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ABSTRACT

The purpose of this study was to find a relationship between exchange rates and
price indices under floating exchange rate system of Thailand based on purchasing power parity
and the short-run adjustment of the exchange rates at the equilibrium point including the Granger
causality test by employing the monthly data between Thailand and her trading partners, namely
the United State of America, Japan, Singapore, China(Hong Kong), Malaysia, and the United
Kingdom during January 1997 to December 2004.

The empirical evidence indicated that the United State of America, Japan, China
(Hong Kong), and the United Kingdom, had co-integration between nominal exchange rates and
the relative price indices, except for Singapore and Malaysia. Moreover, the estimation error
correction models were also showed that the change of the previous relative price indices affected

the nominal exchange rates in converging from their short-run to long-run equilibrium.



Furthermore, the Granger causality test found that Japan and Singapore had two way
relationships and the United State of America, Malaysiz, and the United Kingdom had one way

relationship, except for China (Hong Kong).



