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international financial
of determining the excha

method in fixing their own T
Many studies relat

can be grouped in

the portfolE] balance model.

AL LML B N

country with it§ economic development largely depending upon capital

e RIRNGITE HIIINYAREoe

external €rade to GDP is very high, When there have been chanses in

flow model, the mon;ELry model and

exchange rates, they in turn affect not only business activitfes but
also the economic devélopment of the country. Subsequently, Thai
authorities have to, from time to time, adjust the national currency
in order to improve the trade balance and external transactions

situation.



The objective of this study, is to examine the equilibrium
of baht value in terms of one unit of major foreign currencies of Thai
trading partners. Ten major currencies have been included in the
analysis. The calculation in the study is based on the concept of
effective exchange rate weighted by bilateral import volume. The

method conveys results of effective exchange rate similars to those

derived by a rather comp licat ght, technique. The results

%
are then integrates i u-un ‘e‘*rymmich is base on the
principle of purchasﬁﬂ!"-‘-p ‘ij — : h¥upp1y of money.
Consequently, it is s ‘ BN J 7

level of national exch ;’ beiate vith money supply real
output and interest
into two periods; th

second is the years 19

to the money suppl

interest rates. The:]ther results aré as fbll;‘s :

D 0 YV T e e o

in the other cointries. This w#ll decrease the baht val €. Ehistis
e w0 o ORGP T B THH ’}@}%lu"der i
full empldbment assumption, causes the domestic price to rise im-
metdidtly. This leads the country to import more abroad, causing
the deficit in trade balance and the worsening the country's balance

of payments position.



2)If Thailand's real outpﬁf grows faster than in the other countries,
the baht Qalue will appreciate. The fact is that the rise of real
output lead to surplus goods which tends to decrease its relative
price in the coﬁntry. When these surplus goods are exported, it will
bring foreign exchanges into the country, causing the baht value to

appreciate.

3) 1f the inte St i ., iland is higher than those

ing model simulation

to compare the differgf Wee ;f‘ , .: » rates and those
derived from the Mode iicate that baht value
movement in the period enil 4 is overvalued because the
Lo
baht value is pegged to ghe HSdo ng this period, the
US dollar value has sharplefﬁﬁgﬁ world exchange market
Z

he values of other

causing the value;ai,h;”
-
. . . .
major currencies., =T : petween Thai currency and

others, especially the eariy.1984m became é;'n pronounced, leading

the Bank of :;ﬂﬂdﬂoq Wﬂ ﬂ?“)ﬁqﬂ’jg the baht value

to the US do Consequently, the baht was devalued to 27 baht per
CERAAY FrY0F RTINS 8 = o
value calgulated from the Model. It is expected that the models are
very useful for policy guidance of baht value fixation in the shoft
Tun. Subsequently, the application of the model in the study depends
upon the goals of each policy (such as money supply or intérest rates

policy) which affect the movement of exchange rates.
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