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##4185555229  : MAJOR ECONOMICS
KEY WORD: CURRENCY BOARD / EXCHANGE RATE / PURCHASING POWER PARITY
TRIRAT BOONRAT : CU.RRENCY BOARD SYSTEM AND THE OPTIMAL EXCHANGE RATE

REGIME FOR THAILAND UNDER THE CURRENT INTERNAL AND EXTERNAL
CIRCUMSTANCES. THESIS ADVISOR : CHAYODOM SABHASRI, Ph.D. -171 pp. ISBN 974-
346-979-6. '

The obijectives of this study are to explore choices of exchange rate regimes, to analyze the
impact of applying currency board system for Thailand, and to make a recommendation about the
optimal exchange rate regime for Thailand under the current internal and extermal economic
circumstances. This thesis uses the descriptive method with the past empirical works to find the
appropriate exchange rate regime for Thailand.

From experiences of several countries such as Hong Kong, Argentina, Estonia and Lithuania
that applied the currency board system, the system has proven to be very useful in stabilizing
economic performance in particular in controlling the rate of inflation. Due to the fact that the currency
board system is one among many ways of fixing the rate of exchange, the implementation of monetary
policy has become strictly restricted and its result is costly to the economy. Moreover, under the
- current economic situation, the study finds that the use of currency board is not appropriate for
Thailand. While the flexible exchange rate regime such as the managed floating rate system used now
would be appropriate for the country than the fixed exchange rate under the cumrent intemal and
external circumstances. From the past empirical works, the Purchasing Power parity does not hold for
the case of Thailand, and it results in the changes in the real exchange rates can inﬂﬁence the
competitiveness of the Thai export. Additionally, the low rate of inflation or the controllabie rate of
inflation in Thailand after the crisis in 1997 and the flexibility of the exchange rates would support the

monetary authority in managing the Thai economy.
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Mexico Cct-87 | Peg, Crawling band, Widening band 143.7 29.9 18.6  |an@nluifiaufianay 1994
Poland Jan-90 Peg, Crawling peg, Crawling band 639.6 39.8 8.6 #ra14

Uruguay Dec-90 Crawling band 129.8 62.9 g6 |fald

Nicaragua | Mar-91 Peg, Crawling peg 20,234.3 3.4 S

Argentina Apr-91 Currency Board 2670 | 43 07 |8l

Estonia Jun-92 Currency Board 10857 29.2 44 |dld

Croatia Oct-93 Asymmetric peg, Managed float 1,869.5 4.0 53 14

Lithuania Apr-94 Currency Board 188.8 8.4 2.4 . |fald

Brazil Jul-94 peg, Crawling peg 4,922.6 6.1 0.4  |andnludaunnsiay 1999
Russia Jul-95 Crawling band 226.0 5.5 6.8  |andnlufeuRevan 1998
Bulgaria Jul-97 Curency Board 1,471.9 - 32 |geld

U1 : Mussa and others{2000)
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Abu Dhabi[UK],1971 1966-1973
Aden and Aden protectorate{UK], 1967 1951-1972

Argentina

1902-1814,1927-

1829,1991-present

Bahamas[UK],1973 1916-1974
Bahrain[UK],1971 1965-1973
Barbados[UK], 1966 1937-1973

Bermuda[UK]

1919-present

Bosnia and Herzegoviana

1897-present

British Honduras(Belize)[UK],1981

1694-1981

British Solomon Islands{Sclomon Islands)[UK],1978

1830s-1940s

British Somaliland(past of Somalia){uK],1960 1942-1961
BruneifUK],1983 1952-1973
BurmalUK],1948 1947-1952

Bulgaria

1997-present

Cameroon(past of Cameroon and Nigeria)[UK],1959

1961-1859

Cayman Islands[UK]

1933-1861,1972-

present
Ceylon(Sn Lanka){UK],1960 1928-1964
Danzing(Gdansk,Poland) 1923-1924
Dubai[UK],1871 1966-1973
Entrea[ltaly, Ethiopia], 1993 1942-1845

Estonia

1992-present

Ethiopta

1842-1945

Falkland Islands[UK]

1899-present

Faroe Islands{part of Denmark)

1940-prestent

Fili[UK],1970

1913-1975

Grambia[UK], 1965

1913-1971

Gitbraltar{UK]

1827-present

Gold Coast(Ghana)[UK],1957

1913-1858




44

Hong Kong[Uk],1995

1935-1941,1845-

1974,1983-present

Irag[UKJ],1932 1931-1949
freland[UK], 1921 1928-1943
Halian Somaliland(past of Somaiia)[ltaly], 1960 1941-1959
Jamaical[UK],1962 1933-1961
Kenya[UK],1963 1897-1966
Kuwait[UK], 1961 1961-1969
Leeward |sland(Anguilla, Antigua, St.Kitts and Nevis[UK] [1935-1983
Liberia 1913-1944
Libya[UK,France], 1951 1950-1956

Malaya(past of Malaysia)[UK],1963

1899-1942,1946-1967

Maldive Island(Maldives){UK],1965 1849-1967
Maita[UK], 1964 1949-1965
Mauritius[UKJ,1964 1848-1967
New Zealand[UK],1907 1850-1856
Nigeria[UK]1,1960 1913-1959
North Bomeo(past of Russia} 1918-1920
Northem Rhodesia(Zambia)[UK],1964 1940-1956
Nyasaland(Malawi)[UK], 1966 1940-1356
Omen 1970-1974

Palestine(israel)[UK], 1948

1827-1948(1927-1951

in Gaza Strip)

Panama

1904-1931

Phillippines[UiSA], 1946

1803-1818,1923-

1942,1945-1948

Qatar{fUK],1971

1966-1873

St.Helena{UK]

1970s

Sarawak(part of Malaysia){UK], 1963

1927-1942,1946-1967

Seychelles[UK], 1976

1849-1966

Sierra leone[UK],1961

1913-1964

Singapore[UK],1967

1899-1942,1946-1973

Southem Rhodesia(Zimbabwe)[UK], 1865

1940-1956
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Sudan[Egypt,UK],1956 1957-1960
Swaziland[UK], 1968 1974-1986
Taganyika(Tanzania)[UK],1961 1920-1966
Togaland(parnt of Ghana)[UK],1957 1914-1958’
Tonga[UK],1970 1936-1974
Transjordan(Jordan){UK],1946 1927-1964
Trnidad and Tobago[UK],1962 - 1935-1964
UgandafUK],1962 1919-1966
Western Samon{New Zealand], 1962 1920-1973
Windward Island{Grenada,St.Vincent and the Grenadines,St. Lucia){UK],1874- 1935-1983
1979

Yemen Arab Republic{part of Yemen) 1964-1971
Zanzibar(Tanzania)[UK], 1961 1936-1966

N - Schuler (1992)
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! 5 Gressel(1989), Hank and Schuler(1991), Hetzel(1990), Meltzer(1981) wazWalter (1991).
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Argentina : NAULRZUAINNTIAFITELIU Currency Board(lutAaulumiey 14 1991)

1989 1990/ 1991 1992|  1993| 1994  1995| 1998 1997, 1998 1999
Annual Inflation(%) 4,928.60 | 1,344.50 | 84 17.5 7.4 3.9 1.6 0 0.3 07 | -18
Change In Real GDP(%) 6.9° 1.8 10.8 9.6 5.7 58 2.8 55 8.1 3.9 3.1
Interest Rate 1,387,179 9,695,422 71.33 | 15.11 6.31 7.66 9.46 6.23 6.63 6.81 W 6.99
Fiscal Balance (%of GDP) | -7.6 0.1 A1 0.2 0.9 -0.3 -1 22 45 | 14 ’ 25
- |Foreign reserves
3 6 7 12 15 16 16 20 22 25 6.4
(Millions of U.S.dollar) J

717 - Hanke(2000)
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Estonia : NAULAZURINNFIARITEUL Currency Board(lutRauiquiey 1991)

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999
Annual Inflation(%) 23.1 1 210.50 |1,076.00| 89 47.7 29 23.1 1.2 8.2 3.3
Change in Real GDP(%) -6.5 -13.6 -14.2 -9 -2 4.3 3.9 10.6 4.7 -1.1
Interest Rate NA NA 59.2 | 36.6 | 246 19 15 14.6 10.9 8 ‘\
Fiscal Balance(%ofGDP) 29 4.7 -0.3 -0.7 1.3 -1.2 1.5 2.2 v 0.3 -4.8 \
Foreign reserves | NA NA 196 389 447 583 640 760 813 943.3
(Millions of U.S. dollar) |

7NN Hanke(2000)
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Lithuania : NAULREURINITAMRISE UL Currency Boardﬂum’ammﬁﬂu 1994)

1992] 1993 1904| 1995| 1996| 1997 1998 1999
Annual Inflation(%) 1175 | 188.80 | 7220 | 355 | 131 | 84 | 24 ’ 0.3
Change In Real GDP(%) 213 | 62 | -98 | 33 47 | 73 5.1 [ 4.1
Interest Rate 135 92 33 | 205 | 20 13| 104 | 12
Fiscal Balance (%of GDP) 0.5 53 | -48 | -45 | 45 | 18 | -58 | -7.9
Foreign reserves 107 412 o87 819 850 | 1,063 1462 1242
(Mitlions of U.S. dollar) J ' J

a7 : Hank(2000)
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Bulgaria : NAULREWRINSIAAISEUL Currency Board

(lutRaunsngian 1997)

1997 1998

1995 1996 1999

Annual Inflation(%) 33 | 310.80 | 578.50 1 6.2
Change In Real GDP(%) 2.1 -10.9 -6.9 3.5 2.5
Interest Rate 53 120 66.43 2.48 293
Fiscal Balance (%of GDP) -5.6 -12.7 -2.5 0.9 -0.9
Foreign reserves 1,545 793 2,468 3,056 9 3,222
(Millions of U.S. dollar)
ﬁm Hanke(2000)
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Bosnia and Herzegovina : NBULRTRAINITIARAISTUL Cumrency Board

QuiRauRmnay 1997)

1985 1896 1997 1988 1999
Annual Inﬂation(‘%;) 21 69 30 12.4 10
Change In Real GDP(%) -4 -25 14 5 0
- |Interest Rate 146.7 | 556 | 296 | 258 | 280
Fiscal Balance (%of GDP) 0 -3 -1 -2 -2
Foreign reserves 207 235 80 175 475
(Millions of U.S. dollar)

|
Yiu1 : Hanke(2000)
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UsznA  [nusres | Mo M2 M3 YHATBYMO (Nus19avM2 [ui1TevM3
Hong Kong| 104,200| 100,266| 208,843| 1,960,405 74383%| 389.17% 41.45%
Argentina 26,373 13,767|  19,244| 88,231 192%| 137% 30%
Estonia” 855.44 5741| 16,918.6] 259269 223.50% 76% 49.49%
Lthuania | 1,24241]  2,738.3 5,275 8,972 180% 94.19% 55.38%
Djibouti 70.61 9,675  29,245| 54,090 137% 42.91% 23.20%
 [Bulgaria* 3,348 1,957.4] 2,996.6 6,914| 307.88%|  189.93% 82.31%

| T
N1 Intemational financial Statistics May 2000.
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A9N 5.1 WANIHAUMTANEIAANTR PPP Tutlszinariiaiwmun

NAKaL

NAITULRY Edward McNown | Abeyzinghe | Leon | Liu(1992) Gan Bahmani- Calvo- Coes Edwards Seabra | Deversux |Montiel (1997)
(1989) and and and (1994) | Oskooee | Reinhart | (1995) (1995) (1995) and
Wallace Kok-Hong Oliva (1985) | and Vegh Connolly
(1989) (1992) (1992) (1995) (1996)

Faatnailed
uLlszne 32 4 1 12 9 5 22 3 1 4 11 4 5
nfme PRI Latin EastAsia | Latin Latin  |East Asia| wa1ewis Latin Latin | Latin Latin Latin East Asia

America America | America America | America | America | America America

and |srael
4928 1965-85 1976-86 1975-90 | 1957-91 | 1948-89 | 1974-88 | 1971-90 | 1978-92 | 1964-91 | 1957-82 1970-89 1973-90 1960-94
Ul 21 11 15 35 42 156 20 15 27 25 20 18 35
Anuwoizdoyn elosing| medeu | salesang | sedieu | nelanig | mediew [selanna | melasna| edleu | melasia| swlesuna| melesna | sl
'%wawimﬂa 84 89,126 63 402,418 | 120,170 | 154,174 80 52 324 101 78 72 35
puunang PPP‘/Jﬂ.’ff Absolute | Absolute | Absolute | Relative | Absolute | Absolute| Absolute | Absolute |Absolute| Relative | Relative | Absolute Absolute
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Stationary of real RW found in 2 |RW rejected |not notfound |foundin |notfond  |notfound [not found|found in 3 [not tested |reject in level|reject(anidu
exchange rate rejected  |case(when tested 18 case cases (1st diff. Singapore)
(18 0f 32 [p: WPI) (pp test) Stationary)
case)
Stationary of prices, not tested |foundin3 |nottested |not bivariate: 3 [not found |not tested |not tested [not not tested |bivariate: 8 not tested not tested
exchange rate vector cases tested |1l yes,; 2 7] tested yes | trivariate: 9 1l
no , |
trivariate: 9
i yes
Mean reversion slow(no nottested |nottested | strong, [nottested [on not tested [Slow not not tested |suggestive [not tested not tested
formal test) long run® another tested evidence |trivariate: 9 T
RER

. .
N3N Edwards amd Savastano(1999)
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Agtanriuuwrsiuraduilusinnlssve Aesmdmeues Edwards(1989), Seabra

(1995) uaz Devereux and Connolly(1396)

v [}
al -l

Tneluamidns 13 Fuililiies 7 Fuildemmuanfourufuanandnifienana
Fe(bilateral exchange rate) %aﬁﬁaﬁmﬂaméw?g wn M iihunmuenulaenidiusiu
TunsAn An McNown and Wallace(1989), Abeyzinghe and Kok-Hong(1992), Leon
and Oliva(1992), Liu(1992), Coes(1995), Edwards(1995) UaT Seabra(1995) €71y
Andn 6 2u FldsmmuaniAsuiuiuanavanuaisana(multilateral sainninnisAn
vﬂqﬂﬁzmﬂﬁ’u 1 (trade weight)® wniusnruanulfendidiuimdulumsinen  Aa
Edward(1989), Gan(1394), Bahmani and Oskooee(1995) uar Calvo-Reinhart and Vegh
{1995)

EnAEmAntiy s dorlvn/Winmeseuuuy Univariate (stage two) test
m'li‘lummmauﬁuuﬁgmffmﬂuamﬂ’é’ﬂuﬂuﬁq}q Uz PPP fitanidde 4 i
dnmmasLiuLy Bivariate cointegrating(stage tree) test anldviasaugau® PPP An
NA{BIR3 McNown and Wallace(1989), Liu(1992), Gan(1994) Uas Seabra(1995) %N";u
A4t 4 TuEE 2 2R nATlA trivariate cointegrating TN madauAMAINTR PPP ANl
9809 Liu(1992) uas Seabra(1995)

Tevidld  swdnnwatidimeanudne  warauRtnouluGanmma s
anuAgu PPP widalvnjuieasiimmagauaannulls(variant)iaedn absolute PPP
—_ e E’/ z o e ‘: 3 :” A B k] o
LAZRINIAAEYY 13 Tuflemddumisn 3 Swymiundanudnieudniasiinmagau

ANNAT U relative PPP . ; e i

1 —- 8 [ 1 ar - i J ar i ‘J
;e 5.1 aglleidn amAdedonug)liseniy annFgundidmnmusniffuun

< oy . Qe . ar A i
uia3e finmuenTa stationary TausnmmaaeunusaTs stationary 1aedmsuanasni

% IMF Bandmsuanilfeusiana 1991 nominal effective exchange rate
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uazdndiurassudnadssinei(ratio of domestic to foreign prices)WuI1AN residual P
{InM7 regressions HIAMANTRA stationary u 15 Uszveain 33 Ursnainmamagew
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ﬁmum@aﬂmwﬁmﬂuﬂmﬂﬁ'auﬁLLﬁ'@?\z'lmzazmwmﬂ?:mﬂﬁﬁé’qﬂ’mm wriatinalsfinau
Mt anataauiadeuauei i dilunddedeuatl  Tnaewnludes

[}
v <l

i ol [ ) d4Y a =< o PUEEY 9 o
fayanldiieanammzithdayalugaaamdunull Tavadalunmsiiudayacaanismiu



109

& v
s fayanynsng vismumeubianunmudlafumiva il uanantiendnsdau

gjwmantinanmd sunaindaiaan lanusiuewidnudadudnng

atinlafisny UszmardsimunsesedyiulgmluGedeystieganuatal vin
Thlszinaindaimnnsnanafuamdng uiiasiund s uGestnmuanudauiuiad
1= s . <4 t v e "i
dfimnuas® stationary vitell uazmaugnsiesteswnianT® PPP lusrazene Tuaneh
o v oal e P o vy a o e
Uszinaimnudaivangunastnan iawas uicesi
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. . X ¥
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France 18.8 2.79 2.74
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3. nmsillasunagmsmsendnailszing( Openness to International Trade)
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Asia il Yo

Thailand 33 P oA 19 23 38
Malaysia 25 26 17 8 | 29
Philippines 38 41 40 | 31 35
lndonesia 45 45 , 43 36 43
Singapore 2 8 2 7 1 10
Taiwan 22 17 33 14 26
Hong Kong 14 27 9 2 11
China 3 18 35 16 42
Korea - 28 F B 30 26 34
Latin America

Argentina 42 33 - 38 35 39
Brazil 34 38 34 27 36
|Venezuela 1 -48 47 47 44 48
Chile 26 40 21 13 25
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"lumsdpadugeandgutlszng 47 Yezine Faldun Argentina, Australia, Austria, Belgium,
Brazil, Canada, Chile, China Hong Kong, China Mainland, Columbia, Czech Republic, Denmark,
Finland, France, Germany, Greece, Hungary, Iceland, India, Indonesia, Ireland, Israel, Iltaly, Japan,
""korea, Luxembourg, Malaysia, Mexico, Netherlands, New Zealand, Nerway, Philippines, Poland,
Portugal, Singapore, Slovenia, South Africa, Spain, Switzerland, Sweden, Taiwan, Thailand, Turkey,

United Kingdom, USA, Venezuela, Russia.
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Forlsua MAIEIAA gAndue s fuAy
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Asia

Thailand 11 40 49 0.2 35 35
Malaysia 12 48 40 2.8 18 S]
Philippines 17 32 51 8.5 37 33
Indonesia 16 43 41 17 26 32
Singapore 0 35 65 0.5 1 1

Hong Kong 0 15 85 -3.3 23 7

China 18 48 33 -1.4 21 40
Korea 9] 43 | 51 0.9 19 28

Latin America

Argentina 7 37 56 -1.2 41 36

Brazil 8 36 56 8.9 30 13
_- Venezuela' 4 44 52 23.6 47 47

Chile 8 35 57 2 14 16
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Asia ]
Thailand 19 61 20 | 9 70 | 22 28 27
| Mala.ysia I T1 76 13 6 7 [ 17 24 15
Philippines 6 74 20 7 69 7 |24 26 25
{ndonesia 14 78 8 12 58 30 41 41
Sihgapore 2 84 14 3 82 15 2 10
Hong.Kong 0 84 16 5 84 i1 1 32
lchina | & 82 g I 7 77 16 29 37
Korea 2 82 15 8 72 20 30 34
Latin America '
Argentina | 44 41 15 5 74 22 4 43
Brazil 2% 61 13 | 9 68 23 - 16
Venezuela 3 91 7 S 68 23 42 47
Chile‘ 27 53 20 (5} 76 18 22 22

p
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vitnely  |visineszme
Asia
Thailand 4.890% 5.360% 24 37 . 35
Malaysia 31.000% 5.248% 5 11 17
Philippines | 32.230% 35.274% 37 43 45
Indonesia 0.020% 23.905% 30 34 41
Singapore | 83.150% 0.001% 1 1 1
Hong Kong - = 11 26 12
China 4.060% 0.103% 34 12 23
Korea 10.400% 5.776% 33 41 39
Latin America
Argentina 8.880% 23.598% 42 31 33
Brazil 36.530% 6.665% 20 30 32
Venezuela 7.380% 43.789% 47 47 47
Chile 10.400% 3.472% 17 20 24

e
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Ferlemina s UL | AUNTNE | ANLAN | U6 fusy | Ay
wlenne | swieges | asena |shaludmn| Ussvafisl | aons |Usymaiisd
maciudd | swentlu| swene | eenide | ngvsnets) Wisle | ussendis
Usz@ns | UsanA™ | (% of (m‘amﬁ'a nzaaLAN | W | Anen
DINTBY GDP) Ruivin | sontiunis | aonds | nnelu®
FUNANS goseen | Guiidies | maduwt|
n&a’ Wit wa”
gn)
Asia
Thailand 34 16 164.35% 4.25% 41 41 42
Malaysia 25 16 185.75% 2.90% 28 28 32
Philippines 27 41 73.65% 4.53% 26 33 18
Indonesia 43 28 | 122.75% | 4.46% 46 43 41
Singapore 1 20 171.52% | 3.70% 8 13 15
Hong Kong 14 20 237.20% | . 4.00% 21 20 17
China 28 16 138.86% 3.35% 36 42 47
Korea 40 10 94.47% | 200% |- 42 45 38
Latin America .
|Argentina 42 28 33.56% 2.99% 30 35 26
{Brazil 36 11 53.69% = 28 27 21
Venezuela 47 41 33.73% 16.60% 39 28 36
Chile 38 32 91.83% 4.10% 17 6 5

#m’l : The World Competitiveness Yearbook 2000
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