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Abstract

This study aimed to examine the Fisher Effect in money market and bond market under the regime
of flexible inflation targeting in Thailand. The monthly time series data during 2005-2018 were utilized to
examine long-term relationship using Johansen methodology as well as to investigate the speed of
adjustment using VECM method. Thai 1-year and 10-year bond yields as well as interbank rate were utilized
as proxies of interest rates in bond and money market, respectively, whereas headline inflation rate was
used as a proxy of expected rate of inflation following Rational Expectation Approach. The results showed
the long-term relationship between the expected rate of inflation and nominal interest rate in both bond
markets and money market in all cases. In addition, when there was any shock in nominal interest rate, the
system would bring nominal interest rate back to its long-run equilibrium within 2-3 months. The results
also showed that all effect of changes in the expected rate of inflation could passthrough into nominal
interest rate, providing empirical evidence that the Fisher effect held in both money market and bond
market.
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BOND10Y -2.0919 -1.3154 -4.5505* -4.5611* -4.8636* -6.1882*
INTERBANK -0.9672 -2.5140 -3.5201 -4.7240% -4.7120% -4.6849*
INF -2.9606* -3.4724 -3.6159 -8.0534* -8.0276* -7.9908*
Aauds Phillips-Perron (At Level) Phillips-Perron (At First Difference)
None Intercept Trend and None Intercept Trend and
Intercept Intercept
BOND1Y -0.8269 -1.6427 -2.6804 -6.6727* -6.6546% -6.6479*%
BOND10Y -1.1155 -1.8125 -3.8734 -9.7085* -9.7017* -9.6598*
INTERBANK -0.7962 -1.7507 -2.6397 -5.5999*% -5.5825*% -5.5862*
INF -7.7642* -8.0905* -8.3748* -43.2301* -43.3694* -45.7959*

MNewe): * et Uiasaunigiuvan s seAutedAynisadia 0.01

HANIINAHaUANENNUSITIgaea Ty
LYY

NnmsisuUsTldFnuTanuazdu Non
Stationary LagdlszAUDY Integration figdu 1
w38 (1) @aun1s Cointegration Feagluguves
Luud1ad Restricted VAR fllansanuduiug
Y8 UslugUes First Difference A1UTIUIU
AMuATY (Lag Length) Aimangay Jawants
naaouIIuIUAILA T TImNIzanaInaT AIC
WUIMUUTIRRIANFUTUSITIRasn nluss ey

817581I190NTIHANDULNUR UTUNTIFUIalne
91y 1 U uagdnsnuduiflefiananisol was
wuusaesdnsnendoduliiiussvisuiens
uazdnsRuileNannisalfisiuiuaiuanda 4
fien AIC friign Turniguuudiassnuduius
WanauNINluITELe1ITENINENT AN ULNIY
Wustnsguralngeny 10 Juazsnsntuiled
AAnTsaifidIuANE1En 3 A0 AIC Afiga
Aauandlumsng 3

A1 3 NANISNAFDUANNEI TN TEUUDILUUTIABS

Lag Length AIC Criteria
BONDL1Y - INF BOND10Y - INF INTERBANK - INF
0 4.316080 4.110284 4.323340
1 0.250776 1.043298 0.174830
2 -0.152728 1.054266 -0.557634
3 -0.172414 1.023972* -0.600778
4 -0.196869* 1.044023 -0.745843*
5 -0.154984 1.032767 -0.700369
6 -0.129870 1.047370 -0.691156
7 -0.099470 1.074798 -0.664785
8 -0.074579 1.067855 -0.636688

NGO * kansdn AIC idvign

s
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HanN1INAgaUANFURUSITInasnInly
s20¥81191NA1ARR Trace Test nudnluiia 3
Luusans ievnsmageuauuRgiundniiin
Cointegrating Vector fis1uautiosnitviowinfu
0 (None) asnsaufjiasauufigiunanle a sz
Jod1dayn19adn 0.05 wiiileinn1snageu
Cointegrating Vector fis1uautiosniiviowiniu
1 (At Most 1) nauldlanunsaufiasauufgiuman
1§ Fsaqulihdnmaondeduiiiuiassnsiiu
Wefimanisalfe 3 uuudrassfiaudusiug
WBanasninluszezeninonuy Tnosts 3 LUy
91909191u7uU Cointegrating Vector 1 JUKUU
Anudusiug dauandlunisng 4 luvaugiinanis
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nadouAUFURUSITInasn1nluszere1)
A1NANEDA Maximum Eigenvalue Test 16w a
nsfnufiaenadostu nanfe Wevhnsmaaeu
ammagmwﬁﬂﬁ’hﬁﬁhmu Cointegrating Vector
gedainnu 0 (None) aunsaujjiasauuigiu
wanle o seRutedfyn1adn 0.05 widlev
nisnAdsUANNAIUNAn AT Iuay
Cointegrating Vector gagaviniy 1 (At Most 1)
ndulianunsauiasanuigiunanle Jeaguladn
Sasneniduidudiuuasdnsniuiled
AIANTaINg 3 WUUdIa0adiANUFUNUSITInaY
nwluszeze1nenu lneiidnuau Cointegrating
Vector 1 JULUUAMEITUS

M99 4 HansAaeuANLFLTUSIdmasn nluszuzenalnegds Johansen Cointegration

Cointegrating Vector Maximum Eigenvalue Trace
Max-Eigen P-value Trace P-value
Statistic Statistic
BONDL1Y - INF
None 39.73398* 0.0000 42.89851* 0.0000
At most 1 3.164534 0.0753 3.164534 0.0753
BOND10Y - INF
None 38.05088* 0.0000 41.52376* 0.0000
At most 1 3.472880 0.0624 3.472880 0.0624
INTERBANK - INF
None 50.09539* 0.0000 53.84379* 0.0000
At most 1 3.748399 0.0529 3.748399 0.0529

Mewveg: * vaneis Uiasaungiunan o seautedidnnieatia 0.05

nansnagaunsUiURluszezaulne™s
VECM

Nan1sNAgaUNITaIRIUNansenuluss ey
Fuiiouiusudignasninluszerennsening
snsnenilodudnivuasdnsniuiod
ANANNSAINS 3 Wuus1aeslaeds Vector Error
Correction Model (VECM) Tagfiansaniagiu
yuaLazfiAme numsuiuiaiteidngnasninly
SYO%E1I 3 wuUI1a0ee Nl TudAYNINETH
a1 52AU 0.05 wazdifianis wazaurnluszaud
TnaLAeeiy Na@13AD HANISNAABUNUAIAINNLSD
Tun19USUA2 (Speed of Adjustment) L¥iAu

-0.022673, -0.028673 uag -0.021812 lunsdilves
WUUIIRBIIATINANBULNUNUSURTIFUIRDE
1 U dasmanauunuiusinisguiaeny 10 T
wazdnsinenideodulfddusenitssuiais
AUEINU (Fauandlun1sne 5) wandliiuinmnd
amznsalle o Avilisnsmanouunuiustng
F3uraey 11U dasmanauunuiusinsiguia
918 10 U wazdnsneniboFulvgdusewing
sUIANSVgRRaNNAReN NluTEELeNd SEUUALl
nsusuiluszerduiioddnasninluszeren
agluian 2.27 Weu, 2.87 WWau way 2.18 sy
PRy venanisamuiinisiudeuuases



SnsmenideifuiiGuits 3 vdnld3usnswann
nmsiasuulawessnsinenit otdusaidu
wilnty q Tugaaand t-1 eghefldudfynnseada
waztfufivhdanniinisiasunlasnessnsn
aontdefusiiuiiiniuasl§Sudninaunain
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nswasuLUasuesdnsiuilelusfnediad
Jod1fun1add lnslanizegdalunsdives
SNIINANDUMNUITUEUNTSFUIa1Y 1 Uuardnsn
poniiulifBussarinasuans

A1519 5 nan1svaaaunisusuiiluszarduvesdnsmenieduditulaeds VECM

BOND1Y - INF BOND10Y - INF INTERBANK - INF
Error Correction| D(BOND1Y) Error D(BOND10QY) Error D(INF)
Correction Correction
CointEql -0.022673* CointEql -0.028673* CointEql -0.021812*
(-4.06956) (-3.71094) (-5.76742)
D(BOND1Y(-1)) 0.40038* D(BOND10Y(-1)) | 0.166706* | DINTERBANK(- 0.402543*
(4.72389) (2.12319) 1) (4.96342)
D(BOND1Y(-2)) | -0.054031 [D(BOND10Y(-2)) | -0.112375 | DOINTERBANK(- 0.156038*
(-0.60390) (-1.42611) 2)) (1.87866)
D(BOND1Y(-3)) 0.055334 D(BOND10Y(-3)) 0.018516 D(INTERBANK(- 0.042694
(0.61304) (0.23182) 3)) (0.51756)
D(BOND1Y(-4)) | -0.025173 D(INTERBANK(- -0.068767
(-0.31760) a)) (-0.97594)
D(INF(-1)) -0.131872* D(INF(-1)) -0.044001 D(INF(-1)) -0.155405*
(-2.99247) (-0.72071) (-5.18046)
D(NF(-2)) -0.069575*% D(INF(-2)) -0.004132 D(INF(-2)) -0.099173*
(-1.82128) (-0.07537) (-3.66904)
D(INF(-3)) -0.070944* D(INF(-3)) -0.085707* D(INF(-3)) -0.102629*
(-2.09918) (-1.95860) (-4.32769)
D(INF(-4)) 0.022347 D(INF(-4)) 0.000773
(0.84561) (0.03873)
Constant -0.005999 Constant -0.011187 Constant -0.003419
(-0.58571) (-0.62104) (-0.47068)

newveg: * vaneis Uiasaungiunan o seautedidnmieatia 0.05

fn t-statistic kanabulndy

nan1MagauUTINgn138d Fisher Effect

ediwan1sAnyir1nuuudians
ANUENTUSBInasn N luITELE1I5ENINEN T
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arantsailundazuvudiasslveglusgy
Normalization 9¢lagun1saudunusidenae
aluszezendsaunsi 8-10

10

BOND1Y = 1.382903 + 8.579891 INF .(8)
BOND10QY = 2.568465 + 8.201394 INF  ...(9)
INTERBANK = 1.240768 + 8.422788 INF ..(10)
nan1sAnedaUszanvainaunisii 8-10
WuIAFuUsEAE N U ssns S uiled
ANANTAINALYINAU 8.579891, 8.201394 LAy
8.422788 pud1AU wandliiiud1 Tussered
mmﬁwﬁmmﬁmﬁﬁuLﬂaﬁmmmizﬂﬂy’wmazgﬂ
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derulugadmanonidefidusaiuluds 3 nsd
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n1sdunelanseudmaneduiewuuianegu
vaslne Usingnisal Fisher Effect LU u
Usingmsal Miietuiislunsdvssnainiiuuay

nanusURIsgUIaTesing

d5duazaiusrena (Conclusion and Discussion)
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Usingnsal Fisher Effect Tugaannaniiuszina
Inganduulovisnisdunelanseud ety
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AUUATIUAIULUIAAVBY Rational Expectation
Approach dmsusulssasnendeduiidu
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fyunalngeny 1 T waveny 10 Dillusfunuildly
n1snaaeulsIngnisel Fisher Effect lunain
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U35ngn130d Fisher Effect Tunannaidu

{18491 Fisher Effect Judsingnisal i
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U84 Johansen and Juselius (1990, pp. 169-210)
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