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ABSTRACT

The purpose of this study is to examine the relationship between the exchange
rates of the Thai baht and U.S. dollar currencies according to the interest rate parity theory. The
difference of the interest rates between two currencies and their forward premium/discount quoted
by commercial bank are tested by using the cointegration methed. The data used in this study is
1-month and 3-month forward premium/discount, as well as 1-month and 3-month interest rate of
Thai baht and U.S. dollar currencies during the same period. The data has been collected during
banking time, from January 5, 2004 to December 29, 2006, totally 710 days.

The regression analysis indicate that (at the significant level of 0.05) the difference
in 1-month-interest rate between Thai baht and U.S. dollar has no relationship with their forward
premium/discount. Meanwhile, the 3-month-forward premium/discount has relationship with the
difference in 3-month-interest rate between the Thai baht and U.S. dollar, according to the interest
rate parity theory.

The unit root test for stationary of data set reveals that all series are non-stationary
and have the same order of integration, with an I(1).

Regarding to the cointegration method, it is found that the estimated residuals are

stationary with an 1(0) process. Thus, it means that the forward premium/discount of the



commercial banks and the Interest rate change of Thai baht and U.S. dollar have the relationship
in the long-term.

However, the Coefficent of Determination of this study is at low level. It
indicates that there are various factors that the commercial banks concern when they set the
forward premium/discount, for instance, Funds-market, Bond market Government bond yields,
Monetary policy of banks, etc. The interest rate parity theory is only a part of currency rate model
using for this study. Consequently, the relationship of regression analysis received from the study
can not totally forecast the forward premium/ discount rate of the commercial banks. It is
recommended that the business owners or anyone who is interested in forecasting this matter

should take other factors in consideration.



