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ABSTRACT

The purpose of this study is to investigate core inflation in Thailand after the adoption of
inflation targeting policy. The main objective is to find out the response of inflation to other
economic variables: interest rates of 1 day repurchase market, real minimum wage, real effective
exchange rate, and manufacturing production index. The methodology is based on the assumption
that there are dynamic linear relations among these economic variables. Then we use VAR model
to estimate and analyze the response and proportion of shock to core inflation.

The result from impulse response function and forecast-error variance decomposition
shown that the response of core inflation shock to RP1 shock is the smallest effect and the REER
shock has the greatest effect on the shock of core inflation. However, the core inflation shock

itself is about 89.43 percent (more than 80 percent came from the first ten months).

Keywords: Inflation targeting, Core Inflation, Vector Autoregressive
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