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ABSTRACT

The purpose of this study was to investigate the impacts of volatilities of exchange rate,
interest rate and price level on trade balance, foreign direct investment and gross domestic product of
Thailand. Model were employed to validate the data on exchange rate, interest rate, price level, trade
balance, foreign direct investment and gross domestic product during i quarter 1997 to 4" quarter
2010 ,totally 56 observations.

Regarding to the unit root test by Augmented Dickey Fuller method indicated all variables
are non-stationary and characterized by the first order of integration, I(1). From regression estimation,
it was found the optimal models for volatility of exchange rate to be ARIMA (3,1,3) and GARCH
(1,1) those for the case of interest rate were ARIMA (1,1,1) and GARCH (1,1) and those for the case
of price level were ARIMA (2,1,1) and GARCH (0,1). Moreover, the unit roots test, the result
showed that the volatilities of exchange rate, interest rate and price level had no unit root with an

order of integration 1(0).



The result of VAR model analysis found that the appropriate lag length was one. While the
volatilities of exchange rate, interest rate and price level was set to explained variables, the results
showed that all of explanatory variables in the first and first previous period could be significantly
explained trade balance, foreign direct investment and gross domestic product at the 0.01, 0.05 and
0.10 level, respectively.

Furthermore, the results of Impulse response function analysis of trade balance, foreign direct
investment and gross domestic product were shocked by the volatilities of exchange rate, interest rate

and price level that would be adjusted to equilibrium in the long term.



