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ABSTRACT

The objective of this study was to determine the nature of the relationship between policy
interest rates and the loan and deposit interest rates of the commercial banks in Thailand. The
quarterly data collected was the policy interest rates of the Bank of Thailand and the interest rates
of commercial banks, using the loan and deposit interest rates of the UOB bank (Pcl) from the
first quarter of 2000 and up to the fourth quarter of 2009, with a total of 40 data sets gathered.
This study conducted a unit root test, using the Augmented Dickey-fuller (ADF) method, to
determine the stationary nature of the data. The study then carried out a co-integration test, a
short-run equilibrium relationship test, using an error collection mechanism (ECM), and a
Granger causality test of policy interest rate variables and commercial bank interest rate variables.

The study of stationarity and the unit root test showed that the policy interest rate and
bank interest rate data for both loans and deposits was stationary, to the same level of I(1). The
data was also analyzed to determine the existence of long-run relationships and short-run

adjustments.



A co-integration test found that the policy interest rates and the bank interest rates
showed a long-run equilibrium relationship in the case where the policy interest rates were an
independent variable and the loan and deposit interest rates were a dependent variable, and vice-
versa. As a result, the commercial bank’s loan and deposit interest rates have a two-way long-run
equilibrium relationship.

The short-run equilibrium relationship test, using an error collection mechanism (ECM)
where the policy interest rates were a dependent variable and the loan and deposit interest rates
were an independent variable, found that both variables have a short-run adjustment towards a
long-run equilibrium. The study also showed the same result in the case where the policy interest
rates were an independent variable and the loan and deposit interest rates were a dependent
variable.

The Granger causality test carried out with low interest rates, showed that the variables
have a unidirectional causality, meaning an increase in policy interest rates leads to an increase in
the deposit interest rate. However, an increase in the deposit interest rate does not cause an
increase in the policy interest rate. Likewise, an increase in the policy interest rate leads to an
increase in the bank loan interest rate, but an increase in the bank loan interest rate does not cause

an increase in the policy interest rate.
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