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Abstract

The objective of this independent study was to study the relationship between the
change of exchange rate in managed float system and difference of nqminal interest rate in the
foreign exchange market. '

The study model of this report based on Intemationél Fisher Effect theory

AEx =f,+B,Al+¢
AEx means the exchange rate at certain time compared to previous time.
Bo  means constant variable
B1 mean regression coefficient
Al mean the difference between the nominal interest rate in the country
compared to foreign interest rate.
& mean random walk

The study was performed under simple linear regression analysis to study the exchange

raie in top five of the highest frade volume currencies in Thailand. These currencies were U.S.

Dollar, Pound Sterling, Yen, German Deutsche Mark and Singapore Dollar. The nominal interest



rate used for Thailand, Japan, England, German and Singapore were ovemight interbank rate, but
for the United States was the Federal Fund Rate which was similar to the overnight interbank rate.
The reason for using this interest rate due to the short-term interest rate, which reflected the
demand and supply of the capital rather than the long-term interest rate.

In addition, daily time series data had been used from January 1999 to December 1999
for this study. &

It was found that the difference international interest rate could not significantly
explain the changes of exchange rate at 95 % reliability for every studied currencies. This was
because several factor had been taken into consideration; for example the interest rate was
intruded by the government which caused inaccurate interest rate system in the mechanically free
market. Another cause was the long-term relationship of both variations. Moreover, the change of
the exchange rate was influenced by various factor such ac economy, political, laws,speculation,
etc. Therefore the only interest rate factor could not completely explain the tendency of the

exchange rate change.



