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Abstract TE 1 4 5 9 2 1
This research applies the vector autoregressive model (VAR) to study the impact
of monetary policy on the exchange rates. The monetary variables considered are the
difference between domestic and foreign interest rates, and moncy supply. The impact of
monetary ‘variables will transmiss into the exchange rates as well as real variables;
domestic output and prices. To analyze this transmission, the study divides the period of
study into two periods, namely, before and after the managed float system implemented

on July 2, 1997

Based on the impulse response functions and variance decompositions, the results
show that changes in both monetary variables and domestic output , under managed float
regime, have more impacts on the exchange rates than those under the basket of currencies
regime. In addition, the variations of exchange rates under the basket of currencies
regime can be better explained by interest rates and money supply than those under the
managed float. On the contary, during the period of managed float , real variables -
outpit and prices — give better explanations of the variations of exchange rates than during

the period of the basket of currencies.





