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Abstract

This independent study titled impact of financial liberalization on domestic interest rate
in Thailand had three main objectives. Firstly, to study factors affecting the movement of
domestic interest rate. Secondly, to measure degree of openness in financial liberalization.
Thirdly, to measure speed of domestic interest rate adjustment to foreign interest rate.

The monthly secondary data during January 1985 to December 1997 of various variables
namely, interbank rate, London interbank offer rate, forward premium rate, real gross domestic
product, money supply, consumer price index and government cash balance was collected and
applied in the econometric model. The regression technique was used to analyze the impact of

financial liberalization.



The study of impact of financial liberalization on domestic interest rate in Thailand since
the first financial liberalization could be considered for 3 consecutive important periods of
financial liberalization. Firstly, the deregulation of foreign exchange control transaction by
allowing the money transfer of goods and services export or import not more than 5 million U.S.
dollar since April 1%, 1991. Secondly, the deregulation of foreign exchange control transaction by
increasing the money transfer of goods and services export or import for 10 million U.S. dollar
and the establishment of Bangkok International Banking Facilities (BIBF) by allowing foreign
banks to do their business wholly since March 2nd, 1993, Lastly, the foreign exchange rate regime
was changed from basket of currencies system to managed float system since July 2“d, 1997. The
study results could be summarized as follow.

Firstly, the movement of domestic interest rate in Thailand was affected by three
important factors namely, foreign interest rate plus forward premium, lagged domestic interest
rate and the usage of managed floating exchange rate regime.

Secondly, the degree of financial liberalization in the study period from 1985 to 1997
was equal to 0.937. This value showed that the degree of linkages between domestic and foreign
financial transactions were likely high which indicated that the financial liberalization had been
fully opened.

Thirdly, the speed of adjustment of domestic interest rate with respect to foreign interest
rate was equai to 0.5710 which meant that the domestic interest rate in Thailand could be adjusted

about 57.10 percent due to the movement of foreign interest rate.



