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ABSTRACT

The objective of this study is to analyse the effects of managed floating exchange rate on
Thailand’ s trade balance by comparing effects between nominal effective exchange rate and real
effective exchange rate. The study is conducted by utilizing the cointegration and error correction
of Johansen and Juselius technique along with the VAR Model. This study employs the monthly
data from July, 1997 to June, 2005 which exchange rate system of Thailand has been changed
from basket of currencies to managed float.

The empirical result shows that the variables, such as real income, nominal effective
exchange rate and real effective exchange rate, in trade balance model exhibit significant long-
term relationship. In addition, nominal effective exchange rate is more effective to trade balance
than real effective exchange rate. Moreover, the empirical evidence reveals that the trade balance
does not only respond to the changes in those variables but also to the “disequilibrium error” in
the previous period. Futhermore, tests between the cointegrating vectors and the study of ordinary

least square indicate that all variables are significant to justify trade balance.



