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The Relationship between Exchange Rate and Monetary Policy in Thailand
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Abstract

For the conduct of monetary policy under floating exchange rate with inflation targeting regime,
the exchange rate will be a channel of monetary transmission mechanism effecting on aggregate demand
and domestic price. When economy has exchange rate volatility, controlling the exchange rate is
necessary. Due to the Impossible Trinity, the three options which are fixed exchange rates, independent
monetary policy and free movement of capital are unable to conduct simultaneously. This paper provides
the relationship between exchange rate and monetary policy in Thailand by using the Cointegration and
Granger Causality test. This study bases on quarterly data series in 2002-2013. The result shows that
policy rate cointegrates with all variables except labor productivity index and also causes real exports
and unemployment. Exchange rate cointegrates with all variables and also causes real exports, real
imports and REER. Both policy rate and exchange rate cause real exports, however, the Granger
Causality test points out that exchange rate and monetary policy have no feedback of each other.
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