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Abstract

This research analyzes monetary policy under an inflation targeting framework in
Thailand. The framework is quite new when it was first implemented. Thus, the public have
to perceive this new policy framework. A learning process will help them in adjusting their
economic behavior such as consumption, saving, or investment. This research then applies
the ‘adaptive learning’ framework to analyze policy rate setting in Thailand. Specifically, this
research analyzes both a simple Taylor rule and an augmented Taylor rule under adaptive
learning.

The study finds that the Bank of Thailand (BOT) has stabilized core (CPI) inflation
rather than headline (CPI) inflation, as the BOT has committed to the public. Also, the BOT
has implemented the flexible inflation targeting approach by stabilizing both core (CPI)
inflation and output. Importantly, an exchange rate (nominal or real exchange rates) comes
to play a role in policy rate setting, which is consistent with empirical findings of emerging
market economies.

Moreover, the BOT monetary policy implementation is consistent with the Taylor
principle. The BOT raises the policy rate by 1.332% (0.257%) in response to a 1% increase in
long-run expected core (CPI) inflation (a 1% increase in the output gap). As a result, the real
interest rate increases so that an inflationary pressure is lessen. In sum, the BOT targets the
core inflation and conducts monetary policy in a “Leaning against the Wind” style to

stabilize the Thai economy.



