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Abstract

This research project applies a dynamic factor model proposed by Marcellino et al. (2013)
and Mariano and Murasawa (2010) to forecast, study, and analyze the Thai economy including
overall GDP, GDP in the 'Manufacturing' sector and GDP in the 'Wholesale and Retail Trade, Re-
pair of Vehicles and Personal and Household Goods' sector. The special feature of this model
is stochastic shifts in the volatility of both the latent common factor and the idiosyncratic com-
ponents. This research project employs the Bayesian estimation approach, specifically, the
Metropolis-Hastings (MH) algorithm and the Gibbs sampling.

The In-sample estimation results (Q1:2001 - Q4:2013) reveal that hard indicators are the
most important factor driving the Thai economy, relative to financial data and a soft indicator. In
addition, the nominal exchange rate (USD/THB) and the US Coincident Economic Activity Index
(USCl) are leading variables of overall GDP, GDP in the 'Manufacturing' sector and GDP in the
‘Wholesale and Retail Trade, Repair of Vehicles and Personal and Household Goods' sector.

The out-of-sample forecast results indicate that the dynamic factor model using bot the
nominal exchange rate and the real effective exchange rate outperforms both AR(2) and random
walk models. However, the dynamic factor model without stochastic volatility performs better

than the one with stochastic volatility.



