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A Dynamic Model of Diesel Demand in Thailand
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Abstract

The main objective of this study is to formulate a dynamic model to test for the short-run and long-run equilibrium relationship
of the diesel demand to the economic variables that affect the diesel demand. The short-run and long-run elasticities of diesel demand
with respect to price and income are empirically examined by using the econometric technique as a quantitative research method.
The 32-sample group data are collected in form of time series secondary data annually since 1988 to 2019. The econometric analysis
is divided in 3 steps: 1) to test stationary properties of time series data by using the Unit Root Test. 2) to test the long-run equilibrium
relationship by using the Cointegration Test. 3) the Error Correction Model is to explain the short-term equilibrium relationship in order
to determine if the variables will be adjustable ability to gain balance to the long-term equilibrium or not. The results show that 1) The
quantity of diesel has long-term positive equilibrium relationship with per capita GDP and the share of transportation income to GDP
and has long-term negative equilibrium relationship with diesel price. In the short term, the quantity of diesel will adjust toward its long-
run equilibrium with the speed 9.82 percent in each year. 2) The short-run and long-run price elasticities are estimated to be -0.234
and -0.228, while the income elasticities are 0.976 and 1.076, respectively. These elasticities imply that the diesel demand responds
to the changes of price slightly and slowly. Therefore, a demand-side management through raising the price of diesel will be
ineffective and policy makers should develop more strategies to reduce diesel consumption, for example, promotion of alternative
fuels and development of public transportation systems.
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