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In this thesis, the researcher investigates cointegration between foreign
trade and money supply and monetary base of the country both in the short-
run and the long-run.

In carrying out this inquiry, the researcher utilized secondary time
series data from the period between the first quarter of 1987 to the first quarter
of 2009. The data collected were subsequently analyzed in order to determine
long-run cointegration. In accordance with the method of Engle and Granger,
a two-step approach_to cointegration was used. Furthermore, in order to
determine long-run equilibrium, the researcher relied on the error correction
mechanism.

Findings are as follows:
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The test of long-run cointegration revealed that the variables bearing
a direct correlation with narrow money (M1), broad money (M2) and the
monetary base (MB) at a statistically significant level of 99 percent were the
trade value (XM) and loan (BOR). |

Finally, on the basis of an application of ECM, the researcher
additionally ascertained that narrow money, broad money and the monetary
base required time to make an adjustment so as to be in long-run equilibrium.
The speed of adjustment was determined to be 10.05, 5.58 and 25.07 percent

per quarter, respectively.





