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ABSTRACT

The objectives of this study were to investigate the J-Curve phenomenon and to
analyze the relationship between the role of Thailand’s national income, her major trading
partners’ national income and exchange rate on Thailand's trade balance by applying
Cointegration and ECM (Error Correction Model) method. Thailand’s major trading partners
including the U.S., Japan, and Germany for thé period 1987-2002.

The J-Curve phenomenon indicates that the depreciation of domestic currency
would initially worsens the trade balance but improves overtime. The empirical result showed
that the short-run effects of Baht depreciation on Thailand's trade balance did not show the
J-Curve phenomenon in all 3 cases of bilateral trade balance: Thailand-the U.S., Thailand-
Japan, and Thailand-Germany.

The relationship between the role of Thailand's national income, hér major trading
parfners’ national income and exchange rate on Thailand’s trade balance were highly

significant. Therefbre, an analysis of the long-run effects on Thailand's trade balances as

foliows:-



The estimated coefficient of Thailand's national income variables, the result found
that in Thailand-the U.S. case were 0.50 indicated that one percent increase of Thailand's
national income cause Thailand's trade balance improve by 0.50%, in Thailand-Japan case
were -0.51 indicated that one percent increase of Thailand's national income cause Thailand's
trade baiance decline by 0.51%, and in Thailand-Germany case were -1.02 indicated that one
percent increase of Thailand’s national income cause Thailand's trade balance decline by
1.02%.

The estimated coefficient of her major trading partners’ national income variables,
the result found that in Thailand-the U.S. case were -1.17 indicated that one percent increase
of the U.S.'s national income cause Thailand's trade balance decline by 1.17%, in Thailand-
Japan case were 4.23 indicated that one percent increase of Japan’s national income cause
Thailand’s trade balance improve by 4.23%, and in Thailand-Germany case were 3.15
indicated that one percent increase of Germany's national income cause Thailand's trade
balance improve by 3.15%.

The estimated coefficient exchange rate variables, the result found that in
Thailand-the U.S. case were 1.59 indicated that one percent real devaluation of the Baht
against US dollar cause Thailand's trade balance rise by 1.59%, in Thailand-Japan case were
2.38 indicated that one percent real devaluation of the Baht against Yen cause Thailand's
trade balance rise by 2.38%, and in Thailand-Germany case were 4.46 indicated that one
percent real devaluation of the Baht against Deutsche mark cause Thailand's trade balance

rise by 4.46%.



