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ABSTRACT

The objective of this study was to analyze the relationship between using fiscal policy
and economic growth of Thailand both in short run and long run. The study covered the period
after the economic crisis in 1997 when the government has imposed many fiscal policies to
generate the growth. General Equilibrium Model was utilized in explaining the relationship
between the Gross Domestic Product and private investment, tax, government expenditure,
export, import, and money supply. Regression analysis was used by cointegration and error
correction technique with Johansen and Juselius method. Data used were quarterly data from the
first quarter of 1996 to the third quarter of 2007.

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

Regarding to the cointegration method, the relationship between the Gross Domestic
Product with government expenditure, and tax revealed that the appropriate relationship was the
model with intercept term and trend with three lag length.

The result showed that there was a positive relationship between the Gross Domestic

Product and the government expenditure as hypothesize. The change of 1 million baht of



government expenditure would cause the change of 0.0381 million baht in the Gross Domestic
Product in the same direction. The causality test showed that the government expenditure and the
Gross Domestic Product has a reverse causality. That is the Gross Domestic Product was
determined by the government expenditure and also the government expenditure was determined
by the Gross Domestic Product.

Regarding to the relationship between the Gross Domestic Product and tax, the result
indicated that the change of 1 million baht of tax would cause the change of 0.1695 million baht
in the Gross Domestic Product with the same direction which was not true as hypothesis. This
happened because after the crisis, Thailand could collect more tax which might cause to increase
the Gross Domestic Product. The causality test showed that tax and the Gross Domestic Product
has a reverse causality: the Gross Domestic Product was determined by tax and also tax was
determined by the Gross Domestic Product.

The testing of the adjustment process showed that there was no adjustment process of
the relationship of the Gross Domestic Product and the government expenditure, and tax from

short run to long run.



