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ABSTRACT

This paper investigates the effects of real exchange rate misalignment and volatility on Malaysian export flows for the pre-crisis and
crisis periods over the period spanning from 1991:Q1 to 2003:Q3. A measure of the quantitative proxy of the real exchange rate
misalignment is constructed through the Natural Real Exchange Rate (NATREX) equilibrium model, and the volatility of real
exchange rate is generated from the GARCH (1, 1) model. This paper differs from those previously published as the effects of
exchange rate misalignment in terms of overvalued and undervalued exchange rates has significantly hastened the level of Malaysian
exports for both the pre-crisis and crisis periods. In the meantime, the exchange rate volatility has merely promoted the Malaysian
exports during the crisis period. This suggests that the exchange rate misalignment and volatility has played an important role in
inspiring Malaysian export flows, especially during the 1997 Asian financial crisis when the economy was distressed.
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