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The objective of this study is to test the reaction of the foreign exchange market to forecasting error caused by changes in
macroeconomic indicators. The relation between the daily movement of the US dollar to Thai baht (USDfTHB) exchange rate and
forecasting errors of seven macroeconomic indicators in the US and Thailand were used. The seven macroeconomic indicators are:
balance of trade, current account, gross domestic product, producer price index, consumer price index, inflation rate and unemployment
rate. Forecasting errors are divided into good news and bad news for each country and whether the news came from the US or Thailand.
The study covers Thailand and the US from May 1, 2000 to December 31, 2003 and examines the daily movement and volatility of the
THB/US exchange rate.

The first model shows that only some forecasting errors from Thailand have a statistically significant correlation with the
daily movement of exchange rate. The consumer price index was found to have the greatest impact on the daily movement of the
exchange rate. Some forecasting errors from the US have a statistically significant correlation. The unemployment rate was found to
have the greatest impact on the daily movement of the exchange rate.

The second model examines the effect of good news and bad news from Thailand. Forecasting errors have an asymmetric
response in the foreign exchange market. Therefore, the foreign exchange market responds to bad news from Thailand and the Thai baht
depreciates relative to the US dollar. However, the foreign exchange market does not respond to the good news from Thailand.

The third model shows if the source of news is important; the foreign exchange market has a symmetric response for the news
from the US or Thailand. Moreover, the daily movements of the exchange rates are highly volatile because the foreign exchange market
reacts to other factors and the present variance has a statistically significant correlation with the previous variance and error term.

The implications of this study are useful for both policy makers and investors. Forecasting errors of macroeconomic
indicators, especially bad news from Thailand, do affect exchange rate volatility. In the short run, policy makers should to intervene in
order to reduce the exchange rate volatility. In addition, they should control foreign exchange transactions. In the long run, policy makers
should determine the cause of volatility, forecasting the results of volatility in order to optimize policy. Investors should measure
potential losses by using financial tools such as value at risk (VaR). Investors may then use the financial tools to protect or reduce risk

such as forwards, swaps or options.
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