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Abstract

Foreign investment, Stock Market Development and Economic Growth

of Thailand

Most empirical studies reveal that foreign direct investment and foreign
indirect investment or foreign portfolio investment support economic growth.
However, the significant of the latter cannot be confirmed in developing countries.
The investigation between stock market development and economic growth nexus
also show the same result. This paper aims to investigate causality relationship
between foreign investment and stock market development and to examine whether
foreign investment causes economic growth in Thailand or vice versa. The study
period has been divided into 2 time spans; the first period uses annual data over the
period of 1983 — 2009, and the second period quarterly data during 2009Q4 -
201803 have been analyzed due to the available data and the classification of fund
flows in economic institutions by the Bank of Thailand. Foreign direct and indirect
investment annual data are net capital flows in non-financial corporations collected
from the Bank of Thailand and the rate of change of nominal gross domestic
products (GDP) per annum represents Thai economic growth. The development of
stock market is measured by market size and market liquidity. Market size (MGDP) is
measured by market capitalization divided by GDP while market liquidity is the ratio
of total value of shares traded on the exchange and total market capitalization
(turnover ratio; VMCAP) and the ratio of the value of trading relative to GDP (value
trade ratio; VGDP). The result of Granger causality test suggest that there are no
causality relationship between net foreign direct investment (FDI) or net foreign
portfolio investment (FPI) and stock market development in Thailand, and the same
result for net foreign direct investment or net foreign portfolio investment and
economic growth over the period of 1983 — 2009. As for quarterly data (2009Q4 -
2018Q), the Granger Causality test result indicate that there is unidirectional

relationship from value trade ratio to net foreign direct investment in depository
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corporations (excluded central bank), market size causes market liquidity, and there
is bi-directional nexus between both market liquidity indices. However, there is no
causality relationship between net foreign direct investment or net foreign portfolio
investment and economic growth. In the case of non-depository financial
corporations, market size causes net foreign direct investment and market liquidity,
and there is bi-directional nexus between both market liquidity indices. Furthermore,
economic growth induces net foreign portfolio investment. The net foreign portfolio
investment in nonfinancial corporations, households, and non-profit institution
serving households (other sectors) promote market liquidity measured by value trade
ratio (VGDP). The market size (MGDP) and turnover ratio (VMCAP) cause value trade
ratio. However, there is no causality nexus between net foreign direct investment or
net foreign portfolio investment and economic growth. In summary the past foreign
investment has no effect to Thai economy and economy itself induces foreign

portfolio investment in non-depository financial institutes to this country.
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