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Abstract

This study aims to examine: 1) the Purchasing Power Parity (PPP) hypothesis; 2)
the overview of global foreign exchange market; and 3) the relationship between
exchange rates and prices under the PPP hypothesis in Thailand and major trade partners
with comparison analysis. The study employs both descriptive and quantitative analysis.
For descriptive analysis, it explains the overview of global foreign exchange market. At
the same time, a Vector Autoregressive (VAR) model with the applications of
cointegration and causality test are employed for the quantitative analysis. The variables
used in this study are 28-year time series data including exchange rate and prices from
the period of 1984-Q1 through 2011-Q4.

The results show that 1) as for the existing literature reviews, the Purchasing
Power Parity (PPP) hypothesis indicates that the relative prices in two countries have
influence on exchange. 2) The world foreign exchange rate activities have 2 time increase
during this 10 years whereas SWAP is the most popular. It has 45% stake of the total
activity. In addition, U.S. dollar is the most active for international transaction. 3)
Cointegration test indicates that there are only four countries including Australia, New
Zealand, Indonesia and Japan have the existence of a long run relationship between
exchange rate, domestic and foreign price at 95% confidence level. For causality results,
they have only partial support the validity of PPP which domestic price or foreign price
has impact on exchange rate in the case of Australia, New Zealand, Philippine and
Republic of Korea. However, for the rest, empirical results can not support to PPP
because both domestic and foreign prices have not significance effecting to exchange rate

during this period of time.
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