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The Impact of Monetary Policy on the Exchange Rate Before and After

Financial Crisis
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ABSTRACT:

This research studied the impact of monetary policy on the exchange rate before and after the
financial crisis by using Vector Auto Regression Model (VAR Model) for analysis. The financial variables to
be considered were 14-day repurchase money supply (M1), inflation rate, and gross domestic product, which
affected to the exchange rate. The research studied 2 lags, that were, before and after the financial crisis that

Thailand turned to use the Managed Floating Exchange Rate System on July 2, 1997.

The results showed that VAR.lag 2 Model could analyze the data before and after the financial crisis.
The Pegged Exchange Rate was applied before the financial crisis so that it informed that the 14-day
repurchase rate, the policy rate, affected to the foreign exchange rate between Thai baht and US dollars in the
reverse direction, whereas M1 and the inflation rate had relation to the foreign exchange rate between Thai
baht and US dollars in the same direction. After the financial crisis, the Managed Floating Exchange Rate

System was applied to reveal that the inflation rate and the 14-day repurchase rate had relation to the foreign

exchange rate between Thai baht and US dollars in the same direction.

KEYWORDS: Monetary Policy, Exchange Rate
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