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Abstract

This project aims to develop a labor market condition index (LMCI) in Thailand.
The index was first introduced by a group of researchers at the U.S. Federal Reserve System,
the central bank of the United States, with the purpose to assess the labor market condition
in the U.S. Specifically, the index can help indicate the tightness and the slackness of
the labor market.

LMCl is a composite index where its construction is based mainly on the existing indices
and data related to the labor market. In this project, we develop the LMCI through a dynamic
factor model in which the common factors are obtained from the principal component
analysis. Once finished, the LMCl is then analyzed and tested to see the relationship with

other indices and some macroeconomic variables.

We found that the LMCI has a strong relationship and moves in the same direction
with the change in the unemployment rate. Hence, we conclude that the higher value of the
LMCI indicates the higher slackness of the labor market while the lower value means
the more tightness. As expected, the LMCl has a negative relationship with change in the labor
participation rate. This confirms the slack and tight conditions of the labor market revealed
by the LMCI.

To assess the relationship with other macroeconomic variables including economic
growth (measured by the change in the real gross domestic product), inflation rate (from
consumer price index and producer price index), and change in short-term (interbank) interest
rate, we use vector autoregressive and structural autoregressive models for this purpose.
We found that the impact from the shock in macroeconomic variables on the LMCI can
happen in the same lag (period) while the shock in LMCI can have an impact on the
macroeconomic variables in the other lags. Upon the satisfactory results, we then make the

forecasts of the LMCI as an illustrative example.
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