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In order to finance current account deficit, international capital flows were considered great
necessity fof Thailand. During 1985 - 1896, however, Thai baht which had been pegged to basket of currency
was retatmeé,/ less volatile and less risky, therehy stimulating bath long and short term capital inflows. These flows

would affectl both controlling monetary base and the value of domestic currency. Moreover, when ac.compamec

with the exqected baht depreciation, the effect might in turn make short term flows more vofatn!e and migh
further dnscc’Jrage the inflows of long term capital. The objectives of this thesic were three - fold 1) to analyz
the macro fdctors affacted both short and long term capital flows and to estimate the offset of monetary policy
these flows '*1‘) to estimate the degree oi sterilization of Thai central bank and 3) to evaluate the impacts of capita
flows on Thai real effective exchange rate. The econometric method of this thesis was based cn monetarist model
of Maxwell J Fry.

|

: The TSLS estimation results are that short term flews would lessen the sffectiveness of monetary
policy morq than long term flows. The estimated sterilization of 67.5% by the Bank of Thailand helps raising
interest ratesf‘ and keeps them at high levels throughout the period under study. And this brings down the inflation
rate and stirr{ulates capital inf!ow§ continuously. This is supported by the finding that inflation is the most important

factor affecting the short as well as long term flows. The study also find that the short term flows are relatively more|

sensitive to Baht exchange rate expectation. The early surge period of capital inflows together with interest rate
|d|f‘erentnals Iead to expected baht depreciation which causes the outflows, e_.pecaally of the shcert terrn capitals in

|later period. Thxs is supported by the result of casuality test that short term flow is relatively more sensitive to Baht

exchange rate expectation. The estimation also indicates that the capital inflows have caused the depreciation of
. . |

iThai real effective exchange rate by 21.5%. Morecver, because of the crowding nut effect, the more domestici

ibarrowing by the yovernment, the more likely wili the baht depreciate.
: i
! ;

t In conclusion, it is found that under today's floating exchange rate system, some conditions should
I

be met to maximize the benefits of capital flows. For example, the interest rate should be free to move so that it will
|

stimulate mor’p’of the long term inflows which wil benefit the real sector and help stabilizing real effective exchang

rate. |
1
|
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