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A country’s competitiveness relative to other countries can be revealed by
using real exchange rate. Therefore, it is important to policy makers and business
entrepreneurs to better understand the relationship between real exchange rate and its
determinants in order to make a more accurate economic forecast. This research
intends to explain the long-run relationship between real exchange rate and
macroeconomic variables and to estimate the degree of real exchange rate

misalignment after Thailand economic and financial crisis in 1997.

The result from the cointegration test and estimation of long-run equilibrium
between real exchange rate and economic fundamentals indicate that terms of trade,
degree of openness, and government spending have positive relationship with real
exchange rate while current account and share of investment to GDP have negative

relationship with real exchange rate.

This study also shows that after change in exchange rate regime to managed
float, real exchange rate is undervalued for as high as 11.94% but then it converge
towards the equilibrium. However, the study result reveals that real exchange rate in

recent years tend to be overvalued and shows higher degree of misalignment.





