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ABSTRACT

The objective of this study is to measure the financial market integration in Thailand by
Edwards and Khan model of domestic interest rate determination. The Ordinary Least Square
(OLS), and Cointegration and Error Correction techniques are used in this paper. Monthly data
from January, 1985 to December, 2001 are utilized.

By OLS method, Thai financial market is perfectly integrated in long run but segmented
in short-run with the world financial market. Thai financial openness index in short-run is 0.15.

The pursue of Cointegration and Error Correction technique of Engle and Granger shows
that Thai financial market is perfectly integrated with the world financial market in both short-
run and long-run. Moreover, Thai financial market has a quick speed of adjustment toward the
integration with the error correction coefficient of 0.78.

By applying Cointegration and Error Correction technique of Johansen and Juselius, Thai
financial market is perfectly integrated in long-run and highly integrated with the world financial
market. Thai financial openness index is 0.86 in short-run. However, Thai financial market has

slow speed of adjustment toward the integration with the error correction coefficient 0.19.



In conclusion, Thai financial market is perfectly integrated with the world financial
market in the long-run implied that finance foreign factors such as the world interest rate and
exchange rate volatility determined the rate of return of financial asset in Thailand. In short run,
Thai financial market is semi-integrated with the world financial market because of some
financial restriction factors such as the interest rate control and the intervention of exchange rate

by central bank.



