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Application of Vector Error Correction Model in Forecasting Exchange Rates
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Abstract This paper applies monetary portfolio synthesis model and vector error correction
model (VECM) in forecasting the exchange rates of Baht per Yen for a 24-month period from August
2006 to July 2008. The results show that the forecast values of August 2006-July 2007 period
tended to diverge from the actual values. The error in terms of an RMSE of 0.075 was calculated.
The political crisis in September 2006 may have affected the exchange rates. Meanwhile, the
forecast values of August 2007-July 2008 period tended to get close to the actual values with an
RMSE of only 0.041. The mitigation of the political crisis could have contributed to this. The results
indicate that forecasting the exchange rates using VECM can be applied and the forecast values
are acceptable.
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s =4.9940.32(m-m )-0.27(y-y )-0.09(r -r )+ 0.04(pe - pe )-0.02(b-f) (10)

(1.67)* (-3.66)***  (-5.13)*** (4.35)** (-2.74)**
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VanarluaELLAnIAn tstatistic ** Ae Hidad Viyﬁli“;;ﬁ‘i_l udAtyFeuas 1 ** Aa

fidfRersuitddnyfenay 5 uay * Ae Sl @y fisy st dytenay 10
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and Reimers (1992) Lmz%umuzﬁmﬁwmm%wmmmiﬁwﬂim logarithm Je98 AL ALULN

sateulpe ldannisn 8

AT 1 HANNINARDUANANNUTINAALNINTZELENY

Ho trace test critical value maximum critical value
statistic 0.05 eigenvalue test 0.05
statistic
r=0 110.3122** 95.75366 47.22318** 40.07757
r=1 63.08902 69.81889 29.86698 33.87687
r=2 33.22204 47.85613 18.06266 27.58434
r=3 15.15938 29.79707 9.879166 21.13162
r=4 5.280267 15.49471 4.286170 14.26460
r=5 0.994096 3.841466 0.994096 3.841466
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e = ladAyneainfesas 5

A15199 2 HaN1TUIZNLATNIINRIRE T LA a9 VECM

Anduisz@ns Asq A(m-m*) Aly-y*) A(r-r) A(pe-pe*) A(b-9)
i -0.00133 0.0035 0.0142 0.0191 0.1608 -0.1092
(-0.5890) (1.2765) (2.5520) (1.0617) (2.2129) (-2.3279)
BX.., -0.2081 0.1913 -0.1765 0.2582 2.3091 -4.0293
(-4.285)* (3.2656)***  (-1.4607) (0.6648) (1.4691) (-3.972)**
As,, 0.4320 -0.6432 1.3633 3.2129 -2.1475 6.9817
(2.1450)* (-2.648)**  (2.7200)**  (1.9948)**  (-0.3295) (1.6597)*
As,, -0.0243 -0.1410 1.4008 0.9045 -6.2930 4.0425

(-0.1071) (-0.5159) (2.4834)*** (0.4990) (-0.8580) (0.8540)



26 n1snensadensuaniLasy

A15199 2 (Fia)

A(m-m*),4 0.0510 -0.1713 1.4447 2.2822 -4.5092 1.6139
(0.2928) (-0.8156) (3.3348)*** (1.6393) (-0.8005) (0.4439)
A(m-m*),, -0.1952 0.0136 1.0442 2.3082 -6.0249 3.6200
(-1.0536) (0.0610) (2.2648)** (1.5580) (-1.005) (0.9355)
Aly-y*)i4 0.0207 0.0071 -0.8431 -0.1087 -2.3439 1.9421
(0.4608) (0.1326) (-7.530)*** (-0.3020) (-1.6100) (2.067)**
Aly-y*)s 0.0314 0.0220 -0.4527 -0.6957 -1.4903 1.5050
(0.7346) (0.4274) (-4.253)*** (-2.035)** (-1.0770) (1.6850)*
A(r-r*)4 0.0063 -0.00108 -0.0081 0.3010 0.2588 0.6000
(0.3836) (-0.5458) (-0.2001) (2.2886)** (0.4860) (1.7459)*
A" 0.02756 -0.0146 -0.0099 0.0891 -0.5553 0.5943
(1.7203)* (-0.7552) (-0.2485) (0.6956) (-1.0710) (1.7759)*
Alpe-pe*),4 -0.0060 0.0065 -0.0102 0.0498 -0.1125 0.0257
(-1.6246) (1.4858) (-1.1223) (1.7029) (-0.9519) (0.3372)
A(pe-pe*),, -0.0057 0.0060 0.0047 0.0103 -0.13347 -0.6778
(-1.5778) (1.3803) (0.5214) (0.3598) (-1.1477) (-0.9029)
A(o-f),4 0.0027 -0.0061 -0.0141 0.0629 0.0097 0.0658
(0.4879) (-0.9176) (-1.0261) (1.4240) (0.0545) (0.5706)
Aoy, -0.0013 0.0043 0.0196 0.02330 0.01615 -0.0272
(-0.2333) (1.2765) (1.4454) (0.5338) (0.0914) (-0.0386)
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YALALY  VALILAARIN

AanAN 2549 3.480 3.482 3.452 3.511 0.00182
uenen 2549 3.464 3.466 3.422 3.510 0.00186
FATAN 2549 3.448 3.458 3.404 3.512 0.00597
WOAANIELU 2549 3.438 3.459 3.399 3.520 0.01173
fur1AN 2549 3.417 3.460 3.393 3.527 0.02186
NN9IAN 2550 3.396 3.461 3.388 3.534 0.03314
NHAAUE 2550 3.388 3.463 3.382 3.543 0.04162
fuAn 2550 3.396 3.463 3.374 3.551 0.04552
INENEIY 2550 3.379 3.461 3.365 3.557 0.05083
WOENNAN 2550 3.355 3.459 3.356 3.563 0.05848
fquieu 2550 3.338 3.457 3.347 3.568 0.06626
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&anAx 2550 3.376 3.454 3.331 3.577 0.07469
fuenem 2550 3.393 3.452 3.323 3.581 0.07371
FATAN 2550 3.383 3.451 3.316 3.585 0.07331
WOAAN"EL 2550 3.417 3.450 3.310 3.590 0.07146
fur1AN 2550 3.399 3.448 3.303 3.594 0.07036
NN9IAN 2551 3.425 3.447 3.207 3.597 0.06857

NNNTALE 2551 3.415 3.446 3.291 3.601 0.05995
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15197 3 (Fia)

Tuaw 2551 3.440 3.445 3.285 3.605 0.06543
bNEIU 2651 3.425 3.443 3.279 3.608 0.06398
NOBNIAN 2551 3.427 3.442 3.273 3.611 0.06259
ﬁgmﬂu 2551 3.434 3.441 3.267 3.614 0.06123
NINJIAN 2551 3.444 3.439 3.261 3.617 0.05995
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