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Abstract

This study analyzes the impact of major trading countries’ macro-economic variables on
the economy of Thailand, that is, the influence of inflation rates, Gross Domestic Product, short-
term interest rates and exchange rates for Japan, China, Malaysia, Singapore and the USA, and
crude oil price impacts on inflation rates, Gross Domestic Product, and the short-term interest rate
for Thailand. The secondary data was collected quarterly, from the first quarter of 1990 to the
fourth quarter of 2008, and the Vector Autoregressive with Exogenous (VARX) model, based on

Pesaran and Smith’s ideas, was used in the study.

A unit root test was employed to test the stationary of the data (whether stationary or
not), and it found the data was stationary with an integration of order 1 (I (1)). Domestic variables
and trading countries’ macro-economic variables were tested to find out if their relations are
stable in the long term, and these variables were also tested for weak exogeneity, in order to study
the long-term adjustment process. The study found that all variables in the model have long run
equilibrium and that the inflation rates of the five countries, Malaysia’s inflation rate and the

USA'’s inflation rate, are all weakly exogenous.



As for the analysis of contemporaneous effects using the VARX model, it was found that the
Gross Domestic Product of the five countries, in particular the Gross Domestic Product for China,
and Singapore’s short-term interest rate, all impact upon Thailand’s Gross Domestic Product; that
the inflation rates for Japan and Malaysia impact upon Thailand’s inflation rate, and that the

short-term interest rate in the USA influences Thailand’s short-term interest rates.

An analysis of the impulse response of Thailand’s macro-economic variables to those of
the five major trading countries found that Thailand’s Gross Domestic Product responds in line
with the exchange rates of those countries, with China’s inflation rate and with Japan’s Gross
Domestic Product, and that the country’s Gross Domestic Product also reacts in accordance with

the currency exchange rates of Malaysia, Singapore and the USA.



