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ABSTRACT

The purpose of this study was to attempt
to identify the economic factors which related to
rates

long—run equilibrium and exchange
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adjustment. This study focused on six Thai
foreign bilateral exchange rates; the Baht-US
Dollar, the Baht-Pounds, the Baht-100 Yen, the
Baht-Singapore Dollar, the Baht-Ringgit and the
Baht-Hong Kong Dollar. This study employed
the Cointegration and Error Correction Model
(ECM) along with one of monetary model,
namely Real Interest Differential Model. The 78
observations of monthly data from July 1997 to
December 2003 were used in the study.

According to using time series data, it
was important to investigate stationary property
of all variables using unit root test. The results
revealed that all series were found to be
stationary at the first order of integration. In
addition, the Johansen and Juselius
cointegration procedure was utilized to test the
long-run relationship between the exchange
rates and economic factors. The cointegration
test results substantially supported the
interpretation of the real interest differential
model as describing a long-run equilibrium
relationship between the exchange rates and
the relevant variables, except for the Baht-
Ringgit case. In that case, the short-run interest
rate coefficient had not anticipated sign. Also,
the results detected that the relative
money supply and the expected rate of inflation
differential were the main factors influencing all
of exchange rates.

Furthermore, this study applied the error
correction model to combine the short-run
effects and the adjustment process through the
long-run equilibrium relationship between the

exchange rates and economic factors in a
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single model. The results indicated that the
change of exchange rates were dependent on
the change of one lagged variables, except for
the Baht-Ringgit case. In that case, the change
of exchange rate was relied on both the
change of one period lagged and two period
lagged variables. The empirical evidences also
revealed that the exchange rates did not only
respond to the changes in macroeconomic

variables such as relative money supply,

relative real income, short-run interest rate
differential and expected rate of inflation
differential, but also to the “disequilibrium

errors” in the previous period. For the speed of
adjustment coefficients of the Baht-US Dollar,
the Baht-100 Yen, the Baht-Singapore Dollar,
the Baht-Hong Kong Dollar the Baht-Ringgit,
and the Baht-Pounds were 0.0833, 0.0590,
0.0571, 0.0563, 0.0331 and 0.0280,

respectively.
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