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The objective of this study is to analyze the determinants of real exchange rate and the 
equilibrium of the non-tradable relative price. To find the equilibrium of real baht during period 
1980.1-1997.4, we use the Natural Real Exchange Rate model (NATREX) which employed a 
macroeconomics balance approach. The Johansen methods used to estimate the long-run 
relationship in both models.

The results of co-integration indicates that the productivity has positive effect but 
statistically insignificant on non-tradable relative price. Thrift, term of trade, and foreign real long 
term interest rate have negative effect on non-tradable relative price. The co-integration results of 
the real exchange rate model indicated that the productivity has positive effect on real exchange. 
Thrift, term of trade, and foreign real long term interest rate have negative impacts on real exchange 
rate. .The short term adjustment coefficient indicated that the haft life of adjustment of non-tradable 
relative price and real exchange rate are about 1.2 and 1 quarters respectively.

The results of co-integration also indicates that before the Baht crisis, the non-tradable 
relative price and real exchange rate were overvalued by 56.8 percent ,and 23.5 percent in 1997.02 
respectively. The forecasting results of forecasting show that the actual real exchange rate 
undervalued on average 20 percent in during 1998.01-1999.03.

ภาควิชา.....เศรษฐศาสตร์...........................  ลายมือช่ือนิสิต.. ... . .<^^?^ .‘โ?.1โ̂  »
สาขาวชาเศรษฐศาสตร์และการเงินระหว่างประเทศ... ลายบอชออาจารยทปรกษา. /V ...^/โ !̂'.̂ V.®^
ปีการศึกษา 1999 ลายมือช่ืออาจารย์ท่ีปรึกษาร่วม..............................



V

A c k n o w le d g m e n t

I would like to thank A sst. Dr. S othitom  M allikam as, my advisor for his 
valuable guidance, constructive com m ent and generous encouragem ent throughout 
the period o f  this รณdy. I deeply appreciate Dr. Som chai R attanakom ut, chairm an 
o f  the thesis com m ittee, Dr. C hayodom  Sabhasri and Dr. V ijit K unapongkul 
m em bers o f the thesis com m ittee, for their helpful com m ents and suggestions.

I am indebted to the International E conom ic and F inance M A  program  for 
supporting the funding by excepting for credit expense and ณ ition fee during my 
study in this program.

I would like to thank Professor Dr. T hienchay K iranandana, Asst. 
Sriw ongse Sumitra, A sst Dr. Sum alee Pitayanon, A sst Salinee V orabantoon and 
other to support me to learn in this program .

Finally I am deeply grateful to m y beloved grandm other and parents for 
their valuable love. I hereby w ould like to dedicate all m erits o f  this รณdy, i f  any, 
to my grandm other and parents.

N evertheless, I'm  solely responsible for any rem aining m istakes in this 
study and any com m ents and criticism s from  the readers are w elcom ed.

C hulalongkom  U niversity 
B angkok, Thailand

Som boon Rattanapanakul 
M ay 2000



C O N T E N T

Page
A bstract (T hai)............................................................................................................................. iii
A bstract (English..........................................................................................................................iv
A cknow ledgem ent........................................................................................................................ V

C ontent............................................................................................................................................ vi
L ist o f  T ables..............................................................................................................................viii
L ist o f  F igures.................................................................................................................................X
List o f  B ox ..................................................................................................................................... xi
C H A PTER  1: IN TR O D U C TIO N ............................................................................................1

Econom ics Situation in 1980 until 1997..................................................................3
Statem ent o f the Problem  and its S ignificance......................................................8
Objective o f  the S tudy..................................................................................................10
Scope o f the รณ dy ........................................................................................................ 10
Organization o f the รณ d y ...........................................................................................10
Benefit o f  the รณd y ..................................................................................................... 11

C H A PTER  2: REVIEW  OF R ELA TED  L IT E R A T U R E ...............................................12
Purchasing Power P arity .............................................................................................12
Em pirical works o f p p p .............................................................................................. 16
M acroeconom ics B alance.......................................................................................... 24
Em pirical works o f M acroeconom ic balance.......................................................27

C H A PTER  3: THEO RETICAL F R A M E W O R K ............................................................42
Concept o fN A T R E X  ...............................................................................................42
The m arket s tru c to e  o f  the model in the sm all c o u n try ................................. 43
The real exchange rate and non-tradable relative p rice ................................... 45

vi



The relationship o f non-tradable m arket and real exchange ra te ...................47
C H A PTER  4: M ETH O D O LO G Y  A ND  EC O N O M ETR IC  M E T H O D S ................ 61

Research M ethodology............................................................................................... 61
Econom etric M odel...................................................................................................... 62
H ypothesis....................................................................................................................... 63
Data D escription........................................................................................................... 64
Econom etric M ethods..................................................................................................65
U nit Root T est................................................................................................................67
Co-integration and Error- correction .......................................................................69

C H A PTER  5: EM PIRICAL R E SU L T S................................................................................78
Unit R oot Testing R esults.......................................................................................... 78
V ector A utoregressive................................................................................................ 83
The Co-integration and Error-correction R esults o f  N on-tradable
Relative P rice ................................................................................................................. 84
The Co-integration and Error-correction Results o f  Real
Exchange R ate......................................................................  87
Com parison N A TREX  with A ustralia ca se ........................................................91
Evaluation Real Value o f B a th .................................................................................92
Forecasting ..................................................................................................................... 96

C H A PTER  6 : CON CLUSIO N  AND L IM IT A T IO N ...................................................... 98
Policy Im plication.........................................................................................................99
L im itation ......................................................................................................................100
Suggestion.....................................................................................................................101

R E FE R E N C E S......................................................................................................................... 102
A PP E N D IC E S ...........................................................................................................................107

vii

A U TO B IO G R A PH Y 127



Vlll

L i s t  o f  T a b l e s
r 0  ^0^1 L> /?Y) f tp  ^ J

page
Table 1.1 Econom ic indicators in period 1981-1996.........................................................4
Table 1.2 Share relationship o f  current account, investm ent, saving

in real G D P........................................................................................................................ 6
Table 2.1 Selected Em pirical Studies o f Purchasing Pow er P arity ......................22-23
Table 2.2 Selected Em pirical Studies o f M acroeconom ic Balance

( M acroeconom ic m odel)........................................................................................... 38
Table 2.3 Selected Em pirical Studies o f M acroeconom ic Balance:

reduced single equation and industrial coun tries................................................39
Table 2.4 Selected Em pirical Studies o f M acroeconom ic Balance:

reduced single equation and developing c o u n tr ie s .....................................40-41
Table 3.1 Steady -  state effect upon capital and debt o f  change in z ........................56
Table 5.1 Statistics value o f  AIC and SCB at lev e l......................................................... 79
Table 5.2 Statistics value o f  AIC and SCB at D ifference...............................................81
Table 5.3 U nit Root Test o f  N on-tradable Relative Price

and Fundam ental V ariab le...................................................................................... 82
Table 5.4 AIC and SCB o f  relative non-tradable p rice ..................................................83
Table 5.5 AIC and SCB o f  real exchange ra te ..................................................................84
Table 5.6 E igenvalue or Charecteristic roots o f  non-tradable relative p rice......... 85
Table 5.7 C oefficient co-integrating equation o f non-tradable relative p rice........85
Table 5.8 The co-integrating equation o f non-tradable relative price....................... 86
Table 5.9 Eigenvalue or Charecteristic roots o f  real exchange ra te .......................... 89
Table 5.10 Coefficient co-integrating equation o f real exchange ra te .......................89



Table 5.11 The co-integrating equation o f real exchange rate.....................................90
Table 5.12 Results o f  F orecasting ..........................................................................................97

ix



X

L i s t  o f  F i g u r e s

page
Figure 1.1 Com parison inflation Thai with U S ................................................................... 7
Figure 1.2 Relationship nom inal exchange rate, real exchange,

non-tradable relative p rice ...........................................................................................8
Figure 2.1 Equilibrium  real exchange rate in m acroeconom ic b alan ce .....................25
Figure 3.1 The relative price o f non-tradable.................................................................... 51
Figure 3.2 The trajectories o f  capital and debt to steady sta te ......................................54
Figure 5.1 The m ovem ent o f non-tradable relative price and

equilibrium  o f  non-tradable relative p rice .......................................................... 92
Figure 5.2 C o-integration equation o f non-tradable relative p rice .............................. 93
Figure 5.3 The m ovem ent o f real exchange rate and equilibrium  o f

real exchange ra te ........................................................................................................93
Figure 5.4 Co-integration equation o f  real exchange ra te .............................................. 94



XI

L i s t  o f  B o x

Box 3.1 The N A TR EX  m odel for a sm all open econom y
page
...49


	Cover (English)


	Accepted


	Abstract (Thai)


	Abstract (English)


	Acknowledgements


	Contents



