both the risk-management performances of the two
proposed strategies are superior to that of the currently management policy. Among them,
purchasing foreign currencies more than one time per month performs better than keeping the
current management policy but hedging the exchange-rate risk by forward contracts. It
indicates that, among the two competitive strategies, purchasing foreign currencies more than

one time each month is the best strategy for the investigated credit cooperative association.

Key Word : Foreign Currencies in the Vault, Management of Exchange Rate Risk,

Credit Cooperative Association
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