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The net capital inflows have dircct and indirect effects on demand for money. The
objective of this study is to study the impact of net capital flows on demand for money and other
macroeconomics variables. The study employed secondary data ranged of quarterly from 1990:
2 to 2003: 4, A simple macroeconomic lﬁodcl consisted of structural equations was estimated
using two-stage least squares (2 SLS) method. Then, reduced —form equations were solved to
identify the effects of net capital flows on the demand for money. For solve into the final effects

on demand for moncy.

The results indicate that changes in exchange rate regime, inflation rate, net capital
flows, lags of demand for money, interest rate; lags of government expenditure, and lags of net
exports of goods and services are the main factors determining the demand for money. The net
capital flows have in positive effects on demand for money, GDP, consumption, investment and
government expenditure on the other hand, it have negative effects on net cxports of goods and
services. The 25 billion bath increases of net capital flows would increase demand for money,
GDP, consumption, investment and government expenditure by 7.00, 53.94, 22.20, 28.70 and
4.87 billion bath respectively. The net cxports of goods and services would decrease by 1.84

billion bath.





