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Abstract

The Bank of Thailand (BoT) has set the monetary policy under inflation targeting since May 2000.

The policy interest rate, which is decided by the Monetary Policy Committee (MPC),

is used as an instrument to control the inflation. The inflation target range is set to maintain economic

stability. This research extends the Cox-Ingersoll-Ross (CIR) model to forecast the policy interest

rate under flexible inflation targeting by applying the local parametric approach (LPA) and

incorporating two additional factors (inflation rate and exchange rate). The results show that the

extended CIR models have an improvement of approximately 85% on policy rate forecasting.
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