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ABSTRACT

The objective of this study is to study the relationship between net foreign investment and
the economic growth of Thailand. Variables used in the study are real gross domestic product,
domestic consumption, foreign direct investment, domestic direct investment, government
spending and balance of trade.

Before conducting Vector Autoregression (VAR) model estimation stationary test of the
time series were undertaken as well as the lag length determination. Used were quarterly data
during 1997 — 2008, for analysis by Impulse Response Function to study the direction of response
of variables of interest when shock occurred in GDP, and for deriving Variance Decomposition to
determine the extent of impact on one variable from other variables as well as from itself.

Augmented Dickey-Fuller test (ADF test) and Phillips Peron test (PP test) were
undertaken to assure the stationarity of the time series. Sets of data were found stationary at I (0)
at 0.01 statistically significant level shows. The results of VAR Impulse Response Function
estimation showed that are shock in the GDP would cause the GDP in subsequent periods to go
down and the GDP would recover to normal level in 8" quarter. The shocks in government

spending, domestic consumption, balance of trade, the net foreign direct investment, and domestic



were found to have similar effect on the GDP in terms of direct investment response direction and
time length for adjustment.

The investigation of Variance Decomposition found volatility of GDP growth depended
primarity on the GDP growth the preceeding period and secondarily on the government spending,
domestic consumption, the net foreign direct investment, net domestic direct investment and

balance of trade but all in smaller.



