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The objective of this thesis is to study factors determining Baht/Euro
exchange rate under the managed float system. Monthly data from secondary
sources from November 2000 to May 2004 are used for the analysis. Vector
Autoregressive (VAR) model is introduced to estimate the exchange rate
equation. Impulse Response Functions (IRFs) are employed in the study to
‘detect the unexpected changes in economic factors. Variance Decomposition
(VD) method is also used to test the influence of variables. Variables which
are expected to determine Baht/Euro exchange rate are Relative Money
Supply, Relative Gross Domestic Product, Relative Interest Rate, Relative
Expected Inflation and Trade Balance of Euro Zone.

The result of this study shows that variables in the VAR model can
explain the changes in the Baht/Euro exchange rate about 97 percent. In the

IRFs analysis, all variables except Relative Interest Rate indicate positive
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impact, and will eventually converge to equilibrium. As for VD method, the
variation of the exchange rate in the first period has been determined by itself
and such impact will decline trough time. Other variables will start to have
impact in the second period. On the average, the Exchange Rate has the most
impact around 37.46%, Relative Interest Rate, Trade Balance of Euro Zone,
Relative Gross Domestic Product, Relative Money Supply and Relative
Expected Inflation show 21.94%, 18.64%, 12.06%, 6.38% and 3.52%

respectively.





