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Suvimol Wangrak 2011: Effects of Government Spending Money Supply and
Exchange Rate on Output. Master of Economics, Major Field: Economics, Department

of Economics. Thesis Advisor: Ms. Supanee Harnphattananusorn, Ph.D. 93 pages.

This paper analyzes the effect of government spending, money supply and exchange
rate on GDP using Vector Autoregression (VAR) methodology. The study period is

1998:Q1 —2010:Q4.

The result shows that the direction of response of GDP to the government spending
shock is positive. And the direction of response of GDP to money supply shock is positive too.
According to the magnitude, the effect of government spending on GDP is greater than money
supply because the government spending can stimulate the output directly. The response of
GDP on exchange rate shock is negative. This shows that exchange rate affects GDP due to the

fact that Thailand is a free trade country which has free trades and capital flows.

The result from variance decomposition analysis shows that the fluctuation in GDP is
mostly influenced by exchange rate which can be shown in the ratio as 65%. The government
spending and money supply influence GDP around 24% and 10% respectively while the GDP

influences itself less than government spending and money supply.
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Response of EX to G
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nie: Souay

Period S.E. GDP G EX M

1 2233154 20.05223 18.88515 39.39428 21.66834
2 586.6945 0.000292 29.44527 66.40342 4.151017
3 3375.077 1.51E-05 24.06542 67.30015 8.634416
4 3442.426 1.45E-05 23.63805 66.48930 9.872637
5 3962.282 1.41E-05 23.73943 66.74703 9.513525
6 3977.649 1.40E-05 23.61491 66.48477 9.900313
7 4362.573 1.35E-05 23.66110 66.62053 9.718357
8 4377.345 1.34E-05 23.56508 66.42413 10.01077
9 4622.368 1.31E-05 23.62441 66.55224 9.823341
10 4634.497 1.31E-05 23.56446 66.43630 9.999224
11 4791.580 1.30E-05 23.59471 66.50490 9.900381
12 4800.368 1.29E-05 23.55189 66.42140 10.02669
13 4907.733 1.28E-05 23.58000 66.47866 9.941328
14 4914.835 1.28E-05 23.55087 66.42377 10.02535
15 4987.072 1.28E-05 23.56886 66.46059 9.970542
16 4992.714 1.27E-05 23.54736 66.42054 10.03208
17 5041.438 1.27E-05 23.56147 66.44804 9.990478
18 5045.686 1.27E-05 23.54659 66.42074 10.03265
19 5079.373 1.27E-05 23.55659 66.44003 10.00336
20 5082.833 1.27E-05 23.54559 66.42020 10.03420
21 5105.479 1.27E-05 23.55294 66.43400 10.01305
22 5108.049 1.27E-05 23.54521 66.42019 10.03459
23 5123.768 1.26E-05 23.55057 66.43011 10.01931
24 5125.823 1.26E-05 23.54492 66.42018 10.03489
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Vector autoregressive model (VAR)
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