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The objective of this study is to construct a dynamic macroeconomic model subject to structural
changes of the Thai economy using quarterly data during the years 1993 to 2001. The behavioral
equations are estimated on the General-to-Specific basis in combination with the use of cointegrativii
analysis. The study results indicate that the behavior of all the economic variables changed as the
structure of the Thai economy changed. Under the changed structures and international financial
systems, price mechanism adjusted at a faster pace and in a larger scale along the equilibrium path.
The estimation results also show that the behavior of economic variables was sensitive to government
policy variations, leading to the “Lucas Critique”. In order to overcome the problems related to the
“Lucas Critique” in macroeconomic modeling, methods of using dummy variables and stochastic

simulation are applied to Thailand's dynamic macroeconomic model.

As a model application, the study uses the estimated model to investigate the impacts of
monetary policy, fiscal policy, and external disturbances on the Thai economy. The eased monetary
policy regime by reducing the benchmark of 14-day repurchase rate, significantly affects domestic
interest rates and exchange rates. But the transmission mechanism process of the reduced repurchase
rate does not show much impact on the output growth. An increase in government expenditures affects
all sectors, both the financial and the real sector. it also leads to a higher economic growth in the short-
run, but overtime both domestic prices and wages rise to partially offset the short-run benefit of the fiscal
policy. Regarding changes of external factors, a reduction in the federal funds rate under Thailand’s
inflation targeting policy generates littie impact on the Thai economy. However, an increase in world GDP

has a significant positive impact on Thailand’s economic growth.



