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ABSTRACT

The objective of this study is to analyze the relationship between inflation in Thailand
and the world’s market crude oil price, using monthly time-series data during January 1997 to
June 2007. This study proposes the application of Augmented Dickey-Fuller test to investigate
the 126 observations time-series data and using co-integration method for long-term and short-
term relationships including Error Correction Model (ECM) and Granger Causality Test.

The results of unit root tests, in case of without intercept and without trend, with intercept
without trend, and with intercept and trend show that both Consumer Price Index of
Thailand(CPI) and world’s market crude oil price have unit root and characterize as I(1) process.

This implies that both series data are non-stationary.



Regarding to the co-integration method, the results show that the estimated residuals are
stationary at I1(0) process. The results suggest that the CPI and world’s market crude oil price have
the relationship in the long-term. Also, the Error Correction Model (ECM) results indicate that the
both variables have a two-way relationship in the short-term. Moreover, this study reveals that
residual in period of t-1 is significantly negative implying that CPI and world’s market crude oil
price have the relationship in the long-term. Finally, results of the Granger causality test shows

that both variables have a bi-directional causality relationship at the 5% significant level.



