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ABSTRACT

Financial sector is an important mechanism for the country’s economic development by
linking units of the economic system together. Changes in the past such as exchange rate system,
financial system, financial institution, financial technological progress and the present rapid
information accessibility have made economic forecast a difficult task especially the short run
forecast. Understanding of the financial economy, thus, becomes very useful in preparing oneself
to deal with future event and in using it as a tool in implementing monetary policy. This thesis,
therefore, attempts to construct a macroeconomic model for the financial sector with the purposes
to understand the behaviors of various variables in this sector and to make both short term and
long run term forecast of Thailand’ s financial situations

The study on financial sector comprises 2 parts: monetary aggregates, financial
institutions, and the interest rates by examining the balance sheets of the Bank of Thailand,
commercial banks and financial companies and securities companies. It covers long term study
using the annual data during 1970-2000 period and short term study utilizing quarterly data from
the first quarter of 1993 to the second quarter of 2000. The instrument for this study is an

economic method using co-integration and error correction techniques to find long run



equilibrium and short term adjustment as well as to forecast the impacts of policies on the
financial sector of Thailand.

A total long term 50 regression models were tried and 43 of them exhibit satisfactory
simulation results in forecasting while a total short term 48 regression models have 44 models
that show satisfactory simulation results. The remaining models perform poor simulation results
in forecasting as they were applied to residuals which represented small proportion with no effect
on overall forecasting. This study also found the shoft run models based on quarterly data to be
better than the long-term models based on annual data. For example, the real money' supply
model, one of the important models, has long-run equilibrium and short-term adjustment in
association with (or affected by) GDP, the total bills, loans and overdrafts of commercial banks
and the current account. Meanwhile, the total of bills, loans and overdrafts of commercial banks
were affected by the minimum loan rate, the private consumption and investment and the total
deposits of business and houschold sectors. Another model shows minimum loan rate was
affected by 3 month time deposits interest rate.

It is suggested further study be made on the whole financial system by also covering
institutions such as the Government Saving Bank, The Banks for Agriculture and Agricultural

Cooperatives and the Export-Import Bank of Thailand.



