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Abstract

There are two objectives of this study, First is to investigate the characteristics and trend
of foreign capital inflow in Thailand. Second is to determine the impact of foreign capital inflow
in form of Direct Foreign Investment (DFI), Private Foreign Debt (PFD), and Government
Foreign Debt (GFD) on the economic growth of Thailand.

Neoclassical growth model was applied by using the technological process of growth via
the production function. Time-series data were used coVering a period of 21 years from 1975 to
1995. The impact of foreign investment on economic growth was determined by three methods;
Ordinary Least Square (OLS) for single equation model, Two-stage Least Square (TSLS) for
simultaneous equation model, and Co-integration and Error Correction for determining the long
run relationship.

The result shows that the economic growth process of Thailand need a lot of investment
but because of the insufficient of domestic saving, the country used a lot of foreign capital. Mostly
foreign capital are in the form of direct investment, private debt and government debt. Direct
foreign investment and private foreign debt tends to increase over time while government foreign
debt does not which depends on the government policy.

The results of the impact of‘ foreign investment on economic growth are as follows. By
using OLS, the rate of economic growth (G,) was positively related to the domestic investment-

GDP ratio at 0.10 level of significance. Meanwhile the foreign investment-GDP ratio did not



show any significant impact on G, When foreign capital was classified into direct foreign
investment (DFI), private foreign debt (PFD), and government foreign debt (GFD), the economic
growth was positively related to direct foreign investment-GDP ratio at 0.05 level of significance
but negatively related to private foreign debt-GDP ratio at 0.05 level of significance. The
government foreign debt-GDP ratio and the growth of labor force (G, did not show any
significant impact on G,.

Two-stage Least Square (TSLS) was used since domestic investment could be explained
by many factors such as the change in GDP, the change in the volume of real credit, the minimum
loan rate and the inflation rate. The results showed that G, was positively related with the
domestic investment-GDP ratio and with direct foreign investment-GDP ratio at 0.10 level of
significance. The private foreign debt-GDP ratio, government foreign debt-GDP ratio and G, did
not show any significant impact on G,. By using Co-integration and Error Correction method,
there exist the long run relationship of the domestic investment-GDP ratio, direct foreign
investment-GDP ratio and private foreign debt-GDP ratio on G, while government foreign debt-
GDP ratio and G, did not show any significant impact on G,.

In conclusion, each category of foreign capital inflow has different impact on the
economic growth, An increase in direct foreign investment tends to increase economic growth, an
increase in private foreign debt tends to retard economic growth while government foreign debt
has no impact on economic growth. Policy implication should be directed to each category of
foreign investment, Supporting and subsidizing polices should be used to increase direct foreign
investment while controlling both quantity and quality of debt should be used for private foreign

debt to prevent from the debt burden,



