
C h a p t e r  6

C o n c l u s i o n  a n d  L i m i t a t i o n

In this thesis, w e have tested the N A TR EX  m odel that how  it can explain 
the behavior o f  real exchange rate in Thailand. The period is quarterly  data from 
1980:1 to 1997.4. M acroeconom ic balance w as used to explain m ovem ent o f 
equilibrium  real exchange rate. Since the assum ption about open sm all econom y, 
the variables are involved only term s o f  trade, productivity, thrift, foreign real 
long term s interest rate. These variables are related to non-tradable relative price 
and real exchange rate in long-run, the appropriate econom etric m ethod, therefore, 
is co-integration and error correction model. The Johansen and Jurious's m ethod 
w as used to calculate the results.

The results show ed that the relationship o f  relative price o f  non-tradable to 
all o f  the fundam ental variables existed. W e have test long run relationship  by 
using co-integration as follow, w hen shock from productivity  in non-tradable 
sectors increase w ill produce the non-tradable relative price w ill appreciate. The 
thrift has negative relationship w ith the non-tradable relative price. A n increase 
in the term s o f  trade led to a depreciate in non-tradable relative price. A nd w hen 
the long term s o f  real interest in rest o f  the w orld increase, the non-tradable 
relative price decrease.

The real exchange rate in long run will depreciate w hen the variables such 
as thrift, term s o f  trade and real long term s interest rate o f  foreign increase but it 
show  positive relationship with the productivity. The sign o f  each variables are
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sim ilar in both models, w hich are non-tradable relative price and real exchange 
rate m odel.

F rom  the co-integration equation , the actual non-tradable relative price is 
overvalued  from the equilibrium  non-tradable relative price about 56.8 %  before 
currency crisis. Real exchange rate show ed that they have m isalignm ent about
23.5 % in quarter 2 o f  1997. The adjustm ent coefficient indicated that the haft life 
o f  adjustm ent o f  non-tradable relative price and real exchange rate are about 1.2 , 
1 quarters respectively .1

6.1 P o licy  im p lica tio n

The currency crisis in Thailand m anifested the policy m akers and 
investors to be aw are o f  the m isalignm ent o f  real exchange rate; actual real 
exchange rate depart from  the equilibrium  real exchange rate. From  the results o f 
co-in tegration , it indicated that real exchange rate in T hailand has been 
m isalignm ent since 1986. By the trend o f m isalignm ent began in 1986 and peak 
in m id-year in 1997. I f  the m onetary authorities looked close up to the m ovem ent 
o f  real exchange rate as the leading indicator, Thailand w ould be able to avoid or 
lim it the currencies crises. W illiam son2 w rite the m atter o f  m isalignm ent in 
preface o f  the text o f  w orld bank.

'The haft-lifts the time it take for a discrepancy between the actual and equilibrium exchange rate 
to be reduced by haft. It is computed as ( 1ท2) /  CL.

2John Williamson, "Foreword," in Exchange Rate Misalignment: Concept and Measurement for 
Developing Countries, ed. Lawrence E Hinkle and Peter J. Montiel (N ew  York: Oxford University 
Press, 1999), p. xi.
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" Som e people m ay believe that crises are an inevitable feature o f  the capitalist 
system . ...B u t som e o f  US believe that crises can be avoided or at least lim ited by 
good econom ic m anagem ent, and that having a reasonable idea o f  w here the 
equilibrium  exchange rate lies is an essential requirem ent for good m acro 
m anagem ent.”

N A T R E X  can explain Thai econom y good enough w hen w e consider 
results from this thesis, but there are still m any m ethods to confirm  the long run 
relationship o f  real exchange rate model.

6.2 Limitation

The equilibrium  real exchange rate is im portant for Thailand to cross check 
the m isalignm ent o f  the actual real exchange rate departed from the equilibrium  
value. In this thesis, we use N A TR EX  m odel to test the case o f  Thailand. There 
are m any problem  in estim ating the model.

1. The productiv ity  ( G D PD LA B O R  ) and thrift (R SG D P88 ) in quarterly  
data proxies from  others variables such as m onthly real export, real governm ent 
expenditure, and current account, private investm ent index. The actual quarterly 
data in these variables m ay be suggest better results. 2

2. L onger data series m ay better capture long run behavior in each
variable.
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6.3 Suggestion

There are m any suggestion to produced the equilibrium  real exchange rate 
in case o f  Thailand.

1. W e can try the other approaches that is review ed in chapter 2 in case o f 
Thai econom y.

2. In these thesis real exchange rate is bilateral. The future em pirical w ork 
m ay be produced the effective real exchange rate in case N A TR EX  m odel.

3. The econom etric m ethod that use to test long run relationship  is 
Johansen and Juselius approach, anathor approach that can be tested  is Engle 
G ranger approach, general to specified approach.

4. A lthough em pirical w ork about p p p  in o ther countries w ill be produce 
very much, but in Thailand need to tests in many aspect such as exam ine structure 
change in co-integration in p p p , pool data in case o f  Asian.
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