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ABSTRACT

This purpose of this study is to determine the relationship between unemployment rate and inflation
rate and the existence of Phillips curve among the ASEAN 5 countries (Indonesia, Malaysia, the
Philippines, Singapore, and Thailand). There are two parts to this study, which are a quantitative
analysis and analysis of essence of the existence of Phillips curve at different times on each country
in ASEAN 5. The study uses time series data, ranging from 1981 to 2011, to prove the existence of
Phillips curve by using Seemingly unrelated regression (SURE). In additions, other controlled
variables are tested in the equation, which are real interest rate, US dollars per local currency
exchange rate, the 1997 — 1998 Asian Financial Crises dummy variable, the 1981 — 1984, 1990 —
1991, and 2003 — 2008 Oil Crises dummy variable, and the 2008 — 2009 Sub-prime Mortgage Crisis

dummy variable.

Results from the analysis show that there exists Phillips curves in 4 countries which are Malaysia,
the Philippines, Singapore, and Thailand, meaning the unemployment rate and inflation rate are
negatively correlated in these countries. For other controlled variables, their relationships with
inflation rate mostly follow what could be explained by economic theories. The relationship
between real interest rate and inflation is negative in 4 countries, except Singapore. There exists a

negative correlation between exchange rate and inflation rate only in Thailand and Singapore.



Inflation rate decreased in Singapore and Thailand during 1997 — 1998 Asian Financial Crises.
Inflation rate increased during the Oil Crises in the Philippines, Singapore, and Thailand. However,
there is no evidence of the correlation between Sub-prime Mortgage Crisis and inflation rate in all

countries because the crisis had few impacts on countries in Asia.

Results of the study suggest that governments of the countries that the existence of Phillips curve
are found could be more confident in using monetary and fiscal policies for solving short-run
economic problems. For example, if government wants to decrease inflation rate by decreasing the
money supply and government spending, economic recession and an increase in unemployment rate
could be expected. If government wants to decrease unemployment rate by increasing the money

supply and government spending, an inflationary boom or economic bubble can be expected.



