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Supansa Soonsinpai 2008: The Relationship between Fiscal Imbalances and Foreign Capital Flows
in Thailand. Master of Economics, Major Field: Economics, Department of Economics. Thesis

Advisor: Mr. Bundit Chaivichayachat, Ph.D. 113 pages.

The objective of this research is studying the relationship between fiscal imbalances and foreign
capital flows in Thailand by using monthly data covering the period 1993: 1 to 2006: 12 which devided to
three periods, including before financial crisis, after financial crisis and overall. We used Vector
Autoregressive (VAR) to analyze Impulse Response Function, Variance Decomposition and Granger

Causality test.

The empirical evidence, for the case before financial crisis, indicate that for Impulse Response
Function and Variance Decomposition between fiscal imbalances and capital flows are high. The empirical
was supported by Granger Causality that the relationship between capital flows and fiscal imbalances is
reverse causality, as explained in Mundell-Fleming Model that fiscal policy has high efficiency with a fixed
exchange rate. After financial crisis and overall period, the Impulse Response Function indicate that the
response between fiscal imbalances and capital flows is very small. For Variance Decomposition, the
variance of fiscal imbalances impacted the variance of capital flows so small too. For Granger Causality test,
fiscal imbalances and capital flows, they does not Granger cause one another. The results get along with the
theory that fiscal policy has small efficiency with a floating exchange rate. Moreover, after financial crisis
and overall, we find the relationship between capital flows and real exchange rate because of the difference
between the exchange rate regime. So, with a floating exchange rate, government should pay attention on

exchange rate policy and also focus on fiscal discipline.

Student’s signature Thesis Advisor’s signature
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M5197 13 HAN3AIUIY Impulse Response Function ¥83iunundoudagnisanouinga

Period CF FB IRD RER
1 15.57705 4.358398 -1.212772 0.000000
2 -7.411730 -6.606198 3.380397 -2.242985
3 1.892161 5.405028 0.754392 1.572321
4 0.824772 -2.797587 -1.060060 -1.585175
5 -1.461755 1.062589 1.046076 0.727143
6 1.211465 -0.033044 -0.621479 -0.284472
7 -0.704745 -0.329721 0.277035 -0.004866
8 0.286543 0.351993 -0.054925 0.095833
9 -0.039486 -0.238980 -0.041475 -0.098919
10 -0.061894 0.117943 0.062217 0.065492
11 0.077096 -0.034588 -0.048365 -0.031606
12 -0.056327 -0.006857 0.027038 0.008704
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M3197 14 NaNISATUI Impulse Response Function summm"lajﬁu@amm@amﬁﬂﬁ'qsﬁw

NOUINYA
Period FB CF IRD RER
1 1426954 0.000000 0.000000 0.000000
2 -4.501001 5.060009 -4.490206 -3.728813
3 0.718610 -4.481018 2.317491 1260798
4 0.966381 2.818519 -1.229283 -0.124857
5 -1.256349 -1.270249 0.315003 -0.280737
6 0.921109 0.282594 0.091217 0.357513
7 -0.493451 0.163993 -0.212255 -0.253030
8 0.171761 -0.268231 0.181419 0.133308
9 0.000837 0.214152 -0.109367 -0.044250
10 -0.062278 -0.122201 0.046368 -0.002220
11 0.063007 0.047886 -0.008194 0.018143
12 -0.041886 -0.005119 -0.008220 -0.017634
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Period CF FB IRD RER
1 92.22136 7.219631 0.559010 0.000000
2 78.69429 16.56443 3.410838 1.330438
3 72.74702 22.18748 3.253054 1.812446
4 70.83359 23.39187 3.424060 2.350480
5 70.52589 23.38851 3.639107 2.446493
6 70.54953 23.28418 3.712046 2.454245
7 70.55308 23.27262 3.723905 2.450389
8 70.53652 23.28948 3.722728 2451274
9 70.52547 23.29887 3.722522 2.453132
10 70.52215 23.30069 3.723192 2.453974
11 70.52181 23.30040 3.723641 2.454145
12 70.52189 23.30019 3.723775 2.454140
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Period FB CF IRD RER
I 100.0000 0.000000 0.000000 0.000000
2 78.95610 9.029737 7.110580 4.903584
3 72.12851 14.68418 8.207108 4.980203
4 70.08476 16.67984 8.411524 4.823883
5 69.84361 17.00347 8.354813 4798104
6 69.87583 16.97244 8.330082 4.821649
7 69.86919 16.96095 8.334201 4.835662
8 69.84567 16.97508 8.340399 4.838851
9 69.83288 16.98602 8.342535 4.838565
10 69.82958 16.98950 8.342658 4.838256
11 69.82938 16.98986 8.342508 4.838258
12 69.82945 16.98975 8.342473 4.838321
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M3197 17 d31wan13Nadol Granger Causality $39NOUINGA

Null Hypothesis anuinazilu WanInaaoy
CF does not Granger Cause FB 0.0033 ﬂﬁm ]
FB does not Granger Cause CF 0.0157 ﬂf]!ﬁﬁ
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Period CF FB IRD RER
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2 -15.38992 -2.547333 0.192063 1.692512
3 -8.182918 3.572277 1.688292 -0.298778
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5 -2.135030 -7.025276 -0.812421 0.697879
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12 -0.090672 0.772473 0.302420 -0.308088
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Period FB CF IRD RER
1 83.19387 0.000000 0.000000 0.000000
2 -69.40194 0.535793 8.210355 0.787613
3 4.687179 -2.517116 -7.907491 -0.181886
4 0.900774 -1.469386 -2.262122 -2.696738
5 3.846427 0.517366 -1.039929 -3.886593
6 4.350989 -10.24319 10.97672 -1.126761
7 2.897271 18.97940 -6.311920 5.731395
8 -9.895195 -8.845930 -0.733961 -1.384028
9 1.656448 -2.705508 2.977290 0.467398
10 3.440631 3.287632 -1.167472 -0.020970
11 -1.825929 1.755903 1.810912 -1.019160
12 0.142279 -2.989011 1.039496 0.322265
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M13199 20 WANI3AATIZH Variance Decomposition Gummuﬁqumﬁaumﬂqmmwmmqw

Period CF FB IRD RER
1 99.82532 0.128768 0.045909 0.000000
2 99.21394 0.549892 0.040712 0.195461
3 98.24179 1.344778 0.222642 0.190791
4 97.83334 1.575827 0.253751 0.337084
5 94.77812 4.580125 0.285990 0.355761
6 94.35243 4.619994 0.290032 0.737540
7 93.75527 5.162768 0.349133 0.732831
8 93.69445 5.175069 0.398747 0.731737
9 93.64278 5.187647 0.400015 0.769559
10 93.44315 5.207653 0.544140 0.805055
11 93.33261 5.298619 0.552711 0.816064
12 93.28876 5.331924 0.557939 0.821375
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Y a o v 1 v A
A1519% 21 WaNSIATIEH Variance Decomposition YBIAANITAAIFINHAIING A

Period FB CF IRD RER
1 100.0000 0.000000 0.000000 0.000000
2 99.42134 0.002432 0.570972 0.005254
3 98.84665 0.055669 1.092191 0.005492
4 98.72600 0.073722 1.133740 0.066534
5 98.59157 0.075770 1.139828 0.192834
6 96.76027 0.935026 2.105341 0.199364
7 93.44601 3.754310 2.347210 0.452473
8 92.90735 4.312851 2.318685 0.461118
9 92.79007 4.363474 2.384323 0.462133
10 92.70883 4.439420 2.390474 0.461273
11 92.65738 4.459684 2.413974 0.468963
12 92.58456 4.525573 2.420466 0.469400
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/ a 4 v { a v Aa
M13199 22 WANTAATIZH Variance Decomposition mmammamﬂ‘ésmmi”ﬂiwawanﬂqm

Period FB CF IRD RER
1 0.236465 0.586001 0.004172 99.17336
2 0.235223 1.077466 0.610763 98.07655
3 1.130070 1.330461 0.605692 96.93378
4 1.022374 7.633594 2.685045 88.65899
5 1.435343 8.486431 2.661592 87.41663
6 1.484557 13.21580 5.310163 79.98948
7 1.472963 13.74311 5.342516 79.44141
8 1.463668 13.62093 5.563520 79.35189
9 1.466590 13.71946 5.658266 79.15568
10 1.901342 13.79323 5.726292 78.57914
11 1.943436 13.82440 5.739372 78.49279
12 1.974765 13.88764 5.771975 78.36562
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Null Hypothesis anuinazily Han1InNAaoU
CF does not Granger Cause FB 0.8301 RIVER]
FB does not Granger Cause CF 0.6521 YONTL
CF does not Granger Cause RER 0.0261 ﬂﬁ!iﬁi
RER does not Granger Cause CF 0.9302 RIVER]
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5199 24 wamImuIu Impulse Response Function EuENﬁunumﬁaué’wqw%iumwam

Period CF FB IRD RER
1 31.31409 3.105883 -0.611720 0.000000
2 -12.18555 -2.498019 -1.004954 -2.412139
3 -8.297482 3.024586 2.088893 0.843873
4 2.148698 1.813416 -0.563154 3.569653
5 3.933339 -4.759900 -0.158238 -0.617946
6 -0.372057 0.640087 -0.206126 -1.168779
7 -0.723022 2.166352 0.003385 -0.286766
8 -0.634929 -0.157817 0.430090 0.437451
9 0.216468 -1.201452 -0.030494 0.257521
10 0.305817 0.220572 -0.230055 -0.067628
11 0.081208 0.354417 0.061928 -0.151470
12 -0.161834 0.013472 0.103780 0.000404

9
e TUMImUINTEIa 1A (Ordering) Y99 115A91 FB, IRD, CF 11a¥RER
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13197 25 WANISATUIN Impulse Response Function ﬂlﬂﬂﬂamiﬂﬁlﬂuﬂw\liﬁm

Period FB CF IRD RER
1 67.68892 0.000000 0.000000 0.000000
2 -51.74374 -0.468515 5.631214 -3.603556
3 5.334139 -1.257364 -1.332434 3.482553
4 4.212210 3.513050 -4.860151 -1.314669
5 6.508367 -2.767304 3.878554 -0.216715
6 -7.500744 0.564684 0.134128 0.410542
7 1.653089 -0.194566 -1.201471 0.181488
8 0.084275 0.755140 0.155433 -0.346600
9 1.202110 -0.418735 0.361996 0.118290
10 -1.220013 -0.078344 -0.103885 -0.064390
11 0.303133 -0.040627 -0.020481 0.100224
12 -0.005914 0.217942 -0.040414 -0.023152
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Y
nene): TUMImUIUETeIa 1A (Ordering) Y09A 115791 FB, IRD, CF 11a¥RER
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4 a 4 a 4 a
M1519% 26 WANITIUATIZH Variance Decomposition sumNunumﬁeuéﬁaqwﬂummm

Period CF FB IRD RER
1 98.98841 0.973812 0.037776 0.000000
2 97.99599 1.378867 0.120135 0.505006
3 96.97925 2.026741 0.465310 0.528694
4 95.72827 2.254699 0.482791 1.534244
5 94.07405 3.937517 0.470356 1.518074
6 93.94277 3.963173 0.472923 1.621133
7 93.60064 4.307504 0.470999 1.620852
8 93.57380 4.306756 0.484907 1.634540
9 93.46565 4.412282 0.484399 1.637673
10 93.45851 4.415336 0.488382 1.637773
11 93.44763 4.424425 0.488616 1.639332
12 93.44697 4.424313 0.489428 1.639285

Y
Neie: TumMsmuIaTead1al (Ordering) ¥936211/5A93 FB, IRD, CF t1agRER
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M15199 27 WANTAATIZH Variance Decomposition ﬂl@ﬂﬁﬂ]ﬁﬂﬁﬂﬂﬂﬂﬂW‘li’JM
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Period FB CF IRD RER
1 100.0000 0.000000 0.000000 0.000000
2 99.38506 0.003005 0.434146 0.177785
3 99.17801 0.024503 0.455712 0.341775
4 98.67507 0.191018 0.771353 0.362561
5 98.38204 0.291888 0.966047 0.360029
6 98.38752 0.293924 0.958999 0.359553
7 98.36832 0.294261 0.977630 0.359787
8 98.35899 0.301805 0.977857 0.361348
9 98.35512 0.304062 0.979368 0.361449
10 98.35517 0.304083 0.979315 0.361432
11 98.35503 0.304100 0.979307 0.361560
12 98.35438 0.304729 0.979322 0.361565

Y
Neie: TuMsmuInTead1a (Ordering) ¥930a11/5A93 FB, IRD, CF 11a¥RER
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H a 4 [ 1 a
M13197 28 WAN5ATIZH Variance Decomposition V88a5wanaeunsiaselunainguy

87

Period FB CF IRD RER
1 0.164570 1.933399 1.589604 96.31243
2 0.150286 1.940322 1.553355 96.35604
3 0.801511 2.378122 1.616653 95.20371
4 0.740071 9.219478 1.841926 88.19853
5 0.828767 9.285959 1.917085 87.96819
6 0.853005 10.37437 2.143730 86.62889
7 0.851311 10.35096 2.228230 86.56950
8 0.977394 10.52970 2.237321 86.25558
9 0.977231 10.54770 2.256972 86.21810
10 1.010034 10.54450 2.281462 86.16400
11 1.010047 10.54843 2.303424 86.13809
12 1.022197 10.54569 2.312991 86.11912

9
e TUMImUINTEIE1AY (Ordering) Y99A15A91 FB, IRD, CF 11a¥RER
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3. wamimaaummﬁjumquazwa (Granger Causality Test)
. ] dy Y1 I L A
NNNINATDU Granger Causality Tugrennswilldlga Arc Hhwnaailumsiden
) y 1 Y] a L 1 1 4
IUIU Lag MHINZAUTUIRLINUNMITAATIZH ITUFIUNHIUN wamsnadoutdad lua1s1en

=< = I [ dy
29 FINANITANH UL UAaT

M13197 29 ﬁgﬂwamﬁmﬁau Granger Causality Tuninsau

Null Hypothesis anuhaily Hansnaaay
CF does not Granger Cause FB 0.9558 RIVER]
FB does not Granger Cause CF 0.2757 RIVER]
CF does not Granger Cause RER 0.0052 ﬂﬁmﬁ
RER does not Granger Cause CF 0.4591 YONTL
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MHUINT 1 HANINATOUAUANIA Stationary Y8IAMI5AIN 9 §28 Unit Root Test

A1 ADF test MacKinnon Critical Value
Integrate of
o Integrated of
als Lag Integrated of 1% (level of 5% (level of order
order zero o
order one significance) significance) ™ 3¥AD (At level)
(level)
FB 5 -4.2078 -3.5744 -2.9238 1(0)
IRD 1 -1.7098 -5.5195 -3.5627 -2.9188 1(1)
CF 2 -0.5529 -8.4092 -3.5654 -2.9199 (1)
RER 1 -1.8187 -5.8051 -3.5627 -2.9188 1(1)

WUYIHA: 1(0) AADA stationary at level
I(1) e A9D4 stationary at first difference

i minmstszunanadieldsunsudiiagl

AISHNUING 2 HANMITNATOUHITIUIU Lag Mz au

Lags M AIC
0 16.3478
1 15.6223*
2 15.7603

WUBIR: * Ao 91U Lag Mg ey

#Hun: :nmsdszuaanadie Tsunsudisagll
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Root Modulus
-0.508606 - 0.313179i 0.597295
-0.508606 + 0.313179i 0.597295
0.292944 0.292944
0.162771 0.162771

wema: Wilisinuenaenaunilanlig

i minmstszunanadieldsunsudiiagl

MINHINT 4 ﬁgﬂwamﬁmﬁau Granger Causality

Null Hypothesis anuinailu HamINaaeL
IRD does not Granger Cause FB 0.0138 ﬂf]!,ﬁ‘ﬁ
FB does not Granger Cause IRD 0.8339 goUTY
CF does not Granger Cause FB 0.0033 ﬂf]!,ﬁ‘ﬁ
FB does not Granger Cause CF 0.0157 ﬂf]mﬁ
RER does not Granger Cause FB 0.0567 ﬂf]!,ﬁ‘ﬁ
FB does not Granger Cause RER 0.0914 ﬂf]mﬁ
CF does not Granger Cause IRD 0.7463 goUTY
IRD does not Granger Cause CF 0.3249 goUTY
RER does not Granger Cause IRD 0.1906 goUTY
IRD does not Granger Cause RER 0.4381 goUTY
RER does not Granger Cause CF 0.3133 BT
CF does not Granger Cause RER 0.5994 g

#Hun: :nmsdszunanadie Tsunsudisagll



Response of D_FBtoD_FB

Response to Cholesky One S.D. Innovations

Response of D_FBtoD_IRD

Response of D_FBtoD_CF
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Response of D_FBto D_RER

2

2
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MSHUINT 5 HANINATOUAUANIA Stationary Y8IAMII5AIN 9 §28 Unit Root Test

A1 ADF test MacKinnon Critical Value
Integrate of
o Integrated of
als Lag Integrated of 1% (level of 5% (level of order
order zero o
order one significance) significance) ™ 3¥AD (At level)
(level)
FB 1 -10.4808 -3.4891 -2.8872 1(0)
IRD 3 -3.2562 -3.4908 -2.8879 1(0)
CF 2 -3.1747 -3.4902 -2.8877 1(0)
RER 5 -1.4855 -11.6769 -3.4931 -2.8889 1(1)

WUYIHA: 1(0) AADA stationary at level
I(1) e A9D4 stationary at first difference

i minmstszunanadieldsunsudiiagl

AISHNUING 6 HANITNATOUHITIUIU Lag Mz au

Lags M AIC
0 24.9744
1 24.4329
2 24.3018
3 24.2215
4 24.2470
5 24.0429%*
6 24.0814

WA * Ao 1UIU Lag Mg ey

#Hun: :nmsdszunanadie Tsunsudisagll
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MSNUINN 7 HANITNATDULADITAINUDILULTIAD

Root Modulus
-0.396505 - 0.716424i 0.818828
-0.396505 + 0.7164241 0.818828
0.377238 - 0.718140i 0.811193
0.377238 + 0.718140i 0.811193
0.783989 0.783989
-0.608582 - 0.4924001 0.782834
-0.608582 + 0.492400i 0.782834
0.472940 - 0.5595651 0.732657
0.472940 + 0.5595651 0.732657
0.251980 - 0.6648031 0.710955
0.251980 + 0.6648031 0.710955
0.697914 0.697914
-0.645647 0.645647
-0.297064 + 0.558096i 0.632233
-0.297064 - 0.558096i 0.632233
-0.556100 - 0.2406891 0.605953
-0.556100 + 0.240689i 0.605953
-0.081380 + 0.585849i 0.591475
-0.081380 - 0.585849i 0.591475
0.007825 0.007825

weg: lulisinuenienaunilaniing

fn: 1inmsilszananadie TusunsuduSogll
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MINWHINT 8 ﬁﬁmamamﬁau Granger Causality

Null Hypothesis anuhazily HanInaaoL
IRD does not Granger Cause FB 0.7734 goUTY
FB does not Granger Cause IRD 0.1774 gy
CF does not Granger Cause FB 0.8301 yoNTU
FB does not Granger Cause CF 0.6521 goUTY
RER does not Granger Cause FB 0.9035 goUTY
FB does not Granger Cause RER 0.9208 yoUTY
CF does not Granger Cause IRD 0.0179 ﬂﬁlﬁ‘ﬁ
IRD does not Granger Cause CF 0.9950 yoUTY
RER does not Granger Cause IRD 0.1706 goUTY
IRD does not Granger Cause RER 0.1039 yoUTY
RER does not Granger Cause CF 0.9302 goUTY
CF does not Granger Cause RER 0.0261 ﬂf]!,ﬁ b}

#Hn: :nmsdszuanadie Tsunsudusagl



Response of D_FBtoD_FB

Response to Cholesky One S.D. Innovations

Response of D_FBtoD_IRD

Response of D_FBtoD_CF
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Response of D_FBto D_RER
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MHUINT 9 HANINATOUAWUANIA Stationary Y8IAIMIITAIN 9 §28 Unit Root Test

M ADF test MacKinnon Critical Value

Integrate of
Integrated of

als Lag Integrated of 1% (level of 5% (level of order
order zero o
order one significance) significance) ™ XA (At level)
(level)
FB 1 -7.4852 -3.4699 -2.8788 1(0)
IRD 2 -1.830361 -3.9661 -3.4704 -2.8790 1(1)
CF 3 -2.3899 -2.5792 -1.9428 1(0)
RER 1 -1.5893 -9.2390 -3.4702 -2.8789 1(1)

WUYIHA: 1(0) HAANDA stationary at level
I(1) e A9D4 stationary at first difference

i minmsszunanadieldsunsudiiagl

ASHUINA 10 HANITNATOUNITIUIU Lag Mz au

Lags 1 AIC
0 25.5312
1 25.1131
2 24.9192
3 24.8506*
4 24.9162

WA * fiD 91U Lag Mg ey

#un: :nmsdszuianadie Tsunsudisagll



MINWHINT 11 HaMINATOUIADYTNINYDILULUTIA0Y
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Root Modulus
0.820521 0.820521
-0.650283 0.650283
0.176925 - 0.602630i 0.628065
0.176925 + 0.602630i 0.628065
-0.351267 - 0.477549i 0.592825
-0.351267 + 0.4775491 0.592825
-0.117334 - 0.571129i 0.583057
-0.117334 + 0.571129i 0.583057
0.008614 - 0.5827011 0.582765
0.008614 + 0.5827011 0.582765
-0.498901 0.498901
0.240083 0.240083

Weg: lulisinuenenaunilaniing

#Hun: :nmsdszuanadie Tsunsudusagl



MINUINT 12 ﬁ;ﬂwamsmaau Granger Causality

\l 3|
anuazilu

Null Hypothesis Nan1InNaaoy
IRD does not Granger Cause FB 0.6101 goUTY
FB does not Granger Cause IRD 0.2556 gy
CF does not Granger Cause FB 0.9558 yoNTU
FB does not Granger Cause CF 0.2757 goUTY
RER does not Granger Cause FB 0.9264 goUTY
FB does not Granger Cause RER 0.6665 yoUTY
CF does not Granger Cause IRD 0.8273 goUuTY
IRD does not Granger Cause CF 0.8976 yoUTY
RER does not Granger Cause IRD 0.4977 goUTY
IRD does not Granger Cause RER 0.6427 yoUTY
RER does not Granger Cause CF 0.4591 goUTY
CF does not Granger Cause RER 0.0052 ﬂf]!,ﬁ‘ﬁ

#Hn: :nmsdszuanadie Tsunsudusagl



Response of D_FBtoD_FB

Response to Cholesky One S.D. Innovations

Response of D_FBtoD_IRD

Response of D_FBtoD_CF
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Response of D_FBto D_RER

80- 80- 80- 80-
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Response of D_IRDtoD_FB Response of D_IRD toD_IRD Response of D_IRD toD_CF Response of D_IRD toD_RER
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Response of D_CFtoD_FB Response of D_CFto D_IRD Response of D_CF to D_CF Response of D_CFto D_RER
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Response of D_RERtoD_FB Response of D_RER toD_IRD Response of D_RER toD_CF Response of D_RER toD_RER
124 12 12 124
0.84 08 0.8. 0.84
0.44 0.4 0.4. 0.44
0. 0. /\ 0.
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