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ABSTRACT

The objective of this study is to test the relation between trade balance and the real
exchange rate of developing countries in Philippine, Thai, Indonesia, Brazil, Mexico, South
Africa, Russia and India. The study is conducted by analyzing the cointegration and error
correction in ARDL model, using secondary data from the first quarter of 1998 to the last quarter
of 2007, totally 40 observations.

The empirical results show that in the short run, real exchange rate and trade balance
variables have a correlation in Philippine, Thailand, Indonesia and Russia. Moreover, in the long
run, the studies also find the relationship between real exchange rate and trade balance, carrying

positive correlation in Thailand, Indonesia, Brazil, Mexico, South Africa, Russia, and India.



