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selection process, from which it was found that all residual series will no longer be correlated 
when a lag length of 4 is used (Appendix 3). Thus: 
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The results show that, in both countries, the slopes of AS and AD are according to what the 
theory predicts, i.e., positive for AS and negative for AD (Figures 1 and 2). The slopes in 
both countries are clearly flat—even more so when compared to the slopes in Republic of 
Korea (hereafter Korea) and Malaysia.3 This suggests that in Indonesia and Thailand a 
positive AD shock would have been effective to stimulate non-inflationary growth during the 
period of observation; output would have increased faster than prices. Along the AS curve, a 
positive growth innovation of 1% corresponds to a positive inflation innovation of 0.01% and 
0.02% in Thailand and Indonesia, respectively. 

Figure 1: Thailand’s AS and AD Curves, 1994q3-2005q4 
 

  
Source: Author’s calculation based on the decomposition model. 

Figure 2: Indonesia’s AS and AD Curves, 1994q3-2005q4 

  
Source: Author’s calculation based on the decomposition model. 

The decomposition results also show that Indonesia has a steeper AD curve (with a slope 
equal to -1.474). Along the AD curve a positive inflation innovation of 1% corresponds to a 
negative output growth innovation of -0.68%. The corresponding figure for Thailand is -1.25. 
To the extent that a stabilization policy tends to focus on inflation control, a steep AD curve 
suggests that using AS shock rather than AD policy to lower price levels would have been 
more effective.  

                                                 
3 The slopes in other Asian countries also confirm the theory prediction (due to space constraint, the results are 
not reported here). 


