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ABSTRACT

The objective of this study is to study the impact of capital flows on real effective
exchange rate of Thailand. The variables used in this study are Net Flows of Private Financial
Account (NF) and Real Effective Exchange Rate (REER). In this study, before the estimation by
Vector Autoregression (VAR), stationary tests of the time series were taken as well as
determining the lag length. Data used were monthly data from July 1997 to November 2008
covering 137 observations.

According to unit roots test by Augmented Dickey-Fuller method at lag zero, the
empirical result indicated the statistical tests at this level of all data sets were significant at 5%
level, implying all data were stationary at I (0). The result of VAR by using Impulse Respond
Function shows that the shock occurring in the error term of level of Net Flows of Private
Financial Account causes Real Effective Exchange Rate to increase in a relatively larger amount
for a few months before declining to zero in approximately the 19" month. The result of variance
decomposition shows that the variations of the Real Effective Exchange Rate are more than
99.40% from the error term in the Real Effective Exchange Rate and the rest from the Net Flows

of Private Financial Account equation.



