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Generally, Life Cycle — Permanent Income Hypothesis is widely used to described the
consumption behavior. However, this theory never used to verify the suitability to explain Thai
consumption behavior. This study is focused on testing this theory whether it significantly affects
the determinant of Thai household consumption. Based on the alternative hypothesis that

consumers not only optimize their consumption from Life Cycle — Permanent Income but they

also consider the Liquidity Constraints.

The hypothesis can be tested by dividing the sample into 2 groups. The first group
represents the borrowing constraint household and the second group represents unconstraint
household. The Panel Data is generated from microeconomics data of the Household Socio —
Economics Survey during 1988 — 2002. Also, the Maximum Likelihood Estimation method is
used to determine the coefficient of Euler Equation. After that the generated data and the

coefficient is computed in Euler Equation for testing the hypothesis.

The results showed that the liquidity constraints do not exist for the borrowing
constraint household but significantly determine the consumption behavior of unconstraint group

which contrast to the theory.





