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ABSTRACT

This study examined the relationship between interest rate and foreign direct investment
using Bivariate GARCH econometric technique. Monthly time series for both variable during
1997 — 2009 were used for the analysis, covering 146 observations

The unit roots test by Augmented dickey Fuller test (ADF) method indicates both sets of
time series are stationary at 1(0) or integrated of order zero and thus can be used directly for the
econometric estimation. The findings suggested the optimal ARMA model for explaining the
trend of interest rate on the average to be in the form of AR(5) MA(5) while that for the case of
foreign direct investment to be AR(1). Meanwhile, the volatility of interest rate as well as the
foreign direct investment is best represented by GARCH(0,1) model.

Both Constant Conditional Correlation (CCC) and Dynamic Conditional Correlation
(DCCQ) test were performed to determine the relationship between standardized shocks of interest
rate and foreign direct investment. It was found that there existed no relationship between
standardized shocks of the two variables. In other words the conditional volatility of interest rate

was not associated with the conditional volatility of foreign direct investment. This might due to



the reason that foreign investors did not take the difference between the interest rates in Thailand
and their home country as the decisive factors such as the opportunity of accessing new market to
increase sale volume or cheaper new material source and other production inputs to reduce cost
and improve business return. Therefore foreign direct investment can still take place despite the

comparable interest rates of two countries due to other considerations.



