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The objective of this thesis is to study optimal capital stock,
cointegration and error correction model of optimal capital stock. Following
neoclassical theory and assuming Cobb-Douglas production function, the
optimal capital stock is computed. The unit root is applied to test for
stationary of coméuted optimal capital stock. Cointegration and error
correction model are employed to test for long run relationship of optimal
capital stock. More over, the factors, which are affecting manufacturing
investment of Thailand are analyzed by using OLS. Time series data from the
first quarter of 1993 to the fourth quarter of 2001 are used in the study.

Studying of optimal capital stock, the test for stationary shows that the
real capital stock, manufacturing output, real cost of capital, manufacturing

labor and optimal capital stock are stationary at a second difference. The study
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of Cobb-Douglas production function shows that labor is a major contributor
to manufacturing output rather than capital. The cointegration test shows that
long run cointegration relationship does exist between the real capital stock to
manufacturing output and real cost of capital. The error correction model
finds that the coefficient of adjustment in short run is 67.4, implying that the
optimal capital stock is able adjust to its long run equilibrium at the rate of
64.7% in next quarter.

The study of factors affecting manufacturing investment is divided
into 3 parts. First, computed aggregate uncertainty is estimated using
GARCH in Mean Model. The results show that the square error term from the
real income equation plays a major role on aggregate uncertainty. Second, the
stationary test shows that the aggregate uncertainty is stationary at level.
Investment and raw material price are stationary at first difference. Capacity
utilization is stationary at second difference. Third, the study of factors
affecting manufacturing investment shows that the aggregate uncertainty is
the most influencing factor, followed by investment in previous quarter.

However, their impacts are in opposite direction with investment.





