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ABSTRACT 

 

The purpose of this study is to examine the relationship between the non-performing loan 

(NPL) rates of commercial banks and the economic growth rate for Thailand, using quarterly data 

covering a period from the first quarter of 2000 to the fourth quarter of 2009; a total of 40 data sets. The 

data used included a number of NPLs from nineteen commercial banks registered in Thailand and from 

their overseas branches, as well as Thailand’s Gross Domestic Product (GDP) figures, as provided by 

the Bank of Thailand. 

The study conducted a unit root test using an Augmented Dicky-Fuller test, as well as a 

long-term equilibrium relationship test between the NPL and the GDP using a co-integration test based 

on the Engle and Granger method, and also applying an Error Correction Mechanism (ECM) technique 

in order to explain short-run adjustments towards a long-term equilibrium. The variables derived were 

then tested against a causality hypothesis based on the Granger Causality test, so as to find the 

assignment variables that influence each other. 

The unit root test found that the logarithmic variables of NPL and GDP are stationary, 

where the order of integration is equal to 1 or I(1) with a first difference, revealing no trend and an 

Intercept at a lag of 0, and that the remaining variables, as subject to the regression equation, are also 
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stationary; such that they are integrated to an order of 0 when substituted by I(0), indicating that the 

variables have a long-term equilibrium relationship. An ECM test found that in the case where NPL is 

an independent variable and GDP is a dependent variable, the model does not reveal a short-run 

adjustment. In contrast, in the case where NPL is a dependent variable and GDP is an independent 

variable, the model reveals a short-run adjustment. In addition, the Granger Causality test showed that 

the two variables have a unidirectional relationship, that is, a change in the economic growth rate causes 

a change in the NPL rate of the commercial banks. 

 


