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The purposes of‘thésis are to examination factors influencing the
narrow money supply (M1) and to test whether anticipated or unanticipated
money supply has significant impact on output level. Rational and Neutrality

Hypothesis framework of the new classical economists is used in the analysis.

The narrow money supply equation is estimated by using Ordinary
Least Square method. The estimation of money supply represents anticipated
monetary policy and residual from the estimation represents for unanticipated
monetary policy. The study finds that the factors influencing are the gross
domestic product (GDP) in the previous quarter (0.58%), the interbank
lending rate in the previous quarter (0.38%) and the money supply in the third

quarter (0.06%).
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By introducing the anticipated and unanticipated money supply into the
Polynomial Distributed Lag real output equations. The study finds that only
anticipated money supply can alter the level of real output. This finding
confirms the rationality hypothesis that unanticipated money supply does not
influence the real output level. The joint test of the rationality and neutrality
tests shows that the hypothesis is invalid. When real output equation from
each hypothesis is estimated separately, it is found that the invalidity of the

joint test is due to the invalidity of neutrality hypothesis.

This study shows that if the policy makers want to stabilize the real
output (economic target), they should stabilize money supply (monetary
target). Since economic agents have rational expectation on money supply and

1oney supply itself will eventually effect the real output.





