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ABSTRACT

Investment is a crucial force of the Thai economy. It has lots of effect on economic growth
of Thailand both in the present and in the future. The objective of this study was to analyze the
relationship between investment and economic growth of Thailand in both long-term and short-term
using the co-integration and error correction technique with Johansen and Juselius method. The
model composed of the relationship between the gross domestic product as dependent variable and
other variables including investment, tax , government expenditure, export, and money supply as
independent variables. Investment was categorized into private investment and public investment.
Data used were quarterly data from the first quarter of 1996 to the fourth quarter of 2006.

Since data used were time series , the stationary test by Augmented Dickey-Fuller test
showed that all data series were stationary with I(1) process.

The model, which showed the relationship between gross domestic product and other

independent variables including investment, tax, government expenditure, export and money supply



revealed that export had highly correlated with money supply . So export was not taken in to the
model.

The result of testing the relationship between total investment and economic growth by co-
integration technique was shown that the VAR model with no intercepts or trends of the 3- lag length
was suitable for this relationship. The 1 million baht changed in total investment would cause the
change in gross domestic product by 0.6235 million baht with in the same direction. The result also
showed that there existed the adjustment process from short-run to long-run of gross domestic
product with the speed of adjustment of 23.25 percent.

The test of the relationship between private investment and economic growth by co-
integration technique was shown that the VAR model with no intercepts or trends of the 3- lag
length was suitable for this relationship. The 1 million baht changed in total investment would cause
the change in gross domestic product by 4.6271 million baht with in the same direction. The result
also showed that there existed the adjustment process from short-run to long-run of gross domestic
product with the speed of adjustment of 2.49 percent.

The test of the relationship between public investment and economic growth by co-
integration technique was also shown that the VAR model with no intercepts or trends of the 3- lag
length was suitable for this relationship. The 1 million baht changed in total investment would cause
the change in gross domestic product by 3.0747 million baht with in the same direction. The result
also showed that there existed the adjustment process from short-run to long-run of gross domestic
product with the speed of adjustment of 25.70 percent.

Moreover, the results from this analysis indicated that private investment has a strong
influenced on gross domestic product than that of public investment. The policy implication is that
the government should concentrate on private investment more than on public investment in order to

have a stable growth in the economy.
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