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ABSTRACT

The objectives of this study are (1) to analyze the impact of inflation and
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exchange rate fluctuation on economic growth and (2) to propose policy guidelines

for economic challenges, especially Luang Prabang Province. A mixed-methods
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approach was used: quantitative analysis included quarterly time series data
(2021Q1-2024Q4) estimated with the Autoregressive Distributed Lag (ARDL)
bounds testing and Error Correction Model (ECM) approach, which was

supplemented with qualitative expert interviews from the central bank.
The empirical results reveal that exchange rate and inflation have no
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statistically significant effects on GDP in the long run. However, in the short run,
the effect of exchange rate depreciation on GDP growth is negative, substantial
and statistically significant (1 % increase in the exchange rate leads to 11.95%
contraction in GDP), which underscores the vulnerability of the import-dependent
economy. Meanwhile, short-run inflation was reflecting temporary price-driven
adjustments. The ECM coefficient (-1.859) exhibits oscillatory convergence to
the long-run equilibrium. Structural import dependency, foreign currency
shortages and parallel market premiums remain key domestic challenges, as
evidenced by qualitative insights. Therefore, policy makers should pay more
attention to the management of the inflows of foreign currencies, to reduce the
unofficial market spreads and to promote the domestic production (“Product of
Laos”) for sustainable macroeconomic stabilization.
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Habib et al. (2021) fa1091u91 N1usoueIzggFunIty

dernnnindgEnunzun 9900 winsiuniudigencauty wrifiu
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01012079 4.1: nufingsunotuiisesldodsy
Variable Test 1% 5% 10% p - value  Station Decision
Statistic Critical Critical Critical ary
Value Value Value (Yes/
No)
Before First Differences
LnGDP -2.707 - 3.750 - 3.000 - 2.630 0.0729 No Fail to Reject Ho
LnExR -0.181 - 3.750 - 3.000 - 2.630 0.9408 No Fail to Reject Ho
LnCPI 0.811 - 3.750 - 3.000 - 2.630 0.9918 No Fail to Reject Ho
After First Differences
D.LnGDP - 5.054 - 3.750 - 3.000 - 2.630 0.0000 Yes Reject Ho
D. LnExR -2.188 -2.583 - 1.746 - 1.337 0.0219 Yes Reject Ho
D. LnCPI - 2.565 -2.583 - 1.746 - 1.337 0.0104 Yes Reject Ho
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001819 4.2: NMIVRENALCUNDIURISINIVIZE L

e(lags)[1,3]
LnGDP LnExR LnCPI
rl 1 1 2
NI1ER77 4.3: BunNwdiingsy Cointegration (108 bounds test
ARDL Bounds Test for Cointegration
Hy: no levels relationship, F = 15.459; t=-6.079
Critical Values (0.1-0.01), F-statistic
10 11 10 L1 10 L1 10 L1
L1 L1 L 05 L 05 L 025 L 025 L 01 L 01
K 6 3.17 4.14 3.79 4.85 4.41 5.52 5.15 6.36
Critical Values (0.1-0.01), t-statistic
10 11 10 L1 10 L1 10 L1
L1 L1 L 05 L 05 L 025 L 025 L 01 L 01
K 6 -2.57 -3.21 -2.86 -3.53 -3.13 -3.80 -3.43 -4.10
M2 4.4: Buniwdnazioscuu19) ARDL (1 1 2)
D.LnGDP, Coefficient Std. err. t P - Value
ECT,_, - 1.858936 0.3057859 - 6.08 0.000
Long — run
LnExR, 0.4554742 1.464503 0.31 0.762
LnCPI, 0.2952225 1.68856 0.17 0.865
Short - run
LnGDP,_, 0.4708959 0.2360394 1.99 0.074
LnExR,_, - 11.95431 4.12573 -2.90 0.016
LnCPI,_4 5.578342 2.654494 2.10 0.062
LnCPI,_, 6.493341 2.624248 2.47 0.033
_Cons 16.6626 11.71762 1.42 0.185

Number of obs = 16; R - squared = 0.8485; Adj R - squared = 0.7424; Root MSE = 0.3982

Log likelihood = - 3.6784451

010219 4.5: NWHNKYU Lagrange Multiplier (LM)

Breusch—Godfrey LM test for autocorrelation

lags(p) chi2 df Prob > chi2
1 0.421 1 0.5166
Hy: no serial correlation
01012079 4.6: NIURNFSUNIVE AN L2960 10DV
Jarque - Bera normality test: 1.882 Chi(2) =0.3903

Jarque - Bera test for Ho: normality
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SU 4.1: NIUN2NIUADIUITYIU28cuU1R8) CUSUM / CUSUMSQ

———e—— CUSUM squared

CUSUM squared
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