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Abstract

This study aims to examine: 1) the relationship between exchange rates and trade balance of
the U.S. to trading partners under The Marshall-Lerner Condition; and 2) the comparative analysis
between the concerning empirical studies of developed countries and developing countries.

The study was divided into two parts: 1) a description study relating to the relationship between
exchange rates and trade balance; and 2) a quantitative analysis by employing multiple linear regression
technique for testing the relationship between exchange rates and trade balance under The Marshall-
Lerner Condition of the U.S. and trading partners including Australia, Canada, Japan, United of
Kingdom, Germany, South Korea, India, Indonesia, Russia, South Africa, and Thailand by using
secondary data during 2000-Q1 to 2013-Q4.

The results showed that: 1) the exchange rates and trade balance in three countries comprising
Canada, Russia and Thailand hold in the Marshall-Lerner Condition with sum of import and export price
elasticities of demand at 1.313581, 3.673422 and 1.294747 respectively at 0.05 % significant; and 2) the
relationship between exchange rates and trade balance under The Marshall-Lerner Condition in
developed and developing countries disclosed no differences between them. However, it importantly

depended on the elasticity of demand for import and export in each country.

Keywords: Exchange rates, Trade balance, Gross Domestic Products, The Marshall-Lerner Condition
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Augmented Dickey-Fuller Phillips-Perron
Unit Root Test
No trend Trend No trend Trend
AU -1.218710 -3.019623 -1.064583 -2.574625
CA -1.176204 -2.278396 -1.093870 -1.497888
DE -1.729480 -1.278312 -1.194413 -1.464014
JpP -1.750499 -2.786092 -1.297046 -2.228171
UK -1.606600 -1.512869 -1.727686 -1.699670
1D -2.574130 -2.672237 -3.033720 -3.121124
IN 0.570314 -0.097422 0.072776 -0.523951
KR -2.542291 -2.678431 -2.046437 -2.139723
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Augmented Dickey-Fuller Phillips-Perron
Unit Root Test
No trend Trend No trend Trend

RU -2.568769 -1.983520 -2.035495 -2.126931

TH -0.807427 -4.354519* -0.673511 -3.768564

ZA -2.272569 -1.598900 -2.077198 -2.081895
AAu -5.317555% -5.269605* -5.122333* -5.060086*
Aca -5.272360* -5.260619* -4.979199* -4.949625*
ADE -3.611759* -3.969704* -6.075038* -6.060463*
Arp -2.588337* -2.529695* -5.652154* -5.595383*
Auk -6.303016* -6.316163* -4.472161* -4.435147*
AID -4.843156* -4.772736* -6.815770* -6.743304*
AN -5.801572% -6.003109* -5.786774* -6.003109*
AKR -5.241960* -5.198996* -5.162070* -5.118883*
ARrRU -5.953437* -5.914541* -6.038264* -6.123055*
ATH -5.185307* -5.053422% -4.916010* -4.870575*
Aza -5.465321* -5.434272% -5.408631* -5.372998*
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M50 2 HANSNATEDANNIIVBIYaMAUAIUTIAI8TD Augmented Dickey-Fuller 11AZ 35 Phillips-Perron

Augmented Dickey-Fuller Phillips-Perron
Unit Root Test
No trend Trend No trend Trend
AU -2.802561 -4.333008 -2.769094 -4.228382
CA -2.100780 -3.347681 0.488700 -2.493826
DE -0.823469 -2.327237 -0.572487 -2.437259
Jp -2.418788 -2.405714 -2.574496 -2.543723
UK -1.693145 -2.221087 -2.738343 -3.570296*
1D -0.923369 -4.269678 -0.461948 -3.132052
IN 0.497013 -2.231767 -0.340749 -3.300061
KR -0.651685 -2.143196 -1.249936 -2.864506
RU -1.223732 -3.875736* -1.641012 -3.680580*
TH -3.383926* -5.202176* -3.192628* -5.232347*
ZA -2.167489 -2.675886 -2.14523 -2.826106
AAU -7.060677* -6.996809* -16.70034* -16.91045*
Aca -5.287274* -5.239444* -5.613338* -5.433111*
ADE -8.728605* -8.687486* -8.735436* -8.718383
Arp -6.554678* -6.522226* -6.703011* -6.824653*
Auk -3.481492% -3.453134 -19.94468 -21.40895%*
AID -3.993585* -4.031081* -10.49172% -11.65882*
AIN -8.692725% -8.778696* -13.10833* -16.09793*
AKR -4.243844* -4.145929* -9.013620* -9.561311*
ARrRU -7.860140* -7.788694* -11.38647* -11.77213*
ATH -11.39924* -11.28761* -17.50425* -17.26138*
Aza -7.043797* -7.005013* -7.230595* -7.198071*

nuekg * NszauedIAY 0.05
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Augmented Dickey-Fuller Phillips-Perron
Unit Root Test
No trend Trend No trend Trend
AU -0.913965 -2.889747 -0.864658 -2.889747
CA -0.133261 -2.577318 -0.369298 -3.103658
DE -1.127687 -1.682646 -1.201906 -1.682646
Jp -1.650661 -3.304499 -2.028849 -2.484734
UK -1.762181 -2.480974 -1.758663 -2.424169
ID 0.414993 -2.959401 0.629538 -2.701224
IN -0.290100 -4.544419% -0.706554 -4.544419%
KR -0.800099 -3.774953 -0.890683 -2.959449
RU -0.604352 -2.719167 -0.459327 -2.719167
TH -1.820516 -2.221773 -3.850551% -4.326861%
ZA -1.266756 -2.685780 -1.850178 -4.617457*
AAuU -7.195723% -7.133308* -7.199901% -7.133897*
Aca -4.533755% -4.554811% -8.840966* -8.920443*
ADE -6.508977* -6.439178* -6.483664* -6.409980*
Arp -5.324730% -5.333100% -5.046332* -5.096464*
Auk -6.327967* -6.274570% -7.857697* -7.763408*
AD -9.805134* -9.944739% -11.16313% -16.13165%
AN -7.155879% -7.074335% 21.56196* -21.16402*
AKR -6.459947% -6.481529% -6.473663* -6.463479%
Aru -8.363358V* -8.327800% -8.422488* -8.392645%
ATH -11.17882* -11.04403* -12.34007* -13.47252%
AZA -12.85574* -12.73631* -12.85574* -12.73631*
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Phillips-Perron

Augmented Dickey-Fuller Phillips-Perron
Unit Root Test
No trend Trend No trend Trend
Us -0.296698 -1.678843 -0.803962 -1.708398
AU 0.492769 -2.760379 0.564174 -2.760379
CA -0.426844 -2.629093 -0.779145 -1.945364
DE -0.687839 -2.966143 -0.707154 -2.417166
JP -1.716527 -2.769496 -1.227670 -1.903555
UK -1.534956 -2.101421 -1.775288 -1.518432
ID 6.314960 -0.723569 10.74500 -0.618781
IN 2.243495 -2.861236 1.883851 -2.819419
KR -0.409802 -3.913352* -0.385063 -3.181987
RU -1.245574 -2.251860 -1.295703 -1.490251
TH -0.209965 -6.151920* 0.080601 -6.156226
ZA -0.508724 -2.327782 -0.552468 -1.624395
Aus -4.763479* -4.692548* -4.771626* -4.699406*
AAU -7.329848* -7.308830* -7.352995* -7.316769*
Aca -5.080631* -5.016591* -3.966993* -3.895240%*
ADE -4.611168* -4.588707* -4.623263* -4.601255*
Arp -5.211772% -5.161824* -5.059333* -5.003800*
Auk -2.911051* -3.716715* -2.911051* -2.893471
AID -2.941773* -8.852665* -5.762878* -10.11179*
AIN -6.515289* -7.114834* -6.665208* -7.163447*
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Augmented Dickey-Fuller Phillips-Perron
Unit Root Test
No trend Trend No trend Trend
AKR -5.982640* -5.926209* -6.503861* -6.414473*
ARU -4.290077* -4.365891* -3.421675* -3.383132
ATH -12.38552* -12.29253* -23.17933* -25.33153*
AzA -3.484183* -3.454812 -3.567575* -3.539583*
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