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Fixed Exchange Rates: The Thai Baht 

THAILAND'S MAJOR TRADING PARTNERS, 1995 
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a. Japanese yen per U.S. dollar and the index value of the nominal trade-weighted U.S. dollar (March 1973 = 100). 
b. Monthly average of daily data. 
SOURCES: Board of Governors of the Federal Reserve System; Morgan Stanley Capital International; and International Monetary Fund, International Financial 
Statistics and Direction of Trade Statistics. 

'I'hailancl, lilie many nexvly clevelop- 
ing countries, closely links its cur- 
rency to the U.S. doll;ir. 13y rying 
their currencies to that of a low- 
infation ind~istri;ilized country \\,it11 
a repc~tation for ["ice stahility- 
such as the U.S.. Japan, or Ger- 
many-developing cocintries limit 
their al~ility to unclertalie discre- 
tionary monetary policies. 7'he ex- 
change rate then pro\;icles a visilAe 
check against inflation. In aclclition, 
fiixecl or stable exchange rates re- 

duce the tlxnsaction costs :tssociatecl 
n.ith exchan~e  rate volatility. This is 
p;~rticul:irly important to countries 
that rely heavily on international 
track for economic growth. inclclcl- 
ing Thailancl. 

I'hese Ixnefits entail some costs, 
hoxvever. If managed, an exchange 
rate cannot act as a buffer to eco- 
nomic shocks. In aclclition, the cle- 
veloping country 111ay lose its com- 
petitive edge. Thailancl conclucts 
approximately 24% of its intcrn:i- 
tional tr:icIe with Japan. As the clol1:u 

;ippreci:ltecl relati\-e to the yen he- 
tn.een c:u-ly 1995 ancl early 1997, the 
t7:illt fo~~o\veci. 

'1.0 psevel~t its currency from cle- 
1xeci;~ting in the face of capital flight. 
'1'h;iil;incl  nus st sell its foreign ex- 
change reses\,es for hahts. But for- 
eign exchange reserves are limiteel. 
I f  the rnarliet t~elie\,es that reserves 
are insufficient to nleet the problelii 
at hancl. the fisecl exchange I.:ite pro- 
\-icles spec~~l;itors xvith a one-way l ~ e t  
o n  future exchange-rate mo\;ements. 
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