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The main purpose of this paper is to test whether combining the Taylor rules
and Expectations theory then will generate a more accurate Term structure of
Interest rates. To answer this question, the paper separated into 3 parts : First, test
Expectations theory. Second, find the optimal model when used Thailand data. Third,
estimate the model from the second part and test whether combining the Taylor rules
and Expectations theory for generate a Term structure of Interest rates in Thailand by
stochastic simulation method followed the procedure of Carlo A. Favero (2005). The
data are government bond yield to maturity, Policy rate (RP14 and RP1), inflation rate
and GDP for Thailand over July 2000 — December 2007, which are in monthly

frequency.

The result shows that we can not explain the Term structure of Interest rates
in Thailand by using only Expectations theory is insufficient whereas combining the

Taylor rules and Expectations theory follow the Favero’s procedure is more accurate.





